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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

From time to time we make statements concerning our expectations, beliefs,
plans, objectives, goals, strategies, future events or performance and
underlying assumptions and other statements that are not historical facts. These
statements are "forward-looking statements" within the meaning of the Private
Securities Litigation Reform Act of 1995. Actual results may differ materially
from those expressed or implied by these statements. You can generally identify
our forward-looking statements by the words "anticipate," "believe," "continue,"
"could," "estimate," "expect," "forecast," "goal," "intend," "may," "objective,"
"plan," "potential," "predict," "projection," "should," "will," or other similar
words.

We have based our forward-looking statements on our management's beliefs
and assumptions based on information available to our management at the time the
statements are made. We caution you that assumptions, beliefs, expectations,
intentions and projections about future events may and often do vary materially
from actual results. Therefore, we cannot assure you that actual results will
not differ materially from those expressed or implied by our forward-looking
statements.

The following are some of the factors that could cause actual results to
differ materially from those expressed or implied in forward-looking statements:

- the timing and amount of our recovery of the true-up components,
including, in particular, the results of appeals to the courts of
determinations on rulings obtained to date;

- state and federal legislative and regulatory actions or developments,
including deregulation, re-regulation, changes in or application of
laws or regulations applicable to other aspects of our business and
actions with respect to:

- allowed rates of return;
- rate structures;
- recovery of investments; and

- operation and construction of facilities;

- timely and appropriate rate actions and increases, allowing recovery
of costs and a reasonable return on investment;

- industrial, commercial and residential growth in our service territory
and changes in market demand and demographic patterns;

- the timing and extent of changes in commodity prices, particularly
natural gas;

- changes in interest rates or rates of inflation;

- weather variations and other natural phenomena;

- the timing and extent of changes in the supply of natural gas;

- commercial bank and financial market conditions, our access to
capital, the cost of such capital, and the results of our financing
and refinancing efforts, including availability of funds in the debt
capital markets;

- actions by rating agencies;

- effectiveness of our risk management activities;

- inability of various counterparties to meet their obligations to us;

- non-payment for our services due to financial distress of our
customers, including Reliant Energy, Inc. (formerly named Reliant
Resources, Inc.) (RRI);

- the ability of RRI to satisfy its obligations to us, including

indemnity obligations;

ii



- our ability to control costs;
- the investment performance of our employee benefit plans;

- our potential business strategies, including acquisitions or
dispositions of assets or businesses, which cannot be assured to be
completed or to have the anticipated benefits to us; and

- other factors we discuss in "Risk Factors" in Item 1A of Part I of our
Annual Report on Form 10-K for the year ended December 31, 2005, which
is incorporated herein by reference.

You should not place undue reliance on forward-looking statements. Each

forward-looking statement speaks only as of the date of the particular
statement.
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

CENTERPOINT ENERGY, INC. AND SUBSIDIARIES
CONDENSED STATEMENTS OF CONSOLIDATED INCOME
(MILLIONS OF DOLLARS, EXCEPT PER SHARE AMOUNTS)

(UNAUDITED)

REVENUES .. ittt ittt ittt it i e a s

EXPENSES:

Natural gas ... iiiiin it i i e e
Operation and maintenance .............oiiiiiiinnnnn,
Depreciation and amortization ........... ..o
Taxes other than income taxes .......................

OPERATING INCOME ... ... iii ittt itiin s

OTHER INCOME (EXPENSE):

Loss on Time Warner investment ..............covuvnnn
Gain on indexed debt securities ................. ...,
Interest and other finance charges ..................
Interest on transition bonds .............. ... vt
Return on true-up balance ......... .o
Other, Net ... .. e e et

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAXES

Income tax EXPENSE . ... ...ttty

INCOME FROM CONTINUING OPERATIONS ..............ovvvvnnn

DISCONTINUED OPERATIONS:

Income from Texas Genco, net of tax ..............
Loss on disposal of Texas Genco, net of tax ......

NET INCOME ...ttt i it s

BASIC EARNINGS PER SHARE:

Income from Continuing Operations ...........covvvunn
Discontinued Operations, net of tax .................

Net INCOME ... ittt ittt e e i i

DILUTED EARNINGS PER SHARE:

Income from Continuing Operations ...................
Discontinued Operations, net of tax ...........ouuuun

NEt INCOME .. i ittt it s it i it s

THREE MONTHS
ENDED MARCH 31,

See Notes to the Company's Interim Condensed Financial Statements



CENTERPOINT ENERGY, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(MILLIONS OF DOLLARS)

(UNAUDITED)
ASSETS
DECEMBER 31, MARCH 31,
2005 2006
CURRENT ASSETS:
Cash and cash equivalents ................ccov.... $ 74 $ 113
Investment in Time Warner common stock .......... 377 363
Accounts receivable, net .......... ... i, 1,098 924
Accrued unbilled revenues ..........c.vvuiuuvnnnnnn 608 329
Natural gas inventory ............iiiiiiiinnann 294 106
Materials and supplies ..........viiiiiinninnnnn, 88 88
Non-trading derivative assets ...........ceuiuuuunn 131 88
Taxes receivable ........ ...t 53 --
Prepaid expenses and other current assets ....... 168 177
Total current assets .........viiiiiiinnnnn 2,891 2,188
PROPERTY, PLANT AND EQUIPMENT:
Property, plant and equipment ................... 11,558 11,664
Less accumulated depreciation and amortization .. (3,066) (3,093)
Property, plant and equipment, net ........... 8,492 8,571
OTHER ASSETS:
GOOAWILL ottt e 1,709 1,709
Other intangibles, net ............ .. i, 56 56
Regulatory assSets .....uviiriiniiiiiiiiiiiiias 2,955 2,934
Non-trading derivative assets ................... 104 70
Other o 909 888
Total other assets .........cciiiiiinininnnnnn 5,733 5,657
TOTAL ASSETS ..ttt ittt i i i $17,116 $16, 416

See Notes to the Company's Interim Condensed Financial Statements



CENTERPOINT ENERGY, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS - (CONTINUED)
(MILLIONS OF DOLLARS)

(UNAUDITED)

LIABILITIES AND SHAREHOLDERS' EQUITY

DECEMBER 31, MARCH 31,

2005 2006
CURRENT LIABILITIES:
Current portion of transition bond long-term debt ..................... $ 73 $ 126
Current portion of other long-term debt ........... .. i, 266 519
Indexed debt securities derivative ............ . i, 292 283
Accounts payable ... ... s 1,161 606
TAXES @CCIUEH i vttt ittt i i i i i 167 124
Interest ACCrUEd ..ttt e e it e e 122 138
Non-trading derivative liabilities ............. .o, 43 66
Accumulated deferred income taxes, Net ...........c.iiiiiiinniinnneennn 385 418
[0 T 505 385
Total current liabilities ........iiiiiiin i ittt 3,014 2,665
OTHER LIABILITIES:
Accumulated deferred income taxes, net ............ .. i, 2,474 2,440
Unamortized investment tax credits ............iiuiii i 46 44
Non-trading derivative liabilities ............ . .0, 35 54
Benefit 0bligations ...t e 475 460
Regulatory liabilities ..........i i it i e 728 785
[0 T 480 392
Total other liabilities ...t it st e s 4,238 4,175
LONG-TERM DEBT:
Transition DONAS .. ..ttt i e e e s 2,407 2,335
[0 =Y o 6,161 5,896
Total long-term debt ....... ... i s 8,568 8,231
COMMITMENTS AND CONTINGENCIES (NOTE 10)
SHAREHOLDERS' EQUITY:
Common stock (310,324,739 shares and 311,343,935 shares outstanding
at December 31, 2005 and March 31, 2006, respectively) ............. 3 3
Additional paid-in capital .........c..iiiiiii i e e 2,931 2,944
Accumulated defiCit ...ttt i i i e e s (1,600) (1,558)
Accumulated other comprehensive 10SS ...........cciiiiiiiiiini .., (38) (44)
Total shareholders' equity ... .ottt i 1,296 1,345
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY ......i'v'iiinnnnnnnnnnns $17,116 $16,416

See Notes to the Company's Interim Condensed Financial Statements



CENTERPOINT ENERGY, INC. AND SUBSIDIARIES
CONDENSED STATEMENTS OF CONSOLIDATED CASH FLOWS
(MILLIONS OF DOLLARS)

(UNAUDITED)

THREE MONTHS ENDED MARCH 31,

CASH FLOWS FROM OPERATING ACTIVITIES:
NEet INCOME .\t e s $ 67 $ 88
Discontinued operations, net of tax .......... .. -- --
Income from continuing operations ............c.iiiiiiiiiiiiiiann 67 88
Adjustments to reconcile income from continuing operations
to net cash provided by (used in) operating activities:

Depreciation and amortization ............c.iiiiiiiiiiiiiiiiaan 130 140
Amortization of deferred financing costs ..................... 20 14
Deferred INCOME £AXES ... .u vt ittt ittt e 50 6
Investment tax credit ....... ... i (2) (2)
Unrealized loss on Time Warner investment .................... 41 14
Unrealized gain on indexed debt securities ..............ouuuun (40) (10)
Changes in other assets and liabilities:
Accounts receivable and unbilled revenues, net ............ 215 472
I8 1Y = o o 0 101 129
Taxes receivable . ..... i e e s -- 53
Accounts payable ......... . i e e (177) (534)
Fuel cost over (under) recovery/surcharge ................. 76 63
Non-trading derivatives, net ............ .. i, (56) 19
Margin deposits, net ..... ... s (4) (79)
Interest and taxes accrued ..........cviiiiinnnrnnnnnrnnann (464) (27)
Net regulatory assets and liabilities ............ciivuuuuns (86) 23
Other current assets ...ttt it s 43 7
Other current liabilities ............ .0t (57) (47)
Other @SSetsS ittt i i i i i i (1) 14
Other liabilities ..........c.iiiiiiiiiiiiii it (40) (51)
Other, Net ... i e e e e e 4 23
Net cash provided by (used in) operating activities
of continuing operations .......... .o (180) 315
Net cash used in operating activities of discontinued
OPErationNS vttt (22) --
Net cash provided by (used in) operating activities .... (202) 315
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures .........iiiii it it i s (131) (186)
Decrease in restricted cash of Texas GeNCo .........oovvvnununans 383 --
Purchase of minority interest in Texas GENCO ........evvuuuunnnns (383) --
Decrease in cash oOf Texas GEeNCO ......iuiirinrnnnnnnnnnnnnnnns 11 --
Other, Net .. i 2 (15)
Net cash used in investing activities .................. (118) (201)

CASH FLOWS FROM FINANCING ACTIVITIES:

Increase in short-term borrowings, net ............... ... ... 75 --
Long-term revolving credit facilities, net ...................... 472 (3)
Payments of long-term debt ....... ...t (23) (27)
Debt 1SSUANCE COSES .. i ittt i it st st s (6) (2)
Payment of common stock dividends ............c.iiiiiiiiiiiiiiiaas (62) (47)
Proceeds from issuance of common stock, net ..............ciuuunn 4 3
Other, NeL ..t et e e e e -- 1
Net cash provided by (used in) financing activities .... 460 (75)

NET INCREASE IN CASH AND CASH EQUIVALENTS ........iiiiiiiinnnnns 140 39
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD .........0ivvvunnnn 165 74
CASH AND CASH EQUIVALENTS AT END OF PERIOD .......iiiviivinnnnrnnnnn $ 305 $ 113

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash Payments:
Interest, net of capitalized interest ............cciiiiiininnnnnn $ 183 $ 125
Income taxes (refunds), net .......... .. i 435 (1)

See Notes to the Company's Interim Condensed Financial Statements



CENTERPOINT ENERGY, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(1) BACKGROUND AND BASIS OF PRESENTATION

General. Included in this Quarterly Report on Form 10-Q (Form 10-Q) of
CenterPoint Energy, Inc. are the condensed consolidated interim financial
statements and notes (Interim Condensed Financial Statements) of CenterPoint
Energy, Inc. and its subsidiaries (collectively, CenterPoint Energy, or the
Company). The Interim Financial Statements are unaudited, omit certain financial
statement disclosures and should be read with the Annual Report on Form 10-K of
CenterPoint Energy for the year ended December 31, 2005 (CenterPoint Energy Form
10-K).

Background. CenterPoint Energy is a public utility holding company, created
on August 31, 2002 as part of a corporate restructuring of Reliant Energy,
Incorporated (Reliant Energy) that implemented certain requirements of the Texas
Electric Choice Plan (Texas electric restructuring law).

CenterPoint Energy was a registered public utility holding company under
the Public Utility Holding Company Act of 1935, as amended (the 1935 Act). The
Energy Policy Act of 2005 (Energy Act) repealed the 1935 Act effective February
8, 2006. The Energy Act includes a new Public Utility Holding Company Act of
2005 (PUHCA 2005), which grants to the Federal Energy Regulatory Commission
(FERC) authority to require holding companies and their subsidiaries to maintain
certain books and records and make them available for review by the FERC and
state regulatory authorities in certain circumstances. On December 8, 2005, the
FERC issued rules implementing PUHCA 2005 that will require the Company to
notify the FERC of its status as a holding company and to maintain certain books
and records and make these available to the FERC. On April 24, 2006, the FERC
considered motions for rehearing of these rules and proposed to adopt additional
rules regarding maintenance of books and records by utility holding companies.

The Company's operating subsidiaries own and operate electric transmission
and distribution facilities, natural gas distribution facilities, interstate
pipelines and natural gas gathering, processing and treating facilities. As of
March 31, 2006, the Company's indirect wholly owned subsidiaries included:

- CenterPoint Energy Houston Electric, LLC (CenterPoint Houston), which
engages in the electric transmission and distribution business in a
5,000-square mile area of the Texas Gulf Coast that includes Houston;
and

- CenterPoint Energy Resources Corp. (CERC Corp., and, together with its
subsidiaries, CERC), which owns gas distribution systems. The
operations of its local distribution companies are conducted through
two unincorporated divisions: Minnesota Gas and Southern Gas
Operations. Through wholly owned subsidiaries, CERC owns two
interstate natural gas pipelines and gas gathering systems, provides
various ancillary services, and offers variable and fixed-price
physical natural gas supplies primarily to commercial and industrial
customers and electric and gas utilities.

Basis of Presentation. The preparation of financial statements in
conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

The Company's Interim Financial Statements reflect all normal recurring
adjustments that are, in the opinion of management, necessary to present fairly
the financial position, results of operations and cash flows for the respective
periods. Amounts reported in the Company's Condensed Statements of Consolidated
Income are not necessarily indicative of amounts expected for a full-year period
due to the effects of, among other things, (a) seasonal fluctuations in demand
for energy and energy services, (b) changes in energy commodity prices, (c)
timing of maintenance and other expenditures and (d) acquisitions and
dispositions of businesses, assets and other interests. In addition, certain
amounts from the prior year have been reclassified to conform to the Company's
presentation of financial statements in the current year. These
reclassifications relate to a new reportable business segment discussed in Note
12 and do not affect net income.



(2) DISCONTINUED OPERATIONS

In July 2004, the Company announced its agreement to sell its majority
owned subsidiary, Texas Genco Holdings, Inc. (Texas Genco), to Texas Genco LLC.
On December 15, 2004, Texas Genco completed the sale of its fossil generation
assets (coal, lignite and gas-fired plants) to Texas Genco LLC for $2.813
billion in cash. Following the sale, Texas Genco distributed $2.231 billion in
cash to the Company. Following that sale, Texas Genco's principal remaining
asset was its ownership interest in a nuclear generating facility. The final
step of the transaction, the merger of Texas Genco with a subsidiary of Texas
Genco LLC in exchange for an additional cash payment to the Company of $700
million, was completed on April 13, 2005, following receipt of approval from the
Nuclear Regulatory Commission (NRC).

The Company recorded after-tax income of $13.6 million from Texas Genco's
operations in the first quarter of 2005. The Company recorded a loss of $13.2
million to offset these earnings in the first quarter of 2005. General corporate
overhead of $0.4 million previously allocated to Texas Genco from the Company,
which was not eliminated by the sale of Texas Genco, was excluded from
income from discontinued operations in the first quarter of 2005 and was
reflected as general corporate overhead of the Company in income from continuing
operations in accordance with Statement of Financial Accounting Standards (SFAS)
No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets" (SFAS
No. 144). The Interim Financial Statements present these operations as
discontinued operations in accordance with SFAS No. 144.

Revenues related to Texas Genco included in discontinued operations for the
three months ended March 31, 2005 were $57 million. Income from these
discontinued operations for the three months ended March 31, 2005 is reported
net of income tax expense of $6 million.

(3) EMPLOYEE BENEFIT PLANS

The Company's net periodic cost includes the following components relating
to pension and postretirement benefits:

THREE MONTHS ENDED MARCH 31,

PENSION POSTRETIREMENT PENSION POSTRETIREMENT
BENEFITS BENEFITS BENEFITS BENEFITS

(IN MILLIONS)

Service COoSt ...t e $ 9 $1 $ 9 $1
Interest CcOSt ...... .ot 23 7 24 6
Expected return on plan assets ......... (34) (3) (35) (3)
Amortization of prior service cost ..... (2) -- (2) --
Amortization of net loss ............... 12 -- 11 --
Amortization of transition obligation .. -- 2 -- 2
Benefit enhancement .................... -- -- 8 1
Net periodic cost ........... ..., $ 8 $7 $ 15 $7

The Company expects to contribute approximately $26 million to its
postretirement benefits plan in 2006, of which $6 million had been contributed
as of March 31, 2006.

Contributions to the pension plan are not required in 2006. In addition to
the Company's non-contributory pension plan, the Company maintains a
non-qualified benefit restoration plan. The net periodic cost associated with
this plan for each of the three-month periods ended March 31, 2005 and 2006 was
$2 million.

On January 5, 2006, the Company offered a Voluntary Early Retirement
Program (VERP) to approximately 200 employees who were age 55 or older with at
least five years of service as of February 28, 2006. The election period was
from January 5, 2006 through February 28, 2006. For those electing to accept the
VERP, three years of age and service was added to their qualified pension plan
benefit and three years of service was added to their postretirement benefit. An
additional pension and postretirement expense of approximately $9 million was
recorded in the first quarter of 2006 and is reflected in the table above as a
benefit enhancement.



(4) REGULATORY MATTERS
(a) RECOVERY OF TRUE-UP BALANCE

In March 2004, CenterPoint Houston filed its true-up application with the
Public Utility Commission of Texas (Texas Utility Commission), requesting
recovery of $3.7 billion, excluding interest, as allowed under the Texas
electric restructuring law. In December 2004, the Texas Utility Commission
issued its final order (True-Up Order) allowing CenterPoint Houston to recover a
true-up balance of approximately $2.3 billion, which included interest through
August 31, 2004, and providing for adjustment of the amount to be recovered to
include interest on the balance until recovery, the principal portion of
additional excess mitigation credits returned to customers after August 31, 2004
and certain other matters. CenterPoint Houston and other parties filed appeals
of the True-Up Order to a district court in Travis County, Texas. In August
2005, the court issued its final judgment on the various appeals. In its
judgment, the court affirmed most aspects of the True-Up Order, but reversed two
of the Texas Utility Commission's rulings. The judgment would have the effect of
restoring approximately $650 million, plus interest, of the $1.7 billion the
Texas Utility Commission had disallowed from CenterPoint Houston's initial
request. CenterPoint Houston and other parties appealed the district court
decisions. Briefs have been filed with the 3rd Court of Appeals in Austin but
oral argument has not yet been scheduled. No amounts related to the district
court's judgment have been recorded in the consolidated financial statements.

Among the issues raised in CenterPoint Houston's appeal of the True-Up
Order is the Texas Utility Commission's reduction of CenterPoint Houston's
stranded cost recovery by approximately $146 million for the present value of
certain deferred tax benefits associated with its former electric generation
assets. Such reduction was considered in the Company's recording of an after-tax
extraordinary loss of $977 million in the last half of 2004. The Company
believes that the Texas Utility Commission based its order on proposed
regulations issued by the Internal Revenue Service (IRS) in March 2003 related
to those tax benefits. Those proposed regulations would have allowed utilities
which were deregulated before March 4, 2003 to make a retroactive election to
pass the benefits of Accumulated Deferred Investment Tax Credits (ADITC) and
Excess Deferred Federal Income Taxes back to customers. However, in December
2005, the IRS withdrew those proposed normalization regulations and issued new
proposed regulations that do not include the provision allowing a retroactive
election to pass the tax benefits back to customers. If the December 2005
proposed regulations become effective and if the Texas Utility Commission's
order on this issue is not reversed on appeal or the amount of the tax benefits
is not otherwise restored by the Texas Utility Commission, the IRS is likely to
consider that a "normalization violation" has occurred. If so, the IRS could
require the Company to pay an amount equal to CenterPoint Houston's unamortized
ADITC balance as of the date that the normalization violation was deemed to have
occurred. In addition, if a normalization violation is deemed to have occurred,
the IRS could also deny CenterPoint Houston the ability to elect accelerated tax
depreciation benefits. If a normalization violation should ultimately be found
to exist, it could have an adverse impact on the Company's results of
operations, financial condition and cash flows. However, the Company and
CenterPoint Houston are vigorously pursuing the appeal of this issue and will
seek other relief from the Texas Utility Commission to avoid a normalization
violation. The Texas Utility Commission has not previously required a company
subject to its jurisdiction to take action that would result in a normalization
violation.

There are two ways for CenterPoint Houston to recover the true-up balance:
by issuing transition bonds to securitize the amounts due and/or by implementing
a competition transition charge (CTC). Pursuant to a financing order issued by
the Texas Utility Commission in March 2005 and affirmed in all respects in
August 2005 by the same Travis County District Court considering the appeal of
the True-Up Order, in December 2005, a subsidiary of CenterPoint Houston issued
$1.85 billion in transition bonds with interest rates ranging from 4.84 percent
to 5.30 percent and final maturity dates ranging from February 2011 to August
2020. Through issuance of the transition bonds, CenterPoint Houston recovered
approximately $1.7 billion of the true-up balance determined in the True-Up
Order plus interest through the date on which the bonds were issued.

In July 2005, CenterPoint Houston received an order from the Texas Utility
Commission allowing it to implement a CTC which will collect approximately $596
million over 14 years plus interest at an annual rate of 11.075 percent (CTC
Order). The CTC Order authorizes CenterPoint Houston to impose a charge on
retail electric providers to recover the portion of the true-up balance not
covered by the financing order. The CTC Order also allows CenterPoint Houston to
collect approximately $24 million of rate case expenses over three years without
a



return through a separate tariff rider (Rider RCE). CenterPoint Houston
implemented the CTC and Rider RCE effective September 13, 2005 and began
recovering approximately $620 million. Effective September 13, 2005, the date of
implementation of the CTC Order, the return on the CTC portion of the true-up
balance is included in CenterPoint Houston's tariff-based revenues. During the
three months ended March 31, 2006, CenterPoint Houston recognized approximately
$17 million in CTC operating income. As of March 31, 2006, the Company has not
recorded an allowed equity return of $245 million on its true-up balance because
such return is being recognized as it is recovered in the future. Certain
parties appealed the CTC Order to the Travis County Court in September 2005.
Oral argument was held in April 2006, and a decision is expected in the second
quarter of 2006.

Effective September 13, 2005, the date of implementation of the CTC Order,
the return on the CTC portion of the true-up balance is included in CenterPoint
Houston's tariff-based revenues.

In January 2006, the Texas Utility Commission staff (Staff) proposed that
the Texas Utility Commission adopt new rules governing the carrying charges on
unrecovered true-up balances. If the Texas Utility Commission adopts the rule as
the Staff proposed it and the rule is deemed to apply to CenterPoint Houston,
the rule would reduce carrying costs on the unrecovered CTC balance
prospectively from 11.075 percent to the utility's cost of debt.

(b) FINAL FUEL RECONCILIATION

The results of the Texas Utility Commission's final decision related to
CenterPoint Houston's final fuel reconciliation are a component of the True-Up
Order. CenterPoint Houston has appealed certain portions of the True-Up Order
involving a disallowance of approximately $67 million relating to the final fuel
reconciliation in 2003 plus interest of $10 million. A judgment was entered by a
Travis County court in May 2005 affirming the Texas Utility Commission's
decision. CenterPoint Houston filed an appeal to the 3rd Court of Appeals in
Austin in June 2005. Oral arguments were held in April 2006, and a decision is
expected by the end of 2006.

(c) REMAND OF 2001 UNBUNDLED COST OF SERVICE ORDER

The 3rd Court of Appeals in Austin remanded to the Texas Utility Commission
an issue that was decided by the Texas Utility Commission in CenterPoint
Houston's 2001 unbundled cost of service proceeding. In its remand order, the
court ruled that the Texas Utility Commission had failed to adequately explain
its basis for its determination of certain projected transmission capital
expenditures. The Court of Appeals ordered the Texas Utility Commission to
reconsider that determination on the basis of the record that existed at the
time of the Texas Utility Commission's original order. In April 2006, the Texas
Utility Commission indicated its intent to enter an order in the remand
proceeding to reduce CenterPoint Houston's rate base associated with those
expenditures. The Texas Utility Commission instructed its Staff to quantify the
reduction in rate base attributable to the transmission investment and to
develop requirements for compliance filings in order to reduce rates going
forward and to establish a temporary tariff to return the over-collected amount
due to the past inclusion of the full amount for such transmission investment.
The Texas Utility Commission's Staff has not yet announced the result of those
calculations. CenterPoint Houston anticipates that the indicated ruling by the
Texas Utility Commission would reduce its rate base associated with these
capital expenditures by approximately $57 million, though it is not possible for
CenterPoint Houston to quantify the amount of any refund obligation or reduction
to its tariffs until the Staff completes its calculations and the Texas Utility
Commission has entered a formal order. The Company and CenterPoint Houston
continue to believe that the original record before the Texas Utility Commission
supports the rates set by the Texas Utility Commission in its 2001 order. If the
Texas Utility Commission ultimately issues an order based on its indicated
decision, CenterPoint Houston plans to seek a rehearing of that determination
and, if that is unsuccessful, may pursue further judicial review of this matter.
No prediction can be made at this time as to the ultimate outcome of this matter
on remand or the amount of any rate reduction or refund obligation. If the Texas
Utility Commission's indicated ruling on this issue ultimately is entered and
upheld on appeal, it could have a material adverse impact on the Company's and
CenterPoint Houston's financial condition, results of operations or cash flows.



(d) RATE CASES