WPD-6
Screening Data Part 1 of 2
Page 2904 of 9808

CENTERPOINT ENERGY INC

FORM 10-K

(Annual Report)

Filed 02/26/10 for the Period Ending 12/31/09

Address 1111 LOUISIANA ST
HOUSTON, TX 77002
Telephone 7132073000
CIK 0001130310
Symbol CNP
SIC Code 4911 - Electric Services
Industry  Electric Utilities
Sector  Utilities

Fiscal Year 12/31

http://pro.edgar-online.com
© Copyright 2010, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.




WPD-6
m
Page 2905 of 9808
UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)
R ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2009
OR
£ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

FOR THE TRANSITION PERIOD FROM TO

Commission File Number 1-31447

CenterPoint Energy, Inc .

(Exact name of registrant as specified in its cegrt

Texas 74-069441¢
(State or other jurisdiction of incorporation orgainization) (I.R.S. Employer Identification Nc¢
1111 Louisiana (713) 20°-1111
Houston, Texas 77002 (Registrant’s telephone number, including area gode

(Address and zip code of principal executive offi

Securities registered pursuant to Section 12(b) dfie Act:

Title of each class Name of each exchange on which registert
Common Stock, $0.01 par value and associ New York Stock Exchang
rights to purchase preferred stc Chicago Stock Exchang

Securities registered pursuant to Section 12(g) diie Act:
None

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405c08#turities Act. Ye® No O
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ort®ecl5(d) of the Act. Yedd No M

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sewtl3 or 15(d) of the Securities Exchange Act @4L8uring the preceding 12 months (or for such tsir
period that the registrant was required to filehstgports), and (2) has been subject to such figmirements for the past 90 days. Yd€s No O

Indicate by check mark whether the registrant hémsnstted electronically and posted on its corpok&feb site, if any, every Interactive Data File riegd to be submitted and posted pursuant to Rufeod
Regulation S-T (§ 232.405 of this chapter) during preceding 12 months (or for such shorter pehatithe registrant was required to submit and posh files). Ye$d No [

Indicate by check mark if disclosure of delinquiierrs pursuant to Item 405 of Regulation S-K ig nontained herein and will not be contained, ®llest of each of the registrariteowledge, in definitiv
proxy or information statements incorporated brefice in Part Ill of this Form 10-K or any amenditrte this Form 10-K.M

Indicate by check mark whether the registrant lisrge accelerated filer, an accelerated filer, a-accelerated filer, or a smaller reporting comp&a®ge definitions of "large accelerated filer", "decatec
filer" and "smaller reporting company" in Rule 12knf the Exchange Act. (Check one):

Large accelerated filed Accelerated filerd Nor-accelerated fileid Smaller reporting compan
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantsgell company (as defined in Rule 12b-2 of the Excfe Act). Yesd No M

The aggregate market value of the voting stock bgldionaffiliates of CenterPoint Energy, Inc. (CenterPdimergy) was $4,008,560,260 as of June 30, 20089 tise definition of beneficial ownerst
contained in Rule 138-promulgated pursuant to the Securities Exchangeoh 1934 and excluding shares held by directord executive officers. As of February 15, 2010, {€ePoint Energy he
392,717,790 shares of Common Stock outstandinguBed from the number of shares of Common Stocktantling are 166 shares held by CenterPoint Eresgseasury stock.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the definitive proxy statement relattoggthe 2010 Annual Meeting of Shareholders of €dtint Energy, which will be filed with the Sedies and Exchange Commission within 120 day
December 31, 2009, are incorporated by referentternm 10, Item 11, Item 12, Item 13 and Item 14 aft |1l of this Form 10-K.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFO RMATION

From time to time we make statements concerningeapectations, beliefs, plans, objectives, goatstegies, future events or performa
and underlying assumptions and other statementsattganot historical facts. These statements avewvdrdiooking statements" within tl
meaning of the Private Securities Litigation Refofvtt of 1995. Actual results may differ materiaftpm those expressed or implied by tr
statements. You can generally identify our forwknoking statements by the words "anticipate,” '&&i," "continue," "could," “estimate
"expect,” "forecast,” "goal," "intend," "may," "ddgtive," "plan,” "potential,” "predict,"” "projectip” "should,"” "will" or other similar words.

We have based our forward-looking statements on rnanagemen$’ beliefs and assumptions based on informationlablai to ou
management at the time the statements are madeaWm®n you that assumptions, beliefs, expectationientions and projections about fut
events may and often do vary materially from acteallts. Therefore, we cannot assure you thatabhstsults will not differ materially from tho
expressed or implied by our forward-looking statatae

Some of the factors that could cause actual retultsffer from those expressed or implied by camwfardiooking statements are descril
under "Risk Factors" in Iltem 1A of this report.

You should not place undue reliance on forward-lngkstatements. Each forwalobking statement speaks only as of the date ¢
particular statement.
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PART I

Item 1. Business

OUR BUSINESS

Overview
We are a public utility holding company whosdifect wholly owned subsidiaries include:

» CenterPoint Energy Houston Electric, LLC (CenterPélouston), which engages in the electric transimisand distribution business
a 5,00(-square mile area of the Texas Gulf Coast that deduthe city of Houston; ar

« CenterPoint Energy Resources Corp. (CERC Corp. tykther with its subsidiaries, CERC), which ovarsl operates natural ¢
distribution systems in six states. Subsidiarie€BRC Corp. own interstate natural gas pipelinesgas gathering systems and pro
various ancillary services. A wholly owned subsidimf CERC Corp. offers variable and fix@dice physical natural gas supp
primarily to commercial and industrial customers atectric and gas utilitie

Our reportable business segments are Electric fmasi®n & Distribution, Natural Gas Distribution,ofpetitive Natural Gas Sales

Services, Interstate Pipelines, Field Services @titer Operations. From time to time, we consider ahquisition or the disposition of asset
businesses.

Our principal executive offices are located at 1Lalisiana, Houston, Texas 77002 (telephone nun#ie3:207-1111).

We make available free of charge on our Interndisite our annual report on Form 10-K, quarterlyorépon Form 103, current reports ¢
Form 8K and amendments to those reports filed or furrdghesuant to Section 13(a) or 15(d) of the SeiesriExchange Act of 1934 as sool
reasonably practicable after we electronically fiech reports with, or furnish them to, the Se@msitand Exchange Commission (SE
Additionally, we make available free of charge am thternet website:

» our Code of Ethics for our Chief Executive Offigard Senior Financial Officer

» our Ethics and Compliance Coc

e our Corporate Governance Guidelines;

» the charters of the audit, compensation, financeemance and strategic planning committees oBaaird of Directors

Any shareholder who so requests may obtain a griabpy of any of these documents from us. Changes waivers of our Code of Eth
for our Chief Executive Officer and Senior Finahcdficers and waivers of our Ethics and Complia@ede for directors or executive offic
will be posted on our Internet website within fikasiness days of such change or waiver and magadior at least 12 months or reportec
Item 5.05 of Form 8-K. Our website addresswaw.centerpointenergy.coniexcept to the extent explicitly stated herein, doeuts an
information on our website are not incorporateddfgrence herein.

Electric Transmission & Distribution

In 1999, the Texas legislature adopted the Texastidt Choice Plan (Texas electric restructuring)l¢hat led to the restructuring of cert

integrated electric utilities operating within Texd&ursuant to that legislation, integrated eleattilities operating within the Electric Relialbyl

Council of Texas, Inc. (ERCOT) were required to wmille their integrated operations into separatliresles, power generation and transmis
and distribution companies. The legislation alspned that the prices for wholesale generationratall electric sales be unregulated, but




WPD-6
Table of Content Screening Data Part 1 of 2

Page 2909 of 9808
services by companies providing transmission asttidution service, such as CenterPoint Houstonyldveemain regulated by the Public Uti
Commission of Texas (Texas Utility Commission). Tlegislation provided for a transition period to vaoto the new market structure
provided a truatp mechanism for the formerly integrated electtilities to recover stranded and certain other £ossulting from the transition
competition. Those costs were recoverable afteraap by the Texas Utility Commission either thrbutpe issuance of securitization bond
through the implementation of a competition transittharge (CTC) as a rider to the utility’s tariff

CenterPoint Houston is our only business that coes to engage in electric utility operations.sltaitransmission and distribution elec
utility that operates wholly within the state ofxBes. Neither CenterPoint Houston nor any otherididry of CenterPoint Energy makes retai
wholesale sales of electric energy, or owns oratpsrany electric generating facilities.

Electric Transmission

On behalf of retail electric providers (REPs), @eRbint Houston delivers electricity from powermikato substations, from one substatic
another and to retail electric customers taking guoat or above 69 kilovolts (kV) in locations thghwout CenterPoint Housta 'certificate!
service territory. CenterPoint Houston constructd maintains transmission facilities and providessmission services under tariffs approve
the Texas Utility Commission.

Electric Distribution

In ERCOT, end users purchase their electricity afiyefrom certificated REPs. CenterPoint Houstoriviées electricity for REPs in i
certificated service area by carrying lower-voltgg®ver from the substation to the retail electnistomer. CenterPoint Houstandistributior
network receives electricity from the transmissignid through power distribution substations andiveet electricity to end users throt
distribution feeders. CenterPoint Hous®mperations include construction and maintenariagistribution facilities, metering services, ou¢
response services and call center operations. (Raoite Houston provides distribution services unthiffs approved by the Texas Util
Commission. Texas Utility Commission rules and neanirotocols govern the commercial operations sfrithiution companies and other ma
participants. Rates for these existing servicesestablished pursuant to rate proceedings conduméate municipalities that have origi
jurisdiction and the Texas Utility Commissic

ERCOT Market Framework

CenterPoint Houston is a member of ERCOT. ERCOVesens the regional reliability coordinating colirfor member electric pow
systems in Texas. ERCOT membership is open to coasgroups, investor and municipatiyrned electric utilities, rural electric cooperas
independent generators, power marketers and RERSERCOT market includes most of the State of T.eoddwer than a portion of the panhan
portions of the eastern part of the state bordeArkpnsas and Louisiana and the area in and ar@lfthso. The ERCOT market repres
approximately 85% of the demand for power in Texiad is one of the natiomlargest power markets. The ERCOT market inclateaggrega
net generating capacity of approximately 76,000 amexits (MW). There are only limited direct currénterconnections between the ERC
market and other power markets in the United StatelsMexico.

The ERCOT market operates under the reliabilitpddads set by the North American Electric ReligpiCorporation (NERC) and approy
by the Federal Energy Regulatory Commission (FER@se reliability standards are administered gy Texas Regional Entity (TRE)
functionally independent division of ERCOT. The &exUtility Commission has primary jurisdiction ovire ERCOT market to ensure
adequacy and reliability of electricity supply agsathe stats’ main interconnected power transmission grid. ERCOT independent systi
operator (ERCOT ISO) is responsible for operatihg bulk electric power supply system in the ERCOarkat. Its responsibilities inclu
ensuring that electricity production and deliverg accurately accounted for among the generatisourees and wholesale buyers and se
Unlike certain other regional power markets, theCER* market is not a centrally dispatched power pantl the ERCOT ISO does not proc
energy on behalf of its members other than to raairthe reliable operations of the transmissioniesys Members who sell and purchase
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power are responsible for contracting sales andhases of power bilaterally. The ERCOT ISO alsoesras agent for procuring ancill
services for those members who elect not to protride own ancillary services.

CenterPoint Houstor’ electric transmission business, along with thok®ther owners of transmission facilities in Texaspports th
operation of the ERCOT ISO. The transmission bsingas planning, design, construction, operatiah raaintenance responsibility for -
portion of the transmission grid and for the Icaving substations it owns, primarily within itsrtificated area. CenterPoint Houston particir
with the ERCOT ISO and other ERCOT utilities torplaesign, obtain regulatory approval for and camstnew transmission lines necessal
increase bulk power transfer capability and to reenexisting constraints on the ERCOT transmissiich g

Recovery of True-Up Balance

The Texas electric restructuring law substantiedlyised the regulatory structure governing electtilities in order to allow retail competiti
for electric customers beginning in January 2002 Texas electric restructuring law required th&abeUtility Commission to conduct a "true-
up" proceeding to determine CenterPoint Houstastranded costs and certain other costs resultorg the transition to a competitive re
electric market and to provide for its recovenyttudse costs.

In March 2004, CenterPoint Houston filed its tu@-application with the Texas Utility Commissiomquesting recovery of $3.7 billic
excluding interest, as allowed under the Texastmteestructuring law. In December 2004, the Tekkidity Commission issued its final orc
(True-Up Order) allowing CenterPoint Houston toowsr a truedp balance of approximately $2.3 billion, which limed interest throug
August 31, 2004, and provided for adjustment of @ngount to be recovered to include interest onbdl@nce until recovery, along with -
principal portion of additional excess mitigatioredits (EMCs) returned to customers after August2®04 and certain other adjustments.

CenterPoint Houston and other parties filed appefatise Truebp Order to a district court in Travis County, Texin August 2005, that col
issued its judgment on the various appeals. ljuitgment, the district court:

» reversed the Texas Utility Commiss’s ruling that had denied recovery of a portionhef tapacity auction tr-up amounts

» reversed the Texas Utility Commissiertuling that precluded CenterPoint Houston frogowering the interest component of the EI
paid to REPs; an

« affirmed the Tru-Up Order in all other respec

The district cours decision would have had the effect of restoripgraximately $650 million, plus interest, of the.$billion the Texa
Utility Commission had disallowed from CenterPdiduston’s initial request.

CenterPoint Houston and other parties appealedititect courts judgment to the Texas Third Court of Appeals,chhissued its decision
December 2007. In its decision, the court of appeal

» reversed the district cor's judgment to the extent it restored the capacitfian trueup amounts

» reversed the district court’s judgment to théeek it upheld the Texas Utility Commissigndecision to allow CenterPoint Houstor
recover EMCs paid to RRI Energy, Inc. (RRI) (fortgegmown as Reliant Energy, Inc. and Reliant ResesrInc.).

» ordered that the tax normalization issue descrhimdw be remanded to the Texas Utility Commissismemjuested by the Texas Uti
Commission; an

« affirmed the district cou’'s judgment in all other respec

In April 2008, the court of appeals denied all roos for rehearing and reissued substantially theesapinion as it had rendered in Decen
2007.
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In June 2008, CenterPoint Houston petitioned thea3&upreme Court for review of the court of appéaicision. In its petition, CenterPc

Houston seeks reversal of the parts of the coudppieals decision that (i) denied recovery of EM@&l to RRI, (ii) denied recovery of t
capacity auction true-up amounts allowed by theridtscourt, (iii) affirmed the Texas Utility Commsions rulings that denied recovery
approximately $378 million related to depreciatand (iv) affirmed the Texas Utility Commissiaentefusal to permit CenterPoint Houstol
utilize the partial stock valuation methodology fmtermining the market value of its former gerieratissets. Two other petitions for review v
filed with the Texas Supreme Court by other parteeshe appeal. In those petitions parties contdad (i) the Texas Utility Commission w
without authority to fashion the methodology it dder valuing the former generation assets aftdrad determined that CenterPoint Hou
could not use the partial stock valuation methdd,r{ fashioning the method it used for valuingtformer generating assets, the Texas U
Commission deprived parties of their due procegistsiand an opportunity to be heard, (iii) thebwmk value of the generating assets should
been adjusted downward due to the impact of a @setoption that had been granted to RRI, (iv) GBolat Houston should not have b
permitted to recover construction work in progreaknces without proving those amounts in the marewired by law and (v) the Texas Uti
Commission was without authority to award intexsthe capacity auction true up award.

In June 2009, the Texas Supreme Court grantedetigops for review of the court of appeals deaisi®ral argument before the court
held in October 2009. Although we and CenterPélntiston believe that CenterPoint Houston's tuperequest is consistent with applice
statutes and regulations and, accordingly, thit ieasonably possible that it will be succesgiuits appeal to the Texas Supreme Court, we
provide no assurance as to the ultimate courtgalion the issues to be considered in the appealtibrrespect to the ultimate decision by
Texas Utility Commission on the tax normalizatigeue described below.

To reflect the impact of the True-Up Order, in 2004 2005, we recorded a net afi@x-extraordinary loss of $947 million. No amot
related to the district cougt’judgment or the decision of the court of apphalee been recorded in our consolidated financééstents. Howeve
if the court of appeals decision is not reversethodified as a result of further review by the Tegaipreme Court, we anticipate that we woul
required to record an additional loss to reflea tourt of appeals decision. The amount of that l@suld depend on several factors, inclu
ultimate resolution of the tax normalization isslescribed below and the calculation of interesaioy amounts CenterPoint Houston ultimate
authorized to recover or is required to refund Imelythe amounts recorded based on the Tipedrder, but could range from $180 millior
$410 million (pre-tax) plus interest subsequerézember 31, 2009.

In the True-Up Order, the Texas Utility Commissi@duced CenterPoint Houstsnstranded cost recovery by approximately $146ani
which was included in the extraordinary loss diseasabove, for the present value of certain defetag benefits associated with its for
electric generation assets. We believe that theaJ éxility Commission based its order on proposgllations issued by the Internal Reve
Service (IRS) in March 2003 that would have allowsilities owning assets that were deregulated dgefdarch 4, 2003 to make a retroac
election to pass the benefits of Accumulated Deftinvestment Tax Credits (ADITC) and Excess Defgffederal Income Taxes (EDFIT) b
to customers. However, the IRS subsequently withdh®se proposed normalization regulations andfJanch 2008, adopted final regulations -
would not permit utilities like CenterPoint Housttmpass the tax benefits back to customers witbimgting normalization violations. In additi
we received a Private Letter Ruling (PLR) from tR& in August 2007, prior to adoption of the fimabulations, that confirmed that the Te
Utility Commission’s order reducing CenterPoint Htan's stranded cost recovery by $146 million for ADIT@&&d EDFIT would cau:
normalization violations with respect to the ADI'B@d EDFIT.

If the Texas Utility Commission’order relating to the ADITC reduction is not neesl or otherwise modified on remand so as to ehiei thi
normalization violation, the IRS could require nspry an amount equal to CenterPoint Houstemamortized ADITC balance as of the date
the normalization violation is deemed to have oalir In addition, the IRS could deny CenterPoinuston the ability to elect accelerated
depreciation benefits beginning in the taxable yhat the normalization violation is deemed to haveurred. Such treatment, if required by
IRS, could have a material adverse impact on cault®e of operations, financial condition and cdskw$ in addition to any potential loss resuli
from final resolution of the Truglp Order. In its opinion, the court of appeals oedethat this issue be remanded to the Texas yJ@i@mmissior
as that commission requested. No party has chatetitat order by the court of appeals althoughldas Supreme Court has the authority to




WPD-6
Table of Content Screening Data Part 1 of 2

Page 2912 of 9808
consider all aspects of the rulings above, not flagse challenged specifically by the appellante &id CenterPoint Houston will continue
pursue a favorable resolution of this issue throtlgh appellate and administrative process. Althotigh Texas Utility Commission has
previously required a company subject to its judsdn to take action that would result in a norination violation, no prediction can be mad:
to the ultimate action the Texas Utility Commissioay take on this issue on remand.

The Texas electric restructuring law allowed theoanis awarded to CenterPoint Houston in the TexdgylUCommission’s Truelp Orde
to be recovered either through securitization ocoufgh implementation of a CTC or both. Pursuard fmancing order issued by the Texas Ut
Commission in March 2005 and affirmed by a Trav@aufty district court, in December 2005, a new smplegurpose subsidiary of CenterPs
Houston issued $1.85 billion in transition bondshwinterest rates ranging from 4.84% to 5.30% andl fmaturity dates ranging from Febru
2011 to August 2020. Through issuance of the ttimmsbonds, CenterPoint Houston recovered approing1.7 billion of the truesp balanc
determined in the True-Up Order plus interest tgtothe date on which the bonds were issued.

In July 2005, CenterPoint Houston received an ofiden the Texas Utility Commission allowing it tmplement a CTC designed to coll
the remaining $596 million from the Trugp Order over 14 years plus interest at an annat@ of 11.075% (CTC Order). The CTC Ol
authorized CenterPoint Houston to impose a changeEPs to recover the portion of the tuygbalance not recovered through a financing ¢
The CTC Order also allowed CenterPoint Houstonditect approximately $24 million of rate case exge over three years without a re
through a separate tariff rider (Rider RCE). Cedpoéént Houston implemented the CTC and Rider RCEc#iffe September 13, 2005 and be
recovering approximately $620 million. The retummthe CTC portion of the true-up balance was inetléh CenterPoint Houston's tarifase:
revenues beginning September 13, 2005. Effectivguaul, 2006, the interest rate on the unrecovbetance of the CTC was reduced fi
11.075% to 8.06% pursuant to a revised rule adopyetthe Texas Utility Commission in June 2006. Rery of rate case expenses under F
RCE was completed in September 2008.

Certain parties appealed the CTC Order to a distoart in Travis County. In May 2006, the distrazurt issued a judgment reversing
CTC Order in three respects. First, the court rtthed the Texas Utility Commission had impropesiied on provisions of its rule dealing with
interest rate applicable to CTC amounts. The distourt reached that conclusion based on its foslég the Texas Supreme Court had previc
invalidated that entire section of the rule. TheOZ5% interest rate in question was applicable ftheimplementation of the CTC Order
September 13, 2005 until August 1, 2006, the dffeatiate of the implementation of a new CTC in cbamze with the revised rule discus
above. Second, the district court reversed the §&ltdity Commissions ruling that allows CenterPoint Houston to recaheough Rider RCE tt
costs (approximately $5 million) for a panel appethby the Texas Utility Commission in connectioithwthe valuation of electric generat
assets. Finally, the district court accepted thetemtion of one party that the CTC should not hecated to retail customers that have switche
new on-site generation. The Texas Utility Commissiod CenterPoint Houston appealed the districttcjudgment to the Texas Third Cour
Appeals, and in July 2008, the court of appealensad the district court’s judgment in all respemid affirmed the Texas Utility Commissian’
order. Two parties appealed the court of appeaitsida to the Texas Supreme Court, which heard angliment in October 2009. The ultinr
outcome of this matter cannot be predicted attthie. However, we do not expect the dispositionhid matter to have a material adverse e
on our or CenterPoint Houston’s financial conditioesults of operations or cash flows.

During the 2007 legislative session, the Texasslagire amended statutes prescribing the typesieiip balances that can be securitize
utilities and authorized the issuance of transitiemds to recover the balance of the CTC. In JW®¥ 2CenterPoint Houston filed a request "
the Texas Utility Commission for a financing ordbat would allow the securitization of the remagibalance of the CTC, adjusted to ref
certain unspent environmental retrofit costs andetmver the amount of the final fuel reconciliatisettiement. CenterPoint Houston reac
substantial agreement with other parties to theac@eding, and a financing order was approved byTthes Utility Commission in Septem|
2007. In February 2008, pursuant to the financimgen a new special purpose subsidiary of CentetPdibuston issued approximat
$488 million of transition bonds in two tranchegtwinterest rates of 4.192% and 5.234% and finalnity dates of February 2020 and Febr
2023, respectively. Contemporaneously with theasse of those bonds, the CTC was terminated arahsition charge
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was implemented. During the years ended DecemhePBQ7 and 2008, CenterPoint Houston recognizedoappately $42 million an
$5 million, respectively, in operating income frdne CTC.

As of December 31, 2009, we have not recognizeallawed equity return of $193 million on CenterRd#ouston’s truaip balance becat
such return will be recognized as it is recoveredates. Additionally, during the years ended Ddoen31, 2007, 2008 and 2009, CenterF
Houston recognized approximately $14 million, $1i8iom and $13 million, respectively, of the allodi@quity return not previously recognized.

Hurricane lke

CenterPoint Houstor'electric delivery system suffered substantial agenas a result of Hurricane Ike, which struckupper Texas coast
September 2008.

As is common with electric utilities serving codgtegions, the poles, towers, wires, street ligind pole mounted equipment that comg
CenterPoint Houstos'transmission and distribution system are not i@/&y property insurance, but office buildings avatehouses and th
contents and substations are covered by insurdéiatetovides for a maximum deductible of $10 mili€urrent estimates are that total loss:
property covered by this insurance were approxim&80 million.

CenterPoint Houston deferred the uninsured syskstomration costs as management believed it wasaplelkthat such costs would
recovered through the regulatory process. As altresystem restoration costs did not affect CermdagrPEnergy’s or CenterPoint Houstan’
reported operating income for 2008 or 2009.

Legislation enacted by the Texas Legislature inilA®09 authorized the Texas Utility Commissioncanduct proceedings to determine
amount of system restoration costs and relateds @sstociated with hurricanes or other major stdtras utilities are entitled to recover, anc
issue financing orders that would permit a utiliige CenterPoint Houston to recover the distribatfmortion of those costs and related carr
costs through the issuance of n@course system restoration bonds similar to thergezation bonds issued previously. The legistatalsc
allowed such a utility to recover, or defer foruté recovery, the transmission portion of its systestoration costs through the exis
mechanisms established to recover transmissios.cost

Pursuant to such legislation, CenterPoint Housiled fvith the Texas Utility Commission an applicatifor review and approval for recov
of approximately $678 million, including approxirelt $608 million in system restoration costs idiedi as of the end of February 2009, |
$2 million in regulatory expenses, $13 million iartain debt issuance costs and $55 million in irediand projected carrying costs calcul
through August 2009. In July 2009, CenterPoint Homsannounced a settlement agreement with theepatti the proceeding. Under 1
settlement agreement, CenterPoint Houston wadezhtit recover a total of $663 million in costsatéig to Hurricane lke, along with carrying
costs from September 1, 2009 until system restordionds were issued. The Texas Utility Commisgened an order in August 2009 appro
CenterPoint Houstor’application and the settlement agreement andaziting recovery of $663 million, of which $643 fivh was attributabl
to distribution service and eligible for securitiva and the remaining $20 million was attributatddransmission service and eligible for reco
through the existing mechanisms established toverdbansmission costs.

In July 2009, CenterPoint Houston filed with thexag Utility Commission its application for a finang order to recover the portion
approved costs related to distribution service ugtothe issuance of system restoration bondsAulust 2009, the Texas Utility Commiss
issued a financing order allowing CenterPoint Hoosto securitize $643 million in distribution serei costs plus carrying charges fi
September 1, 2009 through the date the systemragisto bonds were issued, as well as certairfraipt qualified costs capped at approxima
$6 million. In November 2009, CenterPoint Housisaued approximately $665 million of system rediorabonds through its CenterPc
Energy Restoration Bond Company, LLC subsidianhviitterest rates of 1.833% to 4.243% and final migtalates ranging from February 2(
to August 2023. The bonds will be repaid over tim®ugh a charge imposed on customers.

In accordance with the financing order, CenterPbliatiston also placed a separate customer credffént when the storm restoration bo
were issued. That credit (ADFIT Credit) is appligd customershills while the bonds are outstanding to refleat thenefit of accumulat
deferred federal income taxes (ADFIT) associatetl wi
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the storm restoration costs (including a carryihgrge of 11.075%). The beginning balance of the AD#elated to storm restoration costs '
approximately $207 million and will decline overetlife of the system restoration bonds as taxegai@ on the system restoration tariffs.
ADFIT Credit will reduce operating income in 2019 &pproximately $24 million.

In accordance with the orders discussed abovef &ecember 31, 2009, CenterPoint Houston has redo$6é51 million associated w
distribution-related storm restoration costs agiaraegulatory asset and $20 million associated wihsmissiorrelated storm restoration costs
which $18 million is recorded in property, plantdaequipment and $2 million of related carrying soist recorded in regulatory assets. TI
amounts reflect carrying costs of $60 million retato distribution and $2 million related to transsion through December 31, 2009, based o
11.075% cost of capital approved by the Texas tytliommission. The carrying costs have been hdfied into two components: (i) return
borrowing costs and (ii) an allowance for earnimys shareholdersinvestment. During the year ended December 3192@% compone
representing a return of borrowing costs of $23iomlhas been recognized and is included in otheorne in our Statements of Consolid:
Income. The component representing an allowanceeéonings on shareholdergivestment of $39 million is being deferred and|viiE
recognized as it is collected through rates.

Customers

CenterPoint Houston serves nearly all of the HouSalveston metropolitan area. CenterPoint Houstenostomers consist of approxima
80 REPs, which sell electricity to over 2 millioretared customers in CenterPoint Houssoeertificated service area, and municipalitiescteic
cooperatives and other distribution companies kxtatutside CenterPoint Houstercertificated service area. Each REP is licengedibd mus
meet minimum creditworthiness criteria establishgd the Texas Utility Commission. Sales to REP4 #ive subsidiaries of NRG Retail LI
(formerly subsidiaries of RRI) represented appratiely 51%, 48% and 44% of CenterPoint Houstdrdnsmission and distribution revenue
2007, 2008 and 2009, respectively. CenterPoint o billed receivables balance from REPs as of Deeerdb, 2009 was $139 millic
Approximately 41% of this amount was owed by suiasids of NRG Retail LLC. CenterPoint Houston daes have longerm contracts with ar
of its customers. It operates on a continuousngjlicycle, with meter readings being conducted amices being distributed to REPs e
business day.

Advanced Metering System and Distribution Autonmatiotelligent Grid)

In December 2008, CenterPoint Houston receivedayapifrom the Texas Utility Commission to deploy aivanced metering system (AN
across its service territory over the next five rgeaCenterPoint Houston began installing advancegers in March 2009. This innovat
technology should encourage greater energy cornsamay giving Houstorarea electric consumers the ability to better noorahd manage the
electric use and its cost in near real time. C&uit Houston will recover the cost for the AMSahgh a monthly surcharge to all REPs ove
years. The surcharge for each residential consdanethe first 24 months, which began in Februa®@2, is $3.24 per month; thereafter,
surcharge is scheduled to be reduced to $3.05 pattm These amounts are subject to upward or darchadjustment in future proceeding
reflect actual costs incurred and to address reduahanges in scope. CenterPoint Houston progagétal expenditures of approximat
$640 million for the installation of the advancedtars and corresponding communication and data geament systems over the fiyea
deployment period.

CenterPoint Houston is also pursuing deploymerdaroglectric distribution grid automation stratepattinvolves the implementation of
"Intelligent Grid" which would make use of CenteiftoHouston’s facilities to provide odemand data and information about the stati
facilities on its system. Although this technolagystill in the developmental stage, CenterPointiston believes it has the potential to provi
significant improvement in grid planning, operagpmaintenance and customer service for the CenitgrPlouston distribution system. Thi
improvements are expected to contribute to fewer sirorter outages, better customer service, imgr@perations costs, improved security
more effective use of our workforce. We expect rolude the costs of the deployment in future ratecgedings before the Texas Uti
Commission.

In October 2009, the U.S. Department of Energy (P©Odified CenterPoint Houston that it had beeracteld for a $200 million grant for
advanced metering system and intelligent grid mtsje The award is contingent on
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successful completion of negotiations with the D@EnterPoint Houston applied for the grant in Aug@09 to obtain $150 million in funding
accelerate completion of CenterPoint Houssoaurrent deployment of advanced meters by 2012eandl of 2014 as originally scheduled.
addition, the grant request included $50 milliorbégin building the intelligent grid. At this tim€enterPoint Houston cannot predict the sche
for completion of negotiations with the DOE or fireal terms of any grant it ultimately receives.

Competition

There are no other electric transmission and Bigtion utilities in CenterPoint Houstan'service area. In order for another provide
transmission and distribution services to providehsservices in CenterPoint Houstenérritory, it would be required to obtain a déstite o
convenience and necessity from the Texas Utilityn@assion and, depending on the location of thelifeed, may also be required to obt
franchises from one or more municipalities. We krafwmo other party intending to enter this businasSenterPoint Houstog’service area at t
time.

Seasonality

A significant portion of CenterPoint Houstaerrevenues is derived from rates that it collecismfeach REP based on the amount of elect
it delivers on behalf of such REP. Thus, CenterPldoustons revenues and results of operations are subjeaasonality, weather conditions
other changes in electricity usage, with revenwsdghigher during the warmer months.

Properties

All of CenterPoint Houstos' properties are located in Texas. Its propertssist primarily of high voltage electric transniisslines an
poles, distribution lines, substations, serviceewiand meters. Most of CenterPoint Houstotmansmission and distribution lines have |
constructed over lands of others pursuant to eassnoe along public highways and streets as pezthhly law.

All real and tangible properties of CenterPoint K, subject to certain exclusions, are curresilyject to:
» the lien of a Mortgage and Deed of Trust (the Magig) dated November 1, 1944, as supplementec

« the lien of a General Mortgage (the General Morgjadated October 10, 2002, as supplemented, whkighnior to the lien of tr
Mortgage.

As of December 31, 2009, CenterPoint Houston hasdtauding approximately $2.5 billion aggregate gipal amount of general mortge
bonds under the General Mortgage, including appratly $527 million held in trust to secure poliuticontrol bonds for which CenterPc
Energy is obligated and approximately $229 millioeid in trust to secure pollution control bonds ¥drich CenterPoint Houston is obligat
Additionally, CenterPoint Houston had outstandimpraximately $253 million aggregate principal ambof first mortgage bonds under
Mortgage, including approximately $151 million heidtrust to secure certain pollution control borfidswhich CenterPoint Energy is obligat
CenterPoint Houston may issue additional generatgage bonds on the basis of retired bonds, 70@agerty additions or cash deposited \
the trustee. Approximately $2.1 billion of additédrfirst mortgage bonds and general mortgage bontte aggregate could be issued on the
of retired bonds and 70% of property additions aBecember 31, 2009. However, CenterPoint Housems dontractually agreed that it will |
issue additional first mortgage bonds, subjectttain exceptions.

Electric Lines - Overhead.As of December 31, 2009, CenterPoint Houston ah&¥&726 pole miles of overhead distribution limesl 3,72'
circuit miles of overhead transmission lines, inlihg 423 circuit miles operated at 69,000 volt®9p), circuit miles operated at 138,000 volts
1,216 circuit miles operated at 345,000 volts.

Electric Lines - Underground.As of December 31, 2009, CenterPoint Houston am2®080 circuit miles of underground distributiomes
and 26 circuit miles of underground transmissiosi, including 2 circuit miles operated at 69,00Qsvand 24 circuit miles operated at 138,
volts.
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Substations. As of December 31, 2009, CenterPoint Houston a@w280 major substation sites having a total insthHiated transform
capacity of 51,557 megavolt amperes.

Service Centers. CenterPoint Houston operates 14 regional serv@eers located on a total of 291 acres of land:s&€hservice cente
consist of office buildings, warehouses and refadiilities that are used in the business of trattamgi and distributing electricity.

Franchises

CenterPoint Houston holds nemxclusive franchises from the incorporated munidiesa in its service territory. In exchange foetpaymer
of fees, these franchises give CenterPoint Housterright to use the streets and public righftsvay of these municipalities to construct, ope
and maintain its transmission and distribution eystind to use that system to conduct its electlivety business and for other purposes the
franchises permit. The terms of the franchisesh wérious expiration dates, typically range fromt8®0 years.

Natural Gas Distribution

CERC Corps$ natural gas distribution business (Gas Opergtiengages in regulated intrastate natural gas galeand natural g
transportation for, approximately 3.2 million residial, commercial and industrial customers in Awas, Louisiana, Minnesota, Mississi
Oklahoma and Texas. The largest metropolitan aseaged in each state by Gas Operations are HouBexas; Minneapolis, Minnesota; Lit
Rock, Arkansas; Shreveport, Louisiana; Biloxi, N8sgppi; and Lawton, Oklahoma. In 2009, approxihat#3% of Gas Operationgotal
throughput was to residential customers and appratdly 57% was to commercial and industrial custeme

Gas Operations also provides unregulated servigesisting of heating, ventilating and air conditran (HVAC) equipment and appliar
repair, and sales of HVAC, hearth and water heaigpment in Minnesota.

The demand for intrastate natural gas sales tonattal gas transportation for, residential, comuiaé and industrial customers is seasc
In 2009, approximately 70% of the total throughpliGas Operationdbusiness occurred in the first and fourth quarténese patterns reflect 1
higher demand for natural gas for heating purpdseifig those periods.

Gas Operations also suffered some damage to itemsyisl Houston, Texas and in other portions ofsisvice territory across Texas i
Louisiana as a result of Hurricane lke. As of Debem31, 2009, Gas Operations has deferred apprteiyn®3 million of costs related
Hurricane Ike for recovery as part of future naltgias distribution rate proceedings.

Supply and Transportation.In 2009, Gas Operations purchased virtually &lit natural gas supply pursuant to contracts wimaining
terms varying from a few months to four years. Maoppliers in 2009 included BP Canada Energy MargeCorp. (20.5% of supply volume
Coral Energy Resources (8.3%), Tenaska Marketingtiwes (8.2%), Kinder Morgan (8.0%), ConocoPhillipesmpany (7.4%), and Cargill, It
(5.7%). Numerous other suppliers provided the ieing 41.9% of Gas Operationsatural gas supply requirements. Gas Operationsprats it
natural gas supplies through various intrastate iatetstate pipelines, including those owned by otirer subsidiaries, under contracts
remaining terms, including extensions, varying frome to fifteen years. Gas Operations anticipates these gas supply and transport:
contracts will be renewed or replaced prior tortlespiration.

We actively engage in commodity price stabilizatijpursuant to annual gas supply plans presenteshdtafiled with each of our ste
regulatory authorities. These price stabilizati@tivéties include use of storage gas, contractuafifablishing fixed prices with our physical
suppliers and utilizing financial derivative ingtmants to achieve a variety of pricing structureg.(dixed price, costless collars and caps). Cas
supply plans generally call for 25-50% of wintepplies to be hedged in some fashion.

Generally, the regulations of the states in whias @perations operates allow it to pass throughgdmin the cost of natural gas, incluc
gains and losses on financial derivatives assatiatith the indexpriced physical supply, to its customers under pased gas adjustmi
provisions in its tariffs. Depending upon the jdigion,
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the purchased gas adjustment factors are updatestiigally, ranging from monthly to senainnually, using estimated gas costs. The chang
the cost of gas billed to customers are subjecd\@w by the applicable regulatory bodies.

Gas Operations uses various third-party storaggcssr or owned natural gas storage facilities tetnpeakeday requirements and to man
the daily changes in demand due to changes in weatid may also supplement contracted suppliessemedge from time to time with stor
liquefied natural gas and propane-air plant praduact

Gas Operations owns and operates an undergrounthhgts storage facility with a capacity of 7.0idm cubic feet (Bcf). It has a workit
capacity of 2.0 Bcf available for use during a nafmmeating season and a maximum daily withdrawtal ©& 50 million cubic feet (MMcf). It als
owns nine propane-air plants with a total productiate of 200 Dekatherms (DTH) per day and onstibeage facilities for 1gnillion gallons o
propane (1.0 Bcf natural gas equivalent). It owrngaefied natural gas plant facility with a 12 huh-gallon liquefied natural gas storage t
(1.0 Bcf natural gas equivalent) and a productate of 72 DTH per day.

On an ongoing basis, Gas Operations enters intdramis to provide sufficient supplies and pipeliogpacity to meet its custon
requirements. However, it is possible for limiteshdce disruptions to occur from time to time doenmeather conditions, transportation constr:
and other events. As a result of these factorglmgof natural gas may become unavailable franetto time, or prices may increase rapidl
response to temporary supply constraints or otetofs.

Gas Operations has entered into various asset reargg agreements associated with its utility distion service in Arkansas, Louisia
Mississippi, Oklahoma and Texas. Generally, tress®t management agreements are contracts betasep@rations and an asset manage
are intended to transfer the working capital olfligaand maximize the utilization of the assetstHase agreements, Gas Operations agre
release transportation and storage capacity ta pémties to manage gas storage, supply and dglareangements for Gas Operations and t
the released capacity for other purposes whenribisneeded for Gas Operations. Gas Operationsnigpensated by the asset manager thr
payments made over the life of the agreements hiageatt on the results of the asset optimizati@as Operations has received approval fror
state regulatory commissions in Arkansas, Louisidiasissippi and Oklahoma to retain a share ofabget management agreement proc
although the percentage of payments to be retdiggdas Operations varies based on the jurisdictidgth, the majority of the payments to ben
customers. The agreements have varying termsotigest of which expires in 2016.

Assets

As of December 31, 2009, Gas Operations owned appately 70,700 linear miles of natural gas disitibn mains, varying in size frc
onehalf inch to 24 inches in diameter. Generally, acle of the cities, towns and rural areas serve@dxy Operations, it owns the undergrounc
mains and service lines, metering and regulatingpegent located on customenstemises and the district regulating equipment seay fo
pressure maintenance. With a few exceptions, thesareng stations at which Gas Operations receiassage owned, operated and maintaine
others, and its distribution facilities begin ae thutlet of the measuring equipment. These fagdjtincluding odorizing equipment, are usL
located on the land owned by suppliers.

Competition
Gas Operations competes primarily with alternagrgyn sources such as electricity and other fuelcgsu In some areas, intrastate pipel
other gas distributors and marketers also compstetty for gas sales to engsers. In addition, as a result of federal regaoitetiaffecting intersta

pipelines, natural gas marketers operating on thgsgines may be able to bypass Gas Operatiaedities and market and sell and/or trans
natural gas directly to commercial and industrigdtomers.

10
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Competitive Natural Gas Sales and Services

CERC offers variable and fixegkiced physical natural gas supplies primarily tanenercial and industrial customers and electric gas
utilities through CenterPoint Energy Services, (@ES) and its subsidiary, CenterPoint Energy bitiie Pipelines, LLC (CEIP).

In 2009, CES marketed approximately 504 Bcf of redtgas, related energy services and transportatic@pproximately 11,100 custom
(including approximately 3 Bcf to affiliates). CEEBstomers vary in size from small commercial cugti@mto large utility companies in the cer
and eastern regions of the United States. The bssihas three operational divisions: wholesalajlr@hd intrastate pipelines, which are fur
described below.

Wholesale Division. CES offers a portfolio of physical delivery sea$ and financial products designed to meet whiglesstomerssupply
and price risk management needs. These customerseaved directly through interconnects with vasionterstate and intrastate pipe
companies, and include gas utilities, large indailstustomers and electric generation customers dikision includes the supply function for
procurement of natural gas and the managementgimdipation of transportation and storage asset€fesS.

Retail Division. CES offers a variety of natural gas managememnices to smaller commercial and industrial custmmenunicipalities
educational institutions and hospitals, whose ifiéesl are typically located downstream of naturas glistribution utility city gate stations. Th
services include load forecasting, supply acquisjtdaily swing volume management, invoice conswidh, storage asset management, firm
interruptible transportation administration andward price management. CES manages transportatiottacts and energy supply for re
customers in 18 states.

Intrastate Pipeline Division. CEIP provides transportation services to shipgerd enddsers and contracts out approximately 2.3 B
storage at its Pierce Junction facility in Texas.

CES currently transports natural gas on over 4érgtate and intrastate pipelines within statestémtahroughout the central and eas
United States. CES maintains a portfolio of natga$ supply contracts and firm transportation andage agreements to meet the natura
requirements of its customers. CES aggregates wiifgh various producing regions and offers cortsdao buy natural gas with terms ranc
from one month to over five years. In addition, C&Sively participates in the spot natural gas re&kn an effort to balance daily and mon
purchases and sales obligations. Natural gas sw@mglytransportation capabilities are leveragedutinocontracts for ancillary services incluc
physical storage and other balancing arrangements.

As described above, CES offers its customers aetyanf load following services. In providing theservices, CES uses its customers’
purchase commitments to forecast and arrange its swpply purchases, storage and transportatioricesnto serve customersatural ga
requirements. As a result of the variance betwhienforecast activity and the actual monthly atyivCES will either have too much supply or
little supply relative to its customers’ purchasentitments. These supply imbalances arise eachmamntustomersiatural gas requirements
scheduled and corresponding natural gas suppliesnaminated by CES for delivery to those custom@iS’ processes and risk coni
environment are designed to measure and value @ambas$ on a real-time basis to ensure that @Bosure to commodity price risk is kept -
minimum. The value assigned to these imbalanceslmilated daily and is known as the aggregate &/aluRisk (VaR). In 2009, CEY/aR
averaged $0.6 million with a high of $1.6 million.

Our risk control policy, governed by our Risk Ovghd Committee, defines authorized and prohibitediing instruments and trading lim
CES is a physical marketer of natural gas and asesriety of tools, including pipeline and storagpacity, financial instruments and phys
commodity purchase contracts to support its sdles.CES business optimizes its use of these vatanls to minimize its supply costs and d
not engage in proprietary or speculative commotléaging. The VaR limits, $4 million maximum, withimhich CES operates are consistent
its operational objective of matching its aggregsdtes obligations (including the swing associatétti load following services) with its supy
portfolio in a manner that minimizes its total co§supply.

11
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Assets

CEIP owns and operates approximately 230 milesiwéstate pipeline in Louisiana and Texas and hstdsage facilities of approximatt
2.3 Bcf in Texas under longrm leases. In addition, CES leases transportatipacity of approximately 0.8 Bcf per day on vasionterstate ar
intrastate pipelines and approximately 12.5 Bcftofage to service its customer base.

Competition

CES competes with regional and national wholesatk ratail gas marketers including the marketingsitims of natural gas producers
utilities. In addition, CES competes with intrastaipelines for customers and services in its maakeas.

Interstate Pipelines

CERC'’s pipelines business operates interstate natualpgzelines with gas transmission lines primaribcdted in Arkansas, lllinoi
Louisiana, Missouri, Oklahoma and Texas. CER{Dterstate pipeline operations are primarily agmtdd by two wholly owned subsidiaries f
provide gas transportation and storage servicesgpily to industrial customers and local distrilouticompanies:

* CenterPoint Energy Gas Transmission Company (CE&HEn interstate pipeline that provides natural yassportation, natural ¢
storage and pipeline services to customers prifigipeArkansas, Louisiana, Oklahoma and Texas;

» CenterPoint Energiississippi River Transmission Corporation (MRT)ais interstate pipeline that provides natural gassportatior
natural gas storage and pipeline services to cuswprincipally in Arkansas and Missot

The rates charged by CEGT and MRT for interstaesjportation and storage services are regulatedeblfERC. CERC's interstate pipeli
business operations may be affected by changdwinlémand for natural gas, the available supplyratadive price of natural gas in the Mid-
continent and Gulf Coast natural gas supply regansgeneral economic conditions.

In 2009, approximately 16% of CEGT and MRTbtal operating revenue was attributable to sess/provided to Gas Operations, an affil
and approximately 7% was attributable to servigesiged to Laclede Gas Company (Laclede), an urefd distribution company, that provic
natural gas utility service to the greater St. Isomietropolitan area in lllinois and Missouri. Sees to Gas Operations and Laclede are pro
under several long-term firm storage and transfiortaagreements. The primary term of MRTirm transportation and storage contracts
Laclede will expire in 2013. The primary term oEGT’s agreements for firm transportation, "no noticelhsportation service and stor
services in certain of Gas Operations’ servicesaf@akansas, Louisiana, Oklahoma and Texas) wiirexin 2012.

Carthage to Perryville.ln February 2010, CEGT completed the expansionhef ¢apacity of its Carthage to Perryville pipelita
approximately 1.9 Bcf per day. The expansion ideBinew compressor units at two of CEGT’s exissitagions.

Southeast Supply Header, LLCenterPoint Southeastern Pipelines Holding, LL@hally-owned subsidiary of CERC, owns a 50% inte
in Southeast Supply Header, LLC (SESH). SESH owrisOaBcf per day, 274nile interstate pipeline that runs from the PedigvHub in
Louisiana to Coden, Alabama. The pipeline was pldoéo service in September 2008. The rates chabye8ESH for interstate transportal
services are regulated by the FERC. A wholly-owrnedirect subsidiary of Spectra Energy Corp. owresremaining 50% interest in SESH.

Assets

CERC's interstate pipelines business currently cantsoperates approximately 8,000 miles of natyealtransmission lines primarily loca

in Arkansas, lllinois, Louisiana, Missouri, Oklaharand Texas. CERC's
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interstate pipeline business also owns and opesatemtural gas storage fields with a combinediyddeliverability of approximately 1.2 Bcf anc
combined working gas capacity of approximately 59. EEERC's interstate pipeline business also owif% interest in the Bistineau stor.
facility located in Bienville Parish, Louisiana, twithe remaining interest owned and operated by Galith Pipeline Company, LP. CER
interstate pipeline business' storage capacitiigrBistineau facility is 8 Bcf of working gas witl®d0 MMcf per day of deliverability. Most store
operations are in north Louisiana and Oklahoma.

Competition

CERC's interstate pipelines business competesaotligr interstate and intrastate pipelines in thadportation and storage of natural gas.
principal elements of competition among pipelines rates, terms of service, and flexibility andatkility of service. CERC's interstate pipeli
business competes indirectly with other forms ofrgy, including electricity, coal and fuel oils. &tprimary competitive factor is price, |
recently, environmental considerations have growmmportance when consumers consider other formenefgy. Changes in the availability
energy and pipeline capacity, the level of busiraesivity, conservation and governmental regulajdhe capability to convert to alternative fu
and other factors, including weather, affect thmded for natural gas in areas we serve and thé ééw®mpetition for transportation and stor
services.

Field Services

CERC:s field services business operates gas gathergagirtg and processing facilities and also provimgsrating and technical services
remote data monitoring and communication services.

CERC:s field services operations are conducted by a lwhmined subsidiary, CenterPoint Energy Field Smrsj Inc. (CEFS). CEF
provides natural gas gathering and processing cssvior certain natural gas fields in the Mightinent region of the United States
interconnect with CEGT’s and MR3 pipelines, as well as other interstate and itatagpipelines. CEFS gathers approximately 1.4ggcfday o
natural gas and, either directly or through its 5ib8erest in a joint venture, processes in excésa50 MMcf per day of natural gas along
gathering system. CEFS, through its ServiceStarating division, provides remote data monitoringl @emmunications services to affiliates
third parties.

CERC's field services business operations may fextafl by changes in the demand for natural gasnamaral gas liquids (NGLs), t
available supply and relative price of natural gad NGLs in the Midzontinent and Gulf Coast natural gas supply regamts general econon
conditions.

Long-Term Gas Gathering and Treating AgreememtsSeptember 2009, CEFS entered into long-termesgeats with an indirect wholly-
owned subsidiary of EnCana Corporation (EnCana)aanuhdirect whollyewned subsidiary of Royal Dutch Shell plc (Shadlprovide gatherin
and treating services for their natural gas pradadrom certain Haynesville Shale and Bossier 8lfiatmations in Louisiana. CEFS also acqt
jointly-owned gathering facilities from EnCana and ShelDm Soto and Red River parishes in northwest Lan@i Each of the agreeme
includes acreage dedication and volume commitmfentezhich CEFS has rights to gather Shell’'s and &mds natural gas production from
dedicated areas.

In connection with the agreements, CEFS commenagtegng and treating services utilizing the acegiifacilities. CEFS is expanding
acquired facilities in order to gather and treattap/00 MMcf per day of natural gas. If EnCana telselect, CEFS will further expand !
facilities in order to gather and treat additiohglire volumes. The construction necessary tolrélae contractual capacity of 700 MMcf per
includes more than 200 miles of gathering linesriye25,500 horsepower of compression and overNBef per day of treating capacity.

CEFS estimates that the purchase of existing fiesiland construction to gather 700 MMcf per dalf eost up to $325 million. If EnCal
and Shell elect expansion of the project to gatimer process additional future volumes of up to figgr day, CEFS estimates that the expar
would cost as much as an additional $300 milliod BnCana and Shell would provide incremental volem@mitments. Funds for construct
are being provided from anticipated cash flows froperations, lines of credit or proceeds from thke ©f debt or equity securities. As
December 31, 2009, approximately $176 million hesrbspent on this project, including the purchdsisting facilities.
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Waskom Gas Processing Compa@gnterPoint Energy Gas Processing Company, a wbualhed, indirect subsidiary of CERC (CEC
owns a 50% general partnership interest in Waskas Bocessing Company (Waskom). Waskom owns argaegsing plant located in E
Texas. The plant is capable of processing appraein@85 MMcf per day of natural gas.

Assets

CERC:s field services business owns and operates appabely 3,700 miles of gathering lines and proceggilants that collect, treat &
process natural gas from approximately 140 sepayatems located in major producing fields in Arkasy Louisiana, Oklahoma and Texas.

Competition

CERC's field services business competes with atberpanies in the natural gas gathering, treatirdy@ncessing business. The princ
elements of competition are rates, terms of seraw reliability of services. CERC's field servidrssiness competes indirectly with other fo
of energy, including electricity, coal and fuelsoilThe primary competitive factor is price, butemetty, environmental considerations have gr
in importance when consumers consider other forfrenergy. Changes in the availability of energy afgkline capacity, the level of busin
activity, conservation and governmental regulatighs capability to convert to alternative fueledaother factors, including weather, affect
demand for natural gas in areas we serve and tet ¢ competition for gathering, treating, and gessing services. In addition, competi
among forms of energy is affected by commaodity ipgclevels and influences the level of drilling i@ty and demand for our gatheri
operations.

Other Operations

Our Other Operations business segment includeseolfuildings and other real estate used in ournlegsi operations and other corpc
operations that support all of our business opamati

Financial Information About Segments

For financial information about our segments, se#eN4 to our consolidated financial statementsiclwimote is incorporated herein
reference.

REGULATION
We are subject to regulation by various federatesand local governmental agencies, includingegelations described below.
Federal Energy Regulatory Commission

The FERC has jurisdiction under the Natural Gas &ud the Natural Gas Policy Act of 1978, as amentiedegulate the transportation
natural gas in interstate commerce and naturakgtes for resale in interstate commerce that aréinsbsales. The FERC regulates, among ¢
things, the construction of pipeline and relatedlittes used in the transportation and storageaifiral gas in interstate commerce, including
extension, expansion or abandonment of thesetfasiliThe rates charged by interstate pipelinesnfierstate transportation and storage ser
are also regulated by the FERC. The Energy Polictyok 2005 (Energy Act) expanded the FER@uthority to prohibit market manipulatior
connection with FERCegulated transactions and gave the FERC additewurthbrity to impose significant civil and crimina¢nalties for statuto
violations and violations of the FERECules or orders and also expanded criminal pesdir such violations. Our competitive naturas gale
and services subsidiary markets natural gas imstatte commerce pursuant to blanket authority @by the FERC.

CERC's natural gas pipeline subsidiaries may pexadig file applications with the FERC for changestheir generally available maximt
rates and charges designed to allow them to recbwdr costs of providing service to customerstfie extent allowed by prevailing mar
conditions), including a reasonable rate of retditmese rates
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are normally allowed to become effective after spgmsion period and, in some cases, are subjeetulod under applicable law until such time
the FERC issues an order on the allowable levedtes.

CenterPoint Houston is not a "public utility" undbe Federal Power Act and, therefore, is not galyeregulated by the FERC, althot
certain of its transactions are subject to limiEERC jurisdiction. The Energy Act conferred newigdiction and responsibilities on the FE
with respect to ensuring the reliability of electttansmission service, including transmissionlifées owned by CenterPoint Houston and o
utilities within ERCOT. Under this authority, theeRC has designated the NERC as the Electric Rétiairganization (ERO) to promulge
standards, under FERC oversight, for all ownergrators and users of the bulk power system (Ete&nitities). The ERO and the FERC h
authority to impose fines and other sanctions attek Entities that fail to comply with approve@dusdards and audit compliance with apprc
standards. The FERC has approved the delegatiatheoNERC of authority for reliability in ERCOT tbheé TRE. CenterPoint Houston does
anticipate that the reliability standards proposgdhe NERC and approved by the FERC will have &enel adverse impact on its operations
the extent that CenterPoint Houston is requireth&ike additional expenditures to comply with thesedards, it is anticipated that CenterP
Houston will seek to recover those costs throughtthnsmission charges that are imposed on atilaliibn service providers within ERCOT
electric transmission provided.

Under the Public Utility Holding Company Act of 20QPUHCA 2005), the FERC has authority to requioddimg companies and th
subsidiaries to maintain certain books and recar$ make them available for review by the FERC stadle regulatory authorities in cert
circumstances. In December 2005, the FERC issuled mnplementing PUHCA 2005. Pursuant to thosestule June 2006, we filed with t
FERC the required notification of our status asublig utility holding company. In October 2006 afscember 2009, the FERC adog
additional rules regarding maintenance of booksraedrds by utility holding companies and additiomgorting and accounting requirements
centralized service companies that provide power goods and services to public utilities, natgas companies or both, in the same ho
company system.

State and Local Regulation
Electric Transmission & Distribution

CenterPoint Houston conducts its operations putsioaa certificate of convenience and necessityadshy the Texas Utility Commission t
covers its present service area and facilities. Tidseas Utility Commission and those municipalitiieat have retained original jurisdiction have
authority to set the rates and terms of serviceideal by CenterPoint Houston under cost of servate regulation. CenterPoint Houston hi
non-exclusive franchises from the incorporated munidiea in its service territory. In exchange forypzent of fees, these franchises ¢
CenterPoint Houston the right to use the streedsparlic rights-ofway of these municipalities to construct, operaté maintain its transmissi
and distribution system and to use that systenotalgct its electric delivery business and for otmposes that the franchises permit. The t
of the franchises, with various expiration datgpjdally range from 30 to 50 years.

CenterPoint Houstor’ distribution rates charged to REPs for residemtisstomers are primarily based on amounts of gneejivered
whereas distribution rates for a majority of comamdrand industrial customers are primarily basaedpeak demand. All REPs in CenterP
Houstons service area pay the same rates and other chimgdse same transmission and distribution sesidéhis regulated delivery chal
includes the transmission and distribution ratei¢hincludes municipal franchise fees), a systemeliefund fee imposed by the Texas ele«
restructuring law, a nuclear decommissioning chag®ociated with decommissioning the South Texa&teau generating facility, a surcha
related to the implementation of AMS and chargeseiated with securitization of regulatory assstianded costs and restoration costs relati
Hurricane Ike. Transmission rates charged to adietribution companies are based on amounts ofggrtesainsmitted under "postage stamp" r
that do not vary with the distance the energy isdpéransmitted. All distribution companies in ERT@ay CenterPoint Houston the same 1
and other charges for transmission services.

Recovery of True-Up BalanceFor a discussion of CenterPoint Houston’s trugiqeeedings, see "- Our Businedslectric Transmission
Distribution - Recovery of True-Up Balance" above.
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Rate Proceedingdn May 2009, CenterPoint Houston filed an applimatiat the Texas Utility Commission seeking approeficertair

estimated 2010 energy efficiency program costs,enargy efficiency performance bonus for 2008 prograand carrying costs, totali
approximately $10 million. The application soughtiegin recovery of these costs through a surcheffgetive July 1, 2010. In October 2009,
Texas Utility Commission issued its order approviegovery of the 2010 energy efficiency programtg@hd a partial performance bonus,
carrying costs, but refused to permit CenterPointi$fon to recover a performance bonus of $2 milbanapproximately $10 million in 20
energy efficiency costs expended pursuant to thenseof a settlement agreement reached in CentdrPidisustons 2006 rat
proceeding. CenterPoint Houston has appealedehiidof the full 2008 performance bonus to theriiscourt in Travis County, Texas, whi
the case remains pending.

CenterPoint Houston Rate AgreemenCenterPoint Houstos'transmission and distribution rates are subedhé terms of a Settlems
Agreement effective in October 2006. The Settlenfaggreement provides that, until June 30, 2010, &&dint Houston will not seek to incre
its base rates and the other parties will not ipetito decrease those rates. The rate freeze jecdubb adjustment for certain limited matt
including the results of the appeals of the Tup-Order, the implementation of charges associatild securitizations, the impact of sev
weather such as hurricanes and certain other foajeure events. CenterPoint Houston must make abase rate filing not later than June
2010, based on a test year ended December 31, 20@3s the staff of the Texas Utility Commissiomnl &ertain cities notify it that such a filing
unnecessary.

Natural Gas Distribution

In almost all communities in which Gas Operatiomsvjles natural gas distribution services, it opssaunder franchises, certificates
licenses obtained from state and local authoriflé® original terms of the franchises, with vari@piration dates, typically range from 1(
30 years, although franchises in Arkansas are pgapdésas Operations expects to be able to rengivieg franchises. In most cases, franchisi
provide natural gas utility services are not exielels

Substantially all of Gas Operations is subjectdst®fservice regulation by the relevant state publiityttommissions and, in Texas, by
Railroad Commission of Texas (Railroad Commissinm) those municipalities served by Gas Operatioatshave retained original jurisdiction.

Texas.In March 2008, Gas Operations filed a request tange its rates with the Railroad Commission and4fheities in its Texas Coi
service territory, an area consisting of approxgha30,000 customers in cities and communitiesttan outskirts of Houston. In 2008, (
Operations implemented rates increasing annuaht@geby approximately $3.5 million. The implemehtates were contested by 9 cities i
appeal to the 353rd District Court in Travis Coynfgxas. In January 2010, that court reversed third@d Commissiors order in part ar
remanded the matter to the Railroad Commissiore ddurt concluded that the Railroad Commissionngdidhave statutory authority to impose
the complaining cities the cost of service adjustimeechanism which the Railroad Commission had @amat in its order. Certain parties file
motion to modify the district cous’judgment and a final decision is not expected épril 2010. We and CERC do not expect the outeoo!
this matter to have a material adverse impact arinancial condition, results of operations orttdlsws or those of CERC.

In July 2009, Gas Operations filed a retjteshange its rates with the Railroad Commissiond the 29 cities in its Houston service territ
consisting of approximately 940,000 customers id anound Houston. The request seeks to establigbromnrates, charges and terms
conditions of service for the cities and envirohghe Houston service territory. As finally subraittto the Railroad Commission and the cities
proposed new rates would result in an overall iaseein annual revenue of $20.4 million, excludiragrging costs on gas inventory
approximately $2 million. In January 2010, Gas @gens withdrew its request for an annual costesfise adjustment mechanism due to
uncertainty caused by the court’s ruling in thevabmentioned Texas Coast appeal. In February 201Ré#ileoad Commission issued its decis
authorizing a revenue increase of $5.1 million aiyy reflecting reduced depreciation rates of $infllion. The hearing examiner a
recommended a surcharge of $0.9 million per yeaedover Hurricane Ike costs over three years.

Minnesota.ln November 2006, the Minnesota Public Utilitiesn@uission (MPUC) denied a request filed by Gas Qjmra for a waiver ¢

MPUC rules in order to allow Gas Operations to vecapproximately $21 million in unrecovered purs gas costs related to periods pric
July 1, 2004. Those unrecovered gas costs were
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identified as a result of revisions to previousppeoved calculations of unrecovered purchased gats.cFollowing that denial, Gas Operati
recorded a $21 million adjustment to reduce aseearnings in the fourth quarter of 2006 and ceduthe regulatory asset related to these co:
an equal amount. In March 2007, following the MPB@enial of reconsideration of its ruling, Gas @piens petitioned the Minnesota Cour
Appeals for review of the MPUG’decision, and in May 2008 that court ruled that MPUC had been arbitrary and capricious in denga:
Operations a waiver. The MPUC sought further revidvwthe court of appeals decision from the MinnasBupreme Court. In July 2009,
Minnesota Supreme Court reversed the decision ®fMinnesota Court of Appeals and upheld the MPJ@ecision to deny the reques
variance. The cour’ decision had no negative impact on our financialdition, results of operations or cash flowsthes costs at issue we
written off at the time they were disallowed.

In November 2008, Gas Operations filed a requeshh wWie MPUC to increase its rates for utility disition service by $59.8 millic
annually. In addition, Gas Operations sought anstdjent mechanism that would annually adjust retesflect changes in use per customel
December 2008, the MPUC accepted the case andeggham interim rate increase of $51.2 million, whirecame effective on January 2, 2!
subject to refund. In January 2010, the MPUC isstedecision authorizing a revenue increase of @dllon per year, with an overall rate
return of 8.09% (10.24% return on equity). Theati#nce between the rates approved by the MPUCrandras collected under the interim ra
$10 million as of December 31, 2009, is recordedttmer current liabilities and will be refunded dostomers. The MPUC also authorized
Operations to implement a pilot program for restdgrand small volume commercial customers thahisnded to decouple gas revenues f
customershatural gas usage. In February 2010, CERC filezhjaest for rehearing of the order by the MPUC. oeer party to the case filed st
a request. CERC and CenterPoint Energy do notoexpfnal order to be issued in this proceedintil spring 2010.

Mississippi. In July 2009, Gas Operations filed a requeshtoease its rates for utility distribution servigith the Mississippi Public Servi
Commission (MPSC). In November 2009, as part oktllesnent agreement in which the MPSC approved Gperations’retention of th
compensation paid under the terms of an asset reare&g agreement, Gas Operations withdrew its eapeast.

Department of Transportation

In December 2006, Congress enacted the Pipelimedtion, Protection, Enforcement and Safety Ac2@d6 (2006 Act), which reauthoriz
the programs adopted under the Pipeline Safetydugment Act of 2002 (2002 Act). These programsuihed several requirements relate
ensuring pipeline safety, and a requirement tosaste integrity of pipeline transmission faciktie areas of high population concentration. U
the legislation, remediation activities are to fprmed over a 1@ear period. Our pipeline subsidiaries are on saleetb comply with th
timeframe mandated for completion of integrity asseent and remediation.

Pursuant to the 2002 Act, and then the 2006 Adt, Rfipeline and Hazardous Materials Safety Admiaigtn (PHMSA) of the U.¢
Department of Transportation (DOT) has adopted mbar of rules concerning, among other things, mijstishing between gathering lines
transmission facilities, requiring certain desigmd aonstruction features in new and replaced liweseduce corrosion and requiring pipe
operators to amend existing written operationsraathtenance procedures and operator qualificatiograms.

We anticipate that compliance with these regulatiand performance of the remediation activitiesGiyRC’s interstate and intrast
pipelines, and natural gas distribution companiésrequire increases in both capital expenditumed operating costs. The level of expendit
will depend upon several factors, including ageatmn and operating pressures of the facilitiezsd®l on our interpretation of the rules writte
date and preliminary technical reviews, we beli@ampliance will require annual expenditures (cdpéad operating costs combined)
approximately $16 million to $18 million during tinext three years.
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ENVIRONMENTAL MATTERS

Our operations are subject to stringent and comialess and regulations pertaining to health, saetg the environment. As an ownel
operator of natural gas pipelines and distribuigstems, gas gathering and processing systemslectdc transmission and distribution syste
we must comply with these laws and regulationhatféderal, state and local levels. These laws@galations can restrict or impact our busi
activities in many ways, such as:

» restricting the way we can handle or dispose otem

» limiting or prohibiting construction activities gBensitive areas such as wetlands, coastal regicareas inhabited by endangered spe:

» requiring remedial action to mitigate pollution ditions caused by our operations or attributablf®tmer operations; ar

* enjoining the operations of facilities deemed im-compliance with permits issued pursuant to suclirenmental laws and regulatior

In order to comply with these requirements, we megd to spend substantial amounts and devote mtbaurces from time to time to:

e construct or acquire new equipme

» acquire permits for facility operation

» modify or replace existing and proposed equipmamd

» clean up or decommission waste disposal areassfolelge and management facilities and other lmeatand facilities

Failure to comply with these laws and regulatiorey/ririgger a variety of administrative, civil andrginal enforcement measures, incluc
the assessment of monetary penalties, the impositforemedial actions and the issuance of ordefeireng future operations. Certe
environmental statutes impose strict, joint andesaMiability for costs required to clean up aedtore sites where hazardous substances hav
disposed or otherwise released. Moreover, it isumcommon for neighboring landowners and othedtparties to file claims for personal inji
and property damage allegedly caused by the retdfdsezardous substances or other waste produotthie environment.

The trend in environmental regulation is to placarenrestrictions and limitations on activities thaay affect the environment, and thus tl
can be no assurance as to the amount or timingtofef expenditures for environmental complianceeanediation, and actual future expenditi
may be different from the amounts we currently @péte. We try to anticipate future regulatory regiments that might be imposed and |
accordingly to remain in compliance with changimgieonmental laws and regulations and to minimhe d¢osts of such compliance.

Based on current regulatory requirements and ingémpons, we do not believe that compliance wetthefral, state or local environmental |
and regulations will have a material adverse eféecbur business, financial position, results oférations or cash flows. In addition, we beli
that our current environmental remediation acegtiwill not materially interrupt or diminish our @gtional ability. We cannot assure y
however, that future events, such as changes stirgilaws, the promulgation of new laws, or theelepment or discovery of new facts

conditions will not cause us to incur significawaists. The following is a discussion of all mateealvironmental and safety laws and regulat
that relate to our operations. We believe that redrasubstantial compliance with all of these esrwimental laws and regulations.
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Global Climate Change

In recent years, there has been increasing puebeaté regarding the potential impact on global aterchange by various "greenhouse g
such as carbon dioxide, a byproduct of burningifdssls, and methane, the principal componentefnatural gas that we transport and deliv
customers. Legislation to regulate emissions oégheuse gases has been introduced in Congrestheanchas been a widanging policy debat
both nationally and internationally, regarding thgpact of these gases and possible means for tbgidation. Some of the proposals wc
require industries such as the utility industrymeet stringent new standards that would requirstanbial reductions in carbon emissions. Tl
reductions could be costly and difficult to implemieSome proposals would provide for credits tastherho reduce emissions below certain le
and would allow those credits to be traded anddtd to others. In addition, efforts have been made continue to be made in the internati
community toward the adoption of international ties or protocols that would address global clinetange issues, such as the United Na
Climate Change Conference in Copenhagen in 20080, Ahe U.S. Environmental Protection Agency (ERA3% undertaken new efforts to col
information regarding greenhouse gas emissions thed effects. Recently, the EPA declared thataerigreenhouse gases represer
endangerment to human health and proposed to extsaregjulations relating to those emissions.

It is too early to determine whether, or in whatnfp further regulatory action regarding greenhogas emissions will be adopted or w
specific impacts a new regulatory action might haweus and our subsidiaries. However, as a digtriband transporter of natural gas
consumer of natural gas in its pipeline and gatigekiusinesses, CEREtevenues, operating costs and capital requirenmamntld be adverse
affected as a result of any regulatory action thaild require installation of new control techndkgyor a modification of its operations or wc
have the effect of reducing the consumption of ratgas. Our electric transmission and distributioisiness, in contrast to some electric utili
does not generate electricity and thus is not tirexxposed to the risk of high capital costs aegutatory uncertainties that face electric uti§
that burn fossil fuels to generate electricity. viigheless, CenterPoint Houstsmevenues could be adversely affected to the eamnresultin
regulatory action has the effect of reducing constimn of electricity by ultimate consumers withiis service territory. Likewise, incentives
conserve energy or use energy sources other tharahgas could result in a decrease in demanddoiservices. Conversely, regulatory act
that effectively promote the consumption of natugat because of its lower emission characteristicaild be expected to beneficially aff
CERC and its natural gaslated businesses. At this point in time, howgitevould be speculative to try to quantify thegn@ude of the impac
from possible new regulatory actions related teegh®use gas emissions, either positive or negativeur businesses.

To the extent climate changes occur, our businagssgsbe adversely impacted, though we believe aok smpacts are likely to occur ve
gradually and hence would be difficult to quantifyth specificity. To the extent global climate cigg results in warmer temperatures in
service territories, financial results from ourural gas distribution businesses could be advemsiécted through lower gas sales, and oul
transmission and field services businesses coupireence lower revenues. On the other hand, watereperatures in our electric sen
territory may increase our revenues from transmissind distribution through increased demand fectekity for cooling. Another possik
climate change that has been widely discusseccenteyears is the possibility of more frequent erate severe weather events, such as hurri
or tornadoes. Since many of our facilities areated along or near the Gulf Coast, increased oemevere hurricanes or tornadoes can inc
our costs to repair damaged facilities and ressergice to our customers. When we cannot delilastiécity or natural gas to customers or
customers cannot receive our services, our finanesallts can be impacted by lost revenues, andemerally must seek approval from regule
to recover restoration costs. To the extent weuaeble to recover those costs, or if higher re¢eslting from our recovery of such costs rest
reduced demand for our services, our future fir@mreisults may be adversely impacted.

Air Emissions
Our operations are subject to the federal CleanA&it and comparable state laws and regulationssd@Haws and regulations regu
emissions of air pollutants from various industsalurces, including our processing plants and cesgar stations, and also impose vat

monitoring and reporting requirements. Such laws @gulations may require that we obtain ppproval for the construction or modificatior
certain projects or facilities expected to prodateemissions or result in the increase of existimgmissions, obtain and strictly comply with air
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permits containing various emissions and operatitmgtations, or utilize specific emission contri@chnologies to limit emissions. Our failure
comply with these requirements could subject usntinetary penalties, injunctions, conditions or niebns on operations, and potenti
criminal enforcement actions. We may be requiredntur certain capital expenditures in the futuee &ir pollution control equipment
connection with obtaining and maintaining operatiegmits and approvals for air emissions. In regears the EPA has adopted amendmel
its regulations regarding maximum achievable cdrttohnology for stationary internal combustion ieeg (sometimes referred to as the R
MACT rule) and continues to consider additional adraents. Compressors used by our Pipelines ard S&rvices segments are affecter
these rules. While the final structure and effectiates of these revised rules are still uncertancurrently believe the rules, if adopted initt
current form and on the anticipated schedule, coetplire expenditures over the next 3 years of feasa $100 million in order to ensure
compliance with the revised rules. We believe, &eav, that our operations will not be materiallyadely affected by such requirements.

Water Discharges

Our operations are subject to the Federal WatdutRoi Control Act of 1972, as amended, also kn@srthe Clean Water Act, and analocg
state laws and regulations. These laws and regogimpose detailed requirements and strict cantegarding the discharge of pollutants
waters of the United States. The unpermitted digghaf pollutants, including discharges resultingnf a spill or leak incident, is prohibited. 1
Clean Water Act and regulations implemented thestetalso prohibit discharges of dredged and filterial in wetlands and other waters of
United States unless authorized by an appropriggslyed permit. Any unpermitted release of petmoler other pollutants from our pipelines
facilities could result in fines or penalties adlvas significant remedial obligations.

Hazardous Waste

Our operations generate wastes, including somerthaza wastes, that are subject to the federal ResdDonservation and Recovery
(RCRA), and comparable state laws, which imposaildet requirements for the handling, storage, tneat and disposal of hazardous and :
waste. RCRA currently exempts many natural gasegatf) and field processing wastes from classiftcaths hazardous waste. Specifici
RCRA excludes from the definition of hazardous wastaters produced and other wastes associated tidttexploration, development
production of crude oil and natural gas. Howeeese oil and gas exploration and production wastestill regulated under state law and the
stringent norhazardous waste requirements of RCRA. Moreoveinarg industrial wastes such as paint wastes, wadtents, laboratory was
and waste compressor oils may be regulated asdmmamwaste. The transportation of natural gaspelpies may also generate some hazai
wastes that would be subject to RCRA or comparstalte law requirements.

Liability for Remediation

The Comprehensive Environmental Response, Compensatd Liability Act of 1980, as amended (CERCLAlso known as "Superfuni
and comparable state laws impose liability, withmgard to fault or the legality of the originalnchuct, on certain classes of persons respor
for the release of hazardous substances into tfiebement. Such classes of persons include theentiend pasbwners or operators of sites wh
a hazardous substance was released and compaati@isiosed or arranged for the disposal of hazerdabstances at offsite locations suc
landfills. Although petroleum, as well as naturalsgis excluded from CERCLA’definition of a "hazardous substance," in thersewf ou
ordinary operations we generate wastes that mayvitidin the definition of a "hazardous substand@ERCLA authorizes the EPA and, in sc
cases, third parties to take action in respongereats to the public health or the environmenttangkeek to recover from the responsible class
persons the costs they incur. Under CERCLA, wedbel subject to joint and several liability for thasts of cleaning up and restoring sites w
hazardous substances have been released, for datoaggural resources, and for the costs of ceftaalth studies.
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Liability for Preexisting Conditions

Manufactured Gas Plant Site€ERC and its predecessors operated manufactureglgais (MGPs) in the past. In Minnesota, CERC
completed remediation on two sites, other than orggononitoring and water treatment. There are figmaining sites in CER&’ Minnesot
service territory. CERC believes that it has nbility with respect to two of these sites.

At December 31, 2009, CERC had accrued $14 milfimn remediation of these Minnesota sites and thémesed range of possit
remediation costs for these sites was $4 millio36 million based on remediation continuing fort8®0 years. The cost estimates are bas
studies of a site or industry average costs forediation of sites of similar size. The actual refagdn costs will be dependent upon the numb
sites to be remediated, the participation of offaentially responsible parties (PRPSs), if any, stredremediation methods used. CERC has uti
an environmental expense tracker mechanism inaitssrin Minnesota to recover estimated costs iresxof insurance recovery. As
December 31, 2009, CERC had collected $13 millioomf insurance companies and rate payers to be €meduture environment
remediation. In January 2010, as part of its Mgute rate case decision, the MPUC eliminated the@rmmental expense tracker mechanism
ordered amounts previously collected from ratepaaed related carrying costs refunded to custom&ssof December 31, 2009, the balanc
the environmental expense tracker account wasrilion. The MPUC provided for the inclusion intea of approximately $285,000 annuall
fund normal orgoing remediation costs. CERC was not requiredefond to customers the amount collected from imsce companie
$4.6 million at December 31, 2009, to be used tiigatie future environmental costs. The MPUC furthave assurance that any reasonable
prudent environmental clean-up costs CERC incutbénfuture will be rateecoverable under normal regulatory principles pratedures. Th
provision had no effect on earnings.

In addition to the Minnesota sites, the United &dEnvironmental Protection Agency and other rdgtdahave investigated MGP sites
were owned or operated by CERC or may have beema\Wy one of its former affiliates. CERC has beamed as a defendant in a lawsuit
in the United States District Court, District of Ma, under which contribution is sought by privataties for the cost to remediate former
sites based on the previous ownership of such bitdfermer affiliates of CERC or its divisions. CERhas also been identified as a PRP b
State of Maine for a site that is the subject ef ldwsuit. In June 2006, the federal district camftlaine ruled that the current owner of the &
responsible for site remediation but that an add#l evidentiary hearing would be required to daiee if other potentially responsible part
including CERC, would have to contribute to thahegiation. In September 2009, the federal distrietrt granted CERG motion for summa
judgment in the proceeding. Although it is likehat the plaintiff will pursue an appeal from tlismissal, further action will not be taken u
the district court disposes of claims against ottefendants in the case. CERC believes it is abidi as a former owner or operator of the
under CERCLA and applicable state statutes, an@h@ously contesting the suit and its designaisra PRP. We and CERC do not expec
ultimate outcome to have a material adverse impadhe financial condition, results of operationgash flows of either us or CERC.

Mercury ContaminationOur pipeline and distribution operations have iae gast employed elemental mercury in measuringragdlating
equipment. It is possible that small amounts ofaagr may have been spilled in the course of nommihtenance and replacement operation:
that these spills may have contaminated the imnedigea with elemental mercury. We have foundtifpe of contamination at some sites in
past, and we have conducted remediation at thése i is possible that other contaminated sitay exist and that remediation costs ma
incurred for these sites. Although the total amafrthese costs is not known at this time, basedwrexperience and that of others in the na
gas industry to date and on the current regulatiegarding remediation of these sites, we beliéee the costs of any remediation of these
will not be material to our financial condition stdts of operations or cash flows.

AsbestosSome facilities owned by us contain or have coei@iasbestos insulation and other asbestosaining materials. We or ¢
subsidiaries have been named, along with numerthesg) as a defendant in lawsuits filed by a nundfendividuals who claim injury due
exposure to asbestos. Some of the claimants haseediat locations owned by us, but most existirzines relate to facilities previously owned
our subsidiaries. We anticipate that additionainctalike those received may be asserted in theduta 2004, we sold our generating busines
which most of these claims relate, to Texas Gend@,lwhich is now known as NRG Texas LP. Under #wens of the arrangements regar
separation of the generating business from us andale to
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NRG Texas LP, ultimate financial responsibility faninsured losses from claims relating to the gativey business has been assumed by
Texas LP, but we have agreed to continue to deferuth claims to the extent they are covered by arme maintained by us, subjec
reimbursement of the costs of such defense from Niegas LP. Although their ultimate outcome canmdtpbedicted at this time, we intenc
continue vigorously contesting claims that we documsider to have merit and do not expect, basealio experience to date, these matters, ¢
individually or in the aggregate, to have a matexttverse effect on our financial condition, reswf operations or cash flows.

Groundwater Contamination Litigatioferedecessor entities of CERC, along with sevetaragntities, are defendants in litigati®t, Miche
Plantation, LLC, et al, v. White, et ., pending in civil district court in Orleans Pdmid.ouisiana. In the lawsuit, the plaintiffs aleethat thei
property in Terrebonne Parish, Louisiana suffemdtigater contamination as a result of oil and didling activities conducted by the defendar
Although a predecessor of CERC held an interesivin oil and gas leases on a portion of the propattissue, neither it nor any other CE
entities drilled or conducted other oil and gasrafiens on those leases. In January 2009, CERGhenplaintiffs reached agreement on the t
of a settlement that, if ultimately approved by tlmiisiana Department of Natural Resources, is ebgaeto resolve this litigation. We and CE
do not expect the outcome of this litigation to édavmaterial adverse impact on the financial carrditresults of operations or cash flows of ei
us or CERC.

Other EnvironmentalFrom time to time we have received notices fromulaipry authorities or others regarding our stagsa PRP i
connection with sites found to require remediatioie to the presence of environmental contaminémiaddition, we have been named from t
to time as a defendant in litigation related tolsaites. Although the ultimate outcome of such arattannot be predicted at this time, we d¢
expect, based on our experience to date, thesensadither individually or in the aggregate, towdv@a material adverse effect on our finar
condition, results of operations or cash flows.

EMPLOYEES

As of December 31, 2009, we had 8,810 firle employees. The following table sets forth ieenber of our employees by business segr

Number
Represented
by Unions or
Other Collective
Business Segmer Number Bargaining Groups
Electric Transmission & Distributio 2,84: 1,24¢
Natural Gas Distributio 3,61¢ 1,38¢
Competitive Natural Gas Sales and Serv 13C -
Interstate Pipeline 68¢ -
Field Service 241 -
Other Operations 1,28¢ -
Total 8,81( 2,638

As of December 31, 2009, approximately 30% of oonpleyees are subject to collective bargaining agesgs. One of the collecti
bargaining agreements covering approximately 14%usfemployees, International Brotherhood of EleatrWorkers Union Local No. 66,
scheduled to expire in May 2010. We have a goatticglship with this bargaining unit and expect égotiate a new agreement in 2010.
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EXECUTIVE OFFICERS
(as of February 15, 2010)

Name Age Title

David M. McClanahal 60 President and Chief Executive Officer and Diret

Scott E. Rozzel 60 Executive Vice President, General Counsel and Gatp&ecretal

Gary L. Whitlock 60 Executive Vice President and Chief Financial Offi

C. Gregory Harper 45  Senior Vice President and Group President, CenierEoergy
Pipelines and Field Servic

Thomas R. Standis 60  Senior Vice President and Group Presic- Regulated Operatior

David M. McClanahan has been President and Chief Executive Officer ardirector of CenterPoint Energy since Septemb®?226i¢
served as Vice Chairman of Reliant Energy, Incajes (Reliant Energy) from October 2000 to Septen2092 and as President and C
Operating Officer of Reliant Energy’Delivery Group from April 1999 to September 206 previously served as Chairman of the Boal
Directors of ERCOT, Chairman of the Board of theigmsity of St. Thomas in Houston and Chairman led Board of the American C
Association. He currently serves on the boardsefdison Electric Institute and the American Gasogiation.

Scott E. Rozzellhas served as Executive Vice President, Generahs&band Corporate Secretary of CenterPoint Ensigge Septemb
2002. He served as Executive Vice President ancg@eounsel of the Delivery Group of Reliant Enefigom March 2001 to September 20
Before joining Reliant Energy in 2001, Mr. Rozzets a senior partner in the law firm of Baker Battis.P. He currently serves on the Boart
Directors of the Association of Electric Companég exas.

Gary L. Whitlock has served as Executive Vice President and Chiedn€ial Officer of CenterPoint Energy since Septeni®002. H
served as Executive Vice President and Chief Fiaar@fficer of the Delivery Group of Reliant Enerdsom July 2001 to September 20
Mr. Whitlock served as the Vice President, Finaacel Chief Financial Officer of Dow AgroSciencessuabsidiary of The Dow Chemic
Company, from 1998 to 2001.

C. Gregory Harper has served as Senior Vice President and Groupdergsof CenterPoint Energy Pipelines and Field iesvsinc
December 2008. Before joining CenterPoint Energ2068, Mr. Harper served as President, Chief Exee@fficer and as a Director of Spe
Energy Partners, LP from March 2007 to Decembe82@rom January 2007 to March 2007, Mr. Harper Basup Vice President of Spec
Energy Corp., and he was Group Vice President dfeDnergy from January 2004 to December 200dr. Harper served as Senior V
President of Energy Marketing and Management fokeDHEnergy North America from January 2003 untilukg 2004 and Vice President
Business Development for Duke Energy Gas Transorisand Vice President of East Tennessee Naturall®&&sfrom March 2002 until Janue
2003. He currently serves on the Board of Directdithe Interstate Natural Gas Association of Arceeri

Thomas R. Standishhas served as Senior Vice President and Groupderdéftegulated Operations of CenterPoint Energy sincgu&
2005, having previously served as Senior Vice Beggiand Group President and Chief Operating Offd€€enterPoint Houston from June 2!
to August 2005 and as President and Chief Operaffiger of CenterPoint Houston from August 2002Jtme 2004. He served as Presiden
Chief Operating Officer for both electricity andtueal gas for Reliant Energy’s Houston area frorB9.& August 2002.

Item 1A. Risk Factors
We are a holding company that conducts all of aisiress operations through subsidiaries, prim&#nterPoint Houston and CERC. *

following, along with any additional legal proceegs identified or incorporated by reference in It&mf this report, summarizes the principal
factors associated with the businesses conducteddly of these subsidiaries:
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Risk Factors Affecting Our Electric Transmission & Distribution Business

CenterPoint Houston may not be successful in ultitely recovering the full value of its truep components, which could result in t
elimination of certain tax benefits and could hawan adverse impact on CenterPoint Houstaesults of operations, financial condition al
cash flows.

In March 2004, CenterPoint Houston filed its tuyg-application with the Texas Utility Commissiomquesting recovery of $3.7 billic
excluding interest, as allowed under the Texastmerestructuring law. In December 2004, the TekHsity Commission issued its Trugp
Order allowing CenterPoint Houston to recover &trp balance of approximately $2.3 billion, whichliraed interest through August 31, 2C
and provided for adjustment of the amount to bevered to include interest on the balance untibvecy, along with the principal portion
additional EMCs returned to customers after Au@lst2004 and certain other adjustments.

CenterPoint Houston and other parties filed appefatise Truebp Order to a district court in Travis County, Texin August 2005, that col
issued its judgment on the various appeals. ljuitgment, the district court:

» reversed the Texas Utility Commiss’s ruling that had denied recovery of a portionhef tapacity auction tr-up amounts

» reversed the Texas Utility Commissierruling that precluded CenterPoint Houston frooowering the interest component of the EI
paid to REPs; an

« affirmed the Tru-Up Order in all other respec

The district cours decision would have had the effect of restoripgraximately $650 million, plus interest, of the.$billion the Texa
Utility Commission had disallowed from CenterPditduston’s initial request.

CenterPoint Houston and other parties appealedititect courts judgment to the Texas Third Court of Appeals,chhissued its decision
December 2007. In its decision, the court of appeal

» reversed the district cor's judgment to the extent it restored the capacittian tru-up amounts

» reversed the district court’s judgment to théeak it upheld the Texas Utility Commissisndecision to allow CenterPoint Houstot
recover EMCs paid to RR

» ordered that the tax normalization issue descriiEdw be remanded to the Texas Utility Commissismegjuested by the Texas Uti
Commission; ani

» affirmed the district cou’'s judgment in all other respec

In April 2008, the court of appeals denied all ron8 for rehearing and reissued substantially theesapinion as it had rendered in Decen
2007.

In June 2008, CenterPoint Houston petitioned thea3&upreme Court for review of the court of appéaicision. In its petition, CenterPc
Houston seeks reversal of the parts of the coudppieals decision that (i) denied recovery of EM@&l to RRI, (ii) denied recovery of t
capacity auction true-up amounts allowed by theridtscourt, (iii) affirmed the Texas Utility Commsions rulings that denied recovery
approximately $378 million related to depreciatand (iv) affirmed the Texas Utility Commissiaentefusal to permit CenterPoint Houstol
utilize the partial stock valuation methodology fmtermining the market value of its former gerieratissets. Two other petitions for review v
filed with the Texas Supreme Court by other parteeshe appeal. In those petitions parties contdiad (i) the Texas Utility Commission w
without authority to fashion the methodology it dder valuing the former generation assets aftdrad determined that CenterPoint Hou
could not use the partial stock valuation methdd,r{ fashioning the method it used for valuingtformer generating assets, the Texas U
Commission deprived parties of their due procegistsiand an opportunity to be heard, (iii) thebwmk value of the generating assets should
been adjusted downward due to the impact of a msetoption that had been granted to RRI, (iv) GBolat Houston should not have b
permitted to recover
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construction work in progress balances without prgwthose amounts in the manner required by law (@hdhe Texas Utility Commission w
without authority to award interest on the capaaitgtion true up award.

In June 2009, the Texas Supreme Court granteddtigops for review of the court of appeals deaisi®ral argument before the court
held in October 2009. Although we and CenterPélouston believe that CenterPoint Houston’s tuperequest is consistent with applice
statutes and regulations and, accordingly, thistieasonably possible that it will be succesdiuits appeal to the Texas Supreme Court, we
provide no assurance as to the ultimate courtgalion the issues to be considered in the appealtibrrespect to the ultimate decision by
Texas Utility Commission on the tax normalizatiseue described below.

To reflect the impact of the True-Up Order, in 2004d 2005, we recorded a net afi@x-extraordinary loss of $947 million. No amot
related to the district cougt’judgment or the decision of the court of apphale been recorded in our consolidated financaéstents. Howeve
if the court of appeals decision is not reversethodified as a result of further review by the Teipreme Court, we anticipate that we woul
required to record an additional loss to reflee dourt of appeals decision. The amount of that l@suld depend on several factors, inclu
ultimate resolution of the tax normalization isslescribed below and the calculation of interesaioy amounts CenterPoint Houston ultimate
authorized to recover or is required to refund Imelythe amounts recorded based on the Tipedrder, but could range from $180 millior
$410 million (pre-tax) plus interest subsequerézember 31, 2009.

In the True-Up Order, the Texas Utility Commissi@uuced CenterPoint Houstenstranded cost recovery by approximately $146ani
which was included in the extraordinary loss diseasabove, for the present value of certain defetag benefits associated with its for
electric generation assets. We believe that thed ékility Commission based its order on proposgliations issued by the IRS in March 2
that would have allowed utilities owning assetd tlvare deregulated before March 4, 2003 to maketraactive election to pass the benefit
ADITC and EDFIT back to customers. However, the I®®sequently withdrew those proposed normalizatigulations and, in March 20(
adopted final regulations that would not permititigis like CenterPoint Houston to pass the taxdbiésm back to customers without creal
normalization violations. In addition, we receiva&d®LR from the IRS in August 2007, prior to adoptad the final regulations, that confirmed t
the Texas Utility Commission’s order reducing CeRt@nt Houstors stranded cost recovery by $146 million for ADIa@d EDFIT would cau:
normalization violations with respect to the ADI'B@d EDFIT.

If the Texas Utility Commissios’order relating to the ADITC reduction is not nesesl or otherwise modified on remand so as to ehiei th
normalization violation, the IRS could require nospry an amount equal to CenterPoint Houstemamortized ADITC balance as of the date
the normalization violation is deemed to have oair In addition, the IRS could deny CenterPoinuston the ability to elect accelerated
depreciation benefits beginning in the taxable yhat the normalization violation is deemed to haveurred. Such treatment, if required by
IRS, could have a material adverse impact on aaulte of operations, financial condition and cdskw$ in addition to any potential loss resuli
from final resolution of the Truglp Order. In its opinion, the court of appeals oedethat this issue be remanded to the Texas yJ@i@mmissior
as that commission requested. No party has chatetigat order by the court of appeals althoughTieas Supreme Court has the authorit
consider all aspects of the rulings above, not flagse challenged specifically by the appellantge &id CenterPoint Houston will continue
pursue a favorable resolution of this issue throtlgh appellate and administrative process. Althotlgh Texas Utility Commission has
previously required a company subject to its judsdn to take action that would result in a norination violation, no prediction can be mad:
to the ultimate action the Texas Utility Commissioay take on this issue on remand.

CenterPoint Houstons receivables are concentrated in a small numbeREPs, and any delay or default in payment couldvadsely affec
CenterPoint Houston’s cash flows, financial condith and results of operations.

CenterPoint Houstor'receivables from the distribution of electricitse collected from REPs that supply the electri€ignterPoint Houstc
distributes to their customers. As of December Z109, CenterPoint Houston did business with appnattly 80 REPs. Adverse econo
conditions, structural problems in the market séfyg ERCOT or financial difficulties of one or mdrREPs could impair the ability of these RI
to pay for CenterPoint Houstan'services or could cause them to delay such pagm€enterPoint Houston depends on these REPartib
payments on a timely basis. Applicable regulatagvisions require that customers be shifted toowiger of
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last resort if a REP cannot make timely paymentgplisable Texas Utility Commission regulations sfgantly limit the extent to whic
CenterPoint Houston can apply normal commerciahseor otherwise seek credit protection from firnesidng to provide retail electric service
its service territory, and thus remains at risk fayments not made prior to the shift to the prewidf last resort. Although the Texas Uti
Commission revised its regulations in 2009 tor{@rease the financial qualifications from REPs tiegan selling power after January 1, 2009
(ii) authorize utilities to defer bad debts resugtirom defaults by REPs for recovery in a futiaiercase, significant bad debts may be realize
unpaid amounts may not be timely recovered. A slidsi of NRG Energy, Inc., NRG Retail LLC, acquirde: Texas retail business of RRI,
its subsidiaries are together considered the IaiRE® in CenterPoint Houston’s service territorppfoximately 41% of CenterPoint Housten’
$139 million in billed receivables from REPs at Betber 31, 2009 was owed by subsidiaries of NRGiRet&£. NRG Energy, Inc$ credi
ratings are currently below investment grade. Aelay or default in payment by REPs could adveraéfigct CenterPoint Houstascash flows
financial condition and results of operations.afy of these REPs were unable to meet its obligatit could consider, among various optis
restructuring under the bankruptcy laws, in whigkrg any such REP might seek to avoid honoringligyations and claims might be made
creditors involving payments CenterPoint Houstod texeived from such REP.

Rate regulation of CenterPoint Houston’s businessaayndelay or deny CenterPoint Houstanability to earn a reasonable return and fu
recover its costs.

CenterPoint Houstor'rates are regulated by certain municipalities tnedTexas Utility Commission based on an analg§igs investe:
capital and its expenses in a test year. Thusiates that CenterPoint Houston is allowed to chargg not match its expenses at any given !
The regulatory process by which rates are detemninay not always result in rates that will prodéérecovery of CenterPoint Houstantost
and enable CenterPoint Houston to earn a reasorethla on its invested capital.

In this regard, pursuant to the Stipulation andl&sent Agreement approved by the Texas Utility @Gussion in September 2006, until J
30, 2010 CenterPoint Houston is limited in its #pito request retail rate relief. For more infotioa on the Stipulation and Settlem
Agreement, please read "Business - Regulationte Stad Local Regulation - Electric Transmission &tbbution - CenterPoint Houston Re
Agreement"” in Item 1 of this Form 10-K.

Disruptions at power generation facilities owned third parties could interrupt CenterPoint Houstos'sales of transmission and distributi
services.

CenterPoint Houston transmits and distributes tstauers of REPs electric power that the REPs olitaim power generation faciliti
owned by third parties. CenterPoint Houston dodsomm or operate any power generation faciliti€qdwer generation is disrupted or if po
generation capacity is inadequate, CenterPoint téaissales of transmission and distribution servicay bre diminished or interrupted, anc
results of operations, financial condition and césWs could be adversely affected.

CenterPoint Houston’s revenues and results of op@ras are seasonal.
A significant portion of CenterPoint Houstarrevenues is derived from rates that it collecismfeach REP based on the amount of elect
it delivers on behalf of such REP. Thus, CenterPldoustons revenues and results of operations are subjeaasonality, weather conditions
other changes in electricity usage, with revenwsdghigher during the warmer months.

Risk Factors Affecting Our Natural Gas Distribution, Competitive Natural Gas Sales and Services, Intstate Pipelines and Field Servict
Businesses

Rate regulation of CERC's business may delay or g€2ERC'’s ability to earn a reasonable return andlffurecover its costs.
CERC:'s rates for Gas Operations are regulated by cemainicipalities and state commissions, and foirntsrstate pipelines by the FEF

based on an analysis of its invested capital an@xpenses in a test year. Thus, the rates thaltCOERIllowed to charge may not matct
expenses at any given time. The regulatory proces$ich
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rates are determined may not always result in tateswill produce full recovery of CERE'costs and enable CERC to earn a reasonable
its invested capital.

CERC'’s businesses must compete with alternate energyae®) which could result in CERC marketing less oedl gas, and its intersta
pipelines and field services businesses must compiectly with others in the transportation, staga, gathering, treating and processing
natural gas, which could lead to lower prices andduced volumes, either of which could have an adeimpact on CERG results o
operations, financial condition and cash flows.

CERC competes primarily with alternate energy sesirsuch as electricity and other fuel sourcesomesareas, intrastate pipelines, o
natural gas distributors and marketers also comgeeetly with CERC for natural gas sales to ers@érs. In addition, as a result of fed
regulatory changes affecting interstate pipelimegural gas marketers operating on these pipelimgs be able to bypass CER(facilities an
market, sell and/or transport natural gas diretttlgommercial and industrial customers. Any redarcin the amount of natural gas marketed,
or transported by CERC as a result of competiti@y imave an adverse impact on CER@&sults of operations, financial condition anshciows.

CERC's two interstate pipelines and its gathering systeompete with other interstate and intrastatelipige and gathering systems in
transportation and storage of natural gas. Thecipé@h elements of competition are rates, termseofise, and flexibility and reliability of servic
They also compete indirectly with other forms ofmgy, including electricity, coal and fuel oils. &lprimary competitive factor is price. 1
actions of CERC’s competitors could lead to lowecgs, which may have an adverse impact on CERESults of operations, financial condit
and cash flows. Additionally, any reduction in t@ume of natural gas transported or stored maye leavadverse impact on CERGCesults ¢
operations, financial condition and cash flows.

CERC's natural gas distribution and competitive naturghs sales and services businesses are subjecticbuthtions in natural gas price
which could affect the ability of CERC’s supplieend customers to meet their obligations or othervsdversely affect CER&’liquidity anc
results of operations.

CERC is subject to risk associated with changethénprice of natural gas. Increases in naturalgyaes might affect CERG’ ability tc
collect balances due from its customers and, fos Gaerations, could create the potential for umctilble accounts expense to exceec
recoverable levels built into CEREtariff rates. In addition, a sustained periodh@gh natural gas prices could (i) apply downwaraneac
pressure on natural gas consumption in the areaghioch CERC operates thereby resulting in decreaséels volumes and revenues anc
increase the risk that CERC5uppliers or customers fail or are unable to nieeit obligations. An increase in natural gas gsievould als
increase CERG' working capital requirements by increasing theestment that must be made in order to maintainrahtgas inventol
levels. Additionally, a decrease in natural gakgw could increase the amount of collateral th&RC must provide under its hedg
arrangements.

A decline in CERC's credit rating could result in ERC’s having to provide collateral in order to purchasatural gas or under its shippir
or hedging arrangements.

If CERC's credit rating were to decline, it might be reqdito post cash collateral in order to purchasarabhgjas or under its shipping
hedging arrangements. If a credit rating downgradd the resultant cash collateral requirement wereccur at a time when CERC v
experiencing significant working capital requirerteenr otherwise lacked liquidity, CEREYesults of operations, financial condition andh
flows could be adversely affected.

The revenues and results of operations of CERMterstate pipelines and field services businesaee subject to fluctuations in the sup)
and price of natural gas and natural gas liquids.

CERC's interstate pipelines and field services messes largely rely on natural gas sourced in #éni@ws supply basins located in the Mid-
continent region of the United States. The levetliifing and production activity in these regioissdependent on economic and business fe
beyond our control. The primary factor affectingttb¢he level of drilling activity and production kmnes is natural gas pricing. A sustai
decline in natural gas prices could result in ael@se in exploration and development activitiethenregions served by our gathering and
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pipeline transportation systems and our naturaltgesting and processing activities. A sustainedide could also lead producers to sht
production from their existing wells. Other factéhsit impact production decisions include the lesfgbroduction costs relative to other avail
production, producersaccess to needed capital and the cost of thatataplite ability of producers to obtain necessarjlimy and othe
governmental permits, access to drilling rigs aegutatory changes. Because of these factors, éweawi natural gas reserves are discover:
areas served by our assets, producers may chobse develop those reserves or to shut in prodadtiom existing reserves. To the extent
availability of this supply is substantially reddgeét could have an adverse effect on CER@&sults of operations, financial condition andr
flows.

CERC's revenues from these businesses are also affegtéte prices of natural gas and natural gas Ig@MiGL). NGL prices general
fluctuate on a basis that correlates to fluctuatimncrude oil prices. In the past, the pricesatfiral gas and crude oil have been extremely Ve)
and we expect this volatility to continue. The nmaskand prices for natural gas, NGLs and cruddegkend upon factors beyond our control. T
factors include supply of and demand for these codities, which fluctuate with changes in market asdnomic conditions and other factors.

CERC's revenues and results of operations are sea$o

A substantial portion of CERC’s revenues is derifemm natural gas sales and transportation. ThuSRCs revenues and results
operations are subject to seasonality, weatheritonsl and other changes in natural gas usage, mithnues being higher during the wil
months.

The actual cost of pipelines under construction,tfue pipeline, gathering and treating systems anglated compression facilities may
significantly higher than CERC had planned.

Subsidiaries of CERC Corp. have been recently irealin significant pipeline construction projectada depending on availal
opportunities, may, from time to time, be involiedadditional significant pipeline construction agdthering and treating system projects ir
future. The construction of new pipelines, gathgramnd treating systems and related compressiofitiEsimay require the expenditure
significant amounts of capital, which may exceedRCEs estimates. These projects may not be completi glanned cost, on schedule or a
The construction of new pipeline, gathering, tregtor compression facilities is subject to condtanccost overruns due to labor costs, cos
equipment and materials such as steel and nickabr Ishortages or delays, weather delays, inflatioother factors, which could be material
addition, the construction of these facilities ypitally subject to the receipt of approvals andnts from various regulatory agencies. Tk
agencies may not approve the projects in a timelpmer or may impose restrictions or conditionstengrojects that could potentially preve
project from proceeding, lengthen its expected detign schedule and/or increase its anticipated. ¢&s a result, there is the risk that the |
facilities may not be able to achieve CERC’s expedhvestment return, which could adversely afféBiRC’s financial condition, results
operations or cash flows.

The states in which CERC provides regulated locakglistribution may, either through legislation aules, adopt restrictions similar to
broader than those under the Public Utility HoldinGompany Act of 1935 regarding organization, finang and affiliate transactions the
could have significant adverse impacts on CERC’slipto operate.

The Public Utility Holding Company Act of 1935, wehich we and our subsidiaries were subject prigtseepeal in the Energy Policy Act
2005, provided a comprehensive regulatory strugjorerning the organization, capital structureraabmpany relationships and lines of busi
that could be pursued by registered holding congsaand their member companies. Following repetiiafAct, some states in which CERC ¢
business have sought to expand their own reguldtanyeworks to give their regulatory authoritiesreased jurisdiction and scrutiny over sin
aspects of the utilities that operate in theiregaSome of these frameworks attempt to regulatnéing activities, acquisitions and divestitu
and arrangements between the utilities and théliaéds, and to restrict the level of nartility business that can be conducted within thélimg
company structure. Additionally they may imposeoréckeeping, record access, employee training epdrting requirements related to affili
transactions and reporting in the event of cerawngrading of the utility’s bond rating.

28




WPD-6
Table of Content Screening Data Part 1 of 2
Page 2936 of 9808
These regulatory frameworks could have adversectsffen CERGS ability to conduct its utility operations, to dince its business and
provide costeffective utility service. In addition, if more thane state adopts restrictions on similar acésitit may be difficult for CERC and
to comply with competing regulatory requirements.

The revenues and results of operations of CERGhterstate pipelines and field services businesseuld be adversely impacted by r
environmental regulations governing the withdrawatorage and use of surface water or groundwatercessary for hydraulic fracturing c
wells and the protection of water supplies in theeas in and around shale fields.

CERC's interstate pipelines and field services messes largely rely on natural gas sourced in #éni@ws supply basins located in the Mid-
continent region of the United States. To extratural gas from the shale fields in this areadpeers have historically used a process c
hydraulic fracturing. Recently, new environmentgulations governing the withdrawal, storage arelafsurface water or groundwater neces
for hydraulic fracturing of wells and the protectiof water supplies in the areas in and aroundltade fields have been considered by the fe
government. If enacted, such regulations couldeiase operating costs of the producers in thesen®gr cause delays, interruptions
termination of drilling operations, all of which wal result in a decrease in demand for the seryicegided by CERG interstate pipelines a
field services businesses in the shale fields, wbauld have an adverse effect on CERf&'sults of operations, financial condition anshctiows.
Risk Factors Associated with Our Consolidated Finagcial Condition

If we are unable to arrange future financings on aeptable terms, our ability to refinance existingdebtedness could be limited.

As of December 31, 2009, we had $10.1 billion ofstanding indebtedness on a consolidated basighwihcludes $3.0 billion of non-
recourse transition and system restoration bondsofADecember 31, 2009, approximately $1.2 billwimcipal amount of this debt is requirec
be paid through 2012. This amount excludes prinaiggayments of approximately $831 million on tiéine and system restoration bonds,
which a dedicated revenue stream exists, but ieslg290 million of pollution control bonds issuadaur behalf which we purchased in Jani
2010 (and which may be remarketed) and $45 millibdebentures redeemed in January 2010. Our flinmacing activities may be significan
affected by, among other things:

» the resolution of the trugp proceedings, including, in particular, the reswlf appeals to the Texas Supreme Court regandiliggs
obtained to date

» general economic and capital market conditit

« credit availability from financial institutions arather lenders

* investor confidence in us and the markets in whiehoperate

* maintenance of acceptable credit ratir

* market expectations regarding our future earnimgscash flows

» market perceptions of our ability to access capitatkets on reasonable terr

e our exposure to RRI in connection with its indernwaifion obligations arising in connection with $sparation from us; ar

» provisions of relevant tax and securities la

As of December 31, 2009, CenterPoint Houston hadtanding approximately $2.5 billion aggregate @pal amount of general mortge

bonds, including approximately $527 million held firust to secure pollution control bonds for whiele are obligated and approximai
$229 million held in trust to secure pollution caitbonds for
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which CenterPoint Houston is obligated. AdditiogalCenterPoint Houston had outstanding approxima$253 million aggregate princif
amount of first mortgage bonds, including approxeha$151 million held in trust to secure certaiollption control bonds for which we ¢
obligated. CenterPoint Houston may issue additiggaleral mortgage bonds on the basis of retiredifjon0% of property additions or ci
deposited with the trustee. Approximately $2.liduill of additional first mortgage bonds and genenaltgage bonds in the aggregate coul
issued on the basis of retired bonds and 70% dbeutp additions as of December 31, 2009. Howevent€rPoint Houston has contractu
agreed that it will not issue additional first mgage bonds, subject to certain exceptions.

Our current credit ratings are discussed in "Managy@’'s Discussion and Analysis of Financial Comdlitiand Results of Operations -
Liquidity and Capital Resources - Future Sourcetldses of Cashlmpact on Liquidity of a Downgrade in Credit Rati#idn Item 7 of Part 1l ¢
this report. These credit ratings may not remairefiect for any given period of time and one or enaf these ratings may be lowerec
withdrawn entirely by a rating agency. We note ttegtse credit ratings are not recommendations o il or hold our securities. Each rai
should be evaluated independently of any othengatAny future reduction or withdrawal of one or mamf our credit ratings could hawvi
material adverse impact on our ability to accegstabon acceptable terms.

As a holding company with no operations of our owme will depend on distributions from our subsidias to meet our payment obligatiol
and provisions of applicable law or contractual testions could limit the amount of those distribigns.

We derive all our operating income from, and hdldbar assets through, our subsidiaries. As a testd will depend on distributions frc
our subsidiaries in order to meet our payment albligis. In general, these subsidiaries are separadedistinct legal entities and have
obligation to provide us with funds for our paymebligations, whether by dividends, distributiolsgns or otherwise. In addition, provisions
applicable law, such as those limiting the legalrees of dividends, limit our subsidiarieability to make payments or other distributionsug
and our subsidiaries could agree to contractus#ticéens on their ability to make distributions.

Our right to receive any assets of any subsidiand therefore the right of our creditors to paptide in those assets, will be effectiy
subordinated to the claims of that subsidiargteditors, including trade creditors. In additienen if we were a creditor of any subsidiary,
rights as a creditor would be subordinated to aousty interest in the assets of that subsidiany any indebtedness of the subsidiary seni
that held by us.

The use of derivative contracts by us and our sulisiies in the normal course of business could résin financial losses that coul
negatively impact our results of operations and gwoof our subsidiaries.

We and our subsidiaries use derivative instrumesush as swaps, options, futures and forwards, anage our commodity, weather
financial market risks. We and our subsidiariesl¢aacognize financial losses as a result of viitatin the market values of these contract
should a counterparty fail to perform. In the alwseaf actively quoted market prices and pricinginfation from external sources, the valua
of these financial instruments can involve manageiagudgment or use of estimates. As a result, chamgthe underlying assumptions or us
alternative valuation methods could affect the rigmbfair value of these contracts.

Risks Common to Our Businesses and Other Risks
We are subject to operational and financial riskeé liabilities arising from environmental laws ancegulations.

Our operations are subject to stringent and comfaless and regulations pertaining to health, saétg the environment. As an ownel
operator of natural gas pipelines and distribuigstems, gas gathering and processing systemslectdc transmission and distribution syste
we must comply with these laws and regulationhatféderal, state and local levels. These lawsr@gdlations can restrict or impact our busil
activities in many ways, such as:

» restricting the way we can handle or dispose oftesm
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« limiting or prohibiting construction activities sensitive areas such as wetlands, coastal regioaseas inhabited by endangered spe
* requiring remedial action to mitigate pollution ditions caused by our operations, or attributablfetmer operations; ar

* enjoining the operations of facilities deemed im-compliance with permits issued pursuant to suclirenmental laws and regulatior
In order to comply with these requirements, we megd to spend substantial amounts and devote mtbaurces from time to time to:

e construct or acquire new equipme

» acquire permits for facility operation

« modify or replace existing and proposed equipmamd

» clean up or decommission waste disposal areassfoielge and managemdacilities and other locations and faciliti¢

Failure to comply with these laws and regulatiore/ririgger a variety of administrative, civil andmsinal enforcement measures, incluc
the assessment of monetary penalties, the impositioremedial actions, and the issuance of ordegjsireng future operations. Cert:
environmental statutes impose strict, joint andesaMiability for costs required to clean up aedtore sites where hazardous substances hav
disposed or otherwise released. Moreover, it isumcommon for neighboring landowners and othedtparties to file claims for personal inji
and property damage allegedly caused by the retefdsezardous substances or other waste produotthie environment.

Our insurance coverage may not be sufficient. Infiafent insurance coverage and increased insurancests could adversely impact ¢
results of operations, financial condition and caglows.

We currently have general liability and propertgurance in place to cover certain of our faciliikesmounts that we consider appropri
Such policies are subject to certain limits andud¢ibles and do not include business interruptiomecage. Insurance coverage may nc
available in the future at current costs or on camuially reasonable terms, and the insurance pdscexceived for any loss of, or any damag
any of our facilities may not be sufficient to @ the loss or damage without negative impactwresults of operations, financial condition
cash flows.

In common with other companies in its line of besis that serve coastal regions, CenterPoint Howkiea not have insurance covering
transmission and distribution system, other thabstations, because CenterPoint Houston believés lte cost prohibitive. In the futu
CenterPoint Houston may not be able to recovectsts incurred in restoring its transmission arsdritiution properties following hurricanes
other natural disasters through issuance of stestoration bonds or a change in its regulated @tesherwise, or any such recovery may nc
timely granted. Therefore, CenterPoint Houston may be able to restore any loss of, or damageng,dd its transmission and distributi
properties without negative impact on its resuftegerations, financial condition and cash flows.

We, CenterPoint Houston and CERC could incur lialtiés associated with businesses and assets thatave transferred to others.
Under some circumstances, we, CenterPoint HoustdnC&RC could incur liabilities associated withetssand businesses we, CenterF

Houston and CERC no longer own. These assets asiddsses were previously owned by Reliant Enenggorborated (Reliant Energy)
predecessor of CenterPoint Houston, directly asufgh subsidiaries and include:
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* merchant energy, energy trading and REP busindsaesferred to RRI or its subsidiaries in connecttigith the organization al
capitalization of RRI prior to its initial publicfiering in 2001; anc

» Texas electric generating facilities transferred ¢xas Genco Holdings, Inc. (Texas Genco) in 20@#early 2005

In connection with the organization and capital@atof RRI, RRI and its subsidiaries assumed liab#l associated with various assets
businesses Reliant Energy transferred to them.dR$®l agreed to indemnify, and cause the applidabtesferee subsidiaries to indemnify, us
our subsidiaries, including CenterPoint Houston @&RC, with respect to liabilities associated vilie transferred assets and businesses.
indemnity provisions were intended to place salafficial responsibility on RRI and its subsidiafi@sall liabilities associated with the current
historical businesses and operations of RRI, rdgssdof the time those liabilities arose. If RRIrev@nable to satisfy a liability that has bee
assumed in circumstances in which Reliant Energy itmsubsidiaries were not released from the litghin connection with the transfer, v
CenterPoint Houston or CERC could be responsililedtisfying the liability.

Prior to the distribution of our ownership in RRI ¢ur shareholders, CERC had guaranteed certainactwmal obligations of what beca
RRI's trading subsidiary. When the companies separRietdagreed to secure CERC against obligationsruhéeguaranties RRI had been un
to extinguish by the time of separation. Pursuarguch agreement, as amended in December 2007hd&¥Ragreed to provide to CERC cas
letters of credit as security against CER@bligations under its remaining guaranties fomded charges under certain gas transpori
agreements if and to the extent changes in mardkeditons expose CERC to a risk of loss on thoseayuties. The present value of the den
charges under these transportation contracts, whilttbe effective until 2018, was approximately@#illion as of December 31, 2009. As
December 31, 2009, RRI was not required to prosieleurity to CERC. If RRI should fail to performeticontractual obligations, CERC co
have to honor its guarantee and, in such everigtecdl provided as security may be insufficiensétisfy CERC’s obligations.

RRI's unsecured debt ratings are currently below imvest grade. If RRI were unable to meet its oblgai it would need to consid
among various options, restructuring under the hatky laws, in which event RRI might not honoringemnification obligations and claims
RRI’s creditors might be made against us as ithésrowner.

On May 1, 2009, RRI completed the previously anmednsale of its Texas retail business to NRG Reétdll, a subsidiary of NRG Energ
Inc. In connection with the sale, RRI changed &se to RRI Energy, Inc. and no longer providesiseras a REP in CenterPoint Hous®n’
service territory. The sale does not alter RRibntractual obligations to indemnify us and aubbssdiaries, including CenterPoint Houston,
certain liabilities, including their indemnificatioregarding certain litigation, nor does it aff¢lcé terms of existing guaranty arrangement:
certain RRI gas transportation contracts.

Reliant Energy and RRI are named as defendantsimber of lawsuits arising out of sales of natgad in California and other mark«
Although these matters relate to the business predations of RRI, claims against Reliant Energyehlbgen made on grounds that include liak
of Reliant Energy as a controlling shareholder &1 RNe, CenterPoint Houston or CERC could incubiligy if claims in one or more of the
lawsuits were successfully asserted against uste@oint Houston or CERC and indemnification froRIRvere determined to be unavailabl
if RRI were unable to satisfy indemnification olaigpns owed with respect to those claims.

In connection with the organization and capitalmabf Texas Genco, Reliant Energy and Texas Gentered into a separation agreeme
which Texas Genco assumed liabilities associated thie electric generation assets Reliant Enemgysferred to it. Texas Genco also agret
indemnify, and cause the applicable transfereeidiab®s to indemnify, us and our subsidiariesJuding CenterPoint Houston, with respec
liabilities associated with the transferred assetd businesses. In many cases the liabilities esgumere obligations of CenterPoint Houston,
CenterPoint Houston was not released by third gmrfiom these liabilities. The indemnity provisionere intended generally to place ¢
financial responsibility on Texas Genco and itsssdiries for all liabilities associated with therent and historical businesses and operatio
Texas Genco, regardless of the time those liadsliéirose. If Texas Genco were unable to satisbdity that had been so
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assumed or indemnified against, and provided w&eaiant Energy had not been released from theliiabh connection with the transfe
CenterPoint Houston could be responsible for satigfthe liability.

In connection with our sale of Texas Genco to edtiparty, the separation agreement was amendecbtadp that Texas Genco would
longer be liable for, and we would assume and agwemdemnify Texas Genco against, liabilities tfaxas Genco originally assumec
connection with its organization to the extent, and} to the extent, that such liabilities are aekby certain insurance policies held by us. T
Genco and its related businesses now operate aglgutes of NRG Energy, Inc.

We or our subsidiaries have been named, alongmitherous others, as a defendant in lawsuits filed humber of individuals who cla
injury due to exposure to asbestos. Some of thimalsts have worked at locations owned by us, bustreaisting claims relate to faciliti
previously owned by our subsidiaries but curremtiyned by NRG Texas LP. We anticipate that additim@ms like those received may
asserted in the future. Under the terms of thengaments regarding separation of the generatingéss from us and its sale to NRG Texas
ultimate financial responsibility for uninsured $es from claims relating to the generating busitessbeen assumed by NRG Texas LP, bt
have agreed to continue to defend such claimsa@xtent they are covered by insurance maintaigeasbsubject to reimbursement of the c
of such defense by NRG Texas LP.

The unsettled conditions in the global financial s¢gm may have impacts on our business, liquidityddmancial condition that we currentl
cannot predict.

The recent credit crisis and unsettled conditionthe global financial system may have an impacbwnbusiness, liquidity and our financ
condition. Our ability to access the capital maskety be severely restricted at a time when we avikeé, or need, to access those markets, v
could have an impact on our liquidity and flexityilio react to changing economic and business tiondi In addition, the cost of debt financ
and the proceeds of equity financing may be malgr@aversely impacted by these market conditidefaults of lenders in our credit faciliti
should they further occur, could adversely affaat loquidity. Capital market turmoil was also refted in significant reductions in equity mai
valuations in 2008, which significantly reduced treue of assets of our pension plan. These reshetincreased notash pension expense
2009 which impacted 2009 results of operationsraag impact liquidity if contributions are made tifiset reduced asset values.

In addition to the credit and financial market issua recurrence of national and local recessioo@ngitions may impact our business
variety of ways. These include, among other thingduced customer usage, increased customer defdedt and wide swings in commo
prices.

Climate change legislation and regulatory initiags could result in increased operating costs andueed demand for our services.

Legislation to regulate emissions of greenhouseghasas been introduced in Congress, and theregeasesbwideanging policy debate, bc
nationally and internationally, regarding the impatthese gases and possible means for theiraganl In addition, efforts have been made
continue to be made in the international commutotyard the adoption of international treaties astpcols that would address global clir
change issues, such as the United Nations Clima#e@: Conference in Copenhagen in 2009. Also, B iias undertaken new efforts to col
information regarding greenhouse gas emissions thait effects. Recently, the EPA declared that aiergreenhouse gases represer
endangerment to human health and proposed to exfsarejulations relating to those emissions.s ltoo early to determine whether, or in v
form, further regulatory action regarding greenteogas emissions will be adopted or what specifjgaots a new regulatory action might hawv
us and our subsidiaries. However, as a distribanor transporter of natural gas and consumer ofalagas in its pipeline and gathering busine:
CERC'’s revenues, operating costs and capital requiremamild be adversely affected as a result of agylagory action that would requ
installation of new control technologies or a maxifion of its operations or would have the effecteducing the consumption of natural gas.
electric transmission and distribution businesgdntrast to some electric utilities, does not gateeelectricity and thus is not directly exposa
the risk of high capital costs and regulatory utaigties that face electric utilities that burn dibfuels to generate electricity. Neverthel
CenterPoint Houstor'revenues could be adversely affected to the eatgnresulting regulatory action has the effecteafucing consumption
electricity by ultimate consumers
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within its service territory. Likewise, incentivés conserve energy or use energy sources otherrtatamal gas could result in a decreas
demand for our services.

Climate changes could result in more frequent sevaveather events and warmer temperatures which doadlversely affect the results
operations of our businesses.

To the extent climate changes occur, our businagssgsbe adversely impacted, though we believe aok smpacts are likely to occur ve
gradually and hence would be difficult to quantifyth specificity. To the extent global climate cigg results in warmer temperatures in
service territories, financial results from ourural gas distribution businesses could be advemsiécted through lower gas sales, and oul
transmission and field services businesses coyp@reence lower revenues. Another possible climatenge that has been widely discusse
recent years is the possibility of more frequert erore severe weather events, such as hurricanesnadoes. Since many of our facilities
located along or near the Gulf Coast, increasethare severe hurricanes or tornadoes can increaseosts to repair damaged facilities
restore service to our customers. When we cargloted electricity or natural gas to customers or customers cannot receive our services
financial results can be impacted by lost revenared,we generally must seek approval from regudaimirecover restoration costs. To the e;
we are unable to recover those costs, or if hightgs resulting from our recovery of such costsiltas reduced demand for our services,
future financial results may be adversely impacted.

Item 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties
Character of Ownership

We own or lease our principal properties in feejuding our corporate office space and various peaperty. Most of our electric lines €
gas mains are located, pursuant to easements la@drights, on public roads or on land owned byeath

Electric Transmission & Distribution

For information regarding the properties of ourdilie Transmission & Distribution business segmeigase read "Business - Our Business -
Electric Transmission & Distribution - Propertiga”ltem 1 of this report, which information is inpmrated herein by reference.

Natural Gas Distribution

For information regarding the properties of ourNat Gas Distribution business segment, please'f@asiness - Our Business\atural Ga
Distribution - Assets" in Item 1 of this report, igh information is incorporated herein by reference

Competitive Natural Gas Sales and Services

For information regarding the properties of our Qeatitive Natural Gas Sales and Services businagnes®, please read "Busines®ur
Business - Competitive Natural Gas Sales and Sesvidssets" in Item 1 of this report, which infation is incorporated herein by reference.

Interstate Pipelines
For information regarding the properties of ourehstate Pipelines business segment, please reasind®s - Our Businesslnterstat

Pipelines - Assets" in Item 1 of this report, whioformation is incorporated herein by reference.

34




WPD-6
Table of Content Screening Data Part 1 of 2
Page 2942 of 9808

Field Services

For information regarding the properties of ourldi€ervices business segment, please read "Busir@ss Business - Field Services -
Assets" in Item 1 of this report, which informatimnincorporated herein by reference.

Other Operations

For information regarding the properties of our @tlperations business segment, please read "Bssir@ur BusinessOther Operation:
in Item 1 of this report, which information is impmrated herein by reference.

Item 3. Legal Proceedings

For a discussion of material legal and regulatanceedings affecting us, please read "Businesgul@gon" and "BusinessEnvironmente
Matters" in Item 1 of this report and Notes 3 arfi{e)} to our consolidated financial statements, Wwhidormation is incorporated herein
reference.

Item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to the vote ofeaurity holders during the fourth quarter of 2009.
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PART Il
Item 5. Market for Registrant's Common Equity, Related Skdwlder Matters and Issuer Purchases of Equity Seties

As of February 15, 2010, our common stock was bélgcord by approximately 45,607 shareholders. @uanmon stock is listed on the N
York and Chicago Stock Exchanges and is tradednthdesymbol "CNP."

The following table sets forth the high and lowsiim prices of the common stock of CenterPoint Byen the New York Stock Exchar
composite tape during the periods indicated, agrte@ byBloombergand the cash dividends declared in these periods.

Market Price Dividend

Declared
High Low Per Share

2008

First Quarte $ 0.182¢
January ¢ $ 16.9¢
March 17 $ 13.8¢

Second Quarte $ 0.182¢
April 1 $ 14.6¢
May 29 $ 17.1¢

Third Quartel $ 0.182¢
August 11 $ 16.5¢
September 1 $  13.9¢

Fourth Quarte $ 0.182¢
October 1 $ 14.4
October 1( $ 9.0¢

2009

First Quartel $ 0.1¢
February ¢ $ 14.3¢
March 6 $ 8.8¢

Second Quarte $ 0.1¢
May 27 $ 977
June 2¢ $ 11.2¢

Third Quartel $ 0.1¢
July 9 $ 10.7¢
August 26 $ 12.8:

Fourth Quarte $ 0.1¢
October 2 $ 12.2¢
December 2! $ 14.8]

The closing market price of our common stock onddelger 31, 2009 was $14.51 per share.
The amount of future cash dividends will be subjectietermination based upon our results of opmmatand financial condition, our futt
business prospects, any applicable contractualaishs and other factors that our board of divestconsiders relevant and will be declared ¢

discretion of the board of directors.

On January 21, 2010, we announced a regular qlyadash dividend of $0.195 per share, payable omcMa0, 2010 to shareholders
record on February 16, 2010.

Repurchases of Equity Securities
During the quarter ended December 31, 2009, nomeioéquity securities registered pursuant to 8ed® of the Securities Exchange Ac

1934 were purchased by or on behalf of us or amyuof'affiliated purchasers," as defined in Rul®-18(a)(3) under the Securities Exchange
of 1934.
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The following table presents selected financiabdaith respect to our consolidated financial canditand consolidated results of operat
and should be read in conjunction with our consaéd financial statements and the related notéisnm 8 of this report.

Year Ended December 31

2005(1)(2) 2006(2) 2007(2) 2008(2) 2009
(In millions, except per share amour
Revenues $ 9,72: $ 931¢ $ 9,62 $ 11,32 $ 8,281
Income from continuing operations before extracadjritem 22C 427 39t 44¢ 372
Discontinued operations, net of t ?3) - - - -
Extraordinary item, net of tax 30 - - - -
Net income $ 247 8 427 8 39§ 446 $ 37z
Basic earnings (loss) per common sh.
Income from continuing operations before extracadjritem $ 071 % 137 $ 12: % 132 $ 1.0z
Discontinued operations, net of t (0.01) - - - -
Extraordinary item, net of tax 0.1C - - - -
Basic earnings per common share $ 08C $ 137 $ 12:  $ 132 $ 1.0z
Diluted earnings (loss) per common shi
Income from continuing operations before extracadjritem $ 066 $ 131 $ 118 $ 13C $ 1.01
Discontinued operations, net of t (0.03) - - - -
Extraordinary item, net of tax 0.0¢ - - - -
Diluted earnings per common share $ 074 % 131 $ 1.1F  $ 13C $ 1.01
Cash dividends declared per common s| $ 04C $ 06C $ 0.6¢ $ 0.7 % 0.7¢€
Dividend payout ratio from continuing operatic 56% 44% 55% 55% 75%
Return from continuing operations on average cometgpiity 18.2% 29.8% 23.%% 23.2% 16.(%
Ratio of earnings from continuing operations t@fixharge: 1.4¢ 1.74 1.82 2.0 1.8C
At yearend:
Book value per common she $ 421 % 49t % 561 $ 584 % 6.74
Market price per common she 12.8¢ 16.5¢ 17.1: 12.62 14.51
Market price as a percent of book va 305% 333% 305% 21€% 215%
Total asset $ 17,11¢ $ 17,63 $ 17,87: $ 19,67¢ $ 19,77:
Shor-term borrowings - 187 23z 152 55
Transition and system restoration bonds, includimgent maturitie: 2,48( 2,407 2,26( 2,58¢ 3,04¢
Other lon¢-term debt, including current maturiti 6,411 6,58¢ 7,417 7,92t 6,97¢
Capitalization:
Common stock equit 13% 15% 16% 16% 21%
Long-term debt, including current maturiti 87% 85% 84% 84% 7%
Capitalization, excluding transition and systentaegion bonds
Common stock equit 17% 19% 20% 20% 27%
Long-term debt, excluding transition and systentarasion bonds,
including current maturitie 83% 81% 80% 80% 73%
Capital expenditures, excluding discontinued opena $ 71¢ $ 1,121 $ 1,011 $ 1,05 $ 1,14¢

(1) Net income for 2005 includes an a-tax extraordinary gain of $30 million ($0.10 and.G8per basic and diluted share, respecti
recorded in the first quarter reflecting an adjustito the extraordinary loss recorded in thehadt of 2004 to write down generatioakatec
regulatory assets as a result of the final ordesead by the Texas Utility Commissic

(2) Net income has been retrospectively adjusted bmiiion, $5 million, $4 million and $1 million fothe years ended 2005, 2006, 2007
2008, respectively, to reflect the adoption of neweounting guidance as of January 1, 2009 for atiblee debt instruments that may

settled in cash upon conversi
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Item 7. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

The following discussion and analysis should belisacombination with our consolidated financiatgments included in Item 8 herein.
OVERVIEW
Background
We are a public utility holding company whose irdirwholly owned subsidiaries include:

» CenterPoint Energy Houston Electric, LLC (CenterPélouston), which engages in the electric transimisand distribution business
a 5,00(-square mile area of the Texas Gulf Coast that deduthe city of Houston; ar

« CenterPoint Energy Resources Corp. (CERC Corp. tykther with its subsidiaries, CERC), which ovarsl operates natural ¢
distribution systems in six states. Subsidiarie€BRC Corp. own interstate natural gas pipelinesgas gathering systems and pro
various ancillary services. A wholly owned subsidimf CERC Corp. offers variable and fix@dice physical natural gas supp
primarily to commercial and industrial customers atectric and gas utilitie

Business Segments

In this Managemend’ Discussion, we discuss our results from contimuiperations on a consolidated basis and indivigdal each of ou
business segments. We also discuss our liquidégital resources and certain critical accountinticigs. We are first and foremost an ene
delivery company and it is our intention to remé&dcused on this segment of the energy business.r@fdts of our business operations
significantly impacted by weather, customer grovettpnomic conditions, cost management, rate pracgedefore regulatory agencies and ¢
actions of the various regulatory agencies to whvehare subject. Our electric transmission andiligion services are subject to rate regule
and are reported in the Electric Transmission &trilistion business segment, as are impacts of géinarrelated stranded costs and other trpe-
balances recoverable by the regulated electrityutur natural gas distribution services are algbject to rate regulation and are reported i
Natural Gas Distribution business segment. A surgrofiour reportable business segments as of DeceBih@009 is set forth belo

Electric Transmission & Distribution

Our electric transmission and distribution operagigrovide electric transmission and distributiervies to retail electric providers (RE
serving approximately 2.1 million metered custonmiara 5,000-squargiile area of the Texas Gulf Coast that has a ptipal@f approximatel
5.7 million people and includes the city of Houston

On behalf of REPs, CenterPoint Houston deliverstatdty from power plants to substations, from awéstation to another and to re
electric customers in locations throughout CentmtPBoustons certificated service territory. The Electric Réliity Council of Texas, Ini
(ERCOT) serves as the regional reliability coortiimg council for member electric power systems iexds. ERCOT membership is opet
consumer groups, investor and municipallyned electric utilities, rural electric cooperasy independent generators, power marketers and.
The ERCOT market represents approximately 85% ef demand for power in Texas and is one of the naidargest power marke
Transmission and distribution services are providieder tariffs approved by the Public Utility Conssion of Texas (Texas Utility Commission).

Natural Gas Distribution
CERC owns and operates our regulated natural gashdition business (Gas Operations), which engagegrastate natural gas sales to,

natural gas transportation for, approximately 3ilion residential, commercial and industrial cusirs in Arkansas, Louisiana, Minnes
Mississippi, Oklahoma and Texas.
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Competitive Natural Gas Sales and Services

CERC'’s operations also include noate regulated retail and wholesale natural gasssal, and transportation services for, commeinia
industrial customers in 18 states in the centreleastern regions of the United States.

Interstate Pipelines

CERC's interstate pipelines business owns and opergeoximately 8,000 miles of natural gas transmisdioes primarily located
Arkansas, lllinois, Louisiana, Missouri, OklahomadaTexas. It also owns and operates six naturalsg@asge fields with a combined de
deliverability of approximately 1.2 billion cubieét (Bcf) and a combined working gas capacity giragpimately 59 Bcf. It also owns a 1(
interest in an 80 Bcf Bistineau storage facilitgdted in Bienville Parish, Louisiana, with the rémnag interest owned and operated by Gulf S
Pipeline Company, LP. Most storage operationsrar®ith Louisiana and Oklahoma.

Field Services

CERC:s field services business owns and operates appatedy 3,700 miles of gathering pipelines and pset®y plants that collect, treat :
process natural gas from approximately 140 sepayatems located in major producing fields in Arkasy Louisiana, Oklahoma and Texas.

Other Operations

Our other operations business segment includeseoffuildings and other real estate used in ournlessi operations and other corpc
operations which support all of our business opanat

EXECUTIVE SUMMARY
Factors Influencing Our Business

We are an energy delivery company. The majoritpaf revenues are generated from the gatheringepsatg, transportation and sale
natural gas and the transportation and delivergledtricity by our subsidiaries. We do not own perate electric generating facilities or m
retail sales to endse electric customers. To assess our financidbeance, our management primarily monitors opregatncome and ca
flows from our five business segments. Within thieseader financial measures, we monitor marginsration and maintenance expense, int
expense, capital spending and working capital requénts. In addition to these financial measuresalse monitor a number of variables !
management considers important to the operatioouofbusiness segments, including the number ofoousts, throughput, use per custor
commodity prices and heating and cooling degrees.déie also monitor system reliability, safety fastand customer satisfaction to gauge
performance.

To the extent the adverse economic conditions tfter suppliers and customers, results from ourrggnelelivery businesses
suffer. Reduced demand and lower energy pricekldead to financial pressure on some of our custsnwho operate within the energy indus
Also, adverse economic conditions, coupled withceons for protecting the environment, may causeswaers to use less energy or a
expansions of their facilities, resulting in lessreand for our services.

Performance of our Electric Transmission & Disttibn and Natural Gas Distribution business segmentsgnificantly influenced by tt
number of customers and energy usage per custoeather conditions can have a significant impacienargy usage, and we compare
results to weather on an adjusted basis. During®20@& continued to see evidence that customerssegking to conserve in their ene
consumption, particularly during periods of higreegy prices or in times of economic distress. Tduwatservation can have adverse effects ol
results. In many of our service areas, particularlyhe Houston area and in Minnesota, we have fiedefrom customer growth that tends
mitigate the effects of reduced consumption. Wechgrate that this growth will continue despite @at economic downturns, though that grc
may be lower than we have recently experiencetiésd areas. In addition, the profitability of #hdmisinesses is influenced significantly by
regulatory treatment we receive from the variowsestaind local regulators who set our electric aasl djstribution rates. In our recent ¢
Operations rate filings, we have sought rate meishanthat help to decouple our results from thegiotp of
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weather and conservation, but such rate mechariswes not yet been approved in all jurisdictions. pl&n to continue to pursue such decoug
mechanisms in our rate filings.

Our Field Services and Interstate Pipelines busirsegments are currently benefiting from their prity to new natural gas produci
regions in Texas, Arkansas, Oklahoma and Louisidar. Interstate Pipelines business segment bedefibm new projects placed into servic
2009 on our Carthage to Perryville line. In ouel&iServices business segment, strong drillingviagtin the new shale producing regions
helped offset declines in drilling activity in tigéidnal producing regions due to the effects of #m®nomic downturn and significantly lov
commodity prices in 2009. In monitoring performaméehe segments, we focus on throughput of thelpips and gathering systems, and ir
case of Field Services, on well-connects.

Our Competitive Natural Gas Sales and Servicesbasisegment contracts with customers for traregjpmmt storage and sales of natural
on an unregulated basis. Its operations servewgss in the central and eastern regions of théedr8tates. The segment benefits from favo
price differentials, either on a geographic basison a seasonal basis. While it utilizes finandativatives to hedge its exposure to g
movements, it does not engage in speculative qurfgiary trading and maintains a low value at tieskel or VaR to avoid significant financ
exposures. Lower commodity prices and low pri¢iedgntials during 2009 adversely affected resigtshis business segment.

The nature of our businesses requires significarttuants of capital investment, and we rely on irdlyngenerated cash, borrowings under
credit facilities and issuances of debt and eqitthe capital markets to satisfy these capitabdse®e strive to maintain investment grade ra
for our securities in order to access the capitatkets on terms we consider reasonable. Our gdal iimprove our credit ratings over time.
reduction in our ratings generally would increase borrowing costs for new issuances of debt, alé asborrowing costs under our exist
revolving credit facilities. Disruptions in the fincial markets, such as occurred in the last Ha2008 and continued during 2009, can also a
the availability of new capital on terms we consid#ractive. In those circumstances companiesui&kenay not be able to obtain certain type
external financing or may be required to accepingetess favorable than they would otherwise acdept.that reason, we seek to main
adequate liquidity for our businesses through ggstredit facilities and prudent refinancing ofiging debt. For example, we have negoti
amendments to the financial covenant in our rewg\dredit facility to better ensure that adequatbtdapacity would be available if neede
finance restoration costs following major stormse \&kpect to experience higher borrowing costs aedtgr uncertainty in executing cag
markets transactions given the current uncertaintiehe financial markets.

As it did with many businesses, the sharp declinstock market values during the latter part of@88d a significant adverse impact on
value of our pension plan assets. While that ihdatnot require us to make additional contribnsido the pension plan, it significantly incree
the pension expense we recognized during 2009 gueteto recognize in 2010 for all our businessrsergs, other than our Electric Transmis:
& Distribution business segment, and we may needake significant cash contributions to our pengitam subsequent to 2010. Consistent
the regulatory treatment of such costs, we willedefntil our next rate proceeding before the Tedtiity Commission the amount of pens
expense that differs from the level of pension e&ggeincluded in our 2007 base rates for our Elediransmission & Distribution busine
segment.

Significant Events
Hurricane lke

CenterPoint Houstor'electric delivery system suffered substantial aigenas a result of Hurricane lke, which struckupper Texas coast
September 2008.

As is common with electric utilities serving codstgions, the poles, towers, wires, street ligind pole mounted equipment that comg
CenterPoint Houstor’transmission and distribution system are not i@/éy property insurance, but office buildings avatehouses and th
contents and substations are covered by insuréiatetovides for a maximum deductible of $10 mili€Current estimates are that total loss:
property covered by this insurance were approxim&@0 million.
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CenterPoint Houston deferred the uninsured syskstoration costs as management believed it wasaplelthat such costs would
recovered through the regulatory process. As altresystem restoration costs did not affect CermdgrPEnergy’s or CenterPoint Housten’
reported operating income for 2008 or 2009.

Legislation enacted by the Texas Legislature inilA®09 authorized the Texas Utility Commissionctinduct proceedings to determine
amount of system restoration costs and relateds @ssociated with hurricanes or other major stdiras utilities are entitled to recover, anc
issue financing orders that would permit a utiliige CenterPoint Houston to recover the distribatfmortion of those costs and related carr
costs through the issuance of n@course system restoration bonds similar to thergezation bonds issued previously. The legistatalsc
allowed such a utility to recover, or defer foruté recovery, the transmission portion of its systestoration costs through the exis
mechanisms established to recover transmissios.cost

Pursuant to such legislation, CenterPoint Housiled fvith the Texas Utility Commission an applicatifor review and approval for recov
of approximately $678 million, including approxirelt $608 million in system restoration costs idiedi as of the end of February 2009, |
$2 million in regulatory expenses, $13 million iartain debt issuance costs and $55 million in irediand projected carrying costs calcul
through August 2009. In July 2009, CenterPoint Homsannounced a settlement agreement with theepatti the proceeding. Under 1
settlement agreement, CenterPoint Houston wadezhtit recover a total of $663 million in costsatélg to Hurricane lke, along with carrying
costs from September 1, 2009 until system restordionds were issued. The Texas Utility Commisgened an order in August 2009 appro
CenterPoint Houstor’application and the settlement agreement andaziting recovery of $663 million, of which $643 fivh was attributabl
to distribution service and eligible for securitiva and the remaining $20 million was attributatddransmission service and eligible for reco
through the existing mechanisms established toverdbansmission costs.

In July 2009, CenterPoint Houston filed with thexag Utility Commission its application for a finang order to recover the portion
approved costs related to distribution service ugtothe issuance of system restoration bondsAulust 2009, the Texas Utility Commiss
issued a financing order allowing CenterPoint Hoosto securitize $643 million in distribution serei costs plus carrying charges fi
September 1, 2009 through the date the systemratisto bonds were issued, as well as certairfraipt qualified costs capped at approxima
$6 million. In November 2009, CenterPoint Housisaued approximately $665 million of system rediorabonds through its CenterPc
Energy Restoration Bond Company, LLC subsidianhviiterest rates of 1.833% to 4.243% and final mitgtalates ranging from February 2(
to August 2023. The bonds will be repaid over tim®ugh a charge imposed on customers.

In accordance with the financing order, CenterPhliatiston also placed a separate customer credffént when the storm restoration bo
were issued. That credit (ADFIT Credit) is applied customersbills while the bonds are outstanding to refle@ thenefit of accumulat
deferred federal income taxes (ADFIT) associateth thie storm restoration costs (including a cagytharge of 11.075%). The beginning bal:
of the ADFIT related to storm restoration costs wagroximately $207 million and will decline ovéretlife of the system restoration bond:
taxes are paid on the system restoration taritie ADFIT Credit will reduce operating income in By approximately $24 million.

In accordance with the orders discussed abovef &ecember 31, 2009, CenterPoint Houston has redo$651 million associated w
distribution-related storm restoration costs agfaregulatory asset and $20 million associated wihsmissiorrelated storm restoration costs
which $18 million is recorded in property, plantdaequipment and $2 million of related carrying soist recorded in regulatory assets. TI
amounts reflect carrying costs of $60 million rethato distribution and $2 million related to transsion through December 31, 2009, based o
11.075% cost of capital approved by the Texas tytllommission. The carrying costs have been bdfied into two components: (i) return
borrowing costs and (ii) an allowance for earnimgs shareholdersinvestment. During the year ended December 3192@% compone
representing a return of borrowing costs of $23iamlhas been recognized and is included in otheome in our Statements of Consolid:
Income. The component representing an allowanceefonings on shareholdergivestment of $39 million is being deferred and|viie
recognized as it is collected through rates.

41




WPD-6
Table of Content Screening Data Part 1 of 2
Page 2949 of 9808
Gas Operations also suffered some damage to itersyis Houston, Texas and in other portions ofsisvice territory across Texas i
Louisiana. As of December 31, 2009, Gas Operatiassdeferred approximately $3 million of coststetldo Hurricane Ike for recovery as pai
future natural gas distribution rate proceedings.

Long-Term Gas Gathering and Treatment Agreements

In September 2009, CenterPoint Energy Field Sesyise. (CEFS), a whollpwned natural gas gathering and treating subsidi&@ERC
Corp., entered into long-term agreements with diréct wholly-owned subsidiary of EnCana CorponatignCana) and an indirect wholbwnec
subsidiary of Royal Dutch Shell plc (Shell) to pider gathering and treating services for their redtgas production from certain Haynes\
Shale and Bossier Shale formations in Louisiane&E € &lso acquired jointlpwned gathering facilities from EnCana and SheD@Soto and Re
River parishes in northwest Louisiana. Each ofahgeements includes acreage dedication and vatemenitments for which CEFS has right:
gather Shell's and EnCana’s natural gas produdtamn the dedicated areas.

In connection with the agreements, CEFS commenegtegng and treating services utilizing the acegiifacilities. CEFS is expanding
acquired facilities in order to gather and treattap/00 million cubic feet (MMcf) per day of naturgas. If EnCana or Shell elect, CEFS
further expand the facilities in order to gathed areat additional future volumes. The construtti@cessary to reach the contractual capac
700 MMcf per day includes more than 200 miles athgeng lines, nearly 25,500 horsepower of compoesand over 800 MMcf per day
treating capacity.

CEFS estimates that the purchase of existing fiesiland construction to gather 700 MMcf per dalf eost up to $325 million. If EnCal
and Shell elect expansion of the project to gatimer process additional future volumes of up to figgr day, CEFS estimates that the expar
would cost as much as an additional $300 milliod BnCana and Shell would provide incremental volwm@mitments. Funds for construct
are being provided from anticipated cash flows froperations, lines of credit or proceeds from thke ©f debt or equity securities. As
December 31, 2009, $176 million had been spenheiptoject, including the purchase of existinglfaes.

Debt Financing Transactions

In January 2009, CenterPoint Houston issued $50bmaggregate principal amount of general mortgagnds due in March 2014 with
interest rate of 7.00%. The proceeds from the shthe bonds were used for general corporate p@gdncluding the repayment of outstan
borrowings under CenterPoint Houstemevolving credit facility and the money pool, tapexpenditures and storm restoration costs éasten
with Hurricane lke.

In August 2009, Southeast Supply Header, LLC (SE&8bled on a private debt offering in the amoun$®75 million. Also during 200
CERC Corp. made a capital contribution to SESHhamamount of $137 million. Using $186 million ¢6 proceeds from the debt offering and
capital contribution, SESH repaid the note recdiwabowed to CERC Corp., which note had a princhmance of $323 million at the time of
repayment. CERC Corp. used the proceeds to repagvbiags under its credit facility.

In October 2009, CenterPoint Houston terminate@®@0 million 364eday secured credit facility which had been arranigedovember 20C
following Hurricane lke.

In October 2009, the size of CERC Cosprevolving credit facility was reduced from $950lion to $915 million through removal
Lehman Brothers Bank, FSB (Lehman) as a lendenor Rrits removal, Lehman had a $35 million comment to lend. All credit facility loans
CERC Corp. that were funded by Lehman were repafseptember 2009.

In October 2009, CERC amended its receivablesitig¢d extend the termination date to October 8l ®0Availability under CERC’s 364-
day receivables facility ranges from $150 millien#375 million, reflecting seasonal changes in ikatses balances.

In January 2010, we purchased $290 million princgraount of pollution control bonds issued on oehdlf at 101% of their princip
amount plus accrued interest pursuant to the mandtgnder provisions of the bonds.
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Prior to the purchase, the pollution control bohdd a fixed rate of interest of 5.125%. The purehasluces temporary investments and leve
while providing us with the flexibility to financiiture capital needs in the tax-exempt market tghoa remarketing of these bonds.

In January 2010, CERC Corp. redeemed $45 milliofitbutstanding 6% convertible subordinated dalest due 2012 at 100% of
principal amount plus accrued and unpaid intexegte redemption date.

Equity Financing Transactions

During the year ended December 31, 2009, we redeiet proceeds of approximately $280 million frdm tssuance of 24.2 million commr
shares in an underwritten public offering, net peds of $148 million from the issuance of 14.3imnllcommon shares through a contint
offering program, proceeds of approximately $57ioril from the sale of approximately 4.9 million coran shares to our defined contribur
plan and proceeds of approximately $15 million frthra sale of approximately 1.3 million common skareparticipants in our enhanced divid
reinvestment plan.

Asset Management Agreemer

In 2009, Gas Operations entered into various assetagement agreements associated with its utilggrilbution service in Arkanse
Louisiana, Mississippi, Oklahoma and Texas. Gdlerhese asset management agreements are cenbrateteen Gas Operations and an .
manager that are intended to transfer the workamital obligation and maximize the utilization bktassets. In these agreements, Gas Opel
agreed to release transportation and storage ¢ppeaddther parties to manage gas storage, suppydalivery arrangements for Gas Operai
and to use the released capacity for other purpekes it is not needed for Gas Operations. Gas @ipes is compensated by the asset mal
through payments made over the life of the agre¢srizased in part on the results of the asset aopdiion. Gas Operations has received app
from the state regulatory commissions in Arkansamjisiana, Mississippi and Oklahoma to retain arstaf the asset management agree
proceeds, although the percentage of payments tethimed by Gas Operations varies based on tisliction, with the majority of the payme
to benefit customers. The agreements have vargimgst the longest of which expires in 2016.

CERTAIN FACTORS AFFECTING FUTURE EARNINGS

Our past earnings and results of operations ar@ex#ssarily indicative of our future earnings aeggllts of operations. The magnitude of
future earnings and results of our operations a@éfpend on or be affected by numerous factors inudud

» the resolution of the trugp proceedings, including, in particular, the reswf appeals to the Texas Supreme Court regandiliggs
obtained to date

+ state and federal legislative and regulatorjoastor developments, including deregulationtagtlation, health care reform, and chai
in or application of laws or regulations applicatdehe various aspects of our busine

+ state and federal legislative and regulatory astiaevelopments or regulations relating to the remment, including those related
global climate change

« timely and appropriate legislative and regulatocyicms allowing securitization or other recovery aufsts associated with any fut
hurricanes or natural disaste

» timely and appropriate rate actions and increasdlsying recovery of costs and a reasonable redqurimvestment
e cost overruns on major capital projects that cabeatecouped in price

» industrial, commercial and residential growth im sarvice territory and changes in market demantdemographic pattern
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« the timing and extent of changes in commodity @igarticularly natural gas and natural gas ligL
» the timing and extent of changes in the supplyat@iral gas, including supplies available for gattgeby our field services busine:
« the timing and extent of changes in natural gassthiferentials;
» weather variations and other natural phenom

» changes in interest rates or rates of inflat

« commercial bank and financial market conditions; aocess to capital, the cost of such capital, thedresults of our financing a
refinancing efforts, including availability of fusdn the debt capital marke

e actions by rating agencie

» effectiveness of our risk management activit

» inability of various counterparties to meet thditigations to us

» nor-payment for our services due to financial dist&fssur customers

« the ability of RRI Energy, Inc. (RRI) (formerly kmm as Reliant Energy, Inc. and Reliant Resourges) bnd its subsidiaries to sati
their obligations to us, including indemnity obligens, or in connection with the contractual armgnts pursuant to which we are t

guarantor

« the ability of REPs that are subsidiaries of NRGaR&.LC and TXU Energy Retail Company LLC (TXU Ewgg), which are CenterPo
Houstor's two largest customers, to satisfy their obligaito us and our subsidiarit

» the outcome of litigation brought by or against
e our ability to control costs
» the investment performance of our pension and etitment benefit plan:

« our potential business strategies, including adtis or dispositions of assets or businessesghvhie cannot assure will be comple
or will have the anticipated benefits to

* acquisition and merger activities involving us ar gompetitors; an

» other factors we discuss under "Risk Factors" émlLA of this report and in other reports we filenfi time to time with the Securiti
and Exchange Commissic
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CONSOLIDATED RESULTS OF OPERATIONS

All dollar amounts in the tables that follow arenmillions, except for per share amounts.

Year Ended December 31

2007 2008 2009

Revenue! $ 9,62: $ 11,32:  $ 8,281
Expenses 8,43¢ 10,04¢ 7,157
Operating Incomu 1,18¢ 1,27: 1,124
Gain (Loss) on Marketable Securiti (114 (13¢9) 82
Gain (Loss) on Indexed Debt Securit 111 12¢ (68)
Interest and Other Finance Charn (509 (468) (513%)
Interest on Transition and System Restoration B (223) (13¢€) (131)
Distribution from AOL Time Warner Litigation Settleent 32 - 3
Additional Distribution to ZENS Holdet (27) - ©)
Equity in Earnings of Unconsolidated Affiliat 16 51 15
Other Income, net 17 14 39
Income Before Income Tax 58¢ 728 54¢
Income Tax Expense (193) (277) (17€)

Net Income $ 39t % 44€  $ 372
Basic Earnings Per Share $ 1.2 $ 132 $ 1.02
Diluted Earnings Per Share $ 118 $ 1.3C $ 1.01

2009 Compared to 2008

Net Income. We reported net income of $372 million ($1.01 gibuted share) for 2009 compared to $446 milligh.80 per diluted share) |
the same period in 2008. The decrease in net inadi$é4 million was primarily due to a $149 milliakecrease in operating income, a $45 mi
increase in interest expense due primarily to higierest rates and higher levels of debt duri@@® excluding transition and system restor:
bond+elated interest expense, a $36 million decreassyuity in earnings of unconsolidated affiliatesl @n$196 million decrease in the gair
our indexed debt securities. These decreases imec@me were partially offset by a $101 millioncdease in income tax expense, a $221 m|
increase in the gain on our marketable securi$i23,million of carrying costs related to Hurricdike restoration costs included in Other Inca
net and a $5 million decrease in interest expendeamsition and system restoration bonds.

Income Tax ExpenseOur 2009 effective tax rate of 32.1% differednfrthe 2008 effective tax rate of 38.4% primarilyedo the settleme
of our federal income tax return examinations for years 2004 and 2005 and a reduction in statariactaxes related to adjustments in
years’ state estimates. For more information,Nsete 9 to our consolidated financial statements.

2008 Compared to 2007

Net Income. We reported net income of $446 million ($1.30 gituted share) for 2008 compared to $395 milligh.15 per diluted share) |
the same period in 2007. The increase in net incoin$®1 million was primarily due to an $88 milliamcrease in operating income, a $41 mil
decrease in interest expense, excluding transbhmmdrelated interest expense, a $35 million increasequity in earnings of unconsolida
affiliates related primarily to SESH and a $17 iaiil increase in the gain on our indexed debt sieari These increases in net income
partially offset by an $84 million increase in ime tax expense, a $25 million increase in the wssour Time Warner investment an
$13 million increase in interest expense on trésibonds.

Income Tax ExpenseOur 2008 effective tax rate of 38.4% differednfrthe 2007 effective tax rate of 32.8% primarilyaaesult of revisior

to the Texas State Franchise Tax Law (Texas maagih which was reported as an operating experise tor 2008 and is now being reportec
an income tax for CenterPoint Houston, and a Teiate tax examination in 2007.
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RESULTS OF OPERATIONS BY BUSINESS SEGMENT

The following table presents operating income (iflioms) for each of our business segments for 2@D08 and 2009. Included in reven
are intersegment sales. We account for intersegeades as if the sales were to third parties,ithaitt current market prices.

Operating Income (Loss) by Business Segment

Year Ended December 31

2007 2008 2009
Electric Transmission & Distributio $ 561 $ 54t $ 54&
Natural Gas Distributio 21¢ 21t 204
Competitive Natural Gas Sales and Serv 75 62 21
Interstate Pipeline 237 29¢ 25€
Field Service: 99 147 94
Other Operations (5) 11 4

Total Consolidated Operating Income $ 1,18t $ 127 $ 1,12¢

Electric Transmission & Distribution

The following tables provide summary data of ouedflic Transmission & Distribution business segm&nterPoint Houston, for 20!
2008 and 2009 (in millions, except throughput anstemer data):

Year Ended December 31

2007 2008 2009
Revenues
Electric transmission and distribution util $ 156C $ 159 $ 1,67:
Transition and system restoration bond companies 277 322 34C
Total revenues 1,83 1,91¢ 2,01¢
Expenses
Operation and maintenance, excluding transitionsystem
restoration bond compani 652 703 774
Depreciation and amortization, excluding transitom system
restoration bond compani 243 277 277
Taxes other than income tax 22¢ 201 20¢
Transition and system restoration bond companies 15¢ 19C 20¢
Total expenses 1,27¢ 1,371 1,46¢
Operating Income $ 561 $ 54t 3§ 54E
Operating Income
Electric transmission and distribution operati $ 40C $ 407 $ 414
Competition transition char¢ 42 5 -
Transition and system restoration bond compaties 11¢ 138 131
Total segment operating income $ 561 $ 54 3§ 54E
Throughput (in gigawe-hours (GWh)):
Residentia 23,99¢ 24,25¢ 24,81
Total 76,29: 74,84( 74,57¢
Number of metered customers at end of pel
Residentia 1,793,601 1,821,26' 1,849,01!
Total 2,034,07. 2,064,85. 2,094,211

(1) Represents the amount necessary to pay intergbedransition and system restoration boi

2009 Compared to 20080Our Electric Transmission & Distribution busineggmment reported operating income of $545 million 2609
consisting of $414 million from our regulated efléctransmission and distribution utility operatso(rDU) and $131 million related to transit
and system restoration bond companies. For 20@8atipg income totaled $545 million, consistingsdD7 million from the TDU, exclusive of
additional $5 million from the competition transiti charge (CTC), and $133 million related to traosibond companies. Revenues for the 7
increased due to higher transmission-related res®($60 million), in part reflecting the impactaf
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transmission rate increase implemented in Nover@béB, the impact of Hurricane ke in 2008 ($17 ioil), revenues from implementation
AMS ($33 million) and higher revenues due to custogrowth ($17 million) from the addition of ove®,200 new customers, partially offset
declines in energy demand ($27 million). Operatiord maintenance expenses increased $71 millionapiimdue to higher transmission cc
billed by transmission providers ($18 million), irased operating and maintenance expenses thapastiEoned in 2008 as a result of Hurric
Ike restoration efforts ($10 million), higher pemrsiand other employee benefit costs ($10 milli@xpenses related to AMS ($14 million) ar
gain on a land sale in 2008 ($9 million). Increagegreciation expense related to increased investmeAMS ($7 million) was offset by oth
declines in depreciation and amortization, prinyadle to asset retirements. Taxes other than indames increased $7 million primarily a
result of a refund in 2008 of prior yeastate franchise taxes ($5 million). Changes in jpgnexpense over our 2007 base year amount arg
deferred until our next general rate case purstzanexas law.

2008 Compared to 20070Our Electric Transmission & Distribution busineggmment reported operating income of $545 million 2608
consisting of $407 million from the TDU, exclusiw# an additional $5 million from the CTC, and $188lion related to transition boi
companies. For 2007, operating income totaled $8#lion, consisting of $400 million from the TDUxelusive of an additional $42 million frc
the CTC, and $119 million related to transition darompanies. Revenues for the TDU increased in 2i@8to customer growth, with o
30,000 metered customers added ($23 million), as®d usage ($15 million) in part caused by faveralkather experienced, increa
transmissiorrelated revenues ($21 million) and increased regstitom ancillary services ($5 million), partiatiffset by reduced revenues du
Hurricane lke ($17 million) and the settlement loé final fuel reconciliation in 2007 ($5 millionDperation and maintenance expense incre
primarily due to higher transmission costs ($43iom), the settlement of the final fuel reconcilaat in 2007 ($13 million) and increased sup
services ($13 million), partially offset by a gain sale of land ($9 million) and normal operatimgl anaintenance expenses that were postpor
a result of Hurricane Ike restoration efforts ($dillion). Depreciation and amortization increaséd $nillion primarily due to amounts relatec
the CTC ($30 million), which were offset by similamounts in revenues. Taxes other than income we@med $21 million primarily as a res
of the Texas margin tax being classified as annmedax for financial reporting purposes in 20089$dillion) and a refund of prior yearstate
franchise taxes ($5 million).

Natural Gas Distribution

The following table provides summary data of ouitddal Gas Distribution business segment for 20@082and 2009 (in millions, exce
throughput and customer data):

Year Ended December 31

2007 2008 2009
Revenues $ 3,75¢ $ 4,22¢ $ 3,38¢
Expenses
Natural gas 2,68: 3,12¢ 2,251
Operation and maintenan 57¢ 58¢ 63¢
Depreciation and amortizatic 15E 157 161
Taxes other than income taxes 124 141 12¢
Total expenses 3,541 4,011 3,18(
Operating Income $ 21€ 3 21t 3 204
Throughput (in Bcf)
Residentia 17z 17¢ 173
Commercial and industrial 232 23€ 232
Total Throughput 404 411 40€
Number of customers at end of peri
Residentia 2,961,111 2,987,22; 3,002,11.
Commercial and industrial 249,87 248,47t 244.10:
Total 3,210,98 3,235,69: 3,246,21!

2009 Compared to 20080ur Natural Gas Distribution business segment tedooperating income of $204 million for 2009 comguhtc
$215 million for 2008. Operating income declined I$million) primarily as a result of increased pensexpense ($37 million) and higher la
and other benefit costs ($16 million), partially
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offset by increased revenues from rate increas@é rf#llion) and lower bad debt expense ($15 millioRevenues related to both energy-
efficiency costs and gross receipts taxes are antially offset by the related expenses. Depremiadind amortization expense increased $4 m
primarily due to higher plant balances. Taxes iothen income taxes, net of the decrease in gexsspts taxes ($16 million), increased $4 mil
also primarily due to higher plant balances.

2008 Compared to 2007Our Natural Gas Distribution business segment tegdooperating income of $215 million for 2008 comguhtc
$218 million for 2007. Operating income declined2B08 due to a combination of non-weathelated usage ($13 million), due in part to hig
gas prices, higher customestated and support services costs ($9 millionghér bad debts and collection costs ($4 milliongréased costs
materials and supplies ($4 million), and an inceeasdepreciation and amortization and taxes athen income taxes ($3 million) resulting fr
increased investment in property, plant and equigniehe adverse impacts on operating income wertiapg offset by the net impact of re
increases ($11 million), lower labor and benefists ($14 million), and customer growth from theliidn of approximately 25,000 customer:
2008 ($6 million).

Competitive Natural Gas Sales and Services

The following table provides summary data of oum@®etitive Natural Gas Sales and Services businegsent for 2007, 2008 and 2(
(in millions, except throughput and customer data):

Year Ended December 31

2007 2008 2009
Revenues $ 3,57¢ $ 4,52¢ $ 2,23(
Expenses
Natural gas 3,46 4,42 2,16¢
Operation and maintenan 31 39 39
Depreciation and amortizatic 5 3 4
Taxes other than income taxes 1 1 1
Total expenses 3,50¢ 4,46¢€ 2,20¢
Operating Income $ 75 % 62 $ 21
Throughput (in Bcf 522 52¢ 504
Number of customers at end of per 7,13¢ 9,771 11,16¢

2009 Compared to 2008. Our Competitive Natural Gas Sales and Servicesnbasisegment reported operating income of $21omifior
2009 compared to $62 million for 2008. The deaedasoperating income of $41 million was due to tiavorable impact of the mark-toarke
valuation for nontrading financial derivatives for 2009 of $23 nulii versus a favorable impact of $13 million for geme period in 2008.
further $28 million decrease in margin is attribhléato reduced basis spreads on pipeline transppadrtunities and an absence of summer st
spreads. These decreases in operating income \aetiallp offset by a $6 million writelown of natural gas inventory to the lower of coe
market for 2009 compared to a $30 million writewn in the same period last year. Our Competibegural Gas Sales and Services busi
segment purchases and stores natural gas to nrehdature sales requirements and enters intivalére contracts to hedge the economic v
of the future sales.

2008 Compared to 2007.0ur Competitive Natural Gas Sales and Servicesnbasisegment reported operating income of $62amifbr the
year ended December 31, 2008 compared to $75 miltio the year ended December 31, 2007. The deereaoperating income in 2008
$13 million primarily resulted from lower gains @ales of gas from previously written down invent¢®24 million) and higher operation ¢
maintenance costs ($6 million), which were paniaffset by improved margin as basis and summetéwriapreads increased ($12 million)
addition, 2008 included a gain from mark-to-maraetounting ($13 million) and a wriglewn of natural gas inventory to the lower of age
cost or market ($30 million), compared to a chatgencome from mark-to-market accounting for rteading derivatives ($10 million) anc
write-down of natural gas inventory to the loweraeErage cost or market ($11 million) for 2007.
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Interstate Pipelines

The following table provides summary data of outetistate Pipelines business segment for 2007, 20@82009 (in millions, exce
throughput data):

Year Ended December 31

2007 2008 2009
Revenues $ 50C $ 65C $ 59¢
Expenses
Natural gas 83 15E 97
Operation and maintenan 12t 13z 16€
Depreciation and amortizatic 44 46 48
Taxes other than income taxes 11 23 31
Total expenses 263 357 34z
Operating Income $ 237 3 292 3 25€
Transportation throughput (in Bc 1,21¢ 1,53¢ 1,59:

2009 Compared to 2008.0Our Interstate Pipeline business segment repasfeetating income of $256 million for 2009 compar®
$293 million for 2008. Margins (revenues less natugas costs) increased $6 million primarily duethe Carthage to Perryville pipeli
($28 million) and new contracts with power genenatcustomers ($20 million), partially offset by weaéd other transportation margins
ancillary services ($42 million) primarily due tbet decline in commodity prices from the signifidgritigher levels in 2008. Operations
maintenance expenses increased due to a gain csalhef two storage development projects in 28 (million) and costs associated v
incremental facilities ($12 million) and increaseension expenses ($9 million). These expenses patally offset by a writalown associate
with pipeline assets removed from service in thedthuarter of 2008 ($7 million). Depreciation aamhortization expenses increased $2 mi
and taxes other than income taxes increased byili8m$2 million of which was due to 2008 tax veids.

2008 Compared to 2007.0ur Interstate Pipeline business segment repasfeetating income of $293 million for 2008 compar®
$237 million for 2007. The increase in operatingome in 2008 was primarily driven by increased riter@revenues less natural gas costs) o
Carthage to Perryville pipeline that went into segvin May 2007 ($51 million), increased transptiota and ancillary services ($27 million), an
gain on the sale of two storage development prejégi8 million). These increases were partiallysefffby higher operation and mainten:
expenses ($19 million), a wridewn associated with pipeline assets removed fremvice ($7 million), increased depreciation exp:
($2 million), and higher taxes other than incomesa($12 million), largely due to tax refunds ir0Z0

Equity Earnings.In addition, this business segment recorded edoitpme of $6 million, $36 million and $7 million ithe years end:
December 31, 2007, 2008 and 2009, respectivelyn fite 50% interest in SESH, a jointly-owned pipeliThe 2007 and 2008 yeand result
include $6 million and $33 million of pre-operatinfjowance for funds used during construction, eespely. The 2009 results include a ncast
pre-tax charge of $16 million to reflect SESHiecision to discontinue the use of guidance émoanting for regulated operations, which
partially offset by the receipt of a otieae payment related to the construction of theefiie and a reduction in estimated property tagésshich
our 50% share was $5 million. Excluding the effefcthese adjustments, equity earnings from normatations was $3 million and $18 millior
2008 and 2009, respectively. These amounts atedied in Equity in Earnings of Unconsolidated A#tes under the Other Income (Expel
caption.
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Field Services

The following table provides summary data of owl&iServices business segment for 2007, 2008 a@€é @0 millions, except throughg
data):

Year Ended December 31

2007 2008 2009
Revenues $ 17t $ 25z $ 241
Expenses
Natural gas 4 21 51
Operation and maintenan 66 69 77
Depreciation and amortizatic 11 12 15
Taxes other than income taxes 3 3 4
Total expenses 76 10E 147
Operating Income $ 99 $ 147 $ 94
Gathering throughput (in Bc 39¢ 421 42¢€

2009 Compared to 20080ur Field Services business segment reportechtipgrincome of $94 million for 2009 compared tat¥Imillion
for 2008. Operating margin from new projects anceagathering services increased approximately $illomfor 2009 when compared to t
same period in 2008 primarily due to continued tlgwment in the shale plays. This increase wasebffsimarily by the effect of a decline
commaodity prices of approximately $54 million frahre significantly higher prices experienced in 20@erating income for 2009 also inclu
higher costs associated with incremental facilifie® million) and increased pension cost ($2 mil)ioOperating income for 2008 benefited fro
one-time gain ($11 million) related to a settlemamdl contract buyout of one of our customers agdia on sale of assets ($6 million).

2008 Compared to 2007 Our Field Services business segment reportecatipgrincome of $147 million for 2008 compared &9$nillion
for 2007. The increase in operating income of $48an resulted from higher margins (revenue lesgunal gas costs) from gas gather
ancillary services and higher commaodity prices ($84ion) and a ondime gain related to a settlement and contract buyd one of oL
customers ($11 million). Operating expenses iremdafrom 2007 to 2008 due to higher expenses agsdcwith new assets and general
increases, partially offset by a gain relatechigale of assets in 2008 ($6 million).

Equity Earnings.n addition, this business segment recorded eqoigme of $10 million, $15 million and $8 millioroif the years end:
December 31, 2007, 2008 and 2009, respectivelyn fits 50% interest in a jointlpwned gas processing plant. The decrease is dhyee
decrease in natural gas liquid prices. These amsoarg included in Equity in earnings of unconsdédaaffiliates under the Other Inco
(Expense) caption.

Other Operations
The following table provides summary data for otin@ Operations business segment for 2007, 2002@08 (in millions):

Year Ended December 31

2007 2008 2009
Revenue! $ 10 $ 11 % 11
Expenses 15 — 7
Operating Income (Loss) $ (5) $ 11 $ 4

2009 Compared to 2008.0Our Other Operations business segnsenperating income in 2009 compared to 2008 deedeby $7 millior
primarily as a result of an increase in deprecigiod amortization expense ($4 million) and andase in franchise taxes ($3 million).
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2008 Compared to 2007 Our Other Operations business segngenperating income in 2008 compared to 2007 ineckdy $16 milliol
primarily as a result of a decrease in franchige¢d$7 million) and a decrease in benefits acsr(#4 million).

LIQUIDITY AND CAPITAL RESOURCES
Historical Cash Flows

The net cash provided by (used in) operating, itivgsnd financing activities for 2007, 2008 an®20s as follows (in millions):

Year Ended December 31

2007 2008 2009
Cash provided by (used ir
Operating activitie! $ 774 $ 851 $ 1,841
Investing activities (1,300 (1,36%) (89€)
Financing activitie: 52¢ 55k (372)

Cash Provided by Operating Activities

Net cash provided by operating activities in 2086réased $990 million compared to 2008 primarile da decreased cash used in
regulatory assets and liabilities primarily relatedHurricane lke restoration costs in 2008 ($36lan), decreased cash used in net me
deposits ($298 million), decreased cash used in giasage inventory ($246 million) and increased hcgsovided by net accoul
receivable/payable ($41 million).

Net cash provided by operating activities in 200&éased $77 million compared to 2007 primarily ttueecreased tax payments/increi
tax refunds ($289 million), increased net accouetgivable/payable ($190 million), increased fudtaecovery ($138 million) and increased pre-
tax income ($131 million). These increases werdigibr offset by increased net regulatory assets laabilities ($447 million) and increased
margin deposits ($247 million).

Cash Used in Investing Activities

Net cash used in investing activities decrease@ $4iflion in 2009 compared to 2008 due to decreas®ds receivable from unconsolide
affiliates of $498 million, decreased investmentunconsolidated affiliates of $91 million and dexsed restricted cash of transition b
companies of $37 million, offset by increased aipenditures of $140 million primarily relateddur Field Services business segment.

Net cash used in investing activities increasedi§iBion in 2008 compared to 2007 due to increasedstment in unconsolidated affiliates
$167 million, primarily related to the SESH pipd@iproject, which was partially offset by decreasayiital expenditures of $94 million.

Cash Provided by (Used in) Financing Activities

Net cash used in financing activities in 2009 imsed $927 million compared to 2008 primarily duelégreased borrowings under revol
credit facilities ($2.6 billion), and decreased gtterm borrowings ($19 million), which were patlyeoffset by decreased repayments of ldagy
debt ($1.2 billion), increased proceeds from tlseiasmce of common stock ($424 million) and incregs®deeds from the issuance of alegm
debt ($77 million).

Net cash provided by financing activities in 200®reased $27 million compared to 2007 primarily doencreased borrowings uni

revolving credit facilities ($779 million) and ineased proceeds from longrm debt ($188 million), which were partially offsby increase
repayments of long-term debt ($825 million) andrdased short-term borrowings ($124 million).
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Future Sources and Uses of Cash

Our liquidity and capital requirements are affecpetinarily by our results of operations, capitaperditures, debt service requirements
payments, working capital needs, various regula@etions and appeals relating to such regulatotiorzs Our principal anticipated ce
requirements for 2010 include the following:

» approximately $1.2 billion of capital requiremer

e maturing lon-term debt aggregating approximately $206 milli

*  $290 million for our January 2010 purchase of padiatcontrol bonds issued on our beh

»  $241 million of scheduled principal payments on $itian and system restoration bon

*  $45 million for our January 2010 redemption of dethess; anc

» dividend payments on CenterPoint Energy commorkstad interest payments on de

We expect that borrowings under our credit faeiitand anticipated cash flows from operations lvélkufficient to meet our anticipated c
needs in 2010. Cash needs or discretionary fingnmirrefinancing may result in the issuance of ggoi debt securities in the capital market
the arrangement of additional credit facilitiesuances of equity or debt in the capital marketsadditional credit facilities may not, however
available to us on acceptable terms.

The following table sets forth our capital expendds for 2009 and estimates of our capital requeresfor 2010 through 2014 (in millions):

2009 2010 2011 2012 2013 2014
Electric Transmission & Distribution (: $ 42¢  $ 557 $ 562 $ 488 $ 502 $ 484
Natural Gas Distributio 16t 21C 237 241 25¢ 24¢
Competitive Natural Gas Sales and Serv 2 6 4 16 5 5
Interstate Pipeline 17¢€ 171 192 24E 164 94
Field Service: 34¢ 22€ 162 12€ 95 85
Other Operations 29 38 59 40 3C 30
Total $ 1,14¢ $ 1,20¢ $ 1,21¢ $ 1,15¢ $ 1,05¢ $ 94€

(1) Includes expenditures of $94 million in 2009 angitd requirements of $181 million, $172 million4®million, $38 million an
$34 million in 2010 through 2014, respectivelyated to AMS and Intelligent Grid, net of a $200lmoil grant by the U.S. Department
Energy (DOE). The award is contingent on succéssfmpletion of negotiations with the DO
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The following table sets forth estimates of ourtcactual obligations, including payments due byigue(in millions):

2015 and

Contractual Obligations Total 2010 2011-2012 201:-2014 thereafter
Transition and system restoration bond ¢ $ 3,04t $ 241 $ 59C $ 56 $ 1,65(
Otherlong-term debt(1 7,66¢ 541 61t 2,171 4,341
Interest payments - transition and system

restoration bond debt(: 834 13t 24E 187 267
Interest payment- other lon+-term debt(2' 3,91¢ 433 791 60¢ 2,087
Shor-term borrowings 55 55 - - -
Capital lease 1 - - - 1
Operating leases(: 51 12 22 10 7
Benefit obligations(4 - - - - -
Purchase obligations(! 9 9 - - -
Nonr-trading derivative liabilitie: 93 51 42 - -
Other commodity commitments( 2,55¢ 43¢ 917 65¢ 543
Income taxes(7 - - - - -
Other 25 7 12 6 -

Total contractual cash obligations $ 18,25¢ $ 1,92: 3 323, $ 4,206 $ 8,89¢

(1) ZENS obligations are included in the 2015 and thkee column at their contingent principal amourdyable in 2029 ¢

@)

®)
4

®)
(6)
)

$814 million. These obligations are exchangeabtechsh at any time at the option of the holders9ts#6 of the current value of t
reference shares attributable to each ZENS ($30@mat December 31, 2009), as discussed in Note 6ur consolidated financ
statements

We calculated estimated interest paymentfofug-term debt as follows: for fixexhte debt and term debt, we calculated interestcat
the applicable rates and payment dates; for variedie debt and/or nalerm debt, we used interest rates in place as ckDber 31
2009. We typically expect to settle such interegtrpents with cash flows from operations and «term borrowings

For a discussion of operating leases, please re&e 20(c) to our consolidated financial stateme

Material contributions to our qualified pensioniplare not expected in 2010. However, we expecbiribute approximately $9 millic
and $19 million, respectively, to our r-qualified pension and postretirement benefits plar)10.

Represents capital commitments for material in estion with our Interstate Pipelines business seqr
For a discussion of other commodity commitmentsapé read Note 10(a) to our consolidated finasti@éments
As of December 31, 2009, the liability for uncemtahcome tax positions was $187 million. Howeveuedio the high degree

uncertainty regarding the timing of potential fi@wash flows associated with these liabilities,aneunable to make a reasonably reli
estimate of the amount and period in which any diaddilities might be paid

Off-Balance Sheet Arrangemen@ther than operating leases and the guarantiesideddelow, we have no off-balance sheet arrangéme

Prior to the distribution of our ownership in RRhétgy, Inc. (RRI) (formerly known as Reliant Energpyc. and Reliant Resources, Inc.
our shareholders, CERC had guaranteed certainaziaél obligations of what became R&trading subsidiary. When the companies sepa
RRI agreed to secure CERC against obligations uthdeguaranties RRI had been unable to extingusthd time of separation. Pursuant to ¢
agreement, as amended in December 2007, RRI hasdagy provide to CERC cash or letters of credgexsirity against CERE€ obligation
under its remaining guaranties for demand chargégiucertain gas purchase and transportation agmsrif and to the extent changes in me
conditions expose CERC to a risk of loss on thasmranties. As of December 31, 2009, RRI was npaired to provide security to CERC.
RRI should fail to perform the contractual obligais,

53




WPD-6
Table of Content Screening Data Part 1 of 2
Page 2961 of 9808

CERC could have to honor its guarantee and, in sueht, collateral provided as security may befiidant to satisfy CERC'’s obligations.

Debt Financing Transactions In January 2009, CenterPoint Houston issued $%i0idn aggregate principal amount of general rgage
bonds due in March 2014 with an interest rate 60%. The proceeds from the sale of the bonds weeel for general corporate purpo
including the repayment of outstanding borrowingder CenterPoint Houstantevolving credit facility and the money pool, itapexpenditure
and storm restoration costs associated with Huredke.

In August 2009, SESH closed on a private debt offein the amount of $375 million. Also during ZD0CERC Corp. made a cap
contribution to SESH in the amount of $137 milliodsing $186 million of its proceeds from the deffering and the capital contribution, SE
repaid the note receivable it owed to CERC Corfhictv note had a principal balance of $323 milliariree time of the repayment. CERC C«
used the proceeds to repay borrowings under ithitdeility.

In January 2010, we purchased $290 million princgraount of pollution control bonds issued on oehdlf at 101% of their princip
amount plus accrued interest pursuant to the mandsnder provisions of the bonds. Prior to thechase, the pollution control bonds had a f
rate of interest of 5.125%. The purchase reducapdeary investments and leverage while providingvitk the flexibility to finance future capit
needs in the tax-exempt market through a remaig@tinhese bonds.

In January 2010, CERC Corp. redeemed $45 milliofitobutstanding 6% convertible subordinated dalest due 2012 at 100% of
principal amount plus accrued and unpaid intecegte redemption date.

System Restoration Bonddn November 2009, CenterPoint Houston issued apmrabely $665 million of system restoration bondsothgk
its CenterPoint Energy Restoration Bond CompanyC Isubsidiary with interest rates of 1.833% to 4%4anhd final maturity dates ranging fr
February 2016 to August 2023. The bonds will i over time through a charge imposed on custemer

Equity Financing Transaction®uring the year ended December 31, 2009, we redaie¢ proceeds of approximately $280 million frdma
issuance of 24.2 million common shares in an und&em public offering, net proceeds of $148 mitliom the issuance of 14.3 million comn
shares through a continuous offering program, mdsef approximately $57 million from the sale ppeoximately 4.9 million common shares
our defined contribution plan and proceeds of apiprately $15 million from the sale of approximatdly8 million common shares to participe
in our enhanced dividend reinvestment plan.

Credit and Receivables Facilitiesln October 2009, CenterPoint Houston terminated®®&80 million 364day secured credit facility whi
had been arranged in November 2008 following Harrelke.

In October 2009, the size of CERC Cosprevolving credit facility was reduced from $950lion to $915 million through removal
Lehman Brothers Bank, FSB (Lehman) as a lendenor Rrits removal, Lehman had a $35 million comment to lend. All credit facility loans
CERC Corp. that were funded by Lehman were repafiptember 2009.

In October 2009, CERC amended its receivablesitig¢d extend the termination date to October 8 ®0Availability under CERC’s 364-
day receivables facility ranges from $150 millien#375 million, reflecting seasonal changes in ikatses balances.
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As of February 15, 2010, we had the following fiieis (in millions):

Amount
Utilized at
Type of Size of February
Date Executed Company Facility Facility 15, 2010 (1) Termination Date
June 29, 200 CenterPoint Energ Revolver $ 1,15¢ $ 20@ June 29, 201
June 29, 200 CenterPoint Housto Revolver 28¢ 4@2) June 29, 201
June 29, 200 CERC Corp Revolver 915 - June 29, 201
October 9, 200! CERC Receivable! 37¢E - October 8, 201!

(1) Based on the debt to earnings before intereststalepreciation and amortization (EBITDA) covenemitained in our $1.2 billion cre
facility, we would have been permitted to incurremmental borrowings on a consolidated basis at Dbee 31, 2009 of approximatt
$1.3 billion. Had the February 2010 amendmentthscovenant described below been in effect, weldvhave been permitted to in
an additional $800 million of borrowings at sucimdi in the event a qualifying disaster occurrechc&iamounts advanced under CE
Corp.'s receivables facility are not included irstlebt to EBITDA covenant calculation, such ameuarte not included in the estims
amounts of permitted incremental borrowin

(2) Represents outstanding letters of cre

Our $1.2 billion credit facility has a first drawgost of London Interbank Offered Rate (LIBOR) phi basis points based on our cur
credit ratings. The facility contains a debt (exithg transition and system restoration bonds) téTEER covenant (as those terms are define
the facility). Such covenant was modified twine2008 to provide additional debt capacity. Theosel modification was to provide debt capa
pending the financing of system restoration cosieding Hurricane Ike. That modification was ténated with CenterPoint Houstanissuanc
of bonds to securitize such costs in November 200%ebruary 2010, we amended our credit factiitymodify the financial ratio covenant
allow for a temporary increase of the permittedoraf debt (excluding transition and system redtorabonds) to EBITDA from 5 times to £
times if CenterPoint Houston experiences damagm faonatural disaster in its service territory ang eertify to the administrative agent t
CenterPoint Houston has incurred system restoratamis reasonably likely to exceed $100 millionaircalendar year, all or part of wh
CenterPoint Houston intends to seek to recovemutiticecuritization financing. Such temporary insee the financial ratio covenant would
in effect from the date we deliver our certificatiantil the earliest to occur of (i) the completiohthe securitization financing, (ii) the fi
anniversary of our certification or (iii) the rewaion of such certification.

CenterPoint Houstor’ $289 million credit facility contains a debt (&ding transition and system restoration bondsjotal capitalizatio
covenant. The facility’s first drawn cost is LIBQ#us 45 basis points based on CenterPoint Houstamient credit ratings.

CERC Corp.’s $915 million credit facility’s firstrdwn cost is LIBOR plus 45 basis points based oRCEorp.5 current credit ratings. T
facility contains a debt to total capitalizationvenant.

Under our $1.2 billion credit facility, CenterPoiktouston’s $289 million credit facility and CERC & $915 million credit facility, &
additional utilization fee of 5 basis points applie borrowings any time more than 50% of the figcik utilized. The spread to LIBOR and
utilization fee fluctuate based on the borroweredit rating.

Borrowings under each of the facilities are subfectustomary terms and conditions. However, therm requirement that we, CenterP
Houston or CERC Corp. make representations pribotoowings as to the absence of material advdraages or litigation that could be expe:
to have a material adverse effect. Borrowings ume@eh of the credit facilities are subject to aelion upon the occurrence of events of de
that we, CenterPoint Houston or CERC Corp. congidstomary.

We, CenterPoint Houston and CERC Corp. are cugréntcompliance with the various business and far@ncovenants contained in -
respective credit facilities as disclosed above.
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Our $1.2 billion credit facility backstoms $1.0 billion CenterPoint Energy commercial papesgram under which we began isst
commercial paper in June 2005. The $915 million CEBorp. credit facility backstops a $915 millionnmmercial paper program under wh
CERC Corp. began issuing commercial paper in Fepr@@08. The CenterPoint Energy commercial papeated "Not Prime" by Moodg’
Investors Service, Inc. (Moody’s), "A-3" by Stand& Poor’s Rating Services (S&P), a division of TeGraw-Hill Companies, and "F3"
Fitch, Inc. (Fitch). The CERC Corp. commercial paigaated "P-3" by Moody’s, "A-3" by S&P, and "FBY Fitch. As a result of the credit ratir
on the two commercial paper programs, we do noeexip be able to rely on the sale of commercigkep4o fund all of our shoterm borrowiny
requirements. We cannot assure you that thesegsator the credit ratings set forth below # lmpact on Liquidity of a Downgrade in Cre
Ratings," will remain in effect for any given pedliof time or that one or more of these ratings nilt be lowered or withdrawn entirely by a ra
agency. We note that these credit ratings areguatrnmendations to buy, sell or hold our securaied may be revised or withdrawn at any 1
by the rating agency. Each rating should be evatuatdependently of any other rating. Any futurdugtion or withdrawal of one or more of «
credit ratings could have a material adverse impacbur ability to obtain short- and loigrm financing, the cost of such financings anc
execution of our commercial strategies.

Securities Registered with the SHE.October 2008, CenterPoint Energy and CenterRéinitston jointly registered indeterminate princ
amounts of CenterPoint Houston’s general mortgagel® and CenterPoint Energysenior debt securities and junior subordinatdd securitie
and an indeterminate number of CenterPoint Ensrglgares of common stock, shares of preferred stsctvell as stock purchase contracts
equity units. In addition, CERC Corp. has a shadjfistration statement covering $500 million prpatiamount of senior debt securities.

Temporary InvestmentsAs of February 15, 2010, CenterPoint Houstondwdrnal temporary investments of $450 million.

Money Pool. We have a money pool through which the holdingngany and participating subsidiaries can borrowneest on a shotterm
basis. Funding needs are aggregated and exterrmalbing or investing is based on the net cash ositThe net funding requirements of
money pool are expected to be met with borrowingdeun our revolving credit facility or the sale afrcommercial paper.

Impact on Liquidity of a Downgrade in Credit RatingAs of February 15, 2010, Moody’S&P, and Fitch had assigned the following ¢
ratings to senior debt of CenterPoint Energy amthoesubsidiaries:

Moody’s S&P Fitch
Company/Instrument Rating QOutlook(1) Rating QOutlook(2) Rating Outlook(3)
CenterPoint Energy Senior Unsecured C Bal Stable BBB- Negative BBB- Stable
CenterPoint Houston Senior Secured C Baal Positive BBB+ Negative A- Stable
CERC Corp. Senior Unsecured Di Baa3 Stable BBB Negative BBB Stable

(1) A Moody’s rating outlook is an opinion regarding the likdlyection of a rating over the medium tel

(2) An S&P rating outlook assesses the potential doeatf a lon-term credit rating over the intermediate to lonigem.

(3) A "stable" outlook from Fitch encompasses a- to twc-year horizon as to the likely ratings directi

A decline in credit ratings could increase borrayvicosts under our $1.2 billion credit facility, GerPoint Houstors $289 million cred
facility and CERC Corps $915 million credit facility. If our credit ratiys or those of CenterPoint Houston or CERC had beamgraded or
notch by each of the three principal credit rataggncies from the ratings that existed at DecerdbeR009, the impact on the borrowing ¢
under our bank credit facilities would have beematerial. A decline in credit ratings would alsar@ase the interest rate on lotegm debt to b
issued in the capital markets and could negativepact our ability to complete capital market tractsons.
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CERC Corp. and its subsidiaries purchase naturslfgan its largest supplier under supply agreeméms$ contain an aggregate cri
threshold of $120 million based on CERC Corp.’s S&ior unsecured lortgrm debt rating of BBB. Under these agreementfRCHay nee
to provide collateral if the aggregate thresholcexxzeeded. Upgrades and downgrades from this BBiBgravill increase and decrease
aggregate credit threshold accordingly.

CenterPoint Energy Services, Inc. (CES), a wholsned subsidiary of CERC Corp. operating in our @etitive Natural Gas Sales ¢
Services business segment, provides comprehenatueah gas sales and services primarily to comrakend industrial customers and elec
and gas utilities throughout the central and eastémited States. In order to economically hedgeekposure to natural gas prices, CES
derivatives with provisions standard for the indysincluding those pertaining to credit threshol@igpically, the credit threshold negotiated v
each counterparty defines the amount of unsecuetitahat such counterparty will extend to CES.tle extent that the credit exposure tr
counterparty has to CES at a particular time dassemceed that credit threshold, CES is not obdigab provide collateral. Mark-tmarke
exposure in excess of the credit threshold is neliti collateralized by CES. As of December 31, 2066 amount posted as collateral aggre¢
approximately $114 million ($84 million of which &ssociated with price stabilization activitiesoof Natural Gas Distribution business segm
Should the credit ratings of CERC Corp. (as thalitreupport provider for CES) fall below certairvéds, CES would be required to prov
additional collateral up to the amount of its pomly unsecured credit limit. We estimate that aBecember 31, 2009, unsecured credit li
extended to CES by counterparties aggregate $24dibnmhowever, utilized credit capacity was $67lian.

Pipeline tariffs and contracts typically provideathf the credit ratings of a shipper or the shippguarantor drop below a threshold le
which is generally investment grade ratings fronthddoody’s and S&P, cash or other collateral may be demafrdedthe shipper in an amot
equal to the sum of three montlesiarges for pipeline services plus the unrecoupst af any lateral built for such shipper. If thedit ratings ¢
CERC Corp. decline below the applicable threshelatls, CERC Corp. might need to provide cash oeratbllateral of as much as $188 mill
as of December 31, 2009. The amount of collateilhbdepend on seasonal variations in transpontaeligvels.

In September 1999, we issued 2.0% ZBremium Exchangeable Subordinated Notes due 202R%J having an original principal amoun
$1.0 billion of which $840 million remain outstandi at December 31, 2009. Each ZENS note was olfgiaachangeable at the holderptior
at any time for an amount of cash equal to 95%hefrharket value of the reference shares of Timen@fainc. common stock (TW Commc
attributable to such note. The number and ideuwfitthe reference shares attributable to each ZEd8 are adjusted for certain corporate ev
As of December 31, 2009, the reference sharesafdn ZENS note consisted of 0.5 share of TW Comrdi25505 share of Time Warner Ce
Inc. common stock (TWC Common) and 0.045455 sha®Q@l Inc. common stock (AOL Common), which reflecdjustments resulting frc
the March 2009 distribution by Time Warner Inc. sifares of TWC Common, Time Warner IscMarch 2009 reverse stock split and
December 2009 distribution by Time Warner Inc. loares of AOL Common. If our creditworthiness wesedrop such that ZENS note hold
thought our liquidity was adversely affected or tharket for the ZENS notes were to become illiqsioine ZENS note holders might decid
exchange their ZENS notes for cash. Funds for #yengnt of cash upon exchange could be obtained thhensale of the shares of TW Comn
TWC Common and AOL Common that we own or from otbaurces. We own shares of TW Common, TWC CommadnA€DL Common equi
to approximately 100% of the reference shares tsedlculate our obligation to the holders of tHeNS notes. ZENS note exchanges resuli
cash outflow because tax deferrals related to B notes and TW Common, TWC Common and AOL Comstmres would typically cee
when ZENS notes are exchanged or otherwise retired TW Common, TWC Common and AOL Common sharessal@ The ultimate te
liability related to the ZENS notes continues toregase by the amount of the tax benefit realizeth gaar, and there could be a significant
outflow when the taxes are paid as a result of¢tieement of the ZENS notes. The American Regpaaid Reinvestment Act of 2009 allows
to defer until 2014 taxes due as a result of thieeraent of ZENS notes that would have otherwisenbpayable in 2009 or 2010 and pay ¢
taxes over the period from 2014 through 2018. Adcwyly, if on December 31, 2009, all ZENS notes hadn exchanged for cash, we could |
deferred taxes of approximately $379 million thaiud have otherwise been payable in 2009.

Cross Defaults.Under our revolving credit facility, a payment defaon, or a norpayment default that permits acceleration of,
indebtedness exceeding $50 million by us or amyuofsignificant subsidiaries will cause a

57




WPD-6
Table of Content Screening Data Part 1 of 2
Page 2965 of 9808
default. In addition, four outstanding series of senior notes, aggregating $950 million in pritipmount as of February 15, 2010, provide
a payment default by us, CERC Corp. or CenterRdintston in respect of, or an acceleration of, bwew money and certain other specified t
of obligations, in the aggregate principal amoun$s0 million, will cause a default. A default byefterPoint Energy would not trigger a def
under our subsidiaries’ debt instruments or baeklitfacilities.

Possible Acquisitions, Divestitures and Joint Vessu From time to time, we consider the acquisitionhar disposition of assets or busine
or possible joint ventures or other joint ownershipangements with respect to assets or businessgsletermination to take any action in -
regard will be based on market conditions and dpjpities existing at the time, and accordingly, tineing, size or success of any efforts anc
associated potential capital commitments are ungiaze. We may seek to fund all or part of anyhseéforts with proceeds from debt anc
equity issuances. Debt or equity financing may hotyvever, be available to us at that time due taréety of events, including, among oth:
maintenance of our credit ratings, industry coodii, general economic conditions, market conditeord market perceptions.

Other Factors that Could Affect Cash Requiremenits addition to the above factors, our liquiditydacapital resources could be affected by:

» cash collateral requirements that could exist inn@ztion with certain contracts, including gas pases, gas price and weather hed
and gas storage activities of our Natural Gas Distion and Competitive Natural Gas Sales and $esvbusiness segmer

e acceleration of payment dates on certain gas supphiracts under certain circumstances, as a redulicreased gas prices ¢
concentration of natural gas supplie

» increased costs related to the acquisition of ahgas;
* increases in interest expense in connection wilth dginancings and borrowings under credit faeit
» various regulatory action

« the ability of RRI and its subsidiaries to sititheir obligations in respect of RRIindemnity obligations to us and our subsidiadem
connection with the contractual obligations to iadtiparty pursuant to which CERC is a guaran

» the ability of REPs that are subsidiaries of NR&ail LLC and TXU Energy, which are CenterPoirtudtons two largest customers,
satisfy their obligations to us and our subsidsl

» slower customer payments and increased -offs of receivables due to higher gas prices onghey economic condition:
» the outcome of litigation brought by and against
» contributions to pension and postretirement beipédits;

e restoration costs and revenue losses resulting fratural disasters such as hurricanes and thegdiofinecovery of such restoration co
and

» various other risks identified in "Risk Factors"liam 1A of this report

Certain Contractual Limits on Our Ability to Issi®ecurities and Borrow MoneyCenterPoint Houstor’credit facilities limit CenterPoi
Houston’s debt (excluding transition and systentoresion bonds) as a percentage of its total chgdtion to 65%. CERC Corps’bank facilit
and its receivables facility limit CER€’'debt as a percentage of its total capitalizati65%. Our $1.2 billion credit facility containsdebt
excluding transition and system restoration boma<BITDA covenant. Such covenant was modified &nvic 2008 to provide additional di
capacity. The second modification was to providbtdapacity pending the financing of system redimon
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costs following Hurricane Ike. That modificationasv terminated with CenterPoint Houstrissuance of bonds to securitize such cos
November 2009. In February 2010, we amended ot Hillion credit facility to modify this covenand allow for a temporary increase in d
capacity if CenterPoint Houston experiences danfag® a natural disaster in its service territonatthmeets certain criteria. Additional
CenterPoint Houston has contractually agreed thvatlinot issue additional first mortgage bondsbect to certain exceptions.

CRITICAL ACCOUNTING POLICIES

A critical accounting policy is one that is bothpaortant to the presentation of our financial colditand results of operations and reqt
management to make difficult, subjective or commegounting estimates. An accounting estimate igpomoximation made by management
financial statement element, item or account infthencial statements. Accounting estimates in lwgtorical consolidated financial stateme
measure the effects of past business transactioegemts, or the present status of an asset dlitfalifhe accounting estimates described be
require us to make assumptions about matters thatighly uncertain at the time the estimate is ena&tditionally, different estimates that
could have used or changes in an accounting estithat are reasonably likely to occur could haveaterial impact on the presentation of
financial condition or results of operations. Theemstances that make these judgments difficubbjexctive and/or complex have to do with
need to make estimates about the effect of mattatsare inherently uncertain. Estimates and assangabout future events and their eff
cannot be predicted with certainty. We base oummasés on historical experience and on various rofssumptions that we believe to
reasonable under the circumstances, the resultdiich form the basis for making judgments. Thegeredes may change as new events occl
more experience is acquired, as additional infolwnais obtained and as our operating environmeahghs. Our significant accounting polic
are discussed in Note 2 to our consolidated firerstatements. We believe the following accountiatjcies involve the application of critic
accounting estimates. Accordingly, these accourgstgnates have been reviewed and discussed veithutiit committee of the board of direct

Accounting for Rate Regulation

Accounting guidance for regulated operations presithat rateegulated entities account for and report asselsliahilities consistent wi
the recovery of those incurred costs in ratesefrdites established are designed to recover the ebgroviding the regulated service and if
competitive environment makes it probable that steties can be charged and collected. Our Electramsimission & Distribution busine
segment, our Natural Gas Distribution business segrand portions of our Interstate Pipelines bissirmegment apply this accounting guida
Certain expenses and revenues subject to utilgylagion or rate determination normally reflectadricome are deferred on the balance she
regulatory assets or liabilities and are recognineiicome as the related amounts are includeetivice rates and recovered from or refunde
customers. Regulatory assets and liabilities @eorded when it is probable that these items wél recovered or reflected in futi
rates. Determining probability requires signifitgndgment on the part of management and inclubtles,is not limited to, consideration
testimony presented in regulatory hearings, prapaosgulatory decisions, final regulatory orders dnel strength or status of applications
rehearing or state court appeals. If events we@tur that would make the recovery of these ass®d liabilities no longer probable, we wc
be required to write off or write down these regoig assets and liabilities. At December 31, 2088, had recorded regulatory asset
$3.7 billion and regulatory liabilities of $921 tiwin.

Impairment of Long-Lived Assets and Intangibles

We review the carrying value of our lofiged assets, including goodwill and identifiabletangibles, whenever events or change
circumstances indicate that such carrying valueg moa be recoverable, and at least annually foidgadlb as required by accounting guidance
goodwill and other intangible assets. No impairm&rgoodwill was indicated based on our annualysislat July 1, 2009. Unforeseen events
changes in circumstances and market conditionsnaaiérial differences in the value of lofiged assets and intangibles due to chang
estimates of future cash flows, interest ratesyleggry matters and operating costs could negatiatfect the fair value of our assets and rest
an impairment charge.

Fair value is the amount at which the asset coalbdught or sold in a current transaction betweding parties and may be estimated u
a number of techniques, including quoted marketgsrior valuations by third parties,
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present value techniques based on estimates offloagh, or multiples of earnings or revenue perfanoe measures. The fair value of the
could be different using different estimates arsliagptions in these valuation techniques.

Unbilled Energy Revenues

Revenues related to electricity delivery and ndtges sales and services are generally recogniged delivery to customers. However,
determination of deliveries to individual customerdased on the reading of their meters, whigheiformed on a systematic basis throughot
month. At the end of each month, deliveries to @ustrs since the date of the last meter readingestimated and the corresponding unb
revenue is estimated. Unbilled electricity deliveeyenue is estimated each month based on daijylyswplumes, applicable rates and anal
reflecting significant historical trends and expee. Unbilled natural gas sales are estimatedbasestimated purchased gas volumes, estir
lost and unaccounted for gas and tariffed ratesffiact. As additional information becomes availalde actual amounts are determinable,
recorded estimates are revised. Consequently, tipgrasults can be affected by revisions to paiczounting estimates.

Pension and Other Retirement Plans

We sponsor pension and other retirement plans iiow& forms covering all employees who meet eligibrequirements. We use seve
statistical and other factors that attempt to dpdite future events in calculating the expenseli@hdlity related to our plans. These factors irud
assumptions about the discount rate, expectednretuiplan assets and rate of future compensatimeases as estimated by management, v
certain guidelines. In addition, our actuarial adtents use subjective factors such as withdrawel mortality rates. The actuarial assumpt
used may differ materially from actual results daechanging market and economic conditions, higirelower withdrawal rates or longer
shorter life spans of participants. These diffeemsnmay result in a significant impact to the amaefnpension expense recorded. Please read '
Other Significant Matters - Pension Plans" fottier discussion.

NEW ACCOUNTING PRONOUNCEMENTS
See Note 2(0) to our consolidated financial stateémfor a discussion of new accounting pronouncestiat affect us.
OTHER SIGNIFICANT MATTERS
Pension Plans. As discussed in Note 2(p) to our consolidatedriirial statements, we maintain a raamtributory qualified defined bene
pension plan covering substantially all employdaaployer contributions for the qualified plan asbd on actuarial computations that esta
the minimum contribution required under the EmpkoyRetirement Income Security Act of 1974 (ERISAYahe maximum deductik

contribution for income tax purposes.

Under the terms of our pension plan, we reserveigid to change, modify or terminate the plan. @Qunding policy is to review amour
annually and contribute an amount at least equéleaninimum contribution required under ERISA.

We made no contribution to the qualified pensiaanpih 2008; however, a discretionary contributiér$d3 million was made in 2009. T
minimum funding requirements for this plan did nequire contributions for the respective years.

Additionally, we maintain an unfunded nopalified benefit restoration plan that allows paApants to receive the benefits to which t
would have been entitled under our nmomtributory pension plan except for the federatigndated limits on qualified plan benefits or oa live
of compensation on which qualified plan benefity/rha calculated. Employer contributions for the fpralified benefit restoration plan repres
benefit payments made to participants and totaBeshiflion and $7 million in 2008 and 2009, respeely.
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Changes in pension obligations and assets mayenohimediately recognized as pension expense iimttne statement, but generally
recognized in future years over the remaining ayeservice period of plan participants. As suanificant portions of pension expense reco
in any period may not reflect the actual level ehéfit payments provided to plan participants.

As the sponsor of a plan, we are required to @)gmrize on our balance sheet as an asset a plaerdumded status or as a liability st
plan’s under-funded status, (b) measure a plassets and obligations as of the end of ourl i@z and (c) recognize changes in the fundeds
of our plans in the year that changes occur thradjhstments to other comprehensive income.

At December 31, 2009, the projected benefit ohiogaexceeded the market value of plan assets ofpeusion plans by $434 millic
Changes in interest rates or the market valueheokécurities held by the plan during 2010 couldenilly, positively or negatively, change
funded status and affect the level of pension espemd required contributions.

Pension cost was $15 million, $1 million and $1lilliom for 2007, 2008 and 2009, respectively, ofigrh $12 million, $1 million an
$60 million impacted pre-tax earnings. CenterPéioustons actuarially determined pension and other posteynpént expenses for 2009
excess of the 2007 base year amount are beingeléfier rate making purposes until its next genextd case pursuant to Texas law. Center
Houston deferred as a regulatory asset $32 miitiggension and other postemployment expenses dthingear ended December 31, 2009.

The calculation of pension expense and relatedlitieb requires the use of assumptions. Changékdase assumptions can result in diffe
expense and liability amounts, and future actupkeence can differ from the assumptions. Two efrost critical assumptions are the expe
long-term rate of return on plan assets and thenasd discount rate.

As of December 31, 2009, our qualified pension plad an expected lortgrm rate of return on plan assets of 8.00%, whiael unchange
from the rate assumed as of December 31, 2008. 8Nevb that our actual asset allocation, on averageapproximate the targeted allocat
and the estimated return on net assets. We regu&iilew our actual asset allocation and periotiaabalance plan assets as appropriate.

As of December 31, 2009, the projected benefitgaltion was calculated assuming a discount rate7df%, which is a 1.20% decrease fi
the 6.90% discount rate assumed in 2008. The didgate was determined by reviewing yields on Hggiality bonds that receive one of the
highest ratings given by a recognized rating agemmzy/the expected duration of pension obligatigresiic to the characteristics of our plan.

Pension cost for 2010, including the benefit restton plan, is estimated to be $86 million, of whige expect $44 million to impact ptax
earnings, based on an expected return on plansasf&.0% and a discount rate of 5.70% as of Deeer@b, 2009. If the expected ret
assumption were lowered by 0.5% (from 8.00% to %ph®010 pension cost would increase by approxiin&e million.

As of December 31, 2009, the pension plan projebatefit obligation, including the unfunded benedistoration plan, exceeded plan as
by $434 million. If the discount rate were loweray 0.5% (from 5.70% to 5.20%), the assumption gleawould increase our projected ber
obligation and 2010 pension expense by approxin&@8 million and $4 million, respectively. In atidn, the assumption change would imj
our Consolidated Balance Sheet by increasing thelaory asset recorded as of December 31, 20@&%6ymillion and would result in a charge
comprehensive income in 2009 of $11 million, netaot.

Future changes in plan asset returns, assumedudisaies and various other factors related tg#resion plan will impact our future pens
expense and liabilities. We cannot predict withaiaty what these factors will be.
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Item 7A. Quantitative and Qualitative Disclosures About Meet Risk
Impact of Changes in Interest Rates and Energy Comaotity Prices

We are exposed to various market risks. These ggke from transactions entered into in the norooalrse of business and are inhere
our consolidated financial statements. Most of revenues and income from our business activitiesirapacted by market risks. Categorie
market risk include exposure to commaodity pricesdlgh nontrading activities, interest rates and equity miok description of each market r
is set forth below:

» Commodity price risk results from exposures to ¢feanin spot prices, forward prices and price vidias of commodities, such
natural gas, natural gas liquids and other eneogyncodities.

* Interest rate risk primarily results from exposui@shanges in the level of borrowings and changyésterest rates
»  Equity price risk results from exposures to chariggwices of individual equity securitie

Management has established comprehensive risk rearayg policies to monitor and manage these maikks.rWe manage these 1
exposures through the implementation of our riskhaggment policies and framework. We manage our amditynprice risk exposures throu
the use of derivative financial instruments andwddive commodity instrument contracts. During ti@mal course of business, we review
hedging strategies and determine the hedging appma deem appropriate based upon the circumstafiessh situation.

Derivative instruments such as futures, forwardtiamts, swaps and options derive their value frameulying assets, indices, reference 1
or a combination of these factors. These derivatigeruments include negotiated contracts, whigraferred to as over-ttmunter derivative
and instruments that are listed and traded on ehagge.

Derivative transactions are entered into in our-trading operations to manage and hedge certainsex@s, such as exposure to chang
natural gas prices. We believe that the associatdket risk of these instruments can best be utmmEselative to the underlying assets or
being hedged.

As of December 31, 2009, we had outstanding lemg debt, bank loans, lease obligations and ofitiggs. under our ZENS that subject u
the risk of loss associated with movements in narkerest rates.

Our floating-rate obligations aggregated $1.5 dnilland $-0- at December 31, 2008 and 2009, respécti

At December 31, 2008 and 2009, we had outstandixedfate debt (excluding indexed debt securities) agmieg $9.0 billion an
$9.9 billion, respectively, in principal amount ahaving a fair value of $8.5 billion and $10.4 ioifl, respectively. Because these instrument
fixed-rate, they do not expose us to the risk of loseamings due to changes in market interest raleaqp read Note 8 to our consolid:
financial statements). However, the fair valueh&fse instruments would increase by approximate®@$gillion if interest rates were to decline
10% from their levels at December 31, 2009. In ga&lhesuch an increase in fair value would impachigs and cash flows only if we were
reacquire all or a portion of these instrumentfhaopen market prior to their maturity.

As discussed in Note 6 to our consolidated findrnsiatements, the ZENS obligation is bifurcated iatdebt component and a deriva
component. The debt component of $121 million atddeber 31, 2009 was a fixedte obligation and, therefore, did not exposeouthé risk o
loss in earnings due to changes in market inten@sts. However, the fair value of the debt componeould increase by approximat
$20 million if interest rates were to decline byd@rom levels at December 31, 2009. Changes irfalievalue of the derivative componen
$201 million recorded liability at December 31, 20@re recorded in our Statements of Consolidatedrhe and, therefore, we are expose
changes in the fair value of the derivative commbrae a result of changes in the underlying rigle-finterest rate. If the ridkee interest rate we
to increase by 10% from December 31, 2009 leveésfdir value of the derivative component liabilitpuld increase by approximately $5 milli
which would be recorded as an unrealized loss irStatements of Consolidated Income.
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Equity Market Value Risk

We are exposed to equity market value risk thromghownership of 7.2 million shares of TW Commor8 thillion shares of TWC Comm:
and 0.7 million shares of AOL Common, which we htadacilitate our ability to meet our obligationader the ZENS. Please read Note 6 tc
consolidated financial statements for a discussioour ZENS obligation. A decrease of 10% from Brecember 31, 2009 aggregate market \
of these shares would result in a net loss of apmately $5 million, which would be recorded as amrealized loss in our Statements
Consolidated Income.

Commodity Price Risk From Non-Trading Activities

We use derivative instruments as economic hedgesffset the commodity price exposure inherent im businesses. The staatbne
commodity risk created by these instruments, witlregard to the offsetting effect of the underlyigposure these instruments are intend:
hedge, is described below. We measure the commaodhkyof our nontrading energy derivatives using a sensitivity gsigl The sensitivil
analysis performed on our ndrading energy derivatives measures the potertsa in fair value based on a hypothetical 10% ma@rgrm energ
prices. At December 31, 2009, the recorded fainevaf our nortrading energy derivatives was a net liability af38 million (before collatera
The net liability consisted of a net liability 0143 million associated with price stabilizationigities of our Natural Gas Distribution busin
segment and a net asset of $9 million related tdCmmpetitive Natural Gas Sales and Services bssigegment. Net assets or liabilities relat
the price stabilization activities correspond dilgevith net over/under recovered gas cost lialelitor assets on the balance sheet. A decre
10% in the market prices of energy commodities frtn@ir December 31, 2009 levels would have incréake fair value of our notrading
energy derivatives net liability by $31 million.olever, the consolidated income statement impathiefsame 10% decrease in market p
would be an increase in income of $3 million.

The above analysis of the ntmading energy derivatives utilized for commodityice risk management purposes does not includ
favorable impact that the same hypothetical pricement would have on our physical purchases ales sd natural gas to which the hed
relate. Furthermore, the narading energy derivative portfolio is managed emplement the physical transaction portfolio, redgoverall risk:
within limits. Therefore, the adverse impact to thie value of the portfolio of notrading energy derivatives held for hedging purgasesociate
with the hypothetical changes in commodity priceferenced above is expected to be substantialyebffy a favorable impact on the underlh
hedged physical transactions.
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Item 8. Financial Statements and Supplementary Data
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
CenterPoint Energy, Inc.
Houston, Texas

We have audited the accompanying consolidated balaheets of CenterPoint Energy, Inc. and subgdigthe "Company") as of Decem
31, 2009 and 2008, and the related statementsnsiotidated income, comprehensive income, sharetgldquity, and cash flows for each of
three years in the period ended December 31, 200fese financial statements are the responsikiftthe Company's management.
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with thedstas of the Public Company Accounting OversightiBlo(United States). Thc
standards require that we plan and perform thetdadbbtain reasonable assurance about whethefirthecial statements are free of mate
misstatement. An audit includes examining, onsalb@sis, evidence supporting the amounts andogdis@s in the financial statements. An ¢
also includes assessing the accounting principtesl @nd significant estimates made by managementeh as evaluating the overall finan:
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetagoresent fairly, in all material respects, timarficial position of CenterPoint Energy, |
and subsidiaries at December 31, 2009 and 2008thencesults of their operations and their castvgldor each of the three years in the pe
ended December 31, 2009, in conformity with accmgnprinciples generally accepted in the United&taf America.

We have also audited, in accordance with the stasdaf the Public Company Accounting Oversight Bognited States), the Compar
internal control over financial reporting as of @ewer 31, 2009, based on the criteria establishddtérnal Controlintegrated Framewol

issued by the Committee of Sponsoring Organizatiohshe Treadway Commission and our report datebridsy 26, 2010 expressed
unqualified opinion on the Company's internal cohtwer financial reporting.

/s/ DELOITTE & TOUCHE LLP

Houston, Texas
February 26, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
CenterPoint Energy, Inc.
Houston, Texas

We have audited the internal control over finanoéglorting of CenterPoint Energy, Inc. and subsid&(the "Company") as of December
2009, based on criteria establishediriternal Control - Integrated Frameworissued by the Committee of Sponsoring Organizatiohthe
Treadway Commission. The Company's managememssigonsible for maintaining effective internal cohtover financial reporting and for
assessment of the effectiveness of internal cootret financial reporting, included in the acconyiag Managemen$ Annual Report on Interr
Control Over Financial Reporting. Our responsipils to express an opinion on the Company's iatlecontrol over financial reporting based
our audit.

We conducted our audit in accordance with the stedwl of the Public Company Accounting Oversight ido@Jnited States). Tho
standards require that we plan and perform thet amidibtain reasonable assurance about whetheastieffanternal control over financial reporti
was maintained in all material respects. Our ainifuded obtaining an understanding of internaitoa over financial reporting, assessing
risk that a material weakness exists, testing aatliating the design and operating effectivenedatefnal control based on the assessed risk
performing such other procedures as we considegedssary in the circumstances. We believe thatodit provides a reasonable basis for
opinion.

A company's internal control over financial repogtiis a process designed by, or under the supenvid the company's principal execu
and principal financial officers, or persons penforg similar functions, and effected by the compsatpard of directors, management, and «
personnel to provide reasonable assurance regatigéngeliability of financial reporting and the paration of financial statements for exte
purposes in accordance with generally accepteduatiog principles. A company's internal controko¥inancial reporting includes those polic
and procedures that (1) pertain to the maintenahoecords that, in reasonable detail, accuratetyfairly reflect the transactions and disposit
of the assets of the company; (2) provide reasenabkurance that transactions are recorded assaegds permit preparation of financ
statements in accordance with generally accepteguading principles, and that receipts and expenekt of the company are being made on
accordance with authorizations of management arettirs of the company; and (3) provide reasonabseirance regarding prevention or tin
detection of unauthorized acquisition, use, oras#ion of the company's assets that could havatanml effect on the financial statements.

Because of the inherent limitations of internal tcohover financial reporting, including the posstlg of collusion or improper managem
override of controls, material misstatements duertor or fraud may not be prevented or detectea@ ¢imely basis. Also, projections of ¢
evaluation of the effectiveness of the internaltoarover financial reporting to future periods aubject to the risk that the controls may bec
inadequate because of changes in conditions, bthbalegree of compliance with the policies orcpaures may deteriorate.

In our opinion, the Company maintained, in all miaerespects, effective internal control over figal reporting as of December 31, 2(
based on the criteria establishedriternal Control - Integrated Framewoiksued by the Committee of Sponsoring Organizatajriie Treadwa
Commission.

We have also audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@Wnited States), the consolida
financial statements as of and for the year endedeber 31, 2009 of the Company and our reportddaébruary 26, 2010 expressed ¢
unqualified opinion on those financial statements.

/s/ DELOITTE & TOUCHE LLP

Houston, Texas
February 26, 2010
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MANAGEMENT'S ANNUAL REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

Our management is responsible for establishing mathtaining adequate internal control over finahceporting. Internal control ov
financial reporting is defined in Rule 13a-15(f) d-15(f) promulgated under the Securities Exchangeohd934 as a process designed b
under the supervision of, the company’s principedaaitive and principal financial officers and etft by the companyg’ board of director
management and other personnel, to provide realoaaburance regarding the reliability of finaneigborting and the preparation of finan
statements for external purposes in accordancegeitierally accepted accounting principles and beduthose policies and procedures that:

* Pertain to the maintenance of records that in regse detail accurately and fairly reflect the sactions and dispositions of the as
of the company

* Provide reasonable assurance that transactions@eled as necessary to permit preparation ofdiahstatements in accordance \
generally accepted accounting principles, and the¢ipts and expenditures of the company are bmiade only in accordance w
authorizations of management and directors of timepany; anc

» Provide reasonable assurance regarding preveatitimely detection of unauthorized acquisitiosg or disposition of the compasy’
assets that could have a material effect on ttentiral statement:

Management has designed its internal control owemtial reporting to provide reasonable assuraegarding the reliability of financi
reporting and the preparation of financial statetsiém accordance with accounting principles gemgm@atcepted in the United States of Amel
Managemens assessment included review and testing of bahdésign effectiveness and operating effectivenésontrols over all releva
assertions related to all significant accountsa@iasdlosures in the financial statements.

All internal control systems, no matter how welkimed, have inherent limitations. Therefore, etlmse systems determined to be effe
can provide only reasonable assurance with resfmedtnancial statement preparation and presentatProjections of any evaluation
effectiveness to future periods are subject toriglethat controls may become inadequate becausbarfges in conditions, or that the degre
compliance with the policies or procedures may rifetate.

Under the supervision and with the participatioroaf management, including our principal executifficer and principal financial office
we conducted an evaluation of the effectivenessufinternal control over financial reporting basen the framework in Internal Control -
Integrated Framework issued by the Committee ofnSpong Organizations of the Treadway Commissioase®l on our evaluation under
framework in Internal Control integrated Framework, our management has concltidgtdour internal control over financial reportimgas
effective as of December 31, 2009.

Deloitte & Touche LLP, the Comparg/independent registered public accounting firns, isaued an attestation report on the effectiveot
our internal control over financial reporting asidcember 31, 2009 which is included herein on [f#ge

/s/ DAVID M. MCCLANAHAN
President and Chief Executive Offic

/s GARY L. WHITLOCK
Executive Vice President and Ch
Financial Officer

February 26, 2010
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CENTERPOINT ENERGY, INC. AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED INCOME

Revenues
Expenses:
Natural gas
Operation and maintenan
Depreciation and amortizatic
Taxes other than income taxes
Total
Operating Income
Other Income (Expense):
Gain (loss) on marketable securit
Gain (loss) on indexed debt securit
Interest and other finance char
Interest on transition and system restoration bt
Distribution from AOL Time Warner litigation settieent
Additional distribution to ZENS holde!
Equity in earnings of unconsolidated affilia
Other, net
Total
Income Before Income Taxe!
Income tax expense
Net Income

Basic Earnings Per Share

Diluted Earnings Per Share

Year Ended December 31

2007 2008 2009
(In millions,
except for share amounts
9,62. $ 11,32 $ 8,281
5,99t 7,46¢€ 4,371
1,44( 1,50z 1,66¢
631 70¢€ 742
372 37% 37¢
8,43¢ 10,04¢ 7,157
1,18¢ 1,27: 1,12¢
(114) (139 82
111 12¢ (68)
(509) (46€) (519)
(129 (13€) (131)
32 - 3
(27) - ©)
16 51 15
17 14 39
(597) (550) (57€)
58¢ 723 54¢
(199) (277) (176)
39E $ 44€ $ 372
12 $ 132 $ 1.0Z
115 $ 1.3C $ 1.01

See Notes to CenterPoint Energy’s Consolidatedri€iadStatements
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CENTERPOINT ENERGY, INC. AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED COMPREHENSIVE INCOME

Year Ended December 31

2007 2008 2009
(In millions)

Net income $ 395 $ 44€ $ 372
Other comprehensive income (los

Adjustment to pension and other postretirementg(aet of tax of $28, $32 and $ 34 (79 7

Net deferred gain (loss) from cash flow hedges @h¢ax of $6, $2 and-0-) 11 4

Reclassification of deferred gain from cash flowd¢pes realized in net income

(net of tax of $14, $2 and $-0-) (20) (4)

Other comprehensive income (loss) 25 (87) 7
Comprehensive income $ 42C % 35¢ $ 37¢

See Notes to CenterPoint Energy’s Consolidatedri€iadStatements
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CENTERPOINT ENERGY, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
Current Assets:
Cash and cash equivalel
Investment in marketable securit
Accounts receivable, n
Accrued unbilled revenue
Inventory
Non-trading derivative asse
Prepaid expense and other current assets
Total current assets
Property, Plant and Equipment, net
Other Assets:
Goodwill
Regulatory asse
Non-trading derivative asse
Investment in unconsolidated affiliat
Notes receivable from unconsolidated affilia
Other
Total other assets
Total Assets

LIABILITIES AND SHAREHOLDERS ' EQUITY
Current Liabilities:
Shor-term borrowings
Current portion of transition and system restorabonds lon-term deb:
Current portion of indexed de
Current portion of other lor-term debr
Indexed debt securities derivati
Accounts payabl
Taxes accrue
Interest accrue
Non-trading derivative liabilitie:
Accumulated deferred income taxes,
Other
Total current liabilities
Other Liabilities:
Accumulated deferred income taxes,
Unamortized investment tax cred
Non-trading derivative liabilitie:
Benefit obligations
Regulatory liabilities
Other
Total other liabilities
Long-term Debt:
Transition and system restoration bol
Other
Total long-term debt
Commitments and Contingencies (Note 10
Shareholders Equity
Total Liabilities and Shareholders’ Equity
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December 31

December 31

2008 2009

(In millions)

$ 167 $ 74C

21¢€ 30C

1,00¢ 79C

541 48E

56¢ 327

11¢ 39

415 22%

3,03t 2,90/

10,29¢ 10,78¢

1,69¢ 1,69¢

3,68¢ 3,677

20 15

34t 465

32Z -

277 23C

6,34¢ 6,081

$ 19,67¢ $ 19,77:

$ 152 $ 55

20¢€ 241

117 121

8 541

13< 201

897 64¢

18¢ 14¢

18C 181

87 51

37z 40¢€

504 44E

2,84¢ 3,03¢

2,60¢ 2,77¢

24 16

47 42

84¢ 861

821 921

27€ 361

4,62°¢ 4,977

2,381 2,80¢

7,80( 6,314

10,18: 9,11¢

2,02z 2,63¢

$ 19,67¢ $ 19,77

See Notes to CenterPoint Energy’s ConsolidatedreinhStatements
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CENTERPOINT ENERGY, INC. AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED CASH FLOWS

Year Ended December 31

2007 2008 2009
(In millions)
Cash Flows from Operating Activities:
Net income $ 39 % 44€  $ 37z
Adjustments to reconcile income from continuing r@iens to net cash provided by operating
activities:
Depreciation and amortizatic 631 70¢ 742
Amortization of deferred financing cos 63 28 37
Deferred income taxe - 487 26¢
Unrealized loss (gain) on marketable secur 114 13¢ (82
Unrealized loss (gain) on indexed debt secur (113 (22¢)
Write-down of natural gas invento 11 3C 6
Equity in earnings of unconsolidated affiliatest okdistributions (13 (52) 3
Changes in other assets and liabilit
Accounts receivable and unbilled revenues, - (82 282
Inventory (102) (10¢ 23€
Accounts payabl (18t 87 (237)
Fuel cost over (under) recove (93 45 (5)
Non-trading derivatives, ne 11 (25) 28
Margin deposits, ne 65 (182) 11€
Interest and taxes accru 33 (11¢) (42)
Net regulatory assets and liabiliti 81 (36€) -
Other current asse 13 27) 27
Other current liabilitie: (20 28 6
Other asset (20 (20 2)
Other liabilities (52) (8) 3
Other, net 12 (33) 16
Net cash provided by operating activities 774 851 1,841
Cash Flows from Investing Activities:
Capital expenditure (1,119 (1,020 (1,160
Decrease (increase) in restricted cash of tramsétial system restoration bond compa @) (12) 26
Decrease (increase) in notes receivable from undtiolaged affiliates (14¢) (17¢ 32¢
Investment in unconsolidated affiliat 39 (20€) (115)
Other, net 2 44 3C
Net cash used in investing activities (1,300) (1,36¢) (896€)
Cash Flows from Financing Activities:
Increase (decrease) in sk-term borrowings, ne 45 (79) (98)
Revolving credit facilities, ne 331 1,11 (1,447
Proceeds from lor-term debr 90C 1,08¢ 1,16¢
Payments of lor-term deb: (54¢) (1,379 (222)
Debt issuance cos 9) (26) (20
Payment of common stock dividen (21¢) (24¢€) (27€)
Proceeds from issuance of common stock 22 8C 504
Other, net 5 1 6
Net cash provided by (used in) financing activities 52¢ 55E (372)
Net Increase in Cash and Cash Equivalents 2 38 572
Cash and Cash Equivalents at Beginning of Year 127 12¢ 167
Cash and Cash Equivalents at End of Year $ 12¢ 3 167 $ 74C
Supplemental Disclosure of Cash Flow Information:
Cash Payment:
Interest, net of capitalized intere $ 57z $ 58¢ $ 624
Income taxes (refunds), n 20t (84) 9)
Non-cash transaction:
Accounts payable related to capital expenditi 75 96 84

See Notes to CenterPoint Energy’s Consolidatedri€iadStatements
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CENTERPOINT ENERGY, INC. AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED SHAREHOLDERS’ EQUITY

2007 2008 2009
Shares Amount Shares Amount Shares Amount
(In millions of dollars and shares)
Preference Stock, none outstandin - % - -3 = -$ =
Cumulative Preferred Stock, $0.01 par value; authared
20,000,000 shares, none outstanding - - - - - -
Common Stock, $0.01 par value; authorized 1,000,0@DO0 shares
Balance, beginning of ye. 314 3 328 3 34¢€ 3
Issuances related to benefit and investment g 2 6 7
Issuances related to convertible debt convers 7 - 17 - - -
Issuances related to public offerings - - 38 1
Balance, end of year 323 3 34¢€ 3 391 4
Additional Paid-in-Capital
Balance, beginning of ye. 2,971 3,04¢ 3,15¢
Cumulative effect of adoption of convertible debdpouncement (See
Note 2(0)) 23 - -
Balance, beginning of year (as adjust 3,00¢ 3,04¢ 3,15¢
Issuances related to benefit and investment | 46 112 86
Issuances related to public offerings, net of inseecosts - - 427
Balance, end of year 3,04¢ 3,15¢ 3,671
Accumulated Deficit
Balance, beginning of ye, (1,355 (2,199 (2,009
Cumulative effect of adoption of convertible debdbmouncement (See
Note 2(0)) (18) - -
Cumulative effect of change in accounting princifdee Note 2(p)) - 15) -
Balance, beginning of year (as adjust (1,379 (2,209 (12,0098
Net income 39t 44¢€ 372
Cumulative effect of uncertain tax positions starc 2 - -
Common stock dividends - $0.68 per share in 2007 3per share in
2008, and $0.76 per share in 2009 (218 (245 (276)
Balance, end of year (1,199 (1,009 (912
Accumulated Other Comprehensive Los!
Balance, end of yea
Adjustment to pension and postretirement p (48) (227 (120)
Net deferred gain (loss) from cash flow hedges 4 (4) 4)
Total accumulated other comprehensive loss, eryeaif 44) (139 (129
Total Shareholders Equity $ 1,811 $ 2,02: $ 2,63¢

See Notes to CenterPoint Energy’s ConsolidatedreinhStatements
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CENTERPOINT ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Q) Background

CenterPoint Energy, Inc. (CenterPoint Energy) ipudlic utility holding company. CenterPoint Energyoperating subsidiaries own
operate electric transmission and distributionliiées, natural gas distribution facilities, inteate pipelines and natural gas gathering, procg
and treating facilities. As of December 31, 2008ntérPoint Energy’s indirect wholly owned subsigiarincluded:

» CenterPoint Energy Houston Electric, LLC (CenterP&iouston), which engages in the electric transimisand distribution busine
in a 5,00-square mile area of the Texas Gulf Coast that deduthe city of Houston; ar

e CenterPoint Energy Resources Corp. (CERC Corp. @mugther with its subsidiaries, CERC), which ovamsl operates natural ¢
distribution systems in six states. SubsidiariesCERC own interstate natural gas pipelines andggelsering systems and prov
various ancillary services. A wholly owned subsidiaf CERC Corp. offers variable and fix@dice physical natural gas supp
primarily to commercial and industrial customersl atectric and gas utilitie

For a description of CenterPoint Energy’s repogdhlsiness segments, see Note 14.
2) Summary of Significant Accounting Policie
(a) Use of Estimates

The preparation of financial statements in confoymiith generally accepted accounting principleguiees management to make estim
and assumptions that affect the reported amounéssdts and liabilities, disclosure of contingessteds and liabilities at the date of the finar
statements, and the reported amounts of revenuaesxgenses during the reporting period. Actualltesould differ from those estimates.

(b) Principles of Consolidation

The accounts of CenterPoint Energy and its whollyne@d and majority owned subsidiaries are includedhie consolidated financ
statements. All intercompany transactions and lea@lisare eliminated in consolidation. CenterPoirdgrgy uses the equity method of accour
for investments in entities in which CenterPointeEgy has an ownership interest between 20% and &38oexercises significant influen
CenterPoint Energg’ investments in unconsolidated affiliates inclad®0% ownership interest in Southeast Supply Hedde® (SESH) whicl
owns and operates a 2Wtlle interstate natural gas pipeline and a 50%réstein Waskom Gas Processing Company, a Texasajqragtnershif
which owns and operates a natural gas processarg.pDther investments, excluding marketable seesirare carried at cosDuring 2009
CenterPoint Energy invested $137 million in SESId eeteived a capital distribution of $23 milliomifin SESH.

(c) Revenues

CenterPoint Energy records revenue for electridélvery and natural gas sales and services uhéesdcrual method and these revenue
recognized upon delivery to customers. Electridigjiveries not billed by montbnd are accrued based on daily supply volumesijcabé rate
and analyses reflecting significant historical tterand experience. Natural gas sales not billechbgth-end are accrued based upon estirr
purchased gas volumes, estimated lost and una@mdiot gas and currently effective tariff rates.eTinterstate Pipelines and Field Serv
business segments record revenues as transporatioprocessing services are provided.
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(d) Long-lived Assets and Intangibles

CenterPoint Energy records property, plant andmqgant at historical cost. CenterPoint Energy expemgpair and maintenance cost
incurred. Property, plant and equipment includeftiewing:

Weighted Average
Useful Lives December 31
(Years) 2008 2009
(In millions)

Electric Transmission & Distributio 27 % 7,25¢ $ 7,32¢

Natural Gas Distributio 31 3,26¢ 3,43¢

Competitive Natural Gas Sales and Serv 26 67 69

Interstate Pipeline 58 2,33¢ 2,52¢

Field Service: 51 601 931

Other property 26 482 48t

Total 14,00¢ 14,77(
Accumulated depreciation and amortizati

Electric Transmission & Distributio 2,652 2,73

Natural Gas Distributiol 70¢ 82t

Competitive Natural Gas Sales and Serv 11 13

Interstate Pipeline 182 228

Field Service: 28 27

Other property 12¢ 157

Total accumulated depreciation and amortization 3,71( 3,98:

Property, plant and equipment, net $ 10,29¢ $ 10,78¢

Goodwill by reportable business segment as of Déeerél, 2008 and 2009 is as follows (in millions):

Natural Gas Distributiol $ 74€
Interstate Pipeline 57¢
Competitive Natural Gas Sales and Serv 33t
Field Service: 25
Other Operations 11
Total $ 1,69¢

CenterPoint Energy performs its goodwill impairméggts at least annually and evaluates goodwillnndweents or changes in circumstar
indicate that its carrying value may not be recabtr. The impairment evaluation for goodwill is foemed by using a twatep process. In
first step, the fair value of each reporting usittbmpared with the carrying amount of the repgrtinit, including goodwill. The estimated 1
value of the reporting unit is generally determiredthe basis of discounted future cash flowshéf éstimated fair value of the reporting un
less than the carrying amount of the reporting,uthién a second step must be completed in ordeletermine the amount of the good
impairment that should be recorded. In the secded, the implied fair value of the reporting usigoodwill is determined by allocating
reporting units fair value to all of its assets and liabilitigber than goodwill (including any unrecognized igible assets) in a manner simila
a purchase price allocation. The resulting impfeid value of the goodwill that results from theptipation of this second step is then compare
the carrying amount of the goodwill and an impaintneharge is recorded for the difference.

CenterPoint Energy performed the test at July D92@s annual impairment testing date, and detegthithat no impairment charge
goodwill was required.

CenterPoint Energy periodically evaluates ldingd assets, including property, plant and equipthand specifically identifiable intangibl:
when events or changes in circumstances indicatetlle carrying value of these assets may not tvezable. The determination of whethe
impairment has occurred is based on an estimatmaiscounted cash flows attributable to the asset;ompared to the carrying value of
assets.
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(e) Regulatory Assets and Liabilities

CenterPoint Energy applies the guidance for acéogrior regulated operations, to the Electric Traission & Distribution business segm
and the Natural Gas Distribution business segmeht@ portions of the Interstate Pipelines busirseggnent.

The following is a list of regulatory assets/lidgtidés reflected on CenterPoint EnergyConsolidated Balance Sheets as of December 88
and 2009:

December 31

2008 2009
(In millions)

Securitized regulatory asset | $ 2430 $ 2,88¢
Unrecognized equity retul (207) (232
Unamortized loss on reacquired d 73 67
Hurricane Ike restoration cost ( 43E 5
Pension and postretirem-related regulatory ass 84¢ 781
Other long-term regulatory assets(2) 10t 17C
Total regulatory assets (1) 3,68¢ 3,671
Estimated removal cos 77¢ 81¢
Other long-term regulatory liabilities 42 102
Total regulatory liabilities 821 921
Total regulatory assets and liabilities, net $ 2,86 $ 2,75€

(1) As discussed in Note 8(b), CenterPoint Houston ritisred approximately $665 million of Hurricane Ikestoration costs in Novemt
2009. CenterPoint Houston did not record a returrHurricane Ike restoration costs until approvaklie Public Utility Commission
Texas (Texas Utility Commission) was received ir0200ther regulatory assets that are not earnimgtian were not material
December 31, 2008 and 20(

(2) CenterPoint Houstos’actuarially determined pension expense for 260&cess of the 2007 base year amount is beingrddféor rati
making purposes until its next general rate cassyaunt to Texas law. CenterPoint Houston defeared regulatory asset $32 millior
pension and other postemployment expenses duringethr ended December 31, 20

CenterPoint Energy’s rategulated businesses recognize removal costs asponent of depreciation expense in accordancereghlaton
treatment. As of December 31, 2008 and 2009, theswval costs of $779 million and $818 million, pestively, are classified as regulat
liabilities in CenterPoint Energy’ Consolidated Balance Sheets. A portion of the lemh@f removal costs that related to asset retird
obligations has been reclassified from a regulaliatyility to an asset retirement liability in acdance with accounting guidance for conditic
asset retirement obligations. At December 31, 20682009, CenterPoint Energyasset retirement obligations were $63 million $82 million.
respectively. The increase in asset retiremerigatibn in 2009 of $19 million is primarily attritable to the decrease in the credit-adjusted risk
free rate used to value the asset retirement dldigas of the end of the period.

(f) Depreciation and Amortization Expense

Depreciation is computed using the straight-linethnd based on economic lives or regulatorgndated recovery periods. Amortiza
expense includes amortization of regulatory assedsother intangibles. See Notes 2(e) and 3(additional discussion of these items.

The following table presents depreciation and ainatibn expense for 2007, 2008 and 2009 (in mi#ijon

2007 2008 2009
Depreciation expens $ 458 $ 47¢  $ 49¢
Amortization expense 17¢€ 23C 247

Total depreciation and amortization expense $ 631 $ 706 $ 745
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(g) Capitalization of Interest and Allowance for Fads Used During Construction

Allowance for funds used during construction (AFUDI@presents the approximate net composite interest of borrowed funds anc
reasonable return on the equity funds used fortoactson. Although AFUDC increases both utility pteand earnings, it is realized in cash w
the assets are included in rates for subsidiahniasapply the guidance for accounting for regulatpdrations. Interest and AFUDC are capital
as a component of projects under construction aiidb& amortized over the assetsstimated useful lives. During 2007, 2008 and 2
CenterPoint Energy capitalized interest and AFUD&ZL million, $12 million and $5 million, respeetly.

(h) Income Taxes

CenterPoint Energy files a consolidated federabine tax return and follows a policy of compreheasiterperiod tax allocation. CenterP
Energy uses the asset and liability method of aciiog for deferred income taxes. Deferred inconxeatssets and liabilities are recognized fol
future tax consequences attributable to differermstsveen the financial statement carrying amoufitexésting assets and liabilities and tt
respective tax bases. Investment tax credits tlese weferred are being amortized over the estimiated of the related property. A valuat
allowance is established against deferred tax @$setvhich management believes realization isausisidered more likely than not. CenterP
Energy recognizes interest and penalties as a coemp@f income tax expense. For additional infofomategarding income taxes, see Note 9.

(i) Accounts Receivable and Allowance for Doubtfétcounts

Accounts receivable are net of an allowance forbtfoli accounts of $35 million and $24 million at €enber 31, 2008 and 20
respectively. The provision for doubtful accoumsGenterPoint Energy’ Statements of Consolidated Income for 2007, 2808 2009 we
$45 million, $54 million and $36 million, respeatiy.

On October 9, 2009, CERC amended its receivabt@ktyao extend the termination date to Octobe810. Availability under CERC’s 364-
day receivables facility ranges from $150 millian®375 million, reflecting seasonal changes in iked#es balances. At December 31, 2008
2009, the facility size was $128 million and $15ion, respectively. As of December 31, 2008 ar@D®, advances under the receiva
facilities were $78 million and $-0-, respectively.

() Inventory

Inventory consists principally of materials and gligs and natural gas. Materials and supplies ateed at the lower of average cos
market. Natural gas inventories of CenterPoint BperCompetitive Natural Gas Sales and Servimgsiness segment are also primarily value
the lower of average cost or market. Natural gagntories of CenterPoint EnergyNatural Gas Distribution business segment amayily
valued at weighted average cost. During 2008 a® 2CGenterPoint Energy recorded $30 million andriion, respectively, in writedowns o
natural gas inventory to the lower of average cosharket.

December 31

2008 2009
(In millions)

Materials and supplie $ 126 % 13€

Natural gas 441 18¢

Total inventory $ 56 $ 327

(k) Derivative Instruments

CenterPoint Energy is exposed to various markdtsrisThese risks arise from transactions entered int the normal course
business. CenterPoint Energy utilizes derivativgtruments such as physical forward contracts, sveaql options to mitigate the impact
changes in commodity prices and weather on its atjpgy results and cash flows. Such derivatives rapmgnized in CenterPoint Energy’
Consolidated Balance Sheets at their fair valuesmiCenterPoint Energy elects the normal purchadesales exemption for qualified phys
transactions. A derivative may be designated asrimal purchase or normal sale if the intent ishgsically receive or deliver the product for
or sale in the normal course of business.
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CenterPoint Energy has a Risk Oversight Committeeposed of corporate and business segment offilcatoversees all commodity pri

weather and credit risk activities, including CeR@nt Energy’s marketing, risk management servamed hedging activities. The committee’
duties are to establish CenterPoint Energy’s conityoidk policies, allocate boardpproved commercial risk limits, approve use of meaduct:
and commodities, monitor positions and ensure campé with CenterPoint Energy’risk management policies and procedures ands
established by CenterPoint Energy’s board of dimesct

CenterPoint Energg’ policies prohibit the use of leveraged finandmgtruments. A leveraged financial instrument, flois purpose, is
transaction involving a derivative whose finand@mpact will be based on an amount other than thienal amount or volume of the instrument.

() Investments in Other Debt and Equity Securities

CenterPoint Energy reports "trading" securitieestimated fair value in its Consolidated Balancee®$, and any unrealized holding gains
losses are recorded as other income (expense) 8tdatements of Consolidated Income.

As of December 31, 2008 and 2009, CenterPoint Bnleedd investments in Time Warner Inc. (TW) relassgturities, which were classifi
as "trading" securities. For information regardihgse investments, see Note 6.

(m) Environmental Costs

CenterPoint Energy expenses or capitalizes enviemwah expenditures, as appropriate, depending eir fluture economic benel
CenterPoint Energy expenses amounts that relasa texisting condition caused by past operations dbanot have future economic bent
CenterPoint Energy records undiscounted liabilitedated to these future costs when environmeststssments and/or remediation activitie:
probable and the costs can be reasonably estimated.

(n) Statements of Consolidated Cash Flows

For purposes of reporting cash flows, CenterPoin@rgy considers cash equivalents to be steorty, highly liquid investments with maturit
of three months or less from the date of purch&seonnection with the issuance of transition bomd€ctober 2001, December 2005
February 2008 and system restoration bonds in Nbeen2009, CenterPoint Energy was required to astabkstricted cash accounts
collateralize the bonds that were issued in themm€ing transactions. These restricted cash atsa@are not available for withdrawal until
maturity of the bonds and are not included in casld cash equivalents. These restricted cash accain$60 million and $34 million
December 31, 2008 and 2009, respectively, arededun other current assets in CenterPoint Enef@grsolidated Balance Sheets. For additi
information regarding transition and system regionabonds, see Notes 3(a), 3(b) and 8(b). Cashcasld equivalents includes $166 million
$151 million at December 31, 2008 and 2009, respayt that is held by CenterPoint Energytansition and system restoration bond subset
solely to support servicing the transition and eystestoration bonds.

(o) New Accounting Pronouncements

Effective January 1, 2009, CenterPoint Energy astbptew accounting guidance which requires enhartiedosures of derivati
instruments and hedging activities such as thevdire of derivative instruments and presentatibtheir gains or losses in tabular format, as
as disclosures regarding credit risks and strategiel objectives for using derivative instrumenfthese disclosures are included as pa
CenterPoint Energy’s Derivatives Instruments fotgnsee Note 4).

Effective January 1, 2009, CenterPoint Energy astbptew accounting guidance for convertible dehlrimsents that may be settled in c
upon conversion (including partial cash settlemevtt)ch changed the accounting treatment for comersecurities that the issuer may si
fully or partially in cash and which required redpective application to all periods presented. Wrlis new guidance, cash settled conver
securities are separated into their debt and eaquitgponents. The value assigned to the debt compasiehe estimated fair value, as of
issuance date, of a similar debt instrument withbatconversion feature, and the difference
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between the proceeds for the convertible debt hadatmount reflected as a debt liability is recordedadditional paidh capital. As a result, tl
debt is recorded at a discount reflecting its betoarket coupon interest rate. The debt is then sulesdly accreted to its par value ovel
expected life, with the rate of interest that refifethe market rate at issuance being reflecteth@imcome statement. CenterPoint Energy curr
has no convertible debt that is within the scopethd$ new guidance, but did during prior periodesented. The required retrospec
implementation of this new guidance had a wash effect on net income for prior periods andGbesolidated Balance Sheets when Center
Energy had contingently convertible debt outstagdirhe effect on net income for the years endeceBPéer 31, 2007 and 2008 was a decree
net income of $4 million, or $0.02 per basic antutdd share, and $1 million, or $0.01 per basicrestend no change per diluted sh
respectively. The implementation effect on the @tidated Balance Sheet as of December 31, 200&ased Additional Paid-I@apital an
Accumulated Deficit by $23 million.

Effective January 1, 2009, CenterPoint Energy astbpiew accounting guidance on employelistlosures about postretirement benefit
assets which expands the disclosures about emplgylan assets to include more detailed disclosabesit the employershvestment strategie
major categories of plan assets, concentratiomslofwithin plan assets and valuation techniqueius measure the fair value of plan assets
Note 2(p) below for the required disclosur

Effective June 30, 2009, CenterPoint Energy adoptad accounting guidance on interim disclosuresutfsr value of financial instrumer
which expands the fair value disclosures requiredall financial instruments to interim periods.igmew guidance also requires entitie
disclose in interim periods the methods and sigaift assumptions used to estimate the fair valdaaicial instruments. CenterPoint Energy’
adoption of this new guidance did not have a matéripact on its financial position, results of ogt#ons or cash flows.

Effective June 30, 2009, CenterPoint Energy adopiaa accounting guidance on subsequent eventsetttablishes general standard
accounting for and disclosure of events that oafter the balance sheet date but before finantdédments are issued or are available to be is
CenterPoint Energyg adoption of this new guidance did not have a ratenpact on its financial position, results gfevations or cash flows. £
Note 15 for the subsequent event related disclgs

Effective July 1, 2009, CenterPoint Energy adopted accounting guidance on the FASB Accounting &asts Codification (Codificatio
and the hierarchy of generally accepted accoungirigciples. This new accounting guidance estabBsthe Codification as the source
authoritative U.S. generally accepted accountinigciples recognized by the FASB to be applied bywgavernmental entities. Rules i
interpretive releases of the Securities and Excha@@gmmission (SEC) under authority of federal séesrlaws are also sources of authorite
GAAP for SEC registrants. CenterPoint Enegggdoption of this new guidance did not have angaich on its financial position, results
operations or cash flows.

In June 2009, the FASB issued new accounting geelam consolidation of variable interest entitig$Es) that changes how a report
entity determines a primary beneficiary that woot@thsolidate the VIE from a quantitative risk andvaeds approach to a qualitative apprc
based on which variable interest holder has thegpdav direct the economic performance related diets/of the VIE as well as the obligatior
absorb losses or right to receive benefits thalccpotentially be significant to the VIE. This neyuidance requires the primary benefic
assessment to be performed on an ongoing basislasadequires enhanced disclosures that will pvitbre transparency about a company’
involvement in a VIE. This new guidance is effeetifor a reporting entity first annual reporting period that begins afteyvéimber 1t
2009. CenterPoint Energy expects that the adopifothis new guidance will not have a material impan its financial position, results
operations or cash flows.

In January 2010, the FASB issued new accountindague to require additional fair value related ldisares including transfers into and
of Levels 1 and 2 and separate disclosures abaehases, sales, issuances, and settlements retatiogvel 3 measurements. It also clari
existing fair value disclosure guidance about thel of disaggregation and about inputs and valnatchniques. This new guidance is effe(
for the first reporting period beginning after Dedzer 15, 2009. CenterPoint Energy expects thaadoption of this new guidance will not hav
material impact on its financial position, resufsoperation or cash flows.
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Management believes the impact of other recensiydd standards, which are not yet effective, vatllmave a material impact on CenterP
Energy’s consolidated financial position, result®perations or cash flows upon adoption.

(p) Stock-Based Incentive Compensation Plans andfwoyee Benefit Plans
Stock-Based Incentive Compensation Plans

CenterPoint Energy has long-term incentive planBlfis) that provide for the issuance of stdidlsed incentives, including stock optic
performance awards, restricted stock unit awardb rastricted and unrestricted stock awards to efficand key employees. Approxima
21 million shares of CenterPoint Energy commonlstre authorized to be issued under these plans.

Equity awards are granted to employees without ¢oshe participants. The performance awards gcame2007, 2008 and 2009 |
distributed based upon the achievement of certajiectives over a thregear performance cycle. The stock awards grant@®@7, 2008 and 201
are subject to the operational condition that totahmon dividends declared during the thyear vesting period must be at least $2.04, $2nti
$2.28 per share, respectively. The stock awardergéin vest at the end of a thrgear period. Upon vesting, both the performance stodk
awards are issued to the participants along wighviilue of dividend equivalents earned over théopmance cycle or vesting period. CenterP
Energy issues new shares in order to satisfy dbased payments related to LTIPs.

Stock options are generally granted with an exerpirice equal to the average of the high and Idessarice of CenterPoint Energystock ¢
the date of grant. These stock options generaltpine exercisable in ortaird increments on each of the first through tharthiversaries of tt
grant date and have 10-year contractual termstdik ®ptions were granted during 2007, 2008 an®200

CenterPoint Energy recorded LTIP compensation esgen $10 million, $10 million and $15 million ftine years ended December 31, 2
2008 and 2009, respectively. This expense is dealun Operation and Maintenance Expense in thier@tnts of Consolidated Income.

The total income tax benefit recognized related ToPs was $4 million, $4 million and $6 million ithe years ended December 31, 2
2008 and 2009, respectively. No compensation ebsted to LTIPs was capitalized as a part of inmgnor fixed assets in 2007, 2008 or 2009.

The actual tax benefit realized for tax deductioglsted to LTIPs totaled $7 million, $5 million ag® million, for 2007, 2008 and 20(
respectively.

Compensation costs for the performance and stoekdsagranted under LTIPs are measured using faievend expected achievement le
on the grant date. The fair value of awards ghbbeemployees after April 2009 are based on thsing stock price of CenterPoint Energy’
common stock on the grant date. The fair valuavedrds granted prior to May 2009 are based on\beage of the high and low stock price
CenterPoint Energy’s common stock on the grant.d@itee compensation expense is recorded on a stiaghbasis over the vesti
period. Forfeitures are estimated on the daterafitgpased on historical averages. For performam@rds with operational goals, the expe
achievement level is revised as goal achievemeate\aluated.
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The following tables summarize CenterPoint EnergyfP activity for 2009:

Stock Options

Outstanding Options
Year Ended December 31, 2009

Remaining
Weighted- Average Aggregate
Shares Average Contractual Intrinsic

(Thousands) Exercise Price Life (Years) Value (Millions)
Outstanding at December 31, 2( 585¢ $ 17.61
Expired (579 18.2¢
Cancellec (29%) 25.6:
Exercised (47%) 9.2

Outstanding at December 31, 2009 4,51 17.9¢ 1¢ ¢ 14

Exercisable at December 31, 2009 4,513 17.9¢ 1.9 14

Cash received from stock options exercised was§ifldn, $3 million and $4 million for 2007, 2008d 2009, respectively.

Performance Awards

QOutstanding and Nor-Vested Share:
Year Ended December 31, 2009

Weighted- Remaining
Average Average Aggregate
Shares Grant Date Contractual Intrinsic
(Thousands) Fair Value Life (Years) Value (Millions)
Outstanding at December 31, 2( 2,102 $ 15.3%
Granted 1,21¢ 12.42
Forfeited or cancelle (222) 13.2¢
Vested and released to participants (516) 13.0¢
Outstanding at December 31, 2009 2,58: 14.6: 12  $ 28

The nonvested and outstanding shares displayed in the tibve, assumes that shares are issued at themamaxperformance level. T
aggregate intrinsic value reflects the impactsusfent expectations of achievement and stock price.

Stock Awards

Outstanding and Nor-Vested Stock Share:
Year Ended December 31, 2009

Remaining
Weighted- Average
Average Contractual Aggregate
Shares Grant Date Life Intrinsic
(Thousands) Fair Value (Years) Value (Millions)
Outstanding at December 31, 2( 78¢ % 15.3¢
Granted 46C 12.3(
Forfeited or cancelle 9 14.0z
Vested and released to participants (289) 13.7:
Outstanding at December 31, 2009 951 14.3¢ 12 % 14

The weighted-average grant-date fair values of dsvgranted were as follows for 2007, 2008 and 2009:

Year Ended December 31

2007 2008 2009
Performance awarc $ 18.2C $ 15.4C $ 12.42
Stock award: 18.2¢ 15.0¢ 12.3(C

79




WPD-6
Table of Content Screening Data Part 1 of 2
Page 2987 of 9808

Valuation Data

The total intrinsic value of awards received bytiggrants was as follows for 2007, 2008 and 2009:

Year Ended December 31

2007 2008 2009
(In millions)
Stock options exercise $ 13 % 2 3 2
Performance awarc 3 6 7
Stock award: 4 5 4

The total grant date fair value of performance stotk awards which vested during the years endedmber 31, 2007, 2008 and 2009
$7 million, $8 million and $11 million, respectiyel As of December 31, 2009, there was $27 milladrtotal unrecognized compensation 1
related to non-vested performance and stock awaelnitsh is expected to be recognized over a weightestage period of 1.8 years.

Pension and Postretirement Benefits

CenterPoint Energy maintains a noontributory qualified defined benefit pension pleovering substantially all employees, with bers
determined using a cash balance formula. Undecadkt balance formula, participants accumulateiegene¢nt benefit based upon 5% of elig
earnings, which increased from 4% effective Jandar3009, and accrued interest. Prior to 1999 ptresion plan accrued benefits based on
of service, final average pay and covered compemsatertain employees participating in the plamfBecember 31, 1998 automatically rec
the greater of the accrued benefit calculated uttdeprior plan formula through 2008 or the caslafige formula. Participants have historic
been 100% vested in their benefit after complefing years of service. Effective January 1, 200@nterPoint Energy changed the ves
schedule to provide for 100% vesting after threaryeo comply with the Pension Protection Act 00&0In addition to the nooentributory
qualified defined benefit pension plan, CenterP&néergy maintains unfunded nopralified benefit restoration plans which allow ti@pants t
receive the benefits to which they would have beatitled under CenterPoint Energy’s noontributory pension plan except for feder
mandated limits on qualified plan benefits or oa liével of compensation on which qualified plandféa may be calculated.

CenterPoint Energy provides certain healthcareliémdhsurance benefits for retired employees aoatributory and nomontributory basi:
Employees become eligible for these benefits ifthave met certain age and service requirementstistment, as defined in the plans. Ur
plan amendments, effective in early 1999, healthbanefits for future retirees were changed totlamployer contributions for medical covera

Such benefit costs are accrued over the activacgeperiod of employees. The net unrecognized itiansobligation, resulting from tt
implementation of accrual accounting, is being amed over approximately 20 years.

CenterPoint Energyg’ net periodic cost includes the following compdeerelating to pension, including the benefit restion plan, an
postretirement benefits:

Year Ended December 31

2007 2008 2009

Pension Postretirement Pension Postretirement Pension Postretirement

Benefits Benefits Benefits Benefits Benefits Benefits

(In millions)
Service cos $ 37 % 2 % Il 1 $ 25 % 1
Interest cos 10C 26 101 27 113 28
Expected return on plan ass (149 12 (147) (12 (98) 9
Amortization of prior service cost
(credit) @ - 8) 3 3 3

Amortization of net los 34 3 23 - 68 -
Amortization of transition obligatio - 7 - 7 - 7
Benefit enhancement - - 1 - - -
Net periodic cos $ 15 $ 26 $ 1 $ 26 $ 111 $ 30
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CenterPoint Energy used the following assumptiordetermine net periodic cost relating to pensiuth @ostretirement benefits:

December 31

2007 2008 2009
Pension Postretirement Pension Postretirement Pension Postretirement
Benefits Benefits Benefits Benefits Benefits Benefits
Discount rate 5.85% 5.85% 6.4(% 6.4(% 6.9(% 6.9(%
Expected return on plan ass 8.5 7.6C 8.5( 7.6C 8.0C 7.0t
Rate of increase in compensation ley 4.6( - 4.6( - 4.6( -

In determining net periodic benefits cost, CentarP&nergy uses fair value, as of the beginninghef year, as its basis for determir
expected return on plan assets.

The following table summarizes changes in the beobfigation, plan assets, the amounts recognizezbnsolidated balance sheets anc
key assumptions of CenterPoint Eneggpension, including benefit restoration, and msgment plans. The measurement dates for plagts
and obligations were December 31, 2008 and 2009.

December 31
2008 2009

Pension Postretirement Pension Postretirement
Benefits Benefits Benefits Benefits

(In millions, except for actuarial assumptions)

Change in Benefit Obligation

Benefit obligation, beginning of ye $ 1,64 $ 437 $ 1,71C $ 42€
Service cos 31 1 25 1
Interest cos 101 27 113 28
Participant contribution - 5 - 6
Benefits paic (123%) (38) (117 (42
Actuarial gain (loss (59) (20 12¢ 29
Plan amendmet 114 - - -
Medicare reimburseme - 4 - 2
Benefit enhancement 1 - - -
Benefit obligation, end of year 1,71C 42€ 1,86¢ 45C
Change in Plan Asset:
Fair Value of plan assets, beginning of y 1,792 161 1,27¢ 13t
Employer contribution 8 27 20 28
Participant contribution - 5 - 6
Benefits paic (223) (39) (111 (42)
Actual investment return (401) (20) 247 19
Fair value of plan assets, end of year 1,27¢ 13E 1,43 14€
Funded status, end of year $ (434 $ (29) $ (434 $ (3049
Amounts Recognized in Balance Shee
Current liabilitie-other $ 9 $ (100 $ 9 $ 9)
Other liabilities-benefit obligations (42E) (281) (42E) (295)
Net liability, end of yea $ (434 $ (291) $ (434 $ (304)
Actuarial Assumptions
Discount rate 6.9(% 6.9(% 5.7% 5.7%
Expected return on plan ass 8.0C 7.0E 8.0C 7.0E
Rate of increase in compensation le\ 4.6(C - 4.6(C -
Healthcare cost trend rate assumed for the next - 6.5C - 7.5C
Prescription drug cost trend rate assumed for &x¢ year - 12.0¢ - 8.0C
Rate to which the cost trend rate is assumed tlingeche ultimate trend

rate) - 5.5C - 5.5C
Year that the healthcare rate reaches the ultitnael rate - 2011 - 2014
Year that the prescription drug rate reaches ttimate trend rat - 201« - 201t
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At December 31, 2008, the pension benefit obligatiwreased by $114million due to a plan amendment effective Januargd09. Th
amendment increased certain cash balance accourtsjunction with a transition to a uniform castidmce program effective 2009.

The accumulated benefit obligation for all defirmehefit pension plans was $1,708 million and $1884on as of December 31, 2008 ¢
2009, respectively.

The expected rate of return assumption was develbgea weightedrverage return analysis of the targeted assetadilbwcof CenterPoil
Energy’s plans and the expected real return foh emset class, based on the lomign capital market assumptions, adjusted for itmaest fee
and diversification effects, in addition to expetieflation.

The discount rate assumption was determined byhimgtdhe accrued cash flows of CenterPoint Energyans against a hypothetical yi
curve of high-quality corporate bonds represented beries of annualized individual discount rditesh one-half to thirty years.

For measurement purposes, healthcare costs armeddo increase 7.50% during 2010, after which thte decreases until reaching
ultimate trend rate of 5.50% in 2014. Prescriptibng costs are assumed to increase 8.00% durin@, 20ter which this rate decreases 1
reaching the ultimate trend rate of 5.50% in 2015.

Amounts recognized in accumulated other comprekierisss consist of the following:

December 31

2008 2009
P ension Postretirement Pension Postretirement
Benefits Benefits Benefits Benefits
(In millions)
Unrecognized actuarial lo: $ 181 $ 5 8 16z $ 15
Unrecognized prior service cc 17 11 16 9
Unrecognized transition obligation - 3 - 3
Net amount recognized in accumulated other commsihe loss $ 19¢ $ 19 $ 17¢  $ 27
The changes in plan assets and benefit obligatestgnized in other comprehensive income during@20@ as follows (in millions):
Pension Postretirement
Benefits Benefits
Net loss (gain $ (34) $ 10
Amortization of net los 15 -
Prior service cred @) 4)
Amortization of prior service credit (cost) 1 2
Total recognized in comprehensive income $ (20) $ 8

The total expense recognized in net periodic casid other comprehensive income was $91 million &88 million for pension ar
postretirement benefits, respectively, for the yeraded December 31, 2009.

The amounts in accumulated other comprehensiveelgsscted to be recognized as components of nietdi@benefit cost during 2010 are
follows (in millions):

Pension Postretirement

Benefits Benefits
Unrecognized actuarial lo: $ 13 $ -
Unrecognized prior service cost 1 2
Amounts in comprehensive income to be recognizeatktrperiodic cost in 2010 $ 14 $ 2
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The following table displays pension benefits redato CenterPoint Energy’pension plans that have accumulated benefit atimigs ir
excess of plan assets:

December 31

2008 2009
Pension Pension Pension Pension
Qualified Non-qualified Qualified Non-qualified
(In millions)
Accumulated benefit obligatic $ 1,62 $ 86 $ 1,77C % 94
Projected benefit obligatic 1,62¢ 86 1,772 94
Fair value of plan asse 1,27¢ - 1,432 -

Assumed healthcare cost trend rates have a signtfiffect on the reported amounts for CenterFongrgy’s postretirement benefit plans
1% change in the assumed healthcare cost trendvoatiel have the following effects:

1% 1%
Increase Decrease
(In millions)
Effect on the postretirement benefit obligat $ 17 % 15
Effect on total of service and interest ¢ 1 1

In managing the investments associated with thefiteplans, CenterPoint Energyobjective is to preserve and enhance the valysao
assets while maintaining an acceptable level cditildy. These objectives are expected to be a&ddtrough an investment strategy that mar
liquidity requirements while maintaining a lomgrm horizon in making investment decisions andcigfit and effective management of f
assets.

As part of the investment strategy discussed abGeeferPoint Energy has adopted and maintainsolf@vMing weighted average allocati
targets for its benefit plans:

Pension Postretirement

Benefits Benefits
Domestic equity securitie 25-35% 21-31%
Global equity securitie 7-13% -
International equity securitie 17-23% 4-14%
Debt securitie: 30-40% 6C-70%
Real estat 0-5% -
Cash 0-2% 0-2%
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The fair values of CenterPoint Energy’s pensiom@asets at December 31, 2009, by asset categoasdollows:

Fair Value Measurements at December 31, 20(

(in millions)
Quoted Prices in Significant Significant
Active Markets for Observable Unobservable
Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

Cash $ 1 $ 1 $ - $ =
Common collective trust funds ( 738 - 738 -
Corporate Bonds

Investment grade or abo 19¢ - 192 1

High yield 2 - 2
Equity securities

International companie 162 16C 2 -

U.S. companie 96 96 - -
Securities received as collate 114 114 - -
U.S. government back agencies bo 55 55 - -
U.S. treasurie 50 50 - -
Mortgage backed securiti 39 - 39 -
Asset backed securitit 27 - 24 3
Municipal bonds 22 2 20 -
Mutual funds (2 21 21 - -
International government bon 12 - 12 -
Real estat 9 - - 9
Obligation to return securities received as cotkdte (114) (114) - -
Total $ 1,43 $ 39t 3 1,022 $ 13

(1) 30% of the amount invested in common collectivesttriwnds is in fixed income securities, 31% is itSBUequities and 39% is
international equities

(2) 48% of the amount invested in mutual funds is xedi income securities and 52% is in U.S. equi
The pension plan utilized both exchange tradedcaed-theeounter financial instruments such as futuresrésterate options and swaps -
were marked to market daily with the gains/lossetflesd in the cash accounts. The pension plan didintlude any holdings of CenterPc
Energy common stock as of December 31, 2008 or.2009

The following table sets forth a summary of chanigebe fair value of the pension plarevel 3 investments for the year ended Decemby
2009:

Level 3 Investments
Year Ended December 31, 200

(in millions)
Corporate Asset backec Real
bonds securities estate Total
Balance, beginning of ye $ 1 $ 3 % 14 $ 18
Unrealized gains/(losses) relating to
instruments still held at the reporting date - - (5) (5)
Balance, end of year $ 1 3 3 3 9 3 13
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The fair values of CenterPoint Energy’s postretigatrplan assets at December 31, 2009, by assgocatare as follows:

Fair Value Measurements at December 31, 20(

(in millions)
Quoted Prices
in Active
Markets for Significant Significant
Identical Observable Unobservable
Assets Input Inputs
Total (Level 1) (Level 2) (Level 3)
Mutual funds (1) $ 146 $ 146 $ - $ -
Total $ 14€  §$ 14€  $ - $ -

(1) 65% of the amount invested in mutual funds isxediincome securities, 26% is in U.S. equities @¥dis in international equitie
CenterPoint Energy contributed $13 million, $7 moill and $26 million to its qualified pension, nqoalified pension and postretirem
benefits plans, respectively, in 2009. CenterP&nergy expects to contribute approximately $9 mrilliand $19 million to its nogualified
pension and postretirement benefits plans, respdgtiin 2010.

The following benefit payments are expected to &id py the pension and postretirement benefit plamsnillions):

Postretirement Benefit Plan

Medicare

Pension Benefit Subsidy

Benefits Payments Receipts
2010 $ 13 $ 33 $ (4)
2011 13¢ 35 (5)
2012 142 36 (5)
2013 14t 38 (6)
2014 144 39 (6)
2015-2019 743 21€ (38

Savings Plan

CenterPoint Energy has a tgualified employee savings plan that includes & ecasleferred arrangement under Section 401 (Keirternzs
Revenue Code of 1986, as amended (the Code), amthployee stock ownership plan (ESOP) under Sed®3(e)(7) of the Code. Under
plan, participating employees may contribute aiporof their compensation, on a pre-tax or afterbasis, generally up to a maximum of 50¢
eligible compensation. The Company matches 100%efirst 6% of each employeetompensation contributed. The matching contrimstiar
fully vested at all times.

Participating employees may elect to invest alagrortion of their contributions to the plan in @xRoint Energy common stock, to h
dividends reinvested in additional shares or t@irex dividend payments in cash on any investme@eanterPoint Energy common stock, an
transfer all or part of their investment in Centarf® Energy common stock to other investment ogtioffiered by the plan.

The savings plan has significant holdings of Cdmért Energy common stock. As of December 31, 2@09320,436 shares of CenterP
Energys common stock were held by the savings plan, wreghesented approximately 23% of its investme@tgen the concentration of t
investments in CenterPoint Energy’s common stdok savings plan and its participants have markktralated to this investment.

CenterPoint Energy’s savings plan benefit expensggs $35 million, $39 million and $31 million in @9, 2008 and 2009, respectively.
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Postemployment Benefits

CenterPoint Energy provides postemployment benéditsformer or inactive employees, their benefigarand covered dependents, ¢
employment but before retirement (primarily headttecand life insurance benefits for participantthie longterm disability plan). The Compa
recorded postemployment benefit income of $2 mmlli®1 million and $-0- in 2007, 2008 and 2009, eetely.

Included in "Benefit Obligations" in the accompamyiConsolidated Balance Sheets at December 31, 20082009 was $32 million a
$29 million, respectively, relating to postemployrhebligations.

Other Non-Qualified Plans

CenterPoint Energy has nopualified deferred compensation plans that providmefits payable to directors, officers and certiedy
employees or their designated beneficiaries atifipgduture dates, upon termination, retirementdeath. Benefit payments are made fromr
general assets of CenterPoint Energy. During 2@0D8 and 2009, CenterPoint Energy recorded bepgfiense relating to these plans
$7 million, $4 million and $6 million, respectivelyncluded in "Benefit Obligations" in the accompary Consolidated Balance Sheet:
December 31, 2008 and 2009 was $83 million andriiflibn, respectively, relating to deferred compatisn plans.

Effective January 1, 2008, CenterPoint Energy astbptew guidance on accounting for deferred compiemsand postretirement bent
aspects of endorsement spgliHar life insurance arrangements which requirezht€rPoint Energy to recognize the effect of immatatior
through a cumulative effect adjustment to retaieathings or other components of equity as of tiggniméng of the year of adoption. CenterP
Energy calculated the impact as negligible at firee tof adoption on January 1, 2008. During 2008nt€rPoint Energy determined that
adoption calculation had omitted the impact thatréasingfuture premium costs would have on the liabilitydatherefore, it recorded as
cumulative effect adjustment a $15 million correntito increase other nanwrent liabilities and accumulated deficit as ahdary 1, 2008. Tl
effect of the correction is not material to Cent@n® Energy’s previously issued financial statemnseahd did not affect CenterPoint Enegy’
results of operations or cash flows. Included anéfit Obligations in CenterPoint EnergyConsolidated Balance Sheets at December 31,
and 2009 was $16 million and $19 million, respeddiiy relating to split-dollar life insurance arramgents.

Change in Control Agreements and Other Employee kéas

CenterPoint Energy has agreements with certaitsaffficers that generally provide, to the extgmplacable, in the case of a change in col
of CenterPoint Energy and termination of employméortseverance benefits of up to three times anpase salary plus bonus, and other ben
These agreements are for a one-year term with aitomenewal unless action is taken by CenterPBimdrgy’s board of directors prior to t
renewal.

As of December 31, 2009, approximately 30% of Cétdmt Energys employees are subject to collective bargainimrgemgents. One of t
collective bargaining agreements covering approtéiyald% of CenterPoint Energy’employees, the International Brotherhood of Hieat
Workers Union Local No. 66, is scheduled to expir&ay 2010. CenterPoint Energy has a good relatignwith this bargaining unit and expe
to negotiate a new agreement in 2010.

?3) Regulatory Matters
(a) Hurricane lke

CenterPoint Houstor'electric delivery system suffered substantial aigenas a result of Hurricane lke, which struckupper Texas coast
September 2008.

As is common with electric utilities serving codgstegions, the poles, towers, wires, street ligind pole mounted equipment that comg

CenterPoint Houstogr’transmission and distribution system are not i@/éy property insurance, but office buildings avatehouses and th
contents and substations are covered by insurance
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that provides for a maximum deductible of $10 roiili Current estimates are that total losses to gutppcovered by this insurance w
approximately $30 million.

CenterPoint Houston deferred the uninsured syststomation costs as management believed it wasaplelthat such costs would
recovered through the regulatory process. As altresystem restoration costs did not affect CermdgrPEnergy’s or CenterPoint Housten’
reported operating income for 2008 or 2009.

Legislation enacted by the Texas Legislature inilA&2009 authorized the Texas Utility Commissionctinduct proceedings to determine
amount of system restoration costs and relateds @ssociated with hurricanes or other major stdiras utilities are entitled to recover, anc
issue financing orders that would permit a utilige CenterPoint Houston to recover the distribatfmortion of those costs and related carr
costs through the issuance of n@course system restoration bonds similar to thergezation bonds issued previously. The legistatalsc
allowed such a utility to recover, or defer forute recovery, the transmission portion of its systeestoration costs through the exis
mechanisms established to recover transmissios.cost

Pursuant to such legislation, CenterPoint Housiled fvith the Texas Utility Commission an applicatifor review and approval for recov
of approximately $678 million, including approxiregt $608 million in system restoration costs idéedi as of the end of February 2009, |
$2 million in regulatory expenses, $13 million iartain debt issuance costs and $55 million in irediand projected carrying costs calcul
through August 2009. In July 2009, CenterPoint Howmsannounced a settlement agreement with theegatti the proceeding. Under 1
settlement agreement, CenterPoint Houston wadezhtit recover a total of $663 million in costsatéig to Hurricane lke, along with carrying
costs from September 1, 2009 until system restordtonds were issued. The Texas Utility Commisgened an order in August 2009 appro
CenterPoint Houstor’application and the settlement agreement andaziting recovery of $663 million, of which $643 fivh was attributabl
to distribution service and eligible for securitiva and the remaining $20 million was attributatdléransmission service and eligible for reco'
through the existing mechanisms established toverdbansmission costs.

In July 2009, CenterPoint Houston filed with thexags Utility Commission its application for a finang order to recover the portion
approved costs related to distribution service ugtothe issuance of system restoration bondsAulust 2009, the Texas Utility Commiss
issued a financing order allowing CenterPoint Hoosto securitize $643 million in distribution serei costs plus carrying charges fi
September 1, 2009 through the date the systemratisto bonds were issued, as well as certairfraipt qualified costs capped at approxima
$6 million. In November 2009, CenterPoint Housisaued approximately $665 million of system rediorabonds through its CenterPc
Energy Restoration Bond Company, LLC subsidianhviiterest rates of 1.833% to 4.243% and final mitgtalates ranging from February 2(
to August 2023. The bonds will be repaid over tim@ugh a charge imposed on customers.

In accordance with the financing order, CenterPbliatiston also placed a separate customer credftaént when the storm restoration bo
were issued. That credit (ADFIT Credit) is applied customersbills while the bonds are outstanding to refle@ thenefit of accumulat
deferred federal income taxes (ADFIT) associatdti tie storm restoration costs (including a cagytharge of 11.075%). The beginning bal¢
of the ADFIT related to storm restoration costs wagroximately $207 million and will decline ovéretlife of the system restoration bond:
taxes are paid on the system restoration taritie. ADFIT Credit will reduce operating income in Bty approximately $24 million.

In accordance with the orders discussed abovef &ecember 31, 2009, CenterPoint Houston has redo$6é51 million associated w
distribution-related storm restoration costs agfaregulatory asset and $20 million associated wihsmissiorrelated storm restoration costs
which $18 million is recorded in property, plantdaequipment and $2 million of related carrying soist recorded in regulatory assets. T
amounts reflect carrying costs of $60 million rethto distribution and $2 million related to transsion through December 31, 2009, based o
11.075% cost of capital approved by the Texas tytliommission. The carrying costs have been hdfied into two components: (i) return
borrowing costs and (ii) an allowance for earnimgs shareholdersinvestment. During the year ended December 3192@% compone
representing a return of borrowing costs of $23iomlhas been recognized and is included in otheorne in CenterPoint EnergyStatements
Consolidated Income. The component representiralawance for earnings on shareholdénsestment of $39 million is being deferred andl
be recognized as it is collected through rates.
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(b) Recovery of True-Up Balance

In March 2004, CenterPoint Houston filed its tu@-application with the Texas Utility Commissiomquesting recovery of $3.7 billic
excluding interest, as allowed under the Texas tite€hoice Plan (Texas electric restructuring law) December 2004, the Texas Uti
Commission issued its final order (True-Up Ordéigvaing CenterPoint Houston to recover a tygbalance of approximately $2.3 billion, wh
included interest through August 31, 2004, and joled for adjustment of the amount to be recovereithtlude interest on the balance
recovery, along with the principal portion of adlalital excess mitigation credits (EMCs) returneattistomers after August 31, 2004 and ce
other adjustments.

CenterPoint Houston and other parties filed appefatise Truebp Order to a district court in Travis County, Texin August 2005, that col
issued its judgment on the various appeals. ljuitgment, the district court:

» reversed the Texas Utility Commiss’s ruling that had denied recovery of a portionhef tapacity auction tr-up amounts

» reversed the Texas Utility Commissierruling that precluded CenterPoint Houston frooowering the interest component of the EI
paid to retail electric providers (REPS); ¢

» affirmed the Tru-Up Order in all other respec

The district cours decision would have had the effect of restoripgraximately $650 million, plus interest, of the.$billion the Texa
Utility Commission had disallowed from CenterPditduston’s initial request.

CenterPoint Houston and other parties appealedititect courts judgment to the Texas Third Court of Appeals,chhissued its decision
December 2007. In its decision, the court of appeal

» reversed the district cor's judgment to the extent it restored the capacittian tru-up amounts

» reversed the district court’s judgment to théeak it upheld the Texas Utility Commissisndecision to allow CenterPoint Houstot
recover EMCs paid to RRI Energy, Inc. (RRI) (fortggmown as Reliant Energy, Inc. and Reliant ResesyInc.).

» ordered that the tax normalization issue descrliiFddw be remanded to the Texas Utility Commissismegjuested by the Texas Uti
Commission; ani

» affirmed the district cou’'s judgment in all other respec

In April 2008, the court of appeals denied all ron8 for rehearing and reissued substantially theesapinion as it had rendered in Decen
2007.

In June 2008, CenterPoint Houston petitioned thea3&upreme Court for review of the court of appéaicision. In its petition, CenterPc
Houston seeks reversal of the parts of the coudppieals decision that (i) denied recovery of EM@&l to RRI, (ii) denied recovery of t
capacity auction true-up amounts allowed by theridiscourt, (iii) affirmed the Texas Utility Commsion's rulings that denied recovery
approximately $378 million related to depreciatand (iv) affirmed the Texas Utility Commissiaentefusal to permit CenterPoint Houstol
utilize the partial stock valuation methodology fmtermining the market value of its former gerieratissets. Two other petitions for review v
filed with the Texas Supreme Court by other parteeshe appeal. In those petitions parties contdiad (i) the Texas Utility Commission w
without authority to fashion the methodology it dder valuing the former generation assets aftdraid determined that CenterPoint Hou
could not use the partial stock valuation methdd,r{ fashioning the method it used for valuingtformer generating assets, the Texas U
Commission deprived parties of their due procegistsiand an opportunity to be heard, (iii) thebmtk value of the generating assets should
been adjusted downward due to the impact of a msetoption that had been granted to RRI, (iv) GBolat Houston should not have b
permitted to recover construction work in progrieaknces without proving those amounts in the marewired by law and (v) the Texas Uti
Commission was without authority to award intexsthe capacity auction true up award.
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In June 2009, the Texas Supreme Court grantedetigops for review of the court of appeals deaisi®ral argument before the court

held in October 2009. Although CenterPoint Eneagyg CenterPoint Houston believe that CenterPointsittm’s truedp request is consistent w
applicable statutes and regulations and, acconlitigit it is reasonably possible that it will hesessful in its appeal to the Texas Supreme (
CenterPoint Energy can provide no assurance asetaltimate court rulings on the issues to be aersid in the appeal or with respect to
ultimate decision by the Texas Utility Commissiantbe tax normalization issue described below.

To reflect the impact of the True-Up Order, in 2G0w 2005, CenterPoint Energy recorded a net &fteextraordinary loss of $947 millic
No amounts related to the district c’s judgment or the decision of the court of appéage been recorded in CenterPoint Enesgynsolidate
financial statements. However, if the court of agdpealecision is not reversed or modified as a tegdlrther review by the Texas Supreme C¢
CenterPoint Energy anticipates that it would beunegl to record an additional loss to reflect tbart of appeals decision. The amount of that
would depend on several factors, including ultimasolution of the tax normalization issue desatibelow and the calculation of interest on
amounts CenterPoint Houston ultimately is authakierecover or is required to refund beyond theamts recorded based on the Ttije-Order
but could range from $180 million to $410 milligoré-tax) plus interest subsequent to December(819.2

In the True-Up Order, the Texas Utility Commissi@duced CenterPoint Houstanstranded cost recovery by approximately $146ani
which was included in the extraordinary loss diseasabove, for the present value of certain defetag benefits associated with its for
electric generation assets. CenterPoint Energyewedi that the Texas Utility Commission based ittepion proposed regulations issued by
Internal Revenue Service (IRS) in March 2003 thatid have allowed utilities owning assets that wageegulated before March 4, 2003 to
a retroactive election to pass the benefits of Analated Deferred Investment Tax Credits (ADITC) d&hdess Deferred Federal Income Te
(EDFIT) back to customers. However, the IRS subsatiy withdrew those proposed normalization regafet and, in March 2008, adopted fi
regulations that would not permit utilities like f@erPoint Houston to pass the tax benefits backustomers without creating normalizat
violations. In addition, CenterPoint Energy receliae Private Letter Ruling (PLR) from the IRS in Aisg 2007, prior to adoption of the fil
regulations, that confirmed that the Texas Utiltymmission’s order reducing CenterPoint Houstasttanded cost recovery by $146 million
ADITC and EDFIT would cause normalization violatsowith respect to the ADITC and EDFIT.

If the Texas Utility Commission’order relating to the ADITC reduction is not nesesl or otherwise modified on remand so as to ehiei thi
normalization violation, the IRS could require Gafoint Energy to pay an amount equal to CentetRtdnistons unamortized ADITC balan
as of the date that the normalization violatiodéemed to have occurred. In addition, the IRS cdeldy CenterPoint Houston the ability to e
accelerated tax depreciation benefits beginninthéntaxable year that the normalization violatisrdeemed to have occurred. Such treatme
required by the IRS, could have a material advargect on CenterPoint Energytesults of operations, financial condition andhcflows ir
addition to any potential loss resulting from fimakolution of the Tru&}p Order. In its opinion, the court of appeals oediethat this issue
remanded to the Texas Utility Commission, as tlwmmission requested. No party has challenged ttoetr dby the court of appeals although
Texas Supreme Court has the authority to consitlesspects of the rulings above, not just thosellehged specifically by the appellar
CenterPoint Energy and CenterPoint Houston willticme to pursue a favorable resolution of this ésfwrough the appellate and administre
process. Although the Texas Utility Commission haspreviously required a company subject to itsgiction to take action that would resul
a normalization violation, no prediction can be mad to the ultimate action the Texas Utility Cossion may take on this issue on remand.

The Texas electric restructuring law allowed theoanis awarded to CenterPoint Houston in the TexdgylUCommission’s Truelp Orde
to be recovered either through securitization ooufgh implementation of a competition transitioraxe (CTC) or both. Pursuant to a finans
order issued by the Texas Utility Commission in 8fa2005 and affirmed by a Travis County districuitpin December 2005, a new spe
purpose subsidiary of CenterPoint Houston issue85Hillion in transition bonds with interest ratemnging from 4.84% to 5.30% and fi
maturity dates ranging from February 2011 to Au@@20. Through issuance of the transition bonds,
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CenterPoint Houston recovered approximately $1llibbiof the true-up balance determined in the TumgOrder plus interest through the datt
which the bonds were issued.

In July 2005, CenterPoint Houston received an ofden the Texas Utility Commission allowing it tmplement a CTC designed to coll
the remaining $596 million from the Trugp Order over 14 years plus interest at an annat@ of 11.075% (CTC Order). The CTC Ol
authorized CenterPoint Houston to impose a changREPs to recover the portion of the tugbalance not recovered through a financing ¢
The CTC Order also allowed CenterPoint Houstonditect approximately $24 million of rate case exge over three years without a re
through a separate tariff rider (Rider RCE). CePoént Houston implemented the CTC and Rider RCEctiffe September 13, 2005 and be
recovering approximately $620 million. The retummthe CTC portion of the true-up balance was inetléh CenterPoint Houston's tarifase:
revenues beginning September 13, 2005. Effectivgu&ul, 2006, the interest rate on the unrecovbegdnce of the CTC was reduced fi
11.075% to 8.06% pursuant to a revised rule adopyetthe Texas Utility Commission in June 2006. Rery of rate case expenses under F
RCE was completed in September 2008.

Certain parties appealed the CTC Order to a distoart in Travis County. In May 2006, the distradurt issued a judgment reversing
CTC Order in three respects. First, the court rtthed the Texas Utility Commission had impropesiied on provisions of its rule dealing with
interest rate applicable to CTC amounts. The distourt reached that conclusion based on its foslég the Texas Supreme Court had previc
invalidated that entire section of the rule. TheOZ5% interest rate in question was applicable ftheimplementation of the CTC Order
September 13, 2005 until August 1, 2006, the dffeatate of the implementation of a new CTC in cbamze with the revised rule discus
above. Second, the district court reversed the §&ltdity Commissions ruling that allows CenterPoint Houston to recaheough Rider RCE tt
costs (approximately $5 million) for a panel appethby the Texas Utility Commission in connectioithwthe valuation of electric generat
assets. Finally, the district court accepted thetemtion of one party that the CTC should not becated to retail customers that have switche
new on-site generation. The Texas Utility Commissiod CenterPoint Houston appealed the districttcjudgment to the Texas Third Cour
Appeals, and in July 2008, the court of appealensd the district court’s judgment in all respexid affirmed the Texas Utility Commissian’
order. Two parties appealed the court of appeaitside to the Texas Supreme Court which heard amgliment in October 2009. The ultim
outcome of this matter cannot be predicted at timie. However, CenterPoint Energy does not expeetdisposition of this matter to hav
material adverse effect on CenterPoint Energy'€emterPoint Houston'’s financial condition, resolt®perations or cash flows.

During the 2007 legislative session, the Texasslagire amended statutes prescribing the typesieiip balances that can be securitize
utilities and authorized the issuance of transitionds to recover the balance of the CTC. In J@®¥ 2CenterPoint Houston filed a request"
the Texas Utility Commission for a financing ordbat would allow the securitization of the remagibalance of the CTC, adjusted to ref
certain unspent environmental retrofit costs andetmver the amount of the final fuel reconciliatisettiement. CenterPoint Houston reac
substantial agreement with other parties to theceeding, and a financing order was approved byTthes Utility Commission in Septem|
2007. In February 2008, pursuant to the financinden a new special purpose subsidiary of CentetPdbuston issued approximat
$488 million of transition bonds in two tranchegtwinterest rates of 4.192% and 5.234% and finalnity dates of February 2020 and Febr
2023, respectively. Contemporaneously with thedase of those bonds, the CTC was terminated arahsition charge was implemented. Du
the years ended December 31, 2007 and 2008, CeirterRouston recognized approximately $42 millionda$5 million, respectively,
operating income from the CTC.

As of December 31, 2009, CenterPoint Energy haseumgnized an allowed equity return of $193 millan CenterPoint Houston’s trug-
balance because such return will be recognizetliagecovered in rates. During the years endeceBéer 31, 2007, 2008 and 2009, Center}
Houston recognized approximately $14 million, $1i8iom and $13 million, respectively, of the allodi@quity return not previously recognized.

(c) Rate Proceedings
Texas.In March 2008, the natural gas distribution bussessof CERC (Gas Operations) filed a request toghéas rates with the Railro

Commission of Texas (Railroad Commission) and theifies in its Texas Coast service territory, amaaconsisting of approximately 230!
customers in cities and communities on the outskift
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Houston. In 2008, Gas Operations implemented rag®asing annual revenues by approximately $3lkomi The implemented rates wi
contested by 9 cities in an appeal to the 353rdribisCourt in Travis County, Texas. In January @0that court reversed the Railr
Commission$ order in part and remanded the matter to thedailCommission. The court concluded that ther®ail Commission did not ha
statutory authority to impose on the complaininggesithe cost of service adjustment mechanism wthielRailroad Commission had approve
its order. Certain parties filed a motion to mgdifie district cours judgment and a final decision is not expected éptril 2010. CenterPoir
Energy and CERC do not expect the outcome of tlgento have a material adverse impact on thenfilah condition, results of operations
cash flows of either CenterPoint Energy or CERC.

In July 2009, Gas Operations filed a request tonghadts rates with the Railroad Commission and2®eities in its Houston service territc
consisting of approximately 940,000 customers id anound Houston. The request seeks to establigbrommnrates, charges and terms
conditions of service for the cities and envirohghe Houston service territory. As finally subraittto the Railroad Commission and the cities
proposed new rates would result in an overall iaseein annual revenue of $20.4 million, excludiragrging costs on gas inventory
approximately $2 million. In January 2010, Gas @gens withdrew its request for an annual costasfise adjustment mechanism due to
uncertainty caused by the court’s ruling in thevabmentioned Texas Coast appeal. In February 201Ré#ileoad Commission issued its decis
authorizing a revenue increase of $5.1 million aliyy reflecting reduced depreciation rates of $infllion. The hearing examiner a
recommended a surcharge of $0.9 million per yeaedover Hurricane Ike costs over three years.

In May 2009, CenterPoint Houston filed an applimatat the Texas Utility Commission seeking appraMatertain estimated 2010 ene
efficiency program costs, an energy efficiency parfance bonus for 2008 programs and carrying ctatjng approximately $10 million. T
application sought to begin recovery of these ctiatsugh a surcharge effective July 1, 2010. Inobet 2009, the Texas Utility Commiss
issued its order approving recovery of the 2010 gnefficiency program costs and a partial perfanoebonus, plus carrying costs, but refust
permit CenterPoint Houston to recover a performamaraus of $2 million on approximately $10 milliom 2008 energy efficiency costs expen
pursuant to the terms of a settlement agreemenhegain CenterPoint Houstan2006 rate proceeding. CenterPoint Houston hpeadgd th
denial of the full 2008 performance bonus to therdit court in Travis County, Texas, where theecasmnains pending.

Minnesota.ln November 2006, the Minnesota Public Utilitiesn@uission (MPUC) denied a request filed by Gas Qjmra for a waiver ¢
MPUC rules in order to allow Gas Operations to vecapproximately $21 million in unrecovered pursc gas costs related to periods pric
July 1, 2004. Those unrecovered gas costs werdifiddras a result of revisions to previously apmo calculations of unrecovered purchasec
costs. Following that denial, Gas Operations reedra $21 million adjustment to reduce pe-earnings in the fourth quarter of 2006 and ced
the regulatory asset related to these costs byjaal @mount. In March 2007, following the MPWQlenial of reconsideration of its ruling, (
Operations petitioned the Minnesota Court of Appdat review of the MPUQ decision, and in May 2008 that court ruled that MPUC ha
been arbitrary and capricious in denying Gas Opmrata waiver. The MPUC sought further review of ttourt of appeals decision from
Minnesota Supreme Court. In July 2009, the Mintesupreme Court reversed the decision of the MiotaeCourt of Appeals and upheld
MPUC's decision to deny the requested variance. diwat's decision had no negative impact on CemtetPEnergy’s or CER® financia
condition, results of operations or cash flowsthescosts at issue were written off at the time there disallowed.

In November 2008, Gas Operations filed a requesh Wie MPUC to increase its rates for utility distition service by $59.8 millic
annually. In addition, Gas Operations sought gnsichent mechanism that would annually adjust redgeeflect changes in use per customel
December 2008, the MPUC accepted the case andwegghem interim rate increase of $51.2 million, vwhimecame effective on January 2, 2!
subject to refund. In January 2010, the MPUC isstedecision authorizing a revenue increase of @dllon per year, with an overall rate
return of 8.09% (10.24% return on equity).The difece between the rates approved by the MPUC adi@s collected under the interim ra
$10 million as of December 31, 2009, is recordedtimer current liabilities and will be refunded dostomers. The MPUC also authorized
Operations to implement a pilot program for rest@dgrand small volume commercial customers thahisnded to decouple gas revenues f
customers’ natural gas usage. In February 2010,CCHEd a request for rehearing of the order byMRUC. No
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other party to the case filed such a request. CERCCenterPoint Energy do not expect a final otddye issued in this proceeding until sp
2010.

Mississippi. In July 2009, Gas Operations filed a requeshtoease its rates for utility distribution servigith the Mississippi Public Servi
Commission (MPSC). In November 2009, as part oktilesnent agreement in which the MPSC approved Gpesrations’retention of th
compensation paid under the terms of an asset reare&g agreement, Gas Operations withdrew its eapeast.

(d) Regulatory Accounting

CenterPoint Energy has a 50% ownership intereSomtheast Supply Header, LLC (SESH) which owns @petates a 276ile interstat
natural gas pipeline. In 2009, SESH discontinireduse of guidance for accounting for regulatedatms, which resulted in CenterPoint Ene
recording its share of the effects of such writts@f SESH'’s regulatory assets through non-cashigyreharges for the year ended Decembe
2009 of $16 million. These naresh charges are reflected in equity in earningangbnsolidated affiliates in the Statements of s&didater
Income. The related tax benefits of $6 million egected in the Income Tax Expense line in theeShents of Consolidated Income.

4) Derivative Instruments

CenterPoint Energy is exposed to various markésrighese risks arise from transactions entereal imtthe normal course of busine
CenterPoint Energy utilizes derivative instrumestish as physical forward contracts, swaps and mptio mitigate the impact of change:
commodity prices, weather and interest rates oop&ating results and cash flows.

(a) Non-Trading Activities

Derivative InstrumentsCenterPoint Energy enters into certain derivatnaruments to manage physical commaodity price risld does ni
engage in proprietary or speculative commodityitrgd These financial instruments do not qualifyaoe not designated as cash flow or fair v
hedges.

During the year ended December 31, 2007, CenterHamergy recorded increased natural gas expense frorealized net losses
$10 million. During the year ended December 30)&enterPoint Energy recorded increased natasakgvenues from unrealized net gair
$101 million and increased natural gas expense fnomealized net losses of $88 million, a net unrzedl gain of $13 million. During the ye
ended December 31, 2009, CenterPoint Energy redatdereased revenues from unrealized net loss$8®million and decreased natural
expense from unrealized net gains of $57 milliongaunrealized loss of $23 million.

In prior years, CenterPoint Energy entered intdaderderivative instruments that were designatedaa$ flow hedges. The objective of tt
derivative instruments was to hedge the price aisdociated with natural gas purchases and safesgltice cash flow variability related to mee
CenterPoint Energg wholesale and retail customer obligations. 1672@enterPoint Energy discontinued designatingehestruments as c
flow hedges. As of December 31, 2009, there areemaining amounts deferred in other compreheris@me related to these instruments
had previously been designated as cash flow hedges.

Weather HedgesCenterPoint Energy has weather normalization oerothte mechanisms that mitigate the impact of erabn its ge
operations in Arkansas, Louisiana, Oklahoma andrgn of Texas. The remaining Gas Operations glict®ons do not have such mechanisms
a result, fluctuations from normal weather may haw&gnificant positive or negative effect on tlesults of the gas operations in the remai
jurisdictions and in CenterPoint Hous's service territory.

In 2007, 2008 and 2009, CenterPoint Energy entiettedheatingelegree day swaps to mitigate the effect of fludtunst from normal weath
on its financial position and cash flows for thepective winter heating seasons. The swaps wesedban teryear normal weather. During 1
years ended December 31, 2007, 2008 and 2009, iPeirie Energy recognized losses of $-Gt7 $nillion and $7 million, respectively, relatec
these swaps. The

92




WPD-6
Table of Content Screening Data Part 1 of 2

Page 3000 of 9808
losses were substantially offset by increased ne@emue to colder than normal weather. Weatherenéakgses are included in revenues ir
Statements of Consolidated Income.

Interest Rate SwapsDuring 2002, CenterPoint Energy settled forwstalting interest rate swaps having an aggregaienad amount ¢
$1.5 billion at a cost of $156 million, which waecorded in other comprehensive loss and was aradriizo interest expense over the fiea
life of the designated fixetkte debt. The settlement amount was fully amedtiat December 31, 2007. Amortization of amounterded ir
accumulated other comprehensive loss for 2007 &asllion.

Hedging of Future Debt Issuancedn December 2007 and January 2008, CenterPointggnentered into treasury rate lock deriva
instruments (treasury rate locks) having an agdeegational amount of $300 million and a weightegrage locked U.S. treasury rate on yewat
debt of 4.05%. These treasury rate locks were ¢zddo hedge the ten-year U.S. treasury rate eegeaotbe used in pricing $300 million of fixed-
rate debt CenterPoint Energy planned to issue 082Because changes in the U.S treasury rate wauisle variability in CenterPoint Energy’
forecasted interest payments. These treasury sakederivatives were designated as cash flow hedgesordingly, unrealized gains and los
associated with the treasury rate lock derivathatruments were recorded as a component of acctedutéher comprehensive income. In |
2008, CenterPoint Energy settled its treasury latks for a payment of $7 million. The $7 millioosls recognized upon settlement of the tre:
rate locks was recorded as a component of accuetutaher comprehensive loss and will be recognamd component of interest expense
the tenyear life of the related $300 million senior notessued in May 2008. Amortization of amounts deféri@ accumulated oth
comprehensive loss for the years ended Decembe2(®B and 2009 was less than $1 million. During ytears ended December 31, 2007
2008, CenterPoint Energy recognized a loss of $fomiand $5 million, respectively, for these trems rate locks in accumulated ot
comprehensive loss. Ineffectiveness for the trgasate locks was not material during the years dridlecember 31, 2007 and 2008.

(b) Derivative Fair Values and Income Statement lagis
The following tables present information about @eRbint Energys derivative instruments and hedging activitiese Tirst table provides

balance sheet overview of CenterPoint Energy’s Nading Derivative Assets and Liabilities as of Bexber 31, 2009, while the latter tat
provide a breakdown of the related income staterimgpact for the year ended December 31, 2009.

Fair Value of Derivative Instruments

December 31, 200!

Derivative Derivative
Total derivatives not designated as hedgin Balance Shee Assets Liabilities
instruments Location Fair Value (2) (3) Fair Value (2) (3)
(in millions)

Commodity contracts (1 Current Asset $ 46 $ (7)
Commodity contract (1) Other Asset: 16 (1)
Commodity contracts (1 Current Liabilities 20 (123)
Commodity contracts (1 Other Liabilities 1 (86)
Indexed debt securities derivative Current Liabilities - (2017)
Total $ 83 $ (41€)

(1) Commodity contracts are subject to master nettingngements and are presented on a net basis @otteolidated Balance Sheets. -
netting can cause derivative assets to be ultimgisdsented in a (liability) account on the Cordatéd Balance Sheets. Likew
derivative (liabilities) could be presented in @set accoun

(2) The fair value shown for commodity contracts is poised of derivative gross volumes totaling 674idil cubic feet (Bcf) or a net 1!
Bcf long position. Of the net long position, lEsivaps constitute 71 Bcf and volumes associatddpice stabilization activities of t
Natural Gas Distribution business segment comisBcf.

(3) The net of total non-trading derivative assatsl liabilities is a $39 million liability as shamon CenterPoint Energy’Consolidate

Balance Sheets, and is comprised of the commodityracts derivative assets and liabilities sepbratieown above offset by collate
netting of $95 million
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For CenterPoint Energy’price stabilization activities of the Natural Qaistribution business segment, the settled coktdedvatives ar
ultimately recovered through purchased gas adjussnéccordingly, the net unrealized gains anddessssociated with interim price movem
on contracts that are accounted for as derivatinelsprobable of recovery through purchased gastm@nts are recorded as net regulatory a
For those derivatives that are not included in pased gas adjustments, unrealized gains and lassesettled amounts are recognized ir
Statements of Consolidated Income as revenue fail Eales derivative contracts and as naturaleg@ense for natural gas derivatives and non
retail related physical gas derivatives. Unrealigdhs and losses on indexed debt securities @mrded as Other Income (Expense) or
Statements of Consolidated Income.

Income Statement Impact of Derivative Activity

Year
Total derivatives not designated as hedgin Ended
instruments Income Statement Locatior December 31, 2009
(in millions)

Commaodity contract Gains (Losses) in Reven $ 10z
Commodity contracts (1 Gains (Losses) in Expense: Natural ( (25%)
Indexed debt securities derivative Gains (Losses) in Other Income (Expense) (68)
Total $ (221)

(1) The Gains (Losses) in Expense: Natural Gas incl$d&81) million of costs associated with price dtasition activities of the Natur
Gas Distribution business segment that will benatiely recovered through purchased gas adjustrr

(c) Credit Risk Contingent Features

CenterPoint Energy enters into financial derivatim@ntracts containing material adverse change gians. These provisions reqt
CenterPoint Energy to post additional collaterathi¢ Standard & Poor’'s Rating Services or Moadirivestors Service, Inc. credit rating
CenterPoint Energy is downgraded. The total faiug of the derivative instruments that contairditrask contingent features that are in a
liability position at December 31, 2009 is $140lioil. The aggregate fair value of assets thatadneady posted as collateral at Decembe
2009 is $65 million. If all derivative contracti® @ net liability position) containing credit riglontingent features were triggered at Decembe
2009, a maximum of $75 million of additional assetsild be required to be posted as collateral.

(d) Credit Quality of Counterparties
In addition to the risk associated with price moeems, credit risk is also inherent in CenterPoinei§y’s nontrading derivative activitie

Credit risk relates to the risk of loss resultimgnfi nonperformance of contractual obligations by a couyrgetly. The following table shows t
composition of counterparties to the non-tradingwdgive assets of CenterPoint Energy as of Decer@bg2008 and 2009 (in millions):

December 31, 200: December 31, 200!
Investment Investment
Grade(1) Total Grade(1) Total
Energy marketer $ 8 $ 9 $ 6 $ 6
Financial institutions 4 4 2 4
Retail end users (2) 5 12E 1 44
Total $ 17 $ 138 $ 9 $ 54

(1) "Investment grade" is primarily determined usinglpely available credit ratings along with the catesation of credit support (such
parent company guaranties) and collateral, whiatbempass cash and standby letters of credit. Fatedrcounterparties, CenterP:
Energy performs financial statement analysis, a®riig contractual rights and restrictions andatelal, to create a synthetic cr
rating.

(2) Retail end users represent commercial and industuistomers who have contracted to fix the priceagdortion of their physical g
requirements for future perioc
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(5) Fair Value Measurements

Effective January 1, 2008, CenterPoint Energy astbptew accounting guidance on fair value measurtsmwhich requires additior
disclosures about CenterPoint Energffhancial assets and liabilities that are meabatdair value. Effective January 1, 2009, Cen@rPEnerg
adopted this new guidance for nonfinancial assedsliabilities, which adoption had no impact on @gRoint Energys financial position, resu
of operations or cash flows. Beginning in Janu2®98, assets and liabilities recorded at fair valuéhe Consolidated Balance Sheets
categorized based upon the level of judgment aatmtivith the inputs used to measure their valueradrthical levels, as defined in this guide
and directly related to the amount of subjectiaggociated with the inputs to fair valuations @&sth assets and liabilities, are as follows:

Level 1: Inputs are unadjusted quoted prices iivaanharkets for identical assets or liabilitiestla¢ measurement date. The types of a
carried at Level 1 fair value generally are finahdierivatives, investments and equity securiiged in active markets.

Level 2: Inputs, other than quoted prices inclutheevel 1, are observable for the asset or lighikither directly or indirectly. Level 2 inpt
include quoted prices for similar instruments irtivae markets, and inputs other than quoted prited &re observable for the asse
liability. Fair value assets and liabilities thatagenerally included in this category are derixegti with fair values based on inputs fi
actively quoted markets.

Level 3: Inputs are unobservable for the assetaility, and include situations where there igldit if any, market activity for the assel
liability. In certain cases, the inputs used to suga fair value may fall into different levels dietfair value hierarchy. In such cases, the
in the fair value hierarchy within which the faimlue measurement in its entirety falls has beeerdgbed based on the lowest level input
is significant to the fair value measurement ineitsirety. Unobservable inputs reflect CenterP&nérgy’s judgments about the assumpti
market participants would use in pricing the assdiability since limited market data exists. Cemoint Energy develops these inputs b
on the best information available, including CeRtEnt Energy’s own data. CenterPoint Enesglievel 3 derivative instruments prima
consist of options that are not traded on recogh@zehanges and are valued using option pricingefsod

The following tables present information about @eRbint Energys assets and liabilities (including derivativesttheae presented ni
measured at fair value on a recurring basis asemfeber 31, 2008 and 2009, and indicate the fdireviaierarchy of the valuation techniq
utilized by CenterPoint Energy to determine sudhvialue.

Quoted Prices in Significant Other Significant Balance
Active Markets Observable Unobservable . as of
for Identical Assets Inputs Inputs Netting December 31,
(Level 1) (Level 2) (Level 3) Adjustments (1) 2008
(in millions)
Assets
Corporate equitie $ 21€  $ - $ - $ - $ 21¢
Investments, including money
market funds 70 - - - 70
Derivative assets 8 15E 49 (74) 13¢
Total assets $ 29€ $ 15 $ 49 3 74 $ 42€
Liabilities
Indexed debt securities
derivative $ - % 13¢ 3 - % - % 13¢
Derivative liabilities 44 244 107 (261) 134
Total liabilities $ 4 $ 377 $ 107 $ (261) $ 267

(1) Amounts represent the impact of legally enforceahkester netting agreements that allow CenterPoimgrdgy to settle positive a
negative positions and also include cash collatr&ll87 million posted with the same counterpar
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Quoted Prices in Significant Other Significant Balance
Active Markets Observable Unobservable . as of
for Identical Assets Inputs Inputs Netting December 31,
(Level 1) (Level 2) (Level 3) Adjustments () 2009
(in millions)
Assets
Corporate equitie $ 301 $ - 8 - % - $ 301
Investments, including money
market funds 41 - - - 41
Derivative assets 1 77 5 (29 54
Total assets $ 343 $ 77 $ 5 $ 29 $ 39€
Liabilities
Indexed debt securities
derivative $ - % 201 % - % - % 201
Derivative liabilities 12 194 11 (124) 93
Total liabilities $ 12 3 39t $ 11  $ (1249 $ 294

(1) Amounts represent the impact of legally enforceahkester netting agreements that allow CenterPoigrdy to settle positive a
negative positions and also include cash collateréb5 million posted with the same counterpart

The following tables present additional informatiahout assets or liabilities, including derivatibsit are measured at fair value ¢
recurring basis for which CenterPoint Energy hdlizatl Level 3 inputs to determine fair value:

Fair Value Measurements Using Significan
Unobservable Inputs (Level 3)
Derivative assets and liabilities, ne
Year Ended December 31

2008 2009
(in millions)

Beginning balanc $ 3 $ (58)
Total unrealized gains or (losse

Included in earning (11 @

Included in regulatory asse (20 (16)
Purchases, sales, other settlements (35 691
Net transfers into Level 1 -
Ending balance $ (58 $ (6)
The amount of total gains for the period include@arnings

attributable to the change in unrealized gain®ssés relating to

assets still held at the reporting date $ 7 $ 1

(1) Purchases, sales, other settlements, net incl$d anillion loss and a $66 million gain in 2008 &2@D9, respectively, associated v
price stabilization activities of CenterPoint Eng’s Natural Gas Distribution business segm

(6) Indexed Debt Securities (ZENS) and Time ¥fner Securities
(a) Investment in Time Warner Securities
In 1995, CenterPoint Energy sold a cable televisigbsidiary to TW and received TW convertible pnefd stock (TW Preferred) as par
consideration. In July 1999, CenterPoint Energyveoted its 11 million shares of TW Preferred in@&million shares of TW common stc
(TW Common). In March 2009, TW spun off its ownepshf Time Warner Cable Inc. (TWC) by distributif@g08367 shares of TWC comrr

stock (TWC Common) for every share of TW Commondhebubsequently, in March 2009 TW declared a 13faeverse stock split.
December 2009, TW spun off its ownership in AOL.I¢&OL) by distributing one share of AOL common
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stock (AOL Common) for every 11 shares of TW Comnimid. A subsidiary of CenterPoint Energy now ko2 million shares of T
Common, 1.8 million shares of TWC Common and O.llieni shares of AOL Common (together with the TWn@aon and TWC Common, t
TW Securities) which are classified as trading siies and are expected to be held to facilitatat€éoint Energys ability to meet its obligatic
under the 2.0% ZerBremium Exchangeable Subordinated Notes due 20B8ISX. Unrealized gains and losses resulting fromngles in th
market value of the TW Securities are recordedent€rPoint Energy’s Statements of Consolidatedrireco

(b) ZENS

In September 1999, we issued ZENS having an ofliginiacipal amount of $1.0 billion of which $840 lfon remain outstanding
December 31, 2009. Each ZENS note was originalbhargeable at the holdsrbption at any time for an amount of cash equ&5% of th
market value of the reference shares of TW Comntiibatable to such note. The number and identitthe reference shares attributable to
ZENS note are adjusted for certain corporate evéygf December 31, 2009, the reference sharesdoh ZENS note consisted of 0.5 sha
TW Common, 0.125505 share of TWC Common and 0.085fare of AOL Common, which reflects adjustmeetulting from the March 20!
distribution by TW of shares of TWC Common, T8\March 2009 reverse stock split and the Decem®@® Zistribution by TW of shares of A(
Common. CenterPoint Energy pays interest on theZ Bt an annual rate of 2% plus the amount of amytqrly cash dividends paid in respec
the reference shares attributable to the ZENS.primeipal amount of ZENS is subject to being inseshor decreased to the extent that the a
yield from interest and cash dividends on the exfee shares is less than or more than 2.309%. itdefined in the ZENS instrument
"contingent principal." At December 31, 2009, ZEN&ving an original principal amount of $840 milliamd a contingent principal amount
$814 million were outstanding and were exchangeattléhe option of the holders, for cash equal386Df the market value of reference sh
deemed to be attributable to the ZENS. At Decer8lier2009, the market value of such shares was appately $300 million, which woul
provide an exchange amount of $340 for each $1gd@fnal principal amount of ZENS. At maturity dig ZENS in 2029, CenterPoint Ene
will be obligated to pay in cash the higher of tdoatingent principal amount of the ZENS or an antdased on the theturrent market value
the reference shares, which will include any addai publiclytraded securities distributed with respect to therent reference shares priol
maturity.

The ZENS obligation is bifurcated into a debt comgut and a derivative component (the holsl@ption to receive the appreciated valu
the reference shares at maturity). The bifurcatdat domponent accretes through interest charge®.4% annually up to the contingent princ
amount of the ZENS in 2029. Such accretion willreduced by annual cash interest payments, as dedcabove. The derivative componet
recorded at fair value and changes in the fairesalfithe derivative component are recorded in GBuotat Energys Statements of Consolida
Income. During 2007, 2008 and 2009, CenterPointdsneecorded a gain (loss) of $(114) million, $(18@llion and $82 million, respectively, |
CenterPoint Energyg’ investment in TW Securities. During 2007, 2008 2009, CenterPoint Energy recorded a gain (lo§sj1d1 million,
$128 million and $(68) million, respectively, aswted with the fair value of the derivative componef the ZENS obligation. Changes in the
value of the TW Securities held by CenterPoint Byexre expected to substantially offset changdbkerfair value of the derivative componen
the ZENS.
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The following table sets forth summarized finandialormation regarding CenterPoint Energyinvestment in TW Securities and e
component of CenterPoint Energy’s ZENS obligatiomgillions).

Debt Derivative
™ Component Component
Securities of ZENS of ZENS
Balance at December 31, 20 $ 471 $ 111 % 37z
Accretion of debt component of ZEM - 20 -
2% interest pait - ()] -
Gain on indexed debt securiti - - (111)
Loss on TW Common (114) - -
Balance at December 31, 20 357 114 261
Accretion of debt component of ZEM - 20 -
2% interest pait - a7 -
Gain on indexed debt securiti - - (22¢)
Loss on TW Common (139) - -
Balance at December 31, 20 21¢ 117 13z
Accretion of debt component of ZEM - 21 -
2% interest pait - a7 -
Loss on indexed debt securiti - - 68
Gain on TW Securities 82 - -
Balance at December 31, 2009 $ 30C $ 121 $ 201
©) Equity

(a) Capital Stock

CenterPoint Energy has 1,020,000,000 authorizerkstad capital stock, comprised of 1,000,000,000eh of $0.01 par value common si
and 20,000,000 shares of $0.01 par value cumulpteferred stock.

During the year ended December 31, 2009, CenterFoiargy received net proceeds of approximately0O$88lion from the issuance
24.2 million common shares in an underwritten pulolifering, net proceeds of $148 million from tlesuance of 14.3 million common shz
through a continuous offering program, proceedsamgroximately $57 million from the sale of approztely 4.9 million common shares
CenterPoint Energg’ defined contribution plan and proceeds of appnaxély $15 million from the sale of approximatelyd inillion commoil
shares to participants in CenterPoint Energy’s podd dividend reinvestment plan.

(b) Shareholder Rights Plan

CenterPoint Energy has a Shareholder Rights Plainstites that each share of its common stockdeslwne associated preference ¢
purchase right (Right) which entitles the registehelder to purchase from CenterPoint Energy a conisisting of onehousandth of a share
Series A Preference Stock. The Rights, which expir®ecember 11, 2011, are exercisable upon soersinvolving the acquisition of 20%
more of CenterPoint Energg/outstanding common stock. Upon the occurrencicifi an event, each Right entitles the holderdeive commo
stock with a current market price equal to two sntiee exercise price of the Right. At any time ptmbecoming exercisable, CenterPoint En
may repurchase the Rights at a price of $0.005ght. There are 700,000 shares of Series A Pmeferé&Stock reserved for issuance L
exercise of the Rights.
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(8) Short-term Borrowings and Long-term Debt
December 31 December 31
2008 2009
Long-Term Current(1) Long-Term Current(1)
(In millions)
Shor-term borrowings
CERC Corp. receivables facili $ - % 78 3% - $ =
Inventory financing - 75 - 55
Total short-term borrowings - 158 - 55
Long-term debt:
CenterPoint Energy
ZENS(2) - 117 - 121
Senior notes 5.95% to 7.25% due 2010 to z 95C - 75C 20C
Pollution control bonds 4.00% due 2015 151 - 151 -
Pollution control bonds 4.70% to 8.00% due 2012G80(4)

5) 871 - 581 29C
Bank loans due 2012( 264 - - -
Other 12 1 - 7

CenterPoint Houstor
First mortgage bonds 9.15% due 2( 10z - 10z -
General mortgage bonds 5.60% to 7.00% due 201838 1,26z - 1,762 -
Pollution control bonds 3.625% to 5.60% due 2012G27(7) 22¢ - 22¢ -
System restoration bonds 1.833% to 4.243% due 892022 - - 64% 20
Transition Bonds 4.192% to 5.63% due 2010 to 2 2,381 20¢ 2,16( 221
Bank loans due 2012( 251 - - -

CERC Corp.
Convertible subordinated debentures 6.00% due 2&)1 44 7 - 44
Senior notes 5.95% to 7.875% due 2011 to 2 2,743 - 2,743 -
Bank loans due 2012( 92¢€ - - -
Other 1 - 1 -
Unamortized discount and premium(9) (10) - (9) -
Total long-term debt 10,18: 338 9,11¢ 903
Total debt $ 10,18 $ 48 % 9,11¢ $ 95¢
(1) Includes amounts due or exchangeable within onegfehe date notec

@)

©)
(4)
®)

(6)

@)
®

©

CenterPoint Energy’ ZENS obligation is bifurcated into a debt compunand an embedded derivative component. For adi
information regarding ZENS, see Note 6(b). As ZENS exchangeable for cash at any time at the opfidhe holders, these notes
classified as a current portion of Ic-term debt

These series of debt are secured by first mortbagds of CenterPoint Houstc

$527 million of these series of debt is securedédayeral mortgage bonds of CenterPoint Hous

In January 2010, CenterPoint Energy purchased 8#8ion principal amount of pollution control bondssued on its behalf at 101%
their principal amoun

Classified as longerm debt because the termination dates of théitfasiunder which the funds were borrowed are nthem one yei
from the date notec

These series of debt are secured by general mertgands of CenterPoint Houstc

In January 2010, pursuant to a notice of redempdiated December 11, 2009, CERC redeemed all afutstanding 6% convertik
subordinated debentures due in 2(

Debt acquired in business acquisitions is stéj to fair market value as of the acquisitiored&icluded in longerm debt is addition
unamortized premium related to fair value adjustimen lonc¢-term debt of $3 millior
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and $2 million at December 31, 2008 and 2009, smdy, which is being amortized over the respectiemaining term of the re
long-term debt

(a) Short-term Borrowings

Receivables Facility. On October 9, 2009, CERC amended its receivabledlitfato extend the termination date to Octobel
2010. Availability under CERC’s 36day receivables facility now ranges from $150 moillito $375 million, reflecting seasonal change
receivables balances. As of December 31, 20082808, the facility size was $128 million and $15illion, respectively. As of December :
2008 and 2009, advances under the receivablegitxcivere $78 million and $-0-, respectively.

Inventory Financing In December 2008, Gas Operations entered intasaset management agreement whereby it sold $1li6rmif its
natural gas in storage and agreed to repurchassj@inalent amount of natural gas during the 22089 winter heating season for paym
totaling $114 million. This transaction was accidhfor as a financing and was paid in full durg@p9.

In October 2009, Gas Operations entered into assgtagement agreements associated with its utilgfrildution service in Arkanse
Louisiana and Oklahoma. Pursuant to the provisadrthe agreements, Gas Operations sold $104 mitifats natural gas in storage and agree
repurchase an equivalent amount of natural gasmgluhie 20022010 winter heating season at the same cost, pliiisaacing charge. Th
transaction was accounted for as a financing amdf ®ecember 31, 2009, a principal obligation 5% $nillion remained.

Also in October 2009, Gas Operations entered issetamanagement agreements associated with ity dtdtribution service in Louisian
Mississippi and Texas. In connection with theseeaasanagement agreements, Gas Operations exchaagedl gas in storage for the righ
receive an equivalent amount of natural gas dutieg20092010 winter heating season. Although title to thtural gas in storage was transfe
to the third party, the natural gas continues t@abeounted for as inventory due to the right t@iez an equivalent amount of natural gas dt
the current winter heating season. As of DecemherB809, CenterPoint EnergyConsolidated Balance Sheets reflect $10 millioiniventon
related to these agreements.

Revolving Credit FacilityOn October 6, 2009, CenterPoint Houston terminase®600 million 364day credit facility which was secured b
pledge of $600 million of general mortgage bondsiéxl by CenterPoint Houston.

(b) Long-term Debt

General Mortgage BondsIn January 2009, CenterPoint Houston issued $&0ion aggregate principal amount of general magg bond
due in March 2014 with an interest rate of 7.00Phe proceeds from the sale of the bonds were usegeheral corporate purposes, including
repayment of outstanding borrowings under CentatPidoustons revolving credit facility and the money pool, tapexpenditures and sto
restoration costs associated with Hurricane Ike.

System Restoration Bonds.July 2009, CenterPoint Houston filed with thex@g Utility Commission its application for a finang order tc
recover the portion of approved costs related striBution service through the issuance of systestoration bonds. In August 2009, the T¢
Utility Commission issued a financing order allogicenterPoint Houston to securitize $643 milliondistribution service costs plus carry
charges from September 1, 2009 through the datsystem restoration bonds were issued, as weledaic upfront qualified costs capped
approximately $6 million. In November 2009, CeReint Houston issued approximately $665 millionsggtem restoration bonds througr
CenterPoint Energy Restoration Bond Company, LLBskliary with interest rates of 1.833% to 4.243% dinal maturity dates ranging frc
February 2016 to August 2023. The bonds will i@ over time through a charge imposed on custemer
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Revolving Credit FacilitiesAs of December 31, 2008 and 2009, the followingnld@lances were outstanding under CenterPoint Ererg
long-term revolving credit facilities (in millions)

December 31 December 31
2008 2009
CenterPoint Energy credit facility borrowin $ 264 $ -
CenterPoint Houston credit facility borrowin 251 -
CERC Corp. credit facility borrowings 92€ -
Total credit facility borrowings $ 1,441 $ -

In addition, as of December 31, 2008 and 2009, €&Pwint Energy had approximately $27 million andb $@llion, respectively, ¢
outstanding letters of credit under its $1.2 billicredit facility. CenterPoint Houston had approaiely $4 million of outstanding letters of cre
under its $289 million credit facility as of bothrePember 31, 2008 and 2009. There was no commeagar outstanding that would have k
backstopped by CenterPoint Energy’s $1.2 billiceditrfacility or by CERC Corps credit facility as of December 31, 2008 and 20G@nterPoir
Energy, CenterPoint Houston and CERC Corp. weoeinpliance with all debt covenants as of Decemtie2809.

CenterPoint Energyg’ $1.2 billion credit facility has a first drawn stoof the London Interbank Offered Rate (LIBOR)9Bb6 basis poin
based on CenterPoint Energycurrent credit ratings. The facility containsebtd(excluding transition and system restorationds) to earning
before interest, taxes, depreciation and amortinafiEBITDA) covenant (as those terms are definethénfacility). Such covenant was modit
twice in 2008 to provide additional debt capacifihe second modification was to provide debt cdpapending the financing of systt
restoration costs following Hurricane Ike. Thatdifiwation was terminated with CenterPoint Houstissuance of bonds to securitize such «
in November 2009. In February 2010, CenterPoinérByy amended its credit facility to modify the firwdal ratio covenant to allow for
temporary increase of the permitted ratio of debtcluding transition and system restoration boridsEBITDA from 5 times to 5.5 times
CenterPoint Houston experiences damage from aalatisaster in its service territory and CenterP&inergy certifies to the administrative ac
that CenterPoint Houston has incurred system m&sbor costs reasonably likely to exceed $100 nmillio a calendar year, all or part of wh
CenterPoint Houston intends to seek to recovemutiticecuritization financing. Such temporary inseem the financial ratio covenant would
in effect from the date CenterPoint Energy delivirgertification until the earliest to occur df the completion of the securitization financiri),
the first anniversary of CenterPoint Energy’s dedtion or (iii) the revocation of such certificar.

CenterPoint Houstor’ $289 million credit facility contains a debt (&ding transition and system restoration bondsjotal capitalizatio
covenant. The facility’s first drawn cost is LIBQfus 45 basis points based on CenterPoint Houstamignt credit ratings.

On October 7, 2009, the size of the CERC Corp. lvevg credit facility was reduced from $950 millida $915 million through removal
Lehman Brothers Bank, FSB (Lehman) as a lendenor Rrits removal, Lehman had a $35 million comment to lend. All credit facility loans
CERC Corp. that were funded by Lehman were repai@ieptember 2009. CERC Corp.’s $915 million créattlity’s first drawn cost is LIBO
plus 45 basis points based on CERC Corp.’s cuorelit ratings. The facility contains a debt tatatapitalization covenant.

Under CenterPoint Energy’s $1.2 billion credit fiigj CenterPoint Houston’s $289 million credit fity and CERC Corps $915 millior
credit facility, an additional utilization fee oflfasis points applies to borrowings any time mbent50% of the facility is utilized. The spreai
LIBOR and the utilization fee fluctuate based oa biorrower’s credit rating.

Maturities. CenterPoint Energy’s maturities of lotgrm debt, capital leases and sinking fund requéms) excluding the ZENS obligatis
are $782 million in 2010, $852 million in 2011, $BAillion in 2012, $1.5 billion in 2013 and $1.4livin in 2014. Maturities include transiti
and system restoration bond principal repaymentsscmeduled payment dates aggregating $241 millior2010, $283 million in 201
$307 million in 2012, $330 million in 2013 and $28flion in 2014. Maturities in 2010 include $2&dllion of pollution control bonds issued
behalf of CenterPoint Energy which were purchasgénterPoint Energy in January 2010 and $45 milté debentures redeemed in Jan
2010.
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Liens. As of December 31, 2009, CenterPoint Houst@assets were subject to liens securing approxiyn@gsb3 million of first mortgag

bonds. Sinking or improvement fund and replacenfiemd requirements on the first mortgage bonds nmeagdiisfied by certification of prope
additions. Sinking fund and replacement fund rezrants for 2007, 2008 and 2009 have been satisfiertification of property additions. T
replacement fund requirement to be satisfied in028lapproximately $172 million, and the sinkingndurequirement to be satisfied in 201
approximately $3 million. CenterPoint Energy exgeCenterPoint Houston to meet these 2010 obligatigncertification of property additiol
As of December 31, 2009, CenterPoint Houstassets were also subject to liens securing ajppately $2.5 billion of general mortgage bo
which are junior to the liens of the first mortgammnds.

(9) Income Taxes

The components of CenterPoint Energy’s income xmerse were as follows:

Year Ended December 31

2007 2008 2009
(In millions)
Current income tax expense (bene

Federa $ 161 $ (221) % (103)
State 32 11 10
Total current expense (benefit) 193 (210) (93)

Deferred income tax expense (bene
Federa 47 437 251
State (47) 50 18
Total deferred expense - 487 26¢
Total income tax expense $ 193 % 277 $ 17€

A reconciliation of the expected federal income ¢éxpense using the federal statutory income tax tathe actual income tax expense
resulting effective income tax rate is as follows:

Year Ended December 31

2007 2008 2009
(In millions)
Income before income tax $ 58¢ % 7232 $ 54¢
Federal statutory income tax rate 35% 35% 35%
Expected federal income tax expense 20€ 252 192
Increase (decrease) in tax expense resulting f
State income tax expense (benefit), net of fedecalme tax (20 40 18
Amortization of investment tax crec (8) @) @)
Tax basis balance sheet adjustmi 25 - -
Increase (decrease) in settled and uncertain incarpositions (20) 8 (5)
Other, net - (17) (22)
Total (13) 24 (16)
Total income tax expense $ 192 $ 277 $ 17€
Effective tax rate 32.&% 38.4% 32.1%

As a result of its settlement with the IRS for t@ars 2004 and 2005, CenterPoint Energy recordedcame tax benefit of approximat
$11 million in 2009 related to a reduction in thebllity for uncertain tax positions of approximt&41 million. The state income tax expens
$18 million for 2009 includes a benefit of approzitely $12 million, net of federal income tax effelated to adjustments in prior yeassate
estimates. Changes in the Texas State Franchiseava (Texas margin tax) resulted in classifying«dg margin tax of approximately $8 milli
and $10 million, net of federal income tax effexd,income tax expense in 2008 and 2009, respagtieelCenterPoint Houston. The state inci
tax benefit of $10 million for 2007 includes a bénef approximately $30 million, net of federaldome tax effect, as a result of the Texas mi
tax and a Texas state tax examination for the ¢&mx3/2002 and 2004.
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The tax effects of temporary differences that gise to significant portions of deferred tax assetd liabilities were as follows:

December 31

2008 2009
(In millions)
Deferred tax asset
Current:
Allowance for doubtful accoun $ 15 $ 10
Deferred gas cos 13 7
Other 1
Total current deferred tax assets 29 17
Non-current:
Loss and credit carryforwar: 36 42
Employee benefit 36C 36€
Other 57 51
Total non-current deferred tax assets before vi@alowance 455 45¢
Valuation allowance (5) (5)
Total non-current deferred tax assets, net of vanallowance 44¢ 454
Total deferred tax assets, net of valuation allosean A77 471
Deferred tax liabilities
Current:
Unrealized gain on indexed debt securi $ 37 % 36€
Unrealized gain on TW securities 28 57
Total current deferred tax liabilities 401 425
Non-current:
Depreciatior 1,67¢ 1,88
Regulatory assets, n 1,31¢ 1,29¢
Other 58 45
Total non-current deferred tax liabilities 3,05¢ 3,23(
Total deferred tax liabilities 3,457 3,65¢
Accumulated deferred income taxes, net $ 2,98 $ 3,182

Tax Attribute Carryforwards and Valuation Allowanceéit December 31, 2009, CenterPoint Energy hascqpiately $213 million of sta
net operating loss carryforwards which expire imioaas years between 2010 and 2029. A valuationwalice has been established
approximately $49 million of the state net operatiloss carryforwards that may not be realized. &#dint Energy has approximat
$244 million of state capital loss carryforwardsiethexpire in 2017 for which a valuation allowari@s been established.

Uncertain Income Tax PositionsThe following table reconciles the beginning amdling balance of CenterPoint Enegyynrecognized t:
benefits:

December 31

2007 2008 2009
(In millions)
Balance, beginning of ye $ 72 3 82 $ 117
Tax Positions related to prior yea
Additions 28 20 56
Reduction: (20 2 (25)
Tax Positions related to current ye
Additions 4 17 56
Settlements (2) — (17)
Balance, end of year $ 82 $ 117 $ 187

The net increase in the total amount of unrecoghtae benefits during 2009 is primarily relatedthe tax normalization issue describe
Note 3(b) to our consolidated financial statemeatghange in tax accounting method for repairs rmathtenance of our network assets a
casualty loss deduction associated with Hurricane
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Ike. These three uncertain income tax positioestamporary differences and therefore, any increastecrease in the balance of unrecogr
tax benefits related thereto would not affect tfieative tax rate. It is reasonably possible tifat total amount of unrecognized tax benefits c
increase between $22 million and $65 million over hext 12 months primarily as a result of thertasmalization issue, a temporary difference.

CenterPoint Energy has approximately $10 milliob4 #nillion and $10 million of unrecognized tax bétsethat, if recognized, would redu
the effective income tax rate for 2007, 2008 and®0espectively. CenterPoint Energy recognizesy@st and penalties as a component of in
tax expense. CenterPoint Energy recognized appadrisn$3 million and $6 million of income tax expgenand $7 million of income tax ben
related to interest on uncertain income tax pastiduring 2007, 2008 and 2009, respectively. CEofat Energy accrued $10 million &
$3 million of interest on uncertain income tax piasis at December 31, 2008 and 2009, respectively.

Tax Audits and SettlemententerPoint Energg’consolidated federal income tax returns have hedited and settled through the 200%
year. CenterPoint Energy is currently under exationaby the IRS for tax years 2006 through 2007 Endt various stages of the examina
process. CenterPoint Energy has considered theteffé these examinations in its accrual for setidsues and liability for uncertain income
positions as of December 31, 2009.

(10) Commitments and Contingencies
(a) Natural Gas Supply Commitments

Natural gas supply commitments include natural gaistracts related to CenterPoint EnesgiNatural Gas Distribution and Competit
Natural Gas Sales and Services business segmdrits) have various quantity requirements and dunatithat are not classified as -trading
derivative assets and liabilities in CenterPoingfgy’s Consolidated Balance Sheets as of December 88,8t 2009 as these contracts mee
exception to be classified as "normal purchasedracts” or do not meet the definition of a derivati Natural gas supply commitments
include natural gas transportation contracts tbhat@t meet the definition of a derivative. As ofd@enber 31, 2009, minimum payment obligat
for natural gas supply commitments are approxinga®di39 million in 2010, $490 million in 2011, $4&yllion in 2012, $390 million in 201
$269 million in 2014 and $543 million after 2014.

(b) Asset Management Agreements

Gas Operations has entered into asset managemssdnagnts associated with its utility distributioangce in Arkansas, Louisiar
Mississippi, Oklahoma and Texas. Generally, thesetamanagement agreements are contracts betwsep@eations and an asset manage
are intended to transfer the working capital olilgaand maximize the utilization of the assets.tHese agreements, Gas Operations agre
release transportation and storage capacity ta pémties to manage gas storage, supply and dglareangements for Gas Operations and t
the released capacity for other purposes whenribisneeded for Gas Operations. Gas Operationsnigpensated by the asset manager thr
payments made over the life of the agreements basezart on the results of the asset optimizatiomder the provisions of these a:
management agreements, Gas Operations has antigiliga purchase its winter storage requiremerdmfthe asset manager. The agreen
have varying terms, the longest of which expire20a6.
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