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Activity Date Activity User Entry Date

PTF 1

DEF 1

6/16/17 RESPONSE TO DEFENDANT STATE OF MICHIGAN DEPARTMENT OF 
TREASURY'S FIRST REQUESTS FOR ADMISSIONS TO PLAINTIFF

mmla
mmla

6/16/17
8/24/18

PTF 1

6/21/17 STIPULATED SCHEDULING ORDER can
mmla

6/21/17
8/14/17

TALBOT, MICHAEL 21245

PTF 1

DEF 1

6/21/17 SCHEDULING CONFERENCE   7/27/17 10:00 AM can 6/21/17

CANCELLED    

OTHER

Stip Sched Ord Issued

6/21/17 REVIEW SET 8/6/18  8:00 A can 6/21/17

BEFORE: TALBOT, MICHAEL   

6/28/17 PROOF OF SERVICE STIPULATED SCHEDULING ORDER mmla 6/29/17

PTF 1

9/8/17 EXPERT WITNESS LIST can 9/8/17

PTF 1

10/2/17 PROOF OF SERVICE EXPERT WITNESS INTERROGATORIES TO 
PLAINTIFF

mmla 10/3/17

DEF 1

10/6/17 FIRST REQUESTS FOR ADMISSION amd 10/6/17

PTF 1

10/6/17 WITNESS LIST amd 10/6/17

PTF 1

10/6/17 PROOF OF SERVICE OF A COPY OF PLAINTIFF'S FIRST SET OF 
INTERROGATORIES AND REQUESTS FOR PRODUCTION OF 
DOCUMENTS

amd 10/6/17

PTF 1

10/9/17 WITNESS LIST mmla 10/10/17

DEF 1

10/13/17 PROOF OF SERVICE WITNESS INTERROGATORIES TO PLAINTIFF mmla 10/17/17

DEF 1

11/3/17 SECOND DISCOVERY REQUESTS TO PLAINTFF mmla 11/6/17

DEF 1

11/3/17 RESPONSE TO PLAINTIFF'S FIRST REQUEST FOR ADMISSION mmla
mmla

11/6/17
1/25/18

DEF 1

11/3/17 PROOF OF SERVICE mmla 11/6/17

DEF 1

11/9/17 MOTION FOR LEAVE TO FILE FIRST AMENDED COMPLAINT $20.00 amd
mmla

11/9/17
11/13/17

PTF 1

11/9/17 RECEIVABLE  MOTION FEE $20.00 amd 11/9/17

11/13/17 PAYMENT  $20.00 mmla 11/13/17
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Activity Date Activity User Entry Date

RECEIPT NUMBER: COC-LAN.0002427

METHOD: CHECK  $20.00

11/21/17 PROOF OF SERVICE PLAINTIFF'S SUPPLEMENTAL RESPONSE TO 
STATE OF MICHIGAN DEPARTMENT OF TREASURY'S FIRST 
DISCOVERY REQUESTS TO PLAINTIFF

mmla 11/21/17

PTF 1

11/27/17 RESPONSE TO PLAINTIFF'S MOTION FOR LEAVE TO FILE FIRST 
AMENDED COMPLAINT

mmla 11/28/17

DEF 1

12/1/17 ORDER can 12/1/17

TALBOT, MICHAEL 21245

PTF 1

DEF 1

12/1/17 RESPONSE TO STATE OF MICHIGAN DEPARTMENT OF TREASURY'S 
SECOND DISCOVERY REQUESTS TO PLAINTIFF

amd 12/4/17

PTF 1

12/6/17 FIRST AMENDED COMPLAINT amd 12/6/17

PTF 1

12/8/17 MOTION TO COMPEL $20.00 mmla
mmla

12/8/17
5/25/18

DEF 1

12/8/17 RECEIVABLE  MOTION FEE $20.00 mmla 12/8/17

12/26/17 OPPOSITION TO DEFENDANT MICHIGAN DEPARTMENT OF 
TREASURY'S MOTION TO COMPEL

mmla 12/27/17

PTF 1

12/27/17 ANSWER, CIVIL TO PLAINTIFF'S FIRST AMENDED COMPLAINT & 
AFFIRMATIVE DEFENSES

mmla 12/27/17

DEF 1

1/10/18 ORDER can 1/10/18

TALBOT, MICHAEL 21245

PTF 1

DEF 1

1/24/18 PROOF OF SERVICE THIRD DISCOVERY REQUESTS TO PLAINTIFF mmla
mmla

1/24/18
2/6/18

DEF 1

2/1/18 MOTION TO COMPEL DEFENDANT'S WITNESS INTERROGATORIES TO 
PLAINTIFF

$20.00 mmla
mmla

2/1/18
5/25/18

DEF 1

2/1/18 RECEIVABLE  MOTION FEE $20.00 mmla 2/1/18

2/2/18 PROOF OF SERVICE NOTICE DUCES TECUM OF TAKING DEPOSITION 
OF BRAD HIRSCH AND COPY OF NOTICE

mmla 2/2/18

DEF 1

2/5/18 SUA SPONTE ORDER FOR THE FILING OF BRIEFS can 2/5/18

TALBOT, MICHAEL 21245

PTF 1

DEF 1

2/13/18 PROOF OF SERVICE RESPONSE TO DEFENDANT'S WITNESS 
INTERROGATORIES TO PLAINTIFF

mmla 2/13/18

PTF 1
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Activity Date Activity User Entry Date

2/15/18 RESPONSE TO DEFENDANT'S 2/1/18 MOTION TO COMPEL 
DEFENDANT'S WITNESS INTERROGATORIES TO PLAINTIFF

mmla 2/15/18

PTF 1

2/16/18 WITHDRAWAL OF ITS 2/1/18 MOTION TO COMPEL mmla 2/16/18

DEF 1

2/21/18 PROOF OF SERVICE OF A COPY OF PLAINTIFF'S RESPONSE TO STATE 
OF MICHIGAN DEPARTMENT OF TREASURY'S THIRD DISCOVERY 
REQUESTS TO PLAINTIFF

amd 2/21/18

PTF 1

3/9/18 PROOF OF SERVICE OF A COPY OF NOTICE OF TAKING THE 
DEPOSITION OF CHRIS KELLER, SUBPOENA ORDER TO APPEAR 
AND/OR PRODUCE TO CHRISTOPHER LEINES, AND JEFFREY 
STARBIRD

amd 3/9/18

3/9/18 PROOF OF SERVICE OF A COPY OF A NOTICE DUCES TECUM OF 
TAKING THE DEPOSITION OF DOUGLAS S. BANNING, JR.

amd 3/9/18

3/13/18 PROOF OF SERVICE OF A COPY OF THE AMENDED SUBPOENA ORDER 
TO APPEAR AND/OR PRODUCE TO CHRISTOPHER LEINES AND 
JEFFREY STARBIRD

amd 3/13/18

3/21/18 PROOF OF SERVICE FOURTH DISCOVERY REQUESTS TO PLAINTIFF mmla 3/21/18

DEF 1

4/20/18 PAYMENT  $20.00 mlh 4/20/18

RECEIPT NUMBER: COC-LAN.0002726

METHOD: ELECTRONIC FUND TRANSFER  $20.00

4/23/18 PAYMENT  $20.00 mlh 4/23/18

RECEIPT NUMBER: COC-LAN.0002742

METHOD: ELECTRONIC FUND TRANSFER  $20.00

4/26/18 JUDICIAL OFFICER REASSIGNED FROM TALBOT, MICHAEL   21245 system 4/25/18

4/26/18 JUDICIAL OFFICER ASSIGNED TO O'BRIEN, COLLEEN A.  33095 system 4/25/18

4/26/18 ORDER OF REASSIGNMENT amd 4/26/18

MURRAY, CHRISTOPHER 43849

4/26/18 RESPONSE TO STATE OF MICHIGAN DEPARTMENT OF TREASURY'S 
FOURTH DISCOVERY REQUESTS TO PLAINTIFF

amd 3/14/19

PTF 1

5/1/18 REVIEW   8/6/18 8:00 AM amd 5/1/18

RESCHEDULED TO:    

5/9/18 MOTION (STIPULATED) TO EXTEND TIME FOR FILING OF MOTION FOR 
SUMMARY DISPOSITION AND LEAVE TO FILE A BRIEF IN EXCESS OF 
THE PAGE LIMIT IN SUPPORT OF THE MOTION FOR SUMMARY 
DISPOSITION

$20.00 mmla
mmla

5/9/18
5/9/18

PTF 1

5/9/18 RECEIVABLE  MOTION FEE $20.00 mmla 5/9/18

5/9/18 PAYMENT  $20.00 mmla 5/9/18

RECEIPT NUMBER: COC-LAN.0002903

METHOD: CHECK  $20.00

5/9/18 PROPOSED ORDER GRANTING PLAINTIFF'S MOTION FOR AN 
EXTENSION OF TIME AND LEAVE TO EXCEED PAGE LIMIT

mmla 5/9/18

PTF 1

5/10/18 ORDER GRANTING PLAINTIFF'S MOTION FOR AN EXTENSION OF TIME 
AND LEAVE TO EXCEED PAGE LIMIT

mmla 5/10/18

6/12/18 MOTION FOR SUMMARY DISPOSITION WITH BRIEF IN SUPPORT - ORAL 
ARGUMENT REQUESTED

$20.00 amd
amd

6/12/18
6/12/18
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Activity Date Activity User Entry Date

PTF 1

6/12/18 RECEIVABLE  MOTION FEE $20.00 amd 6/12/18

6/12/18 PAYMENT  $20.00 amd 6/12/18

RECEIPT NUMBER: COC-LAN.0002971

METHOD: CHECK  $20.00

6/12/18 MOTION FOR SUMMARY DISPOSITION (PARTIAL) WITH BRIEF IN 
SUPPORT

$20.00 amd
mmla

6/12/18
6/15/18

DEF 1

6/12/18 RECEIVABLE  MOTION FEE $20.00 amd 6/12/18

6/13/18 EXHIBIT 1 TO 06/12/2018 PLAINTIFF'S BRIEF IN SUPPORT OF MOTION 
FOR SUMMARY DISPOSITION

amd 6/13/18

PTF 1

6/25/18 DOCUMENT AMENDING TITLE OF DEFENDANT'S MOTION FILED 6/12/18 
TO "MOTION FOR SUMMARY DISPOSITION"

mmla
mmla

6/26/18
6/26/18

DEF 1

7/3/18 RESPONSE TO PLAINTIFF'S JUNE 12, 2018 MOTION FOR SUMMARY 
DISPOSITION

amd 7/3/18

7/3/18 RESPONSE TO DEFENDANT MICHIGAN DEPARTMENT OF TREASURY'S 
6/12/18 MOTION FOR SUMMARY DISPOSITION (ORAL ARGUMENT 
REQUESTED)

mmla
mmla

7/6/18
8/24/18

PTF 1

7/10/18 REPLY BRIEF TO PLAINTIFF'S 7/3/18 RESPONSE TO DEFENDANT'S 
6/12/18 MOTION FOR SUMMARY DISPOSITION

mmla 7/10/18

DEF 1

7/10/18 REPLY BRIEF TO DEFENDANT MICHIGAN DEPARTMENT OF 
TREASURY'S 7/3/18 RESPONSE TO PLAINTIFF'S 6/12/18 MOTION FOR 
SUMMARY DISPOSITION (ORAL ARGUMENT REQUESTED)

mmla 7/11/18

PTF 1

7/19/18 MOTION TO STRIKE PLAINTIFF'S EXHIBIT 16 TO PLAINTIFF'S JULY 10, 
2018 REPLY BRIEF

$20.00 amd 7/19/18

DEF 1

7/19/18 RECEIVABLE  MOTION FEE $20.00 amd 7/19/18

7/25/18 RESPONSE TO DEFENDANT MICHIGAN DEPARTMENT OF TREASURY'S 
7/19/18 MOTION TO STRIKE PLAINTIFF'S EXHIBIT 16 TO PLAINTIFF'S 
7/10/18 REPLY BRIEF

mmla 7/27/18

PTF 1

7/30/18 ORDER REGARDING DEFENDANT'S MOTION TO STRIKE PLAINTIFF'S 
EXHIBIT 16

mmla 7/30/18

8/9/18 SUR-REPLY TO PLAINTIFF'S JULY 19, 2018 REPLY BRIEF, TO WIT: 
EXHIBIT 16

amd 8/10/18

DEF 1

8/14/18 OPINION AND ORDER amd 8/14/18

DEF 1

8/14/18 CLOSE CASE STATUS   amd 8/14/18

9/4/18 MOTION FOR RECONSIDERATION OF OPINION AND ORDER DATED 
AUGUST 14, 2018 WITH BRIEF IN SUPPORT

$20.00 amd
amd

9/4/18
9/4/18

PTF 1

9/4/18 RECEIVABLE  MOTION FEE $20.00 amd 9/4/18

9/4/18 PAYMENT  $20.00 amd 9/4/18

RECEIPT NUMBER: COC-LAN.0003122

METHOD: CHECK  $20.00
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Activity Date Activity User Entry Date

9/7/18 ORDER REGARDING PLAINTIFF'S MOTION FOR RECONSIDERATION amd 9/7/18

9/14/18 CLAIM OF APPEAL $25.00 mmla
mmla

9/17/18
9/17/18

PTF 1

9/14/18 RECEIVABLE  APPEALS FEE $25.00 mmla 9/17/18

9/17/18 PAYMENT  $25.00 mmla 9/17/18

RECEIPT NUMBER: COC-LAN.0003232

METHOD: CHECK  $25.00

9/24/18 COPY OF APPEARANCE AND NOTICE OF APPEARANCE IN COURT OF 
APPEALS

mmla 9/24/18

DEF 1

10/18/18 PAYMENT  $40.00 mlh 10/18/18

RECEIPT NUMBER: COC-LAN.0003330

METHOD: ELECTRONIC FUND TRANSFER  $40.00

3/11/19 COMMENT   amd 3/12/19

Court of Appeals request record within 21 days.

COA #345462

3/14/19 COMMENT   amd 3/14/19

Record prepared and sent electronically to the Court of Appeals.

3/12/20 OPINION AND ORDER (FROM APPELLATE COURT) "WE AGREE, AT 
LEAST IN PART, WITH PLAINTIFF AND REVERSE"

amd 3/12/20

4/22/20 ORDER OF THE COURT OF APPEALS DENYING MOTION FOR 
RECONSIDERATION

amd 4/22/20

6/15/20 NOTICE OF FILING APPLICATION FOR LEAVE TO APPEAL WITH PROOF 
OF SERVICE

mmla 6/15/20

DEF 1

4/19/21 OPINION AND ORDER (FROM APPELLATE COURT) amd 4/19/21

4/19/21 OPEN CASE STATUS   ma 4/26/21

4/19/21 SET ASIDE DISPOSITION   ma 4/26/21

DEF 1 DEPARTMENT OF TREASURY

4/21/21 ORDER FOR THE FILING OF BRIEFS bc 4/21/21

5/12/21 BRIEF FILED ON REMAND (ORAL ARGUMENT REQUESTED) WITH 
PROOF OF SERVICE

ma 5/12/21

PTF 1

5/12/21 BRIEF FILED IN RESPONSE TO 4/21/21 REMAND ORDER WITH PROOF 
OF SERVICE

ma 5/12/21

DEF 1

5/25/21 OPINION AND ORDER ma 5/25/21

DEF 1

5/25/21 CLOSE CASE STATUS   ma 5/25/21

11/12/21 NOTICE OF FILING OF APPLICATION FOR LEAVE TO APPEAL BY 
DEFENDANT WITH PROOF OF SERVICE

ma 11/12/21

DEF 1
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COA 345462
MSC 163742
VECTREN INFRASTRUCTURE SERVICES CORP V DEPARTMENT OF
TREASURY
Lower Court/Tribunal

COURT OF CLAIMS

Judge(s)

O'BRIEN COLLEEN A

Case Header

Case Number

COA #345462  MSC #163742

Case Status

MSC  Pending on Application

COA  Case Concluded; File Open
Published Case Citation(s)

331 Mich App 568

Docket Case Documents

Case Information
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Parties & Attorneys to the Case - Court of Appeals

�

VECTREN INFRASTRUCTURE SERVICES CORP
Plaintiff - Appellant

Attorney(s)

GANDHI LYNN A
, Retained

�

MINNESOTA LIMITED INC
Other Misc Connection

Attorney(s)

Same

�

TREASURY DEPARTMENT OF
Defendant - Appellee

Attorney(s)

THOMPSON DAVID W
, Attorney General

Parties & Attorneys to the Case - Supreme Court

�

VECTREN INFRASTRUCTURE SERVICES CORP

#60466

#75356
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Plaintiff

Attorney(s)

Lynn Gandhi

�

MINNESOTA LIMITED INC
Other Misc Connection

�

TREASURY DEPARTMENT OF
Defendant

Attorney(s)

David Thompson, Ass't AG

 

#60466

#75356

COLLAPSE  ALL EXPAND  ALL

��/��/���� � Claim of Appeal - Civil

��/��/���� � Order Appealed From

��/��/���� � No Transcript Will Be Filed

��/��/���� � Appearance - Appellee
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��/��/���� � Docketing Statement MCR 7.204H

��/��/���� � Stipulation: Extend Time - AT Brief

��/��/���� � Brief: Appellant

��/��/���� �� Motion: Extend Time - Appellee

��/��/���� �� Submitted on Administrative Motion Docket

��/��/���� �� Order: Extend Time - Appellee Brief - Grant

��/��/���� �� Brief: Appellee

��/��/���� �� Noticed

��/��/���� �� Electronic Record Filed

��/��/���� �� Brief: Reply

��/��/���� �� Submitted on Case Call

��/��/���� �� Oral Argument Audio

��/��/���� �� Opinion - Per Curiam - Published

��/��/���� �� Email Contact

��/��/���� �� Motion: Reconsideration of Opinion

��/��/���� �� Answer - Reconsideration

��/��/���� �� Submitted on Reconsideration Docket
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https://www.courts.michigan.gov/c/courts/coa/case/345462 5/6

��/��/���� �� Order: Reconsideration - Deny - Appeal Remains Closed

��/��/���� �� Application for Leave to SCt

��/��/���� �� Supreme Court: SCt Case Caption

��/��/���� �� Supreme Court: Miscellaneous Filing

��/��/���� �� Other

��/��/���� �� Supreme Court: Answer - SCt Application/Complain

��/��/���� �� Supreme Court: Reply - SCt Application/Complain

��/��/���� �� Supreme Court Order: Remand to COA

��/��/���� �� Supreme Court - File Ret`d by - Re-Open for Reconsideration

��/��/���� �� Re-Submitted Per Supreme Court Remand

��/��/���� �� Correspondence Sent

��/��/���� �� Michigan Appeals Reports Publication

��/��/���� �� Order: Remand - Retain Jurisdiction

��/��/���� �� Telephone Contact

��/��/���� �� LCt Pleading - Remand

��/��/���� �� LCt Pleading - Remand

��/��/���� �� LCt Order - Remand
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��/��/���� �� Interlocutory Remand Concluded

��/��/���� �� Opinion - On Remand SCt - Per Curiam - Published

��/��/���� �� Application for Leave to SCt

��/��/���� �� Other

��/��/���� �� Supreme Court: SCt Case Caption

��/��/���� �� Supreme Court: Answer - SCt Application/Complain

��/��/���� �� Supreme Court: Reply - SCt Application/Complain

��/��/���� �� Supreme Court Order: MOAA -Oral Argument on Lv Appl
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If this opinion indicates that it is “FOR PUBLICATION,” it is subject to 
revision until final publication in the Michigan Appeals Reports. 
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VECTREN INFRASTRUCTURE SERVICES 
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LIMITED, INC., 
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FOR PUBLICATION 
March 12, 2020 
9:05 a.m. 

v No. 345462 
Court of Claims 

DEPARTMENT OF TREASURY, 
 

LC No. 17-000107-MT 

 Defendant-Appellee. 
 

 

 
Before:  TUKEL, P.J., and SAWYER and RIORDAN, JJ. 
 
PER CURIAM. 

 This case presents the complex question of how the gain on the sale of an out-of-state 
business, which conducts some of its business activities in Michigan, should be taxed under the 
Michigan Business Tax.  Defendant applied the statutory formula and declined to allow calculation 
under an alternate formula.  The trial court agreed with defendant.  We agree, at least in part, with 
plaintiff and reverse. 

 Minnesota Limited, Inc. (MLI) was an S-corporation headquartered in Big Lake, 
Minnesota engaged in the business of constructing, maintaining, and repairing oil and gas 
pipelines, as well as providing HAZMAT response.  MLI, which originated as a family business, 
had grown over the course of its 52-year history to employ over 600 employees at seasonal peak 
and serve a 24-state territory.  MLI’s service territory primarily included locations in the northern 
Midwest, such as Minnesota, Wisconsin, Iowa, and the Dakotas, including some years in the state 
of Michigan.  MLI provided these services to its customers on a contract-by-contract basis, such 
that MLI’s project locations were different every year.  At no time did MLI maintain a permanent 
business location in Michigan or retain permanent employees in the state.   

 Around the mid-1990s, MLI was owned 50-50 by two siblings; when one began 
experiencing health issues around 2010 and no longer wished to be involved in the company 
business, the siblings decided to sell MLI.  Notably, during the period that MLI was seeking a 
buyer in the summer of 2010, Enbridge Energy retained MLI to assist in the cleanup of a severe 
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oil pipeline spill in Kalamazoo, Michigan.  MLI brought minimal equipment and employees to 
this project, which was performed in part during the off season when the ground was frozen making 
it difficult to service pipelines.  MLI rented most of the equipment it used and hired Michigan 
union employees to perform the work.   

 Ultimately, while the Enbridge project was still ongoing, MLI sold all its assets on March 
31, 2011, including capital assets and intangible assets of receivables, retainages, cash, prepaid 
expenses, inventory and goodwill, to Vectren (“the Sale”).  MLI elected to treat the sale of its stock 
as a sale of its assets under federal Internal Revenue Code 26 USC 338(h)(10).  The purchase price 
was $80,000,000. 

 MLI timely filed its MBT return for the 2010 tax year, as well as its MBT return for the 
period before the sale, i.e., the short year between January 1, 2011 and March 31, 2011 (the Short 
Year).  To accurately tax only Michigan business activity, the MBTA employs an apportionment 
formula: mainly, the MBTA determines tax liability by multiplying the taxpayer’s preapportioned 
“tax base” by the taxpayer’s “sales factor,” which is the taxpayer’s Michigan sales divided by sales 
everywhere, to arrive at the taxpayer’s Michigan tax base.  The tax rate is applied to this tax base.  
See MCL 208.1201(1); MCL 208.1301.  In its return for the Short Year, MLI included the Sale in 
its preapportioned tax base and in the denominator of the sales factor, i.e., MLI included it in the 
“sales everywhere.”  Inclusion of the Sale in this manner resulted in a sales factor of 14.9860 
percent. 

 In December 2014, the Department initiated an audit of MLI’s MBT return for the 2010 
calendar year and the Short Year between January 1, 2011 and March 31, 2011.  For the Short 
Year, the auditor found that MLI had improperly included the gain from the Sale in the 
denominator of the sales factor, thereby overstating its total sales and reducing its Michigan tax 
liability.  The auditor adjusted the sales factor by including the gain on the Sale in the 
preapportioned tax base but excluding it from the sales factor.  This calculation increased the sales 
factor from 14.9860 percent to 69.9761 percent, resulting in additional tax liability.  Thereafter, 
the Department issued an intent to assess for the tax deficiency.   

 MLI sent a letter to the Department asking for an informal conference and requesting 
alternative apportionment for the Short Year.  In its request, MLI asserted that all the receipts and 
income from the Sale should be treated as a “sale” under MCL 208.1115(1) and should be sourced 
to Minnesota in the sales factor to arrive at an equitable apportionment.  MLI posited that sourcing 
the Sale to Michigan would result in an unconstitutional distortion by sourcing to Michigan a 
percentage of income out of all proportion with business actually transacted in the state and also 
attributing the long-term gain in the company’s assets to Michigan.  Alternatively, MLI asked that 
the Sale be treated as not subject to tax, given that it is unconstitutional to tax value earned outside 
the state’s borders.  MLI explained that the Sale was not conducted in MLI’s regular course of 
business and, therefore, was nonbusiness income.  MLI pointed out that other jurisdictions treat 
the liquidation of business assets as cessation of business activity rather than a transaction in the 
regular course of business, and that the Sale should therefore be treated as nonoperational, 
nonbusiness income earned from a company’s business activities over time.   

 Ultimately, the Department denied MLI’s alternative apportionment request.  The 
Department first noted that MLI’s burden was to show by clear and cogent evidence that the 
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statutory formula is distortive before alternate apportionment is allowed.  The Department found 
that MLI had failed to meet its burden, stating: 

While you have provided detail on how the selling price was derived, you have not 
provided any evidence to the Department that the business activities in Michigan 
did not contribute to the gain realized or that the formula does not provide Michigan 
with an equitable allocation of income.  Further, including gain in the tax base is 
not an unusual fact situation or one that necessarily demonstrates that application 
of the statutory apportionment formula does not reflect [MLI’s] business activity in 
Michigan.   

Consequently, the Department determined that MLI had not overcome the presumption that the 
statutory apportionment formula fairly represents MLI’s business activity in Michigan for the 
period at issue.  Soon after the denial, the Department issued its Final Assessment for the Short 
Year, reflecting $2,926,765.07 due including penalty and interest. 

 Thereafter, plaintiff filed suit in the Court of Claims, raising four counts.  In Count I, 
plaintiff alleged that the Department’s failure to include the gain from the Sale in the sales factor 
denominator for the Short Year results in a grossly distortive tax, as the calculation used does not 
fairly represent MLI’s business activities in the State, and violates the Equal Protection, Due 
Process, and Commerce Clauses of the Constitution, mandating use of an alternative formula.  In 
Count II, plaintiff alternatively alleged that the gain on the Sale is nonoperational, nonrecurring, 
nonbusiness income that should be excluded from MLI’s tax base, whereas its inclusion results in 
taxation of extraterritorial values in violation of the Equal Protection, Due Process, and Commerce 
Clauses of the Constitution.  Count III posited that the Department unlawfully calculated MLI’s 
tax base by including the gain on the Sale; specifically, plaintiff alleged that under the plain 
language of the MBTA, the sale of shareholder’s stock is not a “business activity” to be included 
in an S corporation’s tax base and the federal method of accounting, i.e., MLI’s election to treat 
the liquidation as a sale of assets under the Internal Revenue Code, is irrelevant.  Count IV alleged 
that the penalty should be abated because plaintiff timely paid the tax based on reasonable 
interpretations of the MBTA. 

 The parties filed cross-motions for summary disposition.  After oral argument, the Court 
of Claims granted summary disposition for the Department.  The court determined that the 
Department had properly included the Sale in MLI’s tax base, because the Sale qualified as 
“business income” within the meaning of the MBTA.  In so concluding, the court rejected 
plaintiff’s argument that the Sale does not qualify as “business income” because it cannot be 
“attributable” to MLI and relied heavily on the fact that the shareholders had elected to treat the 
Sale as a sale of all of MLI’s assets under 26 USC 338(h)(10).  As to MLI’s request for alternative 
apportionment, the court, relying on Trinova Corp v Dep’t of Treasury, 433 Mich 141; 445 NW2d 
428 (1989), concluded that MLI disputed the inclusion of the Sale in its tax base, which the court 
stated did not concern the constitutionality of the apportionment formula.  For this reason alone, 
the court held that “plaintiff’s appeal to alternative apportionment [wa]s unavailing.”  As to 
plaintiff’s contention that the tax imposed taxed extraterritorial activity, the court determined that 
plaintiff had failed to provide any documentary evidence in support: it viewed the historical data 
as merely an indication that MLI’s Michigan activity was out of proportion with activity in 
previous years and noted that no evidence had been submitted to show that MLI’s goodwill should 
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be sourced entirely to Minnesota.  Given the conclusion that plaintiff’s claim of unfair 
apportionment was meritless, the court held that plaintiff’s constitutional claims failed as well.  
Finally, the court rejected plaintiff’s claim that the penalty should be waived because plaintiff had 
failed to meet its burden to justify abatement of the penalty.   

 Plaintiff raises several issues on appeal.  We need not address all of these issues as we find 
one to be dispositive in plaintiff’s favor.  We do note, however, that we do not necessarily disagree 
with defendant’s basic position on how to calculate the tax under the statutory formula.  Its position 
is reasonable in light of the differing definitions of “business activity,” “business income,” and 
“sales” and how those terms are employed in calculating the tax base and applying the sales factor 
to apportion the sales to Michigan.  But, for the reasons discussed below, we conclude that to apply 
the statutory formula, as defendant did, to the circumstances of this case would result in the 
imposition of a tax in violation of the Commerce Clause.  Accordingly, allowing for an alternative 
formula, as plaintiff requested, would be necessary to avoid the constitutional violation. 

 In recognition of the difficulty in identifying purely intrastate activity when a unitary 
business is involved, the United States Supreme Court has not required the use of a particular 
formula to the exclusion of others.  Rather, the Due Process and Commerce Clauses must simply 
be “fair,” i.e., the formula must fairly determine the portion of income that can be “fairly attributed 
to in-state activities.”  Container Corp of America v Franchise Tax Bd, 463 US 159, 169; 103 S 
Ct 2933; 77 L Ed 2d 545 (1983).  Fairness, in part, requires that the “choice of factors used in the 
formula ‘must actually reflect a reasonable sense of how [the business activity] is generated.”  Id.  
An apportionment formula will be struck “if the taxpayer can prove “by ‘clear and cogent 
evidence’ that the income attributed to the State is in fact ‘out of all appropriate proportions to the 
business transacted . . . in that State,’ [Hans Rees’ Sons, Inc v North Carolina, 283 US 123, 135; 
51 S Ct 385; 75 L Ed 879 (1931)], or has ‘led to a grossly distorted result[.]’ ”  Container Corp of 
America, 463 US at 170.   

 The Michigan Legislature recognized the conundrum of allocating income to the state and, 
consistent with Supreme Court precedent, provided for alternative apportionment under MCL 
208.1309 in the instance that the statutory formula resulted in a tax that was not fair.  That provision 
governs the procedural and substantive requirements for seeking alternate apportionment and 
provides: 

 (1) If the apportionment provisions of this act do not fairly represent the extent of 
the taxpayer’s business activity in this state, the taxpayer may petition for or the 
treasurer may require the following, with respect to all or a portion of the taxpayer’s 
business activity, if reasonable: 

(a) Separate accounting. 

(b) The inclusion of 1 or more additional or alternative factors that will fairly 
represent the taxpayer’s business activity in this state. 

(c) The use of any other method to effectuate an equitable allocation and 
apportionment of the taxpayer’s tax base. 
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(2) An alternate method may be used only if it is approved by the department. 

(3) The apportionment provisions of this act shall be rebuttably presumed to fairly 
represent the business activity attributed to the taxpayer in this state, taken as a 
whole and without a separate examination of the specific elements of either tax base 
unless it can be demonstrated that the business activity attributed to the taxpayer in 
this state is out of all appropriate proportion to the actual business activity 
transacted in this state and leads to a grossly distorted result or would operate 
unconstitutionally to tax the extraterritorial activity of the taxpayer. 

(4) The filing of a return or an amended return is not considered a petition for the 
purposes of subsection (1). 

 Plaintiff presented clear and cogent evidence that the statutory formula, as applied, 
attributed business activity to Michigan “out of all appropriate proportion to the actual business 
activity transacted in the state,” Hans Rees’ Sons, 283 US at 135 and led to a grossly distorted 
result, and also operated to unconstitutionally tax extraterritorial activity.  Our basis for this 
conclusion is, unlike many other aspects of this case, fairly straightforward.  The value of the 
business and its assets was built up over many years and attributable to activity in many states.  
Indeed, much of the activity and assets involved in the Sale never had any connection to Michigan.  
The problem is then compounded when the Sale occurs in a time period (the Short Year) in which 
an unusually large percentage of the business activity occurred in Michigan.  Then with the 
application of the statutory formula, an unreasonably large portion of the Sale is thus attributed to 
Michigan and taxed under the MBT.  Simply put, the apportionment formula is unconstitutional 
as applied to MLI under the circumstances of this case. 

To  rebut the presumption that the statutory apportionment formula is fair, the taxpayer 
must show by “clear and cogent evidence” that (1) “the business activity attributed to the taxpayer 
in this state is out of all appropriate proportion to the actual business activity transacted in this 
state and leads to a grossly distorted result or[,]” alternatively, (2) the apportionment formula  
“would operate unconstitutionally to tax the extraterritorial activity of the taxpayer.”  MCL 
208.1309; Trinova Corp, 433 Mich at 158 (stating burden of proof).   

 A state may not tax more than its fair share of interstate commerce and, to be valid, a tax 
imposed on a business that conducts taxable activities both within and outside a state’s borders 
must be apportioned to the activities within the state.  See Asarco, Inc v Idaho State Tax Comm, 
458 US 307, 315; 102 S Ct 3103; 73 L Ed 2d 787 (1982).  However, the profitability of such 
modern business organizations—which take advantage of functional integration, centralization of 
management, and economies of scale across state borders—is tied to the business as a whole, 
which makes it misleading to characterize business income as having a single isolated source.  
Mobil Oil Corp v Comm’r of Taxes, 445 US 425, 438; 100 S Ct 1223; 63 L Ed 2d 510 (1980).  
Exact precision in apportionment, therefore, is not required, a general approximation is permitted, 
and a formula that incidentally taxes some out-of-state business activity is constitutionally 
permissible.  Moorman Mfg Co v Bair, 437 US 267, 272; 98 S Ct 2340; 57 L Ed 2d 197 (1978).  
Yet, while the United States Supreme Court has not required use of a particular formula, it has 
required that such an apportionment formula be fair.  Container Corp of America, 463 US at 164, 
169.  An apportionment formula is valid if it does not operate to unreasonably and arbitrarily 
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attribute to the taxing state a “percentage of the total income out of all appropriate proportion to 
the business transactions by the taxpayer in that state.”  Hans Rees’ Sons, Inc, 283 US at 135.  
Stated differently, a formula that has a palpably disproportionate result that patently taxes out-of-
state activity will be nullified.  International Harvester Co v Evatt, 329 US 416, 422-423; 67 S Ct 
444; 91 L Ed 390 (1947). 

 The difficulty with these general principles is their application.  In discerning whether 
impermissible distortion has occurred, courts are swayed by numerous factors unique to each case, 
making it nearly impossible to express any set of general rules as to when impermissible distortion 
occurs.  A review of pertinent caselaw demonstrates this point, but will also aid in determining 
whether distortion occurred in this case.  

 In Hans Rees’ Sons, the United States Supreme Court struck down a one-factor 
apportionment formula that was based on ownership of tangible property.  Hans Rees’ Sons, 283 
US at 128-129, 135-136.  The taxpayer was in the business of manufacturing leather for wholesale 
and retail, with warehouses in New York and its manufacturing plant in North Carolina.  Id. at 
126-127.  The evidence showed that no more than 21 percent of the taxpayer’s income could be 
attributed to the taxing state, but that between 66 and 85 percent of the taxpayer’s total income had 
been attributed to the state.  Id. 128, 134-135.  The Supreme Court struck down the one-factor 
formula’s application to that taxpayer because, although fair on its face, it operated “so as to reach 
profits which are in no just sense attributable to transactions within its jurisdiction” and 
unreasonably and arbitrarily attributed profits to North Carolina that were “out of all appropriate 
proportion to the business transaction [by the taxpayer] in the state.”  Id. at 134-136.  

 In Container Corp of America, the Supreme Court upheld a three-factor apportionment 
formula, which used an averaged ratio of payroll, property, and sales to apportion in-state activity, 
and rejected evidence intended to show systematic distortion.  Container Corp of America, 463 
US at 170, 181-182.  Mainly, the taxpayer asserted that the formula failed to consider that the 
taxpayer’s foreign subsidiaries were significantly more profitable and consequently distorted the 
true allocation of income.  Id. at 181.  The Court found that this argument was based on 
“geographical accounting,” which fails to account for contributions that result from the operation 
of a multistate business as a whole, and that the three-factor formula had gained wide approval 
because “payroll, property, and sales appear in combination to reflect a very large share of the 
activities by which value is generated.”  Id.  Further, the taxpayer had failed to demonstrate a 
substantial margin of error in the three-factor apportionment formula; the difference between the 
formula used and that advocated by the taxpayer was only a 14 percent increase, which the Court 
noted fell far short of the 250 percent increase in Hans Rees’ Sons.  Container Corp of America, 
463 US at 183-184. 

 The Michigan Supreme Court, in Trinova v Dep’t of Treasury, also considered whether 
application of the three-factor apportionment formula of Michigan’s Single Business Tax Act’s 
(SBTA), MCL 208.1 et seq., was constitutional.  Trinova v Dep’t of Treasury, 433 Mich at 144-
147.  The SBTA, which was the predecessor statute to the MBTA, imposed a value added tax on 
business activity in the state; the taxpayer’s tax base was allocated to Michigan by multiplying the 
total tax base by the ratio of Michigan sales, Michigan wages, and Michigan property, to which 
the tax rate then applied.  Id. at 150-153.  The Court rejected the contention that wages 40 times 
greater than actuality and depreciation 1000 times greater than actual depreciation was evidence 
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of an unfair apportionment “out of all appropriate proportion” to the taxpayer’s actual business 
transactions in Michigan.  Id. at 163-164.  In so concluding, the court made clear that it could not 
“ignore the integrated nature of formulary apportionment,” which was better suited to take account 
of a unitary enterprise’s business activity, and rejected geographical accounting, which fails to 
account for contributions to business activity as a result of functional integration.  Id. at 162.  
According to the Court, reliance on just two factors of the apportionment formula, by showing that 
they were not actually accurate, did not demonstrate distortion where the taxpayer’s apportioned 
tax base was almost $20 million, or 9 percent of its total tax base, and where it made sales of nearly 
$104 million in Michigan.  Id. at 164. 

 Well before Trinova, however, the Michigan Supreme Court struck down application of a 
formula that imposed a corporate franchise tax that burdened interstate commerce.  Panhandle 
Eastern Pipe Line Co v Michigan Corp & Securities Comm, 346 Mich 50, 56; 77 NW2d 249 
(1956).  In that case, the taxpayer was a Delaware corporation engaged in the business of 
distributing natural gas through pipelines it owned, including pipelines it owned in Michigan.  Id. 
at 51-52.  The taxpayer had 7 percent of its pipeline mileage in Michigan, 5 percent of its total 
property in Michigan, 3.5 percent of its payroll in Michigan, and 2 percent of its operating expenses 
in Michigan, and its Michigan sales were around 6 percent.  Id. at 56.   In calculating the tax, the 
tax commission had included 50 percent of the taxpayer’s interstate receipts.  Id.  In striking down 
that formula as an arbitrary and “unjust burden upon interstate commerce,” the court simply 
concluded: “In our opinion it is clear that the formula used by the commission includes receipts 
from a business not related to plaintiff’s intrastate business.”  Id. 

We conclude that this is an exceptional case where the taxpayer has met its burden of 
providing clear and cogent evidence that the business activity attributed to it “is out of all 
appropriate proportion to the actual business activity transacted in this state and leads to a grossly 
distorted result.”  MCL 208.1309.  The statutory formula as applied, which includes 100 percent 
of the gain on the Sale in MLI’s preapportioned tax base, includes income from the Sale that is not 
related to MLI’s Michigan business activities.  Application of the statutory formula results in an 
allocation of 70 percent of the gain on the Sale to Michigan, meaning approximately $38 million 
is attributed to MLI’s business activity in the state of Michigan.  While some of MLI’s value can 
undoubtedly—and should undoubtedly—be attributed to its business activity in Michigan, the 
undisputed history of MLI’s sales in the state is that those sales averaged around 7 percent of its 
total sales, are evidence that well over a majority of the value inherent in MLI stemmed, not from 
its activity in Michigan during the Short Year or even over the years, but from intangible assets 
built-up in multiple other states over time.  To impose a tax on 70 percent of the gain of the Sale 
is not commensurate with the “protection, opportunities and benefits” that Michigan conferred on 
MLI, where the majority of the activities making up MLI’s fair market value at the time of the Sale 
had occurred outside Michigan’s borders.  See Wisconsin v JC Penney Co, 311 US 435, 444; 61 
D Ct 246; 85 L Ed 267 (1940).  Again, by looking at the Short Year and its unusual concentration 
of activity in Michigan, an unconstitutional distortion is created.   

 Application of the statutory formula in this case runs afoul of the Due Process and 
Commerce Clauses, incorporated in the statute, because it does not fairly determine the portion of 
income from the Sale that is reasonably attributed to in-state activities.  Fairness, in part, requires 
that the “choice of factors used in the formula ‘must actually reflect a reasonable sense of how [the 
business activity] is generated.”  Container Corp of America, 463 US at 169.  Looking only at the 
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Short Year does not actually and reasonably reflect how the income from the Sale was generated.  
As in Hans Rees’ Sons, the statutory formula when applied in this case operates “so as to reach 
profits which are in no just sense attributable to transactions within its jurisdiction.”  Hans Rees’ 
Sons, 283 US at 134.   

Additionally, both the Court of Claims and the Department rely on Trinova to support the 
Department’s apportionment.  But Trinova involved the SBTA’s three-factor apportionment 
formula.  The Court effectively held that showing a distortion as to a single factor after the ratios 
are averaged did not impeach the basic premise of the three-factor formula, given that the business 
was to be viewed as a whole and that the averaged ratios actually reflected a reasonable sense of 
how the taxpayer’s business activity was generated.  Trinova is not helpful to the Department’s 
position; that the Court accepted an actual distortion of up to 1000 times greater than actual is 
immaterial to this case where the three-factor apportionment formula is not at issue.  Rather, the 
MBT uses a single factor, sales.  And, unlike the three-factor formula in Trinova, MLI’s Michigan 
sales alone do not reasonably reflect how the gain on the Sale was generated.  Trinova is inapposite. 

 We should briefly address that argument that plaintiff did not follow the statute’s 
procedural requirements by petitioning for alternative apportionment before filing its MBT return.  
Instead, it filed its return using an alternate apportionment method, including the Sale in the sales 
factor denominator, and only after the Department’s audit removing the Sale to the tax base did 
MLI ask for an alternate accounting.  The Department, however, entertained MLI’s request at the 
informal level and, while pointing out the procedural irregularity in the Court of Claims, the 
Department did not argue that the request should be denied for failure to strictly comply with the 
statutory directive.  The Department also did not ask for such relief before this Court.  
Consequently, to the extent the Department may make this argument it should be considered to 
have waived the procedural irregularity or to otherwise have impliedly consented to try the 
substantive issue of whether the tax is distortive absent compliance with the statute’s procedural 
requirements. See Fraser Twp v Haney (On Remand), ___ Mich App ___; __ NW2d ___ (Docket 
No. 337842, rel’d 1/21/20) (indicating that when a party fails to object to an issue raised, and the 
court subsequently addresses the issue absent objection, the issue is tried by implied consent).  
Moreover, as discussed above, if an alternative formula is not applied, the constitutional defect 
cannot be cured.   

 The Legislature anticipated that the statutory formula may present constitutional defects in 
particular cases, thus providing for the possibility of an alternative apportionment under § 1309.  
Reading this section as a whole, if a taxpayer believes the apportionment provisions unfairly 
represent the extent of the taxpayer’s business activity in the state, the taxpayer must (1) petition 
to propose a “reasonable” alternative method of apportionment, which may be used only if 
approved by the Department; and (2) rebut the presumption that the statutory apportionment 
formula fairly represents the taxpayer’s business activity in the state.  We, however, decline 
plaintiff’s request that we ascertain the alternate method to be employed.  The statute clearly directs 
that this must be settled between the parties; that is, the method must ultimately be approved by 
the Department.   

 Accordingly, this matter must be returned to the Department for the determination of the 
appropriate alternate method to be used.  We encourage the parties to engage in a good-faith 
collaboration to arrive at such a method.  Ultimately, just as the Department may not rely on the 
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statutory formula in this case, neither can it insist on an alternate method that does not cure the 
constitutional defect by continuing to attribute out-of-state revenue to Michigan.  And if plaintiff 
believes that the method ultimately adopted by the Department is constitutionally flawed, it may 
renew its challenges. 

 The trial court’s decision is reversed and the tax assessment and penalty in this case are 
vacated.  The matter is remanded for the parties to determine an alternate method of apportionment.  
We do not retain jurisdiction.  No costs, neither party having prevailed in full. 

 

/s/ Jonathan Tukel 
/s/ David H. Sawyer 
/s/ Michael J. Riordan 
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Bridget M. McCormack, 
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David F. Viviano, 
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Brian K. Zahra 
Richard H. Bernstein 
Elizabeth T. Clement 
Megan K. Cavanagh, 
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I, Larry S. Royster, Clerk of the Michigan Supreme Court, certify that the 
foregoing is a true and complete copy of the order entered at the direction of the Court. 

 
                                                                                         

  
 
 

November 25, 2020 
s1124 

Order  

  
 

 

Clerk 

November 25, 2020 
 
 
161422 
 
 
 
VECTREN INFRASTRUCTURE SERVICES 
CORP., successor-in-interest to MINNESOTA 
LIMITED, INC., 

Plaintiff-Appellee, 
 
v        SC:  161422 
        COA:  345462 

Ct of Claims:  17-000107-MT 
DEPARTMENT OF TREASURY, 

Defendant-Appellant. 
 

_________________________________________/ 
 

On order of the Court, the application for leave to appeal the March 12, 2020 
judgment of the Court of Appeals is considered and, pursuant to MCR 7.305(H)(1), in lieu 
of granting leave to appeal, we VACATE the Court of Appeals judgment and we 
REMAND this case to the Court of Appeals to address the  plaintiff’s arguments regarding 
the proper method for calculating the business tax due under the statutory formula.  See 
MCL 208.1201; MCL 208.1301(2).  This foundational issue must be addressed before 
determining that MCL 208.1309 requires application of an alternative method of 
apportionment.  

 
We do not retain jurisdiction.   
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Court of Appeals, State of Michigan 

ORDER 

Vectren Infrastructure Services Corp v Department of Treasury 

Docket No. 345462 

LC No. 17-000107-MT 

Jonathan Tukel 
Presiding Judge 

David H. Sawyer 

Michael J. Riordan 
Judges 

The Supreme Court, in lieu of granting leave, vacated our judgment, Vectren Infrastructure 
Services Corp v Dep’t of Treasury, 331 Mich App 568; 953 NW2d 213 (2020), and remanded the matter 
to this Court “to address the plaintiff’s arguments regarding the proper method for calculating the business 
tax due under the statutory formula.”  Vectren Infrastructure Services Corp v Dep’t of Treasury, ___ Mich 
___; 950 NW2d 746 (2020), slip op at 1.  The Supreme Court concluded that this “foundational issue must 
be addressed before determining that MCL 208.1309 requires application of an alternative method of 
apportionment.”  Id. 

The parties agree that the Court of Claims never ruled on Count I of plaintiff’s first 
amended complaint and that the issue had been properly preserved.  Given the complicated nature of the 
issue involved, and our view that it is typically preferred that a trial court be given the opportunity to 
address an issue before this Court does so, we REMAND the matter to the Court of Claims to consider 
and decide the issue raised in Count I of plaintiff’s first amended complaint.  The proceedings on remand 
are limited to this issue. 

Proceedings on remand shall commence within 56 days of the Clerk’s certification of this 
order, and they shall be given priority on remand until they are concluded.  The parties shall promptly file 
with this Court a copy of all papers filed on remand.  Within seven days after entry, plaintiff-appellant 
shall file with this Court copies of all orders and/or opinions entered on remand.   

We retain jurisdiction. 

_______________________________ 
Presiding Judge 

April 19, 2021
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STATE OF MICHIGAN 

COURT OF CLAIMS 

 

 
VECTREN INFRASTRUCTURE SERVICES 
CORP., successor-in-interest to MINNESOTA 
LIMITED, INC., 
 
 Plaintiff, 
 

 
 
OPINION AND ORDER 
 
 

v Case No.  17-000107-MT 
 

DEPARTMENT OF TREASURY, STATE OF 
MICHIGAN, 
 

Hon. Colleen A. O’Brien  

 Defendant. 
___________________________/ 

 

 

 

 This matter is back before the Court on remand from the Court of Appeals.  The Court of 

Appeals has directed this Court to decide the issues raised in Count I of plaintiff’s first amended 

complaint.  Having done the same, the Court concludes that defendant is entitled to judgment as a 

matter of law on Count I.  This matter is being decided without oral argument under Local Rule 

2.119(A)(6).  

I. BACKGROUND 

 The pertinent facts of this case are set forth in this Court’s prior opinion and order as well 

as in the opinion of the Court of Appeals, see Vectren Infrastructures Services Corp v Dep’t of 

Treasury, 331 Mich App 568; 953 NW2d 213 (2020), vacated 506 Mich 964 (2020).  This opinion 

will only briefly set forth pertinent facts for purposes of providing context.  In short, this matter 

arises out of the Michigan Business Tax (MBT) return for the 2011 short year for Minnesota 
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Limited Inc. (MLI).  In March 2011 the shareholders of MLI sold their shares to plaintiff and 

treated the sale as an asset sale under 26 USC 338(h)(10).   

 The issue before the Court concerns the treatment of the sale as it was reported on MLI’s 

2011 short year MBT return.  The Michigan Business Tax Act (MBTA) “levied and imposed a 

business income tax on every taxpayer with business activity within this state . . . .”  MCL 

208.1201(1).  For a taxpayer whose business activities were subject to tax within this state and 

outside this state, MCL 208.1301(2) provides that the taxpayer’s tax base “shall be apportioned to 

this state by multiplying each tax base by the sales factor calculated under [MCL 208.1303].”  The 

“sales factor” to be used in this calculation “is a fraction, the numerator of which is the total sales 

of the taxpayer in this state during the tax year and the denominator of which is the total sales of 

the taxpayer everywhere during the tax year.”  MCL 208.1303(1).  Finally, if “the apportionment 

provisions of this act do not fairly represent the extent of the taxpayer's business activity in this 

state, the taxpayer may petition for or the treasurer may require” alternative apportionment 

approved by defendant.  MCL 208.1309(1).   

 In MLI’s MBT return for the 2011 short year, it included the stock sale in its tax base and 

in the denominator of the sales factor, reflecting that the sale was part of the “everywhere” sales.  

On audit, defendant rejected this approach, as the auditor determined that MLI should not have 

included the sale in the sales factor denominator.  The auditor removed the sale from the 

“everywhere” sales, but left the sale in MLI’s business income.   

 The disagreement regarding MLI’s MBTA liability led to plaintiff filing a complaint—and 

later a first amended complaint—in this Court.  The first amended complaint raised four counts, 

only one of which is at issue at the present time.  Count I was entitled “Apportionment Without 
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Factor Representation Under MCL 208.1309 Unconstitutionally Violates the Commerce and Due 

Process Clause.”  This count alleges in ¶¶ 31-34 that plaintiff should have been allowed to use an 

alternative apportionment formula under MCL 208.1309 because, even if the state’s statutory 

apportionment formula were “generally appropriate,” it could nevertheless result in 

unconstitutional application in cases where it led to a “grossly distorted result.”  In ¶ 36, plaintiff 

alleges that if the sale was properly classified as having been derived from plaintiff’s business 

activities in this state, then the sale “must be the sale of business assets.”  In ¶ 37-38, plaintiff 

alleged that the sale of stock and assets meet the definition of “sales” that should be included in 

the sales factor denominator under MCL 208.1115 because plaintiff sold stock in trade or other 

property that would be considered inventory.  And in ¶¶ 39-40, plaintiff alleged that the accrued 

value realized in the sale should be sourced to Minnesota, rather than to Michigan.  Plaintiff alleges 

that apportionment without inclusion of the assets in the sales factor denominator 

disproportionately attributed long-term gain to Michigan that was out of all appropriate proportion.  

Plaintiff alleges that application of the statutory formula violates the Due Process and Commerce 

Clauses of the United States Constitution because it did not produce fair apportionment.  As a 

result, plaintiff alleged that, “pursuant to MCL 208.1309, [it] is allowed and entitled to an 

alternative apportionment method which includes the gain on the sale of its stock in the 

denominator  of the sales factor . . . .” 

 In light of these allegations, particularly those raising constitutional concerns and the 

request for alternative apportionment, the Court originally decided Count I by analyzing the 

constitutional issues and the request for alternative apportionment.  Vectren Infrastructure Servs 

Corp v Dep’t of Treasury (Vectren I), opinion and order of the Court of Claims, issued August 14, 

2018 (Docket No. 17-000107-MT).  The Court rejected both contentions.  Id. at pp. 7-12.   
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 On appeal, the Court of Appeals remarked that it did “not necessarily disagree with the 

Department’s basic position on how to calculate the tax under the statutory formula.”  Vectren 

Infrastructure Servs Corp v Dep’t of Treasury (Vectren II), 331 Mich App 568, 576; 953 NW2d 

213 (2020).  The panel remarked that defendant’s position regarding the statutory formula was 

“reasonable in light of the differing definitions of ‘business activity,’ ‘business income,’ and 

‘sales’ and how those terms are employed in calculating the tax base and applying the sales factor 

to apportion the sales to Michigan.”  Id.  However, the panel reversed because it concluded that 

application of the statutory formula in this case “would result in the imposition of a tax in violation 

of the Commerce Clause.”  Id.  As a result, the panel held that “allowing for an alternate formula, 

as plaintiff requested, is necessary to avoid the constitutional violation.”  Id.  The panel remanded 

to this Court “for the parties to determine an alternate method of apportionment.”  Id. at 586. 

 On application for leave to appeal, the Supreme Court vacated the decision of the Court of 

Appeals and remanded for the Court of Appeals “to address the plaintiff’s arguments regarding 

the proper method for calculating the business tax due under the statutory formula.”  Vectren 

Infrastructures Servs Corp v Dep’t of Treasury (Vectren III), 506 Mich 964; 950 NW2d 746 

(2020).  According to the Supreme Court’s remand order, “[t]his foundational issue must be 

addressed before determining that MCL 208.1309 requires application of an alternative method of 

apportionment.”  Id. 

 Following remand from the Supreme Court, the Court of Appeals declared that this Court 

“never ruled on Count I of plaintiff’s first amended complaint” and remanded for this Court “to 

consider and decide the issues raised in Count I of plaintiff’s first amended complaint.”  Vectren 

Infrastructure Servs Corp v Dep’t of Treasury, unpublished order of the Court of Appeals, entered 
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April 19, 2021 (Docket No. 345462).  The order declared that “the proceedings on remand are 

limited to this issue.”  Id. 

 While Count I of plaintiff’s first amended complaint covered a variety of issues, some of 

which this Court did in fact rule on—such as alternative apportionment and plaintiff’s 

constitutional claims—the Court will nevertheless interpret the remand order as requiring it to 

examine the “foundational issue” identified in the Michigan Supreme Court’s remand order.  That 

is, the Court will consider arguments regarding the proper method for calculating the business tax 

due under the statutory formula.   

II. PARTIES’ ARGUMENTS ON REMAND 

 Plaintiff’s brief on remand spends time arguing matters outside the scope of the remand 

order, such as arguing that the Court of Appeals reached the correct conclusion when it resorted to 

alternative apportionment.  Plaintiff also argues that defendant incorrectly included the gain from 

the sale of MLI in MLI’s tax base; the Court decided this issue in defendant’s favor in the original 

opinion and order and it is outside the scope of the Court’s remand order as well.  And while 

labeling its position on page 10 of its brief as an argument asserted “In the alternative,” plaintiff 

disputes defendant’s calculation of the statutory formula.  Plaintiff argues that defendant 

incorrectly applied the statutory formula because it failed to accurately define “sales” in computing 

MLI’s sales factor.  According to plaintiff, defendant improperly excluded the receipts of the sale 

of MLI from the denominator of MLI’s sales factor.  Plaintiff cites ¶¶ 36-40 of its first amended 

complaint as well as certain information provided in response to discovery requests and argues 

that defendant improperly excluded the sale from the denominator of the sales factor.  Plaintiff 

asserts that these items, particularly its discovery requests, shows that it sold assets in the ordinary 

course of business that should be included as “sales” under MCL 208.1115.  Plaintiff also argues 
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that when defendant removed the sale from MLI’s sales factor denominator, the sales factor failed 

to reflect how the income in the apportionable tax base was generated.  Plaintiff argues that if the 

Court determines that the sale is business income then the sale must also be included in the 

denominator of the sales factor.  Plaintiff argues that it is inconsistent and contrary to constitutional 

principles of taxation to include the sale in business income while at the same time excluding it 

from the denominator of the sales factor.   

 Defendant argues that the only issue that this Court can address on remand is whether the 

sale of MLI’s business and assets was a “sale” for purposes of determining the statutory sales 

apportionment factor denominator.  Defendant argues that the MLI sale should be excluded from 

the sales factor denominator because there were no “sales” as defined by the MBTA.  A “sale” 

under MCL 208.1115(1)(a) of the MBTA refers to stock in trade held in inventory for sale in the 

regular course of business.  Defendant argues that the sale of MLI’s business does not fit this 

statutory definition.  Defendant also argues that the “sales” plaintiff noted in some of its discovery 

responses were sales of depreciable assets, which are not “inventory” under the MBTA.  

Additionally, defendant argues that plaintiff did not demonstrate that MLI sold assets held 

primarily for sale to customers in the ordinary course of business.  Hence, defendant argues that 

nothing about the MLI sale qualifies as a “sale” under the MBTA’s definition of that term.          

III. ANALYSIS 

 This Court’s sole task on remand is, consistent with the appellate courts’ remand orders, to 

address the proper method for calculating the amount of tax due under the MBTA’s statutory 

formula.  As noted, the Michigan Business Tax Act (MBTA) “levied and imposed a business 

income tax on every taxpayer with business activity within this state . . . .”  MCL 208.1201(1).  

For a taxpayer whose business activities were subject to tax within this state and outside this state, 
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MCL 208.1301(2) provides that the taxpayer’s tax base “shall be apportioned to this state by 

multiplying each tax base by the sales factor calculated under [MCL 208.1303].”  The “sales 

factor” to be used in this calculation “is a fraction, the numerator of which is the total sales of the 

taxpayer in this state during the tax year and the denominator of which is the total sales of the 

taxpayer everywhere during the tax year.”  MCL 208.1303(1). 

 The issue on remand is whether the sale of MLI should be included in the denominator of 

the sales factor.  The denominator is “the total sales of the taxpayer everywhere during the tax 

year.”  MCL 208.1303(1).  A “sale” under the MBTA is, in pertinent part, defined as: 

The transfer of title to, or possession of, property that is stock in trade or other 
property of a kind that would properly be included in the inventory of the taxpayer 
if on hand at the close of the tax period or property held by the taxpayer primarily 
for sale to customers in the ordinary course of the taxpayer’s trade or business.  For 
intangible property, the amounts received shall be limited to any gain received from 
the disposition of that property.   [MCL 208.1115(1)(a).] 

 The first question the Court must address is whether the sale of MLI, which was treated as 

a sale of assets pursuant to the parties’ elections under federal law, is a “sale” as defined by MCL 

208.1115(1)(a).  As defendant points out, plaintiff’s December 7, 2018 brief filed on appeal from 

this Court’s original opinion and order admitted on page 32 n 22 that “the statutory formula does 

not provide for inclusion of the Sale proceeds in the sales factor.”  Nor is the word “inventory” 

defined so broadly as to include the sale of the entirety of MLI’s business.  See MCL 208.1111(4).  

Indeed, the sale of MLI was the sale of the entire business, not just any inventory held—or not 

held, as defendant’s evidence would suggest—by MLI.  The statute’s reference to inventory held 

by a taxpayer anticipates that a “sale” under the MBTA is something less than the sale of the 

taxpayer’s entire business.  Accordingly, the plain language of the MBTA does not support 

inclusion of the sale in the denominator of the sales factor formula.       
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 Furthermore, the evidence produced in this case does not support the notion that MLI held 

or sold property that would be considered “inventory” or that the MLI sale should be included in 

the sales factor denominator.  The MBTA defines “inventory” in pertinent part as: 

(a) The stock of goods held for resale in the regular course of trade of a retail or 
wholesale business, including electricity or natural gas purchased for resale. 

(b) Finished goods, goods in process, and raw materials of a manufacturing 
business purchased from another person.  [MCL 208.1111(4)(a)-(b).] 

Inventory does not, however, include “Property allowed a deduction or allowance for depreciation 

or depletion under the internal revenue code.”  MCL 208.1111(4)(e)(ii).  Here, plaintiff points to 

its supplemental discovery responses as proof that MLI sold “inventory.”  However, the Court 

agrees with defendant’s assessments that the equipment listed in those discovery responses was 

depreciable assets, i.e., the type of assets that are expressly excluded from the definition of 

“inventory” under the MBTA.  Indeed, the discovery responses—which were attached to both 

parties’ briefing—include depreciation schedules for equipment plaintiff used in its business.  

MLI’s sales of used equipment that was allowed a deduction for depreciation cannot be considered 

“inventory.”  See MCL 208.1111(4)(e)(ii).  Likewise, the Form 4797 attached to defendant’s 

briefing, on which the sales were reported to the Internal Revenue Service, shows that the 

overwhelming majority of the assets sold were depreciable assets.  Thus, the record does not 

support the contention that MLI sold “inventory.”  And if  MLI did not sell “inventory,” then sales 

of any equipment cannot be considered “sales” when determining the sales factor denominator.  

See MCL 208.1115(1)(a) (defining the term “sale” under the MBTA).   

 Nor does the record support that MLI sold any property that was held primarily for sale to 

customers in the ordinary course of MLI’s trade or business.  Cf. MCL 208.1115(1)(a).  The 

documentary evidence in this case, as noted in the prior opinions and order, described MLI as 
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being engaged in the business of construction and maintenance of oil and gas pipelines, as well as 

providing HAZMAT response.  The sales of equipment came only after MLI used the equipment, 

as illustrated by the depreciation schedules.  The used equipment was not held primarily for sale 

to customers, such that the sale of any equipment by MLI does not constitute a “sale” under MCL 

208.1115(1)(a).   

 In sum, plaintiff’s attempt to characterize the sale of MLI and its assets as a sale of stock 

in trade or inventory is not supported by the record, and plaintiff has not demonstrated that the sale 

should be included in the sales factor denominator.  This conclusion is unchanged by the brief 

mention in the complaint to MCL 208.1115(1)(c).  As noted, plaintiff’s briefing cites ¶¶ 36-40 of 

its first amended complaint in support of its position regarding the calculation of the statutory 

formula.  Paragraph 39 of the first amended complaint states, with no explanation, that “Receipts 

and income from the use of intangible property is also considered a ‘sale’ under MCL 

208.1115(1)(c).  MCL 208.1115(1)(c) includes within the definition of a “sale” under the MBTA: 

“The rental, lease, licensing, or use of tangible or intangible property, including interest, that 

constitutes business activity.”  Here, plaintiff has not identified any “rental, lease, licensing, or 

use” of tangible or intangible property.  Nor is it apparent plaintiff’s briefing expressly addressed 

MCL 208.1115(1)(c).   

 Finally, the Court rejects plaintiff’s argument that the sale must be included in the sales 

factor denominator for the reason that it was also included in MLI’s business activity.  Plaintiff 

argues that, if the sale is included in business activity, it must be included in the sales factor 

denominator, in order to result in consistent treatment of the sale.  This argument finds no merit 

under the statutory formula.  Plaintiff assumes that, if something is included in the taxpayer’s 

business activity under MCL 208.1301, it must also be a “sale” under MCL 208.1115.  However, 
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plaintiff has not offered a meaningful argument under the plain language MBTA as to why this is 

the case.  And where the Court of Appeals’ remand order did not instruct this Court to revisit its 

prior decision regarding the inclusion of the sale in MLI’s business activity, the Court will not 

consider it.  See Int’l Bus Machines, Corp v Dep’t of Treasury, 316 Mich App 346, 350; 891 NW2d 

880 (2016) (“When an appellate court remands a case with specific instructions, it is improper for 

a lower court to exceed the scope of the order”) (citation and quotation marks omitted). 

Furthermore, where the sale of MLI’s stock and assets does not fit within the plain language of the 

MBTA’s definition of “sale,” the Court cannot deviate from the statute’s plain language.  See In 

re Complaint of MCTA, 241 Mich App 344, 373-374; 615 NW2d 255 (2000) (discussing statutory 

interpretation).   

IV. CONCLUSION

IT IS HEREBY ORDERED that summary disposition is GRANTED to defendant on 

Count I of plaintiff’s complaint. 

This is a final order that resolves the last pending claim and closes the case. 

May 25, 2021 ____________________________________ 
Colleen A. O’Brien 
Judge, Court of Claims 
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S T A T E  O F  M I C H I G A N  
 

C O U R T  O F  A P P E A L S  
 
 
 
VECTREN INFRASTRUCTURE SERVICES 
CORP., successor-in-interest to MINNESOTA 
LIMITED, INC., 
 
 Plaintiff-Appellant, 
 

 
FOR PUBLICATION 
September 30, 2021 
9:10 a.m. 

v No. 345462 
Court of Claims 

DEPARTMENT OF TREASURY, 
 

LC No. 17-000107-MT 

 Defendant-Appellee. 
 

 

 
ON REMAND 

Before:  TUKEL, P.J., and SAWYER and RIORDAN, JJ. 
 
PER CURIAM. 

 This matter is again before us following a remand by the Supreme Court.  The facts of this 
case are set out in our original opinion and need not be repeated here.  Vectren Infrastructure 
Services Corp v Dep’t of Treasury, 331 Mich App 568; 953 NW2d 213 (2020).  Following the 
Supreme Court’s remand, we determined that, in order to fully comply with the Supreme Court’s 
directions on remand, we must ourselves first remand the matter to the trial court.  We did so, and 
the trial court fully addressed the issue on remand. 

In our original opinion, we concluded that:  

 Application of the statutory formula in this case runs afoul of the Due 
Process and Commerce Clauses, incorporated in the statute, because it does not 
fairly determine the portion of income from the Sale that is reasonably attributed to 
in-state activities. Fairness, in part, requires that the choice of “factors used in the 
apportionment formula must actually reflect a reasonable sense of how [the 
business activity] is generated.”  Container Corp of America [463 US 159, 169; 
103 S Ct 2933; 77 L Ed 2d 545 (1983)].  Looking only at the Short Year does not 
actually and reasonably reflect how the income from the Sale was generated.  As in 
Hans Rees’ Sons[, Inc v North Carolina, 283 US 123, 134; 51 S Ct 385; 75 L Ed 
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879 (1931), the statutory formula when applied in this case operates “so as to reach 
profits which are in no just sense attributable to transactions within its jurisdiction.” 
[Vectren, 331 Mich App at 578.] 

Defendant filed an application for leave to appeal to the Supreme Court, which in lieu of granting 
leave, vacated our judgment and remanded the matter to this Court “to address the plaintiff’s 
arguments regarding the proper method for calculating the business tax due under the statutory 
formula.”  Vectren Infrastructure Services Corp v Dep’t of Treasury, 506 Mich 964; 950 NW2d 
746 (2020).  The Court concluded that this “foundation issue must be addressed before determining 
that MCL 208.1309 requires application of an alternative method of apportionment.”  Id. 

 Our directions to the trial court in our remand order was to address Count I of plaintiff’s 
first amended complaint.  In a nutshell, the trial court’s task on remand was to answer the question 
posed by the Supreme Court’s remand order, namely what is the proper method under the statutory 
formula to calculate the tax due.  More specifically, the key question addressed by the trial court 
on remand is whether the sale of the business should have been included in the sales factor of the 
statutory formula.  Under MCL 208.1303(1), the sales factor is “a fraction, numerator of which is 
the total sales of the taxpayer in this state during the tax year and the denominator of which is the 
total sales of the taxpayer everywhere during the tax year.”   

 In a detailed analysis, the trial court determined that the definition of “sale” under MCL 
208.1115(1)(a) would not include the sale of the business, Minnesota Limited, Inc. (MLI).1  The 
trial court particularly drew attention to the use of the word “inventory” in the statute.  After an 
extensive analysis, the trial court concluded that the sale of an entire business would not be 
equivalent to the sale of inventory.  In particular, the trial court noted that the sale of the assets of 
MLI included equipment for which there was a depreciation allowance under the internal revenue 
code, which MCL 208.1111(4)(e)(ii) excludes from the definition of “inventory.”2  Thus, the trial 
court rejected plaintiff’s argument that the sale of MLI constituted “a sale of stock in trade or 
inventory” and concluded that it could not be included in the sales factor denominator.   

 The trial court then addressed plaintiff’s argument that the sale must be included in the 
sales factor denominator because it is included in the calculation of plaintiff’s business activity.  
While this would seem to be a very logical and compelling argument, it fails, as the trial court 

 
                                                 
1 MCL 208.1115(1)(a) provides in pertinent part: 

The transfer of title to, or possession of, property that is stock in trade or other 
property of a kind that would properly be included in the inventory of the taxpayer 
if on hand at the close of the tax period or property held by the taxpayer primarily 
for sale to customers in the ordinary course of the taxpayer’s trade or business.  For 
intangible property, the amounts received shall be limited to any gain received from 
the disposition of that property. 

2 Indeed, the trial court noted “the overwhelming majority of the assets sold were depreciable 
assets.” 
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pointed out, because of the differing definitions employed in the statute.3  Simply put, the definition 
of “business activity” under MCL 208.1105 is broader than the definition of the sales factor 
denominator.  Indeed, we made brief reference to this in our original opinion, and that is what lead 
us to conclude that applying the statutory formula to this case resulted in a constitutional violation: 

We do note, however, that we do not necessarily disagree with the Department’s 
basic position on how to calculate the tax under the statutory formula.  Its position 
is reasonable in light of the differing definitions of “business activity,” “business 
income,” and “sales” and how those terms are employed in calculating the tax base 
and applying the sales factor to apportion the sales to Michigan.  But, for the reasons 
discussed below, we conclude that to apply the statutory formula, as the Department 
did, to the circumstances of this case would result in the imposition of a tax in 
violation of the Commerce Clause.  Accordingly, allowing for an alternate formula, 
as plaintiff requested, is necessary to avoid the constitutional violation.  [331 Mich 
App at 576.] 

With the trial court now having fully addressed this fundamental issue, we conclude the 
trial court correctly determined that the proper interpretation of the relevant statutes supports 
defendant’s application of the statutory formula and, like the trial court, we reject plaintiff’s 
challenges to it.  Having resolved the question posed to us by the Supreme Court, that brings us 
back to our conclusion in our original opinion.  Our original opinion was essentially based upon 
assuming that plaintiff’s challenges to the determination of the proper calculation of the tax under 
the statutory formula were without merit.  We have now rejected plaintiff’s challenges to the proper 
method of calculating the tax under the statutory formula.   

This reaffirms the conclusion that we reached in our original opinion:  that the application 
of the statutory formula to this case constitutes a constitutional violation.  We adopt the analysis 
in our original opinion regarding the constitutional defect present in the case in applying the 
statutory formula under the facts of this case to calculate the tax owed.  An alternate method of 
apportionment must be adopted.  We again vacate the tax assessment and penalty in this case.  We 
remand the case to the trial court with directions to determine an appropriate alternate 
apportionment method if the parties are unable to agree upon one. 

 
                                                 
3 The trial court did not delve deeply into this issue, quite properly, because it was outside the 
scope of the remand.  In any event, the definition of “business activity” under MCL 208.1105(1), 
which includes “a transfer of legal or equitable title to or rental of property, whether real, personal, 
or mixed, tangible or intangible . . .” is sufficiently broad so as to include the sale of the business 
and, therefore, the sale of MLI would be included in plaintiff’s business activity and business 
income for the determination of the tax.  As for plaintiff’s additional argument that including the 
sale of the business in the tax base, but not in the sales factor, is impermissibly inconsistent, that 
is a large contributing factor, at least in the context of this case, to our conclusion that this 
represents a constitutional violation. 
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Reversed and remanded for further proceedings consistent with this opinion and our 
original opinion.  We do not retain jurisdiction.  No costs. 

 

/s/ David H. Sawyer 
/s/ Michael J. Riordan 
 

TUKEL, J., did not participate. 
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Opinion 
 

PER CURIAM. 

 
*1 Petitioner appeals by right from a Michigan Tax 
Tribunal (MTT) opinion and order that granted summary 
disposition in favor of respondent. On appeal, petitioner 
argues that the MTT erred in finding that: (1) the 
transaction at issue was not a “sale” under MCL 
208.7(1)(a); (2) petitioner waived its right to relief under 

MCL 208.69; (3) petitioner was not entitled to relief 
under MCL 208.69, and; (4) the application of 
Michigan tax law to petitioner in this case was not 
unconstitutional. We affirm in part, reverse in part, and 
remand. 
  
 
 

I. BASIC FACTS AND PROCEDURAL HISTORY 

Petitioner initiated the proceedings in this case by filing a 
petition in the MTT on February 23, 2010. Respondent 
filed a response in opposition. The parties stipulated to the 
following facts which were adopted by the tribunal: 

1. Petitioner is a New York corporation whose 
principal office is located at 20 Cedar Street, Suite 203, 
New Rochelle, New York 10801. 

2. Respondent, Michigan Department of Treasury (the 
“Respondent”), is a department of the State of 
Michigan, and is the governmental authority 
responsible for administering the Single Business Tax 
(“SBT”) Act, MCL § 208.1 et. seq., now repealed, 
and the taxes that were applicable for the year at issue 
which are the subject of this Petition. 

3. Petitioner’s federal employer identification number 
is XX–XXX7884. 

4. Petitioner is classified as an S Corporation for 
federal and state income tax purposes. 

5. Petitioner filed its 2004 SBT return. 

6. Petitioner also filed an amended 2004 SBT return on 
or about October 16, 2007. The tax return was amended 
to reflect an adjustment by the Internal Revenue 
Service to Petitioner’s 2004 federal income tax return, 
which adjustments were unrelated to the Grey Goose 
transaction and the issues involved in this controversy. 

7. Petitioner’s initial and amended 2004 SBT returns 
reflected the gain on the sale of Petitioner’s assets 
related to the Grey Goose vodka product line, as 
described in more detail below. 

8. Respondent audited Petitioner’s 2004 SBT return, 
utilizing Petitioner’s amended return as a basis for the 
audit (the amended return is hereinafter referred to as 
the “Tax Return”). 

9. Petitioner disagreed with Respondent’s Audit 
Determination. 

10. Respondent issued its Bill for Taxes Due (“Intent 
to Assess”) number R498688 on or about November 
10, 2009. 

11. Following receipt of the Intent to Assess, on or 
about November 20, 2009, Petitioner sent checks to 
Respondent for the purpose of paying the taxes and 
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interest reflected in the Intent for all years other than 
the 2004 tax year. 

12. Respondent issued its Final Bill for Taxes Due 
(“Final Assessment”) Number R498688 (the 
“Assessment”) on or about January 19, 2010. 
Although Petitioner previously sent the checks, the 
Assessment continued to reflect taxes and interest for 
2005, 2006 and 2007. Petitioner and Respondent are 
continuing their efforts to resolve the payment issue 
for 2005–2007 and will supplement this Stipulation 
when the issue is resolved. 

*2 13. Petitioner appealed the Assessment upon the 
commencement of this action by the filing of its 
Petition on February 23, 2010. 

14. Petitioner is an importer and distributor of wines 
and spirits. Petitioner’s business activity in Michigan 
is limited solely to sales of wine and 
spirits—primarily to the Michigan Liquor Control 
Commission. 

15. Petitioner maintains no business locations within 
the State. Petitioner does maintain inventory stock at 
its Michigan broker’s location in Highland Park, 
Michigan. 

16. In addition to its business activities of importing 
and distributing liquors, Petitioner also owned trade 
names or licenses to produce and sell several of the 
brands it sold, including Grey Goose vodka. 

17. Prior to 2004, Petitioner owned the exclusive 
rights to trademark and license a product line known 
as Grey Goose vodka. 

18. Unlike other products imported and distributed 
by Petitioner that were produced by unrelated 
third-party producers, Grey Goose vodka was 
produced by Petitioner’s affiliate, Grey Goose SAS 
(“SAS”). SAS was a French company that produced, 
shipped, and owned the manufacturing plant for 
Grey Goose vodka. 

19. Petitioner’s ownership of SAS was through an 
intermediate holding company known as Grey Goose 
Bottling Co., LLC (“GGB”), a Delaware limited 
liability holding company that owned 100% of SAS. 

20. SAS produced Grey Goose vodka in France and 
shipped it to Petitioner, its sole customer in the 
United States. 

21. Petitioner sold Grey Goose vodka products to its 
customers, liquor and beverage distributors within 
Michigan and elsewhere in the United States. 

22. Petitioner’s involvement with the Grey Goose 
line of business was completely different and 
functionally unique from all of Petitioner’s other 
business activities. 

23. Grey Goose represented the first and only 
product line developed and manufactured by 
Petitioner, and the only aspect of its activities that 
was handled through the use of separate companies 
and entities. 

24. In 2004, pursuant to an Asset Purchase 
Agreement among Petitioner, SAS and the 
purchaser, Bacardi, Limited, Petitioner sold all of its 
tangible and intangible assets relating to the Grey 
Goose vodka product line, including inventory and 
all intellectual property rights relating to the 
production, distribution, and marketing of the Grey 
Goose vodka. (The “Grey Goose Transaction.”) 

25. In 2004, as part of the same transaction, 
Petitioner’s affiliate, SAS, also sold its respective 
assets to the purchaser, Bacardi, Limited. 

26. The adjusted purchase price paid by purchaser to 
the selling entities was $2,278,588,589. Of this 
amount, $2,144,993,971 was paid to Petitioner and 
allocated by Petitioner and the purchaser as follows: 

  
 
 

Finished inventory in France 
  
 

$12,010,430 
  
 

Dry goods—gin 
  
 

$658,579 
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Prepaid—media 
  
 

$3,127,589 
  
 

Prepaid—sponsorships 
  
 

$461,000 
  
 

Inventory in USA 
  
 

$9,110,778 
  
 

Intangible and intellectual property 
  
 

$2,119,625,596 
  
 

Total 
  
 

$2,144,993,971 
  
 

 
 

*3 27. The Grey Goose Transaction was the largest 
financial transaction in the Petitioner’s history. 

28. Upon information and belief, the Grey 
Goose Transaction was one of the largest 
transactions in the history of the liquor industry. 

29. Petitioner recognized a substantial gain 
from the transaction, which gain was included 
in Petitioner’s federal income tax return as 
taxable income, and consequently included by 
Petitioner in its tax base for its 2004 Tax 
Return. 

30. In addition to including more than $2 billion 
of gain in its SBT tax base for the 2004 tax 
year, Petitioner reflected the sale from the 
transaction in the denominator of the sales 
factor portion of the apportionment formula 
used to apportion Petitioner’s tax base among 
Michigan and other states in which Petitioner 
was taxable. 

31. For federal income tax purposes, the gain 
reflected on Petitioner’s federal income tax 
return, Form 1120S, was allocated to its 
shareholders in accordance with their 
percentage ownership interests in Petitioner. 

32. Petitioner’s shareholders also reflected the 
gain in their 2004 federal and resident state 
individual income tax returns on an 
unapportioned basis. 

33. To the extent that Petitioner had nexus with 
various states that imposed an individual 
income tax, Petitioner’s shareholders reflected 
the gain in their 2004 nonresident state 
individual income tax returns for the entire gain 
allocated to each shareholder, which was then 
allocated or apportioned to each state in 
accordance with that state’s allocation or 
apportionment rules. The shareholders filed 
such returns in approximately 35 states. 
Petitioner agrees to provide summaries of such 
returns, or copies of the returns, if available, 
upon the request of Respondent or the Tribunal. 

34. In its 2004 SBT return, Petitioner reported 
total sales in Michigan (sales of products 
distributed by it) of $18,754,142 over total sales 
everywhere of $2,542,422,073. 

35. With respect to the 2004 calendar year, 
Respondent recalculated the denominator of the 
sales factor by removing the proceeds of the 
Grey Goose sale. 
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36. Specifically, Respondent removed 
$2,176,474,888 from the denominator of sales 
factor, recalculating the total Michigan sales of 
$18,754,142 over a 2004 sales denominator of 
$365,947,185, which increased the 2004 
Michigan sales factor apportionment percentage 
from 0.7376% to 5.1248%, and the overall 
Michigan apportionment percentage from 
0.8891% to 4.8376%. 

37. Respondent’s audit adjustment, as reflected 
in the Assessment, ultimately increased 
Petitioner’s Michigan tax base by $50,228,911, 
to $61,539,162, and resulted in an asserted tax 
increase of $858,914, plus additional interest. 

38. If Petitioner prevails on the legal issues 
relating to the determination of the sales factor 
of the apportionment formula, the Assessment 
should be cancelled in full. 

39. Paragraphs 11 and 12 of the Stipulated Facts 
are hereby modified to reflect that the payments 
made by Petitioner for the 2005–2007 years 
have been accepted by Respondent and 
discharge all outstanding liability for those 
years. Respondent has issued a corrected Final 
Assessment, which reflects only the amount 
assessed for 2004 with respect to the Grey 
Goose transaction and apportionment issues. 

*4 Petitioner filed a motion for summary disposition 
pursuant to MCR 2.116(C)(10). Respondent filed a brief 
in opposition and filed a motion for summary disposition 
pursuant to MCR 2.116(C)(10) and MCR 2.116(I)(2). The 
tribunal issued a written opinion and order that denied 
petitioner’s motion, granted respondent’s motion for 
summary disposition pursuant to MCR 2.116(C)(10), and 
affirmed Assessment No. R498688. Petitioner now 
appeals. 
  
 
 

II. STANDARD OF REVIEW 

An MTT grant of summary disposition pursuant to MCR 
2.116(C)(10) is subject to review de novo. Paris 
Meadows, LLC v. City of Kentwood, 287 Mich.App 136, 
141; 783 NW2d 133 (2010). The proper interpretation and 
application of statutory language is a question of law also 

subject to review de novo. Id. 
  
 
 

III. THE GREY GOOSE TRANSACTION 

The SBTA, now repealed,1 was a modified value-added 
tax that imposed a specific tax on the adjusted tax base of 
every person with business activity in Michigan after that 
activity was allocated or apportioned to Michigan. 

MCL 208.31(1); ANR Pipeline Co v. Dep’t of 
Treasury, 266 Mich.App 190, 198–199; 699 NW2d 707 
(2005). The SBTA defined “business activity” as follows: 
  

“Business activity” means a transfer of legal or 
equitable title to or rental of property, whether real, 
personal, or mixed, tangible or intangible, or the 
performance of services, or a combination thereof, 
made or engaged in, or caused to be made or engaged 
in, within this state, whether in intrastate, interstate, or 
foreign commerce, with the object of gain, benefit, or 
advantage, whether direct or indirect, to the taxpayer or 
to others, but shall not include the services rendered by 
an employee to his employer, services as a director of a 
corporation, or a casual transaction. Although an 
activity of a taxpayer may be incidental to another or 
other of his business activities, each activity shall be 
considered to be business engaged in within the 
meaning of this act. [ MCL 208.3(2).] 

The applicable tax base was defined as “business income, 
before apportionment or allocation.” MCL 208.9(1). 
Business income for an S corporation, such as petitioner, 
was defined as federal taxable income as defined by 

section 63 of the internal revenue code. MCL 
208.3(3); MCL 208.5(3). Taxpayers that conducted 
business both inside and outside of Michigan were taxed 
based on the portion of their business activity apportioned 
to Michigan by means of formulas provided in the SBTA. 

MCL 208.41. The apportionment was calculated by 
multiplying petitioner’s tax base by a percentage, 
calculated as the sum of the percentages of the property 
factor, payroll factor, and sales factor. MCL 208.45. 
These three factors are fractions, calculated as the portion 
of property, payroll, or sales within Michigan, divided by 
the total property, payroll, or sales of the taxpayer 
worldwide. MCL 208.46; MCL 208.49; 
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208.51. “The sales factor is a fraction, the numerator of 
which is the total sales of the taxpayer in this state during 
the tax year, and the denominator of which is the total 
sales of the taxpayer everywhere during the tax year.” 

MCL 208.51(1). For the year 2004, the SBTA 
provided 90% weighting to the sales factor, with 5% 
weighting applied to both the property and payroll factor. 

MCL 208.45a(1).2 
  
*5 Petitioner argues that the amount received in the Grey 
Goose transaction should be included in the sales factor 
denominator. Respondent disagrees. As a result, 
petitioner’s proposed sales factor is 0.8891% and 
respondent’s 4.8376%. Therefore, the issue in this case is 
whether the Grey Goose transaction constituted a “sale” 
and was thus required to be included in the denominator 
of the sales factor. 
  
The SBTA defined “sale” as follows: 

(a) “Sale” or “sales” means the amounts received by 
the taxpayer as consideration from the following: 

(i ) The transfer of title to, or possession of, property 
that is stock in trade or other property of a kind which 
would properly be included in the inventory of the 
taxpayer if on hand at the close of the tax period or 
property held by the taxpayer primarily for sale to 
customers in the ordinary course of its trade or 
business. 

(ii ) The performance of services, which constitute 
business activities other than those included in 
subparagraph (i), or from any combination of business 
activities described in this subparagraph and 
subparagraph (i). 

(ii ) The rental, lease, licensing, or use of tangible or 
intangible property which constitutes business activity. 
[ MCL 208.7(1)(a)(i )-(iii ).] 

  
Petitioner argues only that the transaction constituted a 
sale under MCL 208.7(1)(a)(iii ) as a “use of 
intangible property which constitutes business activity.” 
Respondent argues that MCL 208.7(1)(a)(iii ) applies 
only to “transactions where the taxpayer allows a person 
to possess and use the property, and not sales that transfer 
title and possession of the property.” 
  
Petitioner’s argument fails. “Sales” clearly fit within the 
category of “business activity” as defined by the SBTA. 

However, as respondent argues, they are not equivalent. If 
this Court were to adopt petitioner’s interpretation of 

MCL 208.7(1)(a)(iii ), virtually any “business activity” 
would constitute a “sale.” If the Legislature had intended 
the terms to be synonymous, it would have had no need to 
provide separate definitions. MCL 208.7(1)(a) defines 
“sale” as the consideration received by a taxpayer for sale 
of property that is “stock in trade” or inventory, the 
rendering of services, or the rental lease, licensing or use 
of property. Petitioner’s sale of the Grey Goose brand fits 
none of these definitions. The amount received by 
petitioner in the Grey Goose transaction was not for the 
“use” of the Grey Goose brand name; rather, it was for the 
transfer of title to the Grey Goose brand as a whole. 
Petitioner was not temporarily renting, leasing, licensing 
or permitting another to use the Grey Goose 
name-petitioner sold the entire brand. 
  
Further, the doctrine of ejusdem generis supports the 
conclusion that “use” is properly interpreted in the context 
of rental or lease transactions. As our Supreme Court has 
stated: 

“ ‘[Ejusdem generis] is a rule 
whereby in a statute in which 
general words follow a designation 
of particular subjects, the meaning 
of the general words will ordinarily 
be presumed to be and construed as 
restricted by the particular 
designation and as including only 
things of the same kind, class, 
character or nature as those 
specifically enumerated.’ “ 
[ Sands Appliance Servs, Inc v. 
Wilson, 463 Mich. 231, 242; 615 
NW2d 241 (2000), quoting People 
v. Brown, 406 Mich. 215, 221; 277 
NW2d 155 (1979), quoting 73 Am 
Jur 2d, Statutes, § 214, pp 407–408 
(alteration by Sands ).] 

*6 Thus, “use” should be understood as falling within a 
category that includes renting, leasing, and licensing. 
Each of these involves the exchange of consideration for 
the right to use, possesses, and/or occupy tangible or 
intangible property for some term. There is no passing of 

Sydney Frank v Dep't of Treasury

Appellant's App 
Vol I, p 57a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM

http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1000043&cite=MIST208.51&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=NB754CE70BA3E11DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1000043&cite=MIST208.51&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=NAD8B9E50BA3E11DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1000043&cite=MIST208.45A&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=N16AC85F0BA7811DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1000043&cite=MIST208.7&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=N16AC85F0BA7811DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1000043&cite=MIST208.7&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=N16AC85F0BA7811DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1000043&cite=MIST208.7&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=N16AC85F0BA7811DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1000043&cite=MIST208.7&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=N16AC85F0BA7811DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1000043&cite=MIST208.7&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=I19b388efff3b11d9b386b232635db992&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2000457345&pubNum=0000595&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=RP&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2000457345&pubNum=0000595&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=RP&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2000457345&pubNum=0000595&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=RP&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1979104620&pubNum=0000595&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=RP&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1979104620&pubNum=0000595&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=RP&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1979104620&pubNum=0000595&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=RP&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=0281513434&pubNum=0113731&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=TS&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=0281513434&pubNum=0113731&originatingDoc=I1e959c153f2411e287a9c52cdddac4f7&refType=TS&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=NB754CE70BA3E11DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)�
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=NAD8B9E50BA3E11DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)�
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=N16AC85F0BA7811DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)�
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=N16AC85F0BA7811DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)�
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=N16AC85F0BA7811DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)�
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=N16AC85F0BA7811DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)�
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=N16AC85F0BA7811DDB6438FC7863C9E02&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)�
https://1.next.westlaw.com/Link/RelatedInformation/Flag?documentGuid=I19b388efff3b11d9b386b232635db992&transitionType=InlineKeyCiteFlags&originationContext=docHeaderFlag&contextData=(sc.UserEnteredCitation)�


 

Sidney Frank Importing Co., Inc. v. Department of Treasury, Not Reported in N.W.2d...  
2012 WL 6034315 
 

 © 2019 Thomson Reuters. No claim to original U.S. Government Works. 6 
 

title; that is addressed in MCL 208.7(1)(a)(i ), but only 
with respect to “property that is stock in trade or other 
property of a kind which would properly be included in 
the inventory of the taxpayer if on hand at the close of the 
tax period or property held by the taxpayer primarily for 
sale to customers in the ordinary course of its trade or 
business.” 
  
Under petitioner’s interpretation of “use,” almost any 
activity would fit the definition. As a result, anything that 
qualified as “business activity” under the SBTA could be 
“used” and thus constitute a “sale.” This reading would 
render the definition of “sale” nugatory, as merely an 
equivalent of “business activity.” This strained 
interpretation of “sale” would result in impractical and 
unintended application of the SBTA. Thus, the tribunal 
did not err in ruling that the Grey Goose was transaction 
was not a “sale” within the meaning of MCL 208.7(1). 
  
 
 

IV. RELIEF UNDER MCL 208.69 

Petitioner argues that it was entitled to an alternate 
method of apportionment under MCL 208.69. 

MCL 208.69 provides an option for a taxpayer to 
petition for alternative apportionment “[i]f the 
apportionment provisions of [the SBTA] do not fairly 
represent the extent of the taxpayer’s business activity in 
this state.” MCL 208 .69(1). MCL 208.69 explicitly 
provides that any “alternate method [of apportionment] 
will be effective only if it is approved by the 
commissioner.” The MTT concluded that petitioner had 
waived this issue because it failed to petition the 
commissioner for alternative apportionment. 
  
However, on appeal petitioner argues, and respondent 
concedes, that it filed such a petition with the 
commissioner of revenue within the meaning of MCL 
208.69. The parties agree that petitioner raised alternative 
apportionment issues in a manner sufficient to comply 
with MCL 208.69 through correspondence that 
petitioner’s attorney Timothy Noonan had with John 
McAndrew, a senior auditor with the Michigan 
Department of Treasury. This correspondence was not 
admitted into the record in the MTT; however, on July 12, 
2012 this Court granted petitioner’s motion to supplement 
the record. Petitioner then filed a revised reply brief and 

attached a copy of a letter from Noonan to McAndrew 
dated July 10, 2009. The letter confirms that a request for 
alternative apportionment was made. Petitioner also 
attached Noonan’s reply to McAndrew, which stated, “I 
acknowledge receipt of your letter dated 7/10/09, which I 
am forwarding to my Supervisors in Lansing for review. I 
will advise you of their response as soon as received.” 
The parties agree that petitioner never received a response 
to its request. 
  
Because the parties did not present this evidence to the 
MTT, the MTT concluded that petitioner had waived the 
issue and never reached the merits of the argument. 
However, now that this Court has allowed petitioner to 
supplement the record, it is clear that petitioner did not 
waive this matter. Therefore, we remand this issue to the 
MTT for consideration of the newly supplied documents 
and for a determination of whether petitioner was entitled 
to alternative apportionment under MCL 208.69. 
  
 
 

V. THE APPORTIONMENT CALCULATION 

*7 Petitioner argues that respondent’s calculation of the 
sales factor has “led to a grossly distorted result” that is 
“out of all appropriate proportions,” and is 
unconstitutional. 
  
Petitioner’s arguments are conclusory and without merit. 
Petitioner fails to meet the applicable burden of providing 
clear and cogent evidence of such a distorted result. 
Petitioner cannot contend that the Grey Goose transaction 
was attributable solely to activities occurring outside of 
Michigan. Petitioner sold the Grey Goose brand for over 
$2 billion dollars because it was and is a popular and 
high-selling brand of vodka. Petitioner sold this brand in 
Michigan, and those sales contributed to the value of the 
brand. As such, respondent is entitled to tax a portion of 
the proceeds of the transaction as provided in the SBTA. 
Further, arguing that the Grey Goose transaction is 
attributable only to non-Michigan activities constitutes 
“geographical accounting,” an argument that does not 
pass constitutional muster. See Corning, 212 Mich.App at 
8. In any event, state taxation is not unconstitutional 
merely because it might tax some activity that occurred 
outside the taxing state; such variances are recognized and 
accepted in this area of jurisprudence. Petitioner’s 
arguments surrounding this single transaction, no matter 
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how strong, do not render the apportionment 
unconstitutional. As this Court has stated, “single-element 
analysis does not suffice regardless of the strength of the 
arguments that might be thereby advanced.” Id. at 7. 
Thus, the tribunal did not err in rejecting petitioner’s 
constitutional challenge to respondent’s apportionment 
calculation in this case. 
  
Affirmed in part, reversed in part, and remanded for 
proceedings consistent with this opinion. We do not retain 

jurisdiction. No costs are taxable pursuant to MCR 7.219, 
neither party having prevailed in full. 
  

All Citations 

Not Reported in N.W.2d, 2012 WL 6034315 
 

Footnotes 
 
1 
 

The SBTA was repealed by 2006 PA 325. 
 

2 
 

MCL 208.45a(1) provides: 
(1) Except as provided in subsection (4) and for tax years beginning after December 31, 1998 and before January 1, 2006, all of 
the tax base, other than the tax base derived principally from transportation, financial, or insurance carrier services or specifically 
allocated, shall be apportioned to this state by multiplying the tax base by a percentage, which is the sum of all of the following 
percentages: 

(a) The property factor multiplied by 5%. 
(b) The payroll factor multiplied by 5%. 
(c) The sales factor multiplied by 90%. 
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 Christopher Leines Vectren Infrastructure, et. al. v. Michigan Department of Treasury

Bridges Court Reporting Page: 1

  1                       STATE OF MICHIGAN
                       COURT OF CLAIMS

  2

  --------------------------------
  3

  VECTREN INFRASTRUCTURE SERVICES
  4   CORP., SUCCESSOR-IN-INTEREST

  TO MINNESOTA LIMITED, INC.,
  5

              Plaintiff,
  6

         vs.                    File No. 17-000107-MT
  7

  MICHIGAN DEPARTMENT OF
  8   TREASURY,

  9               Defendant.

 10   --------------------------------

 11

 12

 13

 14

 15

 16               The Telephonic Deposition of

 17   CHRISTOPHER LEINES, taken pursuant to Notice of

 18   Taking Deposition, taken before Valerie A. Benning,

 19   RPR, a Notary Public in and for the County of

 20   Hennepin, State of Minnesota, taken on the 22nd day

 21   of March, 2018, at 2501 Wayzata Boulevard,

 22   Minneapolis, Minnesota, commencing at approximately

 23   12:18 p.m.

 24

 25
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  1         A.   Correct.

  2         Q.   Did your tasks change in any sense?

  3         A.   That day, no.  I had a boss.  My boss,

  4   CEO was Doug Banning.

  5         Q.   Prior to the acquisition am I to

  6   understand that you did not have a superior?

  7         A.   Yes, my sister and I owned the business

  8   fifty-fifty.  I was the president, and she was the

  9   vice president.

 10         Q.   Who is your sister?

 11         A.   Her name is Paulette Britzius,

 12   B-R-I-T-Z-I-U-S.

 13         Q.   You and your sister Miss Britzius owned

 14   the company fifty-fifty?

 15         A.   Correct.

 16         Q.   And then at some point you decided to

 17   sell.  For the record I am going to use the acronym

 18   MLI for Minnesota Limited, Incorporated.  Is that

 19   fair, Mr. Leines?

 20         A.   Sure.

 21         Q.   So at some point you decided to sell

 22   MLI?

 23         A.   That's correct.

 24         Q.   And when was that?

 25         A.   Well, we retained a firm to look at
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  1   options about selling.  It was a process that

  2   lasted nine months or twelve months, something like

  3   that.  So it would have been nine to twelve months

  4   before 3-31 of 2016.

  5         Q.   3-31 2011 you mean?

  6         A.   Excuse me.  Yes, 2011.  I am sorry.

  7         Q.   So is it fair to say then that, I guess,

  8   in the winter and spring of 2010, that is when you

  9   first kind of started to hash the idea of selling

 10   the company?

 11              MS. GANDHI:  I am just going to object

 12   to foundation.  You keep asking "is it fair to

 13   say."  You can answer the question.

 14         A.   Repeat the question again, please.

 15   BY MR. THOMPSON:

 16         Q.   Sure.  Is it fair to say that in spring

 17   and winter 2010 roughly in that time period is when

 18   you first considered selling the company?

 19         A.   That is when we retained someone to

 20   review our options, yes.

 21         Q.   Prior to selling MLI, in what states did

 22   it conduct business?

 23         A.   Minnesota Limited historically -- I

 24   think we were licensed -- I don't know the exact

 25   number, but we were licensed or did work in
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  1   approximately twenty to twenty-four states

  2   throughout the U.S.

  3         Q.   Did your work kind of concentrate in any

  4   particular region of the U.S.?

  5         A.   Well, the company started based in

  6   Minnesota.  At the time of the sale we were in

  7   business for forty-five years.  We worked

  8   historically Minnesota, Wisconsin, Iowa, Dakotas.

  9   The upper midwest would be a historical region.  As

 10   the company grew, our clients would take them with

 11   us into various other parts of the country.

 12         Q.   Can you tell me prior to the acquisition

 13   what was MLI's business?  What did you guys do?

 14         A.   I don't understand the question.

 15         Q.   What types of services did you provide?

 16   What was the nature of your business?

 17         A.   Okay.  Thank you.  Like I mentioned

 18   earlier, I would classify it as underground

 19   construction, pipeline construction.  We did

 20   pipeline maintenance.  We built pumping stations

 21   and tank farms, things like that.  Pipelines and

 22   related facilities was the nature of the business.

 23         Q.   Presumably you are building pipelines so

 24   that certain types of material can flow through

 25   them; correct?
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  1         A.   That's correct.

  2         Q.   What types of material would flow

  3   through your pipelines?

  4         A.   Well, we didn't own the pipelines.  We

  5   were the labor and equipment component of our

  6   clients.  They would provide the materials.  We

  7   would provide the labor and equipment to construct

  8   them and turn them over to them.  The materials

  9   that we worked on were natural gas, crude oil, and

 10   refined products.

 11         Q.   When you say "refined products," what

 12   does that mean?

 13         A.   Like gasoline, diesel fuel, jet fuel,

 14   kerosene.  A products pipeline is something that

 15   has already been refined.

 16         Q.   What about water?

 17         A.   Never really did too much water.

 18         Q.   So natural gas, and you said crude oil?

 19         A.   Correct.

 20         Q.   Anything else?

 21         A.   Natural gas, crude oil, refined

 22   products.

 23         Q.   To be clear, MLI was organized in

 24   Minnesota; correct?

 25         A.   That is correct.
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  1         Q.   And you indicated earlier it was

  2   initially at least part of the acquisition it was

  3   organized as a corporation?

  4         A.   That is correct.

  5         Q.   Do you know if it was organized as a C

  6   corporation or a S Corporation?

  7         A.   During what period of time are we

  8   talking about?

  9         Q.   Prior to the acquisition.

 10         A.   Prior to the acquisition it was an S

 11   corp.

 12         Q.   Okay.  Thank you.  So going back to 2010

 13   the time period we were discussing earlier when you

 14   first considered selling MLI, I guess why were you

 15   considering selling it?

 16         A.   I think one of the main reasons was my

 17   partner, who happens to be fourteen years older

 18   than me, was going through health issues.  And so

 19   she was dealing with a lot of doctoring and some

 20   surgeries and things like that.  She expressed an

 21   interest in wanting to get out of the business

 22   would have been one of the reasons, the primary

 23   reason, I would guess.

 24         Q.   Just so the record is clear -- and I

 25   think I understand you, Mr. Leines, when you say
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  1   "your partner," do you mean your sister?

  2         A.   Yes, Paulette Britzius.

  3         Q.   Thanks.  I understood what you meant.  I

  4   just wanted the record to be clear.  So it had to

  5   do with health issues essentially?

  6         A.   That was a big driver, yes.

  7         Q.   What other reasons were motivating the

  8   idea of selling?

  9         A.   The industry, there has been a lot of --

 10   I don't know what they call them -- roll ups or

 11   whatever.  There was less and less privately held

 12   businesses in the industry.  We were kind of being

 13   pursued too as well.

 14         Q.   How did that factor into your thinking?

 15         A.   Well, I kind of had a partner who didn't

 16   want to work there anymore.  So we had to kind of

 17   come up with a plan on how to transition the

 18   business.

 19         Q.   I guess my question is you said there

 20   were fewer privately held businesses in the

 21   industry.  How did that affect your thinking?

 22         A.   Well, I think that is ancillary to the

 23   main issue.

 24         Q.   But you indicated that it was a

 25   motivator.
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  1         A.   Yes, that would be a part of it.

  2         Q.   So I guess I am just wondering why was

  3   that a motivator?  What about that was motivating

  4   you to sell?

  5         A.   When someone is interested in buying

  6   your business?  Is that what you are asking?

  7         Q.   Well, I guess if we can go back for a

  8   second, you indicated that there were fewer

  9   privately held businesses in the industry.  And

 10   that was a motivator for you.  I am trying to

 11   figure out what about that motivated you to sell

 12   the business?

 13         A.   My partner didn't want to be there

 14   anymore.  Either I had to buy her out, or we had to

 15   shut the company down or look for a seller.  And so

 16   that is kind of the direction we went.  We started

 17   looking for a seller -- I mean a buyer.  Excuse me.

 18         Q.   It sounds to me like there was some push

 19   just based on some necessities and also some

 20   opportunities; is that fair?

 21              MS. GANDHI:  Objection.  Foundation.

 22         A.   I guess I am not sure what you mean by

 23   "fair."

 24   BY MR. THOMPSON:

 25         Q.   Is that an accurate statement?
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  1         A.   I would say that the primary driver was

  2   the partner issue.  The other part of it was

  3   secondary.

  4         Q.   So you indicated earlier that you kind

  5   of started working with a firm.  And I am going to

  6   paraphrase your testimony here.  If I get it wrong,

  7   just tell me.  It sounds to me as though you

  8   essentially engaged a consultant to evaluate your

  9   prospects for selling the business.  Is that

 10   correct?

 11         A.   That's correct.

 12         Q.   And who did you, I guess, work with?

 13         A.   The name of the firm?

 14         Q.   Yes.

 15         A.   The name of the firm was Greene,

 16   Holcomb & Fisher based in Minneapolis.

 17         Q.   Did you contract with them for this

 18   work?

 19         A.   Yes, we had to sign an agreement.

 20         Q.   When did you, I guess, execute this

 21   contract with Greene, Holcomb & Fisher?

 22         A.   Like I said, I don't know the dates.  It

 23   was somewhere in the nine to twelve months prior to

 24   the sale.  Winter of 2010, winter, spring,

 25   somewhere in that range.
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  1         Q.   Okay.  Thank you.  What did you ask them

  2   to do?

  3         A.   I would have asked them to help work

  4   on -- or pulling together a document that we could

  5   use as a tool to help sell the business and to talk

  6   about prospective buyers.

  7         Q.   My understanding is that they

  8   essentially prepared what I am going to call an

  9   offering memorandum; is that correct?

 10         A.   It could be called that, yes.

 11         Q.   Did they prepare anything else for your

 12   proposed sale?

 13         A.   Well, they would have had to propose

 14   like confidentiality agreements, things like that

 15   for the prospective people that were going to get a

 16   copy of it.

 17         Q.   Do you know whether or not Green,

 18   Holcomb & Fisher has attorneys on staff?

 19         A.   I couldn't answer that.

 20         Q.   Was there anything else that they would

 21   have prepared for you?

 22         A.   Not that I'm aware of.

 23         Q.   Let me ask:  What did you, I guess, give

 24   to them so that they could prepare these items for

 25   you?
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  1         A.   Give to them in terms of what?

  2         Q.   Any sort of documentation?  Any reports?

  3   Anything at all?

  4         A.   Well, they would have had to get

  5   documents related to how much volume we did,

  6   different things like that.  They had to pull the

  7   offering memorandum together.  Whatever is in there

  8   we would have helped facilitate them getting it and

  9   putting it in a nice, neat format.

 10         Q.   What types of documentation did you

 11   provide to them so they could compile the offering

 12   memo?

 13         A.   There would be organizational charts,

 14   safety data, things like that.

 15         Q.   Anything else?

 16         A.   Yes, I am sure there is a lot of things.

 17   We had to give them information on financials,

 18   things like that.  Nothing more is coming to mind

 19   right now.

 20         Q.   So in other words, you would have to

 21   open up your books to them?

 22         A.   I don't know that that is what I am

 23   saying.  They would get a copy of our annual

 24   revenue or something like that to make a chart and

 25   whatnot.
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  1         Q.   So you would have provided them some

  2   kind of financial statements then?

  3         A.   I think that would be fair to say.

  4         Q.   Did you provide them with customer

  5   lists?

  6         A.   I believe in the offering memorandum the

  7   customers were left as customer A, customer B,

  8   customer C, that type of thing with no names

  9   attached to it.

 10              MR. THOMPSON:  I would like to enter

 11   into the record here as Exhibit 1 the offering

 12   memorandum.

 13               (At this time LEINES Deposition

 14               Exhibit Number 1 was marked for

 15               identification by the Court Reporter.)

 16   BY MR. THOMPSON:

 17         Q.   Mr. Leines, do you recognize this

 18   document?

 19         A.   Yes.

 20         Q.   And what is this document?

 21         A.   Confidential Memorandum.

 22         Q.   We've been talking about what we have

 23   been calling an offering memorandum.  Is that

 24   essentially what this document here is?

 25         A.   "Offering" is your word.  I guess that
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  1   is what they called it was a confidential

  2   memorandum.

  3         Q.   For the record when we refer to the

  4   offering memorandum, what we are talking about is

  5   this document here.  It is actually entitled

  6   Confidential Memorandum.  How are you familiar with

  7   this document, Mr. Leines?

  8         A.   How am I familiar with it?  I would have

  9   had to facilitate them getting some of the

 10   information in here and reading it and preparing it

 11   to go out to potential buyers.

 12         Q.   Did you prepare this document?

 13         A.   No.

 14         Q.   Did you have any review of this

 15   document?

 16         A.   Yes, I think that would be fair.

 17         Q.   Did you approve this document?

 18         A.   And by "approve" you mean what?

 19         Q.   Did you have a chance to go through this

 20   document, edit certain parts of it, and ultimately,

 21   I guess, approve it?

 22         A.   The document was prepared by Greene,

 23   Holcomb & Fisher.  I got to see the document before

 24   it went out to sellers, yes.

 25         Q.   Did you have a chance to, I guess,
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  1   comment on it and make changes?

  2         A.   Sure.

  3         Q.   Did you ultimately review it to make

  4   sure that the information contained in it is

  5   accurate?

  6         A.   That would be part of it.

  7         Q.   Is the information contained in this

  8   accurate?

  9         A.   Yes.

 10         Q.   Aside from ensuring that everything is

 11   accurate, what else would you have reviewed for?

 12         A.   "Reviewed for" in terms of?  Are we

 13   talking about this document here?

 14         Q.   Yes, that is my question.  Aside from

 15   making sure that it is accurate, what else would

 16   you have been looking for in your review?

 17         A.   For example, that the pictures were

 18   proper.  Like the picture on a page that talks

 19   about pipeline would show a pipeline picture, and a

 20   picture that talks about pipeline integrity would

 21   show a pipeline integrity picture, things like

 22   that.

 23         Q.   Okay.  Thank you.  Anything else that

 24   you would have looked at with respect to this

 25   document?
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  1         A.   Just that it is as accurate as we could

  2   make it for the potential buyers.

  3         Q.   Okay.  Thank you very much.  Aside from

  4   working with Greene, Holcomb & Fisher to prepare

  5   this document, did you do anything else to prepare

  6   for this sale and solicit offers?

  7         A.   By "prepare" what are you referring to?

  8         Q.   Was there anybody else that you retained

  9   or consulted or discussed this potential sale with?

 10         A.   Well, I would have retained an M&A

 11   attorney.

 12         Q.   And who is that?

 13         A.   That gentleman's name is Shawn,

 14   S-H-A-W-N, McIntee, M-c-I-N-T-E-E.  He is with

 15   Maslon, a firm locally named Maslon, M-A-S-L-O-N.

 16         Q.   Thank you.  Was there anybody else that

 17   you consulted about this potential sale?

 18         A.   My partner.

 19         Q.   So you engaged Greene, Holcomb & Fisher

 20   to pull together what I am calling the offering

 21   memorandum.  And you also engaged Mr. McIntee.  Was

 22   there anybody else, I guess, externally that you

 23   consulted?

 24         A.   Well, let's see.  Jeff Starbird would

 25   have been our CPA firm at the time.
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  1   in this document?

  2         A.   Yes, now that I see the document again,

  3   these were some of our core customers that were

  4   noted.  We didn't let on to potential suitors like

  5   who we were doing all of our work for in terms of

  6   the concentration for confidential purposes.

  7         Q.   What were those confidential purposes?

  8         A.   Well, I mean, we have to get a lot of

  9   our work by competitive bidding.  Some people might

 10   just want to review our document that are not even

 11   interested in us just in doing recognizance.

 12         Q.   I gotcha.  You testified a moment ago

 13   that you are kind of only outlining your core

 14   customers?

 15         A.   That's correct, yeah.  This is a group

 16   of -- we probably worked for twenty to twenty-five

 17   different companies at this time.  And there is

 18   half a dozen here.

 19         Q.   I am sure it's obvious based on the

 20   foregoing discussion.  I want to be clear on the

 21   record.  This document, this confidential

 22   memorandum, this is something that would have been

 23   presented to Vectren; correct?

 24         A.   Yes, if they signed a confidential

 25   agreement, they could get a copy of this.
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  1         Q.   In other words, in order for MLI at that

  2   time to have, I guess, given this document to

  3   anybody, they would have had to sign an agreement;

  4   correct?

  5         A.   I believe so, yes.

  6         Q.   And again, that is going back to kind of

  7   confidentiality and your business and your

  8   competitors and all that stuff?

  9         A.   Sure.

 10         Q.   So is it fair to say that this document

 11   is a summary of how MLI meant to hold itself out to

 12   potential suitors?

 13         A.   Yes.

 14         Q.   And by "potential suitors" I also mean

 15   to say potential purchasers.  Is that also

 16   accurate?

 17         A.   Yes.

 18         Q.   If you could flip to page 1 of the

 19   document, I am looking at the very last paragraph

 20   and, in fact, the very last sentence on the page.

 21         A.   Okay.

 22         Q.   Have you had a chance to read that very

 23   quickly?

 24         A.   Okay.

 25         Q.   So is it fair to say that MLI was
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  1   agree with the words that are written that that is

  2   what the document says.  They are not my words.

  3         Q.   My question is whether or not you meant

  4   to convey to potential purchasers this information,

  5   is that true or false?

  6              MS. GANDHI:  David, I am going to object

  7   to foundation.  I am going to put an objection on

  8   badgering the witness.  He has testified to the

  9   best of his ability.  If you want to rephrase the

 10   question in a different manner, I will have him

 11   answer.

 12              MR. THOMPSON:  Thank you, Lynn.  Your

 13   objections are noted.

 14   BY MR. THOMPSON:

 15         Q.   Mr. Leines, is that true or false?

 16         A.   Is what true or false?

 17         Q.   That MLI and yourself in particular in

 18   reviewing and approving this language as accurate

 19   meant to convey to potential purchasers that the

 20   Antrim Shale formation is in the company's

 21   geographic sweet spot?

 22         A.   I think it is very apparent what is

 23   written.

 24         Q.   I am sorry to keep asking the question.

 25   I am only going to continue asking.  I don't
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  1   believe I have gotten an answer.  Is it true or

  2   false that in approving this language you meant to

  3   hold MLI out or convey to potential purchasers that

  4   the Antrim Shale formation is in the company's

  5   geographic sweet spot?

  6         A.   I guess I don't know how to answer the

  7   question.

  8         Q.   A "yes" or a "no" would suffice.

  9              MS. GANDHI:  Objection as to form

 10   obviously.

 11   BY MR. THOMPSON:

 12         Q.   Mr. Leines?

 13         A.   Yes, I am here.

 14         Q.   I still have a question pending.  I am

 15   going to keep asking it.  In approving this

 16   language did you mean to convey to potential

 17   purchasers that the Antrim shale formation is in

 18   the company's geographic sweet spot?

 19         A.   I think what was meant to convey to

 20   potential buyers is here is a place of all of the

 21   shale places in the country.  They could see the

 22   geographic area we are currently working in, we are

 23   licensed to work in.  There would be opportunities

 24   in all of the states that we work in.

 25         Q.   Is that a "yes" or a "no" to my
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  1   question?

  2              MS. GANDHI:  Objection.  Form.  He has

  3   answered the question to the best of his ability.

  4              MR. THOMPSON:  My question is still

  5   pending.

  6              MS. GANDHI:  Do you want to repeat it?

  7   BY MR. THOMPSON:

  8         Q.   Do you need me to repeat the question,

  9   Mr. Leines?

 10         A.   Yes.

 11         Q.   In reviewing and approving this language

 12   that indicates that the Antrim shale formation is

 13   in the company's geographic sweet spot, did you

 14   mean to convey to potential purchasers that the

 15   Antrim Shale formulation is in the company's

 16   geographic sweet spot?

 17         A.   I didn't mean to convey any of that to

 18   them.  This is what the Greene, Holcomb & Fisher

 19   people wrote that I probably reviewed it, read it,

 20   and went on to other things.

 21         Q.   This document contains information that

 22   you meant to convey to potential purchasers?

 23         A.   Say that again.

 24              MS. GANDHI:  That wasn't a question.

 25              MR. THOMPSON:  It was a question
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  1   actually.  I am happy to repeat it.

  2              MS. GANDHI:  Thank you.  Could you

  3   repeat the question?

  4              MR. THOMPSON:  Yes, I am going to right

  5   now.

  6   BY MR. THOMPSON:

  7         Q.   This document, the confidential

  8   memorandum, was this meant to convey certain

  9   information to potential purchasers of MLI?

 10              MS. GANDHI:  Asked and answered.  You

 11   can answer the question.

 12         A.   Yes.

 13   BY MR. THOMPSON:

 14         Q.   Is there any information contained in

 15   this document that you did not mean to convey to

 16   potential purchasers?

 17              MS. GANDHI:  Objection.  Foundation.

 18         A.   Not that I'm aware of.

 19   BY MR. THOMPSON:

 20         Q.   So all the information contained in this

 21   document is what was meant to convey to potential

 22   purchasers?

 23              MS. GANDHI:  Objection.  Asked and

 24   answered.  You can answer.

 25         A.   Yes.
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  1   BY MR. THOMPSON:

  2         Q.   Thank you for that clarification.  I am

  3   going to ask you kind of a general question.  If I

  4   need to break it up into specifics, please let me

  5   know.  I am not trying to trick you.  In, say, the

  6   five years prior to the sale to VISCO how many

  7   projects did MLI have in Michigan?

  8         A.   I'm not aware of that.

  9         Q.   Around the time of the sale how much

 10   equipment was in Michigan?

 11         A.   I'm not aware of specific numbers.

 12   There would have been some company equipment on the

 13   project in Michigan and a lot of rented equipment

 14   from the local Cat dealer and John Deere and such.

 15         Q.   Can you say a little bit more like what

 16   types of each equipment there would have been?

 17         A.   Types of equipment on the job in

 18   Michigan?  Is that the question?

 19         Q.   Yes.

 20         A.   Typically on a pipeline job there would

 21   be backhoes, dozers, front end loaders, trucks,

 22   trailers, pickups, office trailers, things like

 23   that.

 24         Q.   And all this equipment or certain

 25   forms of it, anyway, would have been located in
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  1   BY MR. THOMPSON:

  2         Q.   Mr. Leines, was Consumers' Energy a

  3   customer of MLI?

  4         A.   Consumers Energy, we had done work for

  5   them.  I am not sure of the dates.  We maybe did

  6   some bidding work for them.

  7         Q.   What is bidding work?

  8         A.   We bid projects for them.

  9         Q.   What type of projects?

 10         A.   Like pipeline projects, maintenance

 11   projects.  The company did a project for them maybe

 12   three, four years ago like in the Minnesota

 13   Limited, LLC, days.  I am not for sure if we maybe

 14   did stuff seven, eight years ago, small projects.

 15   I don't recall in total.  I know we bid a lot of

 16   projects for them.

 17         Q.   Just to clarify something you said, when

 18   you said, "Three to four years ago in the LLC

 19   days," three or four years ago was postacquisition;

 20   correct?

 21         A.   Yes, that is what I meant.

 22   Postacquisition.

 23         Q.   LLC days are still today; right?

 24         A.   Yes.  MLI would be the old sub S.  ML,

 25   LLC, is the current company.
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PLAINTIFF’S RESPONSE TO STATE OF MICHIGAN DEPARTMENT  
OF TREASURY’S FIRST DISCOVERY REQUESTS TO PLAINTIFF 

Plaintiff, Vectren Infrastructure Services Corp. (“Plaintiff”), by and through its attorneys, 

Honigman Miller Schwartz and Cohn LLP, hereby provides answers to Defendant, Department of 

Treasury, State of Michigan’s (the “Department”), first discovery requests. 

All answers and responses contained herein are made in reference to and solely for the 

purpose of this action.  The provision of each such response or answer does not in any way restrict 

or modify Plaintiffs’ rights to object to the admissibility of the information so provided if presented 

by or discussed at the time of trial.  Plaintiff reserves all rights to raise any objection allowed by 

Pl's Resp to Def's 1st Disc Req
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law in an effort to exclude and render inadmissible any of the information provided herein at the 

time of trial.  

Plaintiff’s development of all facts and circumstances relating to this action is ongoing.  

Plaintiff has provided its answers and responses to the Department’s discovery requests in an effort 

to expedite discovery, and by providing these answers, which may later prove to be incomplete, 

Plaintiff does not in any way limit or affect its ability to produce additional information or facts 

prior to trial, either in response to the Department’s discovery attempts or in furtherance of 

Plaintiffs’ own discovery or presentation of its claims and defenses. 

The following responses are true and correct to the best of Plaintiff’s knowledge, 

information, and belief as of the date of these responses.  Plaintiff reserves the right to amend or 

supplement its responses if it finds that inadvertent omissions have been made or if additional 

document or information is discovered at a later date. 

To the extent that any interrogatory seeks information protected from disclosure by the 

attorney-client privilege or the work-product doctrine, Plaintiff objects to such request.  Moreover, 

Plaintiff expressly objects to the Department’s introductory statement wherein the Department 

provides that Plaintiffs’ answers must include such information that is within the “knowledge of 

your attorney” as vague and appearing to be protected from disclosure by the attorney-client 

privilege or the work-product doctrine.  Further, Plaintiff objects to the Department’s definition of 

“document” to the extent that it purports to impose obligations greater than those set forth in the 

Michigan Court Rules. To the extent that any interrogatory seeks information protected from 

disclosure by the attorney-client privilege, the work-product doctrine, or any other privilege, 

Plaintiff objects to such request. 
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DISCOVERY REQUESTS 

1. For calendar years beginning from 2011 through the present, please list all entities, 

by year, in Plaintiff’s unitary business group. 

RESPONSE:   

Objection. Interrogatory 1 is objectionable because it is seeks information already in the 

possession of the Department and compiled by the auditor. See Audit Report of Findings for 

the Tax Year at Issue: January 1, 2011 to March 31, 2011, attached as VEC 00001 - 000008.  

In addition, this Interrogatory is objectionable to the extend it seeks discovery of information 

outside the Tax Year at Issue and thus is not relevant to the Tax Year at Issue nor likely to 

lead to the discovery of relevant evidence.    

2. Please describe Plaintiff’s business operations, including but not limited to, 

constructing and maintaining transmission pipelines; constructing pump stations, compressor 

stations, terminals and refineries; hydrostatic testing; and hazardous material response.  

RESPONSE:   

Objection.  To the extent that this Interrogatory requests information beyond the Tax Year 

at Issue, this Interrogatory asks for information that is not relevant nor likely to lead to the 

discovery of relevant evidence.  Notwithstanding this objection, Plaintiff states that 

Minnesota Limited, Inc.’s business operations up to and through the Tax Year in Issue 

constituted oil and gas pipeline construction, repair and HAZMAT response business.  The 

company provides construction services to natural gas, crude oil, refined products, and 

hydrocarbon industries in the United States.  The company offers pipeline construction, 

integrity and maintenance, and station and terminal construction services.  Its services 
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include mainline and midstream pipeline construction, large and small diameter HDPE 

pipelines for the oil and gas industry, compressor and pumping station construction, 

terminal/truck loading rack construction, tank farm/refinery piping, hydrostatic testing and 

pipeline dehydrating, pipeline maintenance and integrity services, emergency response 

services, HAZMAT response-leak repair/clean up, right-of-way clearing, cathodic/pipe 

coating repair, pipe fabrication, road boring/split casing, pipeline dehydrating, vacuum 

truck/drain-up, and vacuum excavation.  Minnesota Limited’s business has been primarily 

operated in Minnesota and throughout the Midwest, with only occasional and sporadic 

contracts performed in Michigan.  See also Audit Report of Findings at VEC 000001 - 

000008, and the documents already provided to the Department in the course of this litigation 

at VEC 000048 – 000143; 000144-000183. 

3. For each line of business operations or services set forth in response to Request #2, 

please state how long (in years) Minnesota Limited, Inc. (Minnesota Limited) has 

conducted/performed such business operations and/or services.  

RESPONSE:    

Objection.  To the extent that this Interrogatory requests information beyond the Tax Year 

at Issue, this Interrogatory asks for information that is not relevant nor likely to lead to the 

discovery of relevant evidence.  Notwithstanding this objection, Plaintiff states that Plaintiff 

engaged in each line of business described in Interrogatory No 2 as indicated in the Report 

of Green Holcomb & Fisher, Confidential Memorandum dated April 2010, VEC 000048-

000143.
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[Request for Admission No 4 omitted as a reply was provided previously in a separate filing.] 

5. If your answer to the preceding request to admit is anything other than an 

unqualified admission, please provide the following: 

a. Identify all facts upon which you rely in support of your qualified admission or 

denial; 

b. Identify all persons who will support your responses and/or who have information 

relating to your response and set forth the substance of their anticipated testimony; 

c. Identify all documents and/or information which in any way relate to your qualified 

admission or denial. 

RESPONSE: 

a. Objection, to the extent it requests all fact as discovery is still ongoing and 

additional facts may be discovered.  Without waiving this objection, Plaintiff 

states that Minnesota Limited has a history of selling its business assets.  For each 

year since 2004, Minnesota Limited has filed Form 4797, Sales of Business 

Property, with its federal income tax return reporting gain on the sale of its 

business assets.   Conforming to the federal income tax treatment, these business 

assets should be treated as assets that are stock in trade or other property of a 

kind which is held for sale to customers in the ordinary course of its trade or 

business in accordance with MCL 208.1115(1)(a).  

b. A custodian of records will testify that the Form 4797s provided are true and 

accurate copies and were filed on behalf of Minnesota Limited for the tax years 

reflected thereon.    
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c. Objection. Interrogatory 5.c. is objectionable because it is overly broad and 

unduly burdensome insofar as it seeks “all” documents.    Plaintiff’s development 

of all facts and circumstances relating to this action is ongoing and further 

documents may be discovered.   Without waiving this objection, see VEC 000001 

– 000008; 00185-002111.   

6. Please provide a list of customers for which Minnesota Limited provided services 

in Michigan (including both in-state and out-of-state customers) for each of the last fifteen (15) 

years, including dates when such customers executed contracts with Minnesota Limited, the 

services provided to the customers, and the specific years Minnesota Limited provided services to 

the customer. 

RESPONSE:   

Objection.  To the extent that this Interrogatory requests information beyond the Tax Year 

at Issue, this Interrogatory asks for information that is not relevant nor likely to lead to the 

discovery of relevant evidence.  In addition, customer information is not relevant nor likely 

to lead to the discovery of relevant evidence to determine whether the apportionment 

formula or calculation of the tax base for Minnesota Limited for the Tax Year in Issue 

appropriately reflected the business performed by Plaintiff during the Tax Year in Issue or 

included items of nonbusiness income allocable to its state of domicile Minnesota and 

excluded from the Michigan Business Tax base.  This discovery response requests a 

compilation of information for fifteen years in a manner that is not normally maintained by 

Plaintiff in its books and records or in the usual course of Plaintiff’s business.  In addition, 

Plaintiff has filed Michigan Business Tax Returns or Michigan Single Business Tax Returns 
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for each year in which it conducted business in Michigan and accordingly, the Department 

has in its possession the report of Michigan sales for each year.  Without waiving its 

objections, Plaintiff will again make its books and records available for the Department’s 

review at its headquarters at a mutually convenient time.  

7. Please state what services Minnesota Limited provided to Michigan customers prior 

to Vectren Infrastructure Services Corporation’s (“Vectren Infrastructure”) acquisition of 

Minnesota Limited. 

RESPONSE:   

Objection.  To the extent that this Interrogatory requests information beyond the Tax Year 

at Issue, this Interrogatory asks for information that is not relevant nor likely to lead to the 

discovery of relevant evidence.  Notwithstanding this objection, Plaintiff states Minnesota 

Limited was engaged by Enbridge Energy (“Enbridge”) to respond to a severe oil pipeline 

rupture that occurred in July 2010 in a tributary of the Kalamazoo River.  This project was 

the Company’s largest single contract ever performed in Michigan.  The work commenced 

in July 2010 and was completed in May 2012.  Prior to this time, Minnesota Limited 

performed very limited services in the State of Michigan. See VEC 000048 -000143; 000144 

- 000183.

The below chart reflects the Michigan sales reported to the Department of Treasury for the 

prior ten years: 

YEAR MICHIGAN 
SALES 

EVERYWHERE 
SALES APPORTIONMENT TEN YEAR 

AVERAGE 
2001 0 $19,577,034  0.0000 
2002 0  $25,255,248 0.0000 
2003 $522,713 $38,328,523 0.0137 
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2004 $1,428,969 $42,391,279 0.0337 
2005 $1,101,714 $46,556,704 0.0222 
2006 $1,011,461 $48,270,114 0.0210 
2007 $957,516 $99,876,379 0.0096 
2008 $3,341 $155,164,472 0.00002 
2009 $3,136,684 $121,058,709 0.1852 
2010 $43,352,830 $110,365,790 0.3928 .06782

8. Please explain whether Vectren Infrastructure (including Miller Pipeline 

Corporation) provided any of the services referred in the preceding request before acquiring 

Minnesota Limited.  

RESPONSE:

Objection.  To the extent that this Interrogatory requests information beyond the Tax Year 

at Issue, this Interrogatory asks for information that is not relevant nor likely to lead to the 

discovery of relevant evidence.  Moreover, any services performed by Vectren Infrastructure 

prior to acquisition of the stock of Minnesota Limited were services performed by a separate 

entity not included or includible in the Michigan Business Tax Return of Minnesota Limited,  

and not subject to the audit or assessment at issue and thus irrelevant to the determination 

of whether the Department improperly calculated the sales factor for Minnesota Limited or 

improperly included nonbusiness income unrelated to the business activity of the S 

corporation in Michigan, which was allocable to Minnesota, during the Tax Year in Issue.

Without waiving its objections, Vectren Infrastructure (including Miller Pipeline 

Corporation) did not provide any of the services discussed in response to Interrogatory No. 

7 in partnership with, on behalf of, or in any cooperative venture with Minnesota Limited.  

Such services were performed by Minnesota Limited.  
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9. Paragraph twenty-one (21) of the Complaint alleges that “[p]rior to 2011, Plaintiff 

had regularly sold business assets and reported such sales for federal tax purposes as sales of capital 

assets.”  Relative to these allegations, please provide the following information for the last ten (10) 

years prior to 2011: 

a. Please explain the legal relevance of this allegation to this case; 

b. Please identify the business assets sold, the year in which they were sold, and to 

whom they were sold; 

c. Please produce customer invoices and all other documents associated with the sale 

of these assets; and 

d. Please identify the price Minnesota Limited paid for these assets, the price 

Minnesota Limited sold these assets, and Minnesota Limited’s revenue/loss from 

the sale of these assets. 

RESPONSE:    

a.   See Complaint paragraphs 36-38 and 40-63. Under MCL 208.1115(1), sales of 

assets held for sale to others are includible in the calculation of the sales factor.  

Plaintiff has argued in the alternative that business assets which are regularly 

sold, and which sales do not constitute an isolated or casual sale, constitute assets 

that are stock in trade or other property of a kind which is held for sale to 

customers in the ordinary course of its trade or business under MCL 

208.1115(1)(a) and are included in the calculation of the sales factor.  Here, such 

sales are sourced to the location of the asset when sold.  The Department has failed 

to include these assets in its computation of the sales factor.   

b. See response to Interrogatory No. 5. 
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c. See response to Interrogatory No. 5. 

d.  See VEC 00001 - 000183. 

[Request for Admission No 10 omitted as a reply was provided previously in a separate 

filing.] 

11. If your answers to the preceding requests to admit in request #10 is anything other 

than an unqualified admission, please provide the following: 

a. Identify all facts upon which you rely in support of your qualified admission or 

denial; 

b. Identify all persons who will support your responses and/or who have information 

relating to your response and set forth the substance of their anticipated testimony; 

c. Identify all documents and/or information which in any way relate to your qualified 

admission or denial. 

RESPONSE: 

a.  See response to Interrogatory No. 5. 

b. N/A. 

c. See response to Interrogatory No. 5. 

d. See response to Interrogatory No. 5. 

[Request for Admission No 12 omitted as a reply was provided previously in a separate 

filing.] 
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13. If your answers to the preceding requests to admit in request #12 is anything other 

than an unqualified admission, please provide the following: 

a. Identify all facts upon which you rely in support of your qualified admission or 

denial; 

b. Identify all persons who will support your responses and/or who have information 

relating to your response and set forth the substance of their anticipated testimony; 

c. Identify all documents and/or information which in any way relate to your qualified 

admission or denial. 

RESPONSE:   

N/A. 

14. Please produce copies of Plaintiff’s complete state tax returns for all states outside 

of Michigan, including all schedules and supporting documents, for the 2010 and 2011 tax years. 

RESPONSE:   

Objection.  Plaintiff objections to the production of tax returns filed with other states whose 

business tax statutes, regulations and rules are different than Michigan, none of which 

impose a tax similar or comparable to the Michigan Business Tax and the calculations for 

which have no relevance to the calculation or determination of the correct amount of 

Michigan Business Tax due for the Tax Year in Issue.  The documents requested are not 

relevant nor likely to lead to the discovery of relevant evidence.   
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15. Paragraph eight (8) of the Complaint alleges that “[i]n the summer of 2010, Plaintiff 

was engaged by Enbridge Energy (“Enbridge”) to respond to a severe oil pipeline rupture that 

occurred in a tributary of the Kalamazoo River in July of 2010.”  As to this allegation: 

a. Please produce a copy of Plaintiff’s said contract (including attachments, exhibits, 

and amendments) with Enbridge; 

b. For tax years 2010-2011, please produce any and all documents showing the 

amount of revenue that Plaintiff generated from providing services to Enbridge. 

RESPONSE:  

a. See VEC 000212 – 000219; 000221 - 000378.   

b. See VEC 000220. 

16. Paragraph nine (9) of the Complaint alleges that “[t]he Enbridge contract was the 

largest contract performed in Michigan in Plaintiff’s 52 year history.”  As to this allegation: 

a. Please describe the services Minnesota Limited provided or provides to Enbridge; 

b. Please identify the years in which Minnesota Limited provided or provides services 

to Enbridge; 

c. Please state whether these services were a new line of business for Minnesota 

Limited and/or Vectren Infrastructure;  

d. Please provide any and all documentation showing the revenue generated by 

Minnesota Limited and/or Vectren Infrastructure for each of the past twenty (20) 

years for this line of business; and  

e. Please provide any and all documentation showing the amount of revenue related 

to such business conducted in Michigan during these same years. 
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RESPONSE: 

a.  Minnesota Limited was engaged by Enbridge Energy (“Enbridge”) to respond to 

a severe oil pipeline rupture that occurred in July 2010 in a tributary of the 

Kalamazoo River.  This was the Company’s largest single contract ever 

performed in Michigan.  

b.  The work commenced in July 2010 and was completed in May 2012.   

c. No. 

d.   Objection. Plaintiff objects to this request as burdensome, oppressive and 

unnecessary.  The Department already has in its possession all business tax 

returns filed by Plaintiff with the Department for all years in which the Plaintiff 

conducted business and generated revenue from the State of Michigan and from 

all sources everywhere in the calculation of the sales factor.  These returns contain 

disclosure of revenues sourced to Michigan.  To the extent that this Interrogatory 

requests information about any services performed by Vectren Infrastructure, 

such information is not relevant to the determination of the appropriate tax due 

for the Tax Year at Issue, is not subject to the audit or assessment at issue and 

thus irrelevant to the determination of whether the Department improperly 

calculated the sales factor for Minnesota Limited or improperly included 

nonbusiness income unrelated to the business activity of the S corporation in 

Michigan during the Tax Year in Issue and allocable to Minnesota. Without 

waiving these objections, Plaintiff provides VEC 000048 – 000143; 000144 - 

000183. 

e. See response to d. above. 
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17. Please explain whether Vectren Infrastructure, Miller Pipeline Corporation, 

Minnesota Limited, or any other member of the unitary business group has an active contract with, 

or otherwise provides services to, Enbridge.  If so, please identify which entity(ies) has a contract 

with, or otherwise provides services to, Enbridge. 

RESPONSE:    

Objection.  To the extent that this Interrogatory requests information beyond the Tax Year 

at Issue, this Interrogatory asks for information that is not relevant nor likely to lead to the 

discovery of relevant evidence related to the determination of the appropriate taxation of 

Plaintiff for the Tax Year in Issue.  Moreover, any services performed by Vectren 

Infrastructure after the acquisition of the stock of Minnesota Limited are not relevant to 

determination of appropriate apportionment or tax base determination for the Tax Year at 

Issue. 

18. Paragraph ten (10) of the Complaint alleges that “[o]n March 31, 2011, Plaintiff 

sold all of its stock to Vectren (the ‘Asset Sale’).”  Please produce a copy of the purchase agreement 

(including attachments, exhibits, and amendments) and all valuation studies and/or reports relating 

to the purchase price for the purchase of Minnesota Limited by Vectren Infrastructure. 

RESPONSE: 

See VEC 000144 – 000183; 000221 - 000378. 
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19. For tax years ending December 31, 2011 through December 31, 2016, please 

identify Vectren Infrastructure’s revenue related to Minnesota Limited’s operations, including but 

not limited to, Minnesota Limited’s operations in Michigan for the same years.  

RESPONSE: 

Objection.  To the extent that this Interrogatory requests information beyond the Tax Year 

at Issue, this Interrogatory asks for information that is not relevant nor likely to lead to the 

discovery of relevant evidence related to the determination of the appropriate taxation of 

Plaintiff for the Tax Year in Issue.   The following amounts of sales were reported to the 

State of Michigan by the Vectren unitary business group 

Post-Acquisition 
Michigan Sales Total Sales  Sales Factor  

2012 $10,059,487 $353,475,836 0.0285 
2013 $4,984,667 $465,037,475 0.0107 
2014 $5,544,211 $417,270,474 0.0133 

20. Please state the value of Minnesota Limited before executing/performing any 

contracts in Michigan. 

RESPONSE:   

Objection to this interrogatory as vague and unduly burdensome.  The term “value” is not 

defined and depends on the basis and purpose of the valuation.  Moreover the interrogatory 

provides no timeframe for any valuation. The shareholders of Plaintiff did not have the 

company valued prior to executing/performing any contracts in Michigan in 2003.   
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21. Please produce any and all documents relating to the immediately preceding 

request, including but not limited to valuation studies and/or reports. 

RESPONSE: 

Objection to this interrogatory as vague and unduly burdensome.  The term “value” is not 

defined and depends on the basis and purpose of the valuation.  Moreover the interrogatory 

provides no timeframe for any valuation. The shareholders of Plaintiff did not have the 

company valued prior to executing/performing any contracts in Michigan in 2003. 

22. Please state the value of Minnesota Limited after executing/performing any 

contracts in Michigan. 

RESPONSE:   

Objection to this interrogatory as vague and unduly burdensome.  The term “value” is not 

defined and depends on the basis and purpose of the valuation.  Moreover the interrogatory 

provides no timeframe for any valuation. The shareholders of Plaintiff did not have the 

company valued prior to or subsequent to executing/performing any contracts in Michigan 

in 2003 or anytime thereafter.  Without waiving this objection, see the KPMG Report at VEC 

000144 - 000183 which did not include the Enbridge project in its valuation analysis of the 

Company as the services provided under the contract, a unique response action to an 

environmental accident, fell outside the Company’s core competencies of pipeline 

construction.  

23. Please state your legal position in this case. 
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RESPONSE:    

Objection. Interrogatory 23 is objectionable because it is overly broad and unduly 

burdensome and requests attorney work product.  Without waiving its objections Plaintiff 

states that its legal position is set forth in the Complaint and the documents attached hereto 

including letters dated September 2, 3016 and December 13, 2016 to Deputy Treasurer Greg 

Gursky, at VEC 000029 - 000046.  Gain on sale of stock by the shareholders of Minnesota 

Limited does not constitute receipts from the business activity of the S corporation and is not 

includible in the business income tax base, irrespective of the federal method of accounting 

for the gain on shareholders’ sale of their stock.    

24. Please produce any and all documents relating to the immediately preceding 

request, including but not limited to valuation studies and/or reports. 

RESPONSE: 

Objection. Interrogatory 24 is objectionable because it is overly broad and unduly 

burdensome insofar as it seeks “all” documents.  Plaintiff’s development of all facts and 

circumstances relating to this action is ongoing and further documents may be discovered.  

Interrogatory 23 is also objectionable because it is overly broad and unduly burdensome and 

requests attorney work product.  Without waiving its objections, Plaintiff answers as follows: 

Plaintiff has not identified all documents that it will rely upon to support its position in this 

matter.  Plaintiff will rely upon the audit work papers and Audit Report of Findings, both of 

which are in the possession and control of the Department and may rely upon the documents 

attached hereto and documents produced by the Department in discovery.     
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25. Please produce copies of all documents Plaintiff may or will rely on to challenge 

the deficiency and/or the underlying audit findings for the 2010-2011 tax years.  

RESPONSE: 

Objection. Interrogatory 24 is objectionable because it is overly broad and unduly 

burdensome insofar as it seeks “all” documents.    Plaintiff’s development of all facts and 

circumstances relating to this action is ongoing and further documents may be discovered.  

Interrogatory 23 is also objectionable because it is overly broad and unduly burdensome and 

requests attorney work product.  Without waiving its objections, Plaintiff answers as follows: 

Plaintiff has not identified all documents that it will rely upon to support its position in this 

matter.  Plaintiff will rely upon the audit work papers and Audit Report of Findings, both of 

which are in the possession and control of the Department and may rely upon the documents 

attached hereto and documents produced by the Department in discovery.     

26. Who for Plaintiff is responsible for and/or most familiar with the Plaintiff’s general 

accounting and tax preparation procedures during the audit period? 

RESPONSE: 

Chris Keller, Director of Finance, Minnesota Limited, Big Lake, MN. 

27. For each individual who contributed in any way to the responses to the foregoing 

discovery requests, please provide his or her name, address, telephone number, title, occupation, 

and a summary of his or her anticipated testimony. 

RESPONSE:   

As witnesses have not yet been identified, Plaintiff has not determined who will provide 

testimony and the substance of any testimony.  Counsel for Plaintiffs provided all objections. 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION  

Washington, D.C. 20549  

FORM 10-K  
   

   

Securities registered pursuant to Section 12(b) of the Act:  
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subject to such filing requirements for the past 90 days.  
CMS Energy Corporation :    Yes            No   �                  Consumers Energy Company :    Yes             No   �  
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Form 10-K or any amendment to this Form 10-K.   �  
Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting 
company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange 
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(Do not check if a smaller reporting company)  
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reporting company   �  
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Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  
CMS Energy Corporation :    Yes   �         No                      Consumers Energy Company :    Yes   �          No     
The aggregate market value of CMS Energy voting and non-voting common equity held by non-affiliates was $4.927 billion for the 
250,245,978 CMS Energy Common Stock shares outstanding on June 30, 2011 based on the closing sale price of $19.69 for CMS Energy 
Common Stock, as reported by the New York Stock Exchange on such date.  
There were 258,570,812 shares of CMS Energy Common Stock outstanding on February 10, 2012, including 1,296,406 shares owned by 
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Consumers Energy Company. On February 23, 2012, CMS Energy held all voting and non-voting common equity of Consumers. Documents 
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GLOSSARY  

Certain terms used in the text and financial statements are defined below.  
   

   
3  

2008 Energy Law     Comprehensive energy reform package enacted in Michigan in October 2008 
ABATE     Association of Businesses Advocating Tariff Equity 
ABO  

   

Accumulated benefit obligation; the liabilities of a pension plan based on service 
and pay to date, which differs from the PBO in that it does not reflect expected 
future salary increases 

AFUDC     Allowance for borrowed and equity funds used during construction 
AOCI     Accumulated other comprehensive income (loss) 
ARO     Asset retirement obligation 
ASU     Financial Accounting Standards Board Accounting Standards Update 
Bay Harbor  

   

A residential/commercial real estate area located near Petoskey, Michigan, in 
which CMS Energy sold its interest in 2002 

bcf     Billion cubic feet of gas 
Big Rock     Big Rock Point nuclear power plant, formerly owned by Consumers 
Btu     British thermal unit 
CAIR     The Clean Air Interstate Rule 
Cantera Gas Company  

   

Cantera Gas Company LLC, a non-affiliated company, formerly known as 
CMS Field Services 

Cantera Natural Gas, Inc.  
   

Cantera Natural Gas, Inc., a non-affiliated company that purchased CMS Field 
Services 

CAO     Chief Accounting Officer 
CCB     Coal combustion by-product 
CEO     Chief Executive Officer 
CFO     Chief Financial Officer 
C&HR Committees  

   

The Compensation and Human Resources Committees of the Boards of Directors 
of CMS Energy and Consumers 

City-gate contract  
   

An arrangement made for the point at which a local distribution company 
physically receives gas from a supplier or pipeline 

CKD     Cement kiln dust 
Clean Air Act     Federal Clean Air Act, as amended 
Clean Water Act     Federal Water Pollution Control Act, as amended 
CMS Capital     CMS Capital, L.L.C., a wholly owned subsidiary of CMS Energy 
CMS Energy     CMS Energy Corporation, the parent of Consumers and CMS Enterprises 
CMS Enterprises     CMS Enterprises Company, a wholly owned subsidiary of CMS Energy 
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CMS ERM  
   

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

CMS Field Services  
   

CMS Field Services, Inc., a former wholly owned subsidiary of CMS Gas 
Transmission 

CMS Gas Transmission     CMS Gas Transmission Company, a wholly owned subsidiary of CMS Enterprises 
CMS Generation San Nicolas Company  

   

CMS Generation San Nicolas Company, a company in which CMS Enterprises 
formerly owned a 0.1 percent interest 

CMS Land     CMS Land Company, a wholly owned subsidiary of CMS Capital 
CMS MST  

   

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

CMS Viron     CMS Viron Corporation, a wholly owned subsidiary of CMS ERM 
Consumers     Consumers Energy Company, a wholly owned subsidiary of CMS Energy 
Consumers Funding  

   

Consumers Funding LLC, a wholly owned consolidated bankruptcy-remote 
subsidiary of Consumers and special-purpose entity organized for the sole purpose 
of purchasing and owning Securitization property, assuming Securitization bonds, 
and pledging its interest in Securitization property to a trustee to collateralize the 
Securitization bonds 

CSAPR  

   

The Cross-State Air Pollution Rule, which would supersede the EPA’s proposed 
Clean Air Transport Rule and replace CAIR, was finalized in July 2011 and was 
stayed in December 2011 pending judicial review 

Customer Choice Act     Customer Choice and Electricity Reliability Act, a Michigan statute 
D.C.     District of Columbia 
DCCP     Defined Company Contribution Plan 
DC SERP     Defined Contribution SERP 
Detroit Edison     The Detroit Edison Company, a non-affiliated company 
DIG  

   

Dearborn Industrial Generation, L.L.C., a wholly owned subsidiary of Dearborn 
Industrial Energy, L.L.C., a wholly owned subsidiary of CMS Energy 

Dodd-Frank Act  
   

Dodd-Frank Wall Street Reform and Consumer Protection Act, enacted in 
July 2010 

DOE     U.S. Department of Energy 
DOJ     U.S. Department of Justice 
EBITDA     Earnings before interest, taxes, depreciation, and amortization 
EISP     Executive Incentive Separation Plan 
EnerBank     EnerBank USA, a wholly owned subsidiary of CMS Capital 
Entergy     Entergy Corporation, a non-affiliated company 
EPA     U.S. Environmental Protection Agency 
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EPS     Earnings per share 
Exchange Act     Securities Exchange Act of 1934, as amended 
Exeter  

   

Exeter Energy Limited Partnership, a limited partnership formerly owned directly 
and indirectly by HYDRA-CO 

FDIC     Federal Deposit Insurance Corporation 
FERC     The Federal Energy Regulatory Commission 
First Mortgage Bond Indenture  

   

The indenture dated as of September 1, 1945 between Consumers and The Bank of 
New York Mellon, as Trustee, as amended and supplemented 

FLI Liquidating Trust  
   

Trust formed in Missouri bankruptcy court to accomplish the liquidation of 
Farmland Industries, Inc., a non-affiliated entity 

FMB     First mortgage bond 
FOV     Finding of Violation 
FTR     Financial transmission right 
GAAP     U.S. Generally Accepted Accounting Principles 
GCC  

   

Gas Customer Choice, which allows gas customers to purchase gas from 
alternative suppliers 

GCR     Gas cost recovery 
Genesee  

   

Genesee Power Station Limited Partnership, a VIE in which HYDRA-CO has a 
50 percent interest 

Grayling  
   

Grayling Generating Station Limited Partnership, a VIE in which HYDRA-CO has 
a 50 percent interest 

GWh     Gigawatt-hour, a unit of energy equal to one billion watt-hours 
Health Care Acts  

   

Comprehensive health care reform enacted in March 2010, comprising the Patient 
Protection and Affordable Care Act and the related Health Care and Education 
Reconciliation Act 

HYDRA-CO     HYDRA-CO Enterprises, Inc., a wholly owned subsidiary of CMS Enterprises 
IRS     Internal Revenue Service 
ISFSI     Independent spent fuel storage installation 
kilovolts  

   

Thousand volts, a unit used to measure the difference in electrical pressure along a 
current 

kVA  
   

Thousand volt-amperes, a unit used to reflect the electrical power capacity rating 
of equipment or a system 

kWh     Kilowatt-hour, a unit of energy equal to one thousand watt-hours 
LIBOR     The London Interbank Offered Rate 
Ludington     Ludington pumped-storage plant, jointly owned by Consumers and Detroit Edison 
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MACT  

   

Maximum Achievable Control Technology, which is the emission control that is 
achieved in practice by the best-controlled similar source; for existing sources, 
MACT is the average emission limitation achieved by the best performing 
12 percent of existing sources or the average limitation achieved by the best 
performing five sources, depending on the number of sources in the category 

MATS  
   

Mercury and Air Toxic Standards, which limit mercury, acid gases, and other toxic 
pollution from coal-fueled and oil-fueled power plants 

MBT     Michigan Business Tax 
MCIT     Michigan Corporate Income Tax 
MCV Facility  

   

A 1,500 MW natural gas-fueled, combined-cycle cogeneration facility operated by 
the MCV Partnership 

MCV Partnership     Midland Cogeneration Venture Limited Partnership 
MCV PPA     PPA between Consumers and the MCV Partnership 
MD&A     Management’s Discussion and Analysis 
MDEQ     Michigan Department of Environmental Quality 
MDL     A pending multi-district litigation case in Nevada 
MEI     Michigan Energy Investments LLC, a non-affiliated company 
METC     Michigan Electric Transmission Company, LLC, a non-affiliated company 
MGP     Manufactured gas plant 
Midwest Energy Market  

   

An energy market developed by MISO to provide day-ahead and real-time market 
information and centralized dispatch for market participants 

MISO     The Midwest Independent Transmission System Operator, Inc. 
Mothball  

   

To place a generating unit into a state of extended reserve shutdown in which the 
unit is inactive and unavailable for service for a specified period, during which the 
unit can be brought back into service after receiving appropriate notification and 
completing any necessary maintenance or other work; generation owners in MISO 
must request approval to mothball a unit, and MISO then evaluates the request for 
reliability impacts 

MPSC     Michigan Public Service Commission 
MRV     Market-related value of plan assets 
MW     Megawatt, a unit of power equal to one million watts 
MWh     Megawatt-hour, a unit of energy equal to one million watt-hours 
NAV     Net asset value 
NERC     The North American Electric Reliability Corporation, a non-affiliated company 
NOV     Notice of Violation 
NPDES  

   

National Pollutant Discharge Elimination System, a permit system for regulating 
point sources of pollution under the Clean Water Act 
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NREPA  
   

Part 201 of Michigan Natural Resources and Environmental Protection Act, a 
statute that covers environmental activities including remediation 

NSR     New Source Review, a construction-permitting program under the Clean Air Act 
NYMEX     The New York Mercantile Exchange 
OPEB     Postretirement benefit plans other than pensions 
Palisades     Palisades nuclear power plant, sold by Consumers to Entergy in 2007 
Panhandle  

   

Panhandle Eastern Pipe Line Company, including its wholly owned subsidiaries 
Trunkline Gas Company, LLC, Pan Gas Storage Company, Panhandle Storage 
Company, and Panhandle Holding Company, a former wholly owned subsidiary of 
CMS Gas Transmission 

PBO     Projected benefit obligation 
PCB     Polychlorinated biphenyl 
Pension Plan  

   

Trusteed, non-contributory, defined benefit pension plan of CMS Energy, 
Consumers, and Panhandle 

PISP     Performance Incentive Stock Plan 
PPA     Power purchase agreement 
PSCR     Power supply cost recovery 
PSD     Prevention of Significant Deterioration 
PURPA     Public Utility Regulatory Policies Act of 1978 
REC     Renewable energy credit established under the 2008 Energy Law 
Renewable Operating Permit     Michigan’s Title V permitting program under the Clean Air Act 
RMRR     Routine maintenance, repair, and replacement 
ROA  

   

Retail Open Access, which allows electric generation customers to choose 
alternative electric suppliers pursuant to the Customer Choice Act 

S&P     Standard & Poor’s Financial Services LLC 
SEC     U.S. Securities and Exchange Commission 
Securitization  

   

A financing method authorized by statute and approved by the MPSC which 
allows a utility to sell its right to receive a portion of the rate payments received 
from its customers for the repayment of securitization bonds issued by a special-
purpose entity affiliated with such utility 

SERP     Supplemental Executive Retirement Plan 
Sherman Act     Sherman Antitrust Act, enacted in 1890 
Smart Grid  

   

Consumers’ grid modernization project, which includes the installation of smart 
meters that transmit and receive data, a two-way communications network, and 
modifications to Consumers’ existing information technology system to manage 
the data and enable changes to key business processes 
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Stranded costs  

   

Costs such as owned and purchased generation and regulatory assets that are 
incurred by utilities to serve their customers in a regulated monopoly environment, 
and which may not be recoverable in a competitive environment because of 
customers leaving their systems and ceasing to pay for their costs 

Superfund     Comprehensive Environmental Response, Compensation and Liability Act 
Supplemental Environmental Projects  

   

Environmentally beneficial projects that a party agrees to undertake as part of the 
settlement of an enforcement action, but which the party is not otherwise legally 
required to perform 

TAQA  
   

Abu Dhabi National Energy Company, a subsidiary of Abu Dhabi Water and 
Electricity Authority, a non-affiliated company 

Terminal Rental Adjustment Clause  

   

A provision of a leasing agreement which permits or requires the rental price to be 
adjusted upward or downward by reference to the amount realized by the lessor 
under the agreement upon sale or other disposition of formerly leased property 

T.E.S. Filer City  
   

T.E.S. Filer City Station Limited Partnership, a VIE in which HYDRA-CO has a 
50 percent interest 

Title V  
   

A federal program under the Clean Air Act designed to standardize air quality 
permits and the permitting process for major sources of emissions across the U.S. 

Trust Preferred Securities  

   

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

TSR     Total shareholder return 
U.S.     United States 
USW  

   

United Steel, Paper and Forestry, Rubber, Manufacturing, Energy, Allied Industrial 
and Service Workers International Union, AFL-CIO-CLC 

UWUA     Utility Workers Union of America, AFL-CIO 
VEBA  

   

Voluntary employees’ beneficiary association trusts accounts established 
specifically to set aside employer-contributed assets to pay for future expenses of 
the OPEB plan 

VIE     Variable interest entity 
Wolverine     Wolverine Power Supply Cooperative, Inc., a non-affiliated company 
XBRL     eXtensible Business Reporting Language 
Zeeland     A 935 MW gas-fueled power plant located in Zeeland, Michigan 
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FILING FORMAT  

This combined Form 10-K is separately filed by CMS Energy and Consumers. Information in this combined Form 10-K relating to each 
individual registrant is filed by such registrant on its own behalf. Consumers makes no representation regarding information relating to any 
other companies affiliated with CMS Energy other than its own subsidiaries. None of CMS Energy, CMS Enterprises, nor any of 
CMS Energy’s other subsidiaries (other than Consumers) has any obligation in respect of Consumers’ debt securities and holders of such debt 
securities should not consider the financial resources or results of operations of CMS Energy, CMS Enterprises, nor any of CMS Energy’s 
other subsidiaries (other than Consumers and its own subsidiaries (in relevant circumstances)) in making a decision with respect to Consumers’ 
debt securities. Similarly, none of Consumers nor any other subsidiary of CMS Energy has any obligation in respect of debt securities of 
CMS Energy.  

FORWARD-LOOKING STATEMENTS AND INFORMATION  

This Form 10-K and other written and oral statements that CMS Energy and Consumers make may contain forward-looking statements as 
defined by the Private Securities Litigation Reform Act of 1995. The use of “might,” “may,” “could,” “should,” “anticipates,” “believes,” 
“estimates,” “expects,” “intends,” “plans,” “projects,” “forecasts,” “predicts,” “assumes,” and other similar words is intended to identify 
forward-looking statements that involve risk and uncertainty. This discussion of potential risks and uncertainties is designed to highlight 
important factors that may impact CMS Energy’s and Consumers’ businesses and financial outlook. CMS Energy and Consumers have no 
obligation to update or revise forward-looking statements regardless of whether new information, future events, or any other factors affect the 
information contained in the statements. These forward-looking statements are subject to various factors that could cause CMS Energy’s and 
Consumers’ actual results to differ materially from the results anticipated in these statements. These factors include, but are not limited to, the 
following, all of which are potentially significant:  
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•   the impact of regulation by the MPSC or FERC and other applicable governmental proceedings and regulations, including any 

associated impact on electric or gas rates or rate structures;  

  
•   potentially adverse regulatory treatment or failure to receive timely regulatory orders affecting Consumers that are or could come 

before the MPSC, FERC, or other governmental authorities, including the treatment of Consumers’ pilot electric and gas revenue 
decoupling mechanisms;  

  

•   changes in applicable laws, rules, regulations, principles, or practices, or in their interpretation, including those related to energy 
policy, the environment, regulation, health care reforms (including the Health Care Acts), taxes, accounting matters, and other business 
issues that could have an impact on CMS Energy’s or Consumers’ businesses or financial results, including potential effects of the 
Dodd-Frank Act and related regulations on CMS Energy, Consumers, or any of their affiliates;  

  

•   potentially adverse regulatory or legal interpretations or decisions regarding environmental matters, or delayed regulatory treatment or 
permitting decisions that are or could come before the MDEQ and/or EPA, and potential environmental remediation costs associated 
with these interpretations or decisions, including those that may affect Bay Harbor or Consumers’ RMRR classification under NSR 
regulations;  

  
•   changes in energy markets, including availability of capacity and the timing and extent of changes in commodity prices and 

availability of coal, natural gas, natural gas liquids, electricity, oil, and certain related products;  

  
•   the price of CMS Energy common stock, the credit ratings of CMS Energy and Consumers, capital and financial market conditions, 

and the effect of these market conditions on CMS Energy’s and Consumers’ interest costs and access to the capital markets, including 
availability of financing to CMS Energy, Consumers, or any of their affiliates;  

  
•   the investment performance of the assets of CMS Energy’s and Consumers’ pension and benefit plans and the discount rates applicable 

to their plan obligations, and the resulting impact on future funding requirements;  
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10  

  
•   the impact of the economy, particularly in Michigan, and potential future volatility in the financial and credit markets on 

CMS Energy’s, Consumers’, or any of their affiliates’ revenues, ability to collect accounts receivable from customers, or cost and 
availability of capital;  

  
•   changes in the economic and financial viability of CMS Energy’s and Consumers’ suppliers, customers, and other counterparties and 

the continued ability of these third parties, including third parties in bankruptcy, to meet their obligations to CMS Energy and 
Consumers;  

  •   population changes in the geographic areas where CMS Energy and Consumers conduct business;  
  •   national, regional, and local economic, competitive, and regulatory policies, conditions, and developments;  
  •   loss of customer demand for electric generation supply to alternative energy suppliers;  

  
•   federal regulation of electric sales and transmission of electricity, including periodic re-examination by federal regulators of 

CMS Energy’s and Consumers’  market-based sales authorizations in wholesale power markets without price restrictions;  
  •   the impact of credit markets, economic conditions, and any new banking regulations on EnerBank;  

  
•   the availability, cost, coverage, and terms of insurance, the stability of insurance providers, and the ability of Consumers to recover the 

costs of any insurance from customers;  

  
•   the effectiveness of CMS Energy’s and Consumers’ risk management policies, procedures, and strategies, including their strategies to 

hedge risk related to future prices of electricity, natural gas, and other energy-related commodities;  

  
•   factors affecting development of generation projects and distribution infrastructure replacement and expansion projects, including 

those related to project site identification, construction material pricing, availability of qualified construction personnel, permitting, 
and government approvals;  

  
•   factors affecting operations, such as costs and availability of personnel, equipment, and materials, unusual weather conditions, 

catastrophic weather-related damage, scheduled or unscheduled equipment outages, maintenance or repairs, environmental incidents, 
and electric transmission and distribution or gas pipeline system constraints;  

  
•   potential disruption to, interruption of, or other impacts on facilities, utility infrastructure, or operations due to accidents, explosions, 

physical disasters, war, or terrorism, and the ability to obtain or maintain insurance coverage for these events;  
  •   changes or disruption in fuel supply, including but not limited to rail or vessel transport of coal and pipeline transport of natural gas;  

  
•   potential costs, lost revenues, or other consequences resulting from misappropriation of assets or sensitive information, corruption of 

data, or operational disruption in connection with a cyber attack or other cyber incident;  
  •   technological developments in energy production, delivery, usage, and storage;  

  
•   the impact of CMS Energy’s and Consumers’ integrated business software system on their operations, including utility customer 

billing and collections;  

  
•   adverse consequences resulting from any past or future assertion of indemnity or warranty claims associated with assets and businesses 

previously owned by CMS Energy or Consumers, including claims resulting from attempts by foreign or domestic governments to 
assess taxes on past operations or transactions;  

  •   the outcome, cost, and other effects of legal or administrative proceedings, settlements, investigations, or claims;  
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For additional details regarding these and other uncertainties, see Item 1A. Risk Factors and Item 8. Financial Statements and 
Supplementary Data, MD&A, Outlook and Notes to the Consolidated Financial Statements, Note 5, Contingencies and Commitments and 
Note 6, Regulatory Matters.  
   

11  

  
•   restrictions imposed by various financing arrangements and regulatory requirements on the ability of Consumers and other subsidiaries 

of CMS Energy to transfer funds to CMS Energy in the form of cash dividends, loans, or advances;  

  
•   earnings volatility resulting from the application of fair value accounting to certain energy commodity contracts, such as electricity 

sales agreements and interest rate and foreign currency contracts;  

  
•   changes in financial or regulatory accounting principles or policies, including a possible future requirement to comply with 

International Financial Reporting Standards, which differ from GAAP in various ways, including the present lack of special 
accounting treatment for regulated activities; and  

  
•   other matters that may be disclosed from time to time in CMS Energy’s and Consumers’ SEC filings, or in other publicly issued 

documents.  
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PART I  
ITEM 1. BUSINESS  

GENERAL  

CMS E NERGY  

CMS Energy was formed as a corporation in Michigan in 1987 and is an energy company operating primarily in Michigan. It is the parent 
holding company of several subsidiaries, including Consumers, an electric and gas utility, and CMS Enterprises, primarily a domestic 
independent power producer. Consumers serves individuals and businesses operating in the alternative energy, automotive, chemical, metal, 
and food products industries, as well as a diversified group of other industries. CMS Enterprises, through its subsidiaries and equity 
investments, is engaged primarily in independent power production and owns power generation facilities fueled mostly by natural gas and 
biomass.  

CMS Energy manages its businesses by the nature of services each provides and operates, principally in three business segments: electric 
utility, gas utility, and enterprises, its non-utility operations and investments. Consumers’ consolidated operations account for substantially all 
of CMS Energy’s total assets, income, and operating revenue. CMS Energy’s consolidated operating revenue was $6.5 billion in 2011, 
$6.4 billion in 2010, and $6.2 billion in 2009.  

For further information about operating revenue, net operating income, and identifiable assets and liabilities attributable to all of 
CMS Energy’s business segments and operations, see Item 8. Financial Statements and Supplementary Data, CMS Energy’s Selected Financial 
Information, Consolidated Financial Statements, and Notes to the Consolidated Financial Statements.  

C ONSUMERS  

Consumers has served Michigan customers since 1886. Consumers was incorporated in Maine in 1910 and became a Michigan 
corporation in 1968. Consumers owns and operates electric distribution and generation facilities and gas transmission, storage, and distribution 
facilities. It provides electricity and/or natural gas to 6.7 million of Michigan’s 10 million residents. Consumers’ rates and certain other aspects 
of its business are subject to the jurisdiction of the MPSC and FERC, as described in “CMS Energy and Consumers Regulation” in this Item 1.  

Consumers’ consolidated operating revenue was $6.3 billion in 2011, $6.2 billion in 2010, and $6.0 billion in 2009. For further 
information about operating revenue, net operating income, and identifiable assets and liabilities attributable to Consumers’ electric and gas 
utility operations, see Item 8. Financial Statements and Supplementary Data, Consumers’ Selected Financial Information, Consolidated 
Financial Statements, and Notes to the Consolidated Financial Statements.  

Consumers owns its principal properties in fee, except that most electric lines and gas mains are located below public roads or on land 
owned by others and are accessed by Consumers through easements and other rights. Almost all of Consumers’ properties are subject to the 
lien of its First Mortgage Bond Indenture. For additional information on Consumers’ properties, see Consumers Electric Utility — Electric 
Utility Properties and Consumers Gas Utility — Gas Utility Properties in the “Business Segments” section of this Item 1.  
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In 2011, Consumers served 1.8   million electric customers and 1.7 million gas customers in Michigan’s Lower Peninsula. Presented in 
the following map is Consumers’ service territory:  
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BUSINESS SEGMENTS  

C ONSUMERS E LECTRIC U TILITY  

Electric Utility Operations: Consumers’ electric utility operations, which include the generation, purchase, distribution, and sale of 
electricity, generated operating revenue of $3.9 billion in 2011, $3.8 billion in 2010, and $3.4 billion in 2009. Consumers’ electric utility 
customer base consists of a mix of residential, commercial, and diversified industrial customers in Michigan’s Lower Peninsula. Presented in 
the following illustration is Consumers’ 2011 electric utility operating revenue of $3.9 billion by customer class:  
   

  

Consumers’ electric utility operations are not dependent on a single customer, or even a few customers, and the loss of any one or even a 
few of Consumers’ largest customers is not reasonably likely to have a material adverse effect on Consumers’ financial condition.  

In each of 2011 and 2010, Consumers’ electric deliveries were 38 billion kWh, which included ROA deliveries of four billion kWh. Net 
bundled sales were 34 billion kWh in each of 2011 and 2010.  

Consumers’ electric utility operations are seasonal. The consumption of electric energy typically increases in the summer months, due 
primarily to the use of air conditioners and other cooling equipment.  
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Presented in the following illustration are Consumers’ monthly weather-adjusted electric deliveries (deliveries adjusted to reflect normal 
weather conditions) to its customers, including ROA deliveries, during 2011 and 2010:  
   

  

Consumers’ 2011 summer peak demand was 8,930 MW, which included ROA demand of 624 MW. For the 2010-2011 winter period, 
Consumers’ peak demand was 6,201 MW, which included ROA demand of 489 MW. As required by MISO reserve margin requirements, 
Consumers owns or controls, through long-term contracts, capacity required to supply its projected firm peak load and necessary reserve 
margin for summer 2012.  

Electric Utility Properties: Consumers’ distribution system includes:  
   

   

   

   

   

   

Consumers is interconnected to the interstate high-voltage electric transmission system owned by METC and operated by MISO, to 
neighboring utilities, and to other transmission systems.  
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  •   413 miles of high-voltage distribution radial lines operating at 120 kilovolts or above;  
  •   4,244 miles of high-voltage distribution overhead lines operating at 23 kilovolts and 46 kilovolts;  
  •   17 miles of high-voltage distribution underground lines operating at 23 kilovolts and 46 kilovolts;  
  •   55,953 miles of electric distribution overhead lines;  
  •   10,112 miles of underground distribution lines; and  
  •   substations with an aggregate transformer capacity of 24 million kVA.  
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At December 31, 2011, Consumers’ electric generating system consisted of the following:  
   

   

   

   

   

   

   
16  

Name and Location (Michigan)    

Number of Units and Year 
 

Entered Service   

2011  
Generation 

 
Capacity  

(MW)     

2011 Net  
Generation 

 
(GWh)   

Coal Generation         

J. H. Campbell 1 & 2 — West Olive     2 Units, 1962-1967     615        2,764    
J. H. Campbell 3 — West Olive     1 Unit, 1980     770        5,171    
B. C. Cobb 4 & 5 — Muskegon     2 Units, 1956-1957     310        1,501    
D. E. Karn — Essexville     2 Units, 1959-1961     515        2,671    
J. C. Weadock — Essexville     2 Units, 1955-1958     290        1,770    
J. R. Whiting — Erie     3 Units, 1952-1953     323        1,591    

           
  

        
  

Total coal generation         2,823        15,468    
           

  
        

  

Oil/Gas/Steam Generation         

B. C. Cobb 1 – 3 — Muskegon     3 Units, 1999-2000     —       —   
D. E. Karn — Essexville     2 Units, 1975-1977     1,276        91    
Zeeland (combined cycle) — Zeeland     1 Unit, 2002     534        1,660    

           
  

        
  

Total oil/gas/steam generation         1,810        1,751    
           

  
        

  

Hydroelectric         

Conventional hydro generation     13 Plants, 1906-1949     77        425    
Ludington — Ludington     6 Units, 1973     955       (365 )   

           
  

        
  

Total hydroelectric         1,032        60    
           

  
        

  

Gas/Oil Combustion Turbine         

Various plants     7 Plants, 1966-1971     150        7    
Zeeland (simple cycle) — Zeeland     2 Units, 2001     315        161    

           
  

        
  

Total gas/oil combustion turbine         465        168    
           

  
        

  

Total owned generation         6,130        17,447    
Purchased and interchange power         2,458       19,499   

           
  

        
  

Total supply         8,588        36,946    
           

  

        

  

Generation and transmission use/loss           (3,011 )  
             

  

Total net bundled sales           33,935    
             

  

  
  Represents each plant’s electric generation capacity during the summer months.  
  Represents Consumers’ share of the capacity of the J. H. Campbell 3 unit, net of the 6.69 percent ownership interest of the Michigan 

Public Power Agency and Wolverine.  
  In December 2011, Consumers announced its plans to mothball seven smaller coal-fueled units effective January 2015. For further 

information, see Item 8. Financial Statements and Supplementary Data, MD&A, Outlook.  
  B. C. Cobb 1-3 are retired coal-fueled units that were converted to gas-fueled units. B. C. Cobb 1-3 were placed back into service in the 

years indicated, and subsequently mothballed beginning in April 2009. Consumers has received a one-year extension of the mothball 
period to April 2013 and will reevaluate the status of B. C. Cobb 1-3 before that time.  

  Represents Consumers’  51 percent share of the capacity of Ludington. Detroit Edison owns the remaining 49 percent.  
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As shown in the following illustration, Consumers’ 2011 generation capacity of 8,588 MW, including capacity of 2,458 MW purchased, 
relied on a variety of fuel sources:  
   

  
   

17  

  Represents Consumers’ share of net pumped-storage generation. The pumped-storage facility consumes electricity to pump water during 
off-peak hours for storage in order to generate electricity later during peak-demand hours.  

  Includes purchases from the Midwest Energy Market, long-term purchase contracts, and seasonal purchases.  
  Includes 1,240 MW of purchased contract capacity from the MCV Facility and 778 MW of purchased contract capacity from Palisades.  
  Includes 2,723 GWh of purchased energy from the MCV Facility and 6,641 GWh of purchased energy from Palisades.  

6 
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Consumers generated power from the following sources:  
   

   

   

   

The cost of all fuels consumed, shown in the following table, fluctuates with the mix of fuel used.  
   

   

In 2011, Consumers’ four coal-fueled generating sites burned 9 million tons of coal and produced a combined total of 15,468 GWh of 
electricity, which represented 42 percent of the energy provided by Consumers to meet customer demand.  

In order to obtain its coal requirements, Consumers enters into physical coal supply contracts. At December 31, 2011, Consumers had 
contracts to purchase coal through 2014; these contracts total $261 million. All of Consumers’ coal supply contracts have fixed prices. At 
December 31, 2011, Consumers had 86 percent of its 2012 expected coal requirements under contract, as well as a 41-day supply of coal on 
hand.  

In conjunction with its coal supply contracts, Consumers leases a fleet of rail cars and has long-term transportation contracts with various 
companies to provide rail and vessel services for delivery of purchased coal to Consumers’ generating facilities. Consumers’ coal 
transportation contracts expire from 2012 through 2014; these contracts total $427 million.  
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     GWh   
Net Generation    2011     2010     2009     2008     2007   

Owned Generation             

Coal       15,468        17,879        17,255        17,701        17,903    
Gas       1,912        1,043        565        804        129    
Renewable energy (hydro)       425        365        466        454        416    
Oil       7        21        14        41        112    
Nuclear       —       —       —       —       1,781    
Net pumped storage       (365 )      (366 )      (303 )      (382 )      (478 )  

         
  

        
  

        
  

        
  

        
  

Total owned generation       17,447        18,942        17,997        18,618        19,863    
         

  

        

  

        

  

        

  

        

  

Purchased and Interchange Power             

Purchased renewable energy       1,587        1,582        1,472        1,503        1,480    
Purchased generation — other       11,087        10,421        10,066        12,140        11,022    
Net interchange power       6,825        6,045        6,925        6,653        8,009    

         
  

        
  

        
  

        
  

        
  

Total purchased and interchange power       19,499        18,048        18,463        20,296        20,511    
         

  

        

  

        

  

        

  

        

  

Total supply       36,946        36,990        36,460        38,914        40,374    
         

  

        

  

        

  

        

  

        

  

  
  Represents Consumers’ share of net pumped-storage generation. The pumped-storage facility consumes electricity to pump water during 

off-peak hours for storage in order to generate electricity later during peak-demand hours.  
  Includes purchases from long-term purchase contracts.  
  Includes purchases from the Midwest Energy Market and seasonal purchases.  

     Cost Per Million Btu   
Fuel Consumed    2011      2010      2009      2008      2007   

Coal     $ 2.94       $ 2.51       $   2.37       $ 2.01       $ 2.04    
Gas       4.95         5.57         6.57         10.94         10.29    
Oil       18.55         10.98         9.59         11.54         8.21    
Nuclear       —        —        —        —        0.42    
All fuels     $ 3.18       $ 2.71       $ 2.56       $ 2.47       $ 2.07    
  

  Weighted-average fuel costs  
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During 2011, Consumers purchased 53 percent of the electricity it provided to customers through long-term PPAs, seasonal purchases, 
and the Midwest Energy Market. Consumers offers its generation into the Midwest Energy Market on a day-ahead and real-time basis and bids 
for power in the market to serve the demand of its customers. Consumers is a net purchaser of power and supplements its generation capability 
with purchases from the Midwest Energy Market to meet its customers’ needs during peak demand periods.  

At December 31, 2011, Consumers had unrecognized future commitments (amounts for which liabilities, in accordance with GAAP, have 
not been recorded on its balance sheet) to purchase capacity and energy under long-term PPAs with various generating plants. These contracts 
require monthly capacity payments based on the plants’ availability or deliverability. The payments for 2012 through 2040 total $15.3 billion 
and range from $901 million to $1.1 billion annually for each of the next five years. These amounts may vary depending on plant availability 
and fuel costs. For further information about Consumers’ future capacity and energy purchase obligations, see Item 8. Financial Statements and 
Supplementary Data, MD&A, Capital Resources and Liquidity.  

Electric Utility Competition : Consumers’ electric utility business is subject to actual and potential competition from many sources, in 
both the wholesale and retail markets, as well as in electric generation, electric delivery, and retail services.  

The Customer Choice Act allows all of Consumers’ electric customers to buy electric generation service from Consumers or from an 
alternative electric supplier. The 2008 Energy Law revised the Customer Choice Act by limiting alternative electric supply to ten percent of 
weather-adjusted retail sales for the preceding calendar year. At December 31, 2011, electric deliveries under the ROA program were at the 
ten percent limit. Alternative electric suppliers were providing 785 MW of generation service to ROA customers.  

Consumers also has competition or potential competition from:  
   

   

   

Consumers addresses this competition by monitoring activity in adjacent areas and monitoring compliance with the MPSC’s and FERC’s 
rules, providing non-energy services, adding value to customers through Consumers’ rates and service, and providing tariff-based incentives 
that support economic development.  

C ONSUMERS G AS U TILITY  

Gas Utility Operations: Consumers’ gas utility operations, which include the purchase, transmission, storage, distribution, and sale of 
natural gas, generated operating revenue of $2.3 billion in 2011, $2.4 billion in 2010, and $2.6 billion in 2009. Consumers’ gas utility customer 
base consists of a mix of residential, commercial, and diversified industrial customers in Michigan’s Lower Peninsula.  
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  •   industrial customers relocating all or a portion of their production capacity outside Consumers’  service territory for economic reasons;  
  •   municipalities owning or operating competing electric delivery systems; and  
  •   customer self-generation.  
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Presented in the following illustration is Consumers’ 2011 gas utility operating revenue of $2.3 billion by customer class:  
   

  

Consumers’ gas utility operations are not dependent on a single customer, or even a few customers, and the loss of any one or even a few 
of Consumers’ largest customers is not reasonably likely to have a material adverse effect on Consumers’ financial condition.  
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In 2011, deliveries of natural gas, including off-system transportation deliveries, through Consumers’ pipeline and distribution network, 
totaled 337 bcf, which included GCC deliveries of 48 bcf. In 2010, deliveries of natural gas, including off-system transportation deliveries, 
through Consumers’ pipeline and distribution network, totaled 317 bcf, which included GCC deliveries of 36 bcf. Consumers’ gas utility 
operations are seasonal. Consumers injects natural gas into storage during the summer months for use during the winter months when the 
demand for natural gas is higher. Peak demand occurs in the winter due to colder temperatures and the resulting use of natural gas as a heating 
fuel. During 2011, 46 percent of the natural gas supplied to all customers during the winter months was supplied from storage. Presented in the 
following illustration are Consumers’ monthly weather-adjusted gas deliveries to its customers, including GCC deliveries, during 2011 and 
2010:  
   

  

Gas Utility Properties: Consumers’ gas distribution and transmission system located in Michigan’s Lower Peninsula consists of:  
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  •   26,623 miles of distribution mains;  
  •   1,666 miles of transmission lines;  
  •   seven compressor stations with a total of 150,635 installed and available horsepower; and  
  •   15 gas storage fields with an aggregate storage capacity of 307 bcf and a working storage capacity of 142 bcf.  
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Gas Utility Supply: In 2011, Consumers purchased 70 percent of the gas it delivered from U.S. producers and 10 percent from Canadian 
producers. The remaining 20 percent was purchased from authorized GCC suppliers and delivered by Consumers to customers in the GCC 
program. Presented in the following illustration are the supply arrangements for the gas Consumers delivered to GCC and GCR customers 
during 2011:  
   

  

Firm transportation or firm city-gate contracts are those that define a fixed amount, price, and delivery time frame. Consumers’ firm gas 
transportation contracts are with ANR Pipeline Company, Great Lakes Gas Transmission, L.P., Panhandle, Trunkline Gas Company, LLC, and 
Vector Pipeline L.P. Under these contracts, Consumers purchases and transports gas to Michigan for ultimate delivery to its customers. 
Consumers’ firm gas transportation contracts expire through 2017 and provide for the delivery of 65 percent of Consumers’ total gas supply 
requirements. Consumers purchases the balance of its required gas supply under firm city-gate contracts and through authorized suppliers under 
the GCC program.  

Gas Utility Competition: Competition exists in various aspects of Consumers’ gas utility business. Competition comes from other gas 
suppliers taking advantage of direct access to Consumers’ customers (GCC) and from alternative fuels and energy sources, such as propane, 
oil, and electricity.  

E NTERPRISES S EGMENT — N ON -U TILITY O PERATIONS AND I NVESTMENTS  

CMS Energy’s enterprises segment, through various subsidiaries and certain equity investments, is engaged primarily in domestic 
independent power production and the marketing of independent power production. The enterprises segment’s operating revenue included in 
income from continuing operations in CMS Energy’s consolidated financial statements was $204 million in 2011, $238 million in 2010, and 
$216 million in 2009. The enterprises segment’s operating revenue included in income (loss) from discontinued operations in CMS Energy’s 
consolidated financial statements was less than $1 million in 2011, $10 million in 2010, and $7 million in 2009.  
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Independent Power Production : At December 31, 2011, CMS Energy had ownership interests in independent power plants totaling 
1,135 gross MW or 1,034 net MW. (Net MW reflects that portion of the gross capacity relating to CMS Energy’s ownership interests.) 
Presented in the following table are CMS Energy’s interests in independent power plants at December 31, 2011:  
   

The operating revenue from independent power production included in income from continuing operations in CMS Energy’s consolidated 
financial statements was $17 million in 2011 and $18 million in each of 2010 and 2009. The operating revenue from independent power 
production included in income (loss) from discontinued operations in CMS Energy’s consolidated financial statements was less than $1 million 
in 2011, $10 million in 2010, and $7 million in 2009. CMS Energy’s independent power production business faces competition from 
generators, marketers and brokers, and utilities marketing power in the wholesale market.  

Energy Resource Management : CMS ERM purchases and sells energy commodities in support of CMS Energy’s generating facilities 
and continues to focus on optimizing CMS Energy’s independent power production portfolio. In 2011, CMS ERM marketed 17 bcf of natural 
gas and 2,417 GWh of electricity. All marketed electricity was generated by independent power production of the enterprises segment. 
CMS ERM’s operating revenue included in income from continuing operations in CMS Energy’s consolidated financial statements was 
$187 million in 2011, $220 million in 2010, and $198 million in 2009.  

O THER B USINESSES  

EnerBank: EnerBank, a wholly owned subsidiary of CMS Energy, is a Utah state-chartered, FDIC-insured industrial bank providing 
unsecured consumer installment loans for financing home improvements. EnerBank’s operating revenue included in income from continuing 
operations in CMS Energy’s consolidated financial statements was $46 million in 2011, $38 million in 2010, and $26 million in 2009.  

CMS ENERGY AND CONSUMERS REGULATION  

CMS Energy, Consumers, and their subsidiaries are subject to regulation by various federal, state, local, and foreign governmental 
agencies, including those described in the following sections.  

FERC  

FERC has exercised limited jurisdiction over several independent power plants and exempt wholesale generators in which 
CMS Enterprises has ownership interests, as well as over CMS ERM, CMS Gas Transmission, and DIG. Among other things, FERC has 
jurisdiction over acquisitions, operations, and disposals of certain assets and facilities, services provided and rates charged, conduct among 
affiliates, and limited jurisdiction over holding company matters with respect to CMS Energy. FERC, in connection with NERC and with 
regional reliability organizations, also regulates generation owners and operators, load serving entities, purchase and sale entities, and others 
with regard to reliability of the bulk power system. Certain aspects of Consumers’ gas business are also subject to regulation by FERC.  
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Location    
Primary  

Fuel Type    

Ownership Interest 
 

(%)      

Gross Capacity 
 

(MW)      

Gross 
Capacity  

Under Long-
Term  

Contract  
(%)   

Dearborn, Michigan     Natural gas      100         710         20    
Gaylord, Michigan     Natural gas      100         156         59    
Comstock, Michigan     Natural gas      100         68         59    
Filer City, Michigan     Coal      50         73         100    
Flint, Michigan     Biomass      50         40         100    
Grayling, Michigan     Biomass      50         38         100    
New Bern, North Carolina     Biomass      50         50         100    

               
  

   

Total             1,135       
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FERC also regulates certain aspects of Consumers’ electric operations, including compliance with FERC accounting rules, wholesale 
rates, operation of licensed hydroelectric generating plants, transfers of certain facilities, corporate mergers, and issuances of securities.  

MPSC  

Consumers is subject to the jurisdiction of the MPSC, which regulates public utilities in Michigan with respect to retail utility rates, 
accounting, utility services, certain facilities, corporate mergers, and other matters.  

The Michigan Attorney General, ABATE, the MPSC Staff, and certain other parties typically participate in MPSC proceedings 
concerning Consumers. The Michigan Attorney General, ABATE, and others often appeal significant MPSC orders.  

Rate Proceedings: For information regarding open rate proceedings, see Item 8. Financial Statements and Supplementary Data, Notes to 
the Consolidated Financial Statements, Note 6, Regulatory Matters.  

O THER R EGULATION  

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

The U.S. Department of Transportation Office of Pipeline Safety regulates the safety and security of gas pipelines through the Natural 
Gas Pipeline Safety Act of 1968 and subsequent laws.  

EnerBank is regulated by the State of Utah and the FDIC.  

E NERGY L EGISLATION  

CMS Energy, Consumers, and their subsidiaries are subject to various legislative-driven matters, including Michigan’s 2008 Energy Law. 
This law requires that at least ten percent of Consumers’ electric sales volume come from renewable energy sources by 2015, and includes 
requirements for specific capacity additions. The 2008 Energy Law also requires Consumers to prepare an energy optimization plan and 
achieve annual sales reduction targets through at least 2015. The targets are incremental with the goal of achieving a six percent reduction in 
customers’ electricity use and a four percent reduction in customers’ natural gas use by December 31, 2015. The 2008 Energy Law also 
reformed the Customer Choice Act to limit alternative energy suppliers to supplying no more than ten percent of Consumers’ weather-adjusted 
sales. For additional information regarding Consumers’ renewable energy and energy optimization plans and the Customer Choice Act, see 
Item 8. Financial Statements and Supplementary Data, MD&A, Outlook, “Consumers’ Electric Utility Business Outlook and Uncertainties.”  

CMS ENERGY AND CONSUMERS ENVIRONMENTAL COMPLIANCE  

CMS Energy, Consumers, and their subsidiaries are subject to various federal, state, and local regulations for environmental quality, 
including air and water quality, solid waste management, and other matters. For additional information concerning environmental matters, see 
Item 1A. Risk Factors and Item 8. Financial Statements and Supplementary Data, Notes to the Consolidated Financial Statements, Note 5, 
Contingencies and Commitments.  

CMS Energy has recorded a significant liability for its affiliates’ obligations associated with Bay Harbor and Consumers has recorded a 
significant liability for its obligations at a number of MGP sites. For additional information, see Item 1A. Risk Factors and Item 8. Financial 
Statements and Supplementary Data, Notes to the Consolidated Financial Statements, Note 5, Contingencies and Commitments.  

Air: Consumers continues to install state-of-the-art emissions control equipment at its electric generating plants and to convert electric 
generating units to burn cleaner fuels. Consumers estimates that it will incur expenditures of $1.2 billion from 2012 through 2018 to comply 
with present and future federal and state regulations that will require extensive reductions in nitrogen oxides, sulfur dioxides, particulate matter, 
and mercury emissions. Consumers’ estimate may increase if additional laws or regulations are adopted or implemented regarding greenhouse 
gases, including carbon dioxide.  
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Solid Waste Disposal: Costs related to the construction, operation, and closure of solid waste disposal facilities for coal ash are 
significant. Historically, Consumers has worked with others to reuse 30 to 40 percent of ash produced by its coal-fueled plants, and sells ash for 
use as a Portland cement replacement in concrete products, as feedstock for the manufacture of Portland cement, and for other environmentally-
compatible uses. Consumers’ solid waste disposal areas are regulated under Michigan’s solid waste rules. Consumers has converted all of its 
fly ash handling systems to dry systems, which reduce landfill venting substantially. All of Consumers’ ash facilities have programs designed 
to protect the environment and are subject to quarterly MDEQ inspections. The EPA has proposed new federal regulations for ash disposal 
areas. Consumers estimates that it will incur expenditures of $150 million from 2012 through 2018 to comply with future regulations relating to 
ash disposal, assuming ash is regulated as a non-hazardous solid waste.  

Water: Consumers uses significant amounts of water to operate and cool its electric generating plants. Water discharge quality is 
regulated and administered by the MDEQ under the federal NPDES program. To comply with such regulation, Consumers’ facilities have 
discharge monitoring programs. The EPA is developing new regulations related to cooling water intake systems, but these new regulations are 
not expected to take effect until after 2018. Accordingly, Consumers does not presently expect to incur any significant expenditures to comply 
with future regulations relating to cooling water intake systems through 2018. Significant expenditures could be required beyond 2018, but 
until a rule is final any potential expenditures are difficult to predict. Consumers also expects the EPA to propose new federal regulations for 
wastewater discharges from electric generating plants in July 2012, with a final rule in 2014. Consumers’ preliminary estimate of expenditures 
to comply with these expected regulations is $150 million from 2012 through 2018.  

For further information concerning estimated capital expenditures related to air, solid waste disposal, and water see Item 8. Financial 
Statements and Supplementary Data, MD&A, Outlook, “Consumers’ Electric Utility Business Outlook and Uncertainties – Electric 
Environmental Estimates.”  

INSURANCE  

CMS Energy and its subsidiaries, including Consumers, maintain insurance coverage generally similar to comparable companies in the 
same lines of business. The insurance policies are subject to terms, conditions, limitations, and exclusions that might not fully compensate 
CMS Energy or Consumers for all losses. A portion of each loss is generally assumed by CMS Energy or Consumers in the form of deductibles 
and self-insured retentions that, in some cases, are substantial. As CMS Energy or Consumers renews its policies, it is possible that some of the 
present insurance coverage may not be renewed or obtainable on commercially reasonable terms due to restrictive insurance markets.  

CMS Energy’s and Consumers’ present insurance program does not cover the risks of certain environmental cleanup costs and 
environmental damages, such as claims for air pollution, damage to sites owned by CMS Energy or Consumers, and some long-term storage or 
disposal of wastes.  

EMPLOYEES  

Presented in the following table are the number of employees of CMS Energy and Consumers:  
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December 31    2011      2010      2009   

CMS E NERGY , INCLUDING C ONSUMERS           

Number of full-time-equivalent employees       7,727         7,822         8,039    
C ONSUMERS     

Number of full-time-equivalent employees       7,435         7,522         7,755    
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CMS ENERGY EXECUTIVE OFFICERS (as of February 1, 2012)  
   

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

The term of office of each of the executive officers extends to the first meeting of the Board of Directors of CMS Energy after the next 
annual election of Directors of CMS Energy (scheduled to be held on May 18, 2012).  
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Name    Age    Position    Period 

John G. Russell     54    President and CEO of CMS Energy     5/2010-Present 
      President and CEO of Consumers     5/2010-Present 
      Director of CMS Energy     5/2010-Present 
      Director of Consumers     5/2010-Present 
      Director of CMS Enterprises     5/2010-Present 

      

Chairman of the Board, President, and CEO of 
CMS Enterprises     5/2010-Present 

      President and Chief Operating Officer of Consumers     2004-5/2010 

Thomas J. Webb     59    Executive Vice President and CFO of CMS Energy     2002-Present 
      Executive Vice President and CFO of Consumers     2002-Present 
      Executive Vice President and CFO of CMS Enterprises     2002-Present 
      Director of CMS Enterprises     2002-Present 

James E. Brunner     59    Senior Vice President and General Counsel of CMS Energy     11/2006-Present 
      Senior Vice President and General Counsel of Consumers     11/2006-Present 

      

Senior Vice President and General Counsel of 
CMS Enterprises     11/2007-Present 

      Director of CMS Enterprises     2006-Present 
      Senior Vice President of CMS Enterprises     2006-11/2007 

John M. Butler     47    Senior Vice President of CMS Energy     2006-Present 
      Senior Vice President of Consumers     2006-Present 
      Senior Vice President of CMS Enterprises     2006-Present 

David G. Mengebier  
   

54 
   

Senior Vice President and Chief Compliance Officer of 
CMS Energy     11/2006-Present 

      

Senior Vice President and Chief Compliance Officer of 
Consumers     11/2006-Present 

      Senior Vice President of CMS Enterprises     2003-Present 

Glenn P. Barba     46    Vice President, Controller, and CAO of CMS Energy     2003-Present 
      Vice President, Controller, and CAO of Consumers     2003-Present 
      Vice President, Controller, and CAO of CMS Enterprises     11/2007-Present 
      Vice President and CAO of CMS Enterprises     2003-11/2007 
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CONSUMERS EXECUTIVE OFFICERS (as of February 1, 2012)  
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Name    Age    Position    Period 

John G. Russell     54    President and CEO of CMS Energy     5/2010-Present 
      President and CEO of Consumers     5/2010-Present 
      Director of CMS Energy     5/2010-Present 
      Director of Consumers     5/2010-Present 
      Director of CMS Enterprises     5/2010-Present 

      

Chairman of the Board, President, and CEO of 
CMS Enterprises     5/2010-Present 

      President and Chief Operating Officer of Consumers     2004-5/2010 

Thomas J. Webb     59    Executive Vice President and CFO of CMS Energy     2002-Present 
      Executive Vice President and CFO of Consumers     2002-Present 
      Executive Vice President and CFO of CMS Enterprises     2002-Present 
      Director of CMS Enterprises     2002-Present 

James E. Brunner     59    Senior Vice President and General Counsel of CMS Energy     11/2006-Present 
      Senior Vice President and General Counsel of Consumers     11/2006-Present 

      

Senior Vice President and General Counsel of 
CMS Enterprises     11/2007-Present 

      Director of CMS Enterprises     2006-Present 
      Senior Vice President of CMS Enterprises     2006-11/2007 

John M. Butler     47    Senior Vice President of CMS Energy     2006-Present 
      Senior Vice President of Consumers     2006-Present 
      Senior Vice President of CMS Enterprises     2006-Present 

David G. Mengebier  
   

54 
   

Senior Vice President and Chief Compliance Officer of 
CMS Energy     11/2006-Present 

      

Senior Vice President and Chief Compliance Officer of 
Consumers     11/2006-Present 

      Senior Vice President of CMS Enterprises     2003-Present 

William E. Garrity     63    Senior Vice President of Consumers     2005-Present 

Jackson L. Hanson     55    Senior Vice President of Consumers     5/2010-Present 
      Vice President of Consumers     11/2006-5/2010 

Daniel J. Malone     51    Senior Vice President of Consumers     5/2010-Present 
      Vice President of Consumers     6/2008-5/2010 
      Site Business Manager of Consumers     12/2006-6/2008 

Glenn P. Barba     46    Vice President, Controller, and CAO of CMS Energy     2003-Present 
      Vice President, Controller, and CAO of Consumers     2003-Present 
      Vice President, Controller, and CAO of CMS Enterprises     11/2007-Present 
      Vice President and CAO of CMS Enterprises     2003-11/2007 
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There are no family relationships among executive officers and directors of Consumers.  

The term of office of each of the executive officers extends to the first meeting of the Board of Directors of Consumers after the next 
annual election of Directors of Consumers (scheduled to be held on May 18, 2012).  

AVAILABLE INFORMATION  

CMS Energy’s internet address is www.cmsenergy.com. Information contained on CMS Energy’s website is not incorporated herein. All 
of CMS Energy’s annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports 
filed pursuant to Section 13(a) or 15(d) of the Exchange Act are accessible free of charge on CMS Energy’s website. These reports are 
available soon after they are filed electronically with the SEC. Also on CMS Energy’s website are its:  
   

   

   

   

   

   

   

CMS Energy will provide this information in print to any stockholder who requests it.  

Any materials CMS Energy files with the SEC may also be read and copied at the SEC’s Public Reference Room at 100 F Street, N.E., 
Washington D.C., 20549. Information on the operation of the Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330. 
The SEC also maintains an internet site that contains reports, proxy and information statements, and other information regarding issuers that 
file electronically with the SEC. The address is www.sec.gov.  
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  •   Corporate Governance Principles;  
  •   Codes of Conduct:  
  •   CMS Energy Corporation/Consumers Energy Company Board of Directors Code of Conduct — January 2012  
  •   Code of Conduct and Guide to Ethical Business Behavior 2010  
  •   Guide to Ethical Business Behavior Addendum — March 1, 2011;  

  
•   Board committee charters (including the Audit Committee, the Compensation and Human Resources Committee, the Finance 

Committee, and the Governance and Public Responsibility Committee); and  
  •   Articles of Incorporation (and amendments) and Bylaws.  
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ITEM 1A. RISK FACTORS  

Actual results in future periods for CMS Energy and Consumers could differ materially from historical results and the forward-looking 
statements contained in this report. Factors that might cause or contribute to these differences include, but are not limited to, those discussed in 
the following sections. CMS Energy’s and Consumers’ businesses are influenced by many factors that are difficult to predict, that involve 
uncertainties that may materially affect results, and that are often beyond their control. Additional risks and uncertainties not presently known 
or that the companies’ management believes to be immaterial may also adversely affect the companies. The risk factors described in the 
following sections, as well as the other information included in this report and in other documents filed with the SEC, should be considered 
carefully before making an investment in securities of CMS Energy or Consumers. Risk factors of Consumers are also risk factors of 
CMS Energy. All of these risk factors are potentially significant.  

CMS Energy depends on dividends from its subsidiaries to meet its debt service obligations.  

Due to its holding company structure, CMS Energy depends on dividends from its subsidiaries to meet its debt service and other payment 
obligations. Consumers’ ability to pay dividends or acquire its own stock from CMS Energy is limited by restrictions contained in Consumers’ 
preferred stock provisions and potentially by other legal restrictions, such as certain terms in its articles of incorporation, and by FERC 
requirements. At December 31, 2011, under its articles of incorporation, Consumers had $493 million of unrestricted retained earnings 
available to pay common stock dividends. If sufficient dividends are not paid to CMS Energy by its subsidiaries, CMS Energy may not be able 
to generate the funds necessary to fulfill its payment obligations, which could have a material adverse effect on CMS Energy’s liquidity and 
financial condition.  

CMS Energy has indebtedness that could limit its financial flexibility and hence its ability to meet its debt service obligations.  

At December 31, 2011, CMS Energy, including Consumers, had $7.1 billion aggregate principal amount of indebtedness, including 
$29 million of subordinated indebtedness relating to its convertible preferred securities. CMS Energy had $2.3 billion aggregate principal 
amount of indebtedness at December 31, 2011. At December 31, 2011, there were no borrowings and $3 million of letters of credit outstanding 
under CMS Energy’s revolving credit agreement. CMS Energy and its subsidiaries may incur additional indebtedness in the future.  

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

   

   

   

   

   

CMS Energy’s ability to meet its debt service obligations and to reduce its total indebtedness will depend on its future performance, 
which will be subject to general economic conditions, industry cycles, changes in laws or regulatory decisions (including with respect to 
environmental matters), and financial, business, and other factors affecting its operations, many of which are beyond its control. CMS Energy 
cannot make assurances that its business will continue to generate sufficient cash flow from operations to service its indebtedness. If 
CMS Energy is unable to generate sufficient cash flows from operations, it may be required to sell assets or obtain additional financing. 
CMS Energy cannot ensure that additional financing will be available on commercially acceptable terms or at all.  
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•   a significant portion of CMS Energy’s cash flow from operations could be dedicated to the payment of principal and interest on its 

indebtedness and would not be available for other purposes;  

  
•   covenants contained in CMS Energy’s existing debt arrangements, which require it to meet certain financial tests, could affect its 

flexibility in planning for, and reacting to, changes in its business;  

  
•   CMS Energy’s ability to obtain additional financing for working capital, capital expenditures, acquisitions, and general corporate and 

other purposes could become limited;  
  •   CMS Energy could be placed at a competitive disadvantage to its competitors that are less leveraged;  
  •   CMS Energy’s vulnerability to adverse economic and industry conditions could increase; and  
  •   CMS Energy’s future credit ratings could fluctuate.  
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CMS Energy cannot predict the outcome of regulatory reviews and claims regarding its environmental remediation obligation at Bay 
Harbor.  

CMS Energy has participated in discussions with the EPA and the MDEQ relating to proposals by CMS Land and CMS Capital to 
remedy the flow of leachate from buried CKD piles at the Bay Harbor site to Lake Michigan and related environmental issues. CMS Energy 
has reached a tentative agreement with the MDEQ that identifies the final remedies at the site. The parties are awaiting EPA review prior to 
finalizing the agreement. In December 2010, the MDEQ issued a five-year NPDES permit that authorizes CMS Land to discharge treated 
leachate into Little Traverse Bay. Discharge of treated leachate at the site has commenced. Costs to treat and discharge collected leachate under 
this permit could exceed present expectations. Additionally, CMS Land and CMS Capital could be required to alter their present water disposal 
strategy upon expiration of this permit if the MDEQ or EPA identify a more suitable option, or if the permit itself is challenged before the 
MDEQ or the courts. CMS Land and CMS Capital, the MDEQ, the EPA, and other parties continue to negotiate the long-term remedy for the 
Bay Harbor site. These negotiations are focused on, among other things, issues related to:  
   

   

   

   

Depending on the results of these negotiations, as well as the size of any indemnity obligation or liability under an Administrative Order 
on Consent signed by CMS Land and CMS Capital or other liability under environmental laws, adverse outcomes of some or all of these 
matters could have a material adverse effect on CMS Energy’s liquidity and financial condition and could negatively affect CMS Energy’s 
financial results.  

CMS Energy and Consumers expect to incur additional significant costs related to remediation of former MGP sites.  

Consumers is presently monitoring or remediating 23 former MGP sites. Consumers is working collaboratively with the MDEQ to agree 
upon executable remediation plans. About one-third of the 23 sites have been remediated to the extent possible and are now being monitored. 
The remaining sites are being actively remediated through excavation, treatment at the site, containment, and/or natural reduction; two of these 
sites require complex remediation plans due to the involvement of surface water.  

The MDEQ established a “No Further Action” status for these sites in late 2010 and is presently overhauling the implementation of the 
2010 statutory revisions with a focus on streamlining the process, reasonable and consistent implementation, and risk-based techniques.  

CMS Energy and Consumers expect to incur additional significant costs related to the remediation of these former MGP sites. Based 
upon prior MPSC orders, Consumers expects to be able to recover the costs of these cleanup activities through its gas rates, but cannot 
guarantee that outcome.  

CMS Energy could be affected adversely by a regulatory investigation and civil lawsuits regarding pricing information that CMS MST and 
CMS Field Services provided to market publications.  

In 2002, CMS Energy notified appropriate regulatory and governmental agencies that some employees at CMS MST and CMS Field 
Services appeared to have provided inaccurate information regarding natural gas trades to various energy industry publications which compile 
and report index prices. CMS Energy has cooperated with the DOJ’s investigation regarding this matter. CMS Energy is unable to predict the 
outcome of the DOJ investigation or the amount of any fines or penalties that may be imposed and what effect, if any, the investigation will 
have on CMS Energy.  

CMS Energy, CMS MST, CMS Field Services, Cantera Natural Gas, Inc., and Cantera Gas Company were named as defendants in 
various lawsuits arising as a result of alleged false natural gas price reporting.  
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  •   the disposal of leachate;  
  •   the location and design of collection lines and upstream water diversion systems;  
  •   application of criteria for various substances such as mercury; and  
  •   other matters that are likely to affect the scope of remedial work that CMS Land and CMS Capital may be obligated to undertake.  
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Allegations included manipulation of NYMEX natural gas futures and options prices, price-fixing conspiracies, and artificial inflation of 
natural gas retail prices in Colorado, Kansas, Missouri, and Wisconsin. CMS Energy cannot predict the outcome of the lawsuits or the amount 
of damages for which CMS Energy may be liable. It is possible that the outcome in one or more of the lawsuits could have a material adverse 
effect on CMS Energy’s liquidity, financial condition, and results of operations.  

CMS Energy and Consumers retain contingent liabilities in connection with their asset sales.  

The agreements that CMS Energy and Consumers enter into for the sale of assets customarily include provisions whereby they are 
required to:  
   

   

   

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

In January 2002, CMS Energy sold its oil, gas, and methanol investments in Equatorial Guinea. The government of Equatorial Guinea 
claims that CMS Energy owes $142 million in taxes, plus interest, in connection with the sale. CMS Energy has concluded that the 
government’s tax claim is without merit. The government of Equatorial Guinea indicated through a request for arbitration in October 2011 that 
it still intends to pursue its claim. CMS Energy is vigorously contesting the claim, and cannot predict the financial impact or outcome of this 
matter. It is possible that the outcome of this matter could have a material adverse effect on CMS Energy’s liquidity, financial condition, and 
results of operations.  

CMS Energy and Consumers have financing needs and could be unable to obtain bank financing or access the capital markets. Potential 
disruption in the capital and credit markets could have a material adverse effect on CMS Energy’s and Consumers’ businesses, including 
the availability and cost of short-term funds for liquidity requirements and their ability to meet long-term commitments. These 
consequences could have a material adverse effect on CMS Energy’s and Consumers’ liquidity, financial condition, and results of 
operations.  

CMS Energy and Consumers may be subject to liquidity demands under commercial commitments, guarantees, indemnities, letters of 
credit, and other contingent liabilities. Consumers’ capital requirements are expected to be substantial over the next several years as it 
implements renewable power generation and environmental projects, and those requirements may increase if additional laws or regulations are 
adopted or implemented.  

CMS Energy and Consumers rely on the capital markets, particularly for publicly offered debt, as well as on bank syndications, to meet 
their financial commitments and short-term liquidity needs if internal funds are not available from Consumers’ operations and, in the case of 
CMS Energy, dividends from Consumers and its other subsidiaries. CMS Energy and Consumers also use letters of credit issued under certain 
of their revolving credit facilities to support certain operations and investments.  

Longer term disruptions in the capital and credit markets as a result of uncertainty, changing or increased regulation, reduced alternatives, 
or failures of significant financial institutions could adversely affect CMS Energy’s and Consumers’ access to liquidity needed for their 
respective businesses, as could Consumers’ inability to obtain prior FERC authorization for any securities issuances, including publicly offered 
debt, as is required under the Federal Power Act. Any disruption or inability to obtain FERC authorization could require CMS Energy and 
Consumers to take measures to conserve cash until the markets stabilize or until alternative  
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  •   retain specified preexisting liabilities, such as for taxes, pensions, or environmental conditions;  
  •   indemnify the buyers against specified risks, including the inaccuracy of representations and warranties they make; and  

  
•   make payments to the buyers depending on the outcome of post-closing adjustments, litigation, audits, or other reviews, including 

claims resulting from attempts by foreign or domestic governments to assess taxes on past operations or transactions.  
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credit arrangements or other funding for their business needs can be arranged. These measures could include deferring capital expenditures, 
changing CMS Energy’s and Consumers’ commodity purchasing strategy to avoid collateral-posting requirements, and reducing or eliminating 
future share repurchases, dividend payments, or other discretionary uses of cash.  

CMS Energy continues to explore financing opportunities to supplement its financial plan. These potential opportunities include 
refinancing and/or issuing new capital markets debt, preferred stock and/or common equity, and bank financing. Similarly, Consumers plans to 
seek funds through the capital markets, commercial lenders, and leasing arrangements. Entering into new financings is subject in part to capital 
market receptivity to utility industry securities in general and to CMS Energy’s and Consumers’ securities issuances in particular. CMS Energy 
and Consumers cannot guarantee the capital markets’ acceptance of their securities or predict the impact of factors beyond their control, such as 
actions of rating agencies. If CMS Energy or Consumers is unable to obtain bank financing or access the capital markets to incur or refinance 
indebtedness, or is unable to obtain commercially reasonable terms for any financing, there could be a material adverse effect on its liquidity, 
financial condition, and results of operations.  

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

CMS Energy and Consumers could incur significant costs to comply with environmental requirements.  

CMS Energy, Consumers, and their subsidiaries are subject to costly and increasingly stringent environmental regulations. They believe 
that environmental laws and regulations related to their operations will continue to become more stringent and require them to make additional 
significant capital expenditures for emissions control equipment installation and upgrades.  

In August 2011, the EPA finalized and promulgated CSAPR as a replacement for CAIR. CSAPR was scheduled to take effect on 
January 1, 2012, and CMS Energy and Consumers were prepared to comply. In December 2011, the U.S. Court of Appeals for the D.C. Circuit 
issued a stay of CSAPR, and CAIR remains in effect.  

In December 2011, the EPA issued the maximum achievable control technology standard for electric generating units, also known as the 
EGU MACT. This final rule, which the EPA has renamed MATS, is expected to have a significant impact on Consumers’ coal-fueled 
generating fleet.  

In 2009, the EPA issued an endangerment finding for greenhouse gases under the Clean Air Act. In this finding, which has been 
challenged in the U.S. Court of Appeals for the D.C. Circuit by numerous parties, the EPA determined that present and projected atmospheric 
concentrations of six greenhouse gases threaten the public health and welfare of present and future generations. In May 2010, the EPA issued a 
final rule that addresses greenhouse gas emissions from stationary sources under the Clean Air Act permitting programs. The “tailoring rule” 
sets thresholds for greenhouse gas emissions that define when permits under the NSR and Title V programs are required for new and existing 
industrial facilities. This regulation took effect in January 2011. Comprehensive federal legislation that addresses greenhouse gases has not 
advanced in the U.S. Congress. Federal legislation is considered likely to be enacted in some form in the future and could have a significant 
impact on the operation and cost of existing and future fossil-fueled power plants.  

In 2011, 98 percent of the energy generated by Consumers came from fossil-fueled power plants, with 87 percent coming from coal-
fueled power plants. The emissions from fossil-fueled power plants are presently subject to greenhouse gas regulations. CMS Enterprises also 
has interests in fossil-fueled power plants and other  
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types of power plants that produce greenhouse gases. Federal laws and rules limiting the emission of greenhouse gases or similar state laws and 
rules, if enacted, as well as international accords and treaties, could require CMS Energy and Consumers to install additional equipment for 
emission controls, purchase carbon emissions allowances, curtail operations, invest in non-fossil-fuel generating capacity, or take other 
significant steps to manage or lower the emission of greenhouse gases.  

The following risks related to climate change and emissions could also have a material adverse impact on CMS Energy’s and Consumers’ 
liquidity, financial condition, and results of operations:  
   

   

   

The EPA is considering regulating CCBs, such as coal ash, as hazardous wastes under the Resource Conservation and Recovery Act. 
Michigan already regulates CCBs as low-hazard industrial waste. If coal ash is regulated as a hazardous waste, Consumers would likely cease 
the beneficial re-use of this product, resulting in significantly more coal ash requiring costly disposal. Additionally, it is possible that existing 
landfills could be closed if the upgrades to hazardous waste landfill standards are economically prohibitive. Costs associated with this potential 
regulation could be substantial.  

The EPA is revising regulations that govern cooling water intake structures aimed at protecting aquatic life and that govern water 
discharges. Costs associated with these revisions could be material to CMS Energy, Consumers, and CMS Enterprises and result in operational 
changes or possibly significant impacts on the economics of generating units.  

CMS Energy and Consumers expect to collect fully from their customers, through the ratemaking process, expenditures incurred to 
comply with environmental regulations, but cannot guarantee this outcome. If Consumers were unable to recover these expenditures from 
customers in rates, it could negatively affect CMS Energy’s and/or Consumers’ liquidity, results of operations, and financial condition and 
CMS Energy and/or Consumers could be required to seek significant additional financing to fund these expenditures.  

CMS Energy’s and Consumers’ businesses could be affected adversely by any delay in meeting environmental requirements.  

A delay or failure by CMS Energy or Consumers to obtain or maintain any necessary environmental permits or approvals to satisfy any 
applicable environmental regulatory requirements or install emission control equipment could:  
   

   

   

   

Market performance and other changes could decrease the value of employee benefit plan assets, which then could require significant 
funding.  

The performance of the capital markets affects the values of assets that are held in trust to satisfy future obligations under CMS Energy’s 
and Consumers’ pension and postretirement benefit plans. CMS Energy and Consumers have significant obligations under these plans and hold 
significant assets in these trusts. These assets  
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•   litigation originated by third parties against CMS Energy, Consumers, or their subsidiaries due to CMS Energy’s or Consumers’ 

greenhouse gas or other emissions;  

  
•   impairment of CMS Energy’s or Consumers’ reputation due to its greenhouse gas or other emissions and public perception of its 

response to potential environmental regulations, rules, and legislation; and  
  •   extreme weather conditions, such as severe storms, that may affect customer demand, company operations, or assets.  

  •   prevent the construction of new facilities;  
  •   prevent the continued operation and sale of energy from existing facilities;  
  •   prevent the modification of existing facilities; or  

  
•   result in significant additional costs that could have a material adverse effect on their liquidity, financial condition, and results of 

operations.  
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are subject to market fluctuations and will yield uncertain returns, which may fall below CMS Energy’s and Consumers’ forecasted return 
rates. A decline in the market value of the assets or a change in the level of interest rates used to measure the required minimum funding levels 
may significantly increase the funding requirements of these obligations. Also, changes in demographics, including increased number of 
retirements or changes in life expectancy assumptions, may significantly increase the funding requirements of the obligations related to the 
pension and postretirement benefit plans. If CMS Energy and Consumers were unable to manage their pension and postretirement plan assets 
successfully, it could have a material adverse effect on their liquidity, financial condition, and results of operations.  

Periodic reviews of the values of CMS Energy’s and Consumers’ assets could result in impairment charges.  

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

CMS Energy and Consumers are subject to information security risks, risks of unauthorized access to their systems, and technology 
failures.  

In the regular course of business, CMS Energy and Consumers handle a range of sensitive security and customer information. 
CMS Energy and Consumers are subject to laws and rules issued by various agencies concerning safeguarding and maintaining the 
confidentiality of this information. A security breach of CMS Energy’s and Consumers’ information systems could involve theft or the 
inappropriate release of certain types of information, such as confidential customer information or, separately, system operating information. 
Such events could disrupt operations, subject CMS Energy and Consumers to possible financial liability, diminish their reputation and the 
confidence of customers, and have a material adverse effect on CMS Energy’s and Consumers’ liquidity, financial conditions, and results of 
operations.  

CMS Energy and Consumers operate in a highly regulated industry that requires the continued operation of sophisticated information 
technology systems and network infrastructure. Despite implementation of security measures, CMS Energy’s and Consumers’ technology 
systems are vulnerable to disability, failures, and unauthorized access. Those failures or breaches could impact the reliability of electric and gas 
generation and delivery and also subject CMS Energy and Consumers to financial harm. If CMS Energy’s and Consumers’ technology systems 
were to fail or be breached, CMS Energy and Consumers might not be able to fulfill critical business functions, and sensitive confidential and 
proprietary data could be compromised, which could have a material adverse effect on CMS Energy’s and Consumers’ liquidity, financial 
condition, and results of operations.  

A variety of technological tools and systems, including both company-owned information technology and technological services provided 
by outside parties, support critical functions. The failure of these technologies, or the inability of CMS Energy and Consumers to have these 
technologies supported, updated, expanded, or integrated into other technologies, could hinder their business operations and materially 
adversely affect their liquidity, financial condition, and results of operations.  

CMS Energy’s and Consumers’ businesses have safety risks.  

Consumers’ electric and gas delivery systems, power plants, gas infrastructure, and energy products could be involved in accidents that 
result in injury or property loss to customers, employees, or the public. Although CMS Energy and Consumers have insurance coverage for 
many potential incidents (subject to deductibles and self-insurance amounts that could be material), depending upon the nature or severity of 
any incident or accident, CMS Energy or Consumers could suffer financial loss, damage to its reputation, and negative repercussions from 
regulatory agencies or other public authorities.  
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CMS Energy’s and Consumers’ revenues and results of operations are subject to risks that are beyond their control, including but not 
limited to natural disasters, terrorist attacks or related acts of war, hostile cyber intrusions, or other catastrophic events.  

The impact of natural disasters, wars, terrorist acts, cyber intrusions, and other catastrophic events on the facilities and operations of 
CMS Energy and Consumers could have a material adverse affect on their liquidity, financial condition, and results of operations. A terrorist 
attack on physical infrastructure or a major natural disaster could result in severe damage to CMS Energy’s and Consumers’ assets beyond 
what could be recovered through insurance policies. Hostile cyber intrusions, including those targeting information systems as well as 
electronic control systems used at the generating plants and for the electric and gas distribution systems, could severely disrupt business 
operations and result in loss of service to customers, as well as significant expense to repair security breaches or system damage. Terrorist 
attacks or acts of war could result in the disruption of power and fuel markets that could increase costs or disrupt service. Instability in the 
financial markets as a result of terrorism, war, natural disasters, credit crises, recessions, or other factors, could have a material adverse effect 
on CMS Energy’s and Consumers’ liquidity, financial condition, and results of operations.  

CMS Energy and Consumers are exposed to significant reputational risks.  

Consumers is actively engaged in multiple regulatory oversight processes and has a large electric and gas customer base. As a result, 
Consumers has a highly visible public profile in Michigan. Consumers and CMS Energy could suffer negative impacts to their reputations as a 
result of operational incidents, violations of corporate compliance policies, regulatory violations, or other events. This could have a material 
adverse effect on CMS Energy’s and Consumers’ liquidity, financial condition, and results of operations. It could also result in negative 
customer perception and increased regulatory oversight.  

Energy risk management strategies may not be effective in managing fuel and electricity pricing risks, which could result in unanticipated 
liabilities to CMS Energy and Consumers or increased volatility of their earnings.  

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

Natural gas prices in particular have been historically volatile. Consumers routinely enters into contracts to mitigate exposure to the risks 
of demand, market effects of weather, and changes in commodity prices associated with its gas distribution business. These contracts are 
executed in conjunction with the GCR mechanism, which is designed to allow Consumers to recover prudently incurred costs associated with 
those positions. Consumers does not always hedge the entire exposure of its operations from commodity price volatility. Furthermore, the 
ability to hedge exposure to commodity price volatility depends on liquid commodity markets. As a result, to the extent the commodity markets 
are illiquid, Consumers may not be able to execute its risk management strategies, which could result in greater unhedged positions than 
preferred at a given time. To the extent that unhedged positions exist, fluctuating commodity prices could have a negative effect on 
CMS Energy’s and Consumers’ liquidity, financial condition, and results of operations.  

Changes in taxation as well as the inherent difficulty in quantifying potential tax effects of business decisions could negatively impact 
CMS Energy’s and Consumers’ results of operations.  

CMS Energy and Consumers are required to make judgments regarding the potential tax effects of various financial transactions and 
results of operations in order to estimate their obligations to taxing authorities. The tax obligations include income, real estate, sales and use 
taxes, employment-related taxes, and ongoing issues related  
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to these tax matters. The judgments include determining reserves for potential adverse outcomes regarding tax positions that have been taken 
and may be subject to challenge by the IRS and/or other taxing authorities. Unfavorable settlements of any of the issues related to these 
reserves at CMS Energy or Consumers could have a material adverse effect on its liquidity, financial condition, and results of operations.  

CMS Energy and Consumers are subject to changing tax laws. Increases in local, state, or federal tax rates or other changes in tax laws 
could have adverse impacts on their liquidity, financial condition, and results of operations.  

Consumers is exposed to risks related to general economic conditions in its service territories.  

Consumers’ electric and gas utility businesses are affected by the economic conditions impacting the customers they serve. Although 
Consumers believes that economic conditions in Michigan are improving, the economy in Consumers’ service territories continues to be 
affected adversely by the recession and its impact on the state’s automotive and real estate sectors and by relatively high unemployment. The 
Michigan economy also has been affected negatively by the uncertainty in the financial and credit markets. If economic conditions in Michigan 
decline further, Consumers may experience reduced demand for electricity or natural gas that could result in decreased earnings and cash flow. 
In addition, economic conditions in Consumers’ service territory affect its collections of accounts receivable and levels of lost or stolen gas, 
which in turn impact its liquidity, financial condition, and results of operations.  

CMS Energy’s and Consumers’ energy sales and operations are affected by seasonal factors and varying weather conditions from year to 
year.  

CMS Energy’s and Consumers’ businesses are seasonal. Demand for electricity is greater in the summer cooling season and the winter 
heating season. Demand for natural gas peaks in the winter heating season. Accordingly, their overall results in the future may fluctuate 
substantially on a seasonal basis. Mild temperatures during the summer cooling season and winter heating season could have a material adverse 
affect on CMS Energy’s and Consumers’ liquidity, financial condition, and results of operations.  

Unplanned power plant outages could be costly for Consumers.  

Unforeseen maintenance of our power plants may be required for many reasons, including catastrophic events such as fires, explosions, 
floods, or other acts of God, equipment failure, operator error, or to comply with environmental or safety regulations. When unplanned 
maintenance work is required on power plants or other equipment, Consumers will not only incur unexpected maintenance expenses, but it may 
also have to make spot market purchases of replacement electricity that exceed Consumers’ costs of generation. If Consumers were unable to 
recover any of these increased costs in rates, it could have a material adverse effect on Consumers’ liquidity, financial condition, and results of 
operations.  

A work interruption or other union actions could adversely affect Consumers.  

Over 40 percent of Consumers’ employees are represented by a union. If these employees were to engage in a strike, work stoppage, or 
other slowdown, or if the terms and conditions in future labor agreements were renegotiated, Consumers could experience a significant 
disruption in its operations and higher ongoing labor costs.  

Failure to attract and retain an appropriately qualified workforce could harm CMS Energy’s and Consumers’ results of operations.  

The workforce of CMS Energy and Consumers is aging and a number of employees will become eligible to retire within the next few 
years. If CMS Energy and Consumers were unable to match skill sets to future needs, they could encounter operating challenges and increased 
costs. These challenges could include a lack of resources, loss of knowledge, and delays in skill development. Additionally, higher costs could 
result from the use of contractors to replace employees, loss of productivity, and safety incidents. Failing to train replacement employees 
adequately and to transfer internal knowledge and expertise could affect CMS Energy’s and  
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Consumers’ ability to manage and operate their businesses. If CMS Energy and Consumers were unable to attract and retain an appropriately 
qualified workforce, their results of operations could be affected negatively.  

Consumers may not be able to obtain an adequate supply of coal or natural gas, which could limit its ability to operate its electric 
generation facilities or serve its natural gas customers.  

Consumers is dependent on coal for a significant portion of its electric generating capacity. While Consumers has coal supply and 
transportation contracts in place, there can be no assurance that the counterparties to these agreements will fulfill their obligations to supply 
coal to Consumers. The suppliers under the agreements may experience financial or operational problems that inhibit their ability to fulfill their 
obligations to Consumers. In addition, suppliers under these agreements may not be required to supply coal to Consumers under certain 
circumstances, such as in the event of a natural disaster. If Consumers were unable to obtain its coal requirements under existing or future coal 
supply and transportation contracts, it might be required to purchase coal at higher prices or forced to purchase electricity from higher cost 
generating resources in the Midwest Energy Market, which would increase Consumers’ working capital requirements.  

Consumers has firm interstate transportation and supply agreements in place to facilitate deliveries of natural gas to its customers. Apart 
from the contractual and monetary remedies available to Consumers in the event of a counterparty’s failure to perform, there can be no 
assurances that the counterparties to these firm interstate transportation and supply agreements will fulfill their obligations to provide natural 
gas to Consumers. In addition, suppliers under these agreements may not be required to deliver natural gas to Consumers in certain 
circumstances, such as in the event of a natural disaster. If Consumers were unable to obtain its natural gas supply requirements under existing 
or future natural gas supply and transportation contracts, it could be required to purchase natural gas at higher prices from other sources or 
implement its natural gas curtailment program filed with the MPSC, which would increase Consumers’ working capital requirements and 
decrease its natural gas revenues.  

Electric industry regulation could have a material adverse effect on CMS Energy’s and Consumers’ businesses.  

Federal and state regulation of electric utilities has changed dramatically in the last two decades and could continue to change over the 
next several years. These changes could have a material adverse effect on CMS Energy’s and Consumers’ liquidity, financial condition, and 
results of operations.  

CMS Energy and Consumers are subject to, or affected by, extensive federal and state utility regulation. In CMS Energy’s and 
Consumers’ business planning and management of operations, they must address the effects of existing and proposed regulation on their 
businesses and changes in the regulatory framework, including initiatives by federal and state legislatures, regional transmission organizations, 
utility regulators, and taxing authorities. Adoption of new regulations by federal or state agencies, or changes to present regulations and 
interpretations of these regulations, could have a material adverse effect on CMS Energy’s and Consumers’ liquidity, financial condition, and 
results of operations.  

There are multiple proceedings pending before FERC involving transmission matters. CMS Energy and Consumers cannot predict the 
impact of these electric industry restructuring proceedings on their liquidity, financial condition, and results of operations.  

Electric industry legislation in Michigan, coupled with increased competition in gas and electric markets, could have a material adverse 
effect on CMS Energy’s and Consumers’ businesses.  

The 2008 Energy Law, among other things, limits alternative electric supply to ten percent of weather-adjusted retail sales for the 
preceding calendar year. Lower natural gas prices due to a large supply of natural gas on the market, coupled with low capacity prices in the 
electric supply market, are placing increasing competitive pressure on Consumers’ electric supply. Presently, the ROA level on Consumers’ 
system is at the ten-percent cap and there is a backlog. Proposals have been made to raise the ROA limit above ten percent, which, if enacted, 
could have a material adverse effect on Consumers’ business. Proposals also have been made to increase the  
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electric sales volume that will be required from renewable energy sources, including a proposal that would amend the Michigan Constitution to 
increase the electric sales volume required from renewable energy sources to 25 percent by 2025. Other new legislation or interpretations could 
change how the businesses of CMS Energy and Consumers operate, impact Consumers’ ability to recover costs through rate increases, or 
require CMS Energy and Consumers to incur additional expenses.  

The markets for alternative energy and distributed generation could impact financial results.  

Advances in technology could reduce the cost of alternative methods of producing electricity, such as fuel cells, microturbines, 
windmills, and photovoltaic (solar) cells, to a level that is competitive with that of fossil-fuel technology utilized by CMS Energy and 
Consumers to produce a majority of their electricity. It is also possible that electric customers could reduce their electric consumption 
significantly through demand-side energy conservation programs. Changes in technology could also alter the channels through which electric 
customers buy electricity. Any of these changes could have a material adverse effect on CMS Energy’s and Consumers’ liquidity, financial 
condition, or results of operations.  

CMS Energy and Consumers are subject to rate regulation, which could have an adverse effect on financial results.  

CMS Energy and Consumers are subject to rate regulation. Electric and gas rates for their utilities are set by the MPSC and cannot be 
increased without regulatory authorization. While Consumers is permitted by the 2008 Energy Law to self-implement rate changes six months 
after a rate filing with the MPSC, subject to certain limitations, if a final rate order from the MPSC provides for lower rates than Consumers 
self-implemented, Consumers must refund the difference, with interest. Also, the MPSC may delay or deny implementation of a rate increase 
upon showing of good cause. In February 2011, the MPSC found good cause to delay Consumers’ self-implementation of its requested gas rate 
increase.  

In addition, Consumers’ plans for making significant capital investments, including modifications to meet new environmental 
requirements and investment in new generation, could be affected adversely or could have a material adverse effect on Consumers if rate 
regulators fail to provide timely rate relief. Regulators seeking to avoid or minimize rate increases could resist raising customer rates 
sufficiently to permit Consumers to recover the full cost of modifications to meet environmental requirements and other prudent investments. 
In addition, because certain costs are mandated by state requirements for cost recovery, such as resource additions to meet Michigan’s 
renewable resource standard, regulators could be more inclined to oppose rate increases for other required items and investments. Rate 
regulators could also face pressure to avoid or limit rate increases for a number of reasons, including failure of Michigan’s economy to improve 
sufficiently or diminishment of Consumers’ customer base. In addition to potentially affecting Consumers’ investment program, any limitation 
of cost recovery through rates could have a material adverse effect on Consumers’ liquidity, financial condition, and results of operations.  

Orders of the MPSC could limit recovery of costs of providing service including, but not limited to, environmental and safety related 
expenditures for coal-fueled plants and other utility properties, power supply and natural gas supply costs, operating and maintenance expenses, 
additional utility-based investments, costs associated with the proposed retirement and decommissioning of facilities, MISO energy and 
transmission costs, costs associated with energy efficiency investments and state or federally mandated renewable resource standards, Smart 
Grid program costs, or expenditures subjected to tracking mechanisms. These orders could also result in adverse regulatory treatment of other 
matters including, but not limited to, prevention or curtailment of shutoffs for non-paying customers, Consumers’ electric and gas revenue 
decoupling mechanisms, prevention or curtailment of rights to self-implement rate requests, refunds of previously self-implemented rates, or 
the allocation of the DOE settlement amount.  

FERC authorizes certain subsidiaries of CMS Energy to sell electricity at market-based rates. Failure of CMS Energy and Consumers to 
obtain adequate rates or regulatory approvals in a timely manner could have a material adverse effect on CMS Energy’s and Consumers’ 
liquidity, financial condition, and results of operations.  
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The various risks associated with the MPSC and FERC regulation of CMS Energy’s and Consumers’ businesses, which include the risk 
of adverse decisions in any number of rate or regulatory proceedings before either agency, could have a substantial negative effect on the 
companies’ investment plans and results of operations.  

CMS Energy’s and Consumers’ financial statements, including their reported earnings, could be significantly impacted by convergence 
with International Financial Reporting Standards.  

The Financial Accounting Standards Board is expected to make broad changes to GAAP as part of an overall initiative to converge U.S. 
standards with International Financial Reporting Standards. These changes could have significant impacts on the financial statements of 
CMS Energy and Consumers. Also, the SEC is considering incorporating International Financial Reporting Standards into the financial 
reporting system for U.S. registrants. A transition to International Financial Reporting Standards could significantly impact CMS Energy’s and 
Consumers’ financial results, since these standards differ from GAAP in many ways. One of the major differences is the lack of special 
accounting treatment for regulated activities under International Financial Reporting Standards, which could result in greater earnings volatility 
for CMS Energy and Consumers.  

CMS Energy and Consumers are exposed to credit risk of those with whom they do business.  

CMS Energy and Consumers are exposed to credit risk of counterparties with whom they do business. Adverse economic conditions or 
financial difficulties experienced by these counterparties could impair the ability of these counterparties to pay for CMS Energy’s and 
Consumers’ services or fulfill their contractual obligations, including performance and payment of damages. CMS Energy and Consumers 
depend on these counterparties to remit payments and perform services timely. Any delay or default in payment or performance of contractual 
obligations could have a material adverse effect on CMS Energy’s and Consumers’ liquidity, financial condition, and results of operations.  

In recent years, the capital and credit markets have experienced unprecedented high levels of volatility and disruption. Market disruption 
and volatility could have a negative impact on CMS Energy’s and Consumers’ lenders, suppliers, customers, and other counterparties, causing 
them to fail to meet their obligations. Adverse economic conditions could also have a negative impact on the loan portfolio of CMS Energy’s 
banking subsidiary, EnerBank.  

EnerBank must comply with governmental laws and regulations that are subject to change and may involve material costs or affect how 
EnerBank operates.  

In 2010, the Dodd-Frank Act was passed into law. The Dodd-Frank Act is a sweeping piece of legislation, and the financial services 
industry is still assessing the impacts. Congress detailed some significant changes, but the Dodd-Frank Act leaves many details to be 
determined by regulation and further study. The full impact will not be fully known for months or even years, as regulations that are intended 
to implement the Dodd-Frank Act are adopted by the appropriate agencies, and as the text of the Dodd-Frank Act is analyzed by impacted 
stakeholders and possibly the courts. The Dodd-Frank Act also created the Bureau of Consumer Financial Protection, which is part of the 
Federal Reserve and has been granted significant rule-making authority in the area of consumer financial products and services. The direction 
that the Bureau of Consumer Financial Protection will take, the regulations it will adopt, and its interpretation of existing laws and regulations 
are not yet known.  

Also, as required by the Dodd-Frank Act, the Government Accountability Office published a study of the various exemptions in the Bank 
Holding Company Act for certain types of depository institutions, including industrial banks such as EnerBank. CMS Energy is not regulated 
as a bank holding company as a result of such an exemption. It is too early to determine what impact, if any, this study will have on the 
continued availability of this exemption.  

In addition, the Dodd-Frank Act added a new Section 13 to the Bank Holding Company Act. Known as the Volcker Rule, it generally 
restricts certain banking entities and their subsidiaries or affiliates from engaging in proprietary trading activities and owning equity in or 
sponsoring any private equity or hedge fund. The Volcker Rule becomes effective in July 2012. The implementing regulations for the Volcker 
Rule were issued in draft  
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form by various regulatory agencies in October 2011. Under the proposed regulations, CMS Energy (and its affiliates) may be restricted from 
engaging in proprietary trading, investing in third party hedge or private equity funds, or sponsoring these funds unless CMS Energy qualifies 
for an exemption from the rule. CMS Energy cannot presently predict the full impact of the Volcker Rule on CMS Energy’s or EnerBank’s 
operations or financial condition.  

Furthermore, effective July 2011, all companies that directly or indirectly control an FDIC-insured bank are required to serve as a source 
of financial strength for that institution. As a result, CMS Energy could be called upon by the FDIC to infuse additional capital into EnerBank 
to the extent that EnerBank fails to satisfy its capital requirements. In addition, CMS Energy is contractually required (i) to make cash capital 
contributions to EnerBank in the event that EnerBank does not maintain required minimum capital ratios and (ii) to provide EnerBank financial 
support, in an amount and duration as may be necessary for EnerBank to meet the cash needs of its depositors and other operations. EnerBank 
presently meets or exceeds all of these requirements.  

CMS Energy could be required to pay cash to certain security holders in connection with the optional conversion of their convertible 
securities.  

CMS Energy has issued two series of cash-convertible securities, of which an aggregate principal amount of $398 million was 
outstanding at December 31, 2011. If the trading price of CMS Energy’s common stock exceeds specified amounts at the end of a particular 
fiscal quarter, then holders of one or both series of these convertible securities will have the option to convert their securities in the following 
fiscal quarter, with the principal amount payable in cash by CMS Energy. Accordingly, if these trading price minimums are satisfied and 
security holders exercise their conversion rights, CMS Energy may be required to outlay a significant amount of cash to those security holders, 
which could have a material adverse effect on CMS Energy’s liquidity and financial condition.  

There are risks associated with Consumers’ significant capital investment program planned for the next five years.  

Consumers’ planned investments include the Smart Grid program, renewable power generation, gas compression, environmental controls, 
and other electric and gas infrastructure to upgrade delivery systems. The success of these investments depends on or could be affected by a 
variety of factors including, but not limited to, effective cost and schedule management during implementation, changes in commodity and 
other prices, operational performance, changes in environmental, legislative and regulatory requirements, and regulatory cost recovery. 
Consumers cannot predict the impact that any of these factors could have on the success of its capital investment program. It is possible that 
adverse events associated with these factors could have a material adverse effect on Consumers’ liquidity, financial condition, and results of 
operations.  
   

40  

Consumers 2011 10-K

Appellant's App 
Vol I, p 258a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Table of Contents  

ITEM 1B. UNRESOLVED STAFF COMMENTS  

None.  

ITEM 2. PROPERTIES  

Descriptions of CMS Energy’s and Consumers’ properties are found in the following sections of Item 1. Business, all of which are 
incorporated by reference in this Item 2:  
   

   

   

ITEM 3. LEGAL PROCEEDINGS  

For information regarding CMS Energy’s, Consumers’, and their subsidiaries’ significant pending administrative and judicial proceedings 
involving regulatory, operating, transactional, environmental, and other matters, see Item 8. Financial Statements and Supplementary Data, 
Notes to the Consolidated Financial Statements, Note 5, Contingencies and Commitments and Note 6, Regulatory Matters.  

CMS Energy, Consumers, and certain of their subsidiaries and affiliates are also parties to routine lawsuits and administrative 
proceedings incidental to their businesses involving, for example, claims for personal injury and property damage, contractual matters, various 
taxes, and rates and licensing.  

ITEM 4. MINE SAFETY DISCLOSURES  

Not applicable.  
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  •   Business Segments, “Consumers Electric Utility – Electric Utility Properties;”   
  •   Business Segments, “Consumers Gas Utility – Gas Utility Properties;”  and  
  •   Business Segments, “Enterprises Segment – Non-Utility Operations and Investments – Independent Power Production.”   
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PART II  

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER  
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES  

CMS E NERGY  

CMS Energy’s common stock is traded on the New York Stock Exchange. Market prices for CMS Energy’s common stock and related 
security holder matters are contained in Item 8. Financial Statements and Supplementary Data, MD&A and Notes to the Consolidated Financial 
Statements, Note 22, Quarterly Financial and Common Stock Information (Unaudited), which are incorporated by reference herein. At 
February 10, 2012, the number of registered holders of CMS Energy’s common stock totaled 40,543, based on the number of record holders. 
Presented in the following table are CMS Energy’s dividends on its common stock:  
   

Information regarding securities authorized for issuance under equity compensation plans is included in CMS Energy’s definitive proxy 
statement, which is incorporated by reference herein. For additional information regarding dividends and dividend restrictions, see Item 8. 
Financial Statements and Supplementary Data, Notes to the Consolidated Financial Statements, Note 7, Financings and Capitalization.  

C ONSUMERS  

Consumers’ common stock is privately held by its parent, CMS Energy, and does not trade in the public market. Presented in the 
following table are Consumers’ cash dividends on its common stock:  
   

For additional information regarding dividends and dividend restrictions, see Item 8. Financial Statements and Supplementary Data, 
Notes to the Consolidated Financial Statements, Note 7, Financings and Capitalization.  
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     Per Share   
     February      May      August      November   
2011     $ 0.21       $ 0.21       $ 0.21       $ 0.21    
2010       0.15         0.15         0.15         0.21    

     In Millions   
     February      May      August      November   
2011     $ 104       $ 92       $ 96       $ 82    
2010       114         54         91         99    

Consumers 2011 10-K

Appellant's App 
Vol I, p 260a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Table of Contents  

I SSUER R EPURCHASES OF E QUITY S ECURITIES  

Presented in the following table are CMS Energy’s repurchases of equity securities for the three months ended December 31, 2011:  
   

U NREGISTERED S ALES OF E QUITY S ECURITIES  

None.  

ITEM 6. SELECTED FINANCIAL DATA  

Selected financial information for CMS Energy and Consumers is contained in Item  8. Financial Statements and Supplementary Data, 
Selected Financial Information, which is incorporated by reference herein.  

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

Management’s discussion and analysis of financial condition and results of operations for CMS Energy and Consumers is contained in 
Item 8. Financial Statements and Supplementary Data, MD&A, which is incorporated by reference herein.  

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK  

Quantitative and qualitative disclosures about market risk for CMS Energy and Consumers are contained in Item 8. Financial Statements 
and Supplementary Data, MD&A, Critical Accounting Policies and Estimates, “Financial and Derivative Instruments and Market Risk 
Information,” which is incorporated by reference herein.  
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Period   

Total Number of 
Shares Purchased 

     

Average  
Price Paid 

 
per Share     

Total Number of  
Shares Purchased as 

 
Part of Publicly  

Announced Plans or 
 

Programs     

Maximum Number of 
 

Shares that May Yet  
Be Purchased Under 
Publicly Announced  
Plans or Programs   

October 1, 2011 to October 31, 2011      1,695       $ 19.79        —       —   
November 1, 2011 to November 30, 2011     —        —       —       —   
December 1, 2011 to December 31, 2011     —        —       —       —   

        
  

         
  

        
  

        
  

Total      1,695       $ 19.79        —       —   
        

  

           

  

        

  

  
  Common shares were purchased to satisfy CMS Energy’s minimum statutory income tax withholding obligation for common shares that 

have vested under the PISP. Shares repurchased have a value based on the market price on the vesting date.  

1 

1 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA  
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Selected Financial Information   CMS Energy Corporation 

         2011      2010     2009     2008      2007   

Operating revenue (in millions)     ($)     6,503         6,432        6,205        6,807         6,451    
Income (loss) from equity method investees  

(in millions)     ($)     9         11        (2 )      5         40    
Income (loss) from continuing operations  

(in millions)     ($)     415         366        220        301         (120 )  
Income (loss) from discontinued operations  

(in millions)     ($)     2         (23 )      20        1         (110 )  
Net income (loss) available to common stockholders (in millions)     ($)     415         324        218        284         (234 )  
Average common shares outstanding  

(in thousands)         250,824         231,473        227,169        225,671         224,473    
Earnings (loss) from continuing operations per average common share                 

CMS Energy — Basic     ($)     1.65         1.50        0.87        1.25         (0.65 )  
                                   — Diluted     ($)     1.57         1.36        0.83        1.20         (0.65 )  
Earnings (loss) per average common share                 

CMS Energy — Basic     ($)     1.66         1.40        0.96        1.25         (1.04 )  
                                   — Diluted     ($)     1.58         1.28        0.91        1.20         (1.04 )  
Cash provided by operations (in millions)     ($)     1,169         959        848        557         23    
Capital expenditures, excluding assets placed under capital lease (in 

millions)     ($)     882         821        818        792         1,263    
Total assets (in millions)     ($)     16,452         15,616        15,256        14,901         14,180    
Long-term debt, excluding current portion  

(in millions)     ($)     6,040         6,448        5,895        6,015         5,533    
Non-current portion of capital and finance lease obligations (in 

millions)     ($)     167         188        197        206         225    
Total preferred stock (in millions)     ($)     —        —       239        243         250    
Cash dividends declared per common share     ($)     0.84         0.66        0.50        0.36         0.20    
Market price of common stock at year-end     ($)     22.08         18.60        15.66        10.11         17.38    
Book value per common share at year-end     ($)     11.92         11.19        11.42        10.93         9.54    
Number of employees at year-end (full-time equivalents)         7,727         7,822        8,039        7,970         7,898    
Electric Utility Statistics                 

Sales (billions of kWh)         38         38        36        37         39    
Customers (in thousands)         1,791         1,792        1,796        1,814         1,799    
Average sales rate per kWh     (¢)     10.80         10.54        9.81        9.48         8.65    

Gas Utility Statistics                 

Sales and transportation deliveries (bcf)         337         317        319        338         340    
Customers (in thousands)         1,713         1,711        1,708        1,713         1,710    
Average sales rate per mcf     ($)     9.98         10.60        10.73        11.25         10.66    

  
Income (loss) from continuing operations includes income (loss) attributable to noncontrolling interests of $2 million at December 31, 
2011, $3 million at December 31, 2010, $11 million at December 31, 2009, $7 million at December 31, 2008, and $(8) million at 
December 31, 2007.  
Excludes off-system transportation customers.  

1 

2 

1 
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Selected Financial Information   Consumers Energy Company 

         2011      2010      2009      2008      2007   

Operating revenue (in millions)     ($)     6,253         6,156         5,963         6,421         6,064    
Net income (in millions)     ($)     467         434         293         364         312    
Net income available to common stockholder  

(in millions)     ($)     465         432         291         362         310    
Cash provided by operations (in millions)     ($)     1,323         910         922         873         440    
Capital expenditures, excluding assets placed under capital lease (in 

millions)     ($)     876         815         811         789         1,258    
Total assets (in millions)     ($)     15,662         14,839         14,622         14,246         13,401    
Long-term debt, excluding current portion  

(in millions)     ($)     3,987         4,488         4,063         3,908         3,692    
Non-current portion of capital and finance lease obligations (in millions)     ($)     167         188         197         206         225    
Total preferred stock (in millions)     ($)     44         44         44         44         44    
Number of preferred stockholders at year-end         1,428         1,496         1,531         1,584         1,641    
Number of employees at year-end                   

(full -time equivalents)         7,435         7,522         7,755         7,697         7,614    
Electric Utility Statistics                   

Sales (billions of kWh)         38         38         36         37         39    
Customers (in thousands)         1,791         1,792         1,796         1,814         1,799    
Average sales rate per kWh     (¢)     10.80         10.54         9.81         9.48         8.65    

Gas Utility Statistics                   

Sales and transportation deliveries (bcf)         337         317         319         338         340    
Customers (in thousands)         1,713         1,711         1,708         1,713         1,710    
Average sales rate per mcf     ($)     9.98         10.60         10.73         11.25         10.66    

  
Excludes off-system transportation customers.  

1 
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CMS Energy Corporation  

Consumers Energy Company  

MANAGEMENT’S DISCUSSION AND ANALYSIS  

This MD&A is a combined report of CMS Energy and Consumers.  

EXECUTIVE OVERVIEW  

CMS Energy is an energy company operating primarily in Michigan. It is the parent holding company of several subsidiaries, including 
Consumers, an electric and gas utility, and CMS Enterprises, primarily a domestic independent power producer. Consumers’ electric utility 
operations include the generation, purchase, distribution, and sale of electricity, and Consumers’ gas utility operations include the purchase, 
transmission, storage, distribution, and sale of natural gas. Consumers’ customer base consists of a mix of residential, commercial, and 
diversified industrial customers. CMS Enterprises, through its subsidiaries and equity investments, owns and operates power generation 
facilities.  

CMS Energy and Consumers manage their businesses by the nature of services each provides. CMS Energy operates principally in three 
business segments: electric utility; gas utility; and enterprises, its non-utility investments and operations. Consumers operates principally in two 
business segments: electric utility and gas utility.  

CMS Energy and Consumers earn revenue and generate cash from operations by providing electric and natural gas utility services; 
electric distribution and generation; gas transmission, storage, and distribution; and other energy-related services. Their businesses are affected 
primarily by:  
   

   

   

   

   

   

CMS Energy’s business strategy has emphasized the key elements depicted below:  
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  •   regulation and regulatory matters;  
  •   economic conditions;  
  •   weather;  
  •   energy commodity prices;  
  •   interest rates; and  
  •   CMS Energy’s and Consumers’  securities’  credit ratings.  
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S AFE , E XCELLENT O PERATIONS  

The safety and security of employees, customers, and the general public remain a priority of CMS Energy and Consumers. Accordingly, 
CMS Energy and Consumers have worked to integrate a set of safety principles into their business operations and culture. These principles 
include complying with applicable safety, health, and security regulations and implementing programs and processes aimed at continually 
improving safety and security conditions. From 2007 to 2011, Consumers achieved a 73 percent reduction in the annual number of recordable 
safety incidents.  

C USTOMER V ALUE  

Consumers is undertaking a number of initiatives that reflect its intensified customer focus. Consumers’ planned investments in reliability 
are aimed at improving safety, reducing customer outage frequency, reducing repetitive outages, and increasing customer satisfaction. 
Consumers’ productivity and efficiency improvements are expected to help keep annual base rate increases (excluding PSCR and GCR 
charges) at or below the average rate of inflation. Consumers considers these and other aspects of its customer value initiative to be important 
to its success.  

U TILITY I NVESTMENT  

Consumers expects to make capital investments of $6.6 billion from 2012 through 2016, as presented in the following illustration:  
   

  

Consumers has limited its capital investment program to those investments it believes are needed to provide safe, reliable, and efficient 
service to its customers. Consumers’ capital investment program is expected to result in annual rate base growth of five to seven percent while 
allowing Consumers to maintain sustainable customer base rate increases (excluding PSCR and GCR charges) at or below the rate of inflation.  

Among the key components of Consumers’ investment program are projects that will enhance customer value. Consumers’ planned 
distribution investments of $1.7 billion comprise $1.0 billion of electric utility projects to improve reliability and increase capacity and 
$0.7 billion of gas utility projects to increase capacity and deliverability and enhance pipeline integrity. Consumers also expects to spend 
$1.5 billion on environmental  
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investments needed to comply with state and federal laws and regulations. An additional $1.2 billion of planned reliability investments at 
Consumers are aimed at reducing outages and improving customer satisfaction; these investments comprise $0.8 billion at the electric utility to 
strengthen circuits and substations, replace poles, and upgrade the Ludington pumped-storage plant, and $0.4 billion at the gas utility to replace 
mains and enhance transmission and storage systems.  

Renewable energy projects are another major component of Consumers’ planned capital investments. Consumers expects to spend 
$0.5 billion on renewable energy investments from 2012 through 2016. The 2008 Energy Law requires that at least ten percent of Consumers’ 
electric sales volume come from renewable energy sources by 2015, and it includes requirements for specific capacity additions. Consumers 
has historically included renewable resources as part of its portfolio, with about five percent of its present power supply coming from such 
renewable sources as hydroelectric, landfill gas, biomass, and wind. In May 2011, the MPSC issued an order approving Consumers’ amended 
renewable energy plan, with slight modifications. Under the amended plan, Consumers reduced the renewable energy surcharge by an annual 
amount of $54 million, to $23 million beginning in September 2011, reflecting lower-than-expected costs to comply with renewable energy 
requirements. In October 2011, Consumers filed an application for the biennial review and approval of its renewable energy plan. This filing 
proposes to reduce further the renewable energy surcharge by an annual amount of $3 million, to $20 million.  

Consumers’ Smart Grid program, with an estimated total project capital cost of $750 million, also represents a major capital investment. 
The full-scale deployment of advanced metering infrastructure is planned to begin in the second half of 2012 and to continue through 2019. 
Consumers has spent $140 million through 2011 on its Smart Grid program, and expects to spend an additional $260 million, following a 
phased approach, from 2012 through 2016.  

In December 2011, Consumers formally canceled its plans to build an 830-MW coal-fueled plant at its Karn/Weadock generating 
complex. This decision reflects present and anticipated market conditions, new environmental standards, and Consumers’ expectations of the 
generation sources that will provide the best energy value to customers. Consumers updated its capital investment plan in May 2010, when it 
deferred development of the now-canceled coal-fueled plant. Consumers plans to make other investments in place of the coal-fueled plant, 
including installing additional environmental controls on some of its existing coal-fired units and improving reliability.  

Also in December 2011, Consumers announced plans to mothball seven of its smaller coal-fueled units effective January 2015. 
Consumers will continue to evaluate its options for the plants, which include:  
   

   

   

   

R EGULATION  

Regulatory matters are a key aspect of CMS Energy’s and Consumers’ businesses, particularly Consumers’ rate cases and regulatory 
proceedings before the MPSC. Important regulatory events and developments are summarized below.  
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•   installing more environmental equipment on the units to reduce emissions further in order to meet new environmental standards and 

continue to operate the units;  
  •   converting the units to natural gas instead of coal;  
  •   decommissioning the units; and  
  •   a combination of these three options, depending on customer needs and market conditions.  

  

•   Gas Rate Cases: In May 2011, the MPSC approved a settlement agreement in Consumers’ 2010 gas rate case, authorizing a 
$31 million annual rate increase, based on a 10.5 percent authorized return on equity. Consumers filed a new general gas rate case in 
September 2011, seeking an annual rate increase of $49 million, based on a 10.7 percent authorized return on equity. In 
February 2012, Consumers filed testimony and exhibits with the MPSC in support of a self-implemented annual rate increase of 
$23 million, based on a 10.5 percent authorized return on equity.  
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Consumers is required to file its second electric revenue decoupling mechanism reconciliation for the period December 2010 through 
November 2011 by March 2012.  

   

   

Environmental regulation is another area of importance for CMS Energy and Consumers, and they are monitoring numerous legislative 
and regulatory initiatives to regulate greenhouse gases, as well as related litigation. The EPA has taken steps to regulate greenhouse gases 
under the Clean Air Act, and is expected to propose guidelines for states to regulate greenhouse gas emissions from new and existing sources.  

In July 2011, the EPA finalized CSAPR, which replaces CAIR and requires Michigan and 27 other states to improve air quality by 
reducing power plant emissions that allegedly contribute to ground-level ozone and fine particle pollution in other downwind states. In 
December 2011, due to litigation surrounding CSAPR, the U.S. Court of Appeals for the D.C. Circuit issued a stay of CSAPR, stating that 
CAIR would remain in place while the court considers the issues.  

Additionally, in December 2011, the EPA finalized its MACT emission standards for mercury and other hazardous air pollutants for 
electric generating units, calling the final rule MATS. Although numerous parties, including the State of Michigan, have sought to extend the 
deadline of MATS, it is expected to take effect in 2015. CMS Energy and Consumers are continuing to assess the impact and cost of complying 
with CSAPR and MATS.  

F INANCIAL P ERFORMANCE IN 2011 AND B EYOND  

In 2011, CMS Energy’s net income available to common stockholders was $415 million, and diluted EPS were $1.58. This compares 
with net income available to common stockholders of $324 million and diluted EPS of $1.28 in 2010. Among the factors contributing to 
CMS Energy’s improved performance in 2011 were benefits from rate orders, which allowed CMS Energy to increase spending on forestry, 
equipment maintenance, and other operating activities aimed at improving reliability, and which offset higher depreciation expense from 
increased plant in service and higher service restoration costs as a result of a series of unusually severe storms in 2011. CMS Energy also 
recognized a tax benefit resulting from the enactment of the MCIT in May 2011.  
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•   Electric Rate Case: In June 2011, Consumers filed a new general electric rate case seeking an annual rate increase of $195 million, 
based on a 10.7 percent authorized return on equity. In December 2011, the MPSC issued an order stating that it found good cause to 
prevent implementation of any amount over $118 million. Accordingly, Consumers self-implemented an annual rate increase of 
$118 million in December 2011, subject to refund with interest.  

  

•   Revenue Decoupling Mechanisms: In March 2011, Consumers filed its first reconciliation of the electric revenue decoupling 
mechanism, requesting recovery of $27 million from customers for the period December 2009 through November 2010. This 
mechanism, authorized under the MPSC’s 2010 electric rate case order through November 2011, allowed Consumers to adjust future 
electric rates to compensate for changes in sales volumes resulting from the difference between the level of average sales per customer 
adopted in the order and actual average sales per customer, subject to certain conditions. In February 2012, the administrative law 
judge recommended that the MPSC approve Consumers’  reconciliation of the electric revenue decoupling mechanism.  

  

•   In September 2011, Consumers filed its first reconciliation of the gas revenue decoupling mechanism, requesting recovery of 
$16 million from customers for the period June 2010 through May 2011. This mechanism, authorized under the MPSC’s 2010 gas rate 
case order, allows Consumers to adjust future gas rates to compensate for changes in sales volumes resulting from the difference 
between the level of average sales per customer adopted in the order and actual average weather-adjusted sales per customer, subject to 
certain conditions.  

  
•   DOE Settlement: In July 2011, Consumers entered into an agreement with the DOE to settle for $120 million its claims related to the 

DOE’s failure to accept spent nuclear fuel. In September 2011, Consumers filed an application with the MPSC regarding the allocation 
of the $120 million settlement amount.  
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A more detailed discussion of the factors affecting CMS Energy’s and Consumers’ performance can be found in the “Results of 
Operations” section that follows this Executive Overview.  

CMS Energy and Consumers believe that economic conditions in Michigan are improving. Although Michigan’s economy continues to 
be affected by the recession and its impact on the state’s automotive industry and by high unemployment rates, there are indications that the 
recession has eased in Michigan. Consumers expects its electric sales to increase by about one percent annually through 2016, driven largely by 
the continued rise in industrial production. Consumers is projecting that its gas sales will remain stable through 2016. This outlook reflects 
growth in gas demand offset by energy efficiency and conservation.  

As Consumers seeks to continue to receive fair and timely regulatory treatment, delivering customer value will remain a key strategic 
priority. To keep costs down for its utility customers, Consumers has set goals to achieve further annual productivity improvements. 
Additionally, Consumers will strive to give priority to capital investments that increase customer value or lower costs.  

Consumers expects to continue to have sufficient capacity to fund its investment-based growth plans. CMS Energy also expects its 
sources of liquidity to remain sufficient to meet its cash requirements. CMS Energy and Consumers will continue to monitor developments in 
the financial and credit markets, as well as government policy responses to those developments, for potential implications for their businesses 
and their future financial needs.  

RESULTS OF OPERATIONS  

CMS E NERGY ’ S C ONSOLIDATED R ESULTS OF O PERATIONS  
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Years Ended December 31    2011      2010      2009   

     
In Millions, Except Per  

Share Amounts   

Net Income Available to Common Stockholders     $ 415       $ 324       $ 218    
Basic Earnings Per Share     $ 1.66       $ 1.40       $ 0.96    
Diluted Earnings Per Share     $ 1.58       $ 1.28       $ 0.91    

Years Ended December 31    2011     2010     Change     2010     2009     Change   
     In Millions   

Electric utility     $ 333      $ 303      $ 30      $ 303      $ 194      $ 109    
Gas utility       130        127        3        127        96        31    
Enterprises       32        36        (4 )      36        (7 )      43    
Corporate interest and other       (82 )      (119 )      37        (119 )      (85 )      (34 )  
Discontinued operations       2        (23 )      25        (23 )      20        (43 )  

         
  

        
  

        
  

        
  

        
  

        
  

Net Income Available to Common Stockholders     $ 415      $ 324      $ 91      $ 324      $ 218      $ 106    
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Presented in the following table are specific after-tax changes to net income available to common stockholders for 2011 versus 2010:  
   

Presented in the following table are specific after-tax changes to net income available to common stockholders for 2010 versus 2009:  
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    2011 better/

(worse) than 2010       
     In Millions   

Electric and gas rate orders     $ 72         

Gas sales       18         

Electric sales       4         

Distribution and service restoration cost       (37 )       

Other, including depreciation and property tax       (31 )       $ 26    
         

  
     

Lower subsidiary earnings of enterprises segment            (22 )  
Cost of debt retirements and preferred stock redemptions       13         

Interest expense       10         

Other, mainly tax impacts       10           33    
         

  
     

MCIT enactment       32         

Absence of 2010 increase in Bay Harbor environmental liability       25         

Absence of 2010 insurance settlement recovery       (31 )       

Other, including absence of 2010 tax adjustments related to previously sold businesses       28           54    
         

  
           

  

Total change          $ 91    
              

  

      
         2010 better/(worse) than 2009       
     In Millions   

Electric and gas rate orders       $ 90      
Electric sales         

Weather     $ 52        

Customer shift to energy-only rates and to ROA       (36 )      

Decoupling benefit       11        27      
         

  
    

Gas sales, primarily weather         (14 )    
2009 net benefits, primarily asset sale gain and tax credit         (17 )    
Write-off of proposed coal-fueled plant cost         (14 )    
Other, mainly depreciation         (5 )    $ 67    

           
  

  

Subsidiary earnings of enterprises segment           13    
Cost of debt retirements and preferred stock redemptions, net         (20 )    
Interest expense         (9 )    
Other, mainly tax adjustments         (6 )      (35 )  

           
  

  

2009 Big Rock decommissioning refund         79      
Insurance settlement recovery         31      
2009 gain on indemnity expiration         (31 )    
Other, including increase in Bay Harbor environmental liability         (18 )      61    

           
  

        
  

Total change         $ 106    
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C ONSUMERS ’ E LECTRIC U TILITY R ESULTS OF O PERATIONS  
   

Electric deliveries and rate increases: For 2011, electric delivery revenues increased $25 million compared with 2010. This variance 
was due to additional revenues of $92 million resulting from a November 2010 rate increase and a $20 million increase in other revenues, 
offset largely by the absence, in 2011, of $87 million of surcharges in 2010 to recover retirement benefit expenses and certain regulatory assets. 
Overall, deliveries to end-use customers were 37.8 billion kWh in 2011 and 37.7 billion kWh in 2010.  

For 2010, electric delivery revenues increased $266 million compared with 2009. This variance included $84 million associated with 
favorable weather in 2010, offset partially by $40 million of decreased demand revenues and $19 million from lower customer usage. 
Additionally, revenues increased $32 million due to surcharges from MPSC orders allowing recovery of retirement benefit expenses and 
$100 million from authorized rate increases in November 2010 and November 2009. Revenues also increased $99 million due to the absence of 
a refund ordered in 2009 related to the Big Rock decommissioning case. Other miscellaneous revenue increases totaled $10 million. Overall, 
deliveries to end-use customers were 37.7 billion kWh in 2010 and 35.8 billion kWh in 2009.  

Other income, net of expenses: For 2011, other income decreased $16 million compared with 2010, due to a reduction in the return on 
certain regulatory assets as a result of their declining balances.  

For 2010, other income decreased $27 million compared with 2009. This decrease was due primarily to an $8 million reduction in the 
return on certain regulatory assets as a result of their declining balances and to the absence, in 2010, of $9 million of gains recognized on land 
sales in 2009.  

Maintenance and other operating expenses: For 2011, maintenance and other operating expenses increased $31 million compared with 
2010. The increase was due to $28 million of higher service restoration costs, caused by a series of unusually severe storms in 2011, a 
$15 million increase in energy optimization program costs, and an $11 million increase in uncollectible accounts expense. Additionally, 
forestry, plant maintenance, and other operating expenses increased $31 million in 2011. These increases were offset partially by the absence, 
in 2011, of $32 million of retirement benefit expenses that were recovered in revenues in 2010 and a $22 million impairment charge related to 
Consumers’ 2010 decision to defer the development of its proposed coal-fueled plant. In December 2011, Consumers’ formally cancelled its 
plans to build the plant.  

For 2010, maintenance and other operating expenses increased $59 million compared with 2009. The increase was due primarily to 
$32 million of higher retirement benefit expenses that were recovered in revenues in 2010 and a $22 million impairment charge related to 
Consumers’ 2010 decision to defer the development of its proposed coal-fueled plant.  
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Years Ended December 31    2011      2010      Change     2010      2009      Change   
     In Millions   

Net Income Available to Common Stockholders     $ 333       $ 303       $ 30      $ 303       $ 194       $ 109    
Reasons for the change                   

Electric deliveries and rate increases           $ 25            $ 266    
Power supply costs and related revenue             9              (7 )  
Other income, net of expenses             (16 )            (27 )  
Maintenance and other operating expenses             (31 )            (59 )  
Depreciation and amortization             38              (9 )  
General taxes             1              2    
Interest charges             8              23    
Income taxes             (4 )            (80 )  

               
  

              
  

Total change           $ 30            $ 109    
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Depreciation and amortization: For 2011, depreciation and amortization expense decreased $38 million compared with 2010, due to 
lower amortization expense on certain regulatory assets, offset partially by higher depreciation expense from increased plant in service.  

Interest charges: For 2011, interest charges decreased $8 million compared with 2010, primarily from the absence, in 2011, of interest 
expense on a Michigan use tax assessment.  

For 2010, interest charges decreased $23 million compared with 2009. The decrease was due to the absence, in 2010, of $31 million of 
interest expense associated with the 2009 Big Rock decommissioning order, offset partially by an $8 million increase in other interest charges 
in 2010, including interest expense on a Michigan use tax assessment.  

Income taxes: For 2011, income taxes increased $4 million compared with 2010, due to higher electric utility earnings, offset partially by 
$6 million of benefits including the treatment of plant, property, and equipment, as required by MPSC orders.  

For 2010, income taxes increased $80 million compared with 2009, due to higher electric utility earnings.  

C ONSUMERS ’ G AS U TILITY R ESULTS OF O PERATIONS  
   

Gas deliveries and rate increases: For 2011, gas delivery revenues increased $64 million compared with 2010. This increase reflected 
$11 million in additional revenues from a May 2011 rate increase and $28 million from higher customer usage, of which $16 million was due 
to colder weather in 2011. In addition, surcharge and other miscellaneous revenues increased $25 million. Gas deliveries, including 
miscellaneous transportation to end-use customers, were 287.3 bcf in 2011, an increase of 14.2 bcf, or 5.2 percent, compared with 2010.  

For 2010, gas delivery revenues increased $60 million compared with 2009, due to additional revenues of $54 million from an authorized 
rate increase in May 2010. In addition, surcharge and other miscellaneous revenues increased $30 million. These increases were offset partially 
by a $24 million reduction due to unfavorable weather in 2010. Gas deliveries, including miscellaneous transportation to end-use customers, 
were 273.1 bcf in 2010, a decrease of 11.2 bcf, or 3.9 percent, compared with 2009.  

Other income, net of expenses: For 2011, other income decreased $9 million compared with 2010, due primarily to a reduction in 
interest income related to secured lending agreements.  

Maintenance and other operating expenses: For 2011, maintenance and other operating expenses increased $34 million compared with 
2010. The increase was due to $24 million of higher energy optimization program costs, a $6 million increase in uncollectible accounts 
expense, and $4 million in higher distribution operating expenses.  

For 2010, maintenance and other operating expenses increased $7 million compared with 2009, due primarily to higher energy 
optimization program costs.  

Depreciation and amortization: For 2011, depreciation and amortization expense increased $8 million compared with 2010, and for 
2010, depreciation and amortization expense increased $4 million compared with 2009. Both increases were due to higher depreciation expense 
from increased plant in service.  
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Years Ended December 31    2011      2010      Change     2010      2009      Change   
     In Millions   

Net Income Available to Common Stockholders     $ 130       $ 127       $ 3      $ 127       $ 96       $ 31    
Reasons for the change                   

Gas deliveries and rate increases           $ 64            $ 60    
Other income, net of expenses             (9 )            (2 )  
Maintenance and other operating expenses             (34 )            (7 )  
Depreciation and amortization             (8 )            (4 )  
General taxes             (3 )            2    
Interest charges             3              (7 )  
Income taxes             (10 )            (11 )  

               
  

              
  

Total change           $ 3            $ 31    
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Income taxes: For 2011, income taxes increased $10 million compared with 2010, due to higher gas utility earnings and the absence, in 
2011, of a benefit related to the Medicare Part D subsidy.  

For 2010, income taxes increased $11 million compared with 2009, due to higher gas utility earnings.  

E NTERPRISES R ESULTS OF O PERATIONS  
   

For 2011, net income of the enterprises segment decreased $4 million compared with 2010, due to the absence, in 2011, of a $31 million 
insurance settlement recovery and the absence of a $9 million benefit related to the MBT, lower electric revenues of $14 million, and lower 
mark-to-market gains of $3 million. These after-tax decreases were offset largely by a $28 million income tax benefit resulting from the 
enactment of the MCIT in May 2011 and by the absence, in 2011, of a $25 million increase in the environmental remediation liability 
associated with Bay Harbor.  

For 2010, the enterprises segment reported net income of $36 million, compared with a net loss of $7 million for 2009. The $43 million 
change reflected income of $31 million from the settlement of an insurance claim related to a previously sold asset and a $9 million benefit 
related to the MBT. Additionally, income increased $6 million due to higher earnings from gas and power sales offset partially by higher 
maintenance and other operating expenses. These after-tax increases were offset slightly by a $3 million decrease associated with Bay Harbor; 
in 2010, the enterprises segment recorded a $25 million after-tax increase in the environmental remediation liability associated with Bay 
Harbor, compared with a $22 million after-tax increase in 2009.  

For further details about the enactment of the MCIT, see Note 13, Income Taxes. For further details regarding Bay Harbor, see Note 5, 
Contingencies and Commitments.  

C ORPORATE I NTEREST AND O THER R ESULTS OF O PERATIONS  
   

For 2011, corporate interest and other net expenses decreased $37 million compared with 2010, due to a $10 million after-tax decrease in 
interest expense, reflecting reduced borrowings at lower interest rates, the absence, in 2011, of an $8 million after-tax charge recorded in 2010 
for deferred issuance costs on the conversion of preferred stock, and a $5 million after-tax reduction in premiums paid on the early retirement 
of debt. Also contributing to the decrease were lower income tax expense resulting partially from the enactment of the MCIT in May 2011 and 
a $4 million benefit from the impact of a final Michigan single business tax assessment for the years 2004 through 2007 that resulted in a tax 
deficiency less than the amount previously accrued.  

For 2010, corporate interest and other net expenses increased $34 million compared with 2009, due to the absence, in 2010, of an 
$18 million gain recognized in 2009 on the early retirement of long-term debt related parties and $15 million in higher expense related 
primarily to the MBT. Additionally, interest expense increased $10 million due to higher debt levels at higher average interest rates. These 
items were offset partially by $9 million of higher net earnings at EnerBank and lower legal fees.  

D ISCONTINUED O PERATIONS  

For 2011, income of $2 million was recorded from discontinued operations due to a legal settlement, compared with a loss from 
discontinued operations of $23 million in 2010 related to prior asset sales.  

For 2010, a loss of $23 million was recorded from discontinued operations, compared with income of $20 million for 2009. The 
$43 million change was due primarily to a $28 million gain recognized in 2009 on the expiration of an indemnity for a 2007 asset sale and 
$10 million of additional tax expense in 2010 resulting from an IRS audit adjustment related to a 2003 asset sale.  
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Years Ended December 31    2011      2010      Change     2010      2009     Change   
     In Millions   

Net Income (Loss) Available to Common Stockholders     $ 32       $ 36       $ (4 )    $ 36       $ (7 )    $ 43    

Years Ended December 31    2011     2010     Change      2010     2009     Change   
     In Millions   

Net Loss Available to Common Stockholders     $ (82 )    $ (119 )    $ 37       $ (119 )    $ (85 )    $ (34 )  

Consumers 2011 10-K

Appellant's App 
Vol I, p 274a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Table of Contents  

For further details regarding discontinued operations, see Note 20, Asset Sales, Discontinued Operations, and Impairment Charges.  

C ASH P OSITION , I NVESTING , A ND F INANCING  

At December 31, 2011, CMS Energy had $188 million of consolidated cash and cash equivalents, which included $27 million of 
restricted cash and cash equivalents and Consumers had $111 million of consolidated cash and cash equivalents, which included $26 million of 
restricted cash and cash equivalents.  

O PERATING A CTIVITIES  

Presented in the following table are specific components of net cash provided by operating activities for the years ended 
December 31, 2011 and 2010:  
   

   

For the year ended December 31, 2011, net cash provided by operating activities at CMS Energy increased $210 million compared with 
2010. The increase was due primarily to lower pension contributions and decreased refunds paid to customers.  

For the year ended December 31, 2011, net cash provided by operating activities at Consumers increased $413 million compared with 
2010. The increase was due primarily to lower pension contributions, decreased  
   

57  

Years Ended December 31    2011     2010     Change   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Net income     $ 417      $ 343      $ 74    
Non-cash transactions       981        1,112        (131 )  

         
  

        
  

        
  

   $ 1,398      $ 1,455      $ (57 )  
Sale of gas       682        756        (74 )  
Purchase of gas       (675 )      (663 )      (12 )  
Accounts receivable sales, net       —       (50 )      50    
Postretirement benefits contributions       (323 )      (463 )      140    
Change in other core working capital       113        (22 )      135    
Other changes in assets and liabilities, net       (26 )      (54 )      28    

         
  

        
  

        
  

Net cash provided by operating activities     $ 1,169      $ 959      $ 210    
         

  

        

  

        

  

C ONSUMERS     

Net income     $ 467      $ 434      $ 33    
Non-cash transactions       947        1,103        (156 )  

         
  

        
  

        
  

   $ 1,414      $ 1,537      $ (123 )  
Sale of gas       682        756        (74 )  
Purchase of gas       (675 )      (663 )      (12 )  
Accounts receivable sales, net       —       (50 )      50    
Postretirement benefits contributions       (315 )      (447 )      132    
Change in other core working capital       116        (19 )      135    
Other changes in assets and liabilities, net       101        (204 )      305    

         
  

        
  

        
  

Net cash provided by operating activities     $ 1,323      $ 910      $ 413    
         

  

        

  

        

  

  
Non-cash transactions comprise depreciation and amortization, changes in deferred income taxes, postretirement benefits expense, and other 
non-cash items.  
Other core working capital comprises other changes in accounts receivable and accrued revenues, inventories, and accounts payable.  
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refunds paid to customers, and lower income taxes paid to CMS Energy. These changes were offset partially by the impact of lower gas prices 
on inventory sold in 2011.  

Presented in the following table are specific components of net cash provided by operating activities for the years ended 
December 31, 2010 and 2009:  
   

   

For the year ended December 31, 2010, net cash provided by operating activities at CMS Energy increased $111 million compared with 
2009. The increase was due primarily to higher net income, net of non-cash transactions, offset partially by higher pension contributions.  

For the year ended December 31, 2010, net cash provided by operating activities at Consumers decreased $12 million compared with 
2009. The decrease was due primarily to higher pension contributions and refunds to customers. These changes were offset largely by increased 
billings due to regulatory actions.  
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Years Ended December 31    2010     2009     Change   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Net income     $ 343      $ 240      $ 103    
Non-cash transactions       1,112        877        235    

         
  

        
  

        
  

   $ 1,455      $ 1,117      $ 338    
Sale of gas       756        845        (89 )  
Purchase of gas       (663 )      (718 )      55    
Accounts receivable sales, net       (50 )      (120 )      70    
Postretirement benefits contributions       (463 )      (262 )      (201 )  
Change in other core working capital       (22 )      (62 )      40    
Other changes in assets and liabilities, net       (54 )      48        (102 )  

         
  

        
  

        
  

Net cash provided by operating activities     $ 959      $ 848      $ 111    
         

  

        

  

        

  

C ONSUMERS         

Net income     $ 434      $ 293      $ 141    
Non-cash transactions       1,103        841        262    

         
  

        
  

        
  

   $ 1,537      $ 1,134      $ 403    
Sale of gas       756        845        (89 )  
Purchase of gas       (663 )      (718 )      55    
Accounts receivable sales, net       (50 )      (120 )      70    
Postretirement benefits contributions       (447 )      (254 )      (193 )  
Change in other core working capital       (19 )      (58 )      39    
Other changes in assets and liabilities, net       (204 )      93        (297 )  

         
  

        
  

        
  

Net cash provided by operating activities     $ 910      $ 922      $ (12 )  
         

  

        

  

        

  

  
Non-cash transactions comprise depreciation and amortization, changes in deferred income taxes, postretirement benefits expense, and other 
non-cash items.  
Other core working capital comprises other changes in accounts receivable and accrued revenues, inventories, and accounts payable.  
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I NVESTING A CTIVITIES  

Presented in the following table are specific components of net cash used in investing activities for the years ended December 31, 2011 
and 2010:  
   

For the year ended December 31, 2011, net cash used in investing activities at CMS Energy increased $55 million compared with 2010. 
The change was due primarily to increases in capital expenditures and costs to retire property, offset partially by slower growth in EnerBank 
consumer lending. For the year ended December 31, 2011, net cash used in investing activities at Consumers increased $92 million compared 
with 2010, due to increases in capital expenditures and costs to retire property.  

Presented in the following table are specific components of net cash used in investing activities for the years ended December 31, 2010 
and 2009:  
   

For the year ended December 31, 2010, net cash used in investing activities at CMS Energy increased $68 million compared with 2009. 
The change was due primarily to an increase in EnerBank consumer lending. For the year ended December 31, 2010, net cash used in investing 
activities at Consumers increased $9 million compared with 2009, due to increases in capital expenditures and costs to retire property.  
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Years Ended December 31    2011     2010     Change   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Capital expenditures     $ (882 )    $ (821 )    $ (61 )  
Cash effect of deconsolidation of partnerships       —       (10 )      10    
Increase in loans and notes receivable       (100 )      (131 )      31    
Costs to retire property and other       (76 )      (41 )      (35 )  

         
  

        
  

        
  

Net cash used in investing activities     $ (1,058 )    $ (1,003 )    $ (55 )  
         

  

        

  

        

  

C ONSUMERS         

Capital expenditures     $ (876 )    $ (815 )    $ (61 )  
Costs to retire property and other       (75 )      (44 )      (31 )  

         
  

        
  

        
  

Net cash used in investing activities     $ (951 )    $ (859 )    $ (92 )  
         

  

        

  

        

  

Years Ended December 31    2010     2009     Change   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Capital expenditures     $ (821 )    $ (818 )    $ (3 )  
Cash effect of deconsolidation of partnerships       (10 )      —       (10 )  
Increase in loans and notes receivable       (131 )      (83 )      (48 )  
Costs to retire property and other       (41 )      (34 )      (7 )  

         
  

        
  

        
  

Net cash used in investing activities     $ (1,003 )    $ (935 )    $ (68 )  
         

  

        

  

        

  

C ONSUMERS         

Capital expenditures     $ (815 )    $ (811 )    $ (4 )  
Costs to retire property and other       (44 )      (39 )      (5 )  

         
  

        
  

        
  

Net cash used in investing activities     $ (859 )    $ (850 )    $ (9 )  
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F INANCING A CTIVITIES  

Presented in the following table are specific components of net cash (used in) provided by financing activities for the years ended 
December 31, 2011 and 2010:  
   

For the year ended December 31, 2011, net cash used in financing activities at CMS Energy increased $401 million compared to 2010. 
The change was due primarily to a decrease in net proceeds from borrowings, offset partially by the absence, in 2011, of preferred stock 
redemptions in 2010.  

For the year ended December 31, 2011, net cash used in financing activities at Consumers increased $339 million compared with 2010. 
The change was due primarily to a decrease in net proceeds from borrowings by Consumers and a reduced stockholder’s contribution from 
CMS Energy.  
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Years Ended December 31    2011     2010     Change   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Issuance of FMBs, senior notes, and other debt     $ 725      $ 1,704      $ (979 )  
Retirement of debt and other debt maturity payments       (665 )      (1,033 )      368    
Payment of DOE liability       (43 )      —       (43 )  
Payments of common and preferred stock dividends       (211 )      (162 )      (49 )  
Redemption of preferred stock       —       (239 )      239    
Changes in EnerBank notes payable       —       (40 )      40    
Other financing activities       (5 )      (28 )      23    

         
  

        
  

        
  

Net cash (used in) provided by financing activities     $ (199 )    $ 202      $ (401 )  
         

  

        

  

        

  

C ONSUMERS         

Issuance of FMBs     $ —     $ 600      $ (600 )  
Retirement of debt and other debt maturity payments       (37 )      (482 )      445    
Payment of DOE liability       (43 )      —       (43 )  
Payments of common and preferred stock dividends       (376 )      (360 )      (16 )  
Stockholder’s contribution from CMS Energy       125        250        (125 )  
Other financing activities       (27 )      (27 )      —   

         
  

        
  

        
  

Net cash used in financing activities     $ (358 )    $ (19 )    $ (339 )  
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Presented in the following table are specific components of net cash provided by (used in) financing activities for the years ended 
December 31, 2010 and 2009:  
   

For the year ended December 31, 2010, net cash provided by financing activities at CMS Energy increased $237 million compared 
to 2009. The change was due primarily to an increase in net proceeds from borrowings by CMS Energy, offset partially by a decrease in 
borrowings by EnerBank.  

For the year ended December 31, 2010, net cash used in financing activities at Consumers decreased $83 million compared with 2009. 
The change was due primarily to a larger stockholder’s contribution from CMS Energy, offset partially by an increase in common dividend 
payments.  

For additional details on long-term debt activity, see Note 7, Financings and Capitalization.  

CAPITAL RESOURCES AND LIQUIDITY  

CMS Energy uses dividends from its subsidiaries and external financing and capital transactions to invest in its utility and non-utility 
businesses, retire debt, pay dividends, and fund its other obligations. The ability of CMS Energy’s subsidiaries, including Consumers, to pay 
dividends to CMS Energy depends upon each subsidiary’s revenues, earnings, cash needs, and other factors. In addition, Consumers’ ability to 
pay dividends is restricted by certain terms included in its articles of incorporation and potentially by provisions under the Federal Power Act 
and the Natural Gas Act and FERC requirements. For additional details on Consumers’ dividend restrictions, see Note 7, Financings and 
Capitalization, “Dividend Restrictions.” For the year ended December 31, 2011, Consumers paid $374 million in common stock dividends to 
CMS Energy.  

Consumers uses cash flows generated from operations and external financing transactions, as well as stockholder’s contributions from 
CMS Energy, to fund capital expenditures, retire debt, pay dividends, contribute to its employee benefit plans, and fund its other obligations.  
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Years Ended December 31    2010     2009     Change   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Issuance of FMBs, senior notes, and other debt     $ 1,704      $ 1,374      $ 330    
Retirement of debt and other debt maturity payments       (1,033 )      (1,271 )      238    
Payments of common and preferred stock dividends       (162 )      (125 )      (37 )  
Redemption of preferred stock       (239 )      (4 )      (235 )  
Changes in EnerBank notes payable       (40 )      40        (80 )  
Other financing activities       (28 )      (49 )      21    

         
  

        
  

        
  

Net cash provided by (used in) financing activities     $ 202      $ (35 )    $ 237    
         

  

        

  

        

  

C ONSUMERS         

Issuance of FMBs     $ 600      $ 500      $ 100    
Retirement of debt and other debt maturity payments       (482 )      (387 )      (95 )  
Payments of common and preferred stock dividends       (360 )      (287 )      (73 )  
Stockholder’s contribution from CMS Energy       250        100        150    
Other financing activities       (27 )      (28 )      1    

         
  

        
  

        
  

Net cash used in financing activities     $ (19 )    $ (102 )    $ 83    
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CMS Energy’s and Consumers’ access to the financial and capital markets depends on their credit ratings and on market conditions. As 
evidenced by past financing transactions, CMS Energy and Consumers have had ready access to these markets and, barring major market 
dislocations or disruptions, they expect to continue to have such access. If access to these markets were to become diminished or otherwise 
restricted, however, CMS Energy and Consumers would implement contingency plans to address debt maturities, which could include reduced 
capital spending. CMS Energy and Consumers had the following secured revolving credit facilities available at December 31, 2011:  
   

   

   

CMS Energy and Consumers use these credit facilities for general working capital purposes and to issue letters of credit. An additional 
source of liquidity is Consumers’ revolving accounts receivable sales program, which allows it to transfer up to $250 million of accounts 
receivable as a secured borrowing. At December 31, 2011, $250 million of accounts receivable were eligible for transfer under this program.  

In December 2011, CMS Energy entered into a $180 million unsecured term loan credit agreement. The agreement provides for delayed 
draws through July 20, 2012. Outstanding borrowings will bear interest at an annual interest rate of LIBOR plus 2.5 percent and will mature in 
December 2016. CMS Energy expects to use the proceeds of the draws to finance the redemption of $150 million principal amount of the 
outstanding CMS Energy floating rate senior notes due 2013 and $29 million principal amount of the 7.75 percent Trust Preferred Securities. 
The Trust Preferred Securities were called for redemption in January 2012, to be redeemed in late February 2012.  
   

62  

    

       

Amount of 
 

Facility      
Amount  

Borrowed      

Letters of  
Credit  

Outstanding      
Amount  
Available      Expiration Date   

     In Millions   

CMS E NERGY                 

Revolving credit facility     $ 550       $ —      $ 3       $ 547         March 2016    
C ONSUMERS                 

Revolving credit facility     $ 500       $ —      $ 1       $ 499         March 2016    
Revolving credit facility       150         —        —        150         August 2013    
Revolving credit facility       30         —        30         —        September 2014    

  
On March 31, 2011, CMS Energy entered into a $550 million secured revolving credit facility with a consortium of banks. This facility has a 
five-year term and replaced CMS Energy’s revolving credit facility that was set to expire in 2012. Obligations under this facility are secured 
by Consumers common stock.  
On March 31, 2011, Consumers entered into a $500 million secured revolving credit facility with a consortium of banks. This facility has a 
five-year term and replaced Consumers’  revolving credit facility that was set to expire in 2012.  
Obligations under this facility are secured by FMBs of Consumers.  
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Certain of CMS Energy’s and Consumers’ credit agreements and debt indentures contain covenants that require CMS Energy and 
Consumers to maintain certain financial ratios. CMS Energy’s $550 million revolving credit agreement and its $180 million term loan credit 
agreement specify a maximum debt-to-EBITDA ratio, as defined therein. Certain of CMS Energy’s senior notes indenture supplements and its 
$180 million term loan credit agreement specify a minimum interest coverage ratio, as defined therein. Consumers’ revolving credit agreements 
and its revolving accounts receivable purchase agreement specify a maximum debt-to-capital ratio, as defined therein. At December 31, 2011, 
no events of default had occurred with respect to any debt covenants contained in CMS Energy and Consumers’ credit agreements or debt 
indentures. CMS Energy and Consumers were each in compliance with these limits as of December 31, 2011, as presented in the following 
table:  
   

Components of CMS Energy’s and Consumers’ cash management plan include controlling operating expenses and capital expenditures 
and evaluating market conditions for financing and refinancing opportunities. CMS Energy and Consumers believe that their present level of 
cash and their expected cash flows from operating activities, together with their access to sources of liquidity, will be sufficient to fund their 
contractual obligations for 2012 and beyond.  
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Credit Agreement or Facility    Description    Limit      
Ratio at  

December 31, 2011   

CMS E NERGY           

$550 million revolving credit agreement and $180 million term loan credit 
agreement     Debt to EBITDA      ≤   6.0 to 1.0         4.7 to 1.0    

Senior notes indenture     Interest Coverage      >   1.6 to 1.0         3.8 to 1.0    
$180 million term loan credit agreement     Interest Coverage      >   2.0 to 1.0         3.8 to 1.0    

C ONSUMERS           

$500 million and $30 million revolving credit agreements     Debt to Capital      ≤  0.65 to 1.0         0.49 to 1.0    
$150 million revolving credit agreement and $250 million accounts 

receivable purchase agreement     Debt to Capital      ≤ 0.70 to 1.0         0.49 to 1.0    
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Contractual Obligations : Presented in the following table are CMS Energy’s and Consumers’ contractual cash obligations for each of 
the periods presented. The table excludes all amounts classified as current liabilities on CMS Energy’s and Consumers’ consolidated balance 
sheets, other than the current portion of long-term debt and capital and finance leases.  
   

   

Retirement benefits are not included in the table above. For details related to benefit payments, see Note 12, Retirement Benefits.  

Off-Balance-Sheet Arrangements : CMS Energy, Consumers, and certain of their subsidiaries also enter into various arrangements in 
the normal course of business to facilitate commercial transactions with third parties. These arrangements include indemnities, surety bonds, 
letters of credit, and financial and performance guarantees. Indemnities are usually agreements to reimburse a counterparty that may incur 
losses due to outside claims or breach of contract terms. The maximum payment that could be required under a number of these indemnity 
obligations is not estimable; the maximum obligation under indemnities for which such amounts were estimable was $512 million at December 
31, 2011. While CMS Energy and Consumers believe it is unlikely that they will incur any material losses related to indemnities they have not 
recorded as liabilities, they cannot predict the impact of these contingent obligations on their liquidity and financial condition. For additional 
details on these and other guarantee arrangements, see Note 5, Contingencies and Commitments, “Guarantees.”  
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       Payments Due   

December 31, 2011    Total      

Less Than 
 

One Year      
One to  

Three Years      
Three to  

Five Years      

More Than 
 

Five Years   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS                 

Long-term debt     $ 7,093       $ 635       $ 1,158       $ 1,094       $ 4,206    
Interest payments on long-term debt       2,577         348         631         546         1,052    
Capital and finance leases       191         28         43         39         81    
Interest payments on capital and finance leases       85         13         19         17         36    
Operating leases       180         27         46         39         68    
Purchase obligations       14,966         1,868         2,131         2,020         8,947    
Purchase obligations — related parties       1,686         92         187         204         1,203    

         
  

         
  

         
  

         
  

         
  

Total contractual obligations     $ 26,778       $ 3,011       $ 4,215       $ 3,959       $ 15,593    
         

  

         

  

         

  

         

  

         

  

C ONSUMERS                 

Long-term debt     $ 4,329       $ 339       $ 659       $ 673       $ 2,658    
Interest payments on long-term debt       1,659         228         398         341         692    
Capital and finance leases       191         28         43         39         81    
Interest payments on capital and finance leases       85         13         19         17         36    
Operating leases       180         27         46         39         68    
Purchase obligations       14,966         1,868         2,131         2,020         8,947    
Purchase obligations — related parties       1,686         92         187         204         1,203    

         
  

         
  

         
  

         
  

         
  

Total contractual obligations     $ 23,096       $ 2,595       $ 3,483       $ 3,333       $ 13,685    
         

  

         

  

         

  

         

  

         

  

  

  Long-term contracts for purchase of commodities and services. These obligations include operating contracts used for the purchase of 
capacity and energy from PURPA qualifying facilities. These commodities and services include natural gas and associated transportation, 
electricity, and coal and associated transportation.  

1 

1 

1 

1 

1 
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Capital Expenditures:   Over the next five years, CMS Energy and Consumers expect to make capital investments of $6.6 billion. 
CMS Energy and Consumers may revise their forecasts of capital expenditures periodically due to a number of factors, including 
environmental regulations, business opportunities, market volatility, economic trends, and the ability to access capital. Presented in the 
following table are CMS Energy’s and Consumers’ estimated capital expenditures, including lease commitments, for 2012 through 2016:  
   

   

OUTLOOK  

Several business trends and uncertainties may affect CMS Energy’s and Consumers’ financial condition and results of operations. These 
trends and uncertainties could have a material impact on CMS Energy’s and Consumers’ consolidated income, cash flows, or financial 
position. For additional details regarding these and other uncertainties, see Forward-Looking Statements and Information; Item 1A. Risk 
Factors; and Note 5, Contingencies and Commitments.  

C ONSUMERS ’ E LECTRIC U TILITY B USINESS O UTLOOK AND U NCERTAINTIES  

Balanced Energy Initiative:   Consumers’ balanced energy initiative is a comprehensive energy resource plan designed to meet the 
short-term and long-term electricity needs of its customers through:  
   

   

   

   

   

   

   

In December 2011, Consumers formally canceled its plans to build an 830-MW coal-fueled plant at its Karn/Weadock generating 
complex. This decision reflects present and anticipated market conditions, new environmental standards, and Consumers’ expectations of the 
generation sources that will provide the best energy value to customers. Consumers also plans to mothball seven of its smaller coal-fueled units 
effective January 2015. Consumers will continue to evaluate its options for the plants, which include:  
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     2012      2013      2014      2015      2016      

Five Years 
 

Total   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS                    

Consumers     $ 1,400       $ 1,250       $ 1,380       $ 1,430       $ 1,170       $ 6,630    
Enterprises       9         1         1         1         1         13    

         
  

         
  

         
  

         
  

         
  

         
  

Total CMS Energy     $ 1,409       $ 1,251       $ 1,381       $ 1,431       $ 1,171       $ 6,643    
         

  

         

  

         

  

         

  

         

  

         

  

C ONSUMERS                    

Electric utility operations     $ 1,080       $ 960       $ 1,090       $ 1,150       $ 890       $ 5,170    
Gas utility operations       320         290         290         280         280         1,460    

         
  

         
  

         
  

         
  

         
  

         
  

Total Consumers     $ 1,400       $ 1,250       $ 1,380       $ 1,430       $ 1,170       $ 6,630    
         

  

         

  

         

  

         

  

         

  

         

  

  
  These amounts include estimates for capital expenditures that may be required by environmental laws, regulations, or potential consent 

decrees.  
  These amounts include estimates for capital expenditures related to information technology projects, facility improvements, and vehicle 

leasing.  

  •   energy efficiency;  
  •   demand management;  
  •   expanded use of renewable energy;  
  •   development of new power plants;  
  •   power purchases to complement existing generating sources;  
  •   continued operation of existing units; and  
  •   potential retirement or mothballing of older generating units.  

  
•   installing more environmental equipment on the units to reduce emissions further in order to meet new environmental standards and 

continue to operate the units;  

1,2 

2 

1 

2 
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Renewable Energy Plan:   Consumers’ renewable energy plan details how Consumers will meet REC and capacity standards prescribed 
by the 2008 Energy Law. This law requires Consumers to obtain RECs in an amount equal to at least ten percent of its electric sales volume 
(estimated to be 3.5 million RECs annually) by 2015. RECs represent proof that the associated electricity was generated from a renewable 
energy resource. Under its renewable energy plan, Consumers expects to secure its renewable energy requirement each year with a combination 
of newly generated RECs and previously generated RECs carried over from prior years. At December 31, 2011, the combination of these 
sources represented 84 percent of Consumers’ 2015 REC requirement.  

The 2008 Energy Law also requires Consumers to obtain 500 MW of capacity from renewable energy resources by 2015, either through 
generation resources owned by Consumers or through agreements to purchase capacity from other parties. To meet its renewable capacity 
requirements, Consumers expects to add more than 500 MW of owned or contracted renewable capacity by 2015. Through December 2011, 
Consumers has contracted for the purchase of 297 MW of nameplate capacity from renewable energy suppliers, which represents 59 percent of 
the 2015 renewable capacity requirement.  

Consumers has secured more than 82,000 acres of land easements in Michigan’s Huron, Mason, and Tuscola Counties for the potential 
development of wind generation, and is now collecting wind speed and other meteorological data at those sites. Consumers has entered into 
construction and supply contracts as well as a contract to purchase wind turbine generators for the construction of Lake Winds Energy Park, a 
100-MW wind park in Mason County, which Consumers expects to be operational in late 2012. In July 2011, the Mason County Planning 
Commission voted in favor of granting a special land use permit for the construction of Lake Winds Energy Park. The actions of the Mason 
County Planning Commission have been upheld by the Mason County Zoning Board of Appeals. The permit has now been appealed to the 
Mason County Circuit Court. Construction of the Lake Winds Energy Park began in November 2011. Consumers will also continue 
development of Cross Winds Energy Park, its 150-MW wind park in Tuscola County, scheduled for operation by late 2015, as well as seek 
other opportunities for wind generation development in support of the renewable capacity standards. Upon completion of the Lake Winds and 
Cross Winds Energy Parks, Consumers will have purchased or constructed 110 percent of the 2015 renewable capacity requirement.  

Electric Customer Deliveries and Revenue:   Consumers’ electric customer deliveries are largely dependent on Michigan’s economy, 
which has suffered from economic and financial instability in the automotive and real estate sectors. Consumers believes economic conditions 
in Michigan are improving, and expects weather-adjusted electric deliveries to increase in 2012 by two percent compared with 2011.  

Consumers expects average electric delivery growth of about one percent annually over the next five years. This increase reflects growth 
in electric demand, offset partially by the predicted effects of energy efficiency programs and appliance efficiency standards. Actual deliveries 
will depend on:  
   

   

   

The MPSC’s 2009 electric rate case order authorized Consumers to implement an electric revenue decoupling mechanism, subject to 
certain conditions. This decoupling mechanism, which was extended through November 2011 in the MPSC’s 2010 electric rate case order, 
allowed Consumers to adjust future electric rates to compensate for changes in sales volumes resulting from the difference between the level of 
average sales per customer adopted in the order and actual average sales per customer. This mechanism was intended to mitigate the impacts of 
weather fluctuations, energy efficiency, and conservation on Consumers’ electric utility revenue.  
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  •   converting the units to natural gas instead of coal;  
  •   decommissioning the units; and  
  •   a combination of these three options, depending on customer needs and market conditions.  

  •   energy conservation measures and results of energy efficiency programs;  
  •   fluctuations in weather; and  

  
•   changes in economic conditions, including utilization, expansion, or contraction of manufacturing facilities, population trends, and 

housing activity.  
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Electric ROA:   The Customer Choice Act allows all of Consumers’ electric customers to buy electric generation service from 
Consumers or from an alternative electric supplier. The 2008 Energy Law revised the Customer Choice Act by limiting alternative electric 
supply to ten percent of Consumers’ weather-adjusted retail sales of the preceding calendar year. At December 31, 2011, electric deliveries 
under the ROA program were at the ten percent limit and alternative electric suppliers were providing 785 MW of generation service to ROA 
customers. Based on 2011 weather-adjusted retail sales, Consumers expects 2012 electric deliveries under the ROA program to be at a similar 
level to 2011.  

Electric Transmission: In July 2011, FERC issued an order in a rulemaking proceeding concerning regional electric transmission 
planning and cost allocations. In August 2011, Consumers and several other electric utilities filed a joint petition seeking clarification/rehearing 
of FERC’s July order and opposing the allocation methodology.  

In a related matter, in July 2010, MISO filed a tariff revision with FERC proposing a cost allocation methodology for a new category of 
transmission projects. In December 2010, FERC approved MISO’s cost allocation proposal. Under this tariff revision, the cost of these new 
transmission projects will be spread proportionally across the Midwest Energy Market. Consumers believes that Michigan customers will bear 
additional costs under MISO’s tariff without receiving comparable benefits from these projects. In January 2011, Consumers, along with the 
Michigan Attorney General, ABATE, Detroit Edison, the Michigan Municipal Electric Association, and the Michigan Public Power Agency, 
filed a request for rehearing with FERC, opposing the allocation methodology in the MISO tariff revision. In October 2011, FERC denied this 
request for rehearing. In December 2011, Consumers, along with the Michigan Attorney General, ABATE, Detroit Edison, the Michigan 
Municipal Electric Association, and the Michigan Public Power Agency, filed a petition for review of FERC’s order with the U.S. Court of 
Appeals for the Seventh Circuit. Regardless of the outcome of this appeal, Consumers expects to continue to recover transmission expenses, 
including those associated with the MISO tariff revision, through the PSCR process.  

Electric Rate Matters:   Rate matters are critical to Consumers’ electric utility business. See Note 6, Regulatory Matters, “Consumers’ 
Electric Utility” and “Regulatory Assets and Liabilities” for details on the following electric rate matters:  
   

   

   

   

   

   

   

Pending Electric Rate Case:   In June 2011, Consumers filed an application with the MPSC seeking an annual rate increase of 
$195 million, based on a 10.7 percent authorized return on equity. The filing requested authority to recover new investment in system 
reliability, environmental compliance, and technology enhancements.  

In November 2011, the MPSC Staff recommended an annual rate increase of $39 million, based on a 9.95 percent return on equity. 
Consumers also filed testimony and exhibits with the MPSC in November 2011 in support of a self-implemented annual rate increase of 
$147 million. In December 2011, the MPSC issued an order stating that it found good cause to prevent implementation of any amount over 
$118 million. Accordingly, Consumers self-implemented an annual rate increase of $118 million in December 2011, subject to refund with 
interest.  

Pending Power Supply Cost Recovery Plan:   Consumers submitted its 2012 PSCR plan to the MPSC in September 2011. In accordance 
with its proposed plan, Consumers self-implemented the 2012 PSCR charge beginning in January 2012. In February 2012, Consumers filed a 
revised 2012 PSCR plan, which reflected significantly reduced costs.  
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  •   electric rate case;  
  •   PSCR;  
  •   Big Rock decommissioning;  
  •   electric revenue decoupling mechanism;  
  •   energy optimization plan;  
  •   uncollectible expense tracking mechanism; and  
  •   renewable energy plan.  
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Electric Depreciation:    In June 2011, the MPSC approved a settlement agreement in Consumers’ electric depreciation case, authorizing 
a $19 million increase in annual depreciation expense. The new depreciation rates will go into effect with a final order in Consumers’ next 
electric rate case.  

Electric Environmental Estimates:   Consumers’ operations are subject to various state and federal environmental laws and regulations. 
Consumers estimates that it will incur expenditures of $1.5 billion from 2012 through 2018 to continue to comply with the Clean Air Act, 
Clean Water Act, and numerous state and federal environmental regulations. Consumers expects to recover these costs in customer rates, but 
cannot guarantee this result. Consumers’ primary environmental compliance focus includes, but is not limited to, the following matters:  

Air Quality:   In July 2011, the EPA released CSAPR, a final replacement rule for CAIR, which requires Michigan and 27 other states to 
improve air quality by reducing power plant emissions that allegedly contribute to ground level ozone and fine particle pollution in other 
downwind states. This rule had mandated emission reductions beginning in 2012, which CMS Energy and Consumers were prepared to meet 
through fuel blend changes. In December 2011, due to litigation surrounding CSAPR, the U.S. Court of Appeals for the D.C. Circuit issued a 
stay of CSAPR, stating that CAIR would remain in place while the court considers the issues. The court has set a briefing schedule, but there is 
no timeline for a decision or order from the court.  

In December 2011, the EPA finalized its MACT emission standards for electric generating units, based on Section 112 of the Clean Air 
Act, calling the final rule MATS. Under the final rule, all of Consumers’ coal-fueled electric generating units will require additional controls 
for hazardous air pollutants. Generally, existing units must meet the standards within three to four years of issuance of the final rule.  

Presently, Consumers’ strategy to comply with CAIR, CSAPR, and MATS involves the installation of state-of-the-art emission control 
equipment at some facilities and the suspension of operations at others; however, Consumers continues to evaluate CSAPR and MATS in 
conjunction with other EPA rulemakings, litigation, and congressional action. This evaluation could result in:  
   

   

   

   

The MDEQ renewed and issued the B.C. Cobb Renewable Operating Permit in August 2011 after an extensive review and a public 
comment period. In October 2011, the Sierra Club and the Natural Resources Defense Council filed a petition with the EPA to object to the 
MDEQ’s issuance of the state Renewable Operating Permit, alleging that the facility is not in compliance with certain provisions of the Clean 
Air Act, including NSR and Title V. Consumers responded to these allegations in December 2011. The EPA could either deny the petition 
outright or grant the petition and remand the matter to the MDEQ for further action. Consumers believes these claims are baseless, but is 
unable to predict the outcome of this petition.  

Greenhouse Gases:   In the recent past, there have been numerous legislative and regulatory initiatives at the state, regional, and national 
levels that involve the regulation of greenhouse gases. Consumers continues to monitor and comment on these initiatives and also follows 
litigation involving greenhouse gases. Consumers believes Congress may eventually pass greenhouse gas legislation, but is unable to predict 
the form and timing of any final legislation.  

In 2010, the EPA released its Prevention of Significant Deterioration and Title V Greenhouse Gas Tailoring Rule, which sets greenhouse 
gas emissions limits that define when permits are required for new and existing industrial facilities under NSR PSD and Title V Operating 
Permit programs. Numerous parties have challenged this rule in the U.S. Court of Appeals for the D.C. Circuit, and Consumers is monitoring 
this litigation. Consumers does not expect to incur significant expenditures to comply with this rule.  

In December 2010, the EPA entered into a settlement agreement with certain states and environmental groups wherein in September 2011 
the EPA was to propose new source performance standards for greenhouse  
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  •   additional or accelerated environmental compliance costs related to Consumers’  coal-fueled power plants;  
  •   a change in the fuel mix at coal-fueled and oil-fueled power plants;  
  •   changes in how certain plants are used; and  
  •   the retirement, mothballing, or repowering with an alternative fuel of some or all of Consumers’  older, smaller generating units.  
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gases at new and modified power plants pursuant to Section 111(b) of the Clean Air Act and finalize the standards in May 2012. The EPA did 
not meet the September 2011 deadline, but is expected to issue the proposed standards by March 31, 2012. The EPA is also expected to 
propose emissions guidelines for the states to regulate greenhouse gas emissions from existing generating units under Section 111(d) of the 
Clean Air Act. Under the expected schedule, states will need to submit plans to the EPA within nine months of issuance of the final rule and 
guidelines. Consumers will continue to monitor activity from this settlement agreement and any proposed new source performance standards 
regulations.  

Litigation, as well as federal laws, EPA regulations regarding greenhouse gases, or similar treaties, state laws, or rules, if enacted or 
ratified, could require Consumers to replace equipment, install additional emission control equipment, purchase emission allowances, curtail 
operations, arrange for alternative sources of supply, or take other steps to manage or lower the emission of greenhouse gases. Although 
associated capital or operating costs relating to greenhouse gas regulation or legislation could be material and cost recovery cannot be assured, 
Consumers expects to recover these costs and capital expenditures in rates consistent with the recovery of other reasonable costs of complying 
with environmental laws and regulations.  

In 2011, carbon dioxide emissions from fossil-fueled power plants owned by Consumers, excluding the portion of Campbell Unit 3 that is 
owned by others, were 16 million metric tons. During the same period, coal-fueled plants owned by the enterprises segment emitted 570,000 
metric tons of carbon dioxide.  

CCBs:   In June 2010, the EPA proposed rules regulating CCBs, such as coal ash, under the Resource Conservation and Recovery Act. 
Michigan already regulates CCBs as low-hazard industrial waste. The EPA proposed a range of alternatives for regulating CCBs, including 
regulation as either a non-hazardous waste or a hazardous waste. If coal ash were regulated as a hazardous waste, Consumers would likely 
cease the beneficial re-use of this product, which would result in a significant increase in the amount of coal ash requiring costly disposal. 
Additionally, if the cost of upgrading existing coal ash disposal areas to meet hazardous waste landfill standards were to become economically 
prohibitive, existing coal ash disposal areas could close, requiring Consumers to find costly alternative arrangements for disposal. Consumers is 
unable to predict the impacts from this wide range of possible outcomes, but significant expenditures are likely.  

Water:   In March 2011, the EPA issued a proposed rule to regulate existing electric generating plant cooling water intake systems under 
Section 316(b) of the Clean Water Act aimed at reducing alleged harmful impacts on fish and shellfish. Consumers continues to evaluate this 
proposed rule and its potential impacts on Consumers’ plants. A final rule is expected in July 2012. Consumers also expects the EPA to 
propose new regulations in July 2012 for wastewater discharges from electric generating plants that will require physical and/or chemical 
treatment facilities for all wastewater. A final rule is expected in 2014.  

PCBs:   In April 2010, the EPA issued an Advance Notice of Proposed Rulemaking, indicating that it is considering a variety of 
regulatory actions with respect to PCBs. One proposal aims to phase out equipment containing PCBs by 2025. Another proposal eliminates an 
exemption for small equipment containing PCBs. To comply with this proposed rule, Consumers could incur substantial costs associated with 
existing electrical equipment potentially containing PCBs. A proposal is expected in late 2012.  

Other electric environmental matters could have a major impact on Consumers’ outlook. For additional details on other electric 
environmental matters, see Note 5, Contingencies and Commitments, “Consumers’ Electric Utility Contingencies – Electric Environmental 
Matters.”  

C ONSUMERS ’ G AS U TILITY B USINESS O UTLOOK AND U NCERTAINTIES  

Gas Deliveries:   Consumers believes economic conditions in Michigan are improving, and expects weather-adjusted gas deliveries to 
increase in 2012 by about one percent compared with 2011. Over the next five years, Consumers expects average gas deliveries to remain 
stable. This outlook reflects modest growth in gas demand offset by the predicted effects of energy efficiency and conservation. Actual delivery 
levels from year to year may vary from this trend due to:  
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  •   fluctuations in weather;  
  •   use by independent power producers;  

Consumers 2011 10-K

Appellant's App 
Vol I, p 287a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Table of Contents  

   

   

   

   

A decoupling mechanism was authorized by the MPSC in Consumers’ 2009 gas rate case, subject to certain conditions. This mechanism, 
which was extended in the MPSC’s 2010 gas rate case order, allows Consumers to adjust future gas rates to compensate for changes in sales 
volumes resulting from the difference between the level of average sales per customer adopted in the order and actual average weather-adjusted 
sales per customer. The mechanism does not provide rate adjustments for changes in sales volumes arising from weather fluctuations. This 
mechanism is intended to mitigate the impacts of energy efficiency programs, conservation, and changes in economic conditions on 
Consumers’ gas utility revenue.  

Gas Rate Matters:   Rate matters are critical to Consumers’ gas utility business. See Note 6, Regulatory Matters, “Consumers’ Gas 
Utility” and “Regulatory Assets and Liabilities” for details on Consumers’ gas rate case, GCR, and gas revenue decoupling mechanism.  

Pending Gas Rate Case:    In September 2011, Consumers filed an application with the MPSC seeking an annual rate increase of 
$49 million based on a 10.7 percent authorized return on equity. The filing requested recovery for investments made to enhance safety, system 
reliability, and operational efficiencies that improve service to customers. In February 2012, the MPSC Staff recommended an annual rate 
reduction of $22 million, based on a 9.95 percent return on equity. Consumers also filed testimony and exhibits with the MPSC in 
February 2012 in support of a self-implemented annual rate increase of $23 million, based on a 10.5 percent authorized return on equity.  

Presented in the following table are the components of the rate reduction recommended by the MPSC Staff and Consumers’ proposed 
self-implemented rate increase:  
   

Pending Gas Cost Recovery Plan :  Consumers submitted its 2012-2013 GCR plan to the MPSC in December 2011. In accordance with 
its proposed plan, Consumers expects to self-implement the 2012-2013 GCR charge beginning in April 2012.  

Gas Pipeline Safety:   In January 2012, President Obama signed the Pipeline Safety, Regulatory Certainty, and Job Creation Act of 
2011. The law reauthorizes existing federal pipeline safety programs of the Pipeline and Hazardous Materials Safety Administration through 
2015 and it contains provisions mandating:  
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  •   availability and development of renewable energy sources;  
  •   changes in gas prices;  
  •   Michigan economic conditions, including population trends and housing activity;  
  •   the price of competing energy sources or fuels; and  
  •   energy efficiency and conservation impacts.  

Components of the Rate Increase    

Rate Reduction  
Recommended by 

 
the MPSC Staff     

Consumers’ 
Proposed  

Self-  
Implemented 

 
Increase     Difference   

     In Millions   

Investment in rate base     $ 17      $ 22      $ (5 )  
Uncollectible accounts       3        15        (12 )  
Cost of capital       (11 )      1        (12 )  
Gross margin       (18 )      (11 )      (7 )  
Operating and maintenance costs       (13 )      (4 )      (9 )  

         
  

        
  

        
  

Total     $ (22 )    $ 23      $ (45 )  
         

  

        

  

        

  

  •   an increase in the maximum fine for safety violations to $2 million;  
  •   an increase in the number of pipeline inspectors;  
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Consumers continues to comply with laws and regulations governing natural gas pipeline safety. These laws and regulations could cause 
Consumers to incur significant additional costs related to its natural gas pipeline safety programs. Consumers expects that it would be able to 
recover the costs in rates, consistent with the recovery of other reasonable costs of complying with laws and regulations.  

Gas Environmental Estimates:   Consumers expects to incur response activity costs at a number of sites, including 23 former MGP 
sites. For additional details, see Note 5, Contingencies and Commitments, “Consumers’ Gas Utility Contingencies – Gas Environmental 
Matters.”  

The Mandatory Reporting of Greenhouse Gases Rule requires facilities engaging in the distribution of natural gas to collect data on greenhouse 
gas emissions resulting from the combustion of natural gas. In 2011, Consumers estimated that carbon dioxide emissions from its customers 
were 16 million metric tons.  

C ONSUMERS ’ O THER O UTLOOK AND U NCERTAINTIES  

Smart Grid:   Consumers’ grid modernization effort continues, with the recent selection of a vendor that will provide smart electric 
meters and a cellular communications network to allow Consumers to transmit and receive electric usage information from customers’ homes 
and businesses. Smart meters are designed to allow customers to monitor and manage their energy usage, which should help reduce demand 
during critical peak times, resulting in lower peak capacity requirements. The installation of smart meters should also provide operational 
benefits to Consumers. Consumers intends to use a phased implementation approach, beginning deployment in the second half of 2012 and 
continuing through 2019. Consumers also plans to install communication modules on gas meters in areas where Consumers provides both 
electricity and natural gas to customers.  

E NTERPRISES O UTLOOK AND U NCERTAINTIES  

The primary focus with respect to CMS Energy’s remaining non-utility businesses is to optimize cash flow and maximize the value of 
their assets.  

Trends, uncertainties, and other matters that could have a material impact on CMS Energy’s consolidated income, cash flows, or financial 
position include:  
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  •   a study regarding application of integrity management requirements outside of “high consequence areas;”   
  •   a survey regarding existing plans for safe management and replacement of cast iron pipelines;  
  •   prescribed notification and on-site incident response times;  
  •   installation of automatic or remotely controlled shut-off valves on new or replaced pipelines where feasible;  
  •   verification of maximum allowable operating pressure of pipelines in populated areas; and  
  •   pressure testing (or equivalent) of previously untested pipelines.  

  •   indemnity and environmental remediation obligations at Bay Harbor;  
  •   obligations related to a tax claim from the government of Equatorial Guinea;  
  •   the outcome of certain legal proceedings;  
  •   impacts of declines in electricity prices on the profitability of the enterprises segment’s generating units;  
  •   representations, warranties, and indemnities provided by CMS Energy or its subsidiaries in connection with previous sales of assets;  

  
•   changes in commodity prices and interest rates on certain derivative contracts that do not qualify for hedge accounting and must be 

marked to market through earnings;  
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For additional details regarding the enterprises segment’s uncertainties, see Note 5, Contingencies and Commitments.  

O THER O UTLOOK AND U NCERTAINTIES  

EnerBank:   EnerBank, a wholly owned subsidiary of CMS Capital, is a Utah state-chartered, FDIC-insured industrial bank providing 
unsecured home improvement loans. EnerBank represented two percent of CMS Energy’s net assets at December 31, 2011, and two percent of 
CMS Energy’s net income available to common stockholders for the year ended December 31, 2011. The carrying value of EnerBank’s loan 
portfolio was $480 million at December 31, 2011. Its loan portfolio was funded primarily by deposit liabilities of $462 million. Twelve-month 
rolling average default rates on loans held by EnerBank have declined from 1.4 percent at December 31, 2010 to 0.9 percent at 
December 31, 2011. CMS Energy is required both by law and by contract to provide financial support, including infusing additional capital, to 
ensure that EnerBank satisfies mandated capital requirements and has sufficient liquidity to operate. Presently, EnerBank meets or exceeds all 
of its capital requirements.  

Litigation:   CMS Energy, Consumers, and certain of their subsidiaries are named as parties in various litigation matters, as well as in 
administrative proceedings before various courts and governmental agencies, arising in the ordinary course of business. For additional details 
regarding these and other legal matters, see Note 5, Contingencies and Commitments and Note 6, Regulatory Matters.  

CRITICAL ACCOUNTING POLICIES AND ESTIMATES  

The following accounting policies and related information are important to an understanding of CMS Energy’s and Consumers’ results of 
operations and financial condition. For additional accounting policies, see Note 1, Significant Accounting Policies.  

U SE OF E STIMATES AND A SSUMPTIONS  

In the preparation of CMS Energy’s and Consumers’ consolidated financial statements, estimates and assumptions are used that may 
affect reported amounts and disclosures. CMS Energy and Consumers use accounting estimates for asset valuations, unbilled revenue, 
depreciation, amortization, financial and derivative instruments, employee benefits, the effects of regulation, indemnities, and contingencies. 
Actual results may differ from estimated results due to changes in the regulatory environment, regulatory decisions, lawsuits, competition, and 
other factors. CMS Energy and Consumers consider all relevant factors in making these assessments.  

Contingencies:   CMS Energy and Consumers make judgments regarding the future outcome of various matters that give rise to 
contingent liabilities. For such matters, they record liabilities when they are considered probable and reasonably estimable, based on all 
available information. In particular, CMS Energy and Consumers are participating in various environmental remediation projects for which 
they have recorded liabilities. The recorded amounts represent estimates that may take into account such considerations as the number of sites, 
the anticipated scope, cost, and timing of remediation work, the available technology, applicable regulations, and the requirements of 
governmental authorities. For remediation projects in which the timing of estimated expenditures is considered reliably determinable, 
CMS Energy and Consumers record the liability at its net present value, using a discount rate equal to the interest rate on monetary assets that 
are essentially risk-free and have maturities comparable to that of the environmental liability. The amount recorded for any contingency may 
differ from actual costs incurred when the contingency is resolved.  

Fair Value Measurements:   CMS Energy and Consumers have assets and liabilities that are accounted for or disclosed at fair value. 
Fair value measurements incorporate assumptions that market participants would use in pricing an asset or liability, including assumptions 
about risk. Development of these assumptions may require  
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  •   changes in various environmental laws, regulations, principles, or practices, or in their interpretation; and  
  •   economic conditions in Michigan, including population trends and housing activity.  

Consumers 2011 10-K

Appellant's App 
Vol I, p 290a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Table of Contents  

significant judgment. For a detailed discussion of the valuation techniques and inputs used to calculate fair value measurements, see Note 4, 
Fair Value Measurements. Details about the fair value measurements for the Pension Plan and OPEB plan assets are included in Note 12, 
Retirement Benefits.  

Income Taxes:   The amount of income taxes paid by CMS Energy is subject to ongoing audits by federal, state, and foreign tax 
authorities, which can result in proposed assessments. An estimate of the potential outcome of any uncertain tax issue is highly judgmental. 
CMS Energy believes adequate reserves have been provided for these exposures; however, future results may include favorable or unfavorable 
adjustments to the estimated tax liabilities in the period the assessments are made or resolved or when statutes of limitation on potential 
assessments expire. Additionally, CMS Energy’s judgment as to the ability to recover its deferred tax assets may change. CMS Energy believes 
the valuation allowances related to its deferred tax assets are adequate, but future results may include favorable or unfavorable adjustments. As 
a result, CMS Energy’s effective tax rate may fluctuate significantly over time.  

Long-Lived Assets and Equity Method Investments:   CMS Energy and Consumers assess the recoverability of their long-lived assets 
and equity method investments by performing impairment tests if certain triggering events occur or if there has been a decline in value that may 
be other than temporary. CMS Energy and Consumers base their evaluations of impairment on such indicators as:  
   

   

   

   

   

The estimates CMS Energy and Consumers use may change over time, which could have a material impact on their consolidated financial 
statements. For additional details, see Note 20, Asset Sales, Discontinued Operations, and Impairment Charges.  

Unbilled Revenues:   CMS Energy’s and Consumers’ customers are billed monthly in cycles having billing dates that do not generally 
coincide with the end of a calendar month. This results in customers having received electricity or gas that they have not been billed for as of 
the month-end. Consumers estimates its unbilled revenues by applying an average billed rate to total unbilled deliveries for each customer 
class. Unbilled revenues, which are recorded as accounts receivable on CMS Energy’s and Consumers’ consolidated balance sheets, were 
$387 million at December 31, 2011 and $439 million at December 31, 2010.  

A CCOUNTING FOR THE E FFECTS OF I NDUSTRY R EGULATION  

Because Consumers has regulated operations, it uses regulatory accounting to recognize the effects of the regulators’ decisions on its 
financial statements. Consumers continually assesses whether future recovery of its regulatory assets is probable by considering 
communications and experience with its regulators and changes in the regulatory environment. If Consumers determined that recovery of a 
regulatory asset were not probable, Consumers would be required to write off the asset and immediately recognize the expense in earnings.  

Under electric and gas rate case orders issued by the MPSC in 2009 and 2010, Consumers was granted authority to implement revenue 
decoupling mechanisms, subject to certain conditions. The electric revenue decoupling mechanism, which was extended through 
November 2011 in the 2010 electric rate case order, allowed Consumers to adjust future electric rates to compensate for changes in sales 
volumes resulting from the difference between the level of average sales per customer adopted in the order and actual average sales per 
customer. The gas revenue decoupling mechanism is similar, but does not adjust customer rates for changes in sales volumes resulting from 
weather fluctuations. Consumers accounts for these programs as alternative-revenue programs that meet the criteria for recognizing the effects 
of decoupling adjustments on revenue as electricity and gas are delivered.  

In September 2009, the MPSC approved an energy optimization incentive mechanism that provides a financial incentive if the energy 
savings of Consumers’ customers exceed annual targets established by the  
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  •   the nature of the assets;  
  •   projected future economic benefits;  
  •   regulatory and political environments;  
  •   historical and future cash flow and profitability measurements; and  
  •   other external market conditions and factors.  
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MPSC. Consumers accounts for this program as an alternative-revenue program that meets the criteria for recognizing revenue related to the 
incentive as soon as energy savings exceed the annual targets established by the MPSC.  

To the extent that decoupling and energy optimization revenues are collected beyond the maximum period prescribed by authoritative 
accounting guidance for alternative revenue programs, such revenues are not recognized until they are collected from customers.  

Unless prohibited by the MPSC upon a showing of good cause, Consumers is allowed to self-implement new energy rates six months 
after a new rate case filing; however, the rates that Consumers self-implements may be subject to refund, with interest. Consumers recognizes 
revenue associated with self-implemented rates. If Consumers considers it probable that it will be required to refund a portion of its self-
implemented rates, it records a provision for revenue subject to refund. A final rate order could differ materially from Consumers’ estimates 
underlying its self-implemented rates, giving rise to accounting adjustments. Under accounting rules for prior period adjustments, CMS Energy 
and Consumers may need to record such differences, if they are specifically identifiable to prior interim periods, as revisions to those periods.  

For additional details, see Note 6, Regulatory Matters.  

F INANCIAL AND D ERIVATIVE I NSTRUMENTS AND M ARKET R ISK I NFORMATION  

Financial Instruments:   Debt and equity securities classified as available for sale are reported at fair value as determined from quoted 
market prices or other observable, market-based inputs. Unrealized gains and losses resulting from changes in fair value of the equity securities 
are reported, net of tax, in equity as part of AOCI, except that unrealized losses determined to be other than temporary are reported in earnings. 
Unrealized gains resulting from changes in fair value of the debt securities are reported, net of tax, in equity as part of AOCI. Unrealized losses 
on the debt securities, if significant, are considered other than temporary and reported in earnings since these securities are managed by an 
independent investment manager that can sell the securities at its own discretion.  

Derivative Instruments:   CMS Energy and Consumers account for certain contracts as derivative instruments. The criteria used to 
determine if an instrument qualifies for derivative accounting are complex and often require significant judgment in application. If a contract is 
a derivative and does not qualify for the normal purchases and sales exception, it is recorded on the consolidated balance sheets at its fair value. 
Each quarter, the resulting asset or liability is adjusted to reflect any change in the fair value of the contract. The fair values calculated for 
CMS Energy’s and Consumers’ derivatives may change significantly as commodity prices and volatilities change. The cash returns actually 
realized on derivatives may be different from their estimated fair values. For additional details on CMS Energy’s and Consumers’ derivatives 
and how the fair values of derivatives are determined, see Note 4, Fair Value Measurements, and Note 10, Derivative Instruments.  

Market Risk Information:   CMS Energy and Consumers are exposed to market risks including, but not limited to, changes in interest 
rates, commodity prices, and investment security prices. They may enter into various risk management contracts to limit exposure to these 
risks, including swaps, options, futures, and forward contracts. CMS Energy and Consumers enter into these contracts using established 
policies and procedures, under the direction of an executive oversight committee consisting of senior management representatives and a risk 
committee consisting of business unit managers.  

These contracts contain credit risk, which is the risk that the counterparties will fail to meet their contractual obligations. CMS Energy 
and Consumers reduce this risk using established policies and procedures, such as evaluating counterparties’ credit quality and setting collateral 
requirements as necessary. If terms permit, standard agreements are used that allow for the netting of positive and negative exposures 
associated with the same counterparty. Given these policies, present exposures, and credit reserves, CMS Energy and Consumers do not expect 
a material adverse effect on their financial position or future earnings because of counterparty nonperformance.  
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The following risk sensitivities illustrate the potential loss in fair value, cash flows, or future earnings from financial instruments, 
including derivative contracts, assuming a hypothetical adverse change in market rates or prices of ten percent. Potential losses could exceed 
the amounts shown in the sensitivity analyses if changes in market rates or prices were to exceed ten percent.  

Interest-Rate Risk:   CMS Energy and Consumers are exposed to interest-rate risk resulting from issuing fixed-rate and variable-rate 
financing instruments. CMS Energy and Consumers use a combination of these instruments, and may also enter into interest-rate swap 
agreements, in order to manage this risk and to achieve a reasonable cost of capital.  

Interest-Rate Risk Sensitivity Analysis (assuming an adverse change in market interest rates of ten percent):  
   

The fair value losses in the above table could be realized only if CMS Energy and Consumers transferred all of their fixed-rate financing 
to other creditors. The annual earnings exposure related to variable-rate financing was insignificant for both CMS Energy and Consumers at 
December 31, 2011 and 2010, assuming an adverse change in market interest rates of ten percent.  

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

Investment Securities Price Risk Sensitivity Analysis (assuming an adverse change in market interest rates or prices of ten percent):  
   

Notes Receivable Risk:   CMS Energy is exposed to interest-rate risk resulting from EnerBank’s fixed-rate installment loans. EnerBank 
provides these loans to homeowners to finance home improvements.  

Notes Receivable Sensitivity Analysis (assuming an adverse change in market interest rates of ten percent):  
   

The fair value losses in the above table could be realized only if EnerBank sold its loans to other parties. For additional details on market 
risk, financial instruments, and derivatives, see Note 9, Financial Instruments and Note 10, Derivative Instruments.  
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December 31    2011      2010   
     In Millions   

Fixed-rate financing — potential loss in fair value        

CMS Energy, including Consumers     $ 154       $ 187    
Consumers       82         113    

December 31    2011      2010   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS        

Potential reduction in fair value of available-for-sale:        

SERP:        

Mutual fund     $ 11       $ 6    
C ONSUMERS        

Potential reduction in fair value of available-for-sale:        

SERP:        

Mutual fund     $ 7       $ 4    
CMS Energy common stock       3         3    

December 31    2011      2010   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS        

Potential reduction in fair value :        

Notes receivable     $ 7       $ 6    
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R ETIREMENT B ENEFITS  

Pension :  CMS Energy and Consumers have external trust funds to provide retirement pension benefits to their employees under a non-
contributory, defined benefit Pension Plan. On September 1, 2005, the defined benefit Pension Plan was closed to new participants and 
CMS Energy and Consumers implemented the qualified DCCP, which provides an employer contribution of six percent of base pay to the 
existing 401(k) plan. An employee contribution is not required to receive the plan’s employer cash contribution. All employees hired on or 
after September 1, 2005 participate in this plan as part of their retirement benefit program. Previous cash balance Pension Plan participants also 
participate in the DCCP as of September 1, 2005. Additional pay credits under the cash balance Pension Plan were discontinued as of that date.  

401(k) :  CMS Energy and Consumers provide an employer match in their 401(k) plan equal to 60 percent on eligible contributions up to 
the first six percent of an employee’s wages.  

OPEB :  CMS Energy and Consumers provide postretirement health and life benefits under their OPEB plan to qualifying retired 
employees.  

CMS Energy and Consumers record liabilities for pension and OPEB on their consolidated balance sheets at the present value of the 
future obligations, net of any plan assets. The calculation of the liabilities and associated expenses requires the expertise of actuaries, and 
requires many assumptions, including:  
   

   

   

   

   

A change in these assumptions could change significantly CMS Energy’s and Consumers’ recorded liabilities and associated expenses.  

Presented in the following table are estimates of CMS Energy’s and Consumers’ pension cost, OPEB cost, and cash contributions through 
2014:  
   

Contribution estimates include amounts required and discretionary contributions. Consumers’ pension and OPEB costs are recoverable 
through its general ratemaking process. Actual future pension cost and contributions will depend on future investment performance, changes in 
future discount rates, and various other factors related to the populations participating in the Pension Plan.  

Lowering the expected long-term rate of return on the Pension Plan assets by 0.25 percentage point (from 7.75 percent to 7.50 percent) 
would increase estimated pension cost for 2012 by $4 million for both CMS Energy and Consumers. Lowering the discount rate by 
0.25 percentage point (from 4.90 percent to 4.65 percent) would increase estimated pension cost for 2012 by $5 million for both CMS Energy 
and Consumers.  

For additional details on postretirement benefits, see Note 12, Retirement Benefits.  
   

76  

  •   life expectancies;  
  •   discount rates;  
  •   expected long-term rate of return on plan assets;  
  •   rate of compensation increases; and  
  •   expected health care costs.  

     Pension Cost      OPEB Cost      Pension Contribution      OPEB Contribution   
     In Millions   

CMS E NERGY , INCLUDING C 
ONSUMERS              

2012     $ 103       $ 75       $ —      $ 65    
2013       104         69         —        75    
2014       90         64         106         69    

C ONSUMERS              

2012     $ 100       $ 77       $ —      $ 64    
2013       101         71         —        74    
2014       88         66         104         68    
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A SSET R ETIREMENT O BLIGATIONS  

CMS Energy and Consumers are required to record the fair value of the cost to remove assets at the end of their useful lives if there is a 
legal obligation to remove them. CMS Energy and Consumers have legal obligations to remove some of their assets at the end of their useful 
lives. CMS Energy and Consumers calculate the fair value of ARO liabilities using an expected present value technique that reflects 
assumptions about costs, inflation, and profit margin that third parties would require to assume the obligation. For additional details, see 
Note 17, Asset Retirement Obligations.  

NEW ACCOUNTING STANDARDS  

For details regarding new accounting standards issued that were not yet effective as of December 31, 2011, see Note 2, New Accounting 
Standards.  
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CMS Energy Corporation  

CONSOLIDATED STATEMENTS OF INCOME  
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       Years Ended December 31   

       2011     2010     2009   
     In Millions   

Operating Revenue     $ 6,503      $ 6,432      $ 6,205    
Operating Expenses         

Fuel for electric generation       636        604        541    
Purchased and interchange power       1,282        1,239        1,163    
Purchased power — related parties       82        85        —   
Cost of gas sold       1,512        1,590        1,866    
Maintenance and other operating expenses       1,237        1,206        1,163    
Depreciation and amortization       546        576        570    
General taxes       205        210        217    
Insurance settlement       —       (50 )      —   
Gain on asset sales, net       —       (6 )      (13 )  

         
  

        
  

        
  

Total operating expenses       5,500        5,454        5,507    
         

  
        

  
        

  

Operating Income       1,003        978        698    
Other Income (Expense)         

Interest income       9        19        18    
Allowance for equity funds used during construction       6        5        6    
Income (loss) from equity method investees       9        11        (2 )  
Other income       16        32        80    
Other expense       (22 )      (24 )      (30 )  

         
  

        
  

        
  

Total other income       18        43        72    
         

  
        

  
        

  

Interest Charges         

Interest on long-term debt       396        394        383    
Other interest expense       23        40        56    
Allowance for borrowed funds used during construction       (4 )      (3 )      (4 )  

         
  

        
  

        
  

Total interest charges       415        431        435    
         

  
        

  
        

  

Income Before Income Taxes       606        590        335    
Income Tax Expense       191        224        115    

         
  

        
  

        
  

Income From Continuing Operations       415        366        220    
Income (Loss) From Discontinued Operations, Net of Tax  

Expense of $ -, $2, and $13       2        (23 )      20    
         

  
        

  
        

  

Net Income       417        343        240    
Income Attributable to Noncontrolling Interests       2        3        11    

         
  

        
  

        
  

Net Income Attributable to CMS Energy       415        340        229    
Charge for Deferred Issuance Costs on Preferred Stock       —       8        —   
Preferred Stock Dividends       —       8        11    

         
  

        
  

        
  

Net Income Available to Common Stockholders     $ 415      $ 324      $ 218    
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The accompanying notes are an integral part of these statements.  
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       Years Ended December 31   

       2011      2010     2009   

     
In Millions, Except Per  

Share Amounts   

Net Income Attributable to Common Stockholders          

Amounts attributable to continuing operations     $ 413       $ 347      $ 198    
Amounts attributable to discontinued operations       2         (23 )      20    

         
  

         
  

        
  

Net income available to common stockholders     $ 415       $ 324      $ 218    
         

  

         

  

        

  

Income Attributable to Noncontrolling Interests          

Amounts attributable to continuing operations     $ 2       $ 3      $ 11    
Amounts attributable to discontinued operations       —        —       —   

         
  

         
  

        
  

Income attributable to noncontrolling interests     $ 2       $ 3      $ 11    
         

  

         

  

        

  

Basic Earnings Per Average Common Share          

Basic earnings from continuing operations     $ 1.65       $ 1.50      $ 0.87    
Basic earnings (loss) from discontinued operations       0.01         (0.10 )      0.09    

         
  

         
  

        
  

Basic earnings attributable to common stock     $ 1.66       $ 1.40      $ 0.96    
         

  

         

  

        

  

Diluted Earnings Per Average Common Share          

Diluted earnings from continuing operations     $ 1.57       $ 1.36      $ 0.83    
Diluted earnings (loss) from discontinued operations       0.01         (0.08 )      0.08    

         
  

         
  

        
  

Diluted earnings attributable to common stock     $ 1.58       $ 1.28      $ 0.91    
         

  

         

  

        

  

Dividends Declared Per Common Share     $ 0.84       $ 0.66      $ 0.50    
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CMS Energy Corporation  

CONSOLIDATED STATEMENTS OF CASH FLOWS  
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     Years Ended December 31   

       2011     2010     2009   
     In Millions   

Cash Flows from Operating Activities         

Net income     $ 417      $ 343      $ 240    
Adjustments to reconcile net income to net cash provided by operating activities         

Depreciation and amortization       546        576        570    
Deferred income taxes and investment tax credit       167        227        122    
Postretirement benefits expense       161        213        181    
Bad debt expense       74        57        54    
Other non-cash operating activities       33        39        (50 )  
Postretirement benefits contributions       (323 )      (463 )      (262 )  
Changes in other assets and liabilities         

Decrease (increase) in accounts receivable, notes receivable, and accrued revenue       104        (105 )      (91 )  
Decrease (increase) in accrued power supply revenue       15        33        (41 )  
Decrease (increase) in inventories       (14 )      133        86    
Increase (decrease) in accounts payable       30        (7 )      (50 )  
Increase (decrease) in accrued expenses       (34 )      22        (6 )  
Decrease (increase) in other current and non-current assets       (48 )      (28 )      59    
Increase (decrease) in current and non-current regulatory liabilities       49        (69 )      102    
Decrease in other current and non-current liabilities       (8 )      (12 )      (66 )  

         
  

        
  

        
  

Net cash provided by operating activities       1,169        959        848    
         

  
        

  
        

  

Cash Flows from Investing Activities         

Capital expenditures (excludes assets placed under capital lease)       (882 )      (821 )      (818 )  
Cost to retire property       (54 )      (43 )      (49 )  
Cash effect of deconsolidation of partnerships       —       (10 )      —   
Increase in EnerBank loans receivable       (100 )      (131 )      (83 )  
Other investing activities       (22 )      2        15    

         
  

        
  

        
  

Net cash used in investing activities       (1,058 )      (1,003 )      (935 )  
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The accompanying notes are an integral part of these statements.  
   

81  

     Years Ended December 31   

       2011     2010     2009   
     In Millions   

Cash Flows from Financing Activities         

Proceeds from issuance of long-term debt       375        1,400        1,218    
Proceeds from EnerBank notes, net       98        149        39    
Issuance of common stock       29        10        9    
Retirement of long-term debt       (413 )      (878 )      (1,154 )  
Payment of DOE liability       (43 )      —       —   
Payment of common stock dividends       (211 )      (154 )      (114 )  
Payment of preferred stock dividends       —       (8 )      (11 )  
Redemption of preferred stock       —       (239 )      (4 )  
Payment of capital and finance lease obligations       (24 )      (23 )      (23 )  
Increase (decrease) in notes payable       —       (40 )      40    
Other financing costs       (10 )      (15 )      (35 )  

         
  

        
  

        
  

Net cash (used in) provided by financing activities       (199 )      202        (35 )  
         

  
        

  
        

  

Net (Decrease) Increase in Cash and Cash Equivalents,         

Including Assets Held for Sale       (88 )      158        (122 )  
Decrease (Increase) in Cash and Cash Equivalents         

Included in Assets Held for Sale       2        (1 )      5    
         

  
        

  
        

  

Net (Decrease) Increase in Cash and Cash Equivalents       (86 )      157        (117 )  
Cash and Cash Equivalents, Beginning of Period       247        90        207    

         
  

        
  

        
  

Cash and Cash Equivalents, End of Period     $ 161      $ 247      $ 90    
         

  

        

  

        

  

Other cash flow activities and non-cash investing and financing activities:         

Cash transactions         

Interest paid (net of amounts capitalized)     $ 397      $ 405      $ 422    
Income taxes paid       27        14        17    

Non-cash transactions         

Capital expenditures not paid     $ 92      $ 56      $ 15    
Other assets placed under capital lease       4        16        16    
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CMS Energy Corporation  

CONSOLIDATED BALANCE SHEETS  
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     December 31   

       2011      2010   
     In Millions   

ASSETS        

Current Assets        

Cash and cash equivalents     $ 161       $ 247    
Restricted cash and cash equivalents       27         23    
Accounts receivable and accrued revenue,  

less allowances of $35 in 2011 and $25 in 2010       869         981    
Notes receivable       49         70    
Accounts receivable — related parties       10         10    
Accrued power supply revenue       —        15    
Inventories at average cost        

Gas in underground storage       929         946    
Materials and supplies       92         104    
Generating plant fuel stock       166         125    

Deferred income taxes       24         —   
Deferred property taxes       187         180    
Regulatory assets       1         19    
Assets held for sale       —        2    
Prepayments and other current assets       50         37    

         
  

         
  

Total current assets       2,565         2,759    
         

  
         

  

Plant, Property, and Equipment        

Plant, property, and equipment, gross       14,751         14,145    
Less accumulated depreciation and amortization       4,901         4,646    

         
  

         
  

Plant, property, and equipment, net       9,850         9,499    
Construction work in progress       783         570    

         
  

         
  

Total plant, property, and equipment       10,633         10,069    
         

  
         

  

Other Non-current Assets        

Regulatory assets       2,466         2,093    
Accounts and notes receivable, less allowances of $5 in 2011 and 2010       462         397    
Investments       50         49    
Assets held for sale       —        4    
Other       276         245    

         
  

         
  

Total other non-current assets       3,254         2,788    
         

  
         

  

Total Assets     $ 16,452       $ 15,616    
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     December 31   

       2011     2010   
     In Millions   

LIABILITIES AND EQUITY       

Current Liabilities       

Current portion of long-term debt, capital and finance lease obligations     $ 1,057      $ 750    
Accounts payable       575        492    
Accounts payable — related parties       9        9    
Accrued rate refunds       30        19    
Accrued interest       101        102    
Accrued taxes       282        302    
Deferred income taxes       —       180    
Regulatory liabilities       125        22    
Liabilities held for sale       —       1    
Other current liabilities       159        144    

         
  

        
  

Total current liabilities       2,338        2,021    
         

  
        

  

Non-current Liabilities       

Long-term debt       6,040        6,448    
Non-current portion of capital and finance lease obligations       167        188    
Regulatory liabilities       1,875        1,988    
Postretirement benefits       1,289        1,135    
Asset retirement obligations       254        245    
Deferred investment tax credit       46        49    
Deferred income taxes       1,035        438    
Other non-current liabilities       336        267    

         
  

        
  

Total non-current liabilities       11,042        10,758    
         

  
        

  

Commitments and Contingencies (Notes 5, 6, 7, 9, and 10)       

Equity       

Common stockholders’  equity       

Common stock, authorized 350.0 shares; outstanding 254.1 shares in 2011 and  
249.6 shares in 2010       3        2    

Other paid-in capital       4,627        4,588    
Accumulated other comprehensive loss       (49 )      (40 )  
Accumulated deficit       (1,553 )      (1,757 )  

         
  

        
  

Total common stockholders’  equity       3,028        2,793    
Noncontrolling interests       44        44    

         
  

        
  

Total equity       3,072        2,837    
         

  
        

  

Total Liabilities and Equity     $ 16,452      $ 15,616    
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     Years Ended December 31   
     Number of Shares                        
     2011      2010      2009      2011      2010      2009   
     In Millions, Except Number of Shares in Thousands    
Common Stock                    

At beginning of period              $ 2       $ 2       $ 2    
Common stock issued                1         —        —   

                  
  

         
  

         
  

At end of period                3         2         2    
                  

  
         

  
         

  

Other Paid-in Capital                    
At beginning of period       249,628         227,891         226,414         4,588         4,560         4,533    
Common stock issued       4,541         22,090         1,793         40         22         17    
Common stock reissued       269         —        —        5         —        —   
Common stock repurchased       (323 )       (148 )       (78 )       (6 )       (2 )       (1 )  
Common stock reacquired       (15 )       (205 )       (238 )       —        —        —   
Conversion option on convertible debt       —        —        —        —        —        11    
Charge for deferred issuance costs       —        —        —        —        8         —   

         
  

         
  

         
  

         
  

         
  

         
  

At end of period       254,100         249,628         227,891         4,627         4,588         4,560    
         

  
         

  
         

  
         

  
         

  
         

  

Accumulated Other Comprehensive Loss                    
Retirement benefits liability                    

At beginning of period                (39 )       (32 )       (27 )  
Net loss arising during the period               (11 )       (9 )       (6 )  
Amortization of net actuarial loss               2         1         1    
Prior service credit adjustment               —        1         —   

                  
  

         
  

         
  

At end of period                (48 )       (39 )       (32 )  
                  

  
         

  
         

  

Investments                    
At beginning of period                —        —        —   
Unrealized gain on investments               —        —        5    
Reclassification adjustments included in net income               —        —        (5 )  

                  
  

         
  

         
  

At end of period                —        —        —   
                  

  
         

  
         

  

Derivative instruments                    
At beginning and end of period                (1 )       (1 )       (1 )  

                  
  

         
  

         
  

At end of period                (49 )       (40 )       (33 )  
                  

  
         

  
         

  

Accumulated Deficit                    
At beginning of period                (1,757 )       (1,927 )       (2,031 )  
Net income attributable to CMS Energy               415         340         229    
Common stock dividends declared                (211 )       (154 )       (114 )  
Preferred stock dividends declared                —        (8 )       (11 )  
Charge for deferred issuance costs                —        (8 )       —   

                  
  

         
  

         
  

At end of period                (1,553 )       (1,757 )       (1,927 )  
                  

  
         

  
         

  

Preferred Stock                    
At beginning of period                —        239         243    
Conversion of preferred stock                —        (239 )       (4 )  

                  
  

         
  

         
  

At end of period                —        —        239    
                  

  
         

  
         

  

Noncontrolling Interests                    
At beginning of period                44         97         96    
Income attributable to noncontrolling interests               2         3         11    
Distributions and other changes in noncontrolling interests                (2 )       (56 )       (10 )  

                  
  

         
  

         
  

At end of period                44         44         97    
                  

  
         

  
         

  

Total Equity              $ 3,072       $ 2,837       $ 2,938    
                  

  

         

  

         

  

1  
1  

1  

1  
1  

1  

1  
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     Years Ended December 31   

       2011     2010     2009   
     In Millions   

Disclosure of Comprehensive Income         

Net income     $ 417      $ 343      $ 240    
Income attributable to noncontrolling interests       2        3        11    

         
  

        
  

        
  

Net income attributable to CMS Energy       415        340        229    
Retirement benefits liability         

Net loss arising during the period, net of tax benefit of $(7) in 2011, $(6) in 2010, and $(3) in 2009       (11 )      (9 )      (6 )  
Amortization of net actuarial loss, net of tax of $1 in 2011, and $ -  

in 2010 and 2009       2        1        1    
Prior service credit adjustment, net of tax of $1 in 2010       —       1        —   

Investments         

Unrealized gain on investments, net of tax $ - in 2011 and 2010,  
and $3 in 2009       —       —       5    

Reclassification adjustments included in net income, net of tax benefit of $ - in  
2011 and 2010, and $(3) in 2009       —       —       (5 )  

         
  

        
  

        
  

Total Comprehensive Income     $ 406      $ 333      $ 224    
         

  

        

  

        

  

1 
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CONSOLIDATED STATEMENTS OF INCOME  
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     Years Ended December 31   

       2011     2010     2009   
     In Millions   

Operating Revenue     $ 6,253      $ 6,156      $ 5,963    
Operating Expenses         

Fuel for electric generation       559        520        460    
Purchased and interchange power       1,267        1,224        1,151    
Purchased power — related parties       81        84        81    
Cost of gas sold       1,438        1,516        1,778    
Maintenance and other operating expenses       1,175        1,109        1,045    
Depreciation and amortization       542        572        559    
General taxes       206        205        209    
Gain on asset sales, net       —       —       (9 )  

         
  

        
  

        
  

Total operating expenses       5,268        5,230        5,274    
         

  
        

  
        

  

Operating Income       985        926        689    
Other Income (Expense)         

Interest income       7        18        17    
Interest and dividend income — related parties       2        —       —   
Allowance for equity funds used during construction       6        5        6    
Other income       19        31        47    
Other expense       (20 )      (15 )      (11 )  

         
  

        
  

        
  

Total other income       14        39        59    
         

  
        

  
        

  

Interest Charges         

Interest on long-term debt       251        246        250    
Other interest expense       18        34        46    
Allowance for borrowed funds used during construction       (4 )      (3 )      (4 )  

         
  

        
  

        
  

Total interest charges       265        277        292    
         

  
        

  
        

  

Income Before Income Taxes       734        688        456    
Income Tax Expense       267        254        163    

         
  

        
  

        
  

Net Income       467        434        293    
Preferred Stock Dividends       2        2        2    

         
  

        
  

        
  

Net Income Available to Common Stockholder     $ 465      $ 432      $ 291    
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     Years Ended December 31   

       2011     2010     2009   
     In Millions   

Cash Flows from Operating Activities         

Net income     $ 467      $ 434      $ 293    
Adjustments to reconcile net income to net cash provided by operating activities         

Depreciation and amortization       542        572        559    
Deferred income taxes and investment tax credit       161        246        67    
Postretirement benefits expense       158        208        177    
Bad debt expense       70        53        47    
Other non-cash operating activities       16        24        (9 )  
Postretirement benefits contributions       (315 )      (447 )      (254 )  
Changes in other assets and liabilities         

Decrease (increase) in accounts receivable, notes receivable, and accrued revenue       97        (92 )      (92 )  
Decrease (increase) in accrued power supply revenue       15        33        (41 )  
Decrease (increase) in inventories       (17 )      132        91    
Increase (decrease) in accounts payable       43        (16 )      (50 )  
Increase (decrease) in accrued expenses       74        (83 )      2    
Decrease (increase) in other current and non-current assets       (49 )      (21 )      60    
Increase (decrease) in current and non-current regulatory liabilities       49        (69 )      101    
Increase (decrease) in other current and non-current liabilities       12        (64 )      (29 )  

         
  

        
  

        
  

Net cash provided by operating activities       1,323        910        922    
         

  
        

  
        

  

Cash Flows from Investing Activities         

Capital expenditures (excludes assets placed under capital lease)       (876 )      (815 )      (811 )  
Cost to retire property       (56 )      (43 )      (49 )  
Other investing activities       (19 )      (1 )      10    

         
  

        
  

        
  

Net cash used in investing activities       (951 )      (859 )      (850 )  
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     Years Ended December 31   

       2011     2010     2009   
     In Millions   

Cash Flows from Financing Activities         

Proceeds from issuance of long-term debt       —       600        500    
Retirement of long-term debt       (37 )      (482 )      (387 )  
Payment of DOE liability       (43 )      —       —   
Payment of common stock dividends       (374 )      (358 )      (285 )  
Payment of preferred stock dividends       (2 )      (2 )      (2 )  
Stockholder’s contribution       125        250        100    
Payment of capital and finance lease obligations       (24 )      (23 )      (23 )  
Other financing costs       (3 )      (4 )      (5 )  

         
  

        
  

        
  

Net cash used in financing activities       (358 )      (19 )      (102 )  
         

  
        

  
        

  

Net Increase (Decrease) in Cash and Cash Equivalents       14        32        (30 )  
Cash and Cash Equivalents, Beginning of Period       71        39        69    

         
  

        
  

        
  

Cash and Cash Equivalents, End of Period     $ 85      $ 71      $ 39    
         

  

        

  

        

  

Other cash flow activities and non-cash investing and financing activities:         

Cash transactions         

Interest paid (net of amounts capitalized)     $ 253      $ 259      $ 276    
Income taxes paid       8        149        104    

Non-cash transactions         

Capital expenditures not paid     $ 92      $ 56      $ 15    
Other assets placed under capital lease       4        16        16    
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     December 31   
     2011      2010   
     In Millions   

ASSETS        

Current Assets        

Cash and cash equivalents     $ 85       $ 71    
Restricted cash and cash equivalents       26         23    
Accounts receivable and accrued revenue,  

less allowances of $33 in 2011 and $23 in 2010       860         963    
Notes receivable       23         55    
Accounts receivable – related parties       1         1    
Accrued power supply revenue       —        15    
Inventories at average cost        

Gas in underground storage       929         941    
Materials and supplies       88         100    
Generating plant fuel stock       164         124    

Deferred property taxes       187         180    
Regulatory assets       1         19    
Prepayments and other current assets       43         27    

         
  

         
  

Total current assets       2,407         2,519    
         

  
         

  

Plant, Property, and Equipment        

Plant, property, and equipment, gross       14,621         14,022    
Less accumulated depreciation and amortization       4,846         4,593    

         
  

         
  

Plant, property, and equipment, net       9,775         9,429    
Construction work in progress       782         566    

         
  

         
  

Total plant, property, and equipment       10,557         9,995    
         

  
         

  

Other Non-current Assets        

Regulatory assets       2,466         2,093    
Accounts and notes receivable       1         22    
Investments       35         34    
Other       196         176    

         
  

         
  

Total other non-current assets       2,698         2,325    
         

  
         

  

Total Assets     $ 15,662       $ 14,839    
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     December 31   
     2011     2010   
     In Millions   

LIABILITIES AND EQUITY       

Current Liabilities       

Current portion of long-term debt, capital and finance lease obligations     $ 363      $ 61    
Accounts payable       561        471    
Accounts payable — related parties       11        11    
Accrued rate refunds       30        19    
Accrued interest       73        74    
Accrued taxes       287        199    
Deferred income taxes       73        209    
Regulatory liabilities       125        22    
Other current liabilities       119        95    

         
  

        
  

Total current liabilities       1,642        1,161    
         

  
        

  

Non-current Liabilities       

Long-term debt       3,987        4,488    
Non-current portion of capital and finance lease obligations       167        188    
Regulatory liabilities       1,875        1,988    
Postretirement benefits       1,225        1,076    
Asset retirement obligations       253        244    
Deferred investment tax credit       46        49    
Deferred income taxes       1,817        1,289    
Other non-current liabilities       256        176    

         
  

        
  

Total non-current liabilities       9,626        9,498    
         

  
        

  

Commitments and Contingencies (Notes 5, 6, 7, 9, and 10)       

Equity       

Common stockholder’s equity       

Common stock, authorized 125.0 shares; outstanding 84.1 shares for both periods       841        841    
Other paid-in capital       2,957        2,832    
Accumulated other comprehensive loss       (2 )      —   
Retained earnings       554        463    

         
  

        
  

Total common stockholder’s equity       4,350        4,136    
Preferred stock       44        44    

         
  

        
  

Total equity       4,394        4,180    
         

  
        

  

Total Liabilities and Equity     $ 15,662      $ 14,839    
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     Years Ended December 31   

       2011     2010     2009   
     In Millions   

Common Stock         

At beginning and end of period     $ 841      $ 841      $ 841    
         

  
        

  
        

  

Other Paid-in Capital         

At beginning of period       2,832        2,582        2,482    
Stockholder’s contribution       125        250        100    

         
  

        
  

        
  

At end of period       2,957        2,832        2,582    
         

  
        

  
        

  

Accumulated Other Comprehensive Income (Loss)         

Retirement benefits liability         

At beginning of period       (16 )      (11 )      (7 )  
Net loss arising during the period       (4 )      (5 )      (4 )  
Amortization of net actuarial loss       1        —       —   

         
  

        
  

        
  

At end of period       (19 )      (16 )      (11 )  
         

  
        

  
        

  

Investments         

At beginning of period       16        13        6    
Unrealized gain on investments       1        3        10    
Reclassification adjustments included in net income       —       —       (3 )  

         
  

        
  

        
  

At end of period       17        16        13    
         

  
        

  
        

  

At end of period       (2 )      —       2    
         

  
        

  
        

  

Retained Earnings         

At beginning of period       463        389        383    
Net income       467        434        293    
Common stock dividends declared       (374 )      (358 )      (285 )  
Preferred stock dividends declared       (2 )      (2 )      (2 )  

         
  

        
  

        
  

At end of period       554        463        389    
         

  
        

  
        

  

Preferred Stock         

At beginning and end of period       44        44        44    
         

  
        

  
        

  

Total Equity     $ 4,394      $ 4,180      $ 3,858    
         

  

        

  

        

  

1 

1 

1 

1 

1 
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     Years Ended December 31   

       2011     2010     2009   
     In Millions   

Disclosure of Comprehensive Income         

Net income     $ 467      $ 434      $ 293    
Retirement benefits liability         

Net loss arising during the period, net of tax benefit of $(3) in 2011 and 2010 and $(2) in 2009       (4 )      (5 )      (4 )  
Amortization of net actuarial loss, net of tax of $1 in 2011 and $ - in 2010 and 2009       1        —       —   

Investments         

Unrealized gain on investments, net of tax of $ - in 2011, $2 in 2010, and $6 in 2009       1        3        10    
Reclassification adjustments included in net income, net of tax benefit of $ - in 2011 and 2010 and 

$(2) in 2009       —       —       (3 )  
         

  
        

  
        

  

Total Comprehensive Income     $ 465      $ 432      $ 296    
         

  

        

  

        

  

1 
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CMS Energy Corporation  
Consumers Energy Company  

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS  

1: SIGNIFICANT ACCOUNTING POLICIES  

Corporate Structure:   CMS Energy is an energy company operating primarily in Michigan. It is the parent holding company of several 
subsidiaries, including Consumers, an electric and gas utility, and CMS Enterprises, primarily a domestic independent power producer. 
CMS Energy and Consumers manage their businesses by the nature of services each provides. CMS Energy operates principally in three 
business segments: electric utility; gas utility; and enterprises, its non-utility investments and operations. Consumers operates principally in two 
business segments: electric utility and gas utility.  

Principles of Consolidation:   CMS Energy and Consumers prepare their consolidated financial statements in conformity with GAAP. 
CMS Energy’s consolidated financial statements comprise CMS Energy, Consumers, CMS Enterprises, and all other entities in which 
CMS Energy has a controlling financial interest or is the primary beneficiary. Consumers’ consolidated financial statements comprise 
Consumers and all other entities in which it has a controlling financial interest or is the primary beneficiary. CMS Energy uses the equity 
method of accounting for investments in companies and partnerships that are not consolidated, where they have significant influence over 
operations and financial policies but are not the primary beneficiary. CMS Energy and Consumers eliminate intercompany transactions and 
balances.  

Use of Estimates:   CMS Energy and Consumers are required to make estimates using assumptions that may affect reported amounts and 
disclosures. Actual results could differ from those estimates.  

Revenue Recognition Policy:   CMS Energy and Consumers recognize revenue from deliveries of electricity and natural gas, and from 
the transportation, processing, and storage of natural gas, when services are provided. CMS Energy and Consumers record unbilled revenue for 
the estimated amount of energy delivered to customers but not yet billed. CMS Energy and Consumers record sales tax net and exclude it from 
revenue. CMS Energy recognizes revenue on sales of marketed electricity, natural gas, and other energy products at delivery.  

Alternative-Revenue Programs:   Under electric and gas rate case orders issued by the MPSC in 2009 and 2010, Consumers was granted 
authority to implement revenue decoupling mechanisms. The electric revenue decoupling mechanism adjusts customer rates to collect or refund 
the change in marginal revenue arising from the difference between the level of average sales per customer adopted in the electric rate case 
order and actual average sales per customer. The gas revenue decoupling mechanism is similar, but does not adjust customer rates for changes 
in sales volumes resulting from weather fluctuations. Consumers accounts for these programs as alternative-revenue programs that meet the 
criteria for recognizing the effects of decoupling adjustments on revenue as electricity and gas are delivered. For details on Consumers’ 
decoupling mechanisms, see Note 6, Regulatory Matters.  

In September 2009, the MPSC approved an energy optimization incentive mechanism that provides a financial incentive if the energy 
savings of Consumers’ customers exceed annual targets established by the MPSC. Consumers accounts for this program as an alternative-
revenue program that meets the criteria for recognizing revenue related to the incentive as soon as energy savings exceed the annual targets 
established by the MPSC.  

Self-Implemented Rates:   Unless prohibited by the MPSC upon a showing of good cause, Consumers is allowed to self-implement new 
energy rates six months after a new rate case filing if the MPSC has not issued an order in the case. The MPSC then has another six months to 
issue a final order. If the MPSC does not issue a final order within that period, the filed rates are considered approved. If the MPSC issues a 
final order within that period, the rates that Consumers self-implemented may be subject to refund, with interest. Consumers recognizes 
revenue associated with self-implemented rates. If Consumers considers it probable that it will be required to refund a portion of its self-
implemented rates, then Consumers records a provision for revenue subject to refund. For details on Consumers’ self-implemented rates, see 
Note 6, Regulatory Matters.  
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CMS Energy Corporation  
Consumers Energy Company  

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)  
   

Accounts Receivable:   Accounts receivable comprise trade receivables and unbilled receivables. CMS Energy and Consumers record 
their accounts receivable at cost, which approximates fair value. CMS Energy and Consumers establish an allowance for uncollectible accounts 
based on historical losses, management’s assessment of existing economic conditions, customer trends, and other factors. CMS Energy and 
Consumers assess late payment fees on trade receivables based on contractual past-due terms established with customers. CMS Energy and 
Consumers charge off accounts deemed uncollectible to operating expense.  

Allowance for Uncollectible Notes Receivable:   The allowance for uncollectible notes receivable is a valuation allowance to reflect 
possible credit losses. The allowance is increased by the provision for credit losses and decreased by note charge-offs net of recoveries. 
Management estimates the allowance balance required using historical loan loss experience, the nature and volume of the portfolio, economic 
conditions, and other factors. Notes deemed uncollectible are charged against the allowance when the loss is confirmed, but no later than the 
point at which a note becomes 120 days past due. For further details about CMS Energy’s notes receivable, see Note 9, Financial Instruments 
and Note 11, Notes Receivable.  

Cash and Cash Equivalents:   Cash and cash equivalents include short-term, highly liquid investments with original maturities of three 
months or less.  

Contingencies:   CMS Energy and Consumers record estimated liabilities for contingencies on their consolidated financial statements 
when it is probable that a liability has been incurred and when the amount of loss can be reasonably estimated. CMS Energy and Consumers 
expense legal fees as incurred; fees incurred but not yet billed are accrued based on estimates of work performed. This policy also applies to 
any fees incurred on behalf of employees and officers under indemnification agreements; such fees are billed directly to CMS Energy or 
Consumers.  

Debt Issuance Costs, Discounts, Premiums, and Refinancing Costs:   CMS Energy and Consumers defer issuance costs, discounts, 
and premiums associated with long-term debt and amortize those amounts over the terms of the debt issues. For the non-regulated portions of 
CMS Energy’s and Consumers’ businesses, refinancing costs are expensed as incurred. For the regulated portions of CMS Energy’s and 
Consumers’ businesses, any remaining unamortized issuance costs, discounts, and premiums associated with refinanced debt are amortized 
over the term of the newly issued debt.  

Derivative Instruments:   CMS Energy and Consumers record derivative contracts that do not qualify for the normal purchases and sales 
exception at fair value on their consolidated balance sheets. Each reporting period, the resulting asset or liability is adjusted to reflect any 
change in the fair value of the contract. Since none of CMS Energy’s or Consumers’ derivatives has been designated as an accounting hedge, 
all changes in fair value are reported in earnings. For a discussion of how CMS Energy and Consumers determine the fair value of their 
derivatives, see Note 4, Fair Value Measurements. For additional details regarding derivative instruments, see Note 10, Derivative Instruments. 

Determination of Pension and OPEB MRV of Plan Assets:   CMS Energy and Consumers determine the MRV for pension plan assets 
as the fair value of plan assets on the measurement date, adjusted by the gains or losses that will not be admitted into the MRV until future 
years. CMS Energy and Consumers reflect each year’s gain or loss in the MRV in equal amounts over a five-year period beginning on the date 
the original amount was determined. CMS Energy and Consumers determine the MRV for OPEB plan assets as the fair value of assets on the 
measurement date. CMS Energy and Consumers use the MRV in the calculation of net pension and OPEB costs. For further details, see Note 
12, Retirement Benefits.  

Earnings Per Share:   CMS Energy calculates basic and diluted EPS using the weighted-average number of shares of common stock and 
dilutive potential common stock outstanding during the period. Potential common stock, for purposes of determining diluted EPS, includes the 
effects of dilutive stock options, warrants, and convertible securities. CMS Energy computes the effect on potential common stock using the 
treasury stock  
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method or the if-converted method, as applicable. Diluted EPS excludes the impact of antidilutive securities, which are those securities 
resulting in an increase in EPS or a decrease in loss per share. For EPS computations, see Note 8, Earnings Per Share – CMS Energy.  

Financial Instruments:   CMS Energy and Consumers record debt and equity securities classified as available for sale at fair value as 
determined from quoted market prices or other observable, market-based inputs. Unrealized gains and losses on these securities are determined 
on a specific-identification basis. CMS Energy and Consumers report unrealized gains and losses from changes in fair value of the equity 
securities, net of tax, in equity as part of AOCI, except that unrealized losses determined to be other than temporary are reported in earnings. 
CMS Energy and Consumers report unrealized gains resulting from changes in fair value of the debt securities, net of tax, in equity as part of 
AOCI. Unrealized losses on the debt securities, if significant, are considered other than temporary and reported in earnings since these 
securities are managed by an independent investment manager that can sell the securities at its own discretion. For additional details regarding 
financial instruments, see Note 9, Financial Instruments.  

Impairment of Long-Lived Assets and Equity Method Investments:   CMS Energy and Consumers perform tests of impairment if 
certain triggering events occur, or if there has been a decline in value that may be other than temporary.  

CMS Energy and Consumers evaluate long-lived assets held in use for impairment by calculating the undiscounted future cash flows 
expected to result from the use of the asset and its eventual disposition. If the undiscounted future cash flows are less than the carrying amount, 
CMS Energy and Consumers recognize an impairment loss equal to the amount by which the carrying amount exceeds the fair value. 
CMS Energy and Consumers estimate the fair value of the asset using quoted market prices, market prices of similar assets, or discounted 
future cash flow analyses.  

CMS Energy also assesses equity method investments for impairment whenever there has been a decline in value that is other than 
temporary. This assessment requires CMS Energy to determine the fair value of the equity method investment. CMS Energy determines fair 
value using valuation methodologies, including discounted cash flows, and assesses the ability of the investee to sustain an earnings capacity 
that justifies the carrying amount of the investment. CMS Energy records an impairment if the fair value is less than the carrying amount and 
the decline in value is considered to be other than temporary.  

For additional details, see Note 20, Asset Sales, Discontinued Operations, and Impairment Charges.  

Inventory:   CMS Energy and Consumers use the weighted-average cost method for valuing working gas, recoverable base gas in 
underground storage facilities, and materials and supplies inventory. CMS Energy and Consumers also use this method for valuing coal 
inventory, and they classify these amounts as generating plant fuel stock on their consolidated balance sheets.  

CMS Energy and Consumers classify RECs and emission allowances as materials and supplies inventory and use the weighted average 
method to remove amounts from inventory. RECs and emission allowances are used to satisfy compliance obligations related to the generation 
of power.  

CMS Energy and Consumers use the lower-of-cost-or-market method to evaluate inventory for impairment.  

MISO Transactions:   MISO requires the submission of hourly day-ahead and real-time bids and offers for energy at locations across the 
MISO region. Consumers and CMS ERM account for MISO transactions on a net hourly basis in each of the real-time and day-ahead markets, 
and they net transactions across all MISO energy market locations. CMS Energy and Consumers record net purchases in a single hour in 
purchased and interchange power and net sales in a single hour in operating revenue on the consolidated statements of income. They record net 
sale billing adjustments upon invoice receipt, record expense accruals for future net purchases adjustments based on historical experience, and 
reconcile accruals to actual expenses upon invoice receipt.  
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Property Taxes:   Property taxes are based on the taxable value of Consumers’ real and personal property assessed by local taxing 
authorities. Consumers records property tax expense over the fiscal year of the taxing authority for which the taxes are levied based on 
Consumers’ budgeted customer sales. The deferred property tax balance represents the amount of Consumers’ accrued property tax that will be 
recognized over future governmental fiscal periods.  

Reclassifications:   CMS Energy and Consumers have reclassified certain prior-period amounts on their consolidated financial 
statements to conform to the presentation for the current period. These reclassifications did not affect consolidated net income or cash flows for 
the periods presented.  

Restricted Cash and Cash Equivalents:   CMS Energy and Consumers have restricted cash and cash equivalents dedicated for 
repayment of Securitization bonds and for payment under performance guarantees. CMS Energy and Consumers classify these amounts as a 
current asset if they relate to payments that could or will occur within one year.  

2: NEW ACCOUNTING STANDARDS  

N EW A CCOUNTING S TANDARDS N OT Y ET E FFECTIVE  

ASU 2011-05, Presentation of Comprehensive Income:   This standard, effective January 1, 2012 for CMS Energy and Consumers, 
eliminates the option of reporting other comprehensive income and its components on the statement of changes in equity. Presently, both 
CMS Energy and Consumers use this option for their consolidated financial statements. Under the standard, entities will be required to present 
either a single continuous statement of comprehensive income, containing both net income and components of other comprehensive income, or 
two separate consecutive statements. This standard will affect only the presentation of comprehensive income on CMS Energy’s and 
Consumers’ consolidated financial statements.  

ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs:   This 
standard, effective January 1, 2012 for CMS Energy and Consumers, is the result of a joint project of the Financial Accounting Standards 
Board and the International Accounting Standards Board. The primary objective of the standard is to ensure that fair value has the same 
meaning under GAAP and International Financial Reporting Standards and to establish common fair value measurement guidance in the two 
sets of standards. The standard does not change the overall fair value model in GAAP, but it amends various fair value principles and 
establishes additional disclosure requirements. This standard will not impact CMS Energy’s or Consumers’ consolidated income, cash flows, or 
financial position, but will require additional disclosures.  
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3: OTHER INCOME AND OTHER EXPENSE  

Presented in the following tables are the components of other income and other expense at CMS Energy and Consumers:  
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Years Ended December 31    2011      2010      2009   
     In Millions   

Other income:           

CMS E NERGY , INCLUDING C ONSUMERS           

Gain on early retirement of long-term debt     $ —      $ —      $ 28    
Regulatory return on capital expenditures       —        17         26    
Gain on SERP investment       —        —        8    
Return on stranded and security costs       3         4         5    
All other       13         11         13    

         
  

         
  

         
  

Total other income     $ 16       $ 32       $ 80    
         

  

         

  

         

  

C ONSUMERS           

Regulatory return on capital expenditures     $ —      $ 17       $ 26    
Gain on SERP investment       —        —        5    
Gain on CMS Energy common stock       4         —        —   
Return on stranded and security costs       3         4         5    
All other       12         10         11    

         
  

         
  

         
  

Total other income     $ 19       $ 31       $ 47    
         

  

         

  

         

  

Years Ended December 31    2011     2010     2009   
     In Millions   

Other expense:         

CMS E NERGY , INCLUDING C ONSUMERS         

Loss on reacquired and extinguished debt     $ (1 )    $ (8 )    $ (18 )  
Donations       (11 )      (6 )      —   
Civic and political expenditures       (3 )      (3 )      (3 )  
All other       (7 )      (7 )      (9 )  

         
  

        
  

        
  

Total other expense     $ (22 )    $ (24 )    $ (30 )  
         

  

        

  

        

  

C ONSUMERS         

Donations     $ (11 )    $ (6 )    $ —   
Civic and political expenditures       (3 )      (3 )      (3 )  
All other       (6 )      (6 )      (8 )  

         
  

        
  

        
  

Total other expense     $ (20 )    $ (15 )    $ (11 )  
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4: FAIR VALUE MEASUREMENTS  

Accounting standards define fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants. When measuring fair value, CMS Energy and Consumers are required to incorporate all assumptions 
that market participants would use in pricing an asset or liability, including assumptions about risk. A fair value hierarchy prioritizes inputs 
used to measure fair value according to their observability in the market. The three levels of the fair value hierarchy are as follows:  
   

   

   

To the extent possible, CMS Energy and Consumers use quoted market prices or other observable market pricing data in valuing assets 
and liabilities measured at fair value. If this information is unavailable, they use market-corroborated data or reasonable estimates about market 
participant assumptions. CMS Energy and Consumers classify fair value measurements within the fair value hierarchy based on the lowest 
level of input that is significant to the fair value measurement in its entirety.  
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  •   Level 1 inputs are unadjusted quoted prices in active markets for identical assets or liabilities.  

  
•   Level 2 inputs are observable, market-based inputs, other than Level 1 prices. Level 2 inputs may include quoted prices for similar 

assets or liabilities in active markets, quoted prices in inactive markets, interest rates and yield curves observable at commonly quoted 
intervals, credit risks, default rates, and inputs derived from or corroborated by observable market data.  

  
•   Level 3 inputs are unobservable inputs that reflect CMS Energy’s or Consumers’ own assumptions about how market participants 

would value their assets and liabilities.  
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A SSETS AND L IABILITIES M EASURED AT F AIR V ALUE ON A R ECURRING B ASIS  

Presented in the following tables are CMS Energy’s and Consumers’ assets and liabilities, by level within the fair value hierarchy, 
reported at fair value on a recurring basis:  
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December 31, 2011    Total      Level 1      Level 2      Level 3   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS              

Assets              

Cash equivalents     $ 109       $ 109       $ —      $ —   
Restricted cash equivalents       15         15         —        —   
Nonqualified deferred compensation plan assets       4         4         —        —   
SERP:              

Cash equivalents       1         1         —        —   
Mutual funds       113         113         —        —   

Derivative instruments:              

Commodity contracts       3         1         —        2    
         

  
         

  
         

  
         

  

Total     $ 245       $ 243       $ —      $ 2    
         

  

         

  

         

  

         

  

Liabilities:              

Nonqualified deferred compensation plan liabilities     $ 4       $ 4       $ —      $ —   
Derivative instruments:              

Commodity contracts       7         —        3         4    
         

  
         

  
         

  
         

  

Total     $ 11       $ 4       $ 3       $ 4    
         

  

         

  

         

  

         

  

C ONSUMERS              

Assets:              

Cash equivalents     $ 56       $ 56       $ —      $ —   
Restricted cash equivalents       14         14         —        —   
CMS Energy common stock       35         35         —        —   
Nonqualified deferred compensation plan assets       3         3         —        —   
SERP:              

Cash equivalents       1         1         —        —   
Mutual funds       74         74         —        —   

Derivative instruments:              

Commodity contracts       2         —        —        2    
         

  
         

  
         

  
         

  

Total     $ 185       $ 183       $ —      $ 2    
         

  

         

  

         

  

         

  

Liabilities:              

Nonqualified deferred compensation plan liabilities     $ 3       $ 3       $ —      $ —   
         

  
         

  
         

  
         

  

Total     $ 3       $ 3       $ —      $ —   
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Cash Equivalents: Cash equivalents and restricted cash equivalents consist of money market funds with daily liquidity.  

Nonqualified Deferred Compensation Plan Assets: The nonqualified deferred compensation plan assets consist of various mutual funds 
that are valued using a market approach. CMS Energy and Consumers value  
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December 31, 2010    Total      Level 1      Level 2      Level 3   
            In Millions          

CMS E NERGY , INCLUDING C ONSUMERS          

Assets:              

Cash equivalents     $ 183       $ 183       $ —      $ —   
Restricted cash equivalents       6         6         —        —   
Nonqualified deferred compensation plan assets       6         6         —        —   
SERP:              

Cash equivalents       1         1         —        —   
Mutual fund       62         62         —        —   
State and municipal bonds       28         —        28         —   

Derivative instruments:              

Commodity contracts       1         —        —        1    
         

  
         

  
         

  
         

  

Total     $ 287       $ 258       $ 28       $ 1    
         

  

         

  

         

  

         

  

Liabilities:              

Nonqualified deferred compensation plan liabilities     $ 6       $ 6       $ —      $ —   
Derivative instruments:              

Commodity contracts       4         —        —        4    
         

  
         

  
         

  
         

  

Total     $ 10       $ 6       $ —      $ 4    
         

  

         

  

         

  

         

  

C ONSUMERS             

Assets:              

Cash equivalents     $ 19       $ 19       $ —      $ —   
Restricted cash equivalents       6         6         —        —   
CMS Energy common stock       34         34         —        —   
Nonqualified deferred compensation plan assets       4         4         —        —   
SERP:              

Cash equivalents       1         1         —        —   
Mutual fund       39         39         —        —   
State and municipal bonds       17         —        17         —   

Derivative instruments:              

Commodity contracts       1         —        —        1    
         

  
         

  
         

  
         

  

Total     $ 121       $ 103       $ 17       $ 1    
         

  

         

  

         

  

         

  

Liabilities:              

Nonqualified deferred compensation plan liabilities     $ 4       $ 4       $ —      $ —   
         

  
         

  
         

  
         

  

Total     $ 4       $ 4       $ —      $ —   
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these assets using the daily quoted net asset values that are the basis for transactions to buy or sell shares in each fund. CMS Energy and 
Consumers report these assets in other non-current assets on their consolidated balance sheets.  

SERP Assets: CMS Energy and Consumers value their SERP assets using a market approach, incorporating prices and other relevant 
information from market transactions. The SERP cash equivalents consist of a money market fund with daily liquidity. The SERP invests in 
mutual funds that hold primarily fixed-income instruments of varying maturities. In order to meet their investment objectives, the funds hold 
investment-grade debt securities, and may invest a portion of their assets in high-yield securities, foreign debt, and derivative instruments. 
CMS Energy and Consumers value these funds using the daily quoted net asset values that are the basis for transactions to buy or sell shares in 
each fund.  

At December 31, 2010, the SERP held state and municipal bonds, which were valued using a matrix pricing model incorporating Level 2 
market-based information. The fair value of the bonds was derived from various observable inputs, including benchmark yields, reported 
trades, broker/dealer quotes, bond ratings, and general information on market movements normally considered by market participants when 
pricing such debt securities.  

CMS Energy and Consumers report their SERP assets in other non-current assets on their consolidated balance sheets. For additional 
details about SERP securities, see Note 9, Financial Instruments.  

Nonqualified Deferred Compensation Plan Liabilities: CMS Energy and Consumers value their non-qualified deferred compensation 
plan liabilities based on the fair values of the plan assets, as they reflect what is owed to the plan participants in accordance with their 
investment elections. CMS Energy and Consumers report these liabilities in other non-current liabilities on their consolidated balance sheets.  

Derivative Instruments: CMS Energy and Consumers value their derivative instruments using either a market approach that incorporates 
information from market transactions, or an income approach that discounts future expected cash flows to a present value amount. 
CMS Energy has exchange-traded derivative contracts that are valued based on Level 1 quoted prices, as well as derivatives valued using 
Level 2 inputs, including commodity market prices, interest rates, credit ratings, default rates, and market-based seasonality factors. 
CMS Energy and Consumers have classified certain derivatives as Level 3 since the fair value measurements incorporate pricing assumptions 
that cannot be observed or confirmed through market transactions. At December 31, 2011, the most significant derivatives classified as Level 3 
were a power option sold by CMS ERM and FTRs held by Consumers. At December 31, 2010, the most significant derivative classified as 
Level 3 was an electricity sales agreement held by CMS ERM. In valuing their derivative instruments not classified as Level 1, CMS Energy 
and Consumers may incorporate adjustments for credit risk, or the risk of nonperformance, as deemed appropriate. For additional details about 
derivative contracts, see Note 10, Derivative Instruments.  
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Assets and Liabilities Measured at Fair Value on a Recurring Basis using Significant Level 3 Inputs  

Presented in the following table are reconciliations of changes in the fair values of Level 3 assets and liabilities at CMS Energy and 
Consumers:  
   

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis  

CMS Energy and Consumers had no nonrecurring fair value measurements during the year ended December 31, 2011.  

Presented in the following table are CMS Energy’s assets, by level within the fair value hierarchy, reported at fair value on a nonrecurring basis 
during the year ended December 31, 2010:  
   

In 2010, CMS Energy wrote down assets held for sale from their carrying amount of $11 million to their fair value of $5 million, 
resulting in a loss of $6 million, which was recorded in earnings as part of discontinued operations. The fair value was determined based on the 
price that CMS Energy received for the sale of these assets, which closed in January 2011. CMS Energy had no other nonrecurring fair value 
measurements and Consumers had no nonrecurring fair value measurements during the years ended December 31, 2010 and 2009.  
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Years Ended December 31    2011     2010     2009   
           In Millions         

CMS E NERGY , INCLUDING C ONSUMERS        

Balance at beginning of period     $ (3 )    $ (8 )    $ (16 )  
Total gains included in earnings       2        5        7    
Total gains offset through regulatory accounting       2        3        9    
Purchases       1        1        1    
Sales       (4 )      (1 )      —   
Settlements       —       (3 )      (9 )  

         
  

        
  

        
  

Balance at end of period     $ (2 )    $ (3 )    $ (8 )  
         

  

        

  

        

  

Unrealized gains included in earnings relating to assets and liabilities still held at end of period     $ 2      $ 4      $ 6    
         

  

        

  

        

  

C ONSUMERS        

Balance at beginning of period     $ 1      $ —     $ —   
Total gains offset through regulatory accounting       2        3        9    
Purchases       1        1        1    
Settlements       (2 )      (3 )      (10 )  

         
  

        
  

        
  

Balance at end of period     $ 2      $ 1      $ —   
         

  

        

  

        

  

  
  CMS Energy records realized and unrealized gains and losses for Level 3 recurring fair values in earnings as a component of operating 

revenue or maintenance and other operating expenses on its consolidated statements of income.  

      
     Level 1      Level 2      Level 3      Losses   
            In Millions          

CMS E NERGY , INCLUDING C ONSUMERS             

Assets held for sale     $ —      $ 5       $ —      $ (6 )  

1 

1 

1 
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5: CONTINGENCIES AND COMMITMENTS  

CMS Energy and Consumers are involved in various matters that give rise to contingent liabilities. Depending on the specific issues, the 
resolution of these contingencies could have a material effect on CMS Energy’s and Consumers’ liquidity, financial condition, and results of 
operations. In their disclosures of these matters, CMS Energy and Consumers provide an estimate of the possible loss or range of loss when 
such an estimate can be made. Disclosures that state that CMS Energy or Consumers cannot predict the outcome of a matter indicate that they 
are unable to estimate a possible loss or range of loss for the matter.  

CMS E NERGY C ONTINGENCIES  

Gas Index Price Reporting Investigation: In 2002, CMS Energy notified appropriate regulatory and governmental agencies that some 
employees at CMS MST and CMS Field Services appeared to have provided inaccurate information regarding natural gas trades to various 
energy industry publications which compile and report index prices. Although CMS Energy has not received any formal notification that the 
DOJ has completed its investigation, the DOJ’s last request for information occurred in 2003, and CMS Energy completed its response to this 
request in 2004. CMS Energy is unable to predict the outcome of the DOJ investigation and what effect, if any, the investigation will have on 
CMS Energy.  

Gas Index Price Reporting Litigation: CMS Energy, along with CMS MST, CMS Field Services, Cantera Natural Gas, Inc., and 
Cantera Gas Company, are named as defendants in various lawsuits arising as a result of alleged inaccurate natural gas price reporting to 
publications that report trade information. Allegations include manipulation of NYMEX natural gas futures and options prices, price-fixing 
conspiracies, restraint of trade, and artificial inflation of natural gas retail prices in Colorado, Kansas, Missouri, and Wisconsin. The following 
provides more detail on these proceedings:  
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• In 2005, CMS Energy, CMS MST, and CMS Field Services were named as defendants in a putative class action filed in Kansas 
state court, Learjet, Inc., et al. v. Oneok, Inc., et al. The complaint alleges that during the putative class period, January 1, 2000 
through October 31, 2002, the defendants engaged in a scheme to violate the Kansas Restraint of Trade Act. The plaintiffs are 
seeking statutory full consideration damages consisting of the full consideration paid by plaintiffs for natural gas allegedly 
purchased from defendants. 

  
• In 2007, a class action complaint, Heartland Regional Medical Center, et al. v. Oneok, Inc. et al., was filed in Missouri state court 

alleging violations of Missouri antitrust laws. Defendants, including CMS Energy, CMS Field Services, and CMS MST, are alleged 
to have violated the Missouri antitrust law in connection with their natural gas reporting activities. 

  

• Breckenridge Brewery of Colorado, LLC and BBD Acquisition Co. v. Oneok, Inc., et al., a class action complaint brought on behalf 
of retail direct purchasers of natural gas in Colorado, was filed in Colorado state court in 2006. Defendants, including CMS Energy, 
CMS Field Services, and CMS MST, are alleged to have violated the Colorado Antitrust Act of 1992 in connection with their 
natural gas reporting activities. Plaintiffs are seeking full refund damages. 

  

• A class action complaint, Arandell Corp., et al. v. XCEL Energy Inc., et al., was filed in 2006 in Wisconsin state court on behalf of 
Wisconsin commercial entities that purchased natural gas between January 1, 2000 and October 31, 2002. The defendants, 
including CMS Energy, CMS ERM, and Cantera Gas Company, are alleged to have violated Wisconsin’s antitrust statute. The 
plaintiffs are seeking full consideration damages, plus exemplary damages and attorneys’ fees. After dismissal on jurisdictional 
grounds in 2009, plaintiffs filed a new complaint in the U.S. District Court for the Eastern District of Michigan. In 2010, the MDL 
judge issued an opinion and order granting the  
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After removal to federal court, all of the cases described above were transferred to the MDL. CMS Energy was dismissed from the 
Learjet, Heartland, and J.P. Morgan cases in 2009, but other CMS Energy defendants remained parties. All CMS Energy defendants were 
dismissed from the Breckenridge case in 2009. In 2010, CMS Energy and Cantera Gas Company were dismissed from the Newpage case and 
the Arandell (Wisconsin) case was reinstated against CMS ERM. In July 2011, all claims against remaining CMS Energy defendants in the 
MDL cases were dismissed based on FERC preemption. Plaintiffs have filed appeals in all of the cases. The issues on appeal are whether the 
district court erred in dismissing the cases based on FERC preemption and denying the plaintiffs’ motions for leave to amend their complaints 
to add a federal Sherman Act antitrust claim. The plaintiffs did not appeal the dismissal of CMS Energy as a defendant in these cases, but other 
CMS Energy entities remain as defendants.  

These cases involve complex facts, a large number of similarly situated defendants with different factual positions, and multiple 
jurisdictions. Presently, any estimate of liability would be highly speculative; the amount of CMS Energy’s possible loss would be based on 
widely varying models previously untested in this context. If the outcome after appeals is unfavorable, these cases could have a material 
adverse impact on CMS Energy’s liquidity, financial condition, and results of operations.  

Bay Harbor: As part of the development of Bay Harbor by certain subsidiaries of CMS Energy, and under an agreement with the 
MDEQ, third parties constructed a golf course and park over several abandoned CKD piles left over from the former cement plant operations 
on the Bay Harbor site. The third parties also undertook a series of response activities, including constructing a leachate collection system in 
one area where CKD-impacted groundwater was entering Little Traverse Bay. Leachate is produced when water enters into the CKD piles. In 
2002, CMS Energy sold its interest in Bay Harbor, but retained its obligations under environmental indemnities entered into at the start of the 
project.  

In 2005, the EPA, along with CMS Land and CMS Capital, voluntarily executed an Administrative Order on Consent under Superfund, 
and the EPA approved a Removal Action Work Plan to address contamination issues. Collection systems required under the plan have been 
installed and effectiveness monitoring of the systems at the shoreline is ongoing. CMS Land, CMS Capital, and the EPA agreed upon 
augmentation measures to address areas where pH measurements were not satisfactory. Several augmentation measures were implemented and 
completed in 2009, with the remaining measure completed in 2010.  

In May 2011, CMS Energy received approval from the EPA on a revised scope of remedies that CMS Energy had submitted in 
December 2010. CMS Energy reached a tentative agreement with the MDEQ in December 2011 that identifies the final remedies at the site. 
The parties are awaiting EPA review prior to finalizing the agreement. In December 2010, the MDEQ issued an NPDES permit that authorizes 
CMS Land to discharge treated leachate into Little Traverse Bay. This permit requires renewal every five years. Discharge of treated leachate 
under the permit has commenced. Additionally, CMS Land has committed to investigate the potential for a deep injection well on the Bay 
Harbor site as an alternative long-term solution to the leachate  
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CMS Energy defendants’ motion to dismiss the Michigan complaint on statute-of-limitations grounds and all CMS Energy 
defendants have been dismissed from the Arandell (Michigan) action. 

  
• Another class action complaint, Newpage Wisconsin System v. CMS ERM, et al., was filed in 2009 in circuit court in Wood 

County, Wisconsin, against CMS Energy, CMS ERM, Cantera Gas Company, and others. The plaintiff is seeking full consideration 
damages, treble damages, costs, interest, and attorneys’  fees. 

  
• In 2005, J.P. Morgan Trust Company, in its capacity as Trustee of the FLI Liquidating Trust, filed an action in Kansas state court 

against CMS Energy, CMS MST, CMS Field Services, and others. The complaint alleges various claims under the Kansas Restraint 
of Trade Act. The plaintiff is seeking statutory full consideration damages for its purchases of natural gas in 2000 and 2001. 
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disposal issue. In 2008, the MDEQ and the EPA granted permits for CMS Land or its wholly owned subsidiary, Beeland Group LLC, to 
construct and operate an off-site deep injection well in Antrim County, Michigan, to dispose of leachate from Bay Harbor. Certain 
environmental groups, a local township, and a local county filed lawsuits appealing the permits and seeking an injunction. A temporary 
restraining order was issued by the trial court. The legal proceeding was stayed in 2009 and can be renewed by either party at any time.  

Various claims have been brought against CMS Land or its affiliates, including CMS Energy, alleging environmental damage to property, 
loss of property value, insufficient disclosure of environmental matters, breach of agreement relating to access, or other matters. In 
October 2010, CMS Land and other parties received a demand for payment from the EPA in the amount of $7 million, plus interest, whereby 
the EPA is seeking recovery, as allowed under Superfund, of the EPA’s response costs incurred at the Bay Harbor site. CMS Land 
communicated to the EPA in November 2010 that it does not believe that this is a valid claim.  

CMS Land and CMS Capital, the MDEQ, the EPA, and other parties continue to negotiate the long-term remedy for the Bay Harbor site, 
including:  
   

   

   

   

CMS Energy has recorded a cumulative charge related to Bay Harbor of $224 million, which includes accretion expense. At 
December 31, 2011, CMS Energy had a recorded liability of $77 million for its remaining obligations. CMS Energy calculated this liability 
based on discounted projected costs, using a discount rate of 4.34 percent and an inflation rate of one percent on annual operating and 
maintenance costs. CMS Energy based the discount rate on the interest rate for 30-year U.S. Treasury securities at December 31, 2010. The 
undiscounted amount of the remaining obligation is $100 million. CMS Energy expects to pay $21 million during 2012, $8 million in 2013, 
$4 million in 2014, $4 million in 2015, $5 million in 2016, and the remaining amount thereafter on long-term liquid disposal and operating and 
maintenance costs.  

CMS Energy’s estimate of response activity costs and the timing of expenditures could change if there are additional major changes in 
circumstances or assumptions, including but not limited to:  
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  • the disposal of leachate; 

  • the location and design of collection lines and upstream water diversion systems; 

  • application of criteria for various substances such as mercury; and 

  
• other matters that are likely to affect the scope of response activities that CMS Land and CMS Capital may be obligated to 

undertake. 

  • inability to complete the present long-term water disposal strategy at a reasonable cost; 

  • delays in implementing the present long-term water disposal strategy; 

  
• requirements to alter the present long-term water disposal strategy upon expiration of the NPDES permit if the MDEQ or EPA 

identify a more suitable alternative; 

  • an increase in the number of contamination areas; 

  • different remediation techniques; 

  • the nature and extent of contamination; 

  • inability to reach agreement with the MDEQ or the EPA over additional response activities; 

  • delays in the receipt of requested permits; 

  • delays following the receipt of any requested permits due to legal appeals of third parties; 

  • additional or new legal or regulatory requirements; or 

  • new or different landowner claims. 
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Depending on the size of any indemnity obligation or liability under environmental laws, an adverse outcome of this matter could have a 
material adverse effect on CMS Energy’s liquidity and financial condition and could negatively affect CMS Energy’s financial results. 
Although a liability for its present estimate of remaining response activity costs has been recorded, CMS Energy cannot predict the ultimate 
financial impact or outcome of this matter.  

Equatorial Guinea Tax Claim: In January 2002, CMS Energy sold its oil, gas, and methanol investments in Equatorial Guinea. The 
government of Equatorial Guinea claims that CMS Energy owes $142 million in taxes, plus interest, in connection with the sale. CMS Energy 
has concluded that the government’s tax claim is without merit. The government of Equatorial Guinea indicated through a request for 
arbitration in October 2011 that it still intends to pursue its claim. CMS Energy is vigorously contesting the claim, and cannot predict the 
financial impact or outcome of this matter.  

C ONSUMERS ’ E LECTRIC U TILITY C ONTINGENCIES  

Electric Environmental Matters: Consumers’ operations are subject to environmental laws and regulations. Historically, Consumers 
has generally been able to recover, in customer rates, the costs to operate its facilities in compliance with these laws and regulations.  

Cleanup and Solid Waste: Consumers expects to incur remediation and other response activity costs at a number of sites under NREPA. 
Consumers believes that these costs should be recoverable in rates, but cannot guarantee that outcome. Consumers estimates that its liability for 
NREPA sites will be between $1 and $4 million. At December 31, 2011, Consumers had a recorded liability of $1 million, the minimum 
amount in the range of its estimated probable NREPA liability.  

Consumers is a potentially responsible party at a number of contaminated sites administered under the Superfund. Superfund liability is 
joint and several. In addition to Consumers, many other creditworthy parties with substantial assets are potentially responsible with respect to 
the individual sites. In November 2010, Consumers received official notification from the EPA that identified Consumers as a potentially 
responsible party at the Kalamazoo River Superfund site. The notification claimed that the EPA has reason to believe Consumers disposed of 
PCBs and arranged for the disposal and treatment of PCB-containing materials at portions of the site. Consumers responded to the EPA in 
December 2010, stating that it has no information showing that it disposed of PCBs or arranged for disposal or treatment of PCB-containing 
material at portions of the site and requesting further information from the EPA before Consumers would commit to perform or finance cleanup 
activities at the site. In April 2011, Consumers received a follow-up letter from the EPA requesting that Consumers, as a potentially responsible 
party at the Kalamazoo River Superfund site, agree to participate in a removal action plan along with several other companies for an area of 
lower Portage Creek. The letter also indicated that under Sections 106 and 107 of Superfund, Consumers may be liable for reimbursement of 
the EPA’s costs and potential penalties for noncompliance with any unilateral order that the EPA may issue requiring performance under the 
removal action plan. All parties, including Consumers, that were asked to participate in the removal action plan declined to accept liability. In 
August 2011, the EPA announced that it would proceed with the removal action plan and would continue to pursue potentially responsible 
parties to perform or pay for some or all of the work. The EPA has provided limited information regarding Consumers’ potential responsibility 
for contamination at the site and has not yet given an indication of the share of any cleanup costs for which Consumers could be held 
responsible. Consumers continues to investigate the EPA’s claim that it disposed of PCBs or arranged for disposal or treatment of PCB-
containing material at portions of the site. Until further information is received from the EPA, Consumers is unable to estimate a range of 
potential liability for cleanup of the river.  

Based on its experience, Consumers estimates that its share of the total liability for other known Superfund sites will be between 
$2 million and $8 million. Various factors, including the number of potentially responsible  
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parties involved with each site, affect Consumers’ share of the total liability. At December 31, 2011, Consumers had a recorded liability of 
$2 million for its share of the total liability at these sites, the minimum amount in the range of its estimated probable Superfund liability.  

The timing of payments related to Consumers’ remediation and other response activities at its Superfund and NREPA sites is uncertain. 
Consumers periodically reviews these cost estimates. Any significant change in the underlying assumptions, such as an increase in the number 
of sites, different remediation techniques, the nature and extent of contamination, and legal and regulatory requirements, could affect its 
estimates of NREPA and Superfund liability.  

Ludington PCB: In 1998, during routine maintenance activities, Consumers identified PCB as a component in certain paint, grout, and 
sealant materials at Ludington. Consumers removed and replaced part of the PCB material with non-PCB material. Since proposing a plan to 
take action with respect to the remaining materials, Consumers has had several communications with the EPA. Consumers is not able to predict 
when the EPA will issue a final ruling and cannot predict the financial impact or outcome of this matter.  

Electric Utility Plant Air Permit Issues and Notices of Violation: In 2007, Consumers received an NOV/FOV from the EPA alleging that 
fourteen utility boilers exceeded the visible emission limits in their associated air permits. Consumers has responded formally to the NOV/FOV 
denying the allegations. In addition, in 2008, Consumers received an NOV for three of its coal-fueled facilities alleging, among other things, 
violations of NSR PSD regulations relating to ten projects from 1986 to 1998 allegedly subject to review under the NSR. The EPA has alleged 
that some utilities have classified incorrectly major plant modifications as RMRR rather than seeking permits from the EPA or state regulatory 
agencies to modify their plants. Consumers responded to the information requests from the EPA on this subject in the past. Consumers believes 
that it has properly interpreted the requirements of RMRR.  

Consumers is engaged in discussions with the EPA on all of these matters. Depending upon the outcome of these discussions, the EPA 
could bring legal action against Consumers and/or Consumers could be required to install additional pollution control equipment at some or all 
of its coal-fueled electric generating plants, surrender emission allowances, engage in Supplemental Environmental Projects, and/or pay fines. 
Additionally, Consumers would need to assess the viability of continuing operations at certain plants. The potential costs relating to these 
matters could be material and the extent of cost recovery cannot be reasonably estimated. Although Consumers cannot predict the financial 
impact or outcome of these matters, Consumers expects that it would be able to recover some or all of the costs in rates, consistent with the 
recovery of other reasonable costs of complying with environmental laws and regulations.  

Nuclear Matters: The matters discussed in this section relate to Consumers’ previously owned nuclear generating plants.  

In 1997, a U.S. Court of Appeals decision confirmed that the DOE was to begin accepting deliveries of spent nuclear fuel for disposal by 
January 1998. Subsequent U.S. Court of Appeals litigation, in which Consumers and other utilities participated, had not been successful in 
producing more specific relief for the DOE’s failure to accept the spent nuclear fuel. A number of court decisions have supported the right of 
utilities to pursue damage claims in the U.S. Court of Claims against the DOE for failure to take delivery of spent nuclear fuel. Consumers filed 
a complaint in 2002.  

In July 2011, Consumers entered into an agreement with the DOE to settle its claims for $120 million. In September 2011, Consumers 
filed an application with the MPSC regarding the regulatory treatment of the settlement amount. For further information, see Note 6, 
Regulatory Matters.  

As part of the agreement with the DOE, Consumers settled its liability to the DOE to fund the disposal of spent nuclear fuel used at 
Palisades and Big Rock before 1983. This liability, which totaled $163 million,  
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comprised $44 million collected from customers for spent nuclear fuel disposal fees and $119 million of interest accrued on those fees, and was 
to be paid no later than when the DOE began accepting delivery of spent nuclear fuel. CMS Energy and Consumers classified the liability as 
long-term debt on their consolidated balance sheets.  

Following the settlement, Consumers terminated its letter of credit to Entergy, which Consumers had provided as security for its retained 
obligation to the DOE in connection with its sale of Palisades and the Big Rock ISFSI to Entergy in 2007.  

In its November 2010 electric rate case order, the MPSC had directed Consumers to establish an independent trust fund for the amount 
payable to the DOE. Following its settlement with the DOE, Consumers petitioned the MPSC to relieve it of the obligation to fund the trust.  

C ONSUMERS ’ G AS U TILITY C ONTINGENCIES  

Gas Environmental Matters:   Consumers expects to incur remediation and other response activity costs at a number of sites under the 
NREPA. These sites include 23 former MGP facilities. Consumers operated the facilities on these sites for some part of their operating lives. 
For some of these sites, Consumers has no present ownership interest or may own only a portion of the original site.  

In 2011, Consumers increased its remaining liability for these sites by $104 million. The factors that contributed to this revision of 
estimated costs include new physical evidence regarding the extent of contamination at certain of these sites and statutory changes in Michigan 
that allow for the achievement of a “no further action” status for environmental sites. These changes led to a new plan of site-by-site 
remediation work necessary to achieve this status.  

At December 31, 2011, Consumers had a recorded liability of $128 million for its remaining obligations for these sites. This amount 
represents the present value of long-term projected costs, using a discount rate of 2.57 percent and an inflation rate of 2.5 percent. Consumers 
based the discount rate on the interest rate for 20-year U.S. Treasury securities at December 31, 2011. The undiscounted amount of the 
remaining obligation is $142 million. Consumers expects to incur remediation and other response activity costs in each of the next five years as 
follows:  
   

Consumers periodically reviews these cost estimates. Any significant change in the underlying assumptions, such as an increase in the 
number of sites, changes in remediation techniques, or legal and regulatory requirements, could affect Consumers’ estimates of annual response 
activity costs and the MGP liability.  

Pursuant to orders issued by the MPSC, Consumers defers its MGP-related remediation costs and recovers them from its customers. At 
December 31, 2011, Consumers had a regulatory asset of $156 million related to the MGP sites.  

C ONSUMERS ’ O THER C ONTINGENCIES  

Other Environmental Matters:   Consumers is initiating preliminary investigations during 2012 at a number of potentially 
contaminated sites it presently owns with the intent of determining whether any contamination exists and the extent of any identified 
contamination. The sites to be investigated include combustion turbine sites, generating sites, compressor stations, and remote storage tanks. As 
of December 31, 2011, no contamination had been confirmed at any of these sites, but it is reasonably possible that contamination exists. 
Consumers is unable to estimate a possible loss or range of loss at this stage of the investigations.  
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     2012      2013      2014      2015      2016   
     In Millions   

C ONSUMERS                 

Remediation and other response activity costs     $ 14       $ 12       $ 12       $ 21       $ 13    
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G UARANTEES  

Presented in the following table are CMS Energy’s and Consumers’ guarantees at December 31, 2011:  
   

   

Presented in the following table is additional information regarding CMS Energy’s and Consumers’ guarantees:  
   

CMS Energy, Consumers, and certain other subsidiaries of CMS Energy also enter into various agreements containing tax and other 
indemnity provisions for which they are unable to estimate the maximum potential  
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Guarantee Description    Issue Date      Expiration Date     

Maximum 
 

Obligation     

Carrying 
 

Amount   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS             

Indemnity obligations from asset sales and other agreements       Various       Various through    $ 512     $ 17    
      September 2029      

Guarantees and put options  
   

  Various    
   

Various through 
March 2021    

  63    
  

  1    

C ONSUMERS             

Indemnity obligations and other guarantees  
   

  Various    
   

Various through 
September 2029    

$ 30    
  

$ 1    

  
  The majority of this amount arises from stock and asset sale agreements under which CMS Energy or a subsidiary of CMS Energy, other 

than Consumers, indemnified the purchaser for losses resulting from various matters, including claims related to tax disputes, claims 
related to PPAs, and defects in title to the assets or stock sold to the purchaser by CMS Energy subsidiaries. Except for items described 
elsewhere in this Note, CMS Energy believes the likelihood of material loss to be remote for the indemnity obligations not recorded as 
liabilities.  
At December 31, 2011, the carrying amount of CMS Land’s put option agreements with certain Bay Harbor property owners was 
$1 million. If CMS Land is required to purchase a Bay Harbor property under a put option agreement, it may sell the property to recover 
the amount paid under the put option agreement.  

Guarantee Description    How Guarantee Arose     

Events That Would Require 
 

Performance 

CMS E NERGY , INCLUDING C ONSUMERS     

Indemnity obligations from asset sales and other 
agreements  

   

Stock and asset sale agreements 

   

Findings of 
misrepresentation,  
breach of warranties, 
tax claims,  
and other specific 
events or  
circumstances 

Guarantees  

   

Normal operating activity 

   

Nonperformance or  
non-payment by a 
subsidiary  
under a related 
contract 

Put options  

   

Bay Harbor remediation efforts 

   

Owners exercising put 
options  
requiring CMS Land 
to purchase  
property 

C ONSUMERS        

Guarantees and indemnity obligations  

   

Normal operating activity 

   

Nonperformance or 
claims made  
by third party under a 
related  
contract 

1 

2 

1 

2 
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obligation. These factors include unspecified exposure under certain agreements. CMS Energy and Consumers consider the likelihood that they 
would be required to perform or incur substantial losses related to these indemnities to be remote.  

O THER C ONTINGENCIES  

Other:   In addition to the matters disclosed in this Note and Note 6, Regulatory Matters, there are certain other lawsuits and 
administrative proceedings before various courts and governmental agencies arising in the ordinary course of business to which CMS Energy, 
Consumers, and certain other subsidiaries of CMS Energy are parties. These other lawsuits and proceedings may involve personal injury, 
property damage, contracts, environmental matters, federal and state taxes, rates, licensing, employment, and other matters. Further, 
CMS Energy and Consumers occasionally self-report certain regulatory non-compliance matters that may or may not eventually result in 
administrative proceedings. CMS Energy and Consumers believe that the outcome of any one of these proceedings will not have a material 
adverse effect on their consolidated results of operations, financial condition, or liquidity.  

C ONTRACTUAL C OMMITMENTS  

Purchase Obligations: Presented in the following table are Consumers’ contractual cash obligations at December 31, 2011 for each of 
the periods shown. CMS Energy did not have any contractual cash obligations at December 31, 2011 that were not included in Consumers’ 
reported amounts.  
   

Purchase obligations are long-term contracts for the purchase of commodities and services. These obligations include operating contracts 
used to ensure adequate supply with generating facilities that meet PURPA requirements. The commodities and services include natural gas 
and associated transportation, electricity, and coal and associated transportation.  

The MCV PPA:     Consumers has a 35-year PPA that began in 1990 with the MCV Partnership to purchase 1,240 MW of electricity. 
The MCV PPA, as amended and restated, provides for:  
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            Payments Due   

     Total      2012      2013      2014      2015      2016      
Beyond 

2016   
     In Millions   

C ONSUMERS                       

Purchase obligations     $ 14,966       $ 1,868       $ 1,204       $ 927       $ 1,010       $ 1,010       $ 8,947    
Purchase obligations – related parties       1,686         92         91         96         101         103         1,203    

  •   a capacity charge of $10.14 per MWh of available capacity;  

  
•   a fixed energy charge based on Consumers’ annual average baseload coal generating plant operating and maintenance cost, fuel 

inventory, and average administrative and general expenses;  
  •   a variable energy charge for all delivered energy that reflects the MCV Partnership’s cost of production;  
  •   a $5 million annual contribution by the MCV Partnership to a renewable resources program; and  

  
•   an option for Consumers to extend the MCV PPA for five years or purchase the MCV Facility at the conclusion of the MCV PPA’s 

term in March 2025.  
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Capacity and energy charges under the MCV PPA were $292 million in 2011, $285 million in 2010, and $246 million in 2009. 
Consumers estimates that capacity and energy charges under the MCV PPA will average $380 million annually. These amounts are included in 
the table above.  

The Palisades PPA:   Consumers has a PPA expiring in 2022 with Entergy to purchase all of the capacity and energy produced by 
Palisades, up to the annual average capacity of 798 MW. Consumers estimates that capacity and energy payments under the Palisades PPA will 
average $340 million annually. A portion of these amounts is included in the table above. Consumers’ total purchases of capacity and energy 
under the PPA were $311 million in 2011, $286 million in 2010, and $276 million in 2009. For further details about Palisades, see Note 15, 
Leases.  

6: REGULATORY MATTERS  

R ATE M ATTERS  

Rate matters are critical to Consumers. Depending upon the specific issues, the outcomes of rate cases and proceedings could have a material 
adverse effect on CMS Energy’s and Consumers’ liquidity, financial condition, and results of operations. Consumers cannot predict the 
outcome of these proceedings.  

C ONSUMERS ’ E LECTRIC U TILITY  

Electric Rate Case:   The MPSC, in its 2010 electric rate case order, authorized Consumers to increase its rates by $146 million 
annually, $4 million less than the rate increase self-implemented by Consumers in July 2010. In June 2011, the MPSC approved a settlement 
agreement, finding that no refund of self-implemented rates to customers is required.  

Power Supply Cost Recovery:   The PSCR process is designed to allow Consumers to recover all of its power supply costs if incurred 
under reasonable and prudent policies and practices. The MPSC reviews these costs, policies, and practices in annual plan and reconciliation 
proceedings. Consumers adjusts its PSCR billing factor monthly in order to minimize the overrecovery or underrecovery amount in the annual 
PSCR reconciliation.  

PSCR Plan: Consumers submitted its 2011 PSCR plan to the MPSC in September 2010. In accordance with its proposed plan, 
Consumers self-implemented the 2011 PSCR charge beginning in January 2011. In October 2011, the administrative law judge recommended 
that the MPSC approve Consumers’ 2011 PSCR plan with minor modifications.  

PSCR Reconciliations : Presented in the following table is the PSCR reconciliation filing pending with the MPSC:  
   

In June 2011, the MPSC issued an order approving Consumers’ 2009 PSCR reconciliation, as modified by the order, and authorized 
Consumers to include an underrecovery of $31 million in its 2010 PSCR reconciliation.  

Electric Depreciation :  In November 2011, the MPSC issued an order approving a settlement agreement in the electric depreciation case 
for Ludington, which was filed jointly by Consumers and Detroit Edison. The settlement agreement resulted in a minor decrease to annual 
depreciation expense effective November 2011.  
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PSCR Year    Date Filed      Net Underrecovery      

PSCR Cost of 
 

Power Sold   
2010       March 2011       $ 15 million       $ 1.7 billion    
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C ONSUMERS ’ G AS U TILITY  

Gas Rate Case:   In August 2010, Consumers filed an application with the MPSC seeking an annual rate increase of $55 million based 
on an 11 percent authorized return on equity. The filing requested recovery for investments made to enhance safety, system reliability, and 
operational efficiencies that improve service to customers.  

In May 2011, the MPSC approved a partial settlement agreement authorizing Consumers to increase its rates by $31 million annually, 
based on a 10.5 percent authorized return on equity. Matters not addressed in the settlement agreement included the decoupling mechanism, the 
Smart Grid program, and contributions to the low-income and energy efficiency fund. Presented in the following table are the components of 
the rate increase authorized by the MPSC and the rate increase originally requested by Consumers:  
   

In August 2011, the MPSC authorized the continuation of the decoupling mechanism and the collection of low-income and energy 
efficiency funds, but denied recovery of costs associated with the Smart Grid program related to Consumers’ gas utility. Consumers filed a 
petition for rehearing in this case to address the disallowance of Smart Grid costs and stated that it would remove all costs associated with the 
gas Smart Grid program from its next general rate case application. In October 2011, the MPSC granted Consumers’ petition for rehearing, 
allowing Consumers to recover costs that the gas utility has incurred associated with the Smart Grid program.  

Gas Cost Recovery:   The GCR process is designed to allow Consumers to recover all of its purchased natural gas costs if incurred under 
reasonable and prudent policies and practices. The MPSC reviews these costs, policies, and practices in annual plan and reconciliation 
proceedings. Consumers adjusts its GCR billing factor monthly in order to minimize the overrecovery or underrecovery amount in the annual 
GCR reconciliation.  

GCR Plan: Consumers submitted its 2011-2012 GCR plan to the MPSC in December 2010. In accordance with its proposed plan, 
Consumers self-implemented the 2011-2012 GCR charge beginning in April 2011. In September 2011, the administrative law judge 
recommended that the MPSC approve Consumers’ 2011-2012 GCR plan, with certain adjustments to its fixed-price purchase guidelines.  

GCR Reconciliations : Presented in the following table are the GCR reconciliation filings pending with the MPSC:  
   

In November 2011, the administrative law judge recommended that the MPSC approve Consumers’ 2009-2010 GCR reconciliation and 
authorize Consumers to include the overrecovery of $1 million in its 2010-2011 GCR plan.  
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Components of the Rate Increase    

Increase Authorized 
 

by the MPSC     

Increase Originally 
 

Requested by  
Consumers      Difference   

     In Millions   

Investment in rate base     $ 29      $ 30       $ (1 )  
Impact of sales declines       15        4         11    
Operating and maintenance costs       2        16         (14 )  
Cost of capital       (15 )      5         (20 )  

         
  

        
  

         
  

Total     $ 31      $ 55       $ (24 )  
         

  

        

  

         

  

GCR Year    Date Filed     Net Overrecovery      
GCR Cost of  

Gas Sold   

2009-2010     June 2010      $1 million         $1.3 billion    
2010-2011     June 2011      6 million         1.2 billion    

Consumers 2011 10-K

Appellant's App 
Vol I, p 331a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Table of Contents  

CMS Energy Corporation  
Consumers Energy Company  

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)  
   
R EGULATORY A SSETS AND L IABILITIES  

Consumers is subject to the actions of the MPSC and FERC and prepares its consolidated financial statements in accordance with the 
provisions of regulatory accounting. A utility must apply regulatory accounting when its rates are designed to recover specific costs of 
providing regulated services. Under regulatory accounting, Consumers records regulatory assets or liabilities for certain transactions that would 
have been treated as expense or revenue by non-regulated businesses.  
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Consumers reflected the following regulatory assets and liabilities on its consolidated balance sheets:  
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December 31    
End of Recovery  
or Refund Period     2011      2010   

          In Millions   

Regulatory assets:           

Current           

Postretirement benefits (Note 12)     2011    $ —      $ 19    
Other     2012      1         —   

            
  

         
  

Total current regulatory assets        $ 1       $ 19    
            

  

         

  

Non-current           

Postretirement benefits (Note 12)     various    $ 1,665       $ 1,364    
Securitized costs (Note 7)     2015      252         310    
MGP sites (Note 5)     various      156         58    
ARO (Note 17)     various      114         107    
Big Rock nuclear decommissioning and related costs     n/a      85         85    
Electric revenue decoupling mechanism     n/a      59         28    
Unamortized debt costs     various      44         52    
Energy optimization plan incentive     various      26         14    
Stranded costs     2013      23         46    
Gas revenue decoupling mechanism     n/a      21         11    
Uncollectible expense tracking mechanism     2012      2         3    
Other     various      19         15    

            
  

         
  

Total non-current regulatory assets        $ 2,466       $ 2,093    
            

  

         

  

Total regulatory assets        $ 2,467       $ 2,112    
            

  

         

  

Regulatory liabilities:           

Current           

DOE settlement     2012    $ 120       $ —   
Self-implemented rate refunds     2011      —        14    
Refund of revenue in excess of nuclear decommissioning costs     2011      —        7    
Other     2012      5         1    

            
  

         
  

Total current regulatory liabilities        $ 125       $ 22    
            

  

         

  

Non-current           

Cost of removal     various    $ 1,364       $ 1,311    
Income taxes, net (Note 13)     various      181         410    
Renewable energy plan     n/a      161         101    
ARO (Note 17)     various      113         122    
Energy optimization plan     n/a      45         34    
Other     various      11         10    

            
  

         
  

Total non-current regulatory liabilities        $ 1,875       $ 1,988    
            

  

         

  

Total regulatory liabilities        $ 2,000       $ 2,010    
            

  

         

  

  
The regulatory asset associated with postretirement benefits is offset partially by liabilities. The net amount is included in rate base, 
thereby providing a return.  

  These regulatory assets either are included in rate base (or are expected to be included, for costs incurred subsequent to the most recently 
approved rate case), thereby providing a return on expenditures, or provide a specific return on investment authorized by the MPSC.  
These regulatory assets represent expenditures for which the MPSC has provided, or Consumers expects, recovery without a return on 
investment.  
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Big Rock Nuclear Decommissioning and Related Costs and DOE Settlement:   Consumers has an $85 million regulatory asset 
recorded for $30 million it paid to Entergy to assume ownership responsibility for the Big Rock ISFSI and for $55 million of nuclear fuel 
storage costs it incurred as a result of the DOE’s failure to accept nuclear fuel. Consumers had filed a complaint against the DOE in 2002 for 
this failure. In July 2011, Consumers entered into an agreement with the DOE to settle its claims for $120 million; Consumers recorded a 
$120 million regulatory liability related to this settlement. In September 2011, Consumers filed an application with the MPSC requesting 
authority to utilize $85 million of the settlement amount as recovery of its regulatory asset, and to refund to customers $23 million previously 
collected through rates for spent nuclear fuel costs. If the MPSC concludes that Consumers may retain any portion of the remaining $12 million 
of the settlement amount, Consumers will recognize that amount in earnings. For further information, see Note 5, Contingencies and 
Commitments, “Consumers’ Electric Utility Contingencies – Nuclear Matters.”  

Electric and Gas Revenue Decoupling Mechanisms:   The MPSC’s 2009 electric rate case order authorized Consumers to implement 
an electric revenue decoupling mechanism, subject to certain conditions. This decoupling mechanism, which was extended through 
November 2011 in the 2010 electric rate case order, allowed Consumers to adjust future electric rates to compensate for changes in sales 
volumes resulting from the difference between the level of average sales per customer adopted in the order and actual average sales per 
customer. Various parties have filed appeals concerning the electric revenue decoupling mechanism.  

In March 2011, Consumers filed its first reconciliation of the electric revenue decoupling mechanism with the MPSC, requesting 
recovery of $27 million from customers for the period December 2009 through November 2010. In February 2012, the administrative law 
judge recommended that the MPSC approve Consumers’ reconciliation of the electric revenue decoupling mechanism for the full amount of its 
request for the first year of operation of the decoupling mechanism. The matter remains pending before the MPSC. The MPSC Staff and 
intervenors oppose this recovery.  

The MPSC’s 2009 gas rate case order authorized Consumers to implement a gas revenue decoupling mechanism, subject to certain 
conditions. This decoupling mechanism, which was extended in the 2010 gas rate case order, allows Consumers to adjust future gas rates to 
compensate for changes in sales volumes resulting from the difference between the level of average sales per customer adopted in the order and 
actual average weather-adjusted sales per customer. In September 2011, Consumers filed its first reconciliation of the gas revenue decoupling 
mechanism with the MPSC, requesting recovery of $16 million from customers for the period June 2010 through May 2011.  

If the MPSC were to reject all or a major portion of Consumers’ requested recovery from its electric and gas revenue decoupling 
mechanisms or if the recovery period were to be substantially delayed, Consumers could be required to write off all or portions of the related 
regulatory assets. An unfavorable outcome in these reconciliations also could impair Consumers’ ability to continue recording decoupling 
revenue as volume deficiencies occur, rather than waiting until the recovery period.  

Energy Optimization Plan:   In May 2011, the MPSC issued an order approving Consumers’ reconciliation of energy optimization plan 
costs for 2009. The MPSC also authorized Consumers to collect $6 million from customers as an incentive payment for exceeding savings 
targets under both its gas and electric energy optimization plans during 2009.  

In December 2011, the MPSC issued an order approving Consumers’ reconciliation of energy optimization plan costs for 2010. The 
MPSC also authorized Consumers to collect $8 million from customers as an incentive payment for exceeding savings targets under both its 
gas and electric energy optimization plans during 2010.  

During 2011, Consumers achieved 138 percent of its electric savings target and 129 percent of its gas savings target. For achieving these 
savings levels, Consumers will request the MPSC’s approval to collect $15 million, the maximum incentive, in the energy optimization 
reconciliation to be filed in April 2012.  
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As one of the conditions to the continuation of the electric and gas revenue decoupling mechanisms, Consumers must exceed the statutory 
savings targets for 2012 through 2015 specified in the 2008 Energy Law. In August 2011, Consumers filed an amended energy optimization 
plan with the MPSC, requesting approval of the additional spending necessary to exceed these savings targets.  

At December 31, 2011 and 2010, surcharges collected from customers to fund Consumers’ energy optimization plan exceeded 
Consumers’ spending. These excess amounts are reported in the non-current portion of regulatory liabilities, as the period in which Consumers 
will spend the surcharges collected is beyond one year.  

Uncollectible Expense Tracking Mechanism:   In March 2011, Consumers filed its reconciliation of the uncollectible expense tracking 
mechanism with the MPSC, requesting recovery of $3 million from customers for November 2009 through November 2010, the entire period 
of the tracker. The uncollectible expense tracking mechanism, authorized by the MPSC in its 2009 electric rate case order, allowed future rates 
to be adjusted to collect or refund 80 percent of the difference between the level of electric uncollectible expense included in rates and actual 
uncollectible expense. In November 2011, the MPSC approved a settlement agreement in Consumers’ uncollectible expense tracking 
mechanism reconciliation, authorizing the recovery of $3 million from customers in December 2011.  

Refund of Revenue in Excess of Nuclear Decommissioning Costs:    The MPSC and FERC regulate the recovery of Consumers’ costs 
to decommission Big Rock. Subsequent to 2000, Consumers stopped funding a Big Rock trust fund because the collection period for an MPSC-
authorized decommissioning surcharge expired. The level of funds provided by the trust fell short of the amount needed to complete 
decommissioning and Consumers provided $44 million of corporate contributions for decommissioning costs.  

In an order issued in February 2010, the MPSC concluded that certain revenues collected during a statutory rate freeze from 2001 through 
2003 should have been deposited in a decommissioning trust fund. The MPSC agreed that Consumers was entitled to recover $44 million of 
decommissioning costs, but concluded that Consumers had collected this amount previously through the rates in effect during the rate freeze. In 
April 2010, the MPSC ordered Consumers to refund $85 million of revenue collected in excess of decommissioning costs plus interest. 
Consumers completed this refund in January 2011. Consumers filed an appeal with the Michigan Court of Appeals in March 2010 to dispute 
the MPSC’s conclusion that the collections received during the rate freeze should be subject to refund. In January 2012, the Michigan Court of 
Appeals rejected Consumers’ appeal. Consumers plans to file an appeal with the Michigan Supreme Court to dispute this decision.  

Renewable Energy Plan:   In 2010, Consumers filed with the MPSC its first annual report and reconciliation for its renewable energy 
plan, requesting approval of its plan costs for 2009. In December 2011, the MPSC approved Consumers’ renewable energy plan reconciliation 
with minor modifications. Consumers filed with the MPSC its second annual report and reconciliation for its renewable energy plan in 
June 2011, requesting approval of its plan costs for 2010.  

In May 2011, the MPSC issued an order approving Consumers’ amended renewable energy plan with minor modifications. The amended 
plan reduces the renewable energy surcharge by an annual amount of $54 million, to $23 million. The reduction is a result of lower-than-
expected costs to comply with the 2008 Energy Law. In October 2011, Consumers filed an application for the biennial review and approval of 
its renewable energy plan. This filing proposes to reduce further the renewable energy surcharge by an annual amount of $3 million, to 
$20 million.  
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At December 31, 2011 and 2010, surcharges collected from customers to fund Consumers’ renewable energy plan exceeded Consumers’ 
spending. These excess amounts are reported in the non-current portion of regulatory liabilities, as the period in which Consumers will spend 
the surcharges collected is beyond one year. This regulatory liability will be amortized as costs are incurred to operate and depreciate 
Consumers’ planned wind farms and as Consumers purchases RECs under renewable energy purchase agreements. Consumers expects its first 
wind farm, Lake Winds Energy Park, to be operational in late 2012. Delivery of RECs under the majority of Consumers’ renewable energy 
purchase agreements is also expected to begin during 2012.  

P OWER S UPPLY C OST R ECOVERY AND G AS C OST R ECOVERY  

Consumers’ PSCR and GCR mechanisms also represent probable future revenues that will be recovered from customers or previously 
collected revenues that will be refunded to customers through the ratemaking process. Underrecoveries are included in accrued power supply 
and overrecoveries are included in accrued rate refunds on Consumers’ consolidated balance sheets.  

Consumers reflected the following assets and liabilities for PSCR and GCR underrecoveries and overrecoveries on its consolidated 
balance sheets:  
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December 31    2011      2010   
     In Millions   

Accrued power supply revenue     $ —      $ 15    
Accrued rate refunds       30         19    
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7: FINANCINGS AND CAPITALIZATION  

Presented in the following table is CMS Energy’s long-term debt at December 31:  
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       Interest Rate (%)   Maturity    2011     2010   
              In Millions   

CMS E NERGY            

Senior notes     8.500   2011    $ —     $ 146    
   6.300   2012      —       50    
   Variable   2013      150        150    
   2.750   2014      250        —   
   6.875   2015      125        125    
   4.250   2015      250        250    
   6.550   2017      250        250    
   5.050   2018      250        250    
   8.750   2019      300        300    
   6.250   2020      300        300    
   3.375   2023      —       4    
   2.875   2024      226        288    
   5.500   2029      172        172    
              

  
        

  

Total — CMS Energy          $ 2,273      $ 2,285    
C ONSUMERS          $ 4,329      $ 4,529    
O THER CMS E NERGY S UBSIDIARIES            

          

EnerBank certificates of deposit  
   1.328   

2012-
2018    $ 462      $ 363    

Trust preferred securities     7.750   2027      29        29    
              

  
        

  

Total — other CMS Energy subsidiaries          $ 491      $ 392    
Total CMS Energy principal amount outstanding          $ 7,093      $ 7,206    

Current amounts            (1,033 )      (726 )  
Net unamortized discount            (20 )      (32 )  

              
  

        
  

Total CMS Energy long-term debt          $ 6,040      $ 6,448    
              

  

        

  

  
CMS Energy’s variable-rate senior notes bear interest at three-month LIBOR plus 95 basis points (1.353 percent at December 31, 2011 
and 1.239 percent at December 31, 2010).  
CMS Energy’s contingently convertible notes. See the “Contingently Convertible Securities” section in this Note for further discussion of 
the conversion features.  
The weighted-average interest rate for EnerBank’s certificates of deposit was 1.328 percent at December 31, 2011 and 1.707 percent at 
December 31, 2010. EnerBank’s primary deposit product consists of brokered certificates of deposit with varying maturities. EnerBank 
sells these deposits through investment brokers in large pools, with each certificate within the pool having a face value of $1,000. They 
cannot be withdrawn until maturity, except in the case of death or incompetence of the holder.  
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Presented in the following table is Consumers’ long-term debt at December 31:  
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       Interest Rate (%)   Maturity    2011     2010   
              In Millions   

C ONSUMERS            

FMBs     5.000   2012    $ 300      $ 300    
   5.375   2013      375        375    
   6.000   2014      200        200    
   5.000   2015      225        225    
   2.600   2015      50        50    
   5.500   2016      350        350    
   5.150   2017      250        250    
   3.210   2017      100        100    
   5.650   2018      250        250    
   6.125   2019      350        350    
   6.700   2019      500        500    
   5.650   2020      300        300    
   3.770   2020      100        100    
   5.300   2022      250        250    
   5.800   2035      175        175    
   6.170   2040      50        50    
   4.970   2040      50        50    
              

  
        

  

        $ 3,875      $ 3,875    
Senior notes     6.875   2018      180        180    
Securitization bonds  

   5.652   

2012-
2015      171        208    

Nuclear fuel disposal liability to DOE     0.132        —       163    
Tax-exempt pollution control revenue bonds  

   Various   

2018-
2035      103        103    

              
  

        
  

Total Consumers principal amount outstanding          $ 4,329      $ 4,529    
Current amounts            (339 )      (37 )  
Net unamortized discount            (3 )      (4 )  

              
  

        
  

Total Consumers long-term debt          $ 3,987      $ 4,488    
              

  

        

  

  
The weighted-average interest rate for Consumers’  FMBs was 5.5 percent at December 31, 2011 and 2010.  

  The weighted-average interest rate for Consumers’ Securitization bonds was 5.652 percent at December 31, 2011 and 5.613 percent at 
December 31, 2010.  

  The interest rate for Consumers’ nuclear fuel disposal liability was 0.132 percent at December 31, 2010. For additional details, see the 
“Consumers’  Electric Utility Contingencies – Nuclear Matters”  section included in Note 5, Contingencies and Commitments.  
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Financings: Presented in the following table is a summary of major long-term debt transactions during the year ended 
December 31, 2011:  
   

   

   

In December 2011, CMS Energy entered into a $180 million term loan credit agreement that provides for delayed draws through 
July 20, 2012. Outstanding borrowings will bear interest at an annual interest rate of LIBOR plus 2.5 percent and will mature in 
December 2016.  

In January 2012, CMS Energy called all of its outstanding 7.75 percent Trust Preferred Securities, to be redeemed in late February 2012.  

FMBs: Consumers secures its FMBs by a mortgage and lien on substantially all of its property. Consumers’ ability to issue FMBs is 
restricted by certain provisions in the First Mortgage Bond Indenture and the need for regulatory approvals under federal law. Restrictive 
issuance provisions in the First Mortgage Bond Indenture include achieving a two-times interest coverage ratio and having sufficient unfunded 
net property additions.  
   

121  

     Principal      
Interest  

Rate     
Issue/Retirement  

Date      Maturity Date   
     (In Millions)                       

D EBT I SSUANCES :             

CMS E NERGY             

Senior notes     $ 250         2.75 %      May 2011         May 2014    
C ONSUMERS             

Tax-exempt bonds       68         Variable        May 2011         April 2018    
Tax-exempt bonds       35         Variable        May 2011         April 2035    

Total     $ 353            

D EBT R ETIREMENTS :             

CMS E NERGY             

Senior notes     $ 146         8.5 %      April 2011         April 2011    
Senior notes       50         6.3 %      October 2011         February 2012    
Contingently convertible senior notes       62         2.875 %      December 2011         December 2024    

C ONSUMERS             

Nuclear fuel disposal liability       163         Variable        July 2011         —   
Tax-exempt bonds       68         Variable        May 2011         April 2018    
Tax-exempt bonds       35         Variable        May 2011         April 2035    

Total     $ 524            
  

  In May 2011, Consumers utilized the Michigan Strategic Fund for the issuance of $68 million and $35 million of tax-exempt Michigan 
Strategic Fund Variable Rate Limited Obligation Revenue Bonds. The initial interest rate, which resets weekly, was 0.26 percent for the 
$68 million bond issuance and 0.28 percent for the $35 million bond issuance. The bonds, which are backed by letters of credit and 
collateralized by FMBs, are subject to optional tender by the holders that would result in remarketing. Consumers used the proceeds to 
redeem $103 million of tax-exempt bonds in May 2011.  

  CMS Energy’s contingently convertible notes. See the “Contingently Convertible Securities” section in this Note for further discussion of 
the conversions.  

  In July 2011, Consumers settled its nuclear fuel disposal liability with the DOE. For additional details, see the “Consumers’ Electric 
Utility Contingencies – Nuclear Matters”  section in Note 5, Contingencies and Commitments.  
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Regulatory Authorization for Financings: FERC has authorized Consumers to have outstanding at any one time, up to $1.0 billion of 
secured and unsecured short-term securities for general corporate purposes. The remaining availability is $700 million at December 31, 2011. 
FERC has also authorized Consumers to issue and sell up to $2.5 billion of secured and unsecured long-term securities for general corporate 
purposes. The remaining availability is $1.4 billion at December 31, 2011. The authorizations are for the period ending June 30, 2012. Any 
long-term issuances during the authorization period are exempt from FERC’s competitive bidding and negotiated placement requirements.  

Securitization Bonds: Certain regulatory assets owned by Consumers’ subsidiary, Consumers Funding, collateralize Consumers’ 
Securitization bonds. The bondholders have no recourse to Consumers’ other assets. Through its rate structure, Consumers bills customers for 
Securitization surcharges to fund the payment of principal, interest, and other related expenses. The surcharges collected are remitted to a 
trustee and are not available to creditors of Consumers or creditors of Consumers’ affiliates other than Consumers Funding.  

Debt Maturities: At December 31, 2011, the aggregate annual contractual maturities for long-term debt for the next five years were:  
   

Revolving Credit Facilities: The following secured revolving credit facilities with banks were available at December 31, 2011:  
   

   

   

Short-term Borrowings: Under Consumers’ revolving accounts receivable sales program, Consumers may transfer up to $250 million of 
accounts receivable, subject to certain eligibility requirements. These transactions  
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     Payments Due   
     2012      2013      2014      2015      2016   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS                 

Long-term debt     $ 635       $ 631       $ 527       $ 725       $ 369    
C ONSUMERS                 

Long-term debt     $ 339       $ 416       $ 243       $ 323       $ 350    

Expiration Date    

Amount of 
 

Facility      
Amount  

Borrowed      

Letters of Credit 
 

Outstanding      
Amount  

Available   
     In Millions   

CMS E NERGY              

March 31, 2016     $ 550       $ —      $ 3       $ 547    
C ONSUMERS              

March 31, 2016     $ 500       $ —      $ 1       $ 499    
August 9, 2013       150         —        —        150    
September 9, 2014       30         —        30         —   

  
On March 31, 2011, CMS Energy entered into a $550 million secured revolving credit facility with a consortium of banks. This facility 
has a five-year term and replaced CMS Energy’s revolving credit facility that was set to expire in 2012. Obligations under this facility are 
secured by Consumers common stock. CMS Energy’s average borrowings during the year ended December 31, 2011 totaled $11 million, 
with a weighted-average annual interest rate of 2.22 percent, representing LIBOR plus 2.00 percent.  
On March 31, 2011, Consumers entered into a $500 million secured revolving credit facility with a consortium of banks. This facility has 
a five-year term and replaced Consumers’  revolving credit facility that was set to expire in 2012.  
Obligations under this facility are secured by FMBs of Consumers.  
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are accounted for as short-term secured borrowings. At December 31, 2011, $250 million of accounts receivable were eligible for transfer, and 
no accounts receivable had been transferred under the program. During the year ended December 31, 2011, Consumers had no borrowings 
under this program.  

During the year ended December 31, 2010, Consumers’ maximum short-term borrowings totaled $50 million, and its average short-term 
borrowings totaled $1 million, with a weighted-average annual interest rate of 0.2 percent.  

Contingently Convertible Securities: Presented in the following table are the significant terms of CMS Energy’s contingently 
convertible securities at December 31, 2011:  
   

The holders of the 2.875 percent senior notes have the right to require CMS Energy to purchase the notes at par on December 1, 2014 and 
December 1, 2019.  

The securities become convertible for a calendar quarter if the price of CMS Energy’s common stock remains at or above the trigger price 
for 20 of 30 consecutive trading days ending on the last trading day of the previous quarter. The trigger price at which these securities become 
convertible is 120 percent of the conversion price for the 2.875 percent senior notes and 130 percent for the 5.5 percent senior notes. The 
conversion and trigger prices are subject to adjustment in certain circumstances, including payments or distributions to CMS Energy’s common 
stockholders. The conversion and trigger price adjustment is made when the cumulative change in conversion and trigger prices is one percent 
or more. During December 2011, trigger price contingencies were met for both series of the contingently convertible senior notes, and as a 
result, the senior notes are convertible at the option of the security holders for the three months ending March 31, 2012.  

All of CMS Energy’s contingently convertible securities, if converted, require CMS Energy to pay cash up to the principal amount of the 
securities. For the 2.875 percent senior notes, any conversion value in excess of the principal amount is paid in shares of CMS Energy’s 
common stock. For the 5.50 percent senior notes, any conversion value in excess of the principal amount can be paid in cash or in shares of 
CMS Energy’s common stock, at the election of CMS Energy.  

Presented in the following table are details about conversions of contingently convertible securities during the year ended 
December 31, 2011:  
   

In January 2012, holders tendered for conversion $73 million principal amount of the 2.875 percent contingently convertible senior notes. 
The conversion value per $1,000 principal amount of convertible note was $1,738.99. CMS Energy issued 2,464,138 shares of its common 
stock and paid $73 million cash on settlement of these conversions in January and February 2012.  

Dividend Restrictions: Under provisions of CMS Energy’s senior notes indenture, at December 31, 2011, payment of common stock 
dividends by CMS Energy was limited to $1.2 billion.  
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Security    Maturity      

Outstanding 

 
(In  

Millions)      
Adjusted  

Conversion Price      
Adjusted  

Trigger Price   
2.875% senior notes       2024       $ 226       $ 12.54       $ 15.04    
5.50% senior notes       2029         172         14.08         18.31    

Series    Conversion Date      

Principal  
Converted 

 
(In  

Millions)      

Conversion 
Value per  
$1,000 of  
principal      

Shares of  
Common  

Stock Issued 
on Settlement      

Cash Paid  
on  

Settlement  
(In Millions)   

3.375% contingently convertible senior notes 
due 2023       January 2011       $ 4       $ 1,994.21         197,472       $ 4    

2.875% contingently convertible senior notes 
due 2024       December 2011         62         1,654.13         1,954,542         62    
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Under the provisions of its articles of incorporation, at December 31, 2011, Consumers had $493 million of unrestricted retained earnings 
available to pay common stock dividends to CMS Energy. Provisions of the Federal Power Act and the Natural Gas Act appear to restrict 
dividends payable by Consumers to the amount of Consumers’ retained earnings. Several decisions from FERC suggest that under a variety of 
circumstances common stock dividends from Consumers would not be limited to amounts in Consumers’ retained earnings. Any decision by 
Consumers to pay common stock dividends in excess of retained earnings would be based on specific facts and circumstances and would result 
only after a formal regulatory filing process.  

For the year ended December 31, 2011, CMS Energy received $374 million of common stock dividends from Consumers.  

Capitalization: The authorized capital stock of CMS Energy consists of:  
   

   

Issuance of Common Stock: On June 15, 2011, CMS Energy entered into a continuous equity offering program under which 
CMS Energy may sell, from time to time in “at the market” offerings, common stock having an aggregate sales price of up to $50 million. In 
June 2011, under this program, CMS Energy issued 762,925 shares of common stock at an average price of $19.66 per share, resulting in net 
proceeds of $15 million.  

Preferred Stock of Subsidiary: Presented in the following table are details about Consumers’ preferred stock outstanding:  
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  •   350 million shares of CMS Energy Common Stock, par value $0.01 per share, and  
  •   10 million shares of CMS Energy Preferred Stock, par value $0.01 per share.  

December 31, 2011 and 2010    Series      

Optional  
Redemption 

 
Price      

Number  
of Shares      

Balance 
 

In  
Millions   

Cumulative, $100 par value, authorized 7,500,000 shares, with no mandatory 
redemption     $ 4.16       $ 103.25         68,451       $ 7    

   $ 4.50       $ 110.00         373,148         37    
                  

  

Total preferred stock of Consumers              $ 44    
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8: EARNINGS PER SHARE — CMS ENERGY  

Presented in the following table are CMS Energy’s basic and diluted EPS computations based on income from continuing operations:  
   

C ONTINGENTLY C ONVERTIBLE S ECURITIES  

When CMS Energy has earnings from continuing operations, its contingently convertible securities dilute EPS to the extent that the 
conversion value of a security, which is based on the average market price of CMS Energy common stock, exceeds the principal value of that 
security.  

S TOCK O PTIONS AND W ARRANTS  

For the year ended December 31, 2011, outstanding options to purchase 0.1 million shares of CMS Energy common stock had no impact 
on diluted EPS, since the exercise price was greater than the average market price of CMS Energy common stock. These stock options have the 
potential to dilute EPS in the future.  

N ON - VESTED S TOCK A WARDS  

CMS Energy’s non-vested stock awards are composed of participating and non-participating securities. The participating securities 
accrue cash dividends when common stockholders receive dividends. Since the recipient is not required to return the dividends to CMS Energy 
if the recipient forfeits the award, the non-vested stock awards are considered participating securities. As such, the participating non-vested 
stock awards were included in the computation of basic EPS. The non-participating securities accrue stock dividends that vest concurrently 
with the stock award. If the recipient forfeits the award, the stock dividends accrued on the non-participating securities are also forfeited. 
Accordingly, the non-participating awards and stock dividends were included in the computation of diluted EPS, but not basic EPS.  
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Years Ended December 31    2011      2010      2009   
     In Millions, Except Per Share Amounts   

Income Available to Common Stockholders           

Income from continuing operations     $ 415       $ 366       $ 220    
Less income attributable to noncontrolling interests       2         3         11    
Less charge for deferred issuance costs on preferred stock       —        8         —   
Less preferred stock dividends       —        8         11    

         
  

         
  

         
  

Income from Continuing Operations Available to Common Stockholders — Basic and 
Diluted     $ 413       $ 347       $ 198    

         

  

         

  

         

  

Average Common Shares Outstanding           

Weighted average shares — basic       250.8         231.5         227.2    
Add dilutive contingently convertible securities       12.2         21.3         10.6    
Add dilutive non-vested stock awards and options       0.4         0.1         0.1    

         
  

         
  

         
  

Weighted average shares — diluted       263.4         252.9         237.9    
         

  

         

  

         

  

Income from Continuing Operations per Average Common Share Available to Common 
Stockholders           

Basic     $ 1.65       $ 1.50       $ 0.87    
Diluted       1.57         1.36         0.83    
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C ONVERTIBLE D EBENTURES  

For each of the years ended December 31, 2011, 2010, and 2009 CMS Energy’s 7.75 percent convertible subordinated debentures would 
have increased diluted EPS had they been included in the calculation. Using the if-converted method, the debentures would have had the 
following impacts on the calculation of diluted EPS:  
   
   

CMS Energy can revoke the conversion rights if certain conditions are met.  

9: FINANCIAL INSTRUMENTS  

The carrying amounts of CMS Energy’s and Consumers’ cash, cash equivalents, current accounts and notes receivable, short-term 
investments, and current liabilities approximate their fair values because of their short-term nature. Presented in the following table are the cost 
or carrying amounts and fair values of CMS Energy’s and Consumers’ long-term financial instruments:  
   
   

   

   

Notes receivable consist of EnerBank’s fixed-rate installment loans. EnerBank estimates the fair value of these loans using a discounted 
cash flows technique that incorporates market interest rates as well as assumptions about the remaining life of the loans and credit risk. Fair 
values for impaired loans are estimated using discounted cash flows or underlying collateral values.  

CMS Energy and Consumers estimate the fair value of their long-term debt using quoted prices from market trades of the debt, if 
available. In the absence of quoted prices, CMS Energy and Consumers calculate market yields and prices for the debt using a matrix method 
that incorporates market data for similarly rated debt. Depending on the information available, other valuation techniques may be used that rely 
on internal assumptions and models. CMS Energy includes the value of the conversion features in estimating the fair value of its convertible 
debt, and incorporates, as appropriate, information on the market prices of CMS Energy common stock.  
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Years Ended December 31    2011      2010      2009   
     In Millions   

Increase to numerator from assumed reduction in interest expense     $ 1       $ 1       $ 5    
Increase to denominator from assumed conversion of debentures into common shares       0.7         0.7         2.3    

December 31    2011      2010   

       

Cost or  
Carrying 

 
Amount      

Fair  
Value      

Cost or  
Carrying 

 
Amount      

Fair  
Value   

     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS              

Securities held to maturity     $ 7       $ 7       $ 5       $ 6    
Securities available for sale       113         113         90         90    
Notes receivable       480         504         386         407    
Long-term debt       7,073         8,025         7,174         7,861    

C ONSUMERS              

Securities available for sale     $ 81       $ 109       $ 64       $ 90    
Long-term debt       4,326         4,882         4,525         4,891    

  
  Includes current portion of notes receivable of $19 million at December 31, 2011 and $11 million at December 31, 2010.  
  Includes current portion of long-term debt of $1.0 billion at December 31, 2011 and $726 million at December 31, 2010.  
  Includes current portion of long-term debt of $339 million at December 31, 2011 and $37 million at December 31, 2010.  

1 

2 

3 

1 

2 

3 
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The effects of third-party credit enhancements are excluded from the fair value measurements of long-term debt. At December 31, 2011 
and 2010, CMS Energy’s long-term debt included $103 million principal amount that was supported by third-party credit enhancements. This 
entire principal amount was at Consumers.  

Presented in the following table are CMS Energy’s and Consumers’ investment securities:  
   

The mutual funds classified as available for sale are fixed-income funds of varying maturities. During the year ended December 31, 2011, 
CMS Energy contributed $27 million to the SERP, which included a contribution of $20 million by Consumers. The contributions were used to 
acquire additional shares in the mutual funds. State and municipal bonds classified as available for sale consisted of investment grade state and 
municipal bonds. Debt securities classified as held to maturity consist primarily of mortgage-backed securities held by EnerBank, as well as 
state and municipal bonds held by EnerBank.  

Presented in the following table is a summary of the sales activity for CMS Energy’s and Consumers’ investment securities:  
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December 31    2011      2010   

       Cost      

Unrealized 
 

Gains      

Unrealized 
 

Losses      
Fair  

Value      Cost      

Unrealized 
 

Gains      

Unrealized 
 

Losses      
Fair  

Value   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS                          

Available for sale                          

SERP:                          

Mutual funds     $ 113       $ —      $ —      $ 113       $ 62       $ —      $ —      $ 62    
State and municipal bonds       —        —        —        —        28         —        —        28    

Held to maturity                          

Debt securities       7         —        —        7         5         1         —        6    
C ONSUMERS                          

Available for sale                          

SERP:                          

Mutual funds     $ 74       $ —      $ —      $ 74       $ 39       $ —      $ —      $ 39    
State and municipal bonds       —        —        —        —        17         —        —        17    

CMS Energy common stock       7         28         —        35         8         26         —        34    

Years Ended December 31    2011      2010      2009   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

Proceeds from sales of investment securities     $ 29       $ 1       $ 53    
Realized gains       —        —        8    
Net gains from AOCI recognized in net income       —        —        5    

C ONSUMERS           

Proceeds from sales of investment securities     $ 19       $ —      $ 32    
Realized gains       —        —        5    
Net gains from AOCI recognized in net income       —        —        3    

1 

1 
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In 2011, CMS Energy and Consumers sold their SERP investments in state and municipal bonds. The proceeds were reinvested in a 
mutual fund that holds fixed-income instruments of varying maturities. The activity during 2009 related primarily to the sale of a SERP 
investment in a mutual fund.  

10: DERIVATIVE INSTRUMENTS  

In order to limit exposure to certain market risks, primarily changes in commodity prices, interest rates, and foreign exchange rates, 
CMS Energy and Consumers may enter into various risk management contracts, such as forward contracts, futures, options, and swaps. The 
contracts used to manage market risks may qualify as derivative instruments. Neither CMS Energy nor Consumers enters into any derivatives 
for trading purposes.  

Commodity Price Risk : In order to support ongoing operations, CMS Energy and Consumers enter into contracts for the future purchase 
and sale of various commodities, such as electricity, natural gas, and coal. These forward contracts are generally long-term in nature and result 
in physical delivery of the commodity at a contracted price. Most of these contracts are not subject to derivative accounting because:  
   

   

   

Consumers’ coal purchase contracts are not derivatives because there is not an active market for the coal it purchases. If an active market 
for coal develops in the future, some of these contracts may qualify as derivatives. Since Consumers is subject to regulatory accounting, the 
resulting fair value gains and losses would be deferred as regulatory assets or liabilities and would not affect net income.  

Consumers also uses FTRs to manage price risk related to electricity transmission congestion. An FTR is a financial instrument that 
entitles its holder to receive compensation or requires its holder to remit payment for congestion-related transmission charges. FTRs are 
accounted for as derivatives. Under regulatory accounting, all changes in fair value associated with these instruments are deferred as regulatory 
assets or liabilities until the instruments are settled.  

CMS ERM has not designated its contracts to purchase and sell electricity and natural gas as normal purchases and sales and, therefore, 
CMS Energy accounts for those contracts as derivatives.  

The fair value of CMS Energy’s commodity contracts not designated as hedging instruments and recorded in other assets were $3 million 
at December 31, 2011 and $1 million at December 31, 2010. The fair value of Consumers’ commodity contracts not designated as hedging 
instruments and recorded in other assets were $2 million at December 31, 2011 and $1 million at December 31, 2010. The fair value of 
CMS Energy’s commodity contracts not designated as hedging instruments and recorded in other liabilities were $7 million at December 31, 
2011 and $4 million at December 31, 2010. Consumers did not have any contracts recorded as liabilities at December 31, 2011 and 2010.  
   

128  

  
  All proceeds related to sales of investments that were held within the SERP and classified as available for sale. Realized losses on these 

sales were less than $1 million for both CMS Energy and Consumers during each period.  

  
•   they do not have a notional amount (that is, a number of units specified in a derivative instrument, such as MWh of electricity or bcf of 

natural gas);  
  •   they qualify for the normal purchases and sales exception; or  
  •   there is not an active market for the commodity.  

1 
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Presented in the following table is the effect on CMS Energy’s and Consumers’ consolidated statements of income of their derivatives not 
designated as hedging instruments:  
   

Consumers’ gains on FTRs deferred as regulatory liabilities were $2 million for the year ended December 31, 2011, $3 million for the 
year ended December 31, 2010, and $9 million for the year ended December 31, 2009.  

CMS Energy’s derivative liabilities subject to credit-risk-related contingent features were $4 million at December 31, 2011 and 
$1 million at December 31, 2010.  

11: NOTES RECEIVABLE  

EnerBank provides unsecured consumer installment loans for financing home improvements. These loans totaled $480 million, net of an 
allowance for loan losses of $5 million, at December 31, 2011, and $386 million, net of an allowance for loan losses of $5 million, at 
December 31, 2010. At December 31, 2011, $19 million of EnerBank’s loans were classified as current notes receivable and $461 million were 
classified as non-current notes receivable on CMS Energy’s consolidated balance sheets. At December 31, 2010, $11 million of EnerBank’s 
loans were classified as current notes receivable and $375 million were classified as non-current notes receivable on CMS Energy’s 
consolidated balance sheets.  

The allowance for loan losses is a valuation allowance to reflect estimated credit losses. The allowance is increased by the provision for 
loan losses and decreased by loan charge-offs net of recoveries. Management estimates the allowance balance required by taking into 
consideration historical loan loss experience, the nature and volume of the portfolio, economic conditions, and other factors. Loan losses are 
charged against the allowance when the loss is confirmed, but no later than the point at which a loan becomes 120 days past due.  
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Amount of Gain  
(Loss) on Derivatives  
Recognized in Income   

       
Years Ended  
December 31   

Location of Gain (Loss) on Derivatives Recognized in Income    2011     2010      2009   
     In Millions   

CMS E NERGY          

Commodity contracts:          

Operating revenue     $ 2      $ 4       $ 7    
Fuel for electric generation       —       4         (3 )  
Cost of gas sold       (2 )      —        (2 )  
Purchased and interchange power       —       2         —   
Other expense       —       —        (1 )  

Interest rate contracts:          

Other expense       —       —        (1 )  
Foreign exchange contracts :          

Other expense       —       —        (1 )  
         

  
        

  
         

  

Total CMS Energy     $ —     $ 10       $ (1 )  
         

  

        

  

         

  

C ONSUMERS          

Commodity contracts:          

Other expense       —       —        (1 )  
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Presented in the following table are the changes in the allowance for loan losses:  
   

Loans that are 30 days or more past due are considered delinquent. Presented in the following table is the delinquency status of 
EnerBank’s consumer loans at December 31, 2011:  
   

At December 31, 2011, $1 million of EnerBank’s loans had been modified as troubled debt restructurings.  

12: RETIREMENT BENEFITS  

CMS Energy and Consumers provide pension, OPEB, and other retirement benefits to employees under a number of different plans. These 
plans include:  
   

   

   

   

   

   

   

   

Pension Plan :  Participants in the Pension Plan include CMS Energy’s and Consumers’ present employees, employees of their 
subsidiaries, and employees of Panhandle, a former CMS Energy subsidiary. Pension Plan trust assets are not distinguishable by company.  

CMS Energy and Consumers provide an employer contribution of five percent of base pay to the DCCP 401(k) plan for employees hired 
on or after September 1, 2005. On January 1, 2011, the employer contribution was increased to six percent. Employees are not required to 
contribute in order to receive the plan’s employer contribution.  
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Year Ended December 31, 2011        
     In Millions   
Balance at beginning of period     $ 5    
Charge-offs       (5 )  
Recoveries       1    
Provision for loan losses       4    

         
  

Balance at end of period     $ 5    
         

  

Past Due  
30-59 Days    

Past Due 
 

60-
89 Days      

Past Due  
Over 90 Days      

Total  
Delinquent      Current      

Total  
Outstanding   

     In Millions   

$1    $ -      $ 1       $ 2       $ 478       $ 480    

  
•   a non-contributory, qualified defined benefit Pension Plan (closed to new non-union participants as of July 1, 2003 and closed to new 

union participants as of September 1, 2005);  
  •   a qualified cash balance Pension Plan for certain employees hired between July 1, 2003 and August 31, 2005;  
  •   a non-contributory, qualified DCCP for employees hired on or after September 1, 2005;  

  
•   benefits to certain management employees under a non-contributory, nonqualified defined benefit SERP (closed to new participants as 

of March 31, 2006);  
  •   a non-contributory, nonqualified DC SERP for certain management employees hired or promoted on or after April 1, 2006;  
  •   health care and life insurance benefits under an OPEB plan;  
  •   benefits to a selected group of management under a non-contributory, nonqualified EISP; and  
  •   a contributory, qualified defined contribution 401(k) plan.  
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Participants in the cash balance Pension Plan, effective July 1, 2003 to August 31, 2005, also participate in the DCCP as of September 1, 2005. 
Additional pay credits under the cash balance Pension Plan were discontinued as of September 1, 2005. DCCP expense for CMS Energy and 
Consumers was $7 million for the year ended December 31, 2011, $5 million for the year ended December 31, 2010, and $4 million for the 
year ended December 31, 2009.  

SERP : The SERP is a non-qualified plan as defined by the Internal Revenue Code. SERP benefits are paid from a rabbi trust established 
in 1988. SERP rabbi trust earnings are taxable. Presented in the following table are the funded status and fair value of trust assets for 
CMS Energy’s and Consumers’ SERP:  
   

On April 1, 2006, CMS Energy and Consumers implemented a DC SERP and froze further new participation in the SERP. The DC SERP 
provides participants benefits ranging from 5 percent to 15 percent of total compensation. The DC SERP requires a minimum of five years of 
participation before vesting. CMS Energy’s and Consumers’ contributions to the plan, if any, are placed in a grantor trust. For CMS Energy 
and Consumers, trust assets were less than $1 million at December 31, 2011 and December 31, 2010. DC SERP assets are included in other 
non-current assets on CMS Energy’s and Consumers’ consolidated balance sheets. CMS Energy’s and Consumers’ DC SERP expense was less 
than $1 million for each of the years ended December 31, 2011, 2010, and 2009.  

401(k) : The 401(k) plan employer match equals 60 percent of eligible contributions up to the first six percent of an employee’s wages. 
The total 401(k) plan cost for CMS Energy, including Consumers, was $16 million for each of the years ended December 31, 2011, 2010, and 
2009. The total 401(k) plan cost for Consumers was $16 million for the year ended December 31, 2011 and $15 million for each of the years 
ended December 31, 2010 and 2009.  

EISP : In 2002, CMS Energy and Consumers implemented a nonqualified EISP to provide flexibility in separation of employment by 
officers, a selected group of management, or other highly compensated employees. Terms of the plan include payment of a lump sum, payment 
of monthly benefits for life, payment of premiums for continuation of health care, or any other legally permissible term deemed to be in 
CMS Energy’s and Consumers’ best interest. EISP expense for CMS Energy and Consumers was less than $1 million for each of the years 
ended December 31, 2011, 2010, and 2009. The ABO for the EISP for CMS Energy, including Consumers, was $5 million at 
December 31, 2011 and 2010. The ABO for the EISP for Consumers was $1 million at December 31, 2011 and 2010.  

OPEB : Participants in the OPEB plan include all regular full-time employees covered by the employee health care plan on the day before 
retirement from either CMS Energy or Consumers at age 55 or older with at least ten full years of applicable continuous service. Regular full-
time employees who qualify for Pension Plan  
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Years Ended December 31    2011      2010   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS        

Trust assets     $ 114       $ 91    
ABO       117         107    
Contributions       27         17    
C ONSUMERS        

Trust assets     $ 75       $ 57    
ABO       76         66    
Contributions       20         11    
  

  Trust assets are included in other non-current assets on CMS Energy’s and Consumers’  consolidated balance sheets.  

1 

1 

1 
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disability retirement and have 15 years of applicable continuous service may also participate in the OPEB plan. Retiree health care costs were 
based on the assumption that costs would increase 7.5 percent in 2012 and 8.0 percent in 2011 for all retirees. The rate of increase was assumed 
to decline to five percent for all retirees by 2017 and thereafter.  

The assumptions used in the health care cost-trend rate affect service, interest, and PBO costs. Presented in the following table are the 
effects of a one-percentage-point change in the health care cost-trend assumption:  
   

Assumptions : Presented in the following tables are the weighted-average assumptions used in CMS Energy’s and Consumers’ retirement 
benefits plans to determine benefit obligations and net periodic benefit cost:  
   

Weighted Average for Net Periodic Benefit Cost:  

   

   
132  

       

One Percentage 
 

Point Increase      

One Percentage 
 

Point Decrease   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS        

Effect on total service and interest cost component     $ 19       $ (16 )  
Effect on PBO       245         (213 )  
C ONSUMERS        

Effect on total service and interest cost component     $ 18       $ (15 )  
Effect on PBO       238         (207 )  

       Pension and SERP     OPEB   
December 31    2011     2010     2009     2011     2010     2009   
CMS E NERGY , INCLUDING C ONSUMERS               

Weighted Average for Benefit Obligations :               

Discount rate       4.90 %      5.40 %      5.85 %      5.10 %      5.60 %      6.00 %  
Mortality table       2000        2000        2000        2000        2000        2000    
Rate of compensation increase               

Pension       3.50 %      4.00 %      4.00 %        

SERP       5.50 %      5.50 %      5.50 %        

Discount rate       5.40 %      5.85 %      6.50 %      5.60 %      6.00 %      6.50 %  
Expected long-term rate of return on plan assets       8.00 %      8.00 %      8.25 %      7.50 %      7.50 %      7.75 %  
Mortality table       2000        2000        2000        2000        2000        2000    
Rate of compensation increase               

Pension       4.00 %      4.00 %      4.00 %        

SERP       5.50 %      5.50 %      5.50 %        
  

  The discount rate reflects the rate at which benefits could be effectively settled and is equal to the equivalent single rate resulting from a 
yield curve analysis. This analysis incorporated the projected benefit payments specific to CMS Energy’s and Consumers’ Pension Plan 
and OPEB plan and the yields on high quality corporate bonds rated Aa or better.  

  The mortality assumption was based on the RP-2000 mortality tables with projection of future mortality improvements using Scale AA, 
which aligned with the IRS prescriptions for cash funding valuations under the Pension Protection Act of 2006.  
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Costs : Presented in the following tables are the costs and other changes in plan assets and benefit obligations incurred in CMS Energy’s 
and Consumers’ retirement benefits plans:  
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  CMS Energy and Consumers determined the long-term rate of return using historical market returns, the present and expected future 
economic environment, the capital market principles of risk and return, and the expert opinions of individuals and firms with financial 
market knowledge. CMS Energy and Consumers considered the asset allocation of the portfolio in forecasting the future expected total 
return of the portfolio. The goal was to determine a long-term rate of return that could be incorporated into the planning of future cash 
flow requirements in conjunction with the change in the liability. Annually, CMS Energy and Consumers review for reasonableness and 
appropriateness the forecasted returns for various classes of assets used to construct an expected return model. CMS Energy’s and 
Consumers’ expected long-term rate of return on Pension Plan assets was eight percent in 2011. The actual return on Pension Plan assets 
was four percent in 2011, 13 percent in 2010, and 21 percent in 2009.  

       Pension and SERP   
Years Ended December 31    2011     2010     2009   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Net periodic pension cost         

Service cost     $ 49      $ 45      $ 41    
Interest expense       106        104        102    
Expected return on plan assets       (112 )      (92 )      (86 )  
Amortization of:         

Net loss       65        52        41    
Prior service cost       5        5        6    

         
  

        
  

        
  

Net periodic pension cost     $ 113      $ 114      $ 104    
Regulatory adjustment       —       30        —   

         
  

        
  

        
  

Net periodic pension cost after regulatory adjustment     $ 113      $ 144      $ 104    
         

  

        

  

        

  

C ONSUMERS         

Net periodic pension cost         

Service cost     $ 48      $ 44      $ 40    
Interest expense       101        99       97    
Expected return on plan assets       (109 )      (89 )      (83 )  
Amortization of:         

Net loss       63        50        40    
Prior service cost       5        5        5    

         
  

        
  

        
  

Net periodic pension cost     $ 108      $ 109      $ 99    
Regulatory adjustment       —       30        —   

         
  

        
  

        
  

Net periodic pension cost after regulatory adjustment     $ 108      $ 139      $ 99    
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For CMS Energy, the estimated net loss and prior service cost for the defined benefit Pension Plans that will be amortized into net 
periodic benefit cost in 2012 from the regulatory asset is $79 million and from AOCI is $2 million. For Consumers, the estimated net loss and 
prior service cost for the defined benefit Pension Plans that will be amortized into net periodic benefit cost in 2012 from the regulatory asset is 
$79 million. For CMS Energy, the estimated net loss and prior service credit for OPEB plans that will be amortized into net periodic benefit 
cost in 2012 from the regulatory asset is $33 million, with a decrease from AOCI of $1 million. For Consumers, the estimated net loss and prior 
service credit for OPEB plans that will be amortized into net periodic benefit cost in 2012 from the regulatory asset is $33 million.  

CMS Energy and Consumers amortize net gains and losses in excess of ten percent of the greater of the PBO or the MRV over the 
average remaining service period. The estimated period of amortization of gains and losses for CMS Energy and Consumers was 11 years for 
pension and 13 years for OPEB for the year ended December 31, 2011, and 12 years for pension and 14 years for OPEB for each of the years 
ended  
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       OPEB   
Years Ended December 31    2011     2010     2009   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Net periodic OPEB cost         

Service cost     $ 27      $ 26      $ 24    
Interest expense       77        80        80    
Expected return on plan assets       (66 )      (60 )      (50 )  
Amortization of:         

Net loss       30        32        33    
Prior service credit       (20 )      (17 )      (10 )  

         
  

        
  

        
  

Net periodic OPEB cost     $ 48      $ 61      $ 77    
Regulatory adjustment       —       5        —   

         
  

        
  

        
  

Net periodic OPEB cost after regulatory adjustment     $ 48      $ 66      $ 77    
         

  

        

  

        

  

C ONSUMERS         

Net periodic OPEB cost         

Service cost     $ 26      $ 25      $ 24    
Interest expense       74        77        77    
Expected return on plan assets       (61 )      (56 )      (46 )  
Amortization of:         

Net loss       31        33        33    
Prior service credit       (20 )      (16 )      (10 )  

         
  

        
  

        
  

Net periodic OPEB cost     $ 50      $ 63      $ 78    
Regulatory adjustment       —       5        —   

         
  

        
  

        
  

Net periodic OPEB cost after regulatory adjustment     $ 50      $ 68      $ 78    
         

  

        

  

        

  

  
  Regulatory adjustments are the differences between amounts included in rates and the periodic benefit cost calculated. These regulatory 

adjustments were offset by surcharge revenues, which resulted in no impact to net income for the years presented. The pension and OPEB 
regulatory liability was less than $1 million at December 31, 2011 and 2010.  
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December 31, 2010 and 2009. Prior service cost amortization is established in the year in which the prior service cost first occurred, and is 
based on the same amortization period for all future years until the prior service costs are fully amortized. CMS Energy and Consumers had 
new prior services credits for OPEB in 2010. The estimated period of amortization of these new prior service credits for CMS Energy and 
Consumers was ten years for OPEB for the year ended December 31, 2010.  

Reconciliations: Presented in the following tables are reconciliations of the funded status of CMS Energy’s and Consumers’ retirement 
benefits plans with their retirement benefits plans’ liabilities:  
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Years Ended December 31 
   Pension Plan   
   2011     2010   

     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS       

Benefit obligation at beginning of period     $ 1,896      $ 1,717    
Service cost       48        44    
Interest cost       100        98    
Actuarial loss       107        150    
Benefits paid       (79 )      (113 )  

         
  

        
  

Benefit obligation at end of period     $ 2,072      $ 1,896    
         

  

        

  

Plan assets at fair value at beginning of period     $ 1,401      $ 1,007    
Actual return on plan assets       54        132    
Company contribution       250        375    
Actual benefits paid       (79 )      (113 )  

         
  

        
  

Plan assets at fair value at end of period     $ 1,626      $ 1,401    
         

  

        

  

Funded status at December 31     $ (446 )    $ (495 )  
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Years Ended December 31 
   SERP     OPEB   
   2011     2010     2011     2010   

     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

Benefit obligation at beginning of period     $ 118      $ 106      $ 1,410      $ 1,423    
Service cost       1        1        27        26    
Interest cost       6        6        77        80    
Plan amendments       —       —       —       (101 )  
Actuarial loss       8        11        180        36    
Benefits paid       (6 )      (6 )      (53 )      (54 )  

         
  

        
  

        
  

        
  

Benefit obligation at end of period     $ 127      $ 118      $ 1,641      $ 1,410    
         

  

        

  

        

  

        

  

Plan assets at fair value at beginning of period     $ —     $ —     $ 887      $ 782    
Actual return on plan assets       —       —       23        88    
Company contribution       6        6        67        71    
Actual benefits paid       (6 )      (6 )      (53 )      (54 )  

         
  

        
  

        
  

        
  

Plan assets at fair value at end of period     $ —     $ —     $ 924      $ 887    
         

  

        

  

        

  

        

  

Funded status at December 31     $ (127 )    $ (118 )    $ (717 )    $ (523 )  
         

  

        

  

        

  

        

  

C ONSUMERS           

Benefit obligation at beginning of period     $ 77      $ 67      $ 1,358      $ 1,373    
Service cost       1        1        26        25    
Interest cost       4        4        74        77    
Plan amendments       —       —       —       (100 )  
Actuarial loss       6        8        178        34    
Benefits paid       (3 )      (3 )      (51 )      (51 )  

         
  

        
  

        
  

        
  

Benefit obligation at end of period     $ 85      $ 77      $ 1,585      $ 1,358    
         

  

        

  

        

  

        

  

Plan assets at fair value at beginning of period     $ —     $ —     $ 825      $ 725    
Actual return on plan assets       —       —       21        81    
Company contribution       3        3        66        70    
Actual benefits paid       (3 )      (3 )      (51 )      (51 )  

         
  

        
  

        
  

        
  

Plan assets at fair value at end of period     $ —     $ —     $ 861      $ 825    
         

  

        

  

        

  

        

  

Funded status at December 31     $ (85 )    $ (77 )    $ (724 )    $ (533 )  
         

  

        

  

        

  

        

  

  
  The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 established a prescription drug benefit under Medicare 

(Medicare Part D) and a federal subsidy, which is tax-exempt, to sponsors of retiree health care benefit plans that provide a benefit that is 
actuarially equivalent to Medicare Part D. In 2010, the Health Care Acts repealed these tax-exempt deductions for years beginning after 
December 31, 2012. The Medicare Part D annualized reduction in net OPEB cost for CMS Energy was $26 million for 2011, $28 million 
for 2010, and $19 million for 2009. Consumers’ Medicare Part D annualized reduction in net OPEB costs was $25 million for 2011, 
$26 million for 2010, and $18 million for 2009. The reduction for CMS Energy and Consumers included $9 million for 2011, $10 million 
for 2010, and $6 million for 2009 in capitalized OPEB costs.  
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At December 31, 2011, Consumers classified $4 million as current liabilities and $1.2 billion as non-current liabilities on its consolidated 
balance sheets. At December 31, 2010, Consumers classified $4 million as current liabilities and $1.1 billion as non-current liabilities on 
its consolidated balance sheets.  

   

   

Presented in the following table are the Pension Plan PBO, ABO, and fair value of plan assets:  
   

Items Not Yet Recognized as a Component of Net Periodic Benefit Cost: Presented in the following table are the amounts recognized in 
regulatory assets and AOCI that have not been recognized as components of net periodic benefit cost. For additional details on regulatory 
assets, see Note 6, Regulatory Matters.  
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  CMS Energy received payments of $5 million in each of 2011 and 2010 and $4 million in 2009 for the Medicare Part D subsidies. 
Consumers received payments of $5 million in each of 2011 and 2010 and $4 million in 2009 for the Medicare Part D subsidies.  

  At December 31, 2011, CMS Energy classified $7 million as current liabilities and $1.3 billion as non-current liabilities on its 
consolidated balance sheets. At December 31, 2010, CMS Energy classified $7 million as current liabilities and $1.1 billion as non-
current liabilities on its consolidated balance sheets. Current liabilities relate to SERP projected payments for the next year.  

  At December 31, 2011, $414 million of the total funded status of the Pension Plan was attributable to Consumers based on an allocation 
of expenses. At December 31, 2010, $463 million of the funded status of the Pension Plan was attributable to Consumers based on an 
allocation of expenses.  

  Plan amendments reflect changes resulting from an agreement reached with the UWUA in April 2010 on a new five-year contract for 
UWUA members.  

Years Ended December 31    2011      2010   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS        

Pension PBO     $ 2,072       $ 1,896    
Pension ABO       1,765         1,517    
Fair value of Pension Plan assets       1,626         1,401    

       
Pension and  

SERP      OPEB   
Years Ended December 31    2011      2010      2011     2010   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS             

Regulatory assets             

Net loss     $ 1,014       $ 914       $ 766      $ 579    
Prior service cost (credit)       17         23         (132 )      (152 )  

AOCI             

Net loss (gain)       81         72         (5 )      (9 )  
Prior service cost (credit)       2         2         (3 )      (4 )  

         
  

         
  

         
  

        
  

Total amounts recognized in regulatory assets and AOCI     $ 1,114       $ 1,011       $ 626      $ 414    
         

  

         

  

         

  

        

  

C ONSUMERS             

Regulatory assets             

Net loss     $ 1,014       $ 914       $ 766      $ 579    
Prior service cost (credit)       17         23         (132 )      (152 )  

AOCI             

Net loss       27         22         —       —   
Prior service cost       —        1         —       —   

         
  

         
  

         
  

        
  

Total amounts recognized in regulatory assets and AOCI     $ 1,058       $ 960       $ 634      $ 427    
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Plan Assets: Presented in the following tables are the fair values of CMS Energy’s and Consumers’ Pension Plan and OPEB plan assets at 
December 31, 2011 and 2010, by asset category and by level within the fair value hierarchy. For additional details regarding the fair value 
hierarchy, see Note 4, Fair Value Measurements.  
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       Pension Plan   
December 31, 2011    Total      Level 1      Level 2   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

Asset Category:           

Cash and short-term investments     $ 241       $ 241       $ —   
U.S. government and agencies securities       24         —        24    
Corporate debt       236         —        236    
State and municipal bonds       10         —        10    
Foreign corporate debt       23         —        23    
Mutual funds       257         257         —   
Pooled funds       835         —        835    

         
  

         
  

         
  

Total     $ 1,626       $ 498       $ 1,128    
         

  

         

  

         

  

       Pension Plan   
December 31, 2010    Total      Level 1      Level 2   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

Asset Category:           

Cash and short-term investments     $ 248       $ 248       $ —   
U.S. government and agencies securities       57         —        57    
Corporate debt       161         —        161    
State and municipal bonds       8         —        8    
Foreign corporate debt       17         —        17    
Mutual funds       183         183         —   
Pooled funds       727         —        727    

         
  

         
  

         
  

Total     $ 1,401       $ 431       $ 970    
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       OPEB Plan   
December 31, 2011    Total      Level 1      Level 2   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

Asset Category:           

Cash and short-term investments     $ 64       $ 64       $ —   
U.S. government and agencies securities       203         —        203    
Corporate debt       28         —        28    
State and municipal bonds       71         —        71    
Foreign corporate debt       3         —        3    
Common stocks       113         113         —   
Mutual funds       31         31         —   
Pooled funds       411         —        411    

         
  

         
  

         
  

Total     $ 924       $ 208       $ 716    
         

  

         

  

         

  

C ONSUMERS           

Asset Category:           

Cash and short-term investments     $ 60       $ 60       $ —   
U.S. government and agencies securities       189         —        189    
Corporate debt       26         —        26    
State and municipal bonds       66         —        66    
Foreign corporate debt       3         —        3    
Common stocks       105         105         —   
Mutual funds       29         29         —   
Pooled funds       383         —        383    

         
  

         
  

         
  

Total     $ 861       $ 194       $ 667    
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       OPEB Plan   
December 31, 2010    Total      Level 1      Level 2   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

Asset Category:           

Cash and short-term investments     $ 56       $ 56       $ —   
U.S. government and agencies securities       181         —        181    
Corporate debt       20         —        20    
State and municipal bonds       36         —        36    
Foreign corporate debt       2         —        2    
Common stocks       154         154         —   
Mutual funds       23         23         —   
Pooled funds       415         —        415    

         
  

         
  

         
  

Total     $ 887       $ 233       $ 654    
         

  

         

  

         

  

C ONSUMERS           

Asset Category:           

Cash and short-term investments     $ 52       $ 52       $ —   
U.S. government and agencies securities       168         —        168    
Corporate debt       19         —        19    
State and municipal bonds       34         —        34    
Foreign corporate debt       2         —        2    
Common stocks       143         143         —   
Mutual funds       21         21         —   
Pooled funds       386         —        386    

         
  

         
  

         
  

Total     $ 825       $ 216       $ 609    
         

  

         

  

         

  

  
  Cash and short-term investments consist of money market funds with daily liquidity.  
  U.S. government and agencies securities consist of U.S. Treasury notes and other debt securities backed by the U.S. government and 

related agencies. These securities were valued based on quoted market prices.  
  At December 31, 2011, corporate debt investments in the Pension Plan comprised investment grade bonds (69 percent) and non-

investment grade, high-yield bonds (31 percent) of U.S. issuers from diverse industries. At December 31, 2010, corporate debt 
investments in the Pension Plan comprised investment grade bonds (61 percent) and non-investment grade, high-yield bonds 
(39 percent) of U.S. issuers from diverse industries. These securities are valued based on quoted market prices, when available, or yields 
presently available on comparable securities of issuers with similar credit ratings.  

  At December 31, 2011, corporate debt investments in the OPEB plan comprised investment grade bonds (69 percent) and non-investment 
grade, high-yield bonds (31 percent) of U.S. issuers from diverse industries. At December 31, 2010, corporate debt investments in the 
OPEB plan comprised investment grade bonds (61 percent) and non-investment grade, high-yield bonds (39 percent) of U.S. issuers from 
diverse industries. These securities are valued based on quoted market prices, when available, or yields presently available on comparable 
securities of issuers with similar credit ratings.  

  State and municipal bonds were valued using a matrix-pricing model that incorporates Level 2 market-based information. The fair value 
of the bonds was derived from various observable inputs, including benchmark  
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yields, reported securities trades, broker/dealer quotes, bond ratings, and general information on market movements for investment grade 
state and municipal securities normally considered by market participants when pricing such debt securities. 

  Foreign corporate debt securities were valued based on quoted market prices, when available, or on yields available on comparable 
securities of issuers with similar credit ratings.  

  Common stocks in the OPEB plan consist of equity securities with low transaction costs that were actively managed and tracked by the 
S&P 500 Index. These securities were valued at their quoted closing prices.  

  Mutual funds represent shares in registered investment companies that are priced based on the quoted NAV that is the basis for 
transactions to buy or sell shares in the funds.  

  Pooled funds in the Pension Plan include both common and collective trust funds as well as special funds that contain only employee 
benefit plan assets from two or more unrelated benefit plans. At December 31, 2011, these funds comprised investments in U.S. equity 
securities (53 percent), foreign equity securities (22 percent), foreign fixed-income securities (16 percent), U.S. fixed-income securities 
(five percent), and alternative investments (four percent). At December 31, 2010, these funds comprised investments in U.S. equity 
securities (55 percent), foreign equity securities (24 percent), foreign fixed-income securities (14 percent), U.S. fixed-income securities 
(four percent), and alternative investments (three percent). These investments were valued at the quoted NAV provided by the fund 
managers that is the basis for transactions to buy or sell shares in the funds.  

  Pooled funds in the OPEB plan include both common and collective trust funds as well as special funds that contain only employee 
benefit plan assets from two or more unrelated benefit plans. At December 31, 2011, these funds comprised investments in U.S. equity 
securities (88 percent), foreign equity securities (six percent), foreign fixed-income securities (four percent), U.S. fixed-income securities 
(one percent), and alternative investments (one percent). At December 31, 2010, these funds comprised investments in U.S. equity 
securities (89 percent), foreign equity securities (six percent), foreign fixed-income securities (three percent), U.S. fixed-income 
securities (one percent), and alternative investments (one percent). These investments are valued at the quoted NAV provided by the fund 
managers that is the basis for transactions to buy or sell shares in the funds.  
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Presented in the following table are the contributions to CMS Energy’s and Consumers’ OPEB plan and Pension Plan:  
   

   

Contributions include required and discretionary amounts. Actual future contributions will depend on future investment performance, 
changes in discount rates, and various factors related to the populations participating in the plans.  

In 2011, CMS Energy reached its target asset allocation for Pension Plan assets of 50 percent equity, 30 percent fixed income, and 
20 percent alternative-strategy investments. This target asset allocation is expected to continue to maximize the long-term return on plan assets, 
while maintaining a prudent level of risk. The level of acceptable risk is a function of the liabilities of the plan. Equity investments are 
diversified mostly across the S&P 500 Index, with lesser allocations to the S&P MidCap and SmallCap Indexes and Foreign Equity Funds. 
Fixed-income investments are diversified across investment grade instruments of government and corporate issuers as well as high-yield and 
global bond funds. Alternative strategies are diversified across absolute return investment approaches and global tactical asset allocation. 
CMS Energy and Consumers use annual liability measurements, quarterly portfolio reviews, and periodic asset/liability studies to evaluate the 
need for adjustments to the portfolio allocation.  

CMS Energy and Consumers established union and non-union VEBA trusts to fund their future retiree health and life insurance benefits. 
These trusts are funded through the ratemaking process for Consumers and through direct contributions from the non-utility subsidiaries. 
CMS Energy and Consumers have a target asset allocation of 60 percent equity and 40 percent fixed-income investments.  

CMS Energy and Consumers invest the equity portions of the union and non-union health care VEBA trusts in an S&P 500 Index fund. 
CMS Energy and Consumers invest the fixed-income portion of the union health care VEBA trust in domestic investment grade taxable 
instruments. CMS Energy and Consumers invest the fixed-income portion of the non-union health care VEBA trust in a diversified mix of 
domestic tax-exempt securities.  
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Years Ended December 31    2011      2010   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS        

OPEB        

VEBA trust     $ 48       $ 57    
401(h) component       19         14    

         
  

         
  

   $ 67       $ 71    
Pension     $ 250       $ 375    

         

  

         

  

C ONSUMERS        

OPEB        

VEBA trust     $ 47       $ 57    
401(h) component       19         13    

         
  

         
  

   $ 66       $ 70    
Pension     $ 245       $ 366    

         

  

         

  

  
  CMS Energy, including Consumers, plans to contribute $65 million to the OPEB plan in 2012 and Consumers plans to contribute 

$64 million to the OPEB plan in 2012.  
  CMS Energy, including Consumers, does not plan to contribute to the Pension Plan in 2012.  
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The investment selections of each VEBA trust are influenced by the tax consequences, as well as the objective of generating asset returns that 
will meet the medical and life insurance costs of retirees.  

Benefit Payments: Presented in the following table are the expected benefit payments for each of the next five years and the five-year period 
thereafter:  
   

Collective Bargaining Agreements: At December 31, 2011, unions represented 42 percent of CMS Energy’s employees and 44 percent of 
Consumers’ employees. The UWUA represents Consumers’ operating, maintenance, construction, and call center employees. The USW 
represents Zeeland employees. Union contracts expire in 2015.  

13: INCOME TAXES  

CMS Energy and its subsidiaries file a consolidated U.S. federal income tax return and a unitary Michigan income tax return. Income 
taxes are allocated based on each company’s separate taxable income in accordance with the CMS Energy tax sharing agreement.  
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       Pension      SERP      
OPEB 

  
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

2012     $ 111       $ 7       $ 70    
2013       120         7         73    
2014       129         7         76    
2015       138         8         80    
2016       144         8         83    
2017-2021       777         44         466    

C ONSUMERS           

2012     $ 108       $ 4       $ 67    
2013       117         4         70    
2014       126         4         73    
2015       134         4         76    
2016       140         4         80    
2017-2021       757         23         445    

  
  CMS Energy’s and Consumers’ OPEB benefit payments are net of employee contributions and expected Medicare Part D prescription 

drug subsidy payments. For CMS Energy, subsidies to be received are estimated to be $6 million for 2012, $7 million for each of 2013 
and 2014, $8 million for each of 2015 and 2016, and $49 million combined for 2017 through 2021. For Consumers, subsidies to be 
received are estimated to be $6 million for each of 2012 and 2013, $7 million for each of 2014 and 2015, $8 million for 2016, and 
$47 million combined for 2017 through 2021.  
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Presented in the following table is the difference between actual income tax expense on continuing operations, excluding noncontrolling 
interests, and income tax expense computed by applying the statutory U.S. federal income tax rate:  
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Years Ended December 31    2011     2010     2009   
     In Millions, Except Tax Rate   
CMS E NERGY , INCLUDING C ONSUMERS         

Income from continuing operations before income taxes     $ 604      $ 587      $ 324    

Income tax expense at statutory rate       211        205        114    
Increase (decrease) in income taxes from:         

MCIT law change, net of federal benefit       (32 )      —       —   
State and local income taxes, net of federal benefit       21        26        21    
Income tax credit amortization       (4 )      (4 )      (4 )  
Medicare Part D exempt income, net of law change       (6 )      (6 )      (6 )  
Plant basis differences       (1 )      2        1    
Tax credits, net       (1 )      (3 )      (9 )  
Valuation allowance       1        1        2    
Other, net       2        3        (4 )  

         
  

        
  

        
  

Income tax expense     $ 191      $ 224      $ 115    
         

  

        

  

        

  

Effective tax rate       31.6 %      38.2 %      35.5 %  
C ONSUMERS         

Income from continuing operations before income taxes     $ 734      $ 688      $ 456    
Income tax expense at statutory rate       257        241        160    
Increase (decrease) in income taxes from:         

State and local income taxes, net of federal benefit       24        26        19    
Income tax credit amortization       (4 )      (4 )      (4 )  
Medicare Part D exempt income       (6 )      (9 )      (6 )  
Plant basis differences       (1 )      2        1    
Tax credits, net       (1 )      (3 )      (7 )  
Other, net       (2 )      1        —   

         
  

        
  

        
  

Income tax expense     $ 267      $ 254      $ 163    
         

  

        

  

        

  

Effective tax rate       36.4 %      36.9 %      35.7 %  
  

  CMS Energy’s effective tax rate for the year ended December 31, 2011 was reduced due to a one-time non-cash reduction in tax expense 
resulting from a change in Michigan tax law. In May 2011, Michigan enacted the MCIT, effective January 1, 2012. The MCIT, a 
simplified six percent corporate income tax, will replace the MBT, which is a complex multi-part business tax. Both the MBT and the 
MCIT are income taxes for financial reporting purposes, for which deferred income tax assets and liabilities are recorded. CMS Energy 
and Consumers remeasured their Michigan deferred income tax assets and liabilities at June 30, 2011 to reflect this change in law. Unlike 
the MBT, the MCIT does not allow future tax deductions to offset the book-tax differences that existed upon enactment of the tax. Due 
primarily to the elimination of these future tax deductions, Consumers has eliminated $128 million of net deferred tax assets associated 
with its utility book-tax temporary differences, recognizing a $128 million regulatory asset (not including  

1 

2 

1 

Consumers 2011 10-K

Appellant's App 
Vol I, p 362a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Table of Contents  

CMS Energy Corporation  
Consumers Energy Company  

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)  
   

Presented in the following table are the significant components of income tax expense on continuing operations:  
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the effects of income tax gross-ups), and in addition to the amounts related to Consumers, CMS Energy eliminated $32 million of net 
deferred tax liabilities associated with its non-utility book-tax temporary differences, recognizing a $32 million deferred income tax 
benefit. 

  For the year ended December 31, 2010, CMS Energy recognized deferred tax expense of $3 million to reflect the enactment of the Health 
Care Acts. The law change prospectively repealed the tax deduction for the portion of the health care costs reimbursed by the Medicare 
Part D subsidy for taxable years beginning after December 31, 2012. Consumers has recorded a regulatory asset of $98 million at 
December 31, 2011 to reflect the expected recovery of additional future income taxes.  

Years Ended December 31    2011     2010     2009   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Current income taxes :         

Federal     $ 2      $ (21 )    $ (12 )  
State and local       24        26        17    

         
  

        
  

        
  

   $ 26      $ 5      $ 5    
Deferred income taxes :         

Federal     $ 207      $ 210      $ 86    
State and local       11        13        28    
MCIT law change       (49 )      —       —   

         
  

        
  

        
  

   $ 169      $ 223      $ 114    
Deferred income tax credit, net       (4 )      (4 )      (4 )  

         
  

        
  

        
  

Tax expense     $ 191      $ 224      $ 115    
         

  

        

  

        

  

C ONSUMERS         

Current income taxes :         

Federal     $ 74      $ (17 )    $ 72    
State and local       32        25        24    

         
  

        
  

        
  

   $ 106      $ 8      $ 96    
Deferred income taxes:         

Federal     $ 159      $ 236      $ 66    
State and local       6        14        5    

         
  

        
  

        
  

   $ 165      $ 250      $ 71    
Deferred income tax credit, net       (4 )      (4 )      (4 )  

         
  

        
  

        
  

Tax expense     $ 267      $ 254      $ 163    
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Presented in the following table are the principal components of deferred income tax assets (liabilities) recognized:  
   

Deferred tax assets and liabilities are recognized for the estimated future tax effect of temporary differences between the tax basis of 
assets or liabilities and the reported amounts on CMS Energy’s and Consumers’ consolidated financial statements. Deferred tax assets and 
liabilities are classified as current or non-current according to the classification of the related assets or liabilities. Deferred tax assets and 
liabilities not related to assets or liabilities are classified according to the expected reversal date of the temporary differences.  
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December 31    2011     2010   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS       

Employee benefits     $ (126 )    $ (76 )  
Gas inventory       (155 )      (177 )  
Plant, property, and equipment       (1,668 )      (1,382 )  
Regulatory tax liability       70        162    
Reserves and accruals       86        101    
Securitized costs       (96 )      (120 )  
Tax loss and credit carryforwards       806        996    
Other       92        (103 )  

         
  

        
  

   $ (991 )    $ (599 )  
Less valuation allowance       (20 )      (19 )  

         
  

        
  

Total net deferred income tax liabilities     $ (1,011 )    $ (618 )  
         

  

        

  

Deferred tax assets, net of valuation reserves     $ 1,034      $ 1,240    
Deferred tax liabilities       (2,045 )      (1,858 )  

         
  

        
  

Total net deferred income tax liabilities     $ (1,011 )    $ (618 )  
         

  

        

  

C ONSUMERS       

Employee benefits     $ (158 )    $ (110 )  
Gas inventory       (155 )      (177 )  
Plant, property, and equipment       (1,742 )      (1,464 )  
Regulatory tax liability       70        162    
Reserves and accruals       44        45    
Securitized costs       (96 )      (120 )  
Tax loss and credit carryforwards       67        281    
Other       81        (115 )  

         
  

        
  

   $ (1,889 )    $ (1,498 )  
Less valuation allowance       (1 )      —   

         
  

        
  

Total net deferred income tax liabilities     $ (1,890 )    $ (1,498 )  
         

  

        

  

Deferred tax assets, net of valuation reserves     $ 261      $ 488    
Deferred tax liabilities       (2,151 )      (1,986 )  

         
  

        
  

Total net deferred income tax liabilities     $ (1,890 )    $ (1,498 )  
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Presented in the following table are the tax loss and credit carryforwards at December 31, 2011:  
   

CMS Energy has provided a valuation allowance of $2 million for the local tax loss carryforward, a valuation allowance of $2 million for 
the state capital loss carryforward, and a valuation allowance of $2 million for general business credits. Consumers has provided a valuation 
allowance of $1 million for the state capital loss carryforward. CMS Energy and Consumers expect to utilize fully tax loss and credit 
carryforwards for which no valuation has been provided. It is reasonably possible that further adjustments will be made to the valuation 
allowances within one year.  

Presented in the following table is a reconciliation of the beginning and ending amount of uncertain tax benefits:  
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     Gross Amount      Tax Attribute      Expiration 

       In Millions 
CMS E NERGY , INCLUDING C ONSUMERS           

Federal net operating loss carryforward     $ 1,403       $ 491       2023 –2031 
Local net operating loss carryforwards       439         4       2023 –2031 
State capital loss carryforward       26         2       2014 –2015 
Alternative minimum tax credits       269         269       No expiration 
General business credits       40         40       2012 – 2031 

            
  

   

Total tax attributes        $ 806       
            

  

   

C ONSUMERS           

Federal net operating loss carryforward     $ 134       $ 47       2023 – 2031 
State capital loss carryforward       10         1       2014 – 2015 
Alternative minimum tax credits       5         5       No expiration 
General business credits       14         14       2012 – 2031 

            
  

   

Total tax attributes        $ 67       
            

  

   

Years Ended December 31    2011     2010     2009   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Balance at beginning of period     $ 4      $ 62      $ 65    
Reductions for prior year tax positions       (1 )      (58 )      (6 )  
Additions for prior year tax positions  

     1        
—
          2    

Additions for current year tax positions  
     

—
          

—
          1    

         
  

        
  

        
  

Balance at end of period     $ 4      $ 4      $ 62    
         

  

        

  

        

  

C ONSUMERS         

Balance at beginning of period     $ 3      $ 57      $ 55    
Reductions for prior year tax positions  

     
—
          (54 )      (1 )  

Additions for prior year tax positions  
     1        

—
          2    

Additions for current year tax positions  
     

—
          

—
          1    

         
  

        
  

        
  

Balance at end of period     $ 4      $ 3      $ 57    
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CMS Energy, including Consumers, had uncertain tax benefits of $4 million at December 31, 2011 and 2010 and $8 million at 
December 31, 2009 that, if recognized, would affect the annual effective tax rate in future years. Consumers had uncertain tax benefits of 
$4 million at December 31, 2011 and $3 million at December 31, 2010 and 2009 that, if recognized, would affect the annual effective tax rate 
in future years.  

CMS Energy and Consumers recognize accrued interest and penalties, where applicable, as part of income tax expense. CMS Energy, 
including Consumers, recognized no interest for the year ended December 31, 2011 and less than $1 million for each of the years ended 
December 31, 2010 and 2009. In 2010, CMS Energy settled with the IRS and, as a result, paid $6 million of accrued interest in 
December 2010. At that time, a remaining accrued interest balance of $3 million was eliminated. Consumers recognized no interest for the year 
ended December 31, 2011 and less than $1 million for each of the years ended December 31, 2010 and 2009. Upon settlement with the IRS in 
2010, Consumers paid $4 million to CMS Energy and eliminated a remaining accrued interest balance of $1 million.  

In November 2010, the IRS concluded its audit of CMS Energy and its subsidiaries, and proposed changes of $132 million to taxable 
income for the years ended December 31, 2002 through December 31, 2007. Of this amount, $82 million resulted in an adjustment to the 
existing net operating loss carryforward; the remaining $50 million increased taxable income. Most of the adjustments related to the timing of 
deductions, not the disallowance of deductions. CMS Energy accepted the proposed adjustments to taxable income, which resulted in the 
payment of $15 million of tax and accrued interest. The tax adjustments were allocated based on the companies’ separate taxable income, in 
accordance with CMS Energy’s tax sharing agreement. The impact to net income was less than $1 million.  

In December 2010, the IRS began its audit of CMS Energy and its subsidiaries’ 2008 and 2009 federal tax returns. The IRS also is 
auditing CMS Energy’s research and development tax credit claims for 2001 through 2009. These credits are part of CMS Energy’s overall 
general business credit carryforwards. It is reasonably possible that, within the next twelve months, a settlement will be reached with the IRS 
on CMS Energy’s research and development tax credit claim. The total claimed credit for these years is $21 million.  

The amount of income taxes paid is subject to ongoing audits by federal, state, local, and foreign tax authorities, which can result in 
proposed assessments. CMS Energy’s and Consumers’ estimate of the potential outcome for any uncertain tax issue is highly judgmental. 
CMS Energy and Consumers believe that their accrued tax liabilities at December 31, 2011 were adequate for all years.  

14: STOCK-BASED COMPENSATION  

CMS Energy and Consumers provide a PISP to key employees and non-employee directors based on their contributions to the successful 
management of the company. The PISP has a five-year term, expiring in May 2014.  

All grants under the PISP for 2011, 2010, and 2009 were in the form of TSR restricted stock and time-lapse restricted stock. Restricted 
stock recipients receive shares of CMS Energy common stock. Restricted stock shares granted prior to August 1, 2010 have full dividend and 
voting rights. The TSR restricted stock shares granted after August 1, 2010 continue to have full voting rights. In lieu of cash dividend 
payments, however, the TSR restricted stock shares granted after August 1, 2010 receive additional restricted shares equal to the value of the 
dividend. These additional restricted shares are subject to the same vesting conditions as the underlying restricted stock shares.  
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TSR restricted stock vesting is contingent on meeting a three-year service requirement and a specific market condition. The market 
condition is based entirely on a comparison of CMS Energy’s TSR with the median TSR of a peer group over the same three-year period. 
Depending on the outcome of the market condition, a recipient may earn a total award ranging from zero to 200 percent of the initial grant. 
Time-lapse restricted stock vests after a service period of three years.  

Restricted stock awards granted to officers in 2011 were 75 percent TSR restricted stock and 25 percent time-lapsed restricted stock. 
Awards granted to officers in 2010 and 2009 were 67 percent TSR restricted stock and 33 percent time-lapse restricted stock.  

For awards granted prior to August 1, 2010, restricted shares may vest fully upon retirement, disability, or change of control of 
CMS Energy if certain minimum service requirements are met or are waived by action of the C&HR Committees. If employment terminates for 
any other reason (other than death) or the minimum service requirements are not met or waived, the restricted shares will be fully forfeited. For 
awards granted after August 1, 2010, a pro-rata portion of the award equal to the portion of the service period served between the award grant 
date and the employee’s termination date will vest upon termination of an employee due to retirement, disability, or change of control of 
CMS Energy. For TSR awards, this vesting is contingent upon the outcome of the market condition. The remaining portion of the award will be 
forfeited. All awards vest fully upon death.  

The PISP also allows for stock options, stock appreciation rights, phantom shares, performance units, and incentive options, none of 
which was granted in 2011, 2010, or 2009.  

Shares awarded or subject to stock options, phantom shares, or performance units may not exceed 6 million shares from June 2009 
through May 2014, nor may such awards to any recipient exceed 500,000 shares in any fiscal year. CMS Energy and Consumers may issue 
awards of up to 3,884,919 shares of common stock under the PISP at December 31, 2011. Shares for which payment or exercise is in cash, as 
well as shares or stock options forfeited for any reason other than failure to meet a market condition, may be awarded or granted again under 
the PISP.  
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Presented in the following table is restricted stock activity under the PISP:  
   

CMS Energy and Consumers charge the fair value of the awards to expense over the required service period. As a result, for awards 
granted prior to August 1, 2010, CMS Energy and Consumers recognize all compensation expense for share-based awards that have accelerated 
service provisions upon retirement by the period in which the employee becomes eligible to retire. TSR restricted stock awards granted after 
August 1, 2010 have graded vesting features, and CMS Energy and Consumers recognize expense for those awards on a graded vesting 
schedule over the required service period. Expense for time-lapse awards is recognized on a straight-line basis over the required service period. 
CMS Energy and Consumers calculate the fair value of time-lapse restricted stock based on the price of CMS Energy’s common stock on the 
grant date. CMS Energy and Consumers calculate the fair value of TSR restricted stock awards on the grant date using a Monte Carlo 
simulation. CMS Energy and Consumers base expected volatilities on the historical volatility of the price of CMS Energy common stock.  

The risk-free rate for each valuation was based on the three-year U.S. Treasury yield at the award grant date. Presented in the following 
table are the significant assumptions used to estimate the fair value of the TSR restricted stock awards:  
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Year Ended December 31, 2011    
Number of  

Shares     
Weighted-Average Grant 
Date Fair Value per Share   

CMS E NERGY , INCLUDING C ONSUMERS       

Nonvested at beginning of period       1,993,465      $ 13.26    
Granted       787,149        13.89    
Vested       (917,190 )      7.64    
Forfeited       (15,356 )      16.94    

         
  

        
  

Nonvested at end of period       1,848,068      $ 16.29    
         

  

  

C ONSUMERS       

Nonvested at beginning of period       1,805,023      $ 13.28    
Granted       737,504        14.17    
Vested       (837,174 )      7.77    
Forfeited       (15,356 )      16.94    

         
  

        
  

Nonvested at end of period       1,689,997      $ 16.36    
         

  

  

  
  During 2011, CMS Energy granted 310,100 TSR shares, 215,400 time-lapse shares, 25,329 shares from dividends paid on TSR shares, and 

236,320 shares granted as a result of the outcome of the TSR awards’ market condition. During 2011, Consumers granted 295,035 TSR 
shares, 207,613 time-lapse shares, 23,328 shares from dividends paid on TSR shares, and 211,528 shares granted as a result of the outcome 
of the TSR awards’  market condition.  

     2011     2010     2009   
Expected volatility       29.6 %      30.1 %      29.8 %  
Expected dividend yield       4.6 %      2.4 %      2.0 %  
Risk-free rate       1.0 %      0.9 %      1.8 %  

1 

1 

1 
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Presented in the following table are amounts related to restricted stock awards:  
   

At December 31, 2011, $10 million of total unrecognized compensation cost was related to restricted stock for CMS Energy, including 
Consumers, and $10 million of total unrecognized compensation cost was related to restricted stock for Consumers. CMS Energy and 
Consumers expect to recognize this cost over a weighted-average period of 2.0 years.  

Presented in the following table is stock option activity under the PISP:  
   

Stock options give the holder the right to purchase common stock at the market price on the grant date. Stock options are exercisable 
upon grant, and expire up to ten years and one month from the grant date. CMS Energy and Consumers issue new shares when recipients 
exercise stock options. The total intrinsic value of stock options exercised for CMS Energy was $1 million for each of the years ended 
December 31, 2011 and 2010 and less than $1 million for the year ended December 31, 2009. The total intrinsic value of stock options 
exercised for Consumers was $1 million for each of the years ended December 31, 2011 and 2010 and less than $1 million for the year ended 
December 31, 2009. Cash received from exercise of these stock options in 2011 was $2 million for CMS Energy and $1 million for Consumers. 
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Years Ended December 31    2011      2010      2009   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

Fair value of shares that vested during the year     $ 7       $ 7       $ 4    
Compensation expense recognized       10         9         9    
Income tax benefit recognized       4         4         3    

C ONSUMERS           

Fair value of shares that vested during the year     $ 7       $ 6       $ 4    
Compensation expense recognized       10         9         8    
Income tax benefit recognized       4         3         3    

Year Ended December 31, 2011    

Options  
Outstanding, 

 
Fully  

Vested,  
and  

Exercisable     

Weighted-
 

Average  
Exercise  
Price per  

Share      

Weighted-  
Average  

Remaining 
Contractual 

 
Term      

Aggregate 
 

Intrinsic  
Value   

     (In Millions)   

CMS E NERGY , INCLUDING C ONSUMERS             

Outstanding at beginning of period       437,080      $ 22.34         1.1 years       $ (2 )  
Granted       —       —         

Exercised       (127,500 )      11.87          

Cancelled or expired       (244,000 )      27.85          
         

  
        

  
      

Outstanding at end of period       65,580      $ 22.20         0.2 years       $ —   
         

  

        

C ONSUMERS             

Outstanding at beginning of period       267,468      $ 20.64         1.2 years       $ (1 )  
Granted       —       —         

Exercised       (92,968 )      10.25          

Cancelled or expired       (113,000 )      28.34          
         

  
        

  
      

Outstanding at end of period       61,500      $ 22.20         0.2 years       $ —   
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Since CMS Energy has utilized tax loss carryforwards, CMS Energy was unable to realize excess tax benefits upon exercise of stock 
options and vesting of restricted stock. Therefore, CMS Energy did not recognize the related excess tax benefits in equity. As of 
December 31, 2011, CMS Energy has $31 million of unrealized excess tax benefits.  

Presented in the following table is the weighted-average grant-date fair value of awards under the PISP:  
   

15: LEASES  

CMS Energy and Consumers lease various assets, including service vehicles, railcars, gas pipeline capacity, and buildings. In addition, 
CMS Energy and Consumers account for a number of their PPAs as capital and operating leases.  

Operating leases for coal-carrying railcars have lease terms expiring without extension provisions over the next 12 years and with 
extension provisions over the next 15 years. These leases contain fair market value extension and buyout provisions, with some providing for 
predetermined extension period rentals. Capital leases for Consumers’ vehicle fleet operations have a maximum term of 120 months with some 
having Terminal Rental Adjustment Clause end-of-life provisions and others having fixed percentage purchase options.  

Consumers has capital leases for gas transportation pipelines to the Karn generating complex and Zeeland. The capital lease for the gas 
transportation pipeline into the Karn generating complex has a term of 15 years with a provision to extend the contract from month to month. 
The remaining term of the contract was 10 years at December 31, 2011. The capital lease for the gas transportation pipeline to Zeeland has a 
term of 12 years with a renewal provision at the end of the contract. The remaining term of the contract was one year at December 31, 2011. 
The remaining terms of Consumers’ long-term PPAs range between one and 20 years. Most of these PPAs contain provisions at the end of the 
initial contract terms to renew the agreements annually.  

Consumers is authorized by the MPSC to record operating lease payments as operating expense and recover the total cost from 
customers. Presented in the following table are Consumers’ operating lease expense and contingent rental expense. For each of the years ended 
December 31, 2011, 2010, and 2009, all of CMS Energy’s operating lease expense and contingent rental expense were attributable to 
Consumers.  
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Years Ended December 31    2011      2010      2009   

CMS E NERGY , INCLUDING C ONSUMERS           

Weighted-average grant-date fair value per share           

Restricted stock granted     $ 13.89       $ 16.22       $ 13.49    

C ONSUMERS           

Weighted-average grant-date fair value per share           

Restricted stock granted     $ 14.17       $ 16.27       $ 13.44    

Years Ended December 31    2011      2010      2009   
     In Millions   

C ONSUMERS           

PPA operating lease expense     $ 10       $ 5       $ 9    
Non-PPA operating lease expense       22         22         23    
Contingent rental expense       11         14         9    

  
  Contingent rental expense comprises PPA energy and capacity payments and any other payments not associated with RECs. This expense is 

excluded from operating lease expense.  

1 
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Presented in the following table are the minimum annual rental commitments under Consumers’ non-cancelable leases at 
December 31, 2011. All of CMS Energy’s non-cancelable leases at December 31, 2011 were attributable to Consumers.  
   

Palisades remains on Consumers’ consolidated balance sheets and Consumers continues to depreciate it. Consumers recorded the related 
proceeds as a finance obligation with payments recorded to interest expense and the finance obligation based on the amortization of the 
obligation over the life of the Palisades PPA. The value of the finance obligation was determined based on an allocation of the transaction 
proceeds to the fair values of the net assets sold and fair value of the plant asset under the financing. Total amortization and interest charges 
under the financing were $21 million, $22 million, and $23 million, respectively, for the years ended December 31, 2011, 2010, and 2009.  
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Capital 
 

Leases      

Finance 
 

Lease      

Operating 
 

Leases   
     In Millions   

C ONSUMERS           

2012     $ 20       $ 20       $ 27    
2013       13         20         24    
2014       11         19         22    
2015       12         18         22    
2016       8         17         17    
2017 and thereafter       39         79         68    

         
  

         
  

         
  

Total minimum lease payments     $ 103       $ 173       $ 180    
               

  

Less imputed interest       46         39       
         

  
         

  
   

Present value of net minimum lease payments     $ 57       $ 134       
Less current portion       11         13       

         
  

         
  

   

Non-current portion     $ 46       $ 121       
         

  

         

  

   

  
  In 2007, Consumers sold Palisades to Entergy and entered into a 15-year PPA to buy all of the capacity and energy then capable of being 

produced by Palisades. Consumers has continuing involvement with Palisades through security provided to Entergy for Consumers’ PPA 
obligation and other arrangements. Because of these ongoing arrangements, Consumers accounted for the transaction as a financing of 
Palisades and not a sale. Accordingly, no gain on the sale of Palisades was recognized on the consolidated statements of income. Consumers 
accounted for the remaining non-real-estate assets and liabilities associated with the transaction as a sale.  
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16: PLANT, PROPERTY, AND EQUIPMENT  

Presented in the following table are details of CMS Energy’s and Consumers’ plant, property, and equipment:  
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Years Ended December 31    

Estimated  
Depreciable 
Life in Years      2011      2010   

            In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

Electric:           

Generation       18 - 85       $ 3,936       $ 3,812    
Distribution       12 -75         5,538         5,250    
Other       7 - 40         651         609    
Capital and finance leases          275         273    

Gas:           

Underground storage facilities       30 - 65         322         311    
Transmission       13 - 75         722         713    
Distribution       30 - 80         2,754         2,654    
Other       5 - 50         403         380    
Capital leases          5         5    

Enterprises:           

Independent power production       3 - 30         89         85    
Other       3 - 40         20         17    

Other       1 - 51         36         36    
Construction work in progress          783         570    
Less accumulated depreciation and amortization          4,901         4,646    

            
  

         
  

Net plant, property, and equipment        $ 10,633       $ 10,069    
            

  

         

  

1 
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Presented in the following table is further detail on changes in Consumers’ capital and finance leases:  
   

Capital and finance leases presented are gross amounts. Accumulated amortization of capital and finance leases was $87 million at 
December 31, 2011 and $65 million at December 31, 2010 for Consumers.  
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Years Ended December 31    

Estimated  
Depreciable 
Life in Years      2011      2010   

            In Millions   

C ONSUMERS           

Electric:           

Generation       18 - 85       $ 3,936       $ 3,812    
Distribution       12 - 75         5,538         5,250    
Other       7 - 40         651         609    
Capital and finance leases          275         273    

Gas:           

Underground storage facilities       30 - 65         322         311    
Transmission       13 - 75         722         713    
Distribution       30 - 80         2,754         2,654    
Other       5 - 50         403         380    
Capital leases          5         5    

Other non-utility property       8 - 51         15         15    
Construction work in progress          782         566    
Less accumulated depreciation and amortization          4,846         4,593    

            
  

         
  

Net plant, property, and equipment        $ 10,557       $ 9,995    
            

  

         

  

  
  Underground storage includes base natural gas of $26 million at December 31, 2011 and 2010. Base natural gas is not subject to 

depreciation.  
  For the year ended December 31, 2011, utility plant additions were $700 million and utility plant retirements were $104 million. For the 

year ended December 31, 2010, utility plant additions were $783 million and utility plant retirements were $85 million.  

Years Ended December 31    2011     2010   
     In Millions   

C ONSUMERS       

Balance at beginning of period     $ 278      $ 306    
Additions       4        15    
Net retirements and other adjustments       (2 )      (43 )  

         
  

        
  

Balance at end of period     $ 280      $ 278    
         

  

        

  

1 

2 

1 

2 
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Presented in the following table is further detail on CMS Energy’s and Consumers’ accumulated depreciation and amortization:  
   

Maintenance and Depreciation: CMS Energy and Consumers record property repairs and minor property replacement as maintenance 
expense. CMS Energy and Consumers record planned major maintenance activities as operating expense unless the cost represents the 
acquisition of additional long-lived assets or the replacement of an existing long-lived asset.  

Consumers depreciates utility property on an asset-group basis, in which it applies a single MPSC-approved depreciation rate to the gross 
investment in a particular class of property within the electric and gas segments. Consumers performs depreciation studies periodically to 
determine appropriate group lives. Presented in the following table are the composite depreciation rates for Consumers’ segment properties:  
   

CMS Energy and Consumers record plant, property, and equipment at original cost when placed into service. The cost includes labor, 
material, applicable taxes, overhead such as pension and other benefits, and AFUDC, if applicable. Consumers’ plant, property, and equipment 
is generally recoverable through its general rate making process. For additional details see Note 6, Regulatory Matters.  

When utility property is mothballed, the property is reserved for future use, stays in rate base, and continues to be depreciated at the same 
rate as before the mothball period. No changes are made to rates unless it is decided that the units will be retired, or the MPSC disallows some 
or all costs associated with the property.  

When utility property is retired or otherwise disposed of in the ordinary course of business, Consumers records the original cost to 
accumulated depreciation, along with associated cost of removal, net of salvage. CMS Energy and Consumers recognize gains or losses on the 
retirement or disposal of non-regulated assets in income. Consumers records cost of removal collected from customers, but not spent, as a 
regulatory liability.  

Consumers capitalizes AFUDC on regulated major construction projects, except pollution control facilities on its fossil-fueled power 
plants. AFUDC represents the estimated cost of debt and authorized return-on-equity funds used to finance construction additions. Consumers 
records the offsetting credit as a reduction of interest for the amount representing the borrowed funds component and as other income for the 
equity funds component on the consolidated statements of income. When construction is completed and the property is placed in service,  
   

156  

Years Ended December 31    2011      2010   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS        

Utility plant assets     $ 4,844       $ 4,592    
Non-utility plant assets       57         54    
C ONSUMERS        

Utility plant assets     $ 4,844       $ 4,592    
Non-utility plant assets       2         1    

Years Ended December 31    2011     2010     2009   
Electric utility property       3.0 %      3.0 %      3.0 %  
Gas utility property       2.9 %      2.9 %      2.9 %  
Other property       7.4 %      7.4 %      7.6 %  
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Consumers depreciates and recovers the capitalized AFUDC from customers over the life of the related asset. Presented in the following table 
are Consumers’ composite AFUDC capitalization rates:  
   

CMS Energy and Consumers capitalize the purchase and development of internal-use computer software. These costs are expensed 
evenly over the estimated useful life of the internal-use computer software. If computer software is integral to computer hardware, then its cost 
is capitalized and depreciated with the hardware. The types of costs capitalized are consistent for all periods presented by the financial 
statements.  

Intangible Assets : Included in net plant, property, and equipment are intangible assets. Presented in the following table are 
CMS Energy’s and Consumers’ intangible assets:  
   

   

   

   
157  

Years Ended December 31    2011     2010     2009   
AFUDC capitalization rate       7.6 %      7.6 %      7.6 %  

Years Ended December 31          2011      2010   

Description    

Amortization Life 

 
in years     

Gross Cost 
     

Accumulated 
 

Amortization      
Gross Cost 

     

Accumulated 
 

Amortization   
           In Millions   

CMS E NERGY , INCLUDING C ONSUMERS          

Software development       3 - 15      $ 361       $ 142       $ 323       $ 125    
Plant acquisition adjustments       40 - 46        214         22         213         16    
Rights of way       50 - 75        128         38         140         37    
Leasehold improvements       various       11         9         13         9    
Franchises and consents       5 - 30        15         7         15         6    
Other intangibles       various        19         14         20         14    

           
  

         
  

         
  

         
  

Total       $ 748       $ 232       $ 724       $ 207    
           

  

         

  

         

  

         

  

C ONSUMERS                

Software development       3 - 15      $ 360       $ 141       $ 323       $ 125    
Plant acquisition adjustments       40 - 46        214         22         213         16    
Rights of way       50 - 75        128         38         140         37    
Leasehold improvements       various       11         9         13         9    
Franchises and consents       5 - 30        15         7         15         6    
Other intangibles       various        18         14         18         14    

           
  

         
  

         
  

         
  

Total       $ 746       $ 231       $ 722       $ 207    
           

  

         

  

         

  

         

  

  
  Net intangible asset additions for Consumers’  utility plant were $23 million during 2011 and $25 million during 2010.  
  Leasehold improvements are amortized over the life of the lease, which may change whenever the lease is renewed or extended.  

1 1 

2 

2 

1 

2 
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Presented in the following table is CMS Energy’s and Consumers’ amortization expense related to intangible assets:  
   

Amortization of intangible assets is expected to range between $39 million and $50 million per year over the next five years.  

J OINTLY O WNED R EGULATED U TILITY F ACILITIES  

Presented in the following table are Consumers’ investments in jointly owned regulated utility facilities at December 31, 2011:  
   

Consumers includes its share of the direct expenses of the jointly owned plants in operating expenses. Consumers shares operation, 
maintenance, and other expenses of these jointly owned utility facilities in proportion to each participant’s undivided ownership interest. 
Consumers is required to provide only its share of financing for the jointly owned utility facilities.  

17: ASSET RETIREMENT OBLIGATIONS  

CMS Energy and Consumers record the fair value of the cost to remove assets at the end of their useful lives, if there is a legal obligation 
to remove them. No market risk premiums were included in CMS Energy’s and Consumers’ ARO fair value estimates since reasonable 
estimates could not be made. If a five percent market risk premium were assumed, CMS Energy’s and Consumers’ ARO liabilities at 
December 31, 2011 would increase by $13 million and at December 31, 2010 would increase by $12 million.  

If a reasonable estimate of fair value cannot be made in the period in which the ARO is incurred, such as for assets with indeterminate 
lives, the liability is recognized when a reasonable estimate of fair value can be made. CMS Energy and Consumers have not recorded 
liabilities for assets that have insignificant cumulative disposal costs, such as substation batteries.  
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CMS Energy,  

including  Consumers      Consumers   

Years Ended December 31    

Total  
Amortization 

 
Expense      

Software  
Amortization 

 
Expense      

Total  
Amortization 

 
Expense      

Software  
Amortization 

 
Expense   

     In Millions   

2011     $ 32       $ 24       $ 32       $ 24    
2010       28         19         27         19    
2009       30         22         30         22    

Ownership share    

Campbell 
 

Unit 3  
93.3%     

Ludington 
 

51.0%     

Distribution 
 

various   
     In Millions, Except Ownership Share   

Utility plant in service     $ 1,059      $ 175      $ 168    
Accumulated depreciation       (430 )      (118 )      (46 )  
Construction work-in-progress       55        43        7    

         
  

        
  

        
  

Net investment     $ 684      $ 100      $ 129    
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Presented below are the categories of assets that CMS Energy and Consumers have legal obligations to remove at the end of their useful 
lives and for which they have an ARO liability recorded:  
   

No assets have been restricted for purposes of settling AROs.  

Presented in the following tables are the changes in CMS Energy’s and Consumers’ ARO liabilities:  
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Company and ARO Description      
In-Service 

Date    Long-Lived Assets 

CMS E NERGY , I NCLUDING C ONSUMERS         

Close gas treating plant and gas wells      Various    Gas transmission and storage 
Closure of coal ash disposal areas      Various    Generating plants coal ash areas 
Closure of wells at gas storage fields      Various    Gas storage fields 
Indoor gas services equipment relocations      Various    Gas meters located inside structures 
Asbestos abatement      1973    Electric and gas utility plant 
Gas distribution cut, purge, and cap      Various    Gas distribution mains and services 
C ONSUMERS         

Closure of coal ash disposal areas      Various    Generating plants coal ash areas 
Closure of wells at gas storage fields      Various    Gas storage fields 
Indoor gas services equipment relocations      Various    Gas meters located inside structures 
Asbestos abatement      1973    Electric and gas utility plant 
Gas distribution cut, purge, and cap      Various    Gas distribution mains and services 

Company and ARO Description 

   ARO  
Liability 

 
12/31/10   

   

Incurred   

  

Settled   

  

Accretion   

   

Cash  
flow  

Revisions   

   ARO  
Liability 

 
12/31/11   

                

                

       In Millions   

CMS E NERGY , I NCLUDING C ONSUMERS                  

Close gas treating plant and gas wells     $ 1       $ —     $ —     $ —      $ —      $ 1    
Consumers       244         (2 )      (7 )      18         —        253    

         
  

         
  

        
  

        
  

         
  

         
  

Total CMS Energy     $ 245       $ (2 )    $ (7 )    $ 18       $ —      $ 254    
         

  

         

  

        

  

        

  

         

  

         

  

C ONSUMERS                  

Coal ash disposal areas     $ 66       $ —     $ (2 )    $ 6       $ —      $ 70    
Wells at gas storage fields       1         —       —       —        —        1    
Indoor gas services relocations       1         —       (1 )      —        —        —   
Asbestos abatement       40         —       (1 )      3         —        42    
Gas distribution cut, purge, and cap       136         (2 )      (3 )      9         —        140    

         
  

         
  

        
  

        
  

         
  

         
  

Total Consumers     $ 244       $ (2 )    $ (7 )    $ 18       $ —      $ 253    
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18: VARIABLE INTEREST ENTITIES  

Variable interests are contractual, ownership, or other interests in an entity that change as the fair value of the VIE’s net assets, excluding 
variable interests, changes. An entity is considered to be a VIE when its capital is insufficient to permit it to finance its activities without 
additional subordinated financial support or its equity investors, as a group, lack the characteristics of having a controlling financial interest.  

Entities that are VIEs must be consolidated if the reporting entity determines that it has a controlling financial interest. The entity that is 
required to consolidate the VIE is called the primary beneficiary. The primary beneficiary is the entity that has both (1) the power to direct the 
activities of a VIE that most significantly impact the VIE’s economic performance and (2) the obligation to absorb losses of the VIE that could 
potentially be significant to the VIE.  

Effective January 1, 2010, new guidance changed the criteria for consolidating VIEs. As a result of adopting this guidance, CMS Energy 
consolidated CMS Energy Trust I and deconsolidated three partnerships that it had previously consolidated.  

CMS Energy has consolidated CMS Energy Trust I because CMS Energy is the variable interest holder that designed the entity and, 
through the design, has the power to direct the activities of CMS Energy Trust I that most significantly impact the trust’s economic 
performance. The sole assets of the trust consist of subordinated notes issued by CMS Energy, and the sole liabilities of the trust consist of 
Trust Preferred Securities. CMS Energy has guaranteed payment of the Trust Preferred Securities. Upon consolidation, CMS Energy reduced 
its equity method investment by $5 million and its long-term debt by $34 million. CMS Energy also recorded a $29 million liability for the 
mandatorily redeemable preferred securities issued by the trust. No gain or loss was recognized on the consolidation of CMS Energy Trust I. 
The balance of the Trust Preferred Securities was $29 million at December 31, 2011. In January 2012, CMS Energy called all of the securities, 
to be redeemed in late February 2012.  

CMS Energy has variable interests in T.E.S. Filer City, Grayling, and Genesee. CMS Energy is not the primary beneficiary of any of 
these partnerships because power is shared among unrelated parties, and no one party has the power to direct the activities that most 
significantly impact the entities’ economic performance. The partners must agree on all major decisions for each of the partnerships.  
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Company and ARO Description 

   ARO  
Liability 

 
12/31/09   

   

Incurred   

   

Settled   

  

Accretion   

   

Cash  
flow  

Revisions   

   ARO  
Liability 

 
12/31/10   

                 

                 

       In Millions   

CMS E NERGY , I NCLUDING C ONSUMERS                   

Close gas treating plant and gas wells     $ 1       $ —      $ —     $ —      $ —      $ 1    
Consumers       228         6         (7 )      17         —        244    

         
  

         
  

         
  

        
  

         
  

         
  

Total CMS Energy     $ 229       $ 6       $ (7 )    $ 17       $ —      $ 245    
         

  

         

  

         

  

        

  

         

  

         

  

C ONSUMERS                

Coal ash disposal areas     $ 64       $ —      $ (4 )    $ 6       $ —      $ 66    
Wells at gas storage fields       1         —        —       —        —        1    
Indoor gas services relocations       1         —        —       —        —        1    
Asbestos abatement       38         —        (1 )      3         —        40    
Gas distribution cut, purge, and cap       124         6         (2 )      8         —        136    

         
  

         
  

         
  

        
  

         
  

         
  

Total Consumers     $ 228       $ 6       $ (7 )    $ 17       $ —      $ 244    
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Presented in the following table is information about these partnerships:  
   

CMS Energy has operating and management contracts with Grayling and Genesee, and Consumers is the primary purchaser of power 
from each partnership through long-term PPAs. Consumers also has reduced dispatch agreements with Grayling and Genesee, which allow 
these facilities to be dispatched based on the market price of wood waste. This results in fuel cost savings that each partnership shares with 
Consumers’ customers.  

CMS Energy’s investment in these partnerships is included in investments on its consolidated balance sheets in the amount of $52 million 
as of December 31, 2011 and $49 million as of December 31, 2010. The creditors of these partnerships do not have recourse to the general 
credit of CMS Energy or Consumers, except through a guarantee provided by CMS Energy of $3 million annually. CMS Energy has deferred 
collections on certain receivables owed by Genesee. CMS Energy’s maximum exposure to loss from these receivables is $6 million. 
Consumers has not provided any financial or other support during the periods presented that was not previously contractually required.  

19: RELATED-PARTY TRANSACTIONS — CONSUMERS  

Consumers enters into a number of significant transactions with related parties. These transactions include:  
   

   

   

Transactions involving power supply purchases from certain affiliates of CMS Enterprises are based on avoided costs under PURPA, 
state law, and competitive bidding. The payment of parent company overhead costs is based on the use of accepted industry allocation 
methodologies. These payments are for costs that occur in the normal course of business.  

Presented in the following table are Consumers’ recorded income and expense from related parties as of December 31:  
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Name (Ownership Interest)    Nature of the Entity    Financing of Partnership 

T.E.S. Filer City (50%) 
   

Coal-fueled power generator 
   

Non-recourse long-term debt that matured in 
December 2007. 

Grayling (50%) 

   

Wood waste-fueled power generator 

   

Sale of revenue bonds that mature in November 2012 and 
bear interest at variable rates. The debt is recourse to the 
partnership, but not the individual partners, and secured by a 
letter of credit equal to the outstanding balance. 

Genesee (50%) 

   

Wood waste-fueled power generator 

   

Sale of revenue bonds that mature in 2021 and bear interest at 
fixed rates. The debt is non-recourse to the partnership and 
secured by a CMS Energy guarantee capped at $3 million 
annually. 

  •   purchase and sale of electricity from and to affiliates of CMS Enterprises;  
  •   payment of parent company overhead costs to CMS Energy; and  
  •   investment in CMS Energy common stock.  

Description    Related Party    2011      2010      2009   
          In Millions   

Purchases of capacity and energy    Affiliates of CMS Enterprises    $ 81       $ 84       $ 81    
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Amounts payable to related parties for purchased power and other services were $11 million at December 31, 2011 and 2010.  

Consumers owned 1.6 million shares of CMS Energy common stock with a fair value of $35 million at December 31, 2011. For 
additional details on Consumers’ investment in CMS Energy common stock, see Note 9, Financial Instruments.  

20: ASSET SALES, DISCONTINUED OPERATIONS, AND IMPAIRMENT CHARGES  

A SSET S ALES  

The impacts of asset sales are included in gain on asset sales, net and income (loss) from discontinued operations on CMS Energy’s 
consolidated statements of income, and they are included in loss (gain) on asset sales, net on Consumers’ consolidated statements of income. 
Asset sales for CMS Energy and Consumers were less than $1 million for each of the years ended December 31, 2011 and 2009.  

In 2010, CMS Enterprises exercised its option to sell its stock interest in CMS Generation San Nicolas Company and transferred the sale 
proceeds to MEI. As a result, CMS Enterprises recognized a $3 million net gain. In 2010, CMS Enterprises also sold a cost-method investment 
with a carrying value of zero, and recognized a $3 million gain.  

D ISCONTINUED O PERATIONS  

Discontinued operations are a component of the enterprises segment. CMS Energy included the following amounts in income (loss) from 
discontinued operations:  
   

   

Also includes disposal-related losses of $10 million in additional tax expense resulting from an IRS audit adjustment related to a 2003 
asset sale, a $6 million ($4 million net of tax) loss for the write down of CMS Energy’s investment in Exeter, a $5 million ($3 million net 
of tax) loss for the increase in a liability for a 2007 asset sale, and a $5 million ($3 million net of tax) loss on the settlement of a 2002 
asset sale indemnity.  

   

Also includes a gain for the expiration of an indemnity obligation related to a 2007 asset sale. CMS Energy provided an indemnity to 
TAQA in connection with the sale of its ownership interests in businesses in the Middle East, Africa, and India, and recorded a 
$50 million provision for the contingent liability. This indemnity expired in 2009 and CMS Energy eliminated the liability from its 
consolidated balance sheets,  
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Years Ended December 31    2011     2010     2009   
     In Millions   

Revenues     $ —     $ 10      $ 7    
         

  

        

  

        

  

Discontinued operations         

Pretax income (loss) from discontinued operations     $ 2      $ (21 )    $ 33    
Income tax expense       —       2        13    

         
  

        
  

        
  

Income (loss) from discontinued operations, net of tax expense     $ 2     $ (23 )     $ 20   
         

  

        

  

        

  

  
  Includes an operating gain of $3 million related to a litigation settlement at CMS Viron.  
  Includes an operating loss of $2 million ($1 million net of tax) at Exeter, whose assets and liabilities were reclassified as held for sale in 

2009.  

  Includes an operating loss of $11 million ($7 million net of tax) at Exeter and a loss of $3 million ($2 million net of tax) related to a 
litigation settlement at CMS Viron.  

1 2 3 

1 

2 

3 
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recognizing a $45 million benefit ($28 million net of tax) to income (loss) from discontinued operations and a $5 million benefit to gain 
on asset sales, net.  

Discontinued operations include a provision for closing costs and a portion of CMS Energy’s parent company interest expense. The 
amount of interest expense allocated by CMS Energy was less than $1 million in each of 2011, 2010, and 2009. CMS Energy allocates its 
interest expense by applying its total interest expense to the net carrying amount of the asset sold divided by CMS Energy’s total capitalization. 

During the fourth quarter of 2009, CMS Energy’s management committed to a plan to sell its interest in Exeter and initiated an active 
program to locate potential buyers. CMS Energy completed the sale of this business in January 2011. Presented in the following table are the 
major classes of assets and liabilities of Exeter classified as held for sale on CMS Energy’s consolidated balance sheet at December 31, 2010:  
   

I MPAIRMENT C HARGES  

In 2010, CMS Energy wrote down its investment in Exeter from its carrying amount of $11 million to Exeter’s fair value of $5 million. 
This valuation was based on the price that CMS Energy received for the sale of Exeter, which closed in January 2011. The impairment resulted 
in a loss of $6 million, which was recorded in earnings as part of discontinued operations for the year ended December 31, 2010.  

In May 2010, Consumers announced plans to defer the development of its proposed 830-MW coal-fueled plant at its Karn/Weadock 
generating complex. At that time, Consumers recorded a charge of $3 million to write off certain capitalized development costs because the 
costs were deemed not to have long-term value in connection with the potential future construction of the plant. The project’s air permit, issued 
by the MDEQ in December 2009, was set to expire in August 2011 if construction of the coal plant had not commenced or if Consumers had 
not been granted an extension of the air permit. In December 2010, Consumers determined that it would not begin construction before 
August 2011 as a means of preserving the air permit. As a result, the likelihood that the plant would be constructed had diminished 
significantly. In December 2010, in accordance with accounting standards governing impairment of plant costs for regulated utilities, 
Consumers recorded an additional charge of $19 million to write off the remaining previously capitalized development costs associated with 
the proposed plant. The total charge of $22 million was recorded in other operating expenses for the year ended December 31, 2010. In 
December 2011, Consumers announced the cancellation of the proposed plant.  
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Year Ended December 31    2010   
     In Millions   
Assets     

Current Assets:     

Cash     $ 1    
Accounts receivable, net       1    

Non-current Assets:     

Plant, property, and equipment, net       3    
Other       1    

         
  

Total assets     $ 6    
         

  

Liabilities:     

Current Liabilities     $ 1    
         

  

Total liabilities     $ 1    
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CMS Energy and Consumers recorded no other impairments of long-lived assets for the years ended December 31, 2011, 2010, and 2009. 

21: REPORTABLE SEGMENTS  

Reportable segments consist of business units defined by the products and services they offer. CMS Energy and Consumers evaluate the 
performance of each segment based on its contribution to net income available to CMS Energy’s common stockholders. The reportable 
segments for CMS Energy and Consumers are:  

CMS Energy:  
   

   

   

   

Consumers:  
   

   

   

Accounting policies for CMS Energy’s and Consumers’ segments are as described in Note 1, Significant Accounting Policies. The 
consolidated financial statements reflect the assets, liabilities, revenues, and expenses of the individual segments when appropriate. Accounts 
are allocated among the segments when common accounts are attributable to more than one segment. The allocations are based on certain 
measures of business activities, such as revenue, labor dollars, customers, other operation and maintenance expense, construction expense, 
leased property, taxes, or functional surveys. For example, customer receivables are allocated based on revenue, and pension provisions are 
allocated based on labor dollars.  

Inter-segment sales and transfers are accounted for at current market prices and are eliminated in consolidated net income available to 
common stockholders by segment.  
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  •   electric utility, consisting of regulated activities associated with the generation and distribution of electricity in Michigan;  
  •   gas utility, consisting of regulated activities associated with the transportation, storage, and distribution of natural gas in Michigan;  
  •   enterprises, consisting of various subsidiaries engaging primarily in domestic independent power production; and  
  •   other, including EnerBank, corporate interest and other expenses, and discontinued operations.  

  •   electric utility, consisting of regulated activities associated with the generation and distribution of electricity in Michigan;  
  •   gas utility, consisting of regulated activities associated with the transportation, storage, and distribution of natural gas in Michigan; and 

  •   other, including a consolidated special-purpose entity for the sale of accounts receivable.  
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Presented in the following tables is financial information by reportable segment:  
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Years Ended December 31    2011      2010      2009   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

Operating Revenue:           

Electric utility     $ 3,913       $ 3,802       $ 3,407    
Gas utility       2,340         2,354         2,556    
Enterprises       204         238         216    
Other       46         38         26    

         
  

         
  

         
  

Total Operating Revenue — CMS Energy     $ 6,503       $ 6,432       $ 6,205    
         

  

         

  

         

  

C ONSUMERS           

Operating Revenue:           

Electric utility     $ 3,913       $ 3,802       $ 3,407    
Gas utility       2,340         2,354         2,556    

         
  

         
  

         
  

Total Operating Revenue — Consumers     $ 6,253       $ 6,156       $ 5,963    
         

  

         

  

         

  

CMS E NERGY , INCLUDING C ONSUMERS           

Depreciation and Amortization:           

Electric utility     $ 412       $ 450       $ 441    
Gas utility       130         122         118    
Enterprises       3         3         10    
Other       1         1         1    

         
  

         
  

         
  

Total Depreciation and Amortization — CMS Energy     $ 546       $ 576       $ 570    
         

  

         

  

         

  

C ONSUMERS           

Depreciation and Amortization:           

Electric utility     $ 412       $ 450       $ 441    
Gas utility       130         122         118    

         
  

         
  

         
  

Total Depreciation and Amortization — Consumers     $ 542       $ 572       $ 559    
         

  

         

  

         

  

CMS E NERGY , INCLUDING C ONSUMERS           

Income (Loss) from Equity Method Investees           

Enterprises     $ 9       $ 11       $ (2 )  
         

  
         

  
         

  

Total Income (Loss) from Equity Method Investees — CMS Energy     $ 9       $ 11       $ (2 )  
         

  

         

  

         

  

CMS E NERGY , INCLUDING C ONSUMERS           

Interest Charges:           

Electric utility     $ 192       $ 202       $ 225    
Gas utility       71         73         66    
Enterprises       —        —        5    
Other       152         156         139    

         
  

         
  

         
  

Total Interest Charges — CMS Energy     $ 415       $ 431       $ 435    
         

  

         

  

         

  

C ONSUMERS           

Interest Charges:           

Electric utility     $ 192       $ 202       $ 225    
Gas utility       71         73         66    
Other       2         2         1    

         
  

         
  

         
  

Total Interest Charges — Consumers     $ 265       $ 277       $ 292    
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)  
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Years Ended December 31    2011     2010     2009   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS         

Income Tax Expense (Benefit):         

Electric utility     $ 190      $ 187      $ 107    
Gas utility       77        67        56    
Enterprises       (24 )      14        4    
Other       (52 )      (44 )      (52 )  

         
  

        
  

        
  

Total Income Tax Expense — CMS Energy     $ 191      $ 224      $ 115    
         

  

        

  

        

  

C ONSUMERS         

Income Tax Expense:         

Electric utility     $ 190      $ 187      $ 107    
Gas utility       77        67        56    

         
  

        
  

        
  

Total Income Tax Expense — Consumers     $ 267      $ 254      $ 163    
         

  

        

  

        

  

CMS E NERGY , INCLUDING C ONSUMERS         

Net Income (Loss) Available to Common Stockholders:         

Electric utility     $ 333      $ 303      $ 194    
Gas utility       130        127        96    
Enterprises       32        36        (7 )  
Discontinued operations       2        (23 )      20    
Other       (82 )      (119 )      (85 )  

         
  

        
  

        
  

Total Net Income Available to Common Stockholders — CMS Energy     $ 415      $ 324      $ 218    
         

  

        

  

        

  

C ONSUMERS         

Net Income Available to Common Stockholder:         

Electric utility     $ 333      $ 303      $ 194    
Gas utility       130        127        96    
Other       2        2        1    

         
  

        
  

        
  

Total Net Income Available to Common Stockholder — Consumers     $ 465      $ 432      $ 291    
         

  

        

  

        

  

CMS E NERGY , INCLUDING C ONSUMERS         

Plant, Property, and Equipment, Gross:         

Electric utility     $ 10,400      $ 9,944      $ 9,525    
Gas utility       4,206        4,063        3,812    
Enterprises       109        102        345    
Other       36        36        34    

         
  

        
  

        
  

Total Plant, Property, and Equipment — CMS Energy     $ 14,751      $ 14,145      $ 13,716    
         

  

        

  

        

  

C ONSUMERS         

Plant, Property, and Equipment, Gross:         

Electric utility     $ 10,400      $ 9,944      $ 9,525    
Gas utility       4,206        4,063        3,812    
Other       15        15        15    

         
  

        
  

        
  

Total Plant, Property, and Equipment — Consumers     $ 14,621      $ 14,022      $ 13,352    
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Years Ended December 31    2011      2010      2009   
     In Millions   

CMS E NERGY , INCLUDING C ONSUMERS           

Investments in Equity Method Investees :           

Enterprises     $ 49       $ 48       $ 3    
Other       1         1         6    

         
  

         
  

         
  

Total Investments in Equity Method Investees — CMS Energy     $ 50       $ 49       $ 9    
         

  

         

  

         

  

CMS E NERGY , INCLUDING C ONSUMERS           

Total Assets:           

Electric utility     $ 9,938       $ 9,321       $ 9,157    
Gas utility       4,956         4,614         4,594    
Enterprises       242         191         303    
Other       1,316         1,490         1,202    

         
  

         
  

         
  

Total Assets — CMS Energy     $ 16,452       $ 15,616       $ 15,256    
         

  

         

  

         

  

C ONSUMERS           

Total Assets:           

Electric utility     $ 9,938       $ 9,321       $ 9,157    
Gas utility       4,956         4,614         4,594    
Other       768         904         871    

         
  

         
  

         
  

Total Assets — Consumers     $ 15,662       $ 14,839       $ 14,622    
         

  

         

  

         

  

CMS E NERGY , INCLUDING C ONSUMERS           

Capital Expenditures :           

Electric utility     $ 661       $ 642       $ 557    
Gas utility       261         235         270    
Enterprises       5         4         7    
Other       1         2         —   

         
  

         
  

         
  

Total Capital Expenditures — CMS Energy     $ 928       $ 883       $ 834    
         

  

         

  

         

  

C ONSUMERS           

Capital Expenditures :           

Electric utility     $ 661       $ 642       $ 557    
Gas utility       261         235         270    

         
  

         
  

         
  

Total Capital Expenditures — Consumers     $ 922       $ 877       $ 827    
         

  

         

  

         

  

  
  Consumers had no material equity method investments.  
  Amounts include a portion of Consumers’  other common assets attributable to both the electric and gas utility businesses.  
  Amounts include purchase of capital lease additions. Amounts also include a portion of Consumers’ capital expenditures for plant and 

equipment attributable to both the electric and gas utility businesses.  

1 
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CMS Energy Corporation  
Consumers Energy Company  

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)  
   
CMS Energy and Consumers had no international operating revenues or operating income for each of the years ended December 31, 2011, 
2010, and 2009. CMS Energy had international assets of $1 million at December 31, 2011 and $3 million at December 31, 2010 and 2009. 
Consumers had no international assets for any of the years presented.  

22: QUARTERLY FINANCIAL AND COMMON STOCK INFORMATION (UNAUDITED)  
   

   
168  

     2011   
Quarters Ended    March 31      June 30      Sept. 30      Dec. 31   

     
In Millions, Except Per Share Amounts and  

Stock Prices    

CMS E NERGY , INCLUDING C ONSUMERS              

Operating Revenue     $ 2,055       $ 1,364       $ 1,464       $ 1,620    
Operating Income       306         207         316         174    
Income From Continuing Operations       133         101         140         41    
Income From Discontinued Operations       2         —        —        —   
Net Income       135         101         140         41    
Income Attributable to Noncontrolling Interests       —        1         1         —   
Net Income Attributable to CMS Energy       135         100         139         41    
Net income Available to Common Stockholders       135         100         139         41    
Earnings From Continuing Operations Per Average Common  

Share — Basic       0.53         0.40         0.55         0.16    
Earnings From Continuing Operations Per Average Common  

Share — Diluted       0.51         0.38         0.53         0.15    
Basic Earnings Per Average Common Share       0.54         0.40         0.55         0.16    
Diluted Earnings Per Average Common Share       0.52         0.38         0.53         0.15    
Common stock prices              

High       19.78         20.39         20.47         22.35    
Low       18.60         18.90         17.16         19.18    

C ONSUMERS              

Operating Revenue     $ 1,988       $ 1,303       $ 1,397       $ 1,565    
Operating Income       300         207         305         173    
Net Income       153         92         155         67    
Preferred Stock Dividends       —        1         1         —   
Net Income Available to Common Stockholder       153         91         154         67    
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     2010   
Quarters Ended    March 31     June 30     Sept. 30      Dec. 31   

     
In Millions, Except Per Share Amounts and  

Stock Prices   

CMS E NERGY , INCLUDING C ONSUMERS            

Operating Revenue     $ 1,967      $ 1,340      $ 1,443       $ 1,682    
Operating Income       239        262        319         158    
Income From Continuing Operations       89        100        146         31    
Loss From Discontinued Operations       (1 )      (16 )      —        (6 )  
Net Income       88        84        146         25    
Income Attributable to Noncontrolling Interests       —       2        1         —   
Net Income Attributable to CMS Energy       88        82        145         25    
Charge for Deferred Issuance Cost on Preferred Stock       —       —       8         —   
Preferred Stock Dividends       3        2        3         —   
Net Income Available to Common Stockholders       85        80        134         25    
Earnings From Continuing Operations Per Average Common  

Share — Basic       0.38        0.42        0.58         0.13    
Earnings From Continuing Operations Per Average Common  

Share — Diluted       0.35        0.39        0.53         0.11    
Basic Earnings Per Average Common Share       0.37        0.35        0.58         0.11    
Diluted Earnings Per Average Common Share       0.34        0.32        0.53         0.09    
Common stock prices            

High       15.90        16.55        18.15         19.16    
Low       14.57        14.26        14.68         17.72    

C ONSUMERS            

Operating Revenue     $ 1,890      $ 1,276      $ 1,370       $ 1,620    
Operating Income       224        207        304         191    
Net Income       107        88        160         79    
Preferred Stock Dividends       —       1        1         —   
Net Income Available to Common Stockholder       107        87        159         79    
  

  The sum of the quarters may not equal annual EPS due to changes in the number of shares outstanding.  
  Based on New York Stock Exchange composite transactions.  
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Report of Independent Registered Public Accounting Firm  

To the Board of Directors and Stockholders of  
CMS Energy Corporation  

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, of cash flows, and of 
changes in equity present fairly, in all material respects, the financial position of CMS Energy Corporation and its subsidiaries at December 31, 
2011 and December 31, 2010, and the results of their operations and their cash flows for each of the three years in the period ended 
December 31, 2011 in conformity with accounting principles generally accepted in the United States of America. In addition, in our opinion, 
the financial statement schedules listed in the index appearing under Item 15(a)(2) present fairly, in all material respects, the information set 
forth therein when read in conjunction with the related consolidated financial statements. Also in our opinion, the Company maintained, in all 
material respects, effective internal control over financial reporting as of December 31, 2011, based on criteria established in Internal 
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The 
Company’s management is responsible for these financial statements and financial statement schedules, for maintaining effective internal 
control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in 
Management’s Annual Report on Internal Control over Financial Reporting appearing under Item 9A. Our responsibility is to express opinions 
on these financial statements, on the financial statement schedules, and on the Company’s internal control over financial reporting based on our 
integrated audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are 
free of material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our audits 
of the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, 
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement 
presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal control over financial 
reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal 
control based on the assessed risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. 
We believe that our audits provide a reasonable basis for our opinions.  

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

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

/s/PricewaterhouseCoopers LLP  

Detroit, Michigan  
February 23, 2012  
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Report of Independent Registered Public Accounting Firm  

To the Board of Directors and Stockholder of  
Consumers Energy Company  

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, of cash flows, and of 
changes in equity present fairly, in all material respects, the financial position of Consumers Energy Company and its subsidiaries at 
December 31, 2011 and December 31, 2010, and the results of their operations and their cash flows for each of the three years in the period 
ended December 31, 2011 in conformity with accounting principles generally accepted in the United States of America. In addition, in our 
opinion, the financial statement schedule listed in the index appearing under Item 15(a)(2) presents fairly, in all material respects, the 
information set forth therein when read in conjunction with the related consolidated financial statements. Also in our opinion, the Company 
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2011, based on criteria established in 
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The 
Company’s management is responsible for these financial statements and the financial statement schedule, for maintaining effective internal 
control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in 
Management’s Annual Report on Internal Control over Financial Reporting appearing under Item 9A. Our responsibility is to express opinions 
on these financial statements, on the financial statement schedule, and on the Company’s internal control over financial reporting based on our 
integrated audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are 
free of material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our audits 
of the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, 
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement 
presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal control over financial 
reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal 
control based on the assessed risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. 
We believe that our audits provide a reasonable basis for our opinions.  

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

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

/s/PricewaterhouseCoopers LLP  

Detroit, Michigan  
February 23, 2012  
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS  
ON ACCOUNTING AND FINANCIAL DISCLOSURE  

None.  

ITEM 9A. CONTROLS AND PROCEDURES  

CMS Energy  

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures: Under the supervision and with the participation of 
management, including its CEO and CFO, CMS Energy conducted an evaluation of its disclosure controls and procedures (as such term is 
defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act). Based on such evaluation, CMS Energy’s CEO and CFO have concluded 
that its disclosure controls and procedures were effective as of December 31, 2011.  

Management’s Annual Report on Internal Control Over Financial Reporting: CMS Energy’s management is responsible for 
establishing and maintaining adequate internal control over financial reporting, as defined in Exchange Act Rule 13a-15(f). CMS Energy’s 
internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting 
and the preparation of financial statements for external purposes in accordance with GAAP and includes policies and procedures that:  
   

   

   

Management, including its CEO and CFO, does not expect that its internal controls will prevent or detect all errors and all fraud. A 
control system, no matter how well designed and operated, can provide only reasonable, not absolute, assurance that the objectives of the 
control system are met. Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of 
controls must be considered relative to their costs. In addition, any evaluation of the effectiveness of controls is subject to risks that those 
internal controls may become inadequate in future periods because of changes in business conditions, or that the degree of compliance with the 
policies or procedures deteriorates.  

Under the supervision and with the participation of management, including its CEO and CFO, CMS Energy conducted an evaluation of 
the effectiveness of its internal control over financial reporting as of December 31, 2011. In making this evaluation, management used the 
criteria set forth in the framework in Internal Control – Integrated Framework issued by the Committee of Sponsoring Organizations of the 
Treadway Commission. Based on such evaluation, CMS Energy’s management concluded that its internal control over financial reporting was 
effective as of December 31, 2011. The effectiveness of CMS Energy’s internal control over financial reporting as of December 31, 2011 has 
been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report which appears under 
Item 8. Financial Statements and Supplementary Data.  

Changes in Internal Control over Financial Reporting: There have been no changes in CMS Energy’s internal control over financial 
reporting during the most recently completed fiscal quarter that have materially affected, or are reasonably likely to materially affect, its 
internal control over financial reporting.  

Consumers  

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures: Under the supervision and with the participation of 
management, including its CEO and CFO, Consumers conducted an evaluation of its disclosure controls and procedures (as such term is 
defined in Rules 13a-15(e) and 15d-15(e) under the  
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•   pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the 

assets of CMS Energy;  

  
•   provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 

with GAAP, and that receipts and expenditures of CMS Energy are being made only in accordance with authorizations of management 
and directors of CMS Energy; and  

  
•   provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of 

CMS Energy’s assets that could have a material effect on its financial statements.  
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Exchange Act). Based on such evaluation, Consumers’ CEO and CFO have concluded that its disclosure controls and procedures were 
effective as of December 31, 2011.  

Management’s Annual Report on Internal Control Over Financial Reporting: Consumers’ management is responsible for 
establishing and maintaining adequate internal control over financial reporting, as defined in Exchange Act Rule 13a-15(f). Consumers’ 
internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting 
and the preparation of financial statements for external purposes in accordance with GAAP and includes policies and procedures that:  
   

   

   

Management, including its CEO and CFO, does not expect that its internal controls will prevent or detect all errors and all fraud. A 
control system, no matter how well designed and operated, can provide only reasonable, not absolute, assurance that the objectives of the 
control system are met. Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of 
controls must be considered relative to their costs. In addition, any evaluation of the effectiveness of controls is subject to risks that those 
internal controls may become inadequate in future periods because of changes in business conditions, or that the degree of compliance with the 
policies or procedures deteriorates.  

Under the supervision and with the participation of management, including its CEO and CFO, Consumers conducted an evaluation of the 
effectiveness of its internal control over financial reporting as of December 31, 2011. In making this evaluation, management used the criteria 
set forth in the framework in Internal Control – Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission. Based on such evaluation, Consumers’ management concluded that its internal control over financial reporting was effective as of 
December 31, 2011. The effectiveness of Consumers’ internal control over financial reporting as of December 31, 2011 has been audited by 
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report which appears under Item 8. Financial 
Statements and Supplementary Data.  

Changes in Internal Control over Financial Reporting: There have been no changes in Consumers’ internal control over financial 
reporting during the most recently completed fiscal quarter that have materially affected, or are reasonably likely to materially affect, its 
internal control over financial reporting.  

ITEM 9B. OTHER INFORMATION  

None.  
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•   pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the 

assets of Consumers;  

  
•   provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 

with GAAP, and that receipts and expenditures of Consumers are being made only in accordance with authorizations of management 
and directors of Consumers; and  

  
•   provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of Consumers’ 

assets that could have a material effect on its financial statements.  
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PART III  

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE  

CMS Energy  

Information that is required in Item 10 regarding executive officers is included in the Item 1. Business, CMS Energy Executive Officers 
section, which is incorporated by reference herein.  

Information that is required in Item 10 regarding directors, executive officers, and corporate governance is included in CMS Energy’s 
definitive proxy statement, which is incorporated by reference herein.  

C ODE OF E THICS  

CMS Energy adopted a code of ethics that applies to its CEO, CFO, and CAO, as well as all other officers and employees of CMS Energy 
and its affiliates, including Consumers. This code of ethics, entitled “Code of Conduct and Guide to Ethical Business Behavior 2010,” is posted 
on CMS Energy’s website at www.cmsenergy.com, under “Compliance and Ethics.” CMS Energy’s Code of Conduct and Guide to Ethical 
Business Behavior 2010 is administered by the Chief Compliance Officer of CMS Energy, who reports directly to the Audit Committee of the 
Board of Directors of CMS Energy. Any amendment to, or waiver of, a provision of CMS Energy’s code of ethics that applies to 
CMS Energy’s CEO, CFO, CAO, or persons performing similar functions will be disclosed on CMS Energy’s website at www.cmsenergy.com 
under “Compliance and Ethics.”  

CMS Energy has also adopted a code of conduct that applies to its directors, entitled “Board of Directors Code of Conduct.” This Board 
of Directors Code of Conduct can also be found on CMS Energy’s website at www.cmsenergy.com, under “Compliance and Ethics.” 
CMS Energy’s Board of Directors Code of Conduct is administered by the Audit Committee of the Board of Directors of CMS Energy. Any 
alleged violation of this Board of Directors Code of Conduct by a director will be investigated by disinterested members of the Audit 
Committee of the Board of Directors of CMS Energy, or if none, by disinterested members of the entire Board of Directors of CMS Energy.  

Consumers  

Information that is required in Item 10 regarding executive officers is included in the Item 1. Business, Consumers Executive Officers 
section, which is incorporated by reference herein.  

Information that is required in Item 10 regarding Consumers’ directors, executive officers, and corporate governance is included in 
CMS Energy’s definitive proxy statement, which is incorporated by reference herein.  

C ODE OF E THICS  

Consumers adopted a code of ethics that applies to its CEO, CFO, and CAO, as well as all other officers and employees of Consumers 
and its affiliates. This code of ethics, entitled “Code of Conduct and Guide to Ethical Business Behavior 2010,” is posted on Consumers’ 
website at www.consumersenergy.com, under “Our Company,” “Compliance and Ethics.” Consumers’ Code of Conduct and Guide to Ethical 
Business Behavior 2010 is administered by the Chief Compliance Officer of Consumers, who reports directly to the Audit Committee of the 
Board of Directors of Consumers. Any amendment to, or waiver of, a provision of Consumers’ code of ethics that applies to Consumers’ CEO, 
CFO, CAO, or persons performing similar functions will be disclosed on Consumers’ website at www.consumersenergy.com under “Our 
Company,” “Compliance and Ethics.”  

Consumers has also adopted a code of conduct that applies to its directors, entitled “Board of Directors Code of Conduct.” This Board of 
Directors Code of Conduct can also be found on Consumers’ website at www.consumersenergy.com, under “Our Company,” “Compliance and 
Ethics.” Consumers’ Board of Directors Code of Conduct is administered by the Audit Committee of the Board of Directors of Consumers. 
Any alleged violation of this Board of Directors Code of Conduct by a director will be investigated by disinterested members of the Audit 
Committee of the Board of Directors of Consumers, or if none, by disinterested members of the entire Board of Directors of Consumers.  
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ITEM 11. EXECUTIVE COMPENSATION  

Information that is required in Item 11 regarding executive compensation of CMS Energy’s and Consumers’ executive officers is 
included in CMS  Energy’s definitive proxy statement, which is incorporated by reference herein.  

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND  
MANAGEMENT AND RELATED STOCKHOLDER MATTERS  

Information that is required in Item 12 regarding securities authorized for issuance under equity compensation plans and security 
ownership of certain beneficial owners and management of CMS Energy and Consumers is included in CMS Energy’s definitive proxy 
statement, which is incorporated by reference herein.  

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS,  
AND DIRECTOR INDEPENDENCE  

Information that is required in Item 13 regarding certain relationships and related transactions, and director independence regarding 
CMS Energy and Consumers is included in CMS Energy’s definitive proxy statement, which is incorporated by reference herein.  

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES  

Information that is required in Item 14 regarding principal accountant fees and services relating to CMS Energy and Consumers is 
included in CMS Energy’s definitive proxy statement, which is incorporated by reference herein.  
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PART IV  

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES  
   

   

   

Schedules other than those listed above are omitted because they are either not required, not applicable, or the required information is 
shown in the financial statements or notes thereto. Columns omitted from schedules filed have been omitted because the information is not 
applicable.  

(a)(3) Exhibits for CMS Energy and Consumers are listed after Item 15(b) below and are incorporated by reference herein.  

(b) Exhibits, including those incorporated by reference.  
   

176  

(a)(1) Financial Statements and Reports of Independent Public Accountants for CMS Energy and Consumers are included in Item 8. 
Financial Statements and Supplementary Data and are incorporated by reference herein. 

(a)(2) Index to Financial Statement Schedules. 
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CMS ENERGY’S AND CONSUMERS’ EXHIBITS  

The agreements included as exhibits to this Form 10-K filing are included solely to provide information regarding the terms of the 
agreements and are not intended to provide any other factual or disclosure information about CMS Energy, Consumers, or other parties to the 
agreements. The agreements may contain representations and warranties made by each of the parties to each of the agreements that were made 
exclusively for the benefit of the parties involved in each of the agreements and should not be treated as statements of fact. The representations 
and warranties were made as a way to allocate risk if one or more of those statements prove to be incorrect. The statements were qualified by 
disclosures to the parties to each of the agreements and may not be reflected in each of the agreements. The agreements may apply standards of 
materiality that are different than standards applied to other investors. Additionally, the statements were made as of the date of the agreements 
or as specified in the agreements and have not been updated.  

The representations and warranties may not describe the actual state of affairs of the parties to each agreement. Additional information 
about CMS Energy and Consumers may be found in this filing, at www.cmsenergy.com, at www.consumersenergy.com, and through the 
SEC’s website at www.sec.gov.  
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     Previously Filed             

Exhibits    
With File  
Number    

As Exhibit 
Number           Description 

3.1 
   

1-9513 
   

(3)(a) 
   

  —      
   

Restated Articles of Incorporation of CMS Energy, effective June 1, 2004, as amended May 22, 2009 
(2nd qtr. 2009 Form 10-Q) 

3.2 
   

1-9513 
   

3.1 
   

  —      
   

CMS Energy Corporation Bylaws, amended and restated as of January 27, 2011 (Form 8-K filed 
February 1, 2011) 

3.3    1-5611    3(c)      —         Restated Articles of Incorporation of Consumers effective June 7, 2000 (2000 Form 10-K) 
3.4 

   

1-5611 
   

3.2 
   

  —      
   

Consumers Energy Company Bylaws, amended and restated as of January 27, 2011 (Form 8-K filed 
February 1, 2011) 

4.1 

   

2-65973 

   

(b)(1) -4 

   

  —      

   

Indenture dated as of September 1, 1945 between Consumers and Chemical Bank (successor to 
Manufacturers Hanover Trust Company), as Trustee, including therein indentures supplemental 
thereto through the Forty-third Supplemental Indenture dated as of May 1, 1979 (Form S-16 filed 
November 13, 1979) 

            Indentures Supplemental thereto: 
4.1.a    1-5611    (4)(a)      —         71st dated as of 3/06/98 (1997 Form 10-K) 
4.1.b    1-5611    (4)(d)      —         90th dated as of 4/30/03 (1st qtr. 2003 Form 10-Q) 
4.1.c    1-5611    (4)(b)      —         92nd dated as of 8/26/03 (3rd qtr. 2003 Form 10-Q) 
4.1.d    1-5611    (4)(a)      —         96th dated as of 8/17/04 (Form 8-K filed August 20, 2004) 
4.1.e    1-5611    4.4      —         98th dated as of 12/13/04 (Form 8-K filed December 13, 2004) 
4.1.f    1-5611    (4)(a)(i)      —         99th dated as of 1/20/05 (2004 Form 10-K) 
4.1.g    1-5611    4.2      —         100th dated as of 3/24/05 (Form 8-K filed March 30, 2005) 
4.1.h    1-5611    4.2      —         104th dated as of 8/11/05 (Form 8-K filed August 11, 2005) 
4.1.i    1-5611    4.1      —         108th dated as of 3/14/08 (Form 8-K filed March 14, 2008) 
4.1.j    1-5611    4.1      —         109th dated as of 9/11/08 (Form 8-K filed September 16, 2008) 
4.1.k    1-5611    4.1      —         110th dated as of 9/12/08 (Form 8-K filed September 12, 2008) 
4.1.l    1-5611    4.1      —         111th dated as of 3/6/09 (Form 8-K filed March 6, 2009) 
4.1.m    1-5611    4.1      —         112th dated as of 9/1/10 (Form 8-K filed September 7, 2010) 
4.1.n    1-5611    4.1      —         113th dated as of 10/15/10 (Form 8-K filed October 20, 2010) 
4.1.o    1-5611    4.1      —         114th dated as of 3/31/11 (Form 8-K filed April 6, 2011) 

1 
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     Previously Filed             

Exhibits    
With File  
Number    

As Exhibit 
Number           Description 

4.1.p    333-174906-01    4.16.18      —         115th dated as of 5/4/11 (Form S-3ASR filed June 15, 2011) 
4.1.q     1-5611    4.1      —         116th dated as of 9/1/11 (3rd qtr. 2011 Form 10-Q) 
4.2  

   

1-5611 
   

(4)(b) 
   

  —      
   

Indenture dated as of January 1, 1996 between Consumers and The Bank of New York 
Mellon, as Trustee (1995 Form 10-K) 

4.3  
   

1-5611 
   

(4)(c) 
   

  —      
   

Indenture dated as of February 1, 1998 between Consumers and The Bank of New York 
Mellon (formerly The Chase Manhattan Bank), as Trustee (1997 Form 10-K) 

4.4  
   

33-47629 
   

(4)(a) 
   

  —      
   

Indenture dated as of September 15, 1992 between CMS Energy and NBD Bank, as 
Trustee (Form S-3 filed May 1, 1992) 

            Indentures Supplemental thereto: 
4.4.a     1-9513    4.2      —         17th dated as of 12/13/04 (Form 8-K filed December 13, 2004) 
4.4.b     1-9513    4.2      —         19th dated as of 12/13/05 (Form 8-K filed December 15, 2005) 
4.4.c     1-9513    4.2      —         20th dated as of 7/3/07 (Form 8-K filed July 5, 2007) 
4.4.d     1-9513    4.3      —         21st dated as of 7/3/07 (Form 8-K filed July 5, 2007) 
4.4.e     1-9513    4.1      —         22nd dated as of 6/15/09 (Form 8-K filed June 15, 2009) 
4.4.f     1-9513    4.3      —         23rd dated as of 6/15/09 (Form 8-K filed June 15, 2009) 
4.4.g     1-9513    4.1      —         24th dated as of 1/14/10 (Form 8-K filed January 14, 2010) 
4.4.h     1-9513    4.1      —         25th dated as of 9/23/10 (Form 8-K filed September 23, 2010) 
4.4.i     1-9513    4.1      —         26th dated as of 11/19/10 (Form 8-K filed November 19, 2010) 
4.4.j     1-9513    4.1      —         27th dated as of 5/12/11 (Form 8-K filed May 12, 2011) 
4.5  

   

1-9513 
   

(4a) 
   

  —      
   

Indenture dated as of June 1, 1997 between CMS Energy Corporation and The Bank of 
New York Mellon, as Trustee (Form 8-K filed July 1, 1997) 

            Indentures Supplemental thereto: 
4.5.a     1-9513    (4)(b)      —         1st dated as of 6/20/97 (Form 8-K filed July 1, 1997) 
10.1     1-9513    (10)(g)      —         2004 Form of Executive Severance Agreement (3rd qtr. 2009 Form 10-Q) 
10.2     1-9513    (10)(h)      —         2004 Form of Officer Severance Agreement (3rd qtr. 2009 Form 10-Q) 
10.3  

   

1-9513 
   

10.1 
   

  —      
   

CMS Energy’s Performance Incentive Stock Plan, effective February 3, 1988, amended 
and restated, effective August 1, 2010 (2nd qtr. 2010 Form 10-Q) 

10.4  
   

1-9513 
   

(10)(i) 
   

  —      
   

CMS Deferred Salary Savings Plan effective December 1, 1989 and as further amended 
effective December 1, 2007 (2007 Form 10-K) 

10.5  
   

1-9513 
   

(10)(l) 
   

  —      
   

Amendment to the Deferred Salary Savings Plan dated December 21, 2008 (2008 
Form 10-K) 

10.6  

   

1-9513 

   

10.6 

   

  —      

   

Supplemental Executive Retirement Plan for Employees of 
CMS Energy/Consumers Energy Company effective on January 1, 1982 and as amended 
effective April 1, 2011 (1st qtr. 2011 Form 10-Q) 

10.7  
   

1-9513 
   

10.5 
   

  —      
   

Defined Contribution Supplemental Executive Retirement Plan effective April 1, 2006 
and as amended effective April 1, 2011 (1st qtr. 2011 Form 10-Q) 

10.8     1-9513    (10)(t)      —         2009 Form of Officer Separation Agreement (2008 Form 10-K) 
10.9  

   

1-9513 

   

(10)(v) 

   

  —      

   

Amended and Restated Investor Partner Tax Indemnification Agreement dated as of 
June 1, 1990 among Investor Partners, CMS Midland as Indemnitor and CMS Energy as 
Guarantor (1990 Form 10-K) 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 
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     Previously Filed             

Exhibits    

With  
File  

Number    
As Exhibit  
Number           Description 

10.10  
   

1-9513 
   

(10)(y) 
   

  —      
   

Environmental Agreement dated as of June 1, 1990 made by CMS Energy to The Connecticut National 
Bank and Others (1990 Form 10-K) 

10.11  

   

1-5611 

   

(10)(y) 

   

  —      

   

Unwind Agreement dated as of December 10, 1991 by and among CMS Energy, Midland Group, Ltd., 
Consumers, CMS Midland, Inc., MEC Development Corp. and CMS Midland Holdings Company 
(1991 Form 10-K) 

10.12  

   

1-9513 

   

(10)(aa) 

   

  —   

   

Parent Guaranty dated as of June 14, 1990 from CMS Energy to MCV, each of the Owner Trustees, the 
Indenture Trustees, the Owner Participants and the Initial Purchasers of Senior Bonds in the MCV Sale 
Leaseback transaction, and MEC Development (1991 Form 10-K) 

10.13  
   

1-5611 
   

(10)(i) 
   

  —      
   

Asset Sale Agreement dated as of July 11, 2006 by and among Consumers Energy Company as Seller 
and Entergy Nuclear Palisades, LLC as Buyer (3rd qtr. 2009 Form 10-Q) 

10.14  
   

1-5611 
   

(10)(j) 
   

  —      
   

Palisades Nuclear Power Plant Power Purchase Agreement dated as of July 11, 2006 between Entergy 
Nuclear Palisades, LLC and Consumers Energy Company (3rd qtr. 2009 Form 10-Q) 

10.15  
   

1-9513 
   

(10)(k) 
   

  —      
   

Agreement of Purchase and Sale, by and between CMS Enterprises Company and Abu Dhabi National 
Energy Company PJSC dated as of February 3, 2007 (3rd qtr. 2009 Form 10-Q) 

10.16  
   

1-9513 
   

(10)(a) 
   

  —      
   

Form of Indemnification Agreement between CMS Energy Corporation and its Directors, effective as 
of November 1, 2007 (3rd qtr. 2007 Form 10-Q) 

10.17  
   

1-5611 
   

(10)(b) 
   

  —      
   

Form of Indemnification Agreement between Consumers Energy Company and its Directors, effective 
as of November 1, 2007 (3rd qtr. 2007 Form 10-Q) 

10.18  
   

1-5611 
   

10.3 
   

  —      
   

Amended and Restated Letter of Credit Reimbursement Agreement between Consumers and U.S. Bank 
National Association, dated as of September 21, 2010 (3rd qtr. 2010 Form 10-Q) 

10.19  

   

1-5611 

   

10.1 

   

  —      

   

$150,000,000 Second Amended and Restated Revolving Credit Agreement dated as of 
August 11, 2010 among Consumers Energy Company, the Banks, Agent, Co-Syndication Agents, and 
Documentation Agent all as defined therein (Form 8-K filed August 16, 2010) 

10.20  

   

1-5611 

   

(10)(t) 

   

  —      

   

Settlement Agreement and Amended and Restated Power Purchase Agreement between 
Consumers Energy Company and Midland Cogeneration Venture Limited Partnership (3rd qtr. 2009 
Form 10-Q) 

10.21  
   

1-5611 
   

10.4 
   

  —      
   

1st Amendment to the Amended and Restated Power Purchase Agreement between Consumers and 
MCV Partnership, dated as of March 1, 2010 (3rd qtr. 2010 Form 10-Q) 

10.22  

   

1-5611 

   

10.34 

   

  —      

   

Amended and Restated Receivables Purchase Agreement dated as of November 23, 2010 among 
Consumers Receivables Funding II, LLC, Consumers Energy Company, The Conduits from time to 
time party thereto, The Financial Institutions from time to time party thereto, The Managing Agents 
from time to time party thereto, and JPMorgan Chase Bank, NA, as Administrative Agent (2010 
Form 10-K) 

10.23  
   

1-5611 
   

10.1 
   

  —      
   

Amendment No. 1 to Amended and Restated Receivables Purchase Agreement dated as of 
November 18, 2011(Form 8-K filed November 25, 2011) 

10.24  
         

  —      
   

Amendment No. 2 to Amended and Restated Receivables Purchase Agreement dated as of 
December 15, 2011 

10.25  

   

1-5611 

   

(10)(v) 

   

  —      

   

Receivables Sale Agreement, dated as of May 22, 2003, between Consumers Energy Company, as 
Originator and Consumers Receivables Funding II, LLC, as Buyer, as amended by Amendment No. 1 
dated as of May 20, 2004 and as amended by Amendment No. 2 dated as of August 15, 2006 (3rd qtr. 
2009 Form 10-Q) 

1 

1 

1 
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     Previously Filed             

Exhibits    

With  
File  

Number    

As Exhibit 
 

Number           Description 

10.26  
   

1-5611 
   

(10)(rr) 
   

  —      
   

Amendment No. 3 to the Receivables Sale Agreement dated as of September 3, 2009 (2009 
Form 10-K) 

10.27  
   

1-5611 
   

(10)(ss) 
   

  —      
   

Amendment No. 4 to the Receivables Sale Agreement dated as of February 12, 2010 (2009 
Form 10-K) 

10.28  
   

1-5611 
   

(10)(b) 
   

  —      
   

Amendment No. 5 to the Receivables Sale Agreement, dated as of March 17, 2010 (1st qtr. 2010 
Form 10-Q) 

10.29  
   

1-5611 
   

(10)(d) 
   

  —      
   

Amendment No. 6 to the Receivables Sale Agreement, dated as of April 20, 2010 (1st qtr. 2010 
Form 10-Q) 

10.30  
   

1-5611 
   

10.40 
   

  —      
   

Amendment No. 7 to the Receivables Sale Agreement dated as of November 23, 2010 (2010 
Form 10-K) 

10.31  
   

1-9513 
   

10.4 
   

  —      
   

CMS Incentive Compensation Plan for CMS Energy and its Subsidiaries, amended and restated 
effective as of January 1, 2011 (1st qtr. 2011 Form 10-Q) 

10.32     1-9513    (10)(f)      —         Form of Change in Control Agreement as of March 2010 (1st qtr. 2010 Form 10-Q) 
10.33  

   

1-9513 
   

(10)(g) 
   

  —      
   

Agreement between David W. Joos and CMS Energy Board of Directors (1st qtr. 2010 Form 10-
Q) 

10.34  
   

1-5611 
   

(10)(h) 
   

  —      
   

Bond Purchase Agreement between Consumers and each of the Purchasers named therein, dated as 
of April 19, 2010 (1st qtr. 2010 Form 10-Q) 

10.35  
   

1-5611 
   

10.1 
   

  —      
   

Bond Purchase Agreement between Consumers and each of the Purchasers named therein, dated as 
of September 27, 2010 (Form 8-K filed September 30, 2010) 

10.36  

   

1-9513 

   

10.1 

   

  —      

   

$550 million Revolving Credit Agreement dated as of March 31, 2011 between CMS Energy 
Corporation, the Banks, as defined therein, and Barclays Bank PLC, as Agent (Form 8-K filed 
April 6, 2011) 

10.37  

   

1-5611 

   

10.2 

   

  —      

   

$500 million Revolving Credit Agreement dated as of March 31, 2011 among Consumers Energy 
Company, the Banks, as defined therein, and JPMorgan Chase Bank, N.A., as Agent (Form 8-K 
filed April 6, 2011) 

10.38  

   

1-9513 

   

10.3 

   

  —      

   

Pledge and Security Agreement dated as of March 31, 2011, made by CMS Energy Corporation to 
Barclays Bank PLC, as Administrative Agent for the Banks, as defined therein (Form 8-K filed 
April 6, 2011) 

10.39  
   

1-5611 
   

10.1 
   

  —      
   

Settlement Agreement between Consumers and United States to Resolve Claims Arising from 
Contract DE-CR01-83NE44374, entered into on July 11, 2011(2nd qtr. 2011 Form 10-Q) 

10.40  
   

1-9513 
   

10.1 
   

  —      
   

Consumers and other CMS Energy Companies Retired Executives Survivor Benefit Plan for 
Management/ Executive Employees, distributed July 1, 2011 (3rd qtr. 2011 Form 10-Q) 

10.41  

   

1-9513 

   

10.1 

   

  —      

   

$180,000,000 Term Loan Credit Agreement dated as of December 15, 2011 among CMS Energy 
Corporation, the financial institutions named therein and JPMorgan Chase Bank, N.A. as Agent 
(Form 8-K filed December 20, 2011) 

12.1  
         

  —      
   

Statement regarding computation of CMS Energy’s Ratios of Earnings to Fixed Charges and 
Combined Fixed Charges and Preferred Dividends 

12.2  
         

  —      
   

Statement regarding computation of Consumers’ Ratios of Earnings to Fixed Charges and 
Combined Fixed Charges and Preferred Dividends 

21.1             —         Subsidiaries of CMS Energy and Consumers 
23.1             —         Consent of PricewaterhouseCoopers LLP for CMS Energy 
23.2             —         Consent of PricewaterhouseCoopers LLP for Consumers 
24.1             —         Power of Attorney for CMS Energy 
24.2             —         Power of Attorney for Consumers 
31.1  

         

  —      
   

CMS Energy’s certification of the CEO pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002 

1 

1 

1 
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Exhibits listed above that have heretofore been filed with the SEC pursuant to various acts administered by the SEC, and which were 
designated as noted above, are hereby incorporated herein by reference and made a part hereof with the same effect as if filed herewith.  
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     Previously Filed             

Exhibits    
With File  
Number    

As Exhibit 
 

Number           Description 

31.2  
         

  —
   
   

   

CMS Energy’s certification of the CFO pursuant to Section 302 of the Sarbanes-Oxley Act 
of 2002 

31.3  
         

  —
   
   

   

Consumers’ certification of the CEO pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002 

31.4  
         

  —
   
   

   

Consumers’ certification of the CFO pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002 

32.1  
         

  —
   
   

   CMS Energy’s certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 
32.2  

         

  —
   
   

   Consumers’  certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 
99.1  

   

333-177886 
   

99.1 
   

  —
   
   

   

CMS Energy Corporation Stock Purchase Plan, as amended and restated November 10, 2011 
(Form S-3ASR filed November 10, 2011) 

101.INS  
         

  —
   
   

   XBRL Instance Document 
101.SCH  

         

  —
   
   

   XBRL Taxonomy Extension Schema 
101.CAL  

         

  —
   
   

   XBRL Taxonomy Extension Calculation Linkbase 
101.DEF  

         

  —
   
   

   XBRL Taxonomy Extension Definition Linkbase 
101.LAB  

         

  —
   
   

   XBRL Taxonomy Extension Labels Linkbase 
101.PRE  

         

  —
   
   

   XBRL Taxonomy Extension Presentation Linkbase 
  

  Obligations of CMS Energy or its subsidiaries, but not of Consumers.  
  In accordance with Regulation S-T, the XBRL-related information in Exhibit 101 shall be deemed to be “furnished” and not “filed.” The 

financial information contained in the XBRL-related information is “unaudited”  and “unreviewed.”   
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CMS ENERGY CORPORATION  

SCHEDULE I — CONDENSED FINANCIAL INFORMATION OF REGISTRANT  

CMS Energy — Parent Company  

Condensed Statements of Income  
   

The accompanying condensed notes are an integral part of these statements.  
   

182  

Years Ended December 31    2011     2010     2009   
     In Millions   

Operating Expenses         

Other operating expenses     $ (9 )    $ (6 )    $ (10 )  
General taxes       6        —       —   

         
  

        
  

        
  

Total operating expenses       (3 )      (6 )      (10 )  
         

  
        

  
        

  

Operating Loss       (3 )      (6 )      (10 )  
Other Income (Expense)         

Equity earnings of subsidiaries       510        464        310    
Interest income       1        1        —   
Other income (expense)       (5 )      (8 )      12    

         
  

        
  

        
  

Total other income       506        457        322    
         

  
        

  
        

  

Interest Charges         

Interest on long-term debt       143        147        124    
Interest on preferred securities       —       —       8    
Intercompany interest expense and other       6        4        8    

         
  

        
  

        
  

Total interest charges       149        151        140    
         

  
        

  
        

  

Income Before Income Taxes       354        300        172    
Income Tax Benefit       (61 )      (50 )      (57 )  

         
  

        
  

        
  

Income From Continuing Operations       415        350        229    
Loss From Discontinued Operations       —       (10 )      —   

         
  

        
  

        
  

Net Income       415        340        229    
Charge for Deferred Issuance Costs on Preferred Stock       —       8        —   
Preferred Stock Dividends       —       8        11    

         
  

        
  

        
  

Net Income Available to Common Stockholders     $ 415      $ 324      $ 218    
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CMS ENERGY CORPORATION  

SCHEDULE I — CONDENSED FINANCIAL INFORMATION OF REGISTRANT  

CMS Energy — Parent Company  

Condensed Statements of Cash Flows  
   

The accompanying condensed notes are an integral part of these statements.  
   

183  

Years Ended December 31    2011     2010     2009   
     In Millions   

Cash Flows from Operating Activities         

Net income     $ 415      $ 340      $ 229    
Adjustments to reconcile net income to net cash provided by operating activities         

Equity earnings of subsidiaries       (510 )      (464 )      (310 )  
Dividends received from subsidiaries       474        358        340    
Increase in accounts receivable       (1 )      —       (2 )  
Increase (decrease) in accounts payable       —       (16 )      16    
Change in other assets and liabilities       (71 )      117        7    

         
  

        
  

        
  

Net cash provided by operating activities       307        335        280    
         

  
        

  
        

  

Cash Flows from Investing Activities         

Investment in subsidiaries       (125 )      (250 )      (100 )  
         

  
        

  
        

  

Net cash used in investing activities       (125 )      (250 )      (100 )  
         

  
        

  
        

  

Cash Flows from Financing Activities         

Proceeds from issuance of senior notes       375        800        718    
Issuance of common stock       29        8        9    
Retirement of senior notes       (376 )      (396 )      (788 )  
Payment of common stock dividends       (211 )      (154 )      (114 )  
Payment of preferred stock dividends       —       (8 )      (11 )  
Debt issuance costs and financing fees       (6 )      (11 )      (5 )  
Redemption of preferred stock       —       (239 )      (4 )  
Increase (decrease) in notes payable       7        (85 )      15    

         
  

        
  

        
  

Net cash used in financing activities       (182 )      (85 )      (180 )  
         

  
        

  
        

  

Net Change in Cash and Cash Equivalents     $ —     $ —     $ —   
Cash and Cash Equivalents, Beginning of Period     $ —     $ —     $ —   
Cash and Cash Equivalents, End of Period     $ —     $ —     $ —   
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CMS ENERGY CORPORATION  

SCHEDULE I — CONDENSED FINANCIAL INFORMATION OF REGISTRANT  

CMS Energy — Parent Company  

Condensed Balance Sheets  
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December 31    2011     2010   
     In Millions   

ASSETS      

Current Assets       

Notes and accrued interest receivable     $ 1      $ 1    
Accounts receivable, including intercompany and related parties       6        5    
Accrued taxes       16        —   
Deferred income taxes       3        13    

         
  

        
  

Total current assets       26        19    
         

  
        

  

Plant, Property, and Equipment       

Plant, property, and equipment       16        16    
Less accumulated depreciation       (16 )      (16 )  

         
  

        
  

Total plant, property, and equipment       —       —   
         

  
        

  

Other Non-current Assets       

Deferred income taxes       367        372    
Investment in subsidiaries       5,096        4,941    
Other investment — SERP       23        19    
Other       28        27    

         
  

        
  

Total other non-current assets       5,514        5,359    
         

  
        

  

Total Assets     $ 5,540      $ 5,378    
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CMS ENERGY CORPORATION  

SCHEDULE I — CONDENSED FINANCIAL INFORMATION OF REGISTRANT  

CMS Energy — Parent Company  

Condensed Balance Sheets  
   

   
The accompanying condensed notes are an integral part of these statements.  
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December 31    2011     2010   
     In Millions   

LIABILITIES AND EQUITY      

Current Liabilities       

Current portion of long-term debt     $ 398      $ 437    
Accounts and notes payable, including intercompany and related parties       163        156    
Accrued interest, including intercompany       28        27    
Accrued taxes       —       81    
Other current liabilities       5        5    

         
  

        
  

Total current liabilities       594        706    
         

  
        

  

Non-current Liabilities       

Long-term debt       1,875        1,848    
Related party       34        34    
Unamortized discount       (17 )      (28 )  
Postretirement benefits       24        23    
Other non-current liabilities       2        2    

         
  

        
  

Total non-current liabilities       1,918        1,879    
         

  
        

  

Equity       

Common stockholders’  equity       3,028        2,793    
         

  
        

  

Total Liabilities and Equity     $ 5,540      $ 5,378    
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CMS ENERGY CORPORATION  

SCHEDULE I — CONDENSED FINANCIAL INFORMATION OF REGISTRANT  

CMS Energy — Parent Company  

Notes to the Condensed Financial Statements  

1: Basis of Presentation  

CMS Energy’s condensed financial statements have been prepared on a parent-only basis. In accordance with Rule 12-04 of Regulation 
S-X, these parent-only financial statements do not include all of the information and notes required by GAAP for annual financial statements, 
and therefore these parent-only financial statements and other information included should be read in conjunction with CMS Energy’s audited 
consolidated financial statements contained within Item 8. Financial Statements and Supplementary Data.  

2: Guarantees  

CMS Energy has issued guarantees with a maximum potential obligation of $112 million on behalf of some of its wholly owned 
subsidiaries. CMS Energy’s maximum potential obligation consists primarily of payment obligations to third parties under commodity 
purchase and swap agreements at CMS ERM and to the DOE for non-payment by Consumers Energy in relation to the DOE settlement. The 
expiry dates of these guarantees vary, depending upon contractual provisions or upon the statute of limitations under the relevant governing 
law.  
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CMS ENERGY CORPORATION  

SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS AND RESERVES  

Years Ended December 31, 2011, 2010, and 2009  
   

CONSUMERS ENERGY COMPANY  

SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS AND RESERVES  

Years Ended December 31, 2011, 2010, and 2009  
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Description    

Balance at 
 

Beginning 
 

of Period      

Charged 
 

to  
Expense      

Charged to 
 

Other  
Accounts     Deductions      

Balance  
at End  

of Period   
     In Millions   

Allowance for uncollectible accounts                

2011     $ 25       $ 70       $ —     $ 60       $ 35    
2010       23         53         —       51         25    
2009       26         47         —       50         23    

Deferred tax valuation allowance                

2011     $ 19       $ 1       $ —     $ —      $ 20    
2010       34         1         (15 )      1         19    
2009       32         2         —       —        34    

Allowance for notes receivable                

2011     $ 5       $ 4       $ —     $ 4       $ 5    
2010       6         4         —       5         5    
2009       34         7         —       35         6    

  
  Deductions are write-offs of uncollectible accounts, net of recoveries.  

Description    

Balance  
at  

Beginning 
 

of Period      

Charged 
 

to  
Expense      

Charged to 
 

Other  
Accounts      Deductions      

Balance 
 

at End  
of  

Period   
     In Millions   

Allowance for uncollectible accounts                 

2011     $ 23       $ 70       $ —      $ 60       $ 33    
2010       21         53         —        51         23    
2009       24         47         —        50         21    

Deferred tax valuation allowance                 

2011     $ —      $ 1       $ —      $ —      $ 1    
2010       —        —        —        —        —   
2009       —        —        —        —        —   

  
  Deductions are write-offs of uncollectible accounts, net of recoveries.  

1 

1 

1 

1 

1 
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SIGNATURES  

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, CMS Energy Corporation has duly caused 
this Annual Report to be signed on its behalf by the undersigned, thereunto duly authorized, on the 23 day of February 2012.  
   

Pursuant to the requirements of the Securities Exchange Act of 1934, this Annual Report has been signed below by the following persons 
on behalf of CMS Energy Corporation and in the capacities indicated and on the 23 day of February 2012.  
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CMS ENERGY CORPORATION 

By   /s/     J OHN G. R USSELL 

  

      John G. Russell  
President and Chief Executive Officer  

Signature    Title 

  (i)  Principal executive officer:     

        /s/     J OHN G. R USSELL  
      President and Chief Executive Officer 

        John G. Russell     

 (ii)  Principal financial officer:     

        /s/     T HOMAS J. W EBB  
      Executive Vice President and 

        Thomas J. Webb     Chief Financial Officer 

(iii)  Controller or principal accounting officer:     

        /s/     G LENN P. B ARBA  
      Vice President, Controller 

        Glenn P. Barba     and Chief Accounting Officer 

(iv)  A majority of the Directors:     

        *  
      Director 

        Merribel S. Ayres     

        *  
      Director 

        Jon E. Barfield     

        *  
      Director 

        Stephen E. Ewing     

        *  
      Director 

        Richard M. Gabrys     

        *  
      Director 

        David W. Joos     

        *  
      Director 

        Philip R. Lochner, Jr.     

        *  
      Director 

        Michael T. Monahan     

        *  
      Director 

        John G. Russell     

        *  
      Director 

        Kenneth L. Way     

        *  
      

        John B. Yasinsky     Director 
* By                 /s/ Thomas J. Webb  
      

Thomas J. Webb, Attorney-in-Fact     

rd 

rd 
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SIGNATURES  

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Consumers Energy Company has duly 
caused this Annual Report to be signed on its behalf by the undersigned, thereunto duly authorized, on the 23 day of February 2012.  
   

Pursuant to the requirements of the Securities Exchange Act of 1934, this Annual Report has been signed below by the following persons 
on behalf of Consumers Energy Company and in the capacities indicated and on the 23 day of February 2012.  
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CONSUMERS ENERGY COMPANY 

By   /s/    J OHN G. R USSELL 

  

John G. Russell  
President and Chief Executive Officer  

Signature    Title 

  (i)  Principal executive officer:     

        /s/    John G. Russell  
      President and Chief Executive Officer 

        John G. Russell    

 (ii)  Principal financial officer:     

        /s/    Thomas J. Webb  
      Executive Vice President and 

        Thomas J. Webb    Chief Financial Officer 

(iii)  Controller or principal accounting officer:     

        /s/    Glenn P. Barba  
      Vice President, Controller 

        Glenn P. Barba    and Chief Accounting Officer 

(iv)  A majority of the Directors:     

        *  
      Director 

        Merribel S. Ayres     

        *  
      Director 

        Jon E. Barfield     

        *  
      Director 

        Stephen E. Ewing     

        *  
      Director 

        Richard M. Gabrys     

        *  
      Director 

        David W. Joos     

        *  
      Director 

        Philip R. Lochner, Jr.     

        *  
      Director 

        Michael T. Monahan     

        *  
      Director 

        John G. Russell     

        *  
      Director 

        Kenneth L. Way     

        *  
      Director 

        John B. Yasinsky     

* By                 /s/    Thomas J. Webb  
      

Thomas J. Webb, Attorney-in-Fact     

rd 

rd 
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CMS ENERGY’S AND CONSUMERS’ EXHIBIT INDEX  
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Exhibits           Description 

  10.24      —      Amendment No. 2 to Amended and Restated Receivables Purchase Agreement dated as of December 15, 2011 
  12.1 

   

  —   
   

Statement regarding computation of CMS Energy’s Ratios of Earnings to Fixed Charges and Combined Fixed Charges 
and Preferred Dividends 

  12.2 
   

  —   
   

Statement regarding computation of Consumers’ Ratios of Earnings to Fixed Charges and Combined Fixed Charges and 
Preferred Dividends 

  21.1      —      Subsidiaries of CMS Energy and Consumers 
  23.1      —      Consent of PricewaterhouseCoopers LLP for CMS Energy 
  23.2      —      Consent of PricewaterhouseCoopers LLP for Consumers 
  24.1      —      Power of Attorney for CMS Energy 
  24.2      —      Power of Attorney for Consumers 
  31.1      —      CMS Energy’s certification of the CEO pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 
  31.2      —      CMS Energy’s certification of the CFO pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 
  31.3      —      Consumers’  certification of the CEO pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 
  31.4      —      Consumers’  certification of the CFO pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 
  32.1      —      CMS Energy’s certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 
  32.2      —      Consumers’  certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 
101.INS      —      XBRL Instance Document 
101.SCH 

   
  —   

   XBRL Taxonomy Extension Schema 
101.CAL 

   
  —   

   XBRL Taxonomy Extension Calculation Linkbase 
101.DEF 

   
  —   

   XBRL Taxonomy Extension Definition Linkbase 
101.LAB 

   
  —   

   XBRL Taxonomy Extension Labels Linkbase 
101.PRE 

   
  —   

   XBRL Taxonomy Extension Presentation Linkbase 
  

  In accordance with Regulation S-T, the XBRL-related information in Exhibit 101 shall be deemed to be “furnished” and not “filed.” The 
financial information contained in the XBRL-related information is “unaudited”  and “unreviewed.”   

1 

1 

1 

1 

1 

1 

1 
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Exhibit 10.24 

AMENDMENT NO. 2  

TO  

AMENDED AND RESTATED RECEIVABLES PURCHASE AGREEMENT  

Dated as of December 15, 2011  

THIS AMENDMENT NO. 2 (this “ Amendment ”) is entered into as of December 15, 2011 by and among Consumers Receivables 
Funding II, LLC, a Delaware limited liability company (the “ Seller ”), Consumers Energy Company, a Michigan corporation (“ Consumers ”), 
as initial servicer (the “ Servicer ”), the entities party hereto from time to time as Conduits (together with any of their respective successors and 
assigns hereunder, the “ Conduits ”), the entities party hereto from time to time as Financial Institutions (together with any of their respective 
successors and assigns hereunder, the “ Financial Institutions ”), the entities party hereto from time to time as Managing Agents (together with 
any of their respective successors and assigns hereunder, the “ Managing Agents ”) and JPMorgan Chase Bank, N.A. (“ JPMC ”), as 
administrative agent for the Purchasers (together with its successors and assigns hereunder, the “ Administrative Agent ”).  

PRELIMINARY STATEMENT  

The Seller, the Servicer, the Conduits, the Financial Institutions, the Managing Agents and the Administrative Agent are parties to that 
certain Amended and Restated Receivables Purchase Agreement dated as of November 23, 2010 (as amended prior to the date hereof and as 
further amended, restated, supplemented or otherwise modified from time to time prior to the date hereof, the “ RPA ”). Terms used herein and 
not otherwise defined herein shall have the meanings assigned in the RPA.  

The parties to the RPA enter into this Amendment to provide for certain modifications to the terms and provisions of the RPA as more 
particularly set forth hereinbelow.  

NOW THEREFORE, in consideration of the premises herein contained, and for other good and valuable consideration, the receipt of 
which is hereby acknowledged, the parties hereto hereby agree as follows:  

1. Amendment to the RPA . Subject to the satisfaction of the conditions precedent set forth in Section 2 below, Section 9.1(f) of the RPA 
is hereby amended to restate clause (iii) thereof in its entirety as follows:  

(iii) the average of the Past Due Ratios as of the end of such Accrual Period and the two preceding Accrual Periods shall exceed 
(A) 12.0% for any Accrual Period occurring in May through November of any calendar year, (B) 10.0% for the December 2011 Accrual 
Period and (C) 8.5% for any Accrual Period occurring in December (other than December 2011) through April of any calendar year, or  
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2. Conditions Precedent . This Amendment shall become effective and be deemed effective, as of the date first above written, upon the 
latest to occur of receipt by the Administrative Agent of one copy of each of this Amendment.  

3. Covenants, Representations and Warranties of the Seller and the Servicer .  

3.1. Upon the effectiveness of this Amendment, each of the Seller and the Servicer hereby reaffirms all covenants, representations 
and warranties made by it in the RPA, as amended, and agrees that all such covenants, representations and warranties shall be deemed to 
have been re-made as of the effective date of this Amendment.  

3.2. Each of the Seller and the Servicer hereby represents and warrants as to itself (i) that this Amendment constitutes the legal, 
valid and binding obligation of such party enforceable against such party in accordance with its terms, except as enforceability may be 
limited by bankruptcy, insolvency, reorganization, moratorium or similar laws affecting the enforcement of creditors’ rights generally and 
general principles of equity which may limit the availability of equitable remedies and (ii) upon the effectiveness of this Amendment, that 
no event shall have occurred and be continuing which constitutes an Amortization Event or a Potential Amortization Event.  

4. Fees, Costs, Expenses and Taxes . Without limiting the rights of the Administrative Agent, the Managing Agents and the Purchasers 
set forth in the RPA and the other Transaction Documents, the Seller agrees to pay on demand all reasonable fees and out-of-pocket expenses 
of counsel for the Administrative Agent, the Managing Agents and the Purchasers incurred in connection with the preparation, execution and 
delivery of this Amendment and the other instruments and documents to be delivered in connection herewith and with respect to advising the 
Administrative Agent and the Purchasers as to their rights and responsibilities hereunder and thereunder.  

5. Ratification . The RPA, as amended hereby, is hereby ratified, approved and confirmed in all respects.  

6. Reference to Agreement . From and after the effective date hereof, each reference in the RPA to “this Agreement”, “hereof”, or 
“hereunder” or words of like import, and all references to the RPA in any and all agreements, instruments, documents, notes, certificates and 
other writings of every kind and nature shall be deemed to mean the RPA as amended by this Amendment.  

7. CHOICE OF LAW . THIS AMENDMENT SHALL BE GOVERNED AND CONSTRUED IN ACCORDANCE WITH THE 
INTERNAL LAWS (INCLUDING, WITHOUT LIMITATION, SECTION 5-1401 OF THE GENERAL OBLIGATIONS LAW OF 
NEW YORK, BUT OTHERWISE WITHOUT REGARD TO THE LAW OF CONFLICTS) OF THE STATE OF NEW YORK, BUT 
GIVING EFFECT TO FEDERAL LAWS APPLICABLE TO NATIONAL BANKS.  

8. Execution of Counterparts . This Amendment may be executed in any number of counterparts and by different parties hereto in 
separate counterparts, each of which when so executed shall be deemed to be an original and all of which taken together shall constitute one 
and the same agreement.  
   

- 2 -  

Consumers 2011 10-K

Appellant's App 
Vol I, p 411a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



9. Headings . Section headings in this Amendment are included herein for convenience of reference only and shall not constitute a part of 
this Amendment for any other purpose.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
   

- 3 -  
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IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be duly executed and delivered as of the date first written 
above.  
   

   

Signature Page to  
Amendment No. 2 to Amended and Restated Receivables Purchase Agreement  

CONSUMERS RECEIVABLES FUNDING II,  
LLC, as Seller  

By:   /s/ Laura L Mountcastle  
  Name:   Laura L. Mountcastle 
  Title:   President, Chief Executive Officer, 
    Chief Financial Officer and Treasurer 

CONSUMERS ENERGY COMPANY, as Servicer  

By:   /s/ Laura L Mountcastle  
  Name:   Laura L. Mountcastle 
  Title:   Vice President and Treasurer 
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Signature Page to  
Amendment No.2 to Amended and Restated Receivables Purchase Agreement  

JPMORGAN PURCHASER GROUP: 

CHARIOT FUNDING LLC (successor to  
Falcon Asset Securitization Company LLC),  
as a Conduit  

By:   JPMorgan Chase Bank, N.A., its attorney-in-fact 

By:   /s/ Joel C Gedroic  
  Name:   Joel C. Gedroic 
  Title:   Executive Director 

JPMORGAN CHASE BANK, N.A., as a Financial 
Institution, as a Managing Agent and as Administrative 
Agent 

By:   /s/ Joel C Gedroic  
  Name:   Joel C. Gedroic 
  Title:   Executive Director 
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Exhibit 12.1 

CMS ENERGY CORPORATION  
Ratio of Earnings to Fixed Charges and Combined Fixed Charges and Preferred Dividends  

   

NOTES:  
   

       In Millions, Except Ratios   
Years Ended December 31    2011     2010     2009      2008     2007   

Earnings as defined              

Pretax income from continuing operations     $ 606      $ 590      $ 335       $ 440      $ (317 )  
Exclude equity basis subsidiaries       (1 )      (2 )      2         (1 )      (22 )  
Fixed charges as defined       437        449        456         429        489    

         
  

        
  

        
  

         
  

        
  

Earnings as defined     $ 1,042      $ 1,037      $ 793       $ 868      $ 150    
         

  

        

  

        

  

         

  

        

  

Fixed charges as defined              

Interest on long-term debt     $ 396      $ 394      $ 383       $ 371      $ 415    
Estimated interest portion of lease rental       18        16        17         25        23    
Other interest charges       25        42        58         35        53    

         
  

        
  

        
  

         
  

        
  

Fixed charges as defined     $ 439      $ 452      $ 458       $ 431      $ 491    
Preferred dividends       —          13        17         17        12    

         
  

        
  

        
  

         
  

        
  

Combined fixed charges and preferred dividends     $ 439      $ 465      $ 475       $ 448      $ 503    
         

  

        

  

        

  

         

  

        

  

Ratio of earnings to fixed charges       2.37        2.29        1.73         2.01        —      
Ratio of earnings to combined fixed charges and preferred dividends       2.37        2.23        1.67         1.94        —      

  For the year ended December 31, 2007, fixed charges exceeded earnings by $341 million and combined fixed charges and preferred 
dividends exceeded earnings by $353 million. Earnings as defined include $204 million in asset impairment charges and a $279 million 
charge for an electric sales contract termination.  

  Earnings and fixed charges as defined in instructions for Item 503 of Regulation S-K.  
  Preferred dividends of a consolidated subsidiary are included in fixed charges, but excluded from earnings as defined because the amount 

was not deducted in arriving at pretax income from continuing operations.  

1 

 2 

3 

3 

 2 

3 

1 

2 

3 
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Exhibit 12.2 

CONSUMERS ENERGY COMPANY  
Ratio of Earnings to Fixed Charges and Combined Fixed Charges and Preferred Dividends  

   

NOTES:  
   

       In Millions, Except Ratios   
Years Ended December 31    2011      2010      2009      2008      2007   

Earnings as defined                 

Pretax income from continuing operations     $ 734       $ 688       $ 456       $ 562       $ 437    
Exclude equity basis subsidiaries       —           —           —           —           —      
Fixed charges as defined       287         296         313         276         293    

         
  

         
  

         
  

         
  

         
  

Earnings as defined     $ 1,021       $ 984       $ 769       $ 838       $ 730    
         

  

         

  

         

  

         

  

         

  

Fixed charges as defined                 

Interest on long-term debt     $ 251       $ 246       $ 250       $ 229       $ 236    
Estimated interest portion of lease rental       18         16         17         25         23    
Other interest charges       18         34         46         22         34    

         
  

         
  

         
  

         
  

         
  

Fixed charges as defined     $ 287       $ 296       $ 313       $ 276       $ 293    
Preferred dividends       3         3         3         3         3    

         
  

         
  

         
  

         
  

         
  

Combined fixed charges and preferred dividends     $ 290       $ 299       $ 316       $ 279       $ 296    
         

  

         

  

         

  

         

  

         

  

Ratio of earnings to fixed charges       3.56         3.32         2.46         3.04         2.49    
Ratio of earnings to combined fixed charges and preferred dividends       3.52         3.29         2.43         3.00         2.47    

  Earnings and fixed charges as defined in instructions for Item 503 of Regulation S-K.  

1 

1 

1 
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Exhibit 21.1 

For the purpose of this filing, information is organized under the headings of CMS Energy Corporation (Tier 1), CMS Capital, L.L.C. (Tier 2), 
CMS Enterprises Company (Tier 2), CMS Treasury Services, LLC (Tier 2), Consumers Energy Company (Tier 2), and Dearborn Industrial 
Energy, L.L.C. (Tier 2). As set forth in detail below, CMS Energy Corporation is the parent company of CMS Capital, L.L.C., 
CMS Enterprises Company, CMS Treasury Services, LLC, Consumers Energy Company, and Dearborn Industrial Energy, L.L.C. All 
ownership interests are 100 percent unless indicated parenthetically to the contrary and are accurate as of December 31, 2011.  
   

21.1-1  
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01 CMS Energy Corporation  

Address:  
One Energy Plaza  

Jackson, Michigan 49201  

CMS Energy Corporation, also conducting business as CMS Energy, is an integrated energy company, which has as its primary business 
operations an electric and natural gas utility, natural gas pipeline systems, and independent power generation.  

The name, state of organization and nature of business of CMS Energy’s direct subsidiaries are described below:  
   

CMS Capital, L.L.C. is a Michigan limited liability company that holds ownership interests in CMS Land Company and EnerBank USA.  
   

CMS Enterprises Company, also conducting business as CMS Enterprises, is a Michigan corporation that, through various subsidiaries 
and affiliates, is engaged in diversified businesses in the United States and in select international markets.  

   

CMS Treasury Services, LLC is a Michigan limited liability company formed to handle cash management functions and intercompany 
banking operations for CMS Energy and its subsidiaries and affiliates.  

   

Consumers Energy Company is a Michigan corporation engaged in the generation, purchase, distribution, and sale of electricity, and in 
the purchase, storage, distribution, and sale of natural gas, in the lower peninsula of the State of Michigan.  

   

Dearborn Industrial Energy, L.L.C. is a Michigan limited liability company that holds the ownership interest in Dearborn Industrial 
Generation, L.L.C.  

The name, state of organization, and nature of business of each subsidiary and their subsidiaries are described below:  
   

21.1-2  

02 CMS Capital, L.L.C. 

02 CMS Enterprises Company 

02 CMS Treasury Services, LLC 
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02 CMS Capital, L.L.C.  

Address:  
One Energy Plaza  

Jackson, Michigan 49201  

CMS Capital, L.L.C. is a Michigan limited liability company that holds ownership interests in CMS Land Company and EnerBank USA.  
   

CMS Land Company is a Michigan corporation formed to act as a repository for any unused real property formerly owned by 
Consumers Energy Company, and hold the same for possible non-utility development.  

   

Beeland Group LLC is a Michigan limited liability company formed to acquire land and other property in order to provide a 
disposal well for the Bay Harbor properties.  

   

EnerBank USA, also conducting business as EnerBank USA, Inc., is a Utah corporation engaged in the business of an “industrial 
bank” to issue certificates of deposit for the payment of money, to issue capital notes or debentures, to receive payments with or 
without allowance for interest, and to exercise all of the rights, privileges, and powers of an industrial bank.  

   
21.1-3  

03 CMS Land Company 

04 Beeland Group LLC 

03 EnerBank USA 
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02 CMS Enterprises Company  

Address:  
One Energy Plaza  

Jackson, Michigan 49201  

CMS Enterprises Company, also conducting business as CMS Enterprises, is a Michigan corporation that, through various subsidiaries and 
affiliates, is engaged in diversified businesses in the United States and in select international markets.  
   

CMS Energy Resource Management Company, also conducting business as CMS ERM, is a Michigan corporation concentrating on 
the purchase and sale of energy commodities in support of CMS Energy’s generating facilities.  

   

CMS ERM Michigan LLC is a Michigan limited liability company formed for the sole purpose of taking an assignment of 
the Ford/Rouge Electricity Sales Agreements from Dearborn Industrial Generation, L.L.C. and to perform those contracts.  

   

CMS Viron Corporation, also conducting business as CMS Viron Energy Services, is a Missouri corporation formed to 
provide services in the area of energy usage analysis and the engineering and implementation of energy conservation 
measures.  

   

CMS Enterprises Development, L.L.C. is a Michigan limited liability company formed to invest in various projects.  
   

CMS Gas Transmission Company, also conducting business as CMS Gas Transmission and Storage, is a Michigan corporation 
organized to engage in the transmission, storage, and processing of natural gas.  

   

CMS Gas Argentina Company is a Cayman Islands corporation formed to own an equity interest in Transportadora de Gas 
del Norte S.A., an Argentine corporation, which provides natural gas transmission services to the northern and central parts 
of Argentina.  

   

CMS International Ventures, L.L.C. is a Michigan limited liability company, formed to own, manage, and sell certain of 
CMS Energy’s international investments.  

   
21.1-4  

03 CMS Energy Resource Management Company 

04 CMS ERM Michigan LLC 

04 CMS Viron Corporation 

03 CMS Enterprises Development, L.L.C. 

03 CMS Gas Transmission Company 

04 CMS Gas Argentina Company 

04 CMS International Ventures, L.L.C. (37.01%) (See Exhibit A for list of subsidiaries) 

Consumers 2011 10-K

Appellant's App 
Vol I, p 420a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Nitrotec Corporation is a Delaware corporation formed to invest in plants that extract helium from natural gas.  
   

Otsego EOR, L.L.C. is a Michigan limited liability company formed to hold oil reservoirs, pipeline, and compression 
facilities located in Otsego County, Michigan.  

   

CMS Generation Jegurupadu I Limited Duration Company is a Cayman Islands company and formerly one of the owners of the 
company which operates a 235-MW gas- and naphtha-fueled independent power generating plant in Jegurupadu, Andhra Pradesh 
Province, India.  

   

Jegurupadu O&M Company Mauritius, a Mauritius company, is inactive and in the process of liquidation.  
   

CMS Generation Jegurupadu II Limited Duration Company is a Cayman Islands company and formerly one of the owners of the 
company which operates a 235-MW gas- and naphtha-fueled independent power generating plant in Jegurupadu, Andhra Pradesh 
Province, India.  

   

   

   

HYDRA-CO Enterprises, Inc. is a New York corporation involved in the management and operation of various power plants. The 
plants are fueled by coal, natural gas, waste wood, and water.  

   
21.1-5  

04 Nitrotec Corporation (50%) 

04 Otsego EOR, L.L.C. (25%) 

03 CMS Generation Jegurupadu I Limited Duration Company (1%) 

04 Jegurupadu O&M Company Mauritius (50%) 

03 CMS Generation Jegurupadu II Limited Duration Company (1%) 

04 Jegurupadu O&M Company Mauritius (50%) (In process of liquidation) 

03 CMS International Ventures, L.L.C. (61.49%) (See Exhibit A for list of subsidiaries) 

03 HYDRA-CO Enterprises, Inc. (See Exhibit B for list of subsidiaries) 
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02 CMS Treasury Services, LLC  

Address:  
One Energy Plaza  

Jackson, Michigan 49201  

CMS Treasury Services, LLC is a Michigan limited liability company formed to handle the cash management functions and intercompany 
banking operations for CMS Energy and certain of its subsidiaries and affiliates.  
   

21.1-6  
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02 Consumers Energy Company  

Address:  
One Energy Plaza  

Jackson, Michigan 49201  

The consolidated operations of Consumers Energy Company account for the largest share of CMS Energy’s total assets and income and 
account for a substantial portion of its revenues. Consumers also conducts business under the following assumed names:  

Consumers Business Energy Services  
Consumers Energy  
Consumers Energy Business Services  
Consumers Energy Consultants  
Consumers Energy Contractor Network  
Consumers Energy Dealer Network  
Consumers Energy Finance  
Consumers Energy Fitness Audits  
Consumers Energy Group  
Consumers Energy HouseCall  
Consumers Energy HouseCall Services  
Consumers Energy Management  
Consumers Energy Resources  
Consumers Energy Security Services  
Consumers Energy Services  
Consumers Energy Systems  
Consumers Energy Traders  
Consumers Power  
Consumers Power Company  
Laboratory Commercial Services  
Laboratory Services  
Michigan Gas Storage  
Michigan Gas Storage Company  
Technical Training Centers  
Zeeland Power Company  

The name, state of organization, and nature of business of Consumers’ subsidiaries are described below:  
   

CMS Engineering Co. is a Michigan corporation engaged in offering design, engineering, project management and related 
construction services to natural gas utilities, natural gas exploration and production companies, and other energy businesses.  

   

Consumers Campus Holdings, LLC is a Michigan limited liability company formed for the purpose of being the lessee in the 
synthetic lease financing of the Consumers office building located in downtown Jackson, Michigan.  

   
21.1-7  

03 CMS Engineering Co. 

03 Consumers Campus Holdings, LLC 
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Consumers Funding LLC is a Delaware limited liability company formed for the purpose of acting as issuer of securitization bonds 
and assignee of property transferred by Consumers.  

   

Consumers Receivables Funding II, LLC is a Delaware limited liability company that buys certain accounts receivable from 
Consumers and sells them to a third party.  

   

ES Services Company is a Michigan corporation formed for the purpose of offering design, engineering, project management, and 
related services primarily to electric utilities and generation facilities.  

   

Maxey Flats Site IRP, L.L.C. is a Virginia limited liability company formed for the purpose of environmental remediation of a 
former low-level radioactive waste disposal site.  

   
21.1-8  

03 Consumers Funding LLC 

03 Consumers Receivables Funding II, LLC 

03 ES Services Company 

03 Maxey Flats Site IRP, L.L.C. (1.71%) 
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02 Dearborn Industrial Energy, L.L.C.  

Address:  
One Energy Plaza  

Jackson, Michigan 49201  

Dearborn Industrial Energy, L.L.C. is a Michigan limited liability company that holds the ownership interest in Dearborn Industrial 
Generation, L.L.C.  
   

Dearborn Industrial Generation, L.L.C. is a Michigan limited liability company engaged in the operation of the Ford/Rouge 
Cogeneration Facility in Dearborn, Michigan.  

   
21.1-9  

03 Dearborn Industrial Generation, L.L.C. 
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Exhibit A 

Subsidiaries of CMS International Ventures, L.L.C.  

Address:  
One Energy Plaza  

Jackson, Michigan 49201  
   

CMS Electric & Gas, L.L.C. is a Michigan limited liability company. CMS International Distribution LLC and CMS Electric 
and Gas Company merged in December 2002 to form CMS Electric & Gas, L.L.C.  

   

CMS Venezuela, S.A. is a Venezuelan corporation formed to operate Sistema Electrico Nueva Esparta C.A. 
(SENECA), and is in the process of liquidation.  

   

ENELMAR S.A. is a Venezuelan corporation formed to hold CMS Electric & Gas, L.L.C.’s interests in the privatized 
electric system of the State of Nueva Esparta, and is in the process of liquidation.  

   

CMS Empreendimentos Ltda, a Brazilian corporation was established as CMS Electric & Gas, L.L.C.’s Rio office in 
Brazil and is in the process of liquidation.  

   

CMS Generation Jegurupadu I Limited Duration Company is a Cayman Islands company and formerly one of the owners of 
the company which operates a 235-MW gas- and naphtha-fueled independent power generating plant in Jegurupadu, Andhra 
Pradesh Province, India.  

   

Jegurupadu O&M Company Mauritius, a Mauritius company, is inactive and in the process of liquidation.  
   

CMS Generation Jegurupadu II Limited Duration Company is a Cayman Islands company and formerly one of the owners of 
the company which operates a 235-MW gas- and naphtha-fueled independent power generating plant in Jegurupadu, Andhra 
Pradesh Province, India.  

   

   
   

Jegurupadu CMS Generation Company Ltd. is a Mauritius company that is inactive and is in the process of liquidation.  
   

21.1-10  

04 CMS Electric & Gas, L.L.C. 

05 CMS Venezuela, S.A. 

05 ENELMAR S.A. 

05 CMS Empreendimentos Ltda (99.99%) 

04 CMS Generation Jegurupadu I Limited Duration Company (99%) 

05 Jegurupadu O&M Company Mauritius (50%) 

04 CMS Generation Jegurupadu II Limited Duration Company (99%) 

05 Jegurupadu O&M Company Mauritius (50%) (In process of Liquidation) 

04 Jegurupadu CMS Generation Company Ltd. 
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Exhibit B 

Subsidiaries of HYDRA-CO Enterprises, Inc.  

Address:  
One Energy Plaza  

Jackson, Michigan 49201  
   

CMS Exeter LLC is a Michigan limited liability company formed to facilitate the restructuring of 
Oxford/CMS Development Limited Partnership for state tax planning purposes.  

   

   

CMS Generation Filer City, Inc. is a Michigan corporation involved as a General Partner in the T.E.S. Filer City Station 
Limi ted Partnership, a Michigan limited partnership that is the owner of the 54 megawatt (net) woodchip- and coal-fueled 
electric generating station in Filer City, Michigan.  

   

   

CMS Generation Filer City Operating LLC is a Michigan limited liability company formed to operate a coal and waste 
wood-fueled power plant near Filer City, Michigan owned by the T.E.S. Filer City Station Limited Partnership.  

   

CMS Generation Genesee Company is a Michigan corporation involved as a General Partner in the Genesee Power Station 
Limited Partnership, a Delaware limited partnership, which owns and operates a 35-megawatt (net) waste wood-fired 
electric generating facility located in Genesee County, Michigan.  

   

   

CMS Generation Grayling Company is a Michigan corporation involved as a General Partner in Grayling Generating Station 
Limited Partnership, a Michigan limited partnership, that owns a waste wood-fueled power plant in Grayling, Michigan. 
Grayling Generating Station Limited Partnership owns GGS Holdings Company, a Michigan corporation, which is a General 
Partner in AJD Forest Products Limited Partnership (also conducting business as AJD Forest Products), a Michigan limited 
partnership, that operates a sawmill adjacent to the Grayling Generating Station and also supplies waste wood fuel to 
Grayling Generating Station. Grayling Generating Station Limited Partnership is a Limited Partner in AJD Forest Products 
Limited Partnership.  

   

   

   
21.1-11  

04 CMS Exeter LLC 

05 Oxford/CMS Development Limited Partnership (1% GP) 

04 CMS Generation Filer City, Inc. 

05 T.E.S. Filer City Station Limited Partnership (50%) 

04 CMS Generation Filer City Operating LLC 

04 CMS Generation Genesee Company 

05 Genesee Power Station Limited Partnership (1% GP) 

04 CMS Generation Grayling Company 

05 Grayling Generating Station Limited Partnership (1% GP) 

06 AJD Forest Products Limited Partnership (49.5% LP) 
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A Michigan corporation that owns a General Partner interest in AJD Forest Products Limited Partnership, a 
Michigan limited partnership.  

   

   

A Michigan limited liability company formed to acquire land near the Grayling facility for potential development of an 
ash disposal site.  

   

CMS Generation Grayling Holdings Company is a Michigan corporation involved as a Limited Partner in Grayling 
Generating Station Limited Partnership, a Michigan limited partnership. Grayling Generating Station Limited Partnership 
owns GGS Holdings Company, a Michigan corporation that owns a General Partner interest in AJD Forest Products Limited 
Partnership, a Michigan limited partnership.  

   

   

   

   

   

   

CMS Generation Holdings Company is a Michigan corporation involved as a limited partner in various partnerships.  
   

   

GPS Newco, L.L.C. is a Kansas limited liability company formed for the purpose of facilitating financing and /or 
restricting liabilities of CMS Energy’s equity invested in Genesee Power Station Limited Partnership.  

   

   

CMS Generation Michigan Power L.L.C. is a Michigan limited liability company formed to own generating units in 
Michigan for the purpose of generating power during peak demand periods.  

   

CMS Generation Operating Company II, Inc. is a New York corporation formed to operate power plants, primarily in the 
United States.  

   
21.1-12  

06 GGS Holdings Company 

07 AJD Forest Products Limited Partnership (0.5% GP) 

05 Grayling Partners Land Development, L.L.C. (1%) 

04 CMS Generation Grayling Holdings Company 

05 Grayling Generating Station Limited Partnership (49% LP) 

06 AJD Forest Products Limited Partnership (49.5% LP) 

06 GGS Holdings Company 

07 AJD Forest Products Limited Partnership (0.5% GP) 

05 Grayling Partners Land Development, L.L.C. (49%) 

04 CMS Generation Holdings Company 

05 Genesee Power Station Limited Partnership (48.75% LP) 

05 GPS Newco, L.L.C. (50%) 

06 Genesee Power Station Limited Partnership (0.5% LP) 

04 CMS Generation Michigan Power L.L.C. 

04 CMS Generation Operating Company II, Inc. 
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CMS Generation Operating LLC is a Michigan limited liability company involved in the operation of various power plants 
throughout the United States.  

   

CMS Generation Recycling Company is a Michigan corporation that has ownership interest in Mid-Michigan 
Recycling, L.C. Mid-Michigan Recycling, L.C. was created to be involved in supplying waste wood fuel for the Genesee 
Power Station Limited Partnership.  

   

Mid-Michigan Recycling, L.C. is a Michigan limited liability company involved in supplying waste-wood fuel for the 
Genesee Power Station Limited Partnership.  

   

   

Dearborn Generation Operating, L.L.C. is a Michigan limited liability company formed to operate the Ford/Rouge Project.  
   

HCE-Biopower, Inc. is a New York corporation formed to hold partnership interests in various power projects.  
   

   

   

   

   

New Bern Energy Recovery, Inc. is a Delaware corporation formed to participate as a General Partner in the Craven County 
Wood Energy limited partnership formed to construct, operate and own a wood-fired electric generating facility in Craven 
County, North Carolina.  

   

   

   
21.1-13  

04 CMS Generation Operating LLC 

04 CMS Generation Recycling Company 

05 Mid-Michigan Recycling, L.C. (50%) 

04 Craven County Wood Energy Limited Partnership (44.99% LP) 

04 Dearborn Generation Operating, L.L.C. 

04 HCE-Biopower, Inc. 

05 IPP Investment Partnership (51%) 

06 Craven County Wood Energy Limited Partnership (0.01% LP) 

04 IPP Investment Partnership (49%) 

05 Craven County Wood Energy Limited Partnership (0.01% LP) 

04 New Bern Energy Recovery, Inc. 

05 Craven County Wood Energy Limited Partnership (5% GP) 

04 Oxford/CMS Development Limited Partnership (99% LP) 
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Exhibit 23.1 

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM  

We hereby consent to the incorporation by reference in the Registration Statement on Forms S-8 (No. 333-152800) and S-3 (Nos. 333-174906 
and 333-177886) of CMS Energy Corporation of our report dated February 23, 2012 relating to the financial statements, financial statement 
schedules, and the effectiveness of internal control over financial reporting, which appears in this Form 10-K.  

/s/ PricewaterhouseCoopers LLP  

Detroit, Michigan  
February 23, 2012  
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Exhibit 23.2 

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM  

We hereby consent to the incorporation by reference in the Registration Statement on Form S-3 (No. 333-174906-01) of Consumers Energy 
Company of our report dated February 23, 2012 relating to the financial statements, financial statement schedule, and the effectiveness of 
internal control over financial reporting, which appears in this Form 10-K.  

/s/ PricewaterhouseCoopers LLP  

Detroit, Michigan  
February 23, 2012  
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Exhibit 24.1 

February 23, 2012  

Mr. Thomas J. Webb  
Mr. James E. Brunner  
Ms. Catherine M. Reynolds  
CMS Energy Corporation  
One Energy Plaza  
Jackson, MI 49201-2276  

CMS Energy Corporation is required to file an Annual Report on Form 10-K for the year ended December 31, 2011 with the Securities and 
Exchange Commission within 60 days after the end of the year.  

We hereby make, constitute and appoint each of you our true and lawful attorney for each of us and in each of our names, places and steads to 
sign and cause to be filed with the Securities and Exchange Commission said Annual Report with any necessary exhibits, and any amendments 
thereto that may be required.  

   

   

   

   

Very truly yours,       

/s/ D. W. Joos             /s/ Philip R. Lochner, Jr.          
David W. Joos      Philip R. Lochner, Jr.  

/s/ Merribel S. Ayres             /s/ M. T. Monahan         
Merribel S. Ayres      Michael T. Monahan  

/s/ Jon E. Barfield             /s/ John G. Russell         
Jon E. Barfield      John G. Russell  

/s/ Stephen E. Ewing             /s/ K. L. Way         
Stephen E. Ewing      Kenneth L. Way  

/s/ Richard M. Gabrys     /s/ John B. Yasinsky 
Richard M. Gabrys      John B. Yasinsky  
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Exhibit 24.2 

February 23, 2012  

Mr. Thomas J. Webb  
Mr. James E. Brunner  
Ms. Catherine M. Reynolds  
Consumers Energy Company  
One Energy Plaza  
Jackson, MI 49201-2276  

Consumers Energy Company is required to file an Annual Report on Form 10-K for the year ended December 31, 2011 with the Securities and 
Exchange Commission.  

We hereby make, constitute and appoint each of you our true and lawful attorney for each of us and in each of our names, places and steads to 
sign and cause to be filed with the Securities and Exchange Commission said Annual Report with any necessary exhibits, and any amendments 
thereto that may be required.  

Very truly yours,  
   
/s/ D. W. Joos     /s/ Philip R. Lochner, Jr. 
            David W. Joos                 Philip R. Lochner, Jr. 

    

/s/ Merribel S. Ayres     /s/ M. T. Monahan 
            Merribel S. Ayres                 Michael T. Monahan 

    

/s/ Jon E. Barfield     /s/ John G. Russell 
            Jon E. Barfield                 John G. Russell 

    

/s/ Stephen E. Ewing     /s/ K. L. Way 
            Stephen E. Ewing                 Kenneth L. Way 

    

/s/ Richard M. Gabrys     /s/ John B. Yasinsky 
            Richard M. Gabrys                 John B. Yasinsky 

    
    

Consumers 2011 10-K

Appellant's App 
Vol I, p 433a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Exhibit 31.1 

CERTIFICATION OF JOHN G. RUSSELL  

I, John G. Russell, certify that:  
   

   

   

   

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known 
to us by others within those entities, particularly during the period in which this report is being prepared;  

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation 
of financial statements for external purposes in accordance with generally accepted accounting principles;  

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report 
based on such evaluation; and  

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and  

   

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and  

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting.  

   

  1. I have reviewed this annual report on Form 10-K of CMS Energy Corporation; 

  
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this report; 

  
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in 
this report; 

  
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 

defined in Exchange Act Rules 13a-15(e) and 15d-15(e)), and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-15(f) and 15d–15(f)) for the registrant and have: 

  
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 

reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the 
equivalent functions): 

Dated: February 23, 2012   By:   /s/    John G. Russell         
    John G. Russell 
    President and Chief Executive Officer 
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Exhibit 31.2 

CERTIFICATION OF THOMAS J. WEBB  

I, Thomas J. Webb, certify that:  
   

   

   

   

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known 
to us by others within those entities, particularly during the period in which this report is being prepared;  

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation 
of financial statements for external purposes in accordance with generally accepted accounting principles;  

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report 
based on such evaluation; and  

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and  

   

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and  

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting.  

   

  1. I have reviewed this annual report on Form 10-K of CMS Energy Corporation; 

  
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this report; 

  
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in 
this report; 

  
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 

defined in Exchange Act Rules 13a-15(e) and 15d-15(e)), and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-15(f) and 15d–15(f)) for the registrant and have: 

  
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 

reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the 
equivalent functions): 

Dated: February 23, 2012   By   /s/    Thomas J. Webb         
    Thomas J. Webb 
    Executive Vice President and Chief Financial Officer 
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Exhibit 31.3 

CERTIFICATION OF JOHN G. RUSSELL  

I, John G. Russell, certify that:  
   

   

   

   

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known 
to us by others within those entities, particularly during the period in which this report is being prepared;  

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation 
of financial statements for external purposes in accordance with generally accepted accounting principles;  

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report 
based on such evaluation; and  

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and  

   

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and  

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting.  

   

  1. I have reviewed this annual report on Form 10-K of Consumers Energy Company; 

  
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this report; 

  
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in 
this report; 

  
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 

defined in Exchange Act Rules 13a-15(e) and 15d-15(e)), and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-15(f) and 15d–15(f)) for the registrant and have: 

  
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 

reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the 
equivalent functions): 

Dated: February 23, 2012     By:   /s/    John G. Russell         
      John G. Russell 
      President and Chief Executive Officer 

Consumers 2011 10-K
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Exhibit 31.4 

CERTIFICATION OF THOMAS J. WEBB  

I, Thomas J. Webb, certify that:  
   

   

   

   

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known 
to us by others within those entities, particularly during the period in which this report is being prepared;  

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation 
of financial statements for external purposes in accordance with generally accepted accounting principles;  

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report 
based on such evaluation; and  

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and  

   

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and  

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting.  

   

  1. I have reviewed this annual report on Form 10-K of Consumers Energy Company; 

  
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this report; 

  
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in 
this report; 

  
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 

defined in Exchange Act Rules 13a-15(e) and 15d-15(e)), and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-15(f) and 15d–15(f)) for the registrant and have: 

  
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 

reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the 
equivalent functions): 

Dated: February 23, 2012     By   /s/    Thomas J. Webb         
      Thomas J. Webb 
      Executive Vice President and Chief Financial Officer 
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Exhibit 32.1 

Certification of CEO and CFO Pursuant to  
18 U.S.C. Section 1350,  
as Adopted Pursuant to  

Section 906 of the Sarbanes-Oxley Act of 2002  

In connection with the Annual Report on Form 10-K of CMS Energy Corporation (the “Company”) for the annual period ended 
December 31, 2011 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), John G. Russell, as President and 
Chief Executive Officer of the Company, and Thomas J. Webb, as Executive Vice President and Chief Financial Officer of the Company, each 
hereby certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of 
his knowledge:  

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and  

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company.  
   

   

        /s/ John G. Russell 
Name:  John G. Russell 
Title:    President and  
            Chief Executive Officer  
Date:    February 23, 2012 

        /s/ Thomas J. Webb 
Name:  Thomas J. Webb 
Title:    Executive Vice President and  
            Chief Financial Officer  
Date:    February 23, 2012 
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Exhibit 32.2 

Certification of CEO and CFO Pursuant to  
18 U.S.C. Section 1350,  
as Adopted Pursuant to  

Section 906 of the Sarbanes-Oxley Act of 2002  

In connection with the Annual Report on Form 10-K of Consumers Energy Company (the “Company”) for the annual period ended 
December 31, 2011 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), John G. Russell, as President and 
Chief Executive Officer of the Company, and Thomas J. Webb, as Executive Vice President and Chief Financial Officer of the Company, each 
hereby certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of 
his knowledge:  

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and  

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company.  

   

   

        /s/ John G. Russell 
Name:  John G. Russell 
Title:    President and  
            Chief Executive Officer  
Date:    February 23, 2012 

        /s/ Thomas J. Webb 
Name:  Thomas J. Webb 
Title:    Executive Vice President and  
            Chief Financial Officer  
Date:    February 23, 2012 
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS 
        OF OPERATIONS 
 
The following discussion and analysis should be read in conjunction with the 
consolidated financial statements and notes thereto: 
 
                           Description of the Business 
 
Vectren Corporation (Vectren) is an Indiana corporation that was organized on 
June 10, 1999, solely for the purpose of effecting the merger of Indiana Energy, 
Inc. (Indiana Energy) and SIGCORP, Inc. (SIGCORP). On March 31, 2000, the merger 
of Indiana Energy with SIGCORP and into Vectren was consummated with a tax-free 
exchange of shares and has been accounted for as a pooling of interests. The 
common shareholders of SIGCORP received one and one-third shares of Vectren 
common stock for each SIGCORP common share and the common shareholders of 
Indiana Energy received one share of Vectren common stock for each Indiana 
Energy common share, resulting in the issuance of 61.3 million shares of Vectren 
common stock. The preferred stock and debt securities of Indiana Energy's and 
SIGCORP's utility subsidiaries were not affected by the merger. 
 
Vectren is a public utility holding company, whose wholly owned subsidiary, 
Vectren Utility Holdings, Inc. (VUHI), is the intermediate holding company for 
Vectren's three operating public utilities, Indiana Gas Company, Inc. (Indiana 
Gas), formerly a wholly owned subsidiary of Indiana Energy, Southern Indiana Gas 
and Electric Company (SIGECO), formerly a wholly owned subsidiary of SIGCORP, 
and the Ohio operations (defined hereafter). VUHI's regulated subsidiaries serve 
approximately one million customers. Indiana Gas and its subsidiaries provide 
natural gas and transportation services to a diversified base of customers in 
311 communities in 49 of Indiana's 92 counties. SIGECO provides generation, 
transmission, distribution and the sale of electric power to Evansville, 
Indiana, and 74 other communities, and the distribution and sale of natural gas 
to Evansville, Indiana, and 64 communities in ten counties in southwestern 
Indiana. Vectren's Ohio operations provide natural gas distribution and 
transportation services to Dayton, Ohio and 16 counties in west central Ohio. 
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Vectren is involved in non-regulated activities through three primary business 
groups: Energy Services, Utility Services, and Communications. Energy Services 
trades and markets natural gas and provides energy performance contracting 
services. Utility Services provides utility products and services, such as 
underground construction and facilities locating, meter reading and materials 
management, and the mining and sale of coal. Communications provides integrated 
broadband communications services, including local and long distance telephone, 
Internet access and cable television. In addition, other businesses invest in 
other energy-related opportunities and corporate technology. 
 
  Acquisition of Gas Distribution Assets of The Dayton Power and Light Company 
 
On December 15, 1999, Indiana Energy, now Vectren, announced that the board of 
directors had approved a definitive agreement under which it would acquire the 
natural gas distribution assets of The Dayton Power and Light Company, which 
would add 310,000 gas distribution customers in 16 counties in west central 
Ohio. On October 31, 2000, Vectren completed the approximate $465 million 
acquisition. Vectren acquired the natural gas distribution assets as a tenancy 
in common through two wholly owned subsidiaries. Vectren Energy Delivery of 
Ohio, Inc. (VEDO) holds a 53 percent undivided ownership interest in the assets 
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and Indiana Gas holds a 47 percent undivided ownership interest in the assets. 
VEDO is the operator of the assets, operations of which are herein referred to 
as "the Ohio operations." VUHI established a $435 million commercial paper 
program to fund the majority of the acquisition. This facility was utilized at 
October 31, 2000, and will be replaced over time with permanent financing. 
VEDO's portion of the acquisition was funded with short-term borrowings from 
VUHI. Indiana Gas' portion of the acquisition was funded with a combination of 
short-term borrowings from VUHI and its commercial paper program. 
 
                              Common Stock Offering 
 
On January 19, 2001, Vectren filed a registration statement with the Securities 
and Exchange Commission with respect to a public offering of 5.5 million shares 
of new common stock. On February 8, 2001, the registration became effective and 
agreement was reached to sell 5.5 million shares to a group of underwriters. On 
February 14, the shares were sold, at which time the underwriters exercised 
their over-allotment option to sell an additional 825,000 shares for a total of 
about 6.3 million shares. The net proceeds of $129.4 million will be used 
principally to repay outstanding commercial paper utilized for recent 
acquisitions. 
 
                               Recent Development 
 
In March 2001, Vectren, Indiana Gas, and SIGECO reached agreement with the 
Indiana Office of Utility Consumer Counselor (OUCC) and The Citizens Action 
Coalition of Indiana, Inc. (CAC) regarding an Indiana Utility Regulatory 
Commission (IURC) Order disallowing Indiana Gas the recovery of $3.8 million in 
gas costs. Vectren recorded a $3.8 million reduction of 2000 fourth quarter 
revenues as a result of the disallowance. 
 
As part of the agreement, among other things, the company agreed to contribute 
additional funds to the state of Indiana's Low Income Heating Assistance Program 
in 2001 and to credit $3.3 million of the $3.8 million disallowed amount to 
Indiana Gas customers' April 2001 utility bills in exchange for both the OUCC 
and the CAC dropping their appeals of the IURC Order. The contributions to 
Indiana's Low Income Heating Assistance Program totaling $1.9 million were made 
in 2001 and were charged to operations and maintenance expense. There was no 
impact to 2000 operations as a result of this contribution. 
 
For further information on the $3.8 million disallowance refer to Rate and 
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Regulatory Matters below. For further information on the settlement refer to 
Vectren's Current Report on Form 8-K dated March 29, 2001. 
 
                              Results of Operations 
 
Vectren's consolidated earnings result from the operations of its utility 
subsidiaries, Indiana Gas, SIGECO and the Ohio operations, and from the 
non-utility operations and investments of Vectren's non-regulated businesses. 
 
(In millions, except per share amounts)             2000     1999     1998 
                                                 -------   ------   ------ 
Net income, as reported                          $  72.0   $ 90.7   $ 86.6 
Merger and integration costs, net of tax            36.8        -        - 
                                                 -------   ------   ------ 
Net income before merger and integration costs   $ 108.8   $ 90.7   $ 86.6 
    Attributable to: 
        Regulated                                $  84.0   $ 75.4   $ 69.3 
        Non-regulated                            $  24.8   $ 15.3   $ 17.3 
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Basic earnings per share, as reported            $  1.18  $  1.48   $ 1.41 
Merger and integration costs                        0.60        -        - 
                                                 -------  -------   ------ 
Basic earnings per share before merger and 
    integration costs                            $  1.78  $  1.48   $ 1.41 
 
    Attributable to: 
        Regulated                                $  1.37  $  1.23   $ 1.13 
        Non-regulated                            $  0.41  $  0.25   $ 0.28 
 
 
Net Income 
 
Consolidated net income was $72.0 million, or $1.18 on a basic earnings per 
share basis, for the year ended December 31, 2000. Consolidated net income 
before merger and integration costs of $52.5 million, including $11.4 million of 
additional depreciation included in depreciation and amortization (see merger 
and integration costs below), was $108.8 million, or $1.78 per share, for the 
year ended December 31, 2000, as compared to net income of $90.7 million, or 
$1.48 per share, and $86.6 million, or $1.41 per share, for 1999 and 1998, 
respectively. Vectren's 2000 results reflect two months of results of the Ohio 
operations. 
 
Dividends 
 
On October 28, 2000, Vectren's board of directors increased the quarterly 
dividend on common stock to 25.5 cents per share from 24.25 cents per share. 
This resulted in total dividends paid of 98 cents compared to 94 cents in 1999. 
In 1998, dividends paid totaled 90 cents per share. 
 
Utility Margin (Utility Operating Revenues Less Utility Cost of Gas, Cost of 
Fuel for Electric Generation and Purchased Electric Energy) 
 
Vectren's utility gas margin increased $33.1 million to $266.2 million compared 
to the twelve-month period in 1999, $28.2 million of the increase reflected the 
inclusion of the Ohio operations' results for two months. The remaining $4.9 
million, or 2 percent, increase attributable to Indiana Gas and SIGECO gas 
operations reflects 8 percent (11.9MMDth) greater throughput (combined sales and 
transportation) due to much colder temperatures during the fourth quarter of 
2000 than the 1999 period and a 2 percent growth in customers. Residential and 
commercial sales rose 7 percent and 10 percent, respectively. Temperatures were 
11 percent colder during the current twelve-month period and approached normal 
for the year. These favorable impacts on gas margin were partially offset by a 
$3.8 million disallowance of recoverable gas costs by the IURC, charged against 
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gas revenues in December 2000 (see Rate and Regulatory Matters). 
 
In 1999, gas utility margin was $233.1 million, as compared to $217.3 million 
for the prior year. The 1999 increase is primarily attributable to weather being 
8 percent colder than the same period in 1998 and the addition of new 
residential and commercial customers. 
 
Vectren's utilities' rates for gas transportation generally provide for the same 
margins as are earned on the sale of gas under their applicable sales tariffs. 
Approximately one-half of total gas system throughput represents gas used for 
space heating and is affected by weather. 
 
Total cost of gas sold was $552.5 million in 2000, $266.4 million in 1999 and 
$270.0 million in 1998. Excluding $83.2 million related to the Ohio operations 
for two months, total cost of gas sold increased $202.9 million, or 76 percent, 
for the year ended December 31, 2000 compared to 1999, primarily due to 
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significantly higher average per unit purchased gas costs. The total average 
cost per dekatherm of gas purchased by Indiana Gas and SIGECO was $5.77 in 2000 
compared to $3.58 in 1999. The price changes are due primarily to changing 
commodity costs in the marketplace. Lower average per unit costs of gas sold 
during 1999 as compared to 1998 more than offset the impact of the increased 
throughput, causing the slight decline in 1999 cost of gas sold. Vectren's 
utility subsidiaries are generally allowed full recovery of such changes in 
purchased gas costs from their retail customers through commission-approved gas 
cost adjustment mechanisms. (see Rate and Regulatory Matters). 
 
Electric margin rose $8.3 million, or 4 percent, to $228.8 million for the 
twelve-month period in 2000 compared to the same period in 1999. Although unit 
prices were lower than in 1999, sales to the wholesale energy markets 
contributed $4.4 million of the margin increase with volumes up 39 percent for 
2000 compared to 1999. Additionally, the impact of much colder temperatures on 
electric heating sales and a 5 percent growth in commercial customers 
contributed to the 2000 electric margin increase. Mild summer temperatures 
impacted both 2000 and 1999. Retail and firm wholesale electric sales for 2000 
increased 2 percent and total electric sales increased 8 percent. 
 
Electric utility margin for the year ended December 31, 1999 was $220.5 million, 
compared to $211.9 million for the prior year. The $8.6 million increase in 
margin reflects a 5 percent increase in retail and firm wholesale electric sales 
primarily due to stronger industrial and commercial sales and a $1.0 million 
increase in margin from sales to other wholesale customers. Although sales to 
other wholesale customers declined 17 percent in 1999 due to milder summer 
temperatures which eased demand in these markets, several new sales contracts 
produced higher average unit sales prices to these customers. 
 
A 1 percent increase in electric generation and higher per unit coal costs 
resulted in a $4.9 million, or 7 percent, increase in fuel costs for electric 
generation for 2000 compared to the prior year. Fuel costs for electric 
generation increased $1.1 million, or 2 percent, in 1999. 
 
Although SIGECO's sales of electric energy to other wholesale customers are 
provided primarily from otherwise unutilized capacity, SIGECO's purchases of 
electricity from other utilities for resale to other wholesale customers 
typically represent the majority of SIGECO's total purchased electric energy 
costs. The 39 percent increase in sales to other wholesale customers combined 
with higher average market prices caused purchased electric energy costs to 
increase $15.6 million, or 75 percent, for the year ended December 31, 2000 
compared to 1999. During 1999, total purchases of electric energy declined 13 
percent due to the 17 percent decline in sales to wholesale customers, however 
higher average market prices for energy purchased resulted in total costs 
remaining comparable to 1998 costs. 
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Non-Utility Margin (Energy Services and Other Revenues Less Cost of Energy 
Services and Other) 
 
 
Total margin from Vectren's non-utility operations (primarily the operating 
companies of its Energy Services, Utility Services, and Communications groups) 
for the twelve month period in 2000 was $20.3 million compared to $13.7 million 
and $10.1 million for the same periods in 1999 and 1998, respectively. The $6.6 
million increase in 2000 and $3.6 million increase in 1999 were primarily from 
the Energy Services group reflecting the continued growth of its natural gas 
marketing operations and its performance contracting and energy efficiency 
project operations, including several large government contracts in progress. 
Energy Services' margin increased $3.6 million and $3.7 million for 2000 and 
1999, respectively. Expanded coal mining operations at Utility Services and 
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additional municipal projects at Communications also contributed an additional 
$2.5 million to the rise in 2000 non-utility margin. 
 
During 2000, the cost of energy services and other, which was chiefly the cost 
of natural gas purchased for resale by Energy Services and project contract 
costs at Energy Services and Communications, rose $225.7 million, or 91 percent, 
compared to 1999 due primarily to significantly higher per unit purchased gas 
costs and growth in gas sales at Energy Services, following $45.1 million higher 
costs in 1998. 
 
Operating Expenses (excluding Cost of Gas Sold, Cost of Fuel for Electric 
Generation, Purchased Electric Energy and Cost of Energy Services and Other) 
 
Excluding $7.1 million in expenses related to the Ohio operations, Vectren's 
other operating expenses increased $2.9 million, or less than 2 percent, for the 
year ended December 31, 2000, compared to the same period in 1999. The increase 
is attributable to higher operating expenses related to continued growth in 
operations at certain non-regulated subsidiaries, primarily Energy Services. 
Other operating expenses rose $7.8 million, or 4 percent, for 1999 as compared 
to 1998. This increase reflects greater other general operating expenses at 
Vectren's utility subsidiaries, including expenses associated with the new 
customer information and work management systems and rental expense related to 
buildings previously owned. Higher other operating expenses were also 
experienced at Energy Services and Communications due to the continuing growth 
in their operations. 
 
Depreciation and amortization increased $18.7 million, or 21 percent, and $5.4 
million, or 7 percent, for the years ended December 31, 2000 and December 31, 
1999, respectively. The increase in 2000 expense is chiefly the result of 
additional depreciation related to merger integration activities (see below) and 
$1.7 million of depreciation of utility plant and amortization of goodwill 
related to the Ohio operations. Goodwill related to the acquisition of the Ohio 
operations of approximately $198 million is being amortized on a straight-line 
basis over a 40 year period. The remaining $5.6 million, or 6 percent, increase 
in expense over 1999 and the increase in expense over 1998 reflects depreciation 
of normal additions of utility plant at Indiana Gas and SIGECO. 
 
Taxes other than income taxes rose $8.1 million, or 27 percent, during 2000 due 
to $7.1 million related to the Ohio operations, primarily Ohio excise tax, and 
increased $2.5 million, or 9 percent, in 1999 due to higher gross receipts and 
property tax expense. 
 
Merger and Integration Costs 
 
Merger and integration costs incurred for the year ended December 31, 2000 
totaled $41.1 million, including $1.8 million related to the integration of the 
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Ohio operations Vectren expects to realize net merger savings of nearly $200 
million over the next ten years from the elimination of duplicate corporate and 
administrative programs and greater efficiencies in operations, business 
processes and purchasing. The continued merger integration activities, which 
will contribute to the merger savings, will be substantially completed in 2001. 
 
Of the $41.1 million of merger and integration costs incurred in 2000, accruals 
were established at March 31, 2000 totaling $20.7 million. Of this amount, $5.5 
million related to employee and executive severance costs, $13.1 million related 
to transaction costs and regulatory filing fees, and the remaining $2.1 million 
related to employee relocations that occurred prior to or coincident with the 
merger closing. At December 31, 2000, the accrual remaining for such costs 
totaled $1.8 million, all related to severance costs. Of the $41.1 million, the 
remaining $20.4 million was expensed throughout the remainder of the year as 
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expenses were incurred. Such expenses included $6.0 million related to sign 
changes at all company facilities to display the Vectren name, changes to all 
fleet vehicles to reflect the new corporate name and logo, and changes to 
company stationery. An additional $13.9 million was incurred over the course of 
the year for accounting fees resulting from merger related filing requirements, 
consulting fees related to integration activities such as organization 
structure, employee travel between company locations as part of integration 
activities, internal labor of employees assigned to integration teams, investor 
relations, communications activities, and certain benefit costs. In addition, 
$0.5 million was recorded related to severance costs associated with the 
integration of the Ohio operations. 
 
During the merger planning process, approximately 135 positions were identified 
for elimination. As of December 31, 2000, approximately 70 positions had been 
vacated, with the remaining 65 positions to be eliminated in 2001 
 
The integration activities experienced by the company included such things as 
information system consolidation, process review and definition, organization 
design and consolidation, and knowledge sharing. 
 
As a result of merger integration activities, management has identified certain 
information systems that are expected to be retired in 2001. Accordingly, the 
useful lives of these assets have been shortened to reflect this decision, 
resulting in additional depreciation expense of approximately $11.4 million for 
the year ended December 31, 2000. 
 
In total, merger and integration costs were $52.5 million ($36.8 million after 
tax), or $.60 on a basic earnings per share basis, in 2000. 
 
Other Income 
 
Equity in earnings of unconsolidated investments increased $2.4 million for the 
year ended December 31, 2000, compared to the prior year. The increase in 2000 
is due primarily to a $7.0 million pre-tax net gain related to the restructuring 
of Communications' investment in SIGECOM. The increase was partially offset by 
lower pre-tax earnings recognized from ProLiance Energy Services, LLC 
(ProLiance), Energy Services' energy marketing joint venture, and lower other 
investment earnings. 
 
Equity in earnings of unconsolidated investments decreased $3.2 million for 
1999, compared to 1998. The decrease in 1999 reflected lower pre-tax earnings 
recognized from ProLiance. 
 
Other-net increased $11.6 million for the year ended December 31, 2000, compared 
to the prior year due primarily to increased interest income mainly from 
Vectren's investments in structured finance and investment transactions, 
including leveraged leases and increased capitalized interest on utility 
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construction expenditures. 
 
Other-net increased 1.5 million for the year ended December 31, 1999, compared 
to the prior year due primarily to increased leveraged lease income, partially 
offset by less sales of emission allowance credits. 
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Interest Expense 
 
Interest expense for the twelve-month period in 2000 rose $14.3 million, or 33 
percent, compared to 1999. The increase was due primarily to increased working 
capital requirements resulting from extremely high natural gas prices, 
additional debt required for Vectren's increased financial investment 
activities, interest related to the financing of the acquisition of the Ohio 
operations, and higher average interest rates on utility debt and short-term 
borrowings than incurred during 1999. Interest expense increased $2.5 million to 
$42.9 million for 1999, as compared to 1998, due to increased average debt 
outstanding required primarily to fund Vectren's increased financial investment 
activities and higher average interest rates on utility debt. 
 
Income Taxes 
 
Federal and state income taxes declined $11.5 million in 2000, compared to 1999 
due primarily to $30.1 million lower pre-tax earnings and to additional tax 
benefits realized from certain non-regulated investments, which were partially 
offset by the non-deductibility of certain merger costs. Federal and state 
income taxes increased $3.4 million, or 8 percent during 1999 compared to 1998 
due primarily to higher pre-tax income in 1999 and the favorable impact on the 
1998 effective tax rate of the liquidation of a leveraged lease investment. 
 
                             Other Operating Matters 
 
Acquisition of Miller Pipeline Corporation 
 
On December 13, 2000, Reliant Services, LLC (Reliant), a 50 percent owned, 
non-regulated utility services affiliate of Vectren and Cinergy Corporation 
(Cinergy), purchased the common stock of Miller Pipeline Corporation from 
NiSource, Inc. for $68.3 million. Vectren and Cinergy each contributed $16 
million of equity, and the remaining $36.3 million was funded with 7-year 
intermediate bank loans. Miller Pipeline Corporation is one of the nation's 
premier natural gas distribution contractors with over 50 years of experience in 
the construction industry, currently providing such services to Indiana Gas, 
among other customers. The acquisition will expand Vectren's utility services 
business by adding underground pipeline construction, replacement and repair to 
existing utility services. 
 
Additional Investment with Utilicom Networks 
 
Vectren Advanced Communications (VAC), a wholly owned non-regulated subsidiary, 
was formed to hold Vectren's investments in Utilicom Networks, LLC (Utilicom ) 
and related entities. Utilicom Networks is a provider of bundled communications 
services through high capacity broadband networks, including high speed internet 
service, cable television and telephone service. VAC has a 14 percent interest 
in Class A units of Utilicom, which is accounted for using the equity method of 
accounting. 
 
In January 2000, VAC completed the restructuring of its investment in SIGECOM, 
LLC (SIGECOM), which is a venture between VAC and Utilicom which provides 
communications services to the greater Evansville, Indiana area. On January 28, 
2000, affiliates of The Blackstone Group, a private equity fund, invested in 
Class B units of Utilicom. In connection with the Blackstone Group investment, 
VAC exchanged its 49 percent preferred equity interest in SIGECOM for $16.5 
million of convertible subordinated debt of Utilicom and a 14 percent indirect 
common equity interest in SIGECOM, which was valued at $6.5 million The debt is 
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convertible into Class A units of Utilicom at the option of VAC or upon the 
event of a public offering of stock by Utilicom. The carrying value of VAC's 49% 
preferred equity interest was $15 million prior to the exchange. The 
consideration received by VAC in the exchange was valued based upon an 
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investment bank analysis of the fair value of SIGECOM at the transaction date. 
The investment restructuring resulted in a pre-tax gain of $8 million, which is 
classified in equity in earnings in unconsolidated investments in the 
accompanying Consolidated Statements of Income. For the year ended December 31, 
2000, Vectren also recognized losses of $1 million to reflect its share of 
Utilicom and SIGECOM's operating results. At December 31, 2000, VAC's equity 
investment in SIGECOM-related entities was $8.2 million. 
 
In December 2000, VAC invested an additional $8.1 million with Utilicom in the 
form of convertible subordinated debt as part of Utilicom's plans to raise $600 
million in capital to establish operating ventures in Indianapolis, Indiana and 
Dayton, Ohio and to recapitalize the SIGECOM venture. Vectren is committed to 
invest up to $100 million, inclusive of the $8.1 million already invested, in 
the form of convertible subordinated debt, subject to Utilicom obtaining all 
required funding. The debt is convertible into common equity interests in the 
Indianapolis and Dayton ventures at the option of VAC or upon the event of a 
public offering of stock by Utilicom. At December 31, 2000, VAC's investment in 
convertible debt totals approximately $25 million and, upon conversion, VAC 
would have up to a 31 percent interest in the Indianapolis and Dayton ventures 
and up to a 10 percent interest in Utilicom, assuming completion of all required 
funding. 
 
Both the Indianapolis and Dayton projects have received all necessary regulatory 
approvals and are in advanced stages of pre-engineering and pre-construction 
planning. Pole attachment rights have been secured, and launch dates of early 
2002 are expected. 
 
Operation of Warrick Generating Station 
 
On August 21, 2000, SIGECO announced that no later than April 18, 2001, ALCOA, 
INC. (ALCOA) would begin operating the Warrick Generating Station. In 1956, 
arrangements were made for SIGECO to operate the Warrick Generating Station as 
an agent for ALCOA. Three generating units at the plant are owned by ALCOA. 
SIGECO owns the fourth unit equally with ALCOA. The operating change will have 
no impact on SIGECO's generating capacity and is not expected to have any 
negative impact on Vectren's financial results. Additionally, SIGECO will retain 
ALCOA as a wholesale power and transmission services customer. Transition of the 
plant operations was completed in March 2001. 
 
Realignment 
 
Effective January 1, 2001, the utility operations were realigned into two 
primary business units, Energy Delivery and Power Supply. 
 
                              ProLiance Energy, LLC 
 
ProLiance, a 50 percent owned, non-regulated, energy marketing affiliate of 
Vectren, began providing natural gas and related services to Indiana Gas, 
Citizens Gas and Coke Utility (Citizens Gas) and others effective April 1, 1996. 
The sale of gas and provision of other services to Indiana Gas by ProLiance is 
subject to regulatory review through the quarterly gas cost adjustment (GCA) 
process administered by the IURC. 
 
On September 12, 1997, the IURC issued a decision finding the gas supply and 
portfolio administration agreements between ProLiance and Indiana Gas and 
ProLiance and Citizens Gas to be consistent with the public interest and that 
ProLiance is not subject to regulation by the IURC as a public utility. The 
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IURC's decision reflected the significant gas cost savings to customers obtained 
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through ProLiance's services and suggested that all material provisions of the 
agreements between ProLiance and the utilities are reasonable. Nevertheless, 
with respect to the pricing of gas commodity purchased from ProLiance, the 
pricing of fees paid by ProLiance to the utilities for the prospect of using 
pipeline entitlements if and when they are not required to serve the utilities' 
firm customers, and the pricing of fees paid by the utilities to ProLiance for 
portfolio administration services, the IURC concluded that additional review in 
the GCA process would be appropriate and directed that these matters be 
considered further in the pending, consolidated GCA proceeding involving Indiana 
Gas and Citizens Gas. The IURC has not yet established a schedule for conducting 
these additional proceedings. Through a series of appeals, the order was finally 
considered by the Indiana Supreme Court. 
 
On September 22, 2000, the Indiana Supreme Court issued a decision affirming the 
IURC's decision on ProLiance in all respects. However, until the three pricing 
issues reserved by the IURC are resolved, Vectren will continue to reserve a 
portion of its share of ProLiance earnings. 
 
In August 1998, Indiana Gas, Citizens Gas and ProLiance each received a Civil 
Investigative Demand (CID) from the United States Department of Justice 
requesting information relating to Indiana Gas' and Citizens Gas' relationship 
with and the activities of ProLiance. The Department of Justice issued the CID 
to gather information regarding ProLiance's formation and operations, and to 
determine if trade or commerce has been restrained. Indiana Gas has provided all 
information requested and management continues to believe that there are no 
significant issues in this matter. 
 
Indiana Gas continues to record gas costs in accordance with the terms of the 
ProLiance contract and Vectren continues to record its proportional share of 
ProLiance's earnings. Pretax income of $5.4 million and $6.7 million was 
recognized as ProLiance's contribution to earnings for the years ended December 
31, 2000 and 1999, respectively. Earnings recognized from ProLiance are included 
in equity in earnings of unconsolidated investments on the Consolidated 
Statements of Income. At December 31, 2000 and 1999, Vectren has reserved 
approximately $2.4 million and $1.7 million, respectively, of ProLiance's 
earnings after tax pending resolution of the remaining issues. The reserve 
represents 10% of ProLiance's pretax earnings and serves as management's best 
estimate of potential exposure arising from the three pricing issues. 
 
                              Environmental Matters 
 
Clean Air Act 
 
NOx SIP Call Matter. In October 1997, the United States Environmental Protection 
Agency (USEPA) proposed a rulemaking that could require uniform nitrogen oxide 
(NOx) emissions reductions of 85 percent by utilities and other large sources in 
a 22-state region spanning areas in the Northeast, Midwest, Great Lakes, 
Mid-Atlantic and South. This rule is referred to as the "NOx SIP call." The 
USEPA provided each state a proposed budget of allowed NOx emissions, a key 
ingredient of ozone, which requires a significant reduction of such emissions. 
Under that budget, utilities may be required to reduce NOx emissions to a rate 
of 0.15 lb/mmBtu below levels already imposed by Phase I and Phase II of the 
Clean Air Act Amendments of 1990 (the Act). Midwestern states (the alliance) 
have been working together to determine the most appropriate compliance strategy 
as an alternative to the USEPA proposal. The alliance submitted its proposal, 
which calls for a smaller, phased in reduction of NOx levels, to the USEPA and 
the Indiana Department of Environmental Management (IDEM) in June 1998. 
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In July 1998, Indiana submitted its proposed plan to the USEPA in response to 
the USEPA's proposed new NOx rule and the emissions budget proposed for Indiana. 
The Indiana plan, which calls for a reduction of NOx emissions to a rate of 0.25 
lb/mmBtu by 2003, is less stringent than the USEPA proposal but more stringent 
than the alliance proposal. 
 
On October 27, 1998, USEPA issued a final rule "Finding of Significant 
Contribution and Rulemaking for Certain States in the Ozone Transport Assessment 
Group Region for Purposes of Reducing Regional Transport of Ozone," (63 Fed. 
Reg. 57355). The final rule requires that 23 states and jurisdictions must file 
revised state implementation plans (SIPs) with the USEPA by no later than 
September 30, 1999, which was essentially unchanged from its October 1997, 
proposed rule. The USEPA has encouraged states to target utility coal-fired 
boilers for the majority of the reductions required, especially NOx emissions. 
Northeastern states have claimed that ozone transport from midwestern states 
(including Indiana) is the primary reason for their ozone concentration 
problems. Although this premise is challenged by others based on various air 
quality modeling studies, including studies commissioned by the USEPA, the USEPA 
intends to incorporate a regional control strategy to reduce ozone transport. 
The USEPA's final ruling is being litigated in the federal courts by 
approximately ten midwestern states, including Indiana. 
 
During the second quarter of 1999, the USEPA lost two federal court challenges 
to key air-pollution control requirements. In the first ruling by the U.S. 
Circuit Court of Appeals for the District of Columbia on May 14, 1999, the Court 
struck down the USEPA's attempt to tighten the one-hour ozone standard to an 
eight-hour standard and the attempt to tighten the standard for particulate 
emissions, finding the actions unconstitutional. In the second ruling by the 
same Court on May 25, 1999, the Court placed an indefinite stay on the USEPA's 
attempts to reduce the allowed NOx emissions rate from levels required by the 
Clean Air Act Amendments of 1990. The USEPA appealed both court rulings. On 
October 29, 1999, the Court refused to reconsider its May 14, 1999 ruling. 
 
On March 3, 2000, the D.C. Circuit of Appeals upheld the USEPA's October 27, 
1998 final rule requiring 23 states and the District of Columbia to file revised 
SIPs with the USEPA by no later than September 30, 1999. Numerous petitioners, 
including several states, have filed petitions for rehearing with the U.S. Court 
of Appeals for the District of Columbia in Michigan v. the USEPA. On June 22, 
2000, the D.C. Circuit Court of Appeals denied petition for rehearing en banc 
and lifted its May 25, 1999 stay. Following this decision, on August 30, 2000, 
the D.C. Circuit Court of Appeals issued an extension of the SIP Call 
implementation deadline, previously May 1, 2003, to May 31, 2004. On September 
20, 2000, petitioners filed a Petition of Writ of Certiori with the United 
States Supreme Court requesting review of the D.C. Circuit Court's March 3, 2000 
Order. The Court has not yet ruled on the Petition for Certiorari. The USEPA 
granted Section 126 Petitions filed by northeastern states that require named 
sources in the eastern half of Indiana to achieve NOx reduction by May 1, 2003. 
No SIGECO facilities are named in the Section 126 Petitions filed by 
northeastern states, therefore SIGECO's compliance date remains May 31, 2004. 
 
The proposed NOx emissions budget for Indiana stipulated in the USEPA's final 
ruling requires a 36 percent reduction in total NOx emissions from Indiana. The 
ruling, pending finalization of state rule making, could require SIGECO to lower 
its system-wide emissions by approximately 70 percent. Depending on the level of 
system-wide emissions reductions ultimately required, and the control technology 
utilized to achieve the reductions, the estimated construction costs of the 
control equipment could reach $160 million, which are expected to be expended 
during the 2001-2004 period, and related additional operation and maintenance 
expenses could be an estimated $8 million to $10 million, annually. No accrual 
has been recorded by the company related to the NOx SIP Call matter. The rules 
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governing NOx emissions, once finalized, are to be applied prospectively. 
 
Mercury Emissions. Under the Act, the USEPA is required to study emissions from 
power plants in order to determine if additional regulations are necessary to 
protect public health. The USEPA reported its study to Congress in February 
1998. That study concluded that of all toxic pollution examined, mercury posed 
the greatest concern to public health. An earlier USEPA study concluded that the 
largest single source of human-caused mercury pollution in the United States was 
coal-fired power plants. 
 
After completion of the study, the Act required the USEPA to determine whether 
to proceed with the development of regulations. The USEPA announced that it had 
affirmatively decided that mercury air emissions from power plants should be 
regulated. 
 
On December 14, 2000, the USEPA released a statement announcing that reductions 
of mercury emissions from coal-fired plants will be required in the near future. 
The USEPA has indicated they will propose regulations by December 2003 and will 
begin developing those regulations shortly. Industry, the public, and state, 
local and tribal governments will have an opportunity to participate in the 
process. The USEPA will then issue final regulations by December 2004. Because 
rules governing mercury emissions are under development, the determination of 
exposure, if any, is impossible as there are no standards or rules by which 
compliance (or lack thereof) can be measured. Accordingly, no accrual has been 
recorded by the company related to the mercury emissions matter. 
 
 
Culley Generating Station Investigation Matter. The USEPA initiated an 
investigation under Section 114 of the Act of SIGECO's coal-fired electric 
generating units in commercial operation by 1977 to determine compliance with 
environmental permitting requirements related to repairs, maintenance, 
modifications and operations changes. The focus of the investigation was to 
determine whether new source performance standards should be applied to the 
modifications and whether the best available control technology was, or should 
have been, used. Numerous other electric utilities were, and are currently, 
being investigated by the USEPA under an industry-wide review for similar 
compliance. SIGECO responded to all of the USEPA's data requests during the 
investigation. In July 1999, SIGECO received a letter from the Office of 
Enforcement and Compliance Assurance of the USEPA discussing the industry-wide 
investigation, vaguely referring to the investigation of SIGECO and inviting 
SIGECO to participate in a discussion of the issues. No specifics were noted; 
furthermore, the letter stated that the communication was not intended to serve 
as a notice of violation. Subsequent meetings were conducted in September and 
October with the USEPA and targeted utilities, including SIGECO, regarding 
potential remedies to the USEPA's general allegations. 
 
On November 3, 1999, the USEPA filed a lawsuit against seven utilities, 
including SIGECO. The USEPA alleges that, beginning in 1992, SIGECO violated the 
Act by: (i) making modifications to its Culley Generating Station in Yankeetown, 
Indiana without obtaining required permits; (ii) making major modifications to 
the Culley Generating Station without installing the best available emission 
control technology; and (iii) failing to notify the USEPA of the modifications. 
In addition, the lawsuit alleges that the modifications to the Culley Generating 
Station required SIGECO to begin to comply with federal new source performance 
standards. 
 
SIGECO believes it performed only maintenance, repair and replacement activities 
at the Culley Generating Station, as allowed under the Act. Because proper 
maintenance does not require permits, application of the best available emission 
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control technology, notice to the USEPA, or compliance with new source 
performance standards, SIGECO believes that the lawsuit is without merit, and 
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intends to vigorously defend the lawsuit. 
 
The lawsuit seeks fines against SIGECO in the amount of $27,500 per day per 
violation. The lawsuit does not specify the number of days or violations the 
USEPA believes occurred. The lawsuit also seeks a court order requiring SIGECO 
to install the best available emissions technology at the Culley Generating 
Station. If the USEPA is successful in obtaining an order, SIGECO estimates that 
it would incur capital costs of approximately $40 million to $50 million 
complying with the order. In the event that SIGECO is required to install 
system-wide NOx emission control equipment, as a result of the NOx SIP call 
issue, the majority of the $40 million to $50 million for best available 
emissions technology at Culley Generating Station would be included in the $160 
million expenditure previously discussed. 
 
The USEPA has also issued an administrative notice of violation to SIGECO making 
the same allegations, but alleging that violations began in 1977. 
 
While it is possible that SIGECO could be subjected to criminal penalties if the 
Culley Generating Station continues to operate without complying with the new 
source performance standards and the allegations are determined by a court to be 
valid, SIGECO believes such penalties are unlikely as the USEPA and the electric 
utility industry have a bonafide dispute over the proper interpretation of the 
Act. Accordingly, no accrual has been recorded by the company, and SIGECO 
anticipates at this time that the plant will continue to operate while the 
matter is being decided. 
 
Information Request. On January 23, 2001, SIGECO received an information request 
from the USEPA under Section 114(a) of the Act for historical operational 
information on the Warrick and A.B. Brown generating stations. SIGECO plans to 
provide all information requested, and management believes that no significant 
issues will arise from this request. 
 
Manufactured Gas Plants 
 
In the past, Indiana Gas and others operated facilities for the manufacture of 
gas. Given the availability of natural gas transported by pipelines, these 
facilities have not been operated for many years. Under currently applicable 
environmental laws and regulations, Indiana Gas, and the others, may now be 
required to take remedial action if certain byproducts are found above the 
regulatory thresholds at these sites. 
 
Indiana Gas has identified the existence, location and certain general 
characteristics of 26 gas manufacturing and storage sites for which it may have 
some remedial responsibility. Indiana Gas has completed a remedial 
investigation/feasibility study (RI/FS) at one of the sites under an agreed 
order between Indiana Gas and the Indiana Department of Environmental Management 
(IDEM), and a Record of Decision (ROD) was issued by IDEM in January 2000. 
Although Indiana Gas has not begun an RI/FS at additional sites, Indiana Gas has 
submitted several of the sites to IDEM's Voluntary Remediation Program (VRP) and 
is currently conducting some level of remedial activities including groundwater 
monitoring at certain sites where deemed appropriate and will continue remedial 
activities at the sites as appropriate and necessary. 
 
In conjunction with data compiled by expert consultants, Indiana Gas has accrued 
the estimated costs for further investigation, remediation, groundwater 
monitoring and related costs for the sites. While the total costs that may be 
incurred in connection with addressing these sites cannot be determined at this 
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time, Indiana Gas has accrued costs that it reasonably expects to incur totaling 
approximately $20.3 million. 
 
The estimated accrued costs are limited to Indiana Gas' proportionate share of 
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the remediation efforts. Indiana Gas has arrangements in place for 19 of the 26 
sites with other potentially responsible parties, which serve to limit Indiana 
Gas' share of response costs at these 19 sites to between 20 and 50 percent. 
 
With respect to insurance coverage, as of December 31, 2000, Indiana Gas has 
received and recorded settlements from all known insurance carriers in an 
aggregate amount approximating its $20.3 million accrual. 
 
Environmental matters related to manufactured gas plants have had no material 
impact on earnings since costs recorded to date approximate PRP and insurance 
settlement recoveries. While Indiana Gas has recorded all costs which it 
presently expects to incur in connection with activities at these sites, it is 
possible that future events may require some level of additional remedial 
activities which are not presently foreseen. 
 
                          New Accounting Pronouncement 
 
In June 1998, the Financial Accounting Standards Board issued Statement of 
Financial Accounting Standard No. 133 "Accounting for Derivative Instruments and 
Hedging Activities" (SFAS 133), which requires that every derivative instrument 
be recorded on the balance sheet as an asset or liability measured at its fair 
value and that changes in the derivative's fair value be recognized currently in 
earnings unless specific hedge accounting criteria are met. 
 
SFAS 133, as amended, is effective for fiscal years beginning after June 15, 
2000 and must be applied to derivative instruments and certain derivative 
instruments embedded in hybrid contracts that were issued, acquired or 
substantively modified after December 31, 1998. Vectren has completed the 
process of identifying all derivative instruments, determining fair market 
values of these derivatives, designating and documenting hedge relationships, 
and evaluating the effectiveness of those hedge relationships. As a result of 
the successful completion of this process, Vectren adopted SFAS 133 as of 
January 1, 2001. 
 
SFAS 133 requires that as of the date of initial adoption, the difference 
between the fair market value of derivative instruments recorded on the balance 
sheet and the previous carrying amount of those derivatives be reported in net 
income or other comprehensive income, as appropriate, as the cumulative effect 
of a change in accounting principle in accordance with Accounting Principles 
Board Opinion No. 20 "Accounting Changes." 
 
A limited number of Vectren's contracts are defined as derivatives under SFAS 
133. These derivatives are forward physical contracts for both the purchase and 
sale of natural gas and electricity by its wholly owned gas marketing 
subsidiary, SIGCORP Energy Services, Inc. (SES) and SIGECO, respectively, and an 
interest rate swap. 
 
SES's primary business is the buying and re-selling of physical natural gas to 
the industrial market segment. SES manages its pricing risk by entering into 
corresponding gas commodity contracts that ensure a reasonable matching of the 
associated risk. In addition, SES utilizes gas storage facilities to ensure 
operational as well as price risk management of its forward positions. Minimal 
open positions in terms of price, volume and specified delivery locations do 
occur and are managed by SES using the above instruments and through management 
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reporting. These commodity contracts and gas storage facilities are for the 
normal purchase and sale of natural gas and therefore do not require fair value 
accounting under SFAS 133. SES also utilizes price swap agreements that are 
accounted for under SFAS 133 to mitigate price risk related to certain forward 
physical contracts. These derivatives have not been designated as hedges, 
accordingly, the changes in market value will be recorded currently in earnings. 
The mark to market impact of these derivatives has been reflected as part of the 
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transition adjustment recorded to earnings on January 1, 2001. 
 
Derivatives used in the power marketing operations are used to effectively 
manage the utilization of SIGECO's generation capability. These derivatives 
include forward physical wholesale sales and purchases. The forward sales 
contracts are generally used to sell the excess generation capacity of SIGECO 
when demand conditions warrant this activity. These contracts are for the normal 
purchase and sale of electricity and therefore do not require fair value 
accounting under SFAS 133. The forward purchase contracts are entered into as 
part of "buy-sell" transactions with other utilities and power marketers. These 
contracts are derivatives and do not qualify for hedge accounting, accordingly, 
they have been marked to market currently in earnings. The mark to market impact 
of these derivatives has been reflected as part of the transition adjustment 
recorded to earnings on January 1, 2001. 
 
The interest rate swap is used to hedge the exposure to interest rate risk 
associated with VUHI's $150 million floating rate notes that bear interest at 
the three month US dollar LIBOR rate plus .75 percent that were issued on 
December 28, 2000. The swap was entered into concurrently with the issuance of 
the floating rate debt. Vectren has formally documented the hedging relationship 
between the swap and floating rate debt as well as its risk management 
objectives and strategies for undertaking each hedge transaction. The swap has 
been designated as a cash flow hedge and the mark to market impact has been 
reflected as part of the transition adjustment recorded to other comprehensive 
income on January 1, 2001. 
 
The cumulative impact of the adoption of SFAS 133 on January 1, 2001 is a gain 
of approximately $6.3 million due to the derivatives used in power marketing 
operations. The impact of the derivatives used by SES and the interest rate swap 
was immaterial. 
 
 
                           Rate and Regulatory Matters 
 
As a result of the ongoing appeal of a generic order issued by the IURC in 
August 1999 regarding guidelines for the recovery of purchased power costs, 
SIGECO entered into a settlement agreement with the Indiana Office of Utility 
Consumer Counselor (OUCC) that provides certain terms with respect to the 
recoverability of such costs. The settlement, originally approved by the IURC on 
August 9, 2000, has been extended by agreement through March 2002. Under the 
settlement, SIGECO can recover the entire cost of purchased power up to an 
established benchmark, and during forced outages, SIGECO will bear a limited 
share of its purchased power costs regardless of the market costs at that time. 
Based on this agreement, SIGECO believes it has significantly limited its 
exposure to unrecoverable purchased power costs. 
 
Commodity prices for natural gas purchases during the last six months of 2000 
unexpectedly increased significantly, primarily due to the expectation of a 
colder winter, which led to increased demand and tighter supplies. Vectren's 
utility subsidiaries are allowed full recovery of such charges in purchased gas 
costs from their retail customers through commission-approved gas cost 
adjustment mechanisms, and margin on gas sales should not be impacted. In 
2001,Vectren 's utility subsidiaries may experience higher working capital 
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requirements, increased expenses, including unrecoverable interest costs and 
uncollectibles, and possibly some level of price sensitive reduction in volumes 
sold. 
 
On October 11, 2000, Indiana Gas filed for approval of its regular quarterly 
GCA. In early December, the IURC issued an interim order approving the request 
by Indiana Gas for a GCA factor for December 2000. On January 4, 2001, the IURC 
approved the January and February 2001 GCA as filed. The order also addressed 
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the claim by the OUCC that a portion of the requested GCA be disallowed because 
Indiana Gas should have entered into additional commitments for this winter's 
gas supply in late 1999 and early 2000. In procuring gas supply for this winter, 
Indiana Gas followed the gas procurement practices that it had employed over the 
last several years. In response to the claim by the OUCC, the IURC found that 
there should be a $3.8 million disallowance related to gas procurement for the 
winter season. As a result, Indiana Gas recognized a pre-tax charge of $3.8 
million in December 2000. Both Indiana Gas and the OUCC have appealed this 
ruling. The Citizens Action Coalition of Indiana, Inc., a not for profit 
consumer advocate, has also filed with the IURC a petition to intervene and a 
notice of appeal of the order. (See Recent Development.) 
 
                                   Competition 
 
The utility industry has been undergoing dramatic structural change for several 
years, resulting in increasing competitive pressures faced by electric and gas 
utility companies. Increased competition may create greater risks to the 
stability of utility earnings generally and may in the future reduce our 
earnings from retail electric and gas sales. Currently, several states, 
including Ohio, have passed legislation that allows electricity customers to 
choose their electricity supplier in a competitive electricity market and 
several other states are considering such legislation. At the present time, 
Indiana has not adopted such legislation. Ohio regulation provides for choice of 
commodity for all gas customers. Vectren plans to implement this choice for all 
of its gas customers in Ohio by 2002. Indiana has not adopted any regulation 
requiring gas choice except for large volume customers. 
 
                         Liquidity and Capital Resources 
 
Vectren's capitalization objective is 40-50 percent permanent capitalization. 
This objective may have varied, and will vary, from time to time, depending on 
particular business opportunities and seasonal factors that affect the company's 
operation. Vectren's common equity component was 51 percent and 56 percent of 
its total capitalization, including current maturities of long-term debt, at 
December 31, 2000 and 1999, respectively. The common equity component of 51 
percent at December 31, 2000 is expected to be reduced in 2001 upon the 
refinancing of a substantial amount of short-term debt to long-term debt. 
 
New construction, normal system maintenance and improvements, and information 
technology investments needed to provide service to a growing customer base will 
continue to require substantial expenditures. Additionally, during the four year 
period 2001 through 2004, construction costs for NOx emissions control equipment 
are estimated to total approximately $160 million. For the years ended December 
31, 2000 and 1999, capital expenditures totaled $164.3 million and $132.2 
million, respectively. The increase in capital expenditures for 2000 is related 
primarily to the additional coal mine development costs at Utility Services. 
Vectren's anticipated investments in non-regulated affiliates during the next 
five years will also require funding. Capital expenditures and investments in 
affiliates for the five year period 2001 - 2005 are as follows: 
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<TABLE> 
<CAPTION> 
 
In millions                            2001      2002      2003      2004      2005   Total 
                                    -------   -------   -------   -------   -------   ------ 
<S>                                 <C>       <C>       <C>       <C>       <C>       <C> 
Capital expenditures 
     Utility (1) (2) (3)            $ 160.3   $ 143.3   $ 143.1   $ 122.8   $ 135.5   $705.0 
     Non-regulated (4)                 66.0      23.4      27.1      11.0       7.6    135.1 
                                    -------   -------   -------   -------   -------   ------ 
       Total capital expenditures     226.3     166.7     170.2     133.8     143.1    840.1 
                                    -------   -------   -------   -------   -------   ------ 
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Non-regulated investments           $  83.5   $  39.2   $  33.3   $  17.9   $  11.0   $184.9 
</TABLE> 
 
(1)  Includes expenditures for NOx compliance of approximately $40 million in 
     2001, $30 million in 2002, $55 million in 2003 and $35 million in 2004. 
(2)  Includes expenditures for an 80-megawatt gas combustion turbine generator 
     of $20 million in 2001 and $13 million in 2002. 
(3)  Includes expenditures for additional generation assets of approximately $40 
     million in 2005. 
(4)  Includes expenditures for corporate technology hardware and software of 
     approximately $48 million in 2001. 
 
During the five year period 2001 - 2005, maturities and sinking fund 
requirements on long-term debt subject to mandatory redemption, in millions, are 
$0.3 in 2001, $16.0 in 2003, $15.0 in 2004, and $38.0 in 2005. 
 
At December 31, 2000, Vectren had $969 million of short-term borrowing capacity 
for use in its utility and non-regulated operations, of which approximately $209 
million was available. 
 
Short-term cash working capital is required primarily to finance customer 
accounts receivable, unbilled utility revenues resulting from cycle billing, gas 
in underground storage, prepaid gas delivery services, capital expenditures and 
investments until permanently financed. Short-term borrowings tend to be 
greatest during the summer when accounts receivable and unbilled utility 
revenues related to electricity are highest and gas storage facilities are being 
refilled. During 2000, however, short-term borrowings related to working capital 
requirements were greatest during the last six months of the year due to the 
higher natural gas costs. On October 31, 2000, Vectren completed the acquisition 
of the Ohio operations for a purchase price of approximately $465 million. 
Commercial paper was issued to fund the purchase and will be replaced over time 
with permanent financing. 
 
Vectren's primary source of liquidity to fund working capital requirements has 
been cash generated from operations, which totaled approximately $40.7 million, 
$149.2 million and $156.6 million in 2000, 1999 and 1998 respectively. Cash from 
operations decreased during 2000 as compared to 1999 by approximately $108.8 
million. The decrease is primarily attributable to merger and integration costs 
causing lower net income, increased recoverable fuel and natural gas costs and 
increased working capital requirements resulting from higher natural gas costs. 
The decrease in 1999 cash flow from operations as compared to 1998 of 
approximately $7.4 million is primarily attributable to unfavorable changes in 
working capital accounts offset by increased net income. 
 
At December 31, 2000, Indiana Gas is not in compliance with the total 
indebtedness to capitalization ratio contained in its back up credit facility 
for its commercial paper program. The non-compliance resulted from the 
indebtedness incurred to purchase its ownership interest in the Ohio operations. 
A waiver on the Indiana Gas facility has been obtained to waive the 
non-compliance through and including March 31, 2001. Vectren will provide an 
equity investment in Indiana Gas to bring Indiana Gas into compliance. No amount 
is outstanding under the back up facility. 
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On December 21, 2000, Vectren Capital Corporation, a wholly owned subsidiary 
that provides financing for Vectren's non-regulated subsidiaries' operations and 
investments, issued $78 million of private placement intermediate term notes to 
three institutional investors. The issues and their terms are: $38.0 million, 
due December 21, 2005, at 7.67 percent; $17.5 million, due December 21, 2007, at 
7.83 percent; and $22.5 million, due December 21, 2010, at 7.98 percent. The 
proceeds were used to repay outstanding short-term borrowings. 
 
In December 2000, Indiana Gas filed a prospectus with the SEC with respect to 
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the issuance of $70 million in debt securities. On December 28, 2000, $20 
million of 15-Year Insured Quarterly (IQ) Notes bearing interest at a rate of 
7.15 percent per year and $50 million of 30-Year IQ Notes bearing interest at a 
rate of 7.45 percent per year were issued. The 15-Year IQ Notes will mature on 
December 15, 2015, and 30-Year IQ Notes will mature on December 16, 2030, 
unless, in each case, redeemed prior to that date. Indiana Gas will have the 
option to redeem the 15-Year IQ Notes, in whole or in part, from time to time on 
or after December 15, 2004. Indiana Gas will have the option to redeem the 
30-Year IQ Notes in whole or in part, from time to time on or after December 15, 
2005. The net proceeds of the debt issuance were used to repay outstanding 
commercial paper. 
 
On December 28, 2000, VUHI issued $150 million in floating rate notes to repay 
an equal amount of outstanding commercial paper utilized for the Ohio operations 
acquisition. The notes bear interest at a rate equal to the three month US 
dollar LIBOR rate plus .75 percent. Concurrently with the completion of this 
financing, a floating rate to fixed rate swap was executed which in effect 
resulted in a fixed rate of 6.64 percent on the notes. 
 
On January 19, 2001, Vectren filed a registration statement with the Securities 
and Exchange Commission with respect to a public offering of 5.5 million shares 
of new common stock. On February 8, 2001, the registration became effective and 
agreement was reached to sell 5.5 million shares to a group of underwriters. On 
February 14, the shares were sold, at which time the underwriters exercised 
their over-allotment option to sell an additional 825,000 shares for a total of 
6.3 million shares. The net proceeds of $129.4 million will be used principally 
to repay outstanding commercial paper utilized for recent acquisitions. 
 
On March 1, 2000, the interest rate on $31.5 million of Adjustable Rate 
Pollution Control Bonds of SIGECO, due March 1, 2025, was changed from 3.00 
percent to 4.30 percent. The new interest rate was fixed through February 28, 
2001. Also on March 1, 2000, the interest rate on $22.2 million of Adjustable 
Rate Pollution Control Bonds of SIGECO, due March 1, 2020, was changed from 3.05 
percent to 4.45 percent. The new interest rate was also fixed through February 
28, 2001. For financial statement presentation, the $53.7 million of Adjustable 
Rate Pollution Control Bonds are shown as a current liability. The two series of 
bonds will be re-set for a five-year period effective March 1, 2001. 
 
 
                              Financing Activities 
 
Vectren expects the majority of its utility capital expenditures requirements 
and debt security redemptions to be provided by internally generated funds. 
 
Indiana Gas' and SIGECO's credit ratings on outstanding debt at December 31, 
2000 were A/A2 and A/A1, respectively. VUHI's commercial paper related to the 
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October 2000 the Ohio operations acquisition has a credit rating of A-1/P-2. 
Indiana Gas' commercial paper retains an A-1/P-1 rating. 
 
Cash flow from financing activities of $638.7 million for the year ended 
December 31, 2000 includes $697.0 million of additional net borrowings offset by 
$60.0 million of dividends on shares of common stock. This is an increase of 
$576.5 million over prior year due primarily to funding the acquisition of the 
Ohio operations and increased working capital requirements. 
 
Cash required for investing activities of $681.5 million for the year ended 
December 31, 2000 includes, among other things, $463.3 million required for the 
Ohio operations acquisition, $164.3 million of capital expenditures and $32.0 
million additional notes receivable. This is an increase of $480.1 million over 
prior year due primarily to the Ohio operations acquisition. 
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                           Forward-Looking Information 
 
A "safe harbor" for forward-looking statements is provided by the Private 
Securities Litigation Reform Act of 1995 (Reform Act of 1995). The Reform Act of 
1995 was adopted to encourage such forward-looking statements without the threat 
of litigation, provided those statements are identified as forward-looking and 
are accompanied by meaningful cautionary statements identifying important 
factors that could cause the actual results to differ materially from those 
projected in the statement. Certain matters described in Management's Discussion 
and Analysis of Results of Operations and Financial Condition, including, but 
not limited to Vectren's realization of net merger savings and ProLiance, are 
forward-looking statements. Such statements are based on management's beliefs, 
as well as assumptions made by and information currently available to 
management. When used in this filing, the words "believe," "anticipate," 
"endeavor," "estimate," "expect," "objective," "projection," "forecast," "goal," 
and similar expressions are intended to identify forward-looking statements. In 
addition to any assumptions and other factors referred to specifically in 
connection with such forward-looking statements, factors that could cause 
Vectren and its subsidiaries' actual results to differ materially from those 
contemplated in any forward-looking statements included, among others, the 
following: 
 
|X|  Factors affecting utility operations such as unusual weather conditions; 
     catastrophic weather-related damage; unusual maintenance or repairs; 
     unanticipated changes to fossil fuel costs; unanticipated changes to gas 
     supply costs, or availability due to higher demand, shortages, 
     transportation problems or other developments; environmental or pipeline 
     incidents; transmission or distribution incidents; unanticipated changes to 
     electric energy supply costs, or availability due to demand, shortages, 
     transmission problems or other developments; or electric transmission or 
     gas pipeline system constraints. 
 
|X|  Increased competition in the energy environment including effects of 
     industry restructuring and unbundling. 
 
|X|  Regulatory factors such as unanticipated changes in rate-setting policies 
     or procedures, recovery of investments and costs made under traditional 
     regulation, and the frequency and timing of rate increases. 
 
|X|  Financial or regulatory accounting principles or policies imposed by the 
     Financial Accounting Standards Board, the Securities and Exchange 
     Commission, the Federal Energy Regulatory Commission, state public utility 
     commissions, state entities which regulate natural gas transmission, 
     gathering and processing, and similar entities with regulatory oversight. 
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|X|  Economic conditions including inflation rates and monetary fluctuations. 
 
|X|  Changing market conditions and a variety of other factors associated with 
     physical energy and financial trading activities including, but not limited 
     to, price, basis, credit, liquidity, volatility, capacity, interest rate, 
     and warranty risks. 
 
|X|  Availability or cost of capital, resulting from changes in Vectren 
     Corporation and its subsidiaries, interest rates, and securities ratings or 
     market perceptions of the utility industry and energy-related industries. 
 
|X|  Employee workforce factors including changes in key executives, collective 
     bargaining agreements with union employees, or work stoppages. 
 
|X|  Legal and regulatory delays and other obstacles associated with mergers, 
     acquisitions, and investments in joint ventures. 
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|X|  Costs and other effects of legal and administrative proceedings, 
     settlements, investigations, claims, and other matters, including, but not 
     limited to, those described in Management's Discussion and Analysis of 
     Results of Operations and Financial Condition. 
 
|X|  Changes in federal, state or local legislature requirements, such as 
     changes in tax laws or rates, environmental laws and regulations. 
 
Vectren and its subsidiaries undertake no obligation to publicly update or 
revise any forward-looking statements, whether as a result of changes in actual 
results, changes in assumptions, or other factors affecting such statements. 
 
 
 
<PAGE> 21 
 
 
ITEM 8.  Financial Statements and Supplementary Data 
 
<TABLE> 
<CAPTION> 
 
                 VECTREN CORPORATION AND SUBSIDIARY COMPANIES 
                           CONSOLIDATED BALANCE SHEETS 
                                 (in thousands) 
 
                                                             As of December 31, 
                                                          ------------------------ 
                                                                2000          1999 
                                                          ----------   ----------- 
              ASSETS 
<S>                                                       <C>          <C> 
Current Assets: 
     Cash and cash equivalents                            $   15,170   $   17,351 
     Temporary investments                                         -          903 
     Accounts receivable, less reserves of $5,716 
        and $3,949, respectively                             295,351      123,612 
     Accrued unbilled revenues                               143,365       55,370 
     Inventories                                              95,245       58,863 
     Prepaid gas delivery service                             34,849       20,937 
     Recoverable fuel and natural gas costs                   96,084        5,585 
     Prepayments and other current assets                     20,998       23,091 
                                                          ----------   ---------- 
          Total current assets                               701,062      305,712 
                                                          ----------   ---------- 
 
Utility Plant: 
     Original cost                                         2,788,794    2,367,831 
     Less:  accumulated depreciation and amortization      1,233,033    1,031,498 
                                                          ----------   ---------- 
          Net utility plant                                1,555,761    1,336,333 
                                                          ----------   ---------- 
 
Other Investments: 
     Investments in leveraged leases                          93,145       85,737 
     Investments in partnerships and other corporations      108,645       74,644 
     Notes receivable                                         64,276       32,271 
     Other                                                     1,057          996 
                                                          ----------   ---------- 
          Total other investments                            267,123      193,648 
                                                          ----------   ---------- 
 
Nonutility property, net of accumulated depreciation         103,477       64,474 
 
Other Assets: 
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     Deferred charges, net                                    31,094       31,672 
     Goodwill, net                                           197,977            - 
     Regulatory assets                                        52,246       47,593 
     Other                                                       447        1,035 
                                                          ----------   ---------- 
          Total other assets                                 281,764       80,300 
                                                          ----------   ---------- 
 
TOTAL ASSETS                                              $2,909,187   $1,980,467 
                                                          ==========   ========== 
</TABLE> 
 
 
     The  accompanying notes are an integral part of these consolidated 
          financial statements. 
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<TABLE> 
<CAPTION> 
                  VECTREN CORPORATION AND SUBSIDIARY COMPANIES 
                           CONSOLIDATED BALANCE SHEETS 
                                 (in thousands) 
 
                                                                           As of December 31, 
                                                                      ------------------------- 
                                                                           2000          1999 
                                                                      -----------   ----------- 
         LIABILITIES AND SHAREHOLDERS' EQUITY 
<S>                                                                   <C>           <C> 
Current Liabilities: 
     Current maturities of adjustable rate bonds subject to tender    $    53,700   $    53,700 
     Current maturities of long-term debt and other obligations               249           776 
     Short-term borrowings                                                759,908       207,638 
     Accounts payable                                                     201,481        66,541 
     Accounts payable to affiliated companies                             102,540        29,286 
     Refunds to customers and customer deposits                            22,922        27,396 
     Accrued taxes                                                            556        26,602 
     Accrued interest                                                      10,272        12,097 
     Other current liabilities                                             70,750        49,467 
                                                                      -----------   ----------- 
          Total current liabilities                                     1,222,378       473,503 
                                                                      -----------   ----------- 
Deferred Credits and Other Liabilities: 
     Deferred income taxes                                                229,911       215,520 
     Accrued postretirement benefits other than pensions                   45,883        40,942 
     Unamortized investment tax credit                                     23,165        25,524 
     Other                                                                  5,826         8,297 
                                                                      -----------   ----------- 
          Total deferred credits and other liabilities                    304,785       290,283 
                                                                      -----------   ----------- 
 
Commitments and Contingencies (Notes 6, 7, 15, 17, 18 and 19) 
 
Minority Interest in Subsidiary                                             1,421           916 
 
Long-term debt and other obligations, net of current maturities           631,954       486,726 
Preferred stock of subsidiary: 
   Redeemable                                                               8,076         8,192 
   Nonredeemable                                                            8,889        11,090 
                                                                      -----------   ----------- 
               Total preferred stock                                       16,965        19,282 
                                                                      -----------   ----------- 
 

Vectren 2001 10-K

Appellant's App 
Vol II, p 618a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



    Common stock (no par value) - issued and outstanding 61,419 
      and 61,305, respectively                                            217,720       215,917 
    Retained earnings                                                     506,462       493,918 
    Accumulated other comprehensive income                                  7,502           (78) 
                                                                      -----------   ----------- 
          Total common shareholders' equity                               731,684       709,757 
                                                                      -----------   ----------- 
               Total capitalization                                     1,380,603     1,215,765 
                                                                      -----------   ----------- 
 
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY                            $ 2,909,187   $ 1,980,467 
                                                                      ===========   =========== 
</TABLE> 
 
 
     The  accompanying notes are an integral part of these consolidated 
          financial statements. 
 
<PAGE> 23 
 
<TABLE> 
<CAPTION> 
                  VECTREN CORPORATION AND SUBSIDIARY COMPANIES 
                        CONSOLIDATED STATEMENTS OF INCOME 
                    (in thousands, except per share amounts) 
 
                                                               Year Ended December 31, 
                                                        ------------------------------------ 
                                                             2000         1999         1998 
                                                        ----------   ----------   ---------- 
<S>                                                     <C>          <C>          <C> 
OPERATING REVENUES: 
     Gas utility                                        $  818,753   $  499,573   $  487,260 
     Electric utility                                      336,409      307,569      297,865 
     Energy services and other                             493,528      261,275      212,581 
                                                        ----------   ----------   ---------- 
          Total operating revenues                       1,648,690    1,068,417      997,706 
                                                        ----------   ----------   ---------- 
 
OPERATING EXPENSES: 
     Cost of gas sold                                      552,540      266,429      269,999 
     Fuel for electric generation                           71,170       66,305       65,222 
     Purchased electric energy                              36,394       20,791       20,762 
     Cost of energy services and other                     473,258      247,590      202,441 
     Other operating                                       199,591      189,622      181,818 
     Merger and integration costs                           41,145            -            - 
     Depreciation and amortization                         105,661       86,998       81,558 
     Taxes other than income taxes                          38,010       29,910       27,369 
                                                        ----------   ----------   ---------- 
          Total operating expenses                       1,517,769      907,645      849,169 
                                                        ----------   ----------   ---------- 
 
OPERATING INCOME                                           130,921      160,772      148,537 
 
OTHER INCOME: 
     Equity in earnings of unconsolidated investments        9,856        7,490       10,671 
     Other - net                                            24,649       13,054       11,538 
                                                        ----------   ----------   ---------- 
          Total other income                                34,505       20,544       22,209 
                                                        ----------   ----------   ---------- 
 
INTEREST EXPENSE                                            57,133       42,862       40,301 
                                                        ----------   ----------   ---------- 
 
INCOME BEFORE PREFERRED DIVIDENDS AND INCOME TAXES         108,293      138,454      130,445 
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PREFERRED DIVIDEND REQUIREMENT OF SUBSIDIARY                 1,017        1,078        1,095 
                                                        ----------   ----------   ---------- 
 
INCOME BEFORE INCOME TAXES                                 107,276      137,376      129,350 
 
INCOME TAXES                                                34,232       45,708       42,328 
                                                        ----------   ----------   ---------- 
 
NET INCOME BEFORE MINORITY INTEREST                         73,044       91,668       87,022 
 
MINORITY INTEREST IN SUBSIDIARY                              1,004          920          422 
                                                        ----------   ----------   ---------- 
 
NET INCOME                                              $   72,040   $   90,748   $   86,600 
                                                        ==========   ==========   ========== 
 
 
AVERAGE COMMON SHARES OUTSTANDING                           61,297       61,306       61,578 
DILUTED COMMON SHARES OUTSTANDING                           61,380       61,430       61,756 
 
BASIC EARNINGS PER AVERAGE SHARE OF COMMON STOCK        $     1.18   $     1.48   $     1.41 
DILUTED EARNINGS PER AVERAGE SHARE OF COMMON STOCK      $     1.17   $     1.48   $     1.40 
</TABLE> 
 
 
 
     The  accompanying notes are an integral part of these consolidated 
          financial statements. 
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<TABLE> 
<CAPTION> 
                  VECTREN CORPORATION AND SUBSIDIARY COMPANIES 
                      CONSOLIDATED STATEMENTS OF CASH FLOWS 
                                 (in thousands) 
 
                                                                         Year Ended December 31, 
                                                                  ----------------------------------- 
                                                                       2000        1999         1998 
                                                                  ----------   ---------    --------- 
<S>                                                               <C>          <C>          <C> 
CASH FLOWS FROM OPERATING ACTIVITIES 
     Net Income                                                   $  72,040    $  90,748    $  86,600 
     Adjustments to reconcile net income to cash provided 
        from operating  activities: 
          Depreciation and amortization                             105,661       86,998       81,558 
          Preferred dividend requirement of subsidiary                1,017        1,078        1,095 
          Deferred income taxes and investment tax credits           12,032        8,548       
(1,644) 
          (Gain) loss on sale or retirement of assets or 
              investments                                            (8,961)           -       
(2,102) 
          Undistributed earnings of unconsolidated investments      (10,554)     (11,642)     
(12,104) 
 
          Changes in assets and liabilities: 
               Receivables - net                                   (246,771)     (19,978)      18,052 
               Inventories                                           17,817        7,823      
(30,110) 
               Prepaid gas delivery service                         (13,912)     (20,937)      17,024 
               Recoverable fuel and natural gas costs               (82,343)         346        3,198 
               Prepayments and other current assets                   7,553       (7,805)      
(8,242) 
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               Regulatory assets                                     (4,653)       1,718       
(3,494) 
               Accounts payable, refunds to customers, customer 
                  deposits and other current liabilities            217,122        1,514        7,208 
               Accrued taxes and interest                           (27,871)      13,585       
(9,522) 
               Accrued post-retirement benefits and other than 
                  pensions                                            4,941        3,455        2,472 
               Other - net                                           (2,411)      (6,226)       6,598 
                                                                  ---------    ---------    --------- 
               Total adjustments                                    (31,333)      58,477       69,987 
                                                                  ---------    ---------    --------- 
               Net cash flows from operating activities              40,707      149,225      156,587 
                                                                  ---------    ---------    --------- 
 
CASH FLOWS (REQUIRED FOR) FROM FINANCING 
   ACTIVITIES 
     Issuance of  common stock                                        3,979          982            - 
     Retirement of common and preferred stock                        (4,493)      (2,447)      
(6,191) 
     Proceeds from long-term debt and other obligations             328,000      110,000       60,052 
     Retirement of long-term debt and other obligations             (33,299)     (67,067)     
(50,828) 
     Net change in short-term borrowings                            402,270       81,655       12,253 
     Dividends on common stock                                      (59,977)     (57,365)     
(55,727) 
     Other                                                            2,175       (3,614)        
(675) 
                                                                  ---------    ---------    --------- 
           Net cash flows (required for) from financing 
              activities                                            638,655       62,144      
(41,116) 
                                                                  ---------    ---------    --------- 
 
CASH FLOWS (REQUIRED FOR) FROM INVESTING 
   ACTIVITIES 
     Capital expenditures                                          (164,266)    (132,159)    
(135,069) 
     Investment in leveraged leases                                    (850)     (49,734)       5,194 
     Investments in partnerships and other corporations             (29,446)     (10,711)     
(11,512) 
     Change in notes receivable                                     (32,005)     (11,899)       1,032 
     Cash distributions from unconsolidated investments               7,033        4,550        7,806 
     Proceeds from sale of assets                                         -            -       13,317 
     Acquisition of DPL gas distribution assets                    (463,301)           -            - 
     Other                                                            1,292       (1,456)       3,074 
                                                                  ---------    ---------    --------- 
           Net cash flows (required for) investing 
             activities                                            (681,543)    (201,409)    
(116,158) 
                                                                  ---------    ---------    --------- 
 
Net increase (decrease) in cash and cash equivalents                 (2,181)       9,960         
(687) 
 
Cash and cash equivalents at beginning of period                     17,351        7,391        8,078 
                                                                  ---------    ---------    --------- 
 
Cash and cash equivalents at end of period                        $  15,170    $  17,351    $   7,391 
                                                                  =========    =========    ========= 
</TABLE> 
 
 
     The  accompanying notes are an integral part of these consolidated 
          financial statements.. 
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<TABLE> 
<CAPTION> 
                                                    VECTREN CORPORATION AND SUBSIDIARY COMPANIES 
                                               CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS' EQUITY 
                                                                   ( in thousands) 
 
                                                  Common Stock 
                                     ------------------------------------- 
                                                                             Accumulated 
                                                      Restricted                 Other 
                                                         Stock    Retained   Comprehensive 
                                      Shares    Amount   Grants   Earnings   Income (Loss)   Total 
                                     -------    ------  --------  --------   ------------- -------- 
<S>                 <C> <C>           <C>     <C>       <C>       <C>             <C>      <C> 
Balance at December 31, 1997          61,621  $225,049  $(1,708)  $430,248        $77      $653,666 
 
Comprehensive income: 
   Net income                                                       86,600                   86,600 
   Unrealized investment loss, net 
   of ($54) tax                                                                   (89)          (89) 
                                                                                           -------- 
   Total comprehensive income                                                                86,511 
Common stock dividends 
    ($0.90 per share)                                              (55,727)                 (55,727) 
Common stock repurchases                (215)   (4,834)                                      (4,834) 
Common stock issuances for 
    Executives' and Directors' 
    Stock plans, net of 
      amortization                        14    (1,572)     331                              (1,241) 
Common stock issuance expense                                          (33)                     (33) 
Other                                                                 (428)                    (428) 
                                     -------   -------  -------   --------   ------------- -------- 
 
Balance at December 31, 1998          61,420  $218,643  $(1,377)  $460,660       $(12)     $677,914 
 
Comprehensive income: 
   Net income                                                       90,748                   90,748 
   Unrealized investment loss, net 
   of ($40) tax                                                                   (66)          (66) 
                                                                                           -------- 
   Total comprehensive income                                                                90,682 
Common stock dividends 
     ($0.94 per share)                                             (57,365)                 (57,365) 
Common stock repurchases                (113)   (2,331)                                      (2,331) 
Common stock issuances for 
    Executives' and Directors' 
    stock plans, net of 
    amortization                          (2)    1,150     (168)                                982 
Other                                                                 (125)                    (125) 
                                     -------  --------  -------   --------  -------------  -------- 
 
Balance at December 31, 1999          61,305  $217,462  $(1,545)  $493,918      $ (78)     $709,757 
 
Comprehensive income: 
   Net income                                                       72,040                   72,040 
   Comprehensive income of 
   unconsolidated investment, net 
   of  $4,626 tax (Note 5O)                                                     7,580         7,580 
                                                                                           -------- 
   Total comprehensive income                                                                79,620 
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Common stock dividends                                             (59,977)                 (59,977) 
     ($0.98 per share) 
Common stock repurchases                 (86)   (2,176)                                      (2,176) 
Common stock issuances for 
    Executives' and Directors' 
    stock plans, net of 
    amortization                         200     3,979                                        3,979 
Other                                                                  481                      481 
                                     -------  --------  -------  ---------  -------------- -------- 
 
Balance at December 31, 2000          61,419  $219,265  $(1,545)  $506,462     $7,502      $731,684 
                                     =======  ======== ========  ==========  ============= ======== 
</TABLE> 
 
 
     The  accompanying notes are an integral part of these consolidated 
          financial statements. 
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                  VECTREN CORPORATION AND SUBSIDIARY COMPANIES 
 
                 NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
 
                           DECEMBER 31, 2000 AND 1999 
 
 
 
1.   Organization and Nature of Operations 
 
Vectren Corporation (Vectren) is an Indiana corporation that was organized on 
June 10, 1999 solely for the purpose of effecting the merger of Indiana Energy, 
Inc. (Indiana Energy) and SIGCORP, Inc. (SIGCORP). On March 31, 2000, the merger 
of Indiana Energy with SIGCORP and into Vectren was consummated with a tax-free 
exchange of shares and has been accounted for as a pooling-of-interests. The 
common shareholders of SIGCORP received one and one-third shares of Vectren 
common stock for each SIGCORP common share and the common shareholders of 
Indiana Energy received one share of Vectren common stock for each Indiana 
Energy common share, resulting in the issuance of 61.3 million shares of Vectren 
common stock. The preferred stock and debt securities of Indiana Energy's and 
SIGCORP's utility subsidiaries were not affected by the merger. 
 
Vectren is a public utility holding company, whose wholly owned subsidiary, 
Vectren Utility Holdings, Inc. (VUHI), is the intermediate holding company for 
Vectren's three operating public utilities, Indiana Gas Company, Inc. (Indiana 
Gas), formerly a wholly owned subsidiary of Indiana Energy, Southern Indiana Gas 
and Electric Company (SIGECO), formerly a wholly owned subsidiary of SIGCORP, 
and the Ohio operations (defined hereafter). Indiana Gas and its subsidiaries 
provide natural gas and transportation services to a diversified base of 
customers in 311 communities in 49 of Indiana's 92 counties. SIGECO provides 
generation, transmission, distribution and the sale of electric power to 
Evansville, Indiana, and 74 other communities, and the distribution and sale of 
natural gas to Evansville, Indiana, and 64 communities in ten counties in 
southwestern Indiana. The Ohio operations provide natural gas distribution and 
transportation services to Dayton, Ohio and 16 counties in west central Ohio. 
 
Vectren is involved in non-regulated activities through three primary business 
groups: Energy Services, Utility Services and Communications. Energy Services 
trades and markets natural gas and provides energy performance contracting 
services. Utility Services provides utility products and services, such as 
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underground construction and facilities locating, meter reading and materials 
management, and the mining and sale of coal. Communications provides integrated 
broadband communications services, including local and long distance telephone, 
Internet access and cable television. In addition, other businesses invest in 
other energy-related opportunities and corporate technology. 
 
 
2.   Acquisition of the Natural Gas Distribution Assets of The Dayton Power and 
     Light Company 
 
On October 31, 2000, Vectren acquired the natural gas distribution assets of The 
Dayton Power and Light Company (DP&L) for approximately $465 million. The 
acquisition has been accounted for as a purchase transaction in accordance with 
Accounting Principles Board (APB) Opinion No. 16 and accordingly, the results of 
operations of the acquired businesses are included in the accompanying financial 
statements since the date of acquisition. 
 
Vectren acquired the natural gas distribution assets as a tenancy in common 
through two separate wholly owned subsidiaries. Vectren Energy Delivery of Ohio, 
Inc. (VEDO) holds a 53 percent undivided ownership interest in the assets and 
Indiana Gas holds a 47 percent undivided ownership interest. VEDO is the 
operator of the assets, operations of which are referred to as "the Ohio 
operations." VUHI established a $435 million commercial paper program to fund 
the majority of the acquisition. This facility was utilized at October 31, 2000 
and will be replaced over time with permanent financing. VEDO's portion of the 
acquisition was funded with short-term borrowings from VUHI. Indiana Gas' 
portion of the acquisition was funded with a combination of short-term 
borrowings from VUHI and its commercial paper program. 
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Goodwill has been recognized for the amount of the excess of the purchase price 
paid over the book value of the net assets acquired and is being amortized on a 
straight line basis over 40 years. Goodwill recognized as a result of the 
acquisition is $198 million. The purchase price is subject to adjustment based 
on the finalization of the closing balance sheet in accordance with the Asset 
Purchase Agreement. 
 
The following table depicts, for the years ended December 31, 2000 and 1999, 
unaudited pro forma consolidated information, as if the acquisition of the Ohio 
operations occurred on January 1, 1999. The pro forma summary information 
presented below is not necessarily indicative of the results that actually would 
have occurred if the transaction indicated above had been consummated at the 
beginning of the periods presented and is not intended to be a projection of 
future results. 
 
Unaudited                                      Year Ended December 31, 
In thousands, except per share amounts               2000         1999 
                                               ----------   ---------- 
 
 Total operating revenues                      $1,831,136   $1,287,283 
                                               ----------   ---------- 
 
 Net income                                    $   72,007   $   87,402 
                                               ----------   ---------- 
 Average shares outstanding: 
   Basic                                           61,297       61,306 
   Diluted                                         61,380       61,430 
 
 Earnings per average share of common stock: 
   Basic                                       $     1.17   $     1.43 
   Diluted                                     $     1.17   $     1.42 
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3.   Merger and Integration Costs 
 
Merger and integration costs incurred for the year ended December 31, 2000 
totaled $41.1 million, including $1.8 million related to the integration of the 
Ohio operations. The merger integration activities will be substantially 
completed in 2001. 
 
Of the $41.1 million of merger and integration costs incurred in 2000, accruals 
were established at March 31, 2000 totaling $20.7 million. Of this amount, $5.5 
million related to employee and executive severance costs, $13.1 million related 
to transaction costs and regulatory filing fees, and the remaining $2.1 million 
related to employee relocations that occurred prior to or coincident with the 
merger closing. At December 31, 2000, the accrual remaining for such costs 
totaled $1.8 million, all related to severance costs. Of the $41.1 million, the 
remaining $20.4 million was expensed throughout the remainder of the year as 
expenses were incurred. Such expenses included $6.0 million related to sign 
changes at all company facilities to display the Vectren name, changes to all 
fleet vehicles to reflect the new corporate name and logo, and changes to 
company stationery. An additional $13.9 million was incurred over the course of 
the year for accounting fees resulting from merger related filing requirements, 
consulting fees related to integration activities such as organization 
structure, employee travel between company locations as part of integration 
activities, internal labor of employees assigned to integration teams, investor 
relations communications activities, and certain benefit costs. In addition, 
$0.5 million was recorded related to severance costs associated with the 
integration of the Ohio operations. 
 
During the merger planning process, approximately 135 positions were identified 
for elimination. As of December 31, 2000, approximately 70 positions had been 
vacated, with the remaining 65 positions to be eliminated in 2001 
 
The integration activities experienced by the company included such things as 
information system consolidation, process review and definition, organization 
design and consolidation, and knowledge sharing. 
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As a result of merger integration activities, management has identified certain 
information systems that are expected to be retired in 2001. Accordingly, the 
useful lives of these assets have been shortened to reflect this decision, 
resulting in additional depreciation expense of approximately $11.4 million 
($7.1 million after tax) for the year ended December 31, 2000. 
 
4.   Indiana Energy and SIGCORP Results (Prior to the Combination) 
 
The results of the predecessor companies, Indiana Energy and SIGCORP, for the 
three months ended March 31, 2000 and for the years ended December 31, 1999 and 
1998 are as follows (in millions): 
 
<TABLE> 
<CAPTION> 
 
                       Three months ended   Twelve months ended  Twelve months ended 
                         March 31, 2000      December 31, 1999    December 31, 1998 
                       -------------------  -------------------  ------------------- 
<S>                           <C>                  <C>                  <C> 
Indiana Energy: 
Operating Revenues            $172.0               $433.3               $440.6 
Net Income                     $22.1                $38.7                $36.1 
 
SIGCORP: 
Operating Revenues            $187.4               $604.5               $557.1 
Net Income                     $19.3                $52.1                $50.5 
</TABLE> 
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5.   Summary of Significant Accounting Policies 
 
A.  Principles of Consolidation 
The accompanying consolidated financial statements for the years ended December 
31, 1999 and 1998 of Vectren and its subsidiary companies reflect the company on 
a historical basis as restated for the effects of the pooling-of-interests 
transaction completed on March 31, 2000 between Indiana Energy and SIGCORP. The 
consolidated financial statements include the accounts of Vectren and its wholly 
owned and majority owned subsidiaries, after elimination of intercompany 
transactions. Investments in limited partnerships and less than majority-owned 
affiliates are accounted for on the equity method. The financial statements also 
reflect the consolidation of a majority-owned affiliate, Energy Systems Group, 
LLC, which was an equity method investment of Indiana Energy and SIGCORP prior 
to the merger. 
 
B.  Investments in Partnerships and Other Corporations 
Investments in partnerships and other corporations, which are more than 20 
percent owned but less than majority owned, are generally accounted for by the 
equity method. Vectren's share of net income or loss from these investments is 
recorded in equity in earnings of unconsolidated affiliates. Dividends are 
recorded as a reduction of the carrying value of the investment when received. 
 
Investments in other corporations less than 20 percent owned are generally 
carried at cost less writedowns for declines in value judged to be other than 
temporary. Dividends are recorded as other income when received. 
 
C.  Reclassifications 
Certain reclassifications have been made to the prior years' financial 
statements to conform to the current year presentation. These reclassifications 
have no impact on net income previously reported. 
 
D.  Utility Plant and Depreciation 
Utility plant is stated at historical cost, including an allowance for the cost 
of funds used during construction. Depreciation of utility property is provided 
using the straight-line method over the estimated service lives of the 
depreciable assets. 
 
The original cost, together with depreciation rates expressed as a percentage of 
original cost, for the components of utility plant were as follows": 
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<TABLE> 
<CAPTION> 
                                                                       At December 31, 
-------------------------------------------------------------------------------------- 
In thousands                              2000                        1999 
-------------------------------------------------------------------------------------- 
                                             Depreciation                 Depreciation 
                                              Rates as a                   Rates as a 
                                  Original    Percent of      Original     Percent of 
                                    Cost     Original Cost      Cost      Original Cost 
                                ----------   -------------   ----------   ------------- 
<S>                             <C>               <C>        <C>              <C> 
Gas utility plant               $1,543,924        3.6%       $1,152,628       3.8% 
Electric utility plant           1,136,760        3.3%        1,109,847       3.4% 
Common utility plant                47,307        3.3%           59,963       6.7% 
Construction work in progress       60,803          -            45,393         - 
                                ----------                   ---------- 
                                $2,788,794                   $2,367,831 
                                ==========                   ========== 
</TABLE> 
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Vectren follows the practice of charging maintenance and repairs, including the 
cost of removal of minor items of property, to expense as incurred. When 
property that represents a retirement unit is replaced or removed, the cost of 
such property is credited to utility plant, and such cost, together with the 
cost of removal less salvage, is charged to accumulated depreciation. 
 
 
E.  Nonutility Plant 
Nonutility plant consists of property and equipment used by Vectren's 
non-regulated operations. The depreciation of nonutility plant is charged 
against income over their estimated useful lives, using the straight-line method 
of depreciation or units of production method of amortization. Repairs and 
maintenance, which are not considered betterments and do not extend the useful 
life of the nonutility plant, are charged to expense as incurred. When 
nonutility plant is retired, or otherwise disposed of, the asset and accumulated 
depreciation are removed and the resulting gain or loss is reflected in income. 
 
Nonutility plant consists of the following: 
 
<TABLE> 
<CAPTION> 
                                                                   At December 31, 
                                                      ----------------------------- 
In thousands                                     Useful Life          2000     1999 
                                             -------------------  ---------  ------- 
<S>                                          <C>                   <C>       <C> 
Land                                                -              $  4,309  $ 1,706 
Mining property and development costs        Units of production     36,947   13,076 
Other non utility plant                         5 - 40 years        115,803   70,334 
                                             -------------------   --------  ------- 
                                                                    157,059   85,116 
Less:   Accumulated depreciation and 
         amortization                                                53,582   20,642 
                                                                  --------  -------- 
                                                                  $ 103,477  $64,474 
                                                                  =========  ======= 
</TABLE> 
 
 
F.   Cash Flow Information 
For purposes of the Consolidated Statements of Cash Flows, Vectren considers 
cash investments with an original maturity of three months or less to be cash 
equivalents. Cash paid during the periods reported for interest, income taxes 
and acquired assets and liabilities were as follows: 
 
                                                    Year Ended December 31, 
                                            ------------------------------ 
 In thousands                                   2000       1999       1998 
                                            --------   --------   -------- 
Cash paid during the year for 
     Interest (net of amount capitalized)   $ 55,734   $ 34,826   $ 35,798 
     Income taxes                             53,450     36,909     53,311 
                                            --------   --------   -------- 
 
Details of acquisition (Note 2) 
     Book value of assets acquired          $278,080          -          - 
     Liabilities assumed                       7,881          -          - 
                                            --------   --------   -------- 
          Net assets acquired               $270,199          -          - 
                                            ========   ========   ======== 
 
G.  Revenues 
Revenues are recorded as products and services are delivered to customers. To 
more closely match revenues and expenses, Vectren's utility subsidiaries record 
revenues for all gas and electricity delivered to customers but not billed at 
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the end of the accounting period. 
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Excise taxes are embedded in rates charged to customers. Accordingly, the 
company records excise tax received as a component of operating revenues. Excise 
taxes paid are recorded as a component of taxes other than income taxes. 
 
H.  Inventories 
Inventories primarily consist of gas in underground storage, fuel 
for electric generation and materials and supplies. Gas in underground storage 
at SIGECO and Indiana Gas is valued using last-in, first-out (LIFO) method, 
while all other inventories, including the acquired inventories of the Ohio 
operations, are valued using the average cost method. Based on the average cost 
of gas purchased during December, the cost of replacing the current portion of 
gas in underground storage exceeded LIFO cost at December 31, 2000 and 1999 by 
approximately $64.3 million and $23.2 million, respectively. Inventories consist 
of the following: 
 
                                                At December 31, 
                                              ----------------- 
 In thousands                                    2000      1999 
                                              -------   ------- 
Fuel (coal and oil) for electric generation   $ 4,368   $12,824 
Materials and supplies                         16,958    15,224 
Emission allowances                             3,860     4,437 
Gas in storage - at LIFO cost                  18,988    23,068 
Gas in storage - at average cost               49,424         - 
Other                                           1,647     3,310 
                                              -------   ------- 
Total inventories                             $95,245   $58,863 
                                              =======   ======= 
 
 
I.   Refundable or Recoverable Gas Costs, Fuel for Electric Production and 
     Purchased Power 
All metered gas rates contain a gas cost adjustment clause, which allows for 
adjustment in charges for changes in the cost of purchased gas. Metered electric 
rates typically contain a fuel adjustment clause that allows for adjustment in 
charges for electric energy to reflect changes in the cost of fuel and the net 
energy cost of purchased power. SIGECO also collects through a quarterly rate 
adjustment mechanism the margin on electric sales lost due to the implementation 
of demand side management programs. 
 
Vectren's utility subsidiaries record any adjustment clause 
under-or-overrecovery each month in revenues. A corresponding asset or liability 
is recorded until such time as the under-or-overrecovery is billed or refunded 
to utility customers. The cost of gas sold is charged to operating expense as 
delivered to customers and the cost of fuel for electric generation is charged 
to operating expense when consumed. 
 
J.  Allowance for Funds used During Construction 
An allowance for funds used during construction (AFUDC), which represents the 
cost of borrowed and equity funds used for construction purposes, is charged to 
construction work in progress during the period of construction and included in 
other - net on the Consolidated Statements of Income. 
 
The table below reflects the total AFUDC capitalized and the portion of which 
was computed on borrowed and equity funds for all periods reported. 
 
                            Year Ended December 31, 
                          ------------------------ 
 In thousands               2000     1999     1998 
                          ------   ------   ------ 
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AFUDC - borrowed funds    $2,634   $3,090   $2,394 
AFUDC - equity funds       2,645      739      230 
                          ------   ------   ------ 
Total AFUDC capitalized   $5,279   $3,829   $2,624 
                          ======   ======   ====== 
 
K.  Income Taxes 
The liability method of accounting is used for income taxes under which deferred 
income taxes are recognized, at currently enacted income tax rates, to reflect 
the tax effect of temporary differences between the book and tax bases of assets 
and liabilities. Deferred investment tax credits are being amortized over the 
life of the related asset. 
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L.  Use of Estimates 
The preparation of financial statements in conformity with accounting principles 
generally accepted in the United States 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 these estimates. 
 
M.  Regulation 
The utility operations of Indiana Gas and SIGECO are subject to regulation by 
the Indiana Utility Regulatory Commission (IURC) and the Ohio operations are 
subject to regulation by the Public Utilities Commission of Ohio (PUCO). The 
wholesale energy sales of SIGECO are subject to regulation by the Federal Energy 
Regulatory Commission (FERC). The accounting policies of Vectren and its utility 
subsidiaries give recognition to the ratemaking and accounting practices of 
these agencies and to accounting principles generally accepted in the United 
States, including the provisions of Statement of Financial Accounting Standards 
No. 71 "Accounting for the Effects of Certain Types of Regulation" (SFAS 71). 
Regulatory assets represent probable future revenues associated with certain 
incurred costs, which will be recovered from customers through the ratemaking 
process. Regulatory liabilities represent probable future reductions in revenues 
associated with amounts that are to be credited to customers through the 
ratemaking process. 
 
The following regulatory assets and liabilities are reflected in the financial 
statements: 
 
                                           At December 31, 
                                         ------------------- 
 In thousands                                2000       1999 
                                         --------   -------- 
Regulatory Assets: 
Demand side management programs          $ 26,243   $ 25,298 
Unamortized premium on reacquired debt      4,192      4,416 
Unamortized debt discount and expenses     16,741     13,233 
Regulatory income tax asset                 4,723      2,741 
Other                                         347      1,905 
                                         --------   -------- 
Regulatory assets in other assets          52,246     47,593 
Recoverable fuel and natural gas costs     96,084      5,585 
                                         --------   -------- 
Total regulatory assets                  $148,330   $ 53,178 
                                         ========   ======== 
 
Regulatory Liabilities: 
Refundable gas costs                            -   $ 10,204 
                                         ========   ======== 
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As of December 31, 2000, the recovery of $126.9 million of Vectren's $148.3 
million of total regulatory assets is reflected in rates charged to customers. 
The remaining $21.4 million of regulatory assets, which are not yet included in 
rates, represent SIGECO's demand side management (DSM) costs incurred after 
1993. When SIGECO files its next electric base rate case, these costs will be 
included in rate base and requested to earn a return. Amortization of the costs 
over a period anticipated to be 15 years will be recovered through rates as a 
cost of operations. SIGECO is currently recovering $4.8 million of DSM costs in 
rates. Based upon this prior regulatory authority, management believes that 
future recovery of the $21.4 million of regulatory assets for DSM costs is 
probable. 
 
Indiana Gas was authorized as part of an August 17, 1994 financing order from 
the IURC to amortize over a 15-year period the debt discount and expense related 
to new debt issues and future debt issues and future premiums paid for debt 
reacquired in connection with refinancing. Debt discount and expense for issues 
in place prior to this order are being amortized over the lives of the related 
issues. Premiums paid prior to this order for debt reacquired in connection with 
refinancing are being amortized over the life of the refunding issue. SIGECO's 
debt discounts and expense related to new debt issues and premiums paid for debt 
reacquired is being amortized over the lives of the related issues. 
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Of the $126.9 million of regulatory assets currently reflected in rates, a total 
of $9.1 million is earning a return: $4.9 million of pre-1994 DSM costs and $4.2 
million of unamortized premium on reacquired debt. The remaining recovery 
periods for the DSM costs and premium on reacquired debt are 11.5 years and 20 
years, respectively. The remaining $117.9 million of regulatory assets included 
in rates, but not earning a return, are being recovered over varying periods: 
$7.1 million of fuel costs and $89.0 million of gas costs, over 12 months; $4.7 
million of regulatory income tax asset, over approximately 30 years; and $16.8 
million of unamortized debt discount and expense to be recovered as discussed 
above. 
 
Vectren's utility subsidiaries' policy is to continually assess the 
recoverability of costs recognized as regulatory assets and the ability to 
continue to account for their activities in accordance with SFAS 71, based on 
the criteria set forth in SFAS 71. Based on current regulation, the utility 
subsidiaries believe such accounting is appropriate. If all or part of Vectren's 
utility operations cease to meet the criteria of SFAS 71, a write-off of related 
regulatory assets and liabilities would be required. In addition, Vectren would 
be required to determine any impairment to the carrying costs of deregulated 
plant and inventory assets. 
 
N.  New Accounting Pronouncement 
In June 1998, the Financial Accounting Standards Board issued SFAS No. 133 
"Accounting for Derivative Instruments and Hedging Activities" (SFAS 133), which 
requires that every derivative instrument be recorded on the balance sheet as an 
asset or liability measured at its fair value and that changes in the 
derivative's fair value be recognized currently in earnings unless specific 
hedge accounting criteria are met. 
 
SFAS 133, as amended, is effective for fiscal years beginning after June 15, 
2000 and must be applied to derivative instruments and certain derivative 
instruments embedded in hybrid contracts that were issued, acquired or 
substantively modified after December 31, 1998. Vectren has completed the 
process of identifying all derivative instruments, determining fair market 
values of these derivatives, designating and documenting hedge relationships, 
and evaluating the effectiveness of those hedge relationships. As a result of 
the successful completion of this process, Vectren adopted SFAS 133 as of 
January 1, 2001. 
 
SFAS 133 requires that as of the date of initial adoption, the difference 
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between the fair market value of derivative instruments recorded on the balance 
sheet and the previous carrying amount of those derivatives be reported in net 
income or other comprehensive income, as appropriate, as the cumulative effect 
of a change in accounting principle in accordance with APB 20, "Accounting 
Changes." 
 
A limited number of Vectren's contracts are defined as derivatives under SFAS 
133. These derivatives are forward physical contracts for both the purchase and 
sale of natural gas and electricity by its wholly owned gas marketing 
subsidiary, SIGCORP Energy Services, Inc (SES) and SIGECO, respectively, and an 
interest rate swap. 
 
SES's primary business is the buying and re-selling of physical natural gas to 
the industrial market segment. SES manages its pricing risk by entering into 
corresponding gas commodity contracts that ensure a reasonable matching of the 
associated risk. In addition, SES takes physical delivery of gas in storage 
facilities to ensure operational as well as price risk management of its forward 
positions. Open positions in terms of price, volume and specified delivery 
locations do occur and are managed by SES using the above instruments and 
through management reporting. These commodity contracts and gas storage 
facilities involve the normal purchase and sale of natural gas and therefore do 
not require fair value accounting under SFAS 133. SES also utilizes price swap 
agreements that are accounted for under SFAS 133 to mitigate price risk related 
to certain forward physical contracts. These derivatives have not been 
designated as hedges, accordingly, the changes in market value will be recorded 
currently in earnings. The mark to market impact of these derivatives has been 
reflected as part of the transition adjustment recorded to earnings on January 
1, 2001. 
 
Derivatives used in the power marketing operations are used to effectively 
manage the utilization of SIGECO's generation capability. These derivatives 
include forward physical wholesale sales and purchases. The forward sales 
contracts are generally used to sell the excess generation capacity of SIGECO 
when demand conditions warrant this activity. These contracts are for the normal 
purchase and sale of electricity and therefore do not require fair value 
accounting under SFAS 133. The forward purchase contracts are entered into as 
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part of "buy-sell" transactions with other utilities and power marketers. These 
contracts are derivatives and do not qualify for hedge accounting, accordingly, 
they have been marked to market currently in earnings. The mark to market impact 
of these derivatives has been reflected as part of the transition adjustment 
recorded to earnings on January 1, 2001. 
 
The interest rate swap is used to hedge the exposure to interest rate risk 
associated with VUHI's $150 million floating rate notes. The swap was entered 
into concurrently with the issuance of the floating rate debt. Vectren has 
formally documented the hedging relationship between the swap and floating rate 
debt as well as its risk management objectives and strategies for undertaking 
the hedging transaction. The swap has been designated as a cash flow hedge and 
the mark to market impact has been reflected as part of the transition 
adjustment recorded to other comprehensive income on January 1, 2001. 
 
The cumulative impact of the adoption of SFAS 133 on January 1, 2001 is an 
earnings gain of approximately $6.3 million due to the derivatives used in power 
marketing operations. The impact of the derivatives used by SES and the interest 
rate swap was immaterial. 
 
O.  Comprehensive Income 
Comprehensive income is a measure of all changes in equity of an enterprise 
which result from the transactions or other economic events during the period 
other than transactions with shareholders. This information is reported in the 
Consolidated Statements of Common Shareholders' Equity. Vectren's components of 
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accumulated other comprehensive income (loss) include unrealized gains (losses) 
on available for sale securities and its portion of ProLiance Energy, LLC's 
(ProLiance) other comprehensive income. Vectren records its portion of 
ProLiance's other comprehensive income as increases or decreases to the 
investment account with a corresponding adjustment to other comprehensive 
income. As of December 31, 2000, Vectren has recorded an adjustment to other 
comprehensive income of $7.5 million related to its investment in ProLiance. 
ProLiance's other comprehensive income was adjusted due its adoption of SFAS 
133. 
 
P.   Impairment Review of Long-Lived Assets 
Long-lived assets are reviewed for impairment in accordance with SFAS No. 121, 
Accounting for Impairment of Long-Lived Assets and for Long-Lived Assets to be 
Disposed Of, as facts and circumstances indicate that the carrying amount may be 
impaired. Specifically, the evaluation for impairment involves the comparison of 
an asset's carrying value and the estimated undiscounted future cash flows the 
asset is expected to generate over its remaining life. If this evaluation were 
to conclude that the carrying value of the asset is impaired, an impairment 
charge would be recorded as a charge to operations based on the difference 
between the asset's carrying amount and its fair value. 
 
6.   ProLiance Energy, LLC 
 
ProLiance, a 50 percent owned, non-regulated, energy marketing affiliate of 
Vectren, began providing natural gas and related services to Indiana Gas, 
Citizens Gas and Coke Utility (Citizens Gas) and others effective April 1, 1996. 
The sale of gas and provision of other services to Indiana Gas by ProLiance is 
subject to regulatory review through the quarterly gas cost adjustment (GCA) 
process administered by the IURC. 
 
On September 12, 1997, the IURC issued a decision finding the gas supply and 
portfolio administration agreements between ProLiance and Indiana Gas and 
ProLiance and Citizens Gas to be consistent with the public interest and that 
ProLiance is not subject to regulation by the IURC as a public utility. The 
IURC's decision reflected the significant gas cost savings to customers obtained 
through ProLiance's services and suggested that all material provisions of the 
agreements between ProLiance and the utilities are reasonable. Nevertheless, 
with respect to the pricing of gas commodity purchased from ProLiance, the 
pricing of fees paid by ProLiance to the utilities for the prospect of using 
pipeline entitlements if and when they are not required to serve the utilities' 
firm customers, and the pricing of fees paid by the utilities to ProLiance for 
portfolio administration services, the IURC concluded that additional review in 
the GCA process would be appropriate and directed that these matters be 
considered further in the pending, consolidated GCA proceeding involving Indiana 
Gas and Citizens Gas. The IURC has not yet established a schedule for conducting 
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these additional proceedings. Through a series of appeals, the order was finally 
considered by the Indiana Supreme Court. 
 
On September 22, 2000, the Indiana Supreme Court issued a decision affirming the 
IURC's decision on ProLiance in all respects. However, until the three pricing 
issues reserved by the IURC are resolved, Vectren will continue to reserve a 
portion of its share of ProLiance earnings. 
 
On or about August 11, 1998, Indiana Gas, Citizens Gas and ProLiance each 
received a Civil Investigative Demand (CID) from the United States Department of 
Justice requesting information relating to Indiana Gas' and Citizens Gas' 
relationship with and the activities of ProLiance. The Department of Justice 
issued the CID to gather information regarding ProLiance's formation and 
operations, and to determine if trade or commerce has been restrained. Indiana 
Gas has provided all information requested and management continues to believe 
that there are no significant issues in this matter. 
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Indiana Gas continues to record gas costs in accordance with the terms of the 
ProLiance contract and Vectren continues to record its proportional share of 
ProLiance's earnings. Pretax income of $5.4 million, $6.7 million, and $7.0 
million was recognized as ProLiance's contribution to earnings for the years 
ended December 31, 2000, 1999 and 1998, respectively. Earnings recognized from 
ProLiance are included in equity in earnings of unconsolidated investments on 
the Consolidated Statements of Income. At December 31, 2000, and 1999, Vectren 
has reserved approximately $2.4 million and $1.7 million, respectively, of 
ProLiance's earnings pending resolution of the remaining issues. The reserve 
represents 10% of ProLiance's pretax earnings and serves as management's best 
estimate of potential exposure arising from the three pricing issues. 
 
7.   Vectren Advanced Communications 
 
Vectren Advanced Communications (VAC), a wholly owned non-regulated subsidiary, 
was formed to hold Vectren's investments in Utilicom Networks, LLC (Utilicom ) 
and related entities. Utilicom Networks is a provider of bundled communications 
services through high capacity broadband networks, including high speed internet 
service, cable television and telephone service. VAC has a 14 percent interest 
in Class A units of Utilicom, which is accounted for using the equity method of 
accounting. 
 
In January 2000, VAC completed the restructuring of its investment in SIGECOM, 
LLC (SIGECOM), which is a venture between VAC and Utilicom which provides 
communications services to the greater Evansville, Indiana area. On January 28, 
2000, affiliates of The Blackstone Group, a private equity fund, invested in 
Class B units of Utilicom. In connection with the Blackstone Group investment, 
VAC exchanged its 49 percent preferred equity interest in SIGECOM for $16.5 
million of convertible subordinated debt of Utilicom and a 14 percent indirect 
common equity interest in SIGECOM, which was valued at $6.5 million The debt is 
convertible into Class A units of Utilicom at the option of VAC or upon the 
event of a public offering of stock by Utilicom. The carrying value of VAC's 49% 
preferred equity interest was $15 million prior to the exchange. The 
consideration received by VAC in the exchange was valued based upon an 
investment bank analysis of the fair value of SIGECOM at the transaction date. 
The investment restructuring resulted in a pre-tax gain of $8 million, which is 
classified in equity in earnings in unconsolidated investments in the 
accompanying Consolidated Statements of Income. For the year ended December 31, 
2000, Vectren also recognized losses of $1 million to reflect its share of 
Utilicom and SIGECOM's operating results. At December 31, 2000 and 1999, VAC's 
equity investment in SIGECOM-related entities was $8.2 million and $16.1 
million, respectively. 
 
In December 2000, VAC invested an additional $8.1 million with Utilicom in the 
form of convertible subordinated debt as part of Utilicom's plans to raise $600 
million in capital to establish operating ventures in Indianapolis, Indiana and 
Dayton, Ohio and to recapitalize the SIGECOM venture. Vectren is committed to 
invest up to $100 million, inclusive of the $8.1 million already invested, in 
the form of convertible subordinated debt, subject to Utilicom obtaining all 
required funding. The debt is convertible into common equity interests in the 
Indianapolis and Dayton ventures at the option of VAC or upon the event of a 
public offering of stock by Utilicom. At December 31, 2000, VAC's investment in 
convertible debt totals approximately $25 million and, upon conversion, VAC 
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would have up to a 31 percent interest in the Indianapolis and Dayton ventures 
and up to a 10 percent interest in Utilicom, assuming completion of all required 
funding. 
 
8.   Short-Term Borrowings 
 
At December 31, 2000, Vectren has approximately $969 million of short-term 
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borrowing capacity, including $803 million for its regulated operations and $166 
million for its non-regulated operations, of which approximately $149 million is 
available for regulated operations and $60 million is available for 
non-regulated operations. See the table below for outstanding balances and 
interest rates. 
 
 
                                                         At December 31, 
                                                     ----------------------- 
 In thousands                                            2000           1999 
                                                     --------    ----------- 
Outstanding: 
     Bank Loans                                      $146,494    $   124,638 
     2001, Note Payable, 6.6425%                      150,000              - 
     Commercial paper                                 463,414         83,000 
                                                     --------    ----------- 
Total short term borrowings                          $759,908    $   207,638 
                                                     ========    =========== 
 
Weighted average interest rates: 
     Bank Loans                                          6.95%          8.08% 
     Commercial paper                                    6.87%          6.30% 
Weighted average interest rates during the year: 
     Bank Loans                                          6.98%          5.76% 
     Commercial paper                                    6.53%          5.40% 
 
Weighted average total outstanding during the year   $318,822    $   163,762 
 
At December 31, 2000, Indiana Gas is not in compliance with the total 
indebtedness to capitalization ratio contained in its back up credit facility 
for its commercial paper program. The non-compliance resulted from the 
indebtedness incurred to purchase its ownership interest in the Ohio operations. 
A waiver has been obtained from the banks on the Indiana Gas facility to waive 
the non-compliance through and including March 31, 2001. Subject to regulatory 
approval, Vectren will provide an equity investment in Indiana Gas to bring 
Indiana Gas back into compliance. No amount is outstanding under the back up 
credit facility. 
 
9.   Long-Term Debt and Other Obligations 
 
First mortgage bonds, notes payable and partnership obligations outstanding and 
classified as long-term are as follows: 
 
                                                         At December 31, 
                                                        ----------------- 
 In thousands                                              2000         1999 
                                                      ---------    --------- 
Southern Indiana Gas and Electric Company 
First Mortgage Bonds due: 
    2014, 4.60% Pollution Control Series A            $  22,500    $  22,500 
Adjustable Rate Pollution Control: 
    2015, Series A, presently 4.55%                       9,975        9,975 
    2016, 8.875%                                         13,000       13,000 
    2020, 4.40% Pollution Control Series B                4,640        4,640 
Adjustable Rate Environmental Improvement: 
    2023, Series B, presently 6%                         22,800       22,800 
    2023, 7.60%                                          45,000       45,000 
    2025, 7.625%                                         20,000       20,000 
    2029, 6.72%                                          80,000       80,000 
    2030, 4.40% Pollution Control Series B               22,000       22,000 
                                                      ---------    --------- 
Total first mortgage bonds                            $ 239,915    $ 239,915 
                                                      ---------    --------- 
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Notes Payable: 
    Tax Exempt, due 2003, 6.25%                       $   1,000    $   1,000 
                                                      ---------    --------- 
 
Indiana Gas Company 
Notes Payable due: 
     2003, Series F, 5.75%                            $  15,000    $  15,000 
     2004, Series F, 6.36%                               15,000       15,000 
     2007, Series E, 6.54%                                6,500        6,500 
     2013, Series E, 6.69%                                5,000        5,000 
     2015, Series E, 7.15%                                5,000        5,000 
     2015, Insured Quarterly Notes, 7.15%                20,000            - 
     2015, Series E, 6.69%                                5,000        5,000 
     2015, Series E, 6.69%                               10,000       10,000 
     2021, Private Placement, 9.375%                     25,000       25,000 
     2021, Series A, 9.125%                               7,000        7,000 
     2025, Series E, 6.31%                                5,000        5,000 
     2025, Series E, 6.53%                               10,000       10,000 
     2027, Series E, 6.42%                                5,000        5,000 
     2027, Series E, 6.68%                                3,500        3,500 
     2027, Series F, 6.34%                               20,000       20,000 
     2028, Series F, 6.75%                               14,109       14,849 
     2028, Series F, 6.36%                               10,000       10,000 
     2028, Series F, 6.55%                               20,000       20,000 
     2029, Series G, 7.08%                               30,000       30,000 
     2030, Insured Quarterly Notes, 7.45%                50,000            - 
                                                      ---------    --------- 
Total notes payable                                   $ 281,109    $ 211,849 
                                                      ---------    --------- 
 
Non-Regulated 
Notes Payable: 
    2005, Senior note, 7.67%                          $  38,000   $        - 
    2007, Senior note, 7.83%                             17,500            - 
    2010, Senior note, 7.98%                             22,500            - 
    Insurance Company, due 2012, 7.43%                   35,000       35,000 
Other                                                       249        2,371 
                                                      ---------    --------- 
Total notes payable and other                         $ 113,249    $  37,371 
                                                      ---------    --------- 
 
Total long-term debt outstanding                      $ 635,273    $ 490,135 
Less: Maturities and sinking fund requirements             (249)        (776) 
         Unamortized debt premium and discount, net      (3,070)      (2,633) 
                                                      ---------    --------- 
Total long-term debt and other obligations, net 
   of current maturities                              $ 631,954    $ 486,726 
                                                      =========    ========= 
 
Consolidated maturities and sinking fund requirements on long-term debt subject 
to mandatory redemption during the five years following 2000 (in millions) are 
$0.3 in 2001, $16.0 in 2003, $15.0 in 2004, and $38.0 in 2005. 
 
In addition to the obligations presented in the table above, SIGECO has $53.7 
million of adjustable rate pollution control series first mortgage bonds which 
could, at the election of the bondholder, be tendered to SIGECO annually in 
March. If SIGECO's agent is unable to remarket any bonds tendered at that time, 
SIGECO would be required to obtain additional funds for payment to bondholders. 
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For financial statement presentation purposes those bonds subject to tender in 
2001 are shown as current liabilities. The two series of bonds will be re-set 
for a five-year period effective March 1, 2001. 
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Provisions under which certain of Indiana Gas' Series E Notes were issued 
entitle the holders of $25.0 million of these notes to put the debt back to 
Indiana Gas at face value at certain specified dates before maturity. Long-term 
debt subject to the put provisions during the five years following 2000 (in 
millions) is $6.5 in 2002, $3.5 in 2004 and $10.0 in 2005. 
 
The annual sinking fund requirement of SIGECO's first mortgage bonds is 1 
percent of the greatest amount of bonds outstanding under the Mortgage 
Indenture. This requirement may be satisfied by certification to the Trustee of 
unfunded property additions in the prescribed amount as provided in the Mortgage 
Indenture. SIGECO intends to meet the 2001 sinking fund requirement by this 
means and, accordingly, the sinking fund requirement for 2001 is excluded from 
current liabilities on the Consolidated Balance Sheets. At December 31, 2000, 
$220.9 million of SIGECO's utility plant remained unfunded under SIGECO's 
Mortgage Indenture. 
 
The above debt agreements contain certain financial covenants and other 
restrictions with which Vectren must comply. Except as described in Note 8, 
Vectren was in compliance with all remaining financial covenants and 
restrictions. 
 
On December 21, 2000, Vectren Capital Corporation, a wholly owned subsidiary 
that provides financing for Vectren's non-regulated subsidiaries' operations and 
investments, issued $78 million of private placement senior notes to three 
institutional investors. The issues and their terms are $38.0 million, due 
December 21, 2005, at 7.67 percent; $17.5 million, due December 21, 2007, at 
7.83 percent; and $22.5 million, due December 21, 2010, at 7.98 percent. The net 
proceeds were used to repay outstanding short-term borrowings. 
 
On October 5, 1999, Indiana Gas issued $30 million in principal amount of Series 
G Medium-term Notes bearing interest at the per annum rate of 7.08 percent with 
a maturity date of October 5, 2029. In December 2000, Indiana Gas filed a 
prospectus with the Securities and Exchange Commission with respect to the 
issuance of $70 million in debt securities. On December 28, 2000, $20 million of 
15-Year Insured Quarterly (IQ) Notes bearing interest at a rate of 7.15 percent 
per year and $50 million of 30-Year IQ Notes bearing interest at a rate of 7.45 
percent per year were issued. The 15-Year IQ Notes will mature on December 15, 
2015, and the 30-Year IQ Notes will mature on December 16, 2030, unless, in each 
case, redeemed prior to that date. Indiana Gas will have the option to redeem 
the 15-Year IQ Notes, in whole or in part, from time to time on or after 
December 15, 2004. Indiana Gas will have the option to redeem the 30-Year IQ 
Notes in whole or in part, from time to time on or after December 15, 2005. The 
net proceeds of the debt issuance were used to repay outstanding commercial 
paper utilized for general corporate purposes. 
 
10.   Fair Value of Financial Instruments 
 
The carrying values and estimated fair values of Vectren's financial instruments 
were as follows: 
 
                                                   At December 31, 
                                          ------------------------------- 
 In thousands                               2000                  1999 
                                       ---------------       --------------- 
                                    Carrying   Estimated   Carrying  Estimated 
                                     Amount    Fair Value   Amount   Fair Value 
                                    --------   ----------  --------  ----------- 
Short-term borrowings               $759,908   $ 759, 908  $207,638   $207,638 
Partnership obligations (includes 
    amounts due within one year          249          312       845        905 
Redeemable preferred stock of 
    subsidiary                         7,500        7,737     7,500      7,538 
Long term debt (includes 
    amounts due within one year)     685,903      758,478   541,202    544,928 
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Certain methods and assumptions must be used to estimate the fair value of 
financial instruments. Because of the short maturity of notes payable, the 
carrying amounts approximate fair values for these financial instruments. The 
fair value of Vectren's long-term debt was estimated based on the quoted market 
prices for the same or similar issues or on the current rates offered to Vectren 
for debt of the same remaining maturities. The fair value of partnership 
obligations was estimated based on current quoted market rate of comparable 
debt. The fair value of redeemable preferred stock of SIGECO was based on the 
current quoted market rate of long-term debt with similar characteristics. 
 
Under current regulatory treatment, call premiums on reacquisition of long-term 
debt are generally recovered in customer rates over the life of the refunding 
issue or over a 15-year period (see Note 5M ). Accordingly, any reacquisition 
would not be expected to have a material effect on Vectren's financial position 
or results of operations. 
 
The market price used to value these transactions reflects management's best 
estimate of market prices considering various factors, including published 
prices for certain delivery locations, time value and volatility factors 
underlying the commitments. 
 
11.   Common Stock 
 
On March 31, 2000, the merger of Indiana Energy and SIGCORP with and into 
Vectren was consummated with a tax-free exchange of shares and has been 
accounted for as a pooling of interests. The common shareholders of SIGCORP 
received 1.333 shares of Vectren common stock for each SIGCORP common share and 
the common shareholders of Indiana Energy received one share of Vectren common 
stock for each Indiana Energy common share, resulting in the issuance of 61.3 
million shares of Vectren common stock. 
 
The Vectren board of directors has adopted a Shareholder Rights Agreement. Under 
the Shareholder Rights Agreement, the Vectren board of directors has declared a 
dividend distribution of one right for each outstanding Vectren common share. A 
right will attach to each Vectren common share Vectren issues. Each right 
entitles the holder to purchase from Vectren one share at a price of $65.00 per 
share (subject to adjustment to prevent dilution). Initially, the rights will 
not be exercisable. The rights only become exercisable 10 days following a 
public announcement that a person or group of affiliated or associated persons 
(Vectren Acquiring Person) has acquired beneficial ownership of 15 percent or 
more of the outstanding Vectren common shares (or a 10 percent acquirer who is 
determined by the Vectren board of directors to be an adverse person), or 10 
days following the announcement of an intention to make a tender offer or 
exchange offer the consummation of which would result in any person or group 
becoming a Vectren Acquiring Person. The Vectren Shareholder Rights Agreement 
expires October 21, 2009. 
 
Conversion of Options 
 
Certain SIGCORP and SIGECO employees held options to purchase SIGCORP common 
shares granted under the 1994 SIGECO Stock Option Plan and other employee 
compensation benefits arrangements. When the merger was consummated, each 
unexpired and unexercised option to purchase SIGCORP common shares was 
automatically converted into an option to purchase the number of Vectren common 
shares that could have been purchased under the original option multiplied by 
1.333. The exercise price per Vectren common share under the new option is equal 
to the original per share price divided by 1.333. The new Vectren options will 
otherwise be subject to the same terms and conditions as the original SIGCORP 
options. The expiration dates for options outstanding as of December 31, 2000, 
ranged from July 13, 2004 to July 19, 2009. This stock option activity for the 

Vectren 2001 10-K

Appellant's App 
Vol II, p 637a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



past three years, converted to Vectren common shares, was as follows: 
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<TABLE> 
<CAPTION> 
 
 
                                     2000                    1999                 1998 
                                 -----------             -----------           ----------- 
                             Exercise    Wtd. Avg.   Exercise   Wtd. Avg.  Exercise   Wtd. Avg. 
                              Shares       Price      Shares      Price     Shares       Price 
                             --------    ---------   -------    ---------   -------    --------- 
<S>                           <C>        <C>         <C>        <C>         <C>        <C> 
Outstanding at January 1      931,004    $   18.33   671,389    $   17.46   610,742    $   16.19 
Granted                             -         -      272,783    $   20.26    99,973    $   24.05 
Cancelled                     (30,955)   $   19.04         -                              - 
Exercised                     (40,608)   $   15.92   (13,168)   $   14.22   (39,326)   $   14.49 
                             --------    ---------   --------   ---------   --------   --------- 
Outstanding at December 31    859,441    $   18.41   931,004    $   18.33   671,389    $   17.46 
                             ========    =========   ========   =========   ========   ========= 
 
Exercisable at December 31    781,415                658,221                508,892 
Reserved for future grants 
  at end of year                    -                      -                272,783 
 
Weighted average price of 
  options  exercisable         $18.41                 $17.53                 $15.88 
 
</TABLE> 
 
 
 
<TABLE> 
<CAPTION> 
 
                                                                     At December 31, 2000 
                                                                ---------------------------- 
                 Options Outstanding                                 Options Exercisable 
--------------------------------------------------------------- ---------------------------- 
                                   Weighted 
                   Number of       Average         Weighted       Number of     Weighted 
    Range of        Options       Remaining         Average        Options       Average 
 Exercise Prices  Outstanding  Contractual Life  Exercise Price  Exercisable  Exercise Price 
-------------------------------------------------------------------------------------------- 
<S>      <C>        <C>             <C>              <C>           <C>            <C> 
  $12.03-$14.43     229,230         3.4              $13.82        229,230        $13.82 
   14.44-16.84       50,779         4.0               15.32         50,779         15.32 
   16.85-19.24       52,124         5.2               17.44         52,124         17.44 
   19.25-21.65      431,908         7.8               20.09        353,882         20.05 
   24.05             95,400         7.3               24.05         95,400         24.05 
-------------------------------------------------------------------------------------------- 
  $12.03-$24.05     859,441         6.2              $18.41        781,415        $18.23 
============================================================================================ 
</TABLE> 
 
Vectren accounts for stock compensation in accordance with APB 25, "Accounting 
for Stock Issued to Employees." Under APB 25, no compensation cost has been 
recognized for stock options. Had compensation cost for stock options been 
determined consistent with SFAS No. 123 "Accounting for Stock-based 
Compensation," net income would have been reduced to the following pro forma 
amounts: 
 
                                                       At December 31, 
                                          ------------------------------------ 
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 In thousands, except per share amounts         2000         1999         1998 
                                          ----------   ----------   ---------- 
Net Income: 
  As reported                             $   72,040   $   90,748   $   86,600 
  Pro forma                                   71,583       90,077       86,085 
Basic Earnings Per Share: 
  As reported                             $     1.18   $     1.48   $     1.41 
  Pro forma                                     1.17         1.47         1.40 
Diluted Earnings Per Share: 
  As reported                             $     1.17   $    1.48    $     1.40 
  Pro forma                                     1.17        1.47          1.39 
 
The fair value of each option granted used to determine pro forma net income is 
estimated as of the date of grant using the Black-Scholes option pricing model 
with the following weighted average assumptions used for grants in the years 
ended December 31, 1999 and 1998: risk-free interest rate of 6.46 percent and 
4.44 percent, respectively; expected option term of five years; expected 
volatilities of 34.00 percent and 33.16 percent, respectively; and dividend 
rates of 4.46 percent and 3.77 percent, respectively. The weighted average fair 
value of options granted in 1999 and 1998 were $5.05 and $5.99, respectively. No 
options were granted in 2000. 
 
 
<PAGE> 40 
 
Conversion of Restricted Stock 
 
Indiana Energy had an Executive Restricted Stock Plan for the principal officers 
of the company and participating subsidiary companies. Indiana Energy also had a 
Directors' Restricted Stock Plan through which non-employee directors receive 
one-third of their combined compensation (exclusive of attendance fees) as 
directors of Indiana Energy, Indiana Gas or IEI Investments, Inc. in shares of 
Indiana Energy's common stock subject to certain restrictions on 
transferability. 
 
Upon consummation of the merger, the restrictions on each outstanding share of 
restricted stock of Indiana Energy lapsed and all shares of Indiana Energy that 
were issued as restricted stock were treated as unrestricted shares of Indiana 
Energy in the merger exchange. During 2000, Vectren adopted these plans and 
194,884 restricted shares were issued to executives and non-employee directors. 
Shares of restricted stock issued in 1999 and 1998 by Indiana Energy were 15,238 
and 14,303, respectively. 
 
The cost of these performance based awards, determined to be the fair market 
value at the date of grant, is charged to compensation expense as earned over 
the performance periods. The weighted average fair value of these stock based 
instruments, together with recognized compensation expense, was $2.3 million and 
$19.90 in 2000; $0.8 million and $23.20 in 1999; and $0.7 million and $20.26 in 
1998. Substantially all of the year 2000 expense is for the lifting of 
restrictions triggered by the merger transaction. 
 
Common stock dividends of Vectren may be reinvested under a Dividend 
Reinvestment and Stock Purchase Plan. Common shares purchased in connection with 
the plan are currently being acquired through the open market. 
 
At December 31, 2000 and 1999, respectively, shares of common stock reserved for 
issuance were as follows: 
 
                                                    At December 31, 
                                                --------------------- 
                                                     2000        1999 
                                                ---------   --------- 
Dividend Reinvestment and Stock Purchase Plan   1,018,435     417,836 
Executive Restricted Stock Plan                   222,726     346,319 
Directors' Restricted Stock Plan                   50,116      54,994 
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Retirement Savings Plan                           853,423     964,208 
                                                ---------   --------- 
Total                                           2,144,700   1,783,357 
                                                =========   ========= 
 
12.   Earnings Per Share 
 
Basic earnings per share is computed by dividing net income available to common 
shareholders by the weighted-average number of common shares outstanding for the 
period. Diluted earnings per share assumes the conversion of stock options into 
common shares using the treasury stock method to the extent the effect would be 
dilutive. 
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The following table illustrates the basic and dilutive earnings per share 
calculations. 
 
<TABLE> 
<CAPTION> 
 
                                                                Year Ended December 31, 
------------------------------------------------------------------------------------------- 
In thousands, except 
per share amounts             2000                    1999                    1998 
------------------------------------------------------------------------------------------- 
                                       Per                   Per                      Per 
                  Income     Shares   Share  Income  Shares  Share  Income   Shares  Share 
                                      Amount                 Amount                  Amount 
------------------------------------------------------------------------------------------- 
<S>                 <C>      <C>     <C>    <C>      <C>     <C>    <C>      <C>      <C> 
Basic EPS           $72,040  61,297  $1.18  $90,748  61,306  $1.48  $86,600  61,578   $1.41 
 
Effect of dilutive 
  stock options                  83                     124                     178 
------------------------------------------------------------------------------------------- 
Diluted EPS         $72,040  61,380  $1.17  $90,748  61,430  $1.48  $86,600  61,756   $1.40 
=========================================================================================== 
</TABLE> 
 
Options to purchase 526,469 common shares for the year ended December 31, 2000 
and 99,973 common shares for the years ended December 31, 1999 and 1998 were not 
included in the computation of dilutive earnings per share because the options' 
exercise prices were greater than the average market price of the common shares 
during the period. Exercise prices for options excluded from the computation 
ranged from $19.83 to $24.05 in 2000 and equaled $24.05 in 1999 and 1998. 
 
Subsequent to December 31, 2000, Vectren issued about 6.3 million common shares 
in a public offering (see Note 22). 
 
13.   Retirement Plans and Other Postretirement Benefits 
 
Prior to July 1, 2000, SIGCORP and Indiana Energy had separate retirement and 
other postretirement benefit plans. The activities in these plans are described 
below by company. Effective July 1, 2000, the SIGECO and Indiana Energy pension 
plans for employees not covered by a collective bargaining unit were merged. 
Also effective July 1, 2000, the SIGECO and Indiana Energy retirement savings 
plans for employees not covered by a collective bargaining unit were merged, as 
were their postretirement health care and life insurance plans. 
 
Vectren has multiple defined benefit pension and other postretirement benefit 
plans which cover eligible full-time regular employees. All of the plans are 
non-contributory with the exception of the health care plan which contains 
cost-sharing provisions whereby employees retiring after January 1, 1996, are 
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required to make contributions to the plan when increases in Indiana Energy's 
health care costs exceed the general rate of inflation, as measured by the 
Consumer Price Index (CPI). The nonpension plans include plans for health care 
and life insurance through a combination of self-insured and fully insured 
plans. 
 
The IURC has authorized SIGECO and Indiana Gas to recover the costs related to 
postretirement benefits other than pensions under the accrual method of 
accounting consistent with Statement of Financial Accounting Standards No. 106, 
Employers' Accounting for Postretirement Benefits Other Than Pensions. Amounts 
accrued prior to that authorization were deferred as allowed by the IURC and 
amortized over a 60-month period. 
 
The detailed disclosures of benefit components that follow are based on an 
actuarial valuation performed for the December 31, 2000 financial statements 
using a measurement date as of September 30, 2000. The disclosures required as 
of and for the years ended December 31, 1999 and 1998 have been restated based 
on actuarial valuations previously performed for SIGECO as of December 31 and 
Indiana Gas as of September 30, respectively. In management's opinion, 
disclosures from revised actuarial valuations would not differ materially from 
those presented below. 
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Net periodic benefit cost consisted of the following components: 
 
<TABLE> 
<CAPTION> 
                                                                                       Year Ended 
December 31, 
-----------------------------------------------------------------------------------------------------
--------- 
                                                       Pension Benefits                  Other 
Benefits 
-----------------------------------------------------------------------------------------------------
--------- 
 In thousands                                 2000        1999        1998        2000        1999     
1998 
                                          --------    --------    --------    --------    --------    
-------- 
<S>                                       <C>         <C>         <C>         <C>         <C>         
<C> 
Service cost                              $  4,282    $  5,053    $  4,056    $  1,328    $  1,502    
$  1,299 
Interest cost                               11,708      10,550       9,986       5,904       4,844     
4,863 
Expected return on plan assets             (15,815)    (13,826)    (12,742)       (921)       (751)    
(577) 
Amortization of prior service cost             157         361         256           -           -     
- 
Amortization of transitional obligation 
  (asset)                                     (744)       (734)       (734)      3,738       3,266     
3,267 
 
Recognized actuarial gain                   (1,040)        (10)        (47)     (1,475)       (889)    
(1,204) 
Settlement charge                            2,123           -           -           -           -     
- 
Special termination benefit charge             553           -           -           -           -     
- 
                                          --------    --------    --------    --------    --------    
-------- 
Net periodic benefit cost                 $  1,224    $  1,394    $    775    $  8,574    $  7,972    
$  7,648 
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                                          ========    ========    ========    ========    ========    
======== 
</TABLE> 
 
A reconciliation of the plan's benefit obligations, fair value of plan assets, 
funded status and amounts recognized in the Consolidated Balance Sheets follows: 
 
<TABLE> 
<CAPTION> 
 
                                                                                 At December 31, 
------------------------------------------------------------------------------------------------ 
Benefit obligation                                   Pension Benefits         Other Benefits 
------------------------------------------------------------------------------------------------- 
 In thousands                                         2000         1999         2000         1999 
                                                 ---------    ---------    ---------    --------- 
<S>                                              <C>          <C>          <C>          <C> 
Benefit obligation at beginning of year          $ 151,505    $ 156,840    $  68,278    $  73,598 
Service cost - benefits earned during the year       4,282        5,053        1,328        1,502 
Interest cost on projected benefit obligation       11,708       10,550        5,904        4,844 
Plan amendments                                      2,418       (3,278)        (711)           - 
Acquisitions                                           700            -            -            - 
Settlements                                          2,123            -            -            - 
Benefits paid                                      (10,382)      (8,001)      (5,396)      (3,605) 
Actuarial (gain) loss                                4,614       (9,659)       7,975       (8,061) 
                                                 ---------    ---------    ---------    --------- 
Benefit obligation at end of year                $ 166,968    $ 151,505    $  77,378    $  68,278 
                                                 =========    =========    =========    ========= 
</TABLE> 
 
 
<TABLE> 
<CAPTION> 
 
Fair value of Plan Assets                           Pension Benefits            Other Benefits 
------------------------------------------------------------------------------------------------- 
In thousands                                          2000         1999         2000         1999 
                                                 ---------    ---------    ---------    --------- 
<S>                                              <C>          <C>          <C>          <C> 
Plan assets at fair value at beginning of year   $ 187,261    $ 180,965    $  11,710    $   9,511 
Actual return on plan assets                        16,959       14,179          595        1,434 
Employer contributions                                   -          118        4,314        4,369 
Benefits paid                                      (10,382)      (8,001)      (5,396)      (3,604) 
                                                 ---------    ---------    ---------    --------- 
Fair value of plan assets at end of year         $ 193,838    $ 187,261    $  11,223    $  11,710 
                                                 =========    =========    =========    ========= 
</TABLE> 
 
 
<TABLE> 
<CAPTION> 
 
Funded Status                                Pension Benefits        Other Benefits 
---------------------------------------------------------------------------------------- 
 In thousands                                2000        1999           2000        1999 
                                         --------    --------    -----------  ---------- 
<S>                                      <C>         <C>         <C>          <C> 
Funded status                            $ 26,870    $ 35,756    $ (66,155)   $ (56,568) 
Unrecognized transitional  obligation 
 (asset)                                   (1,491)     (2,279)      39,969       44,418 
Unrecognized service cost                   5,357       3,639            -           - 
Unrecognized net (gain) loss and other    (36,968)    (44,733)     (19,697)     (28,792) 
                                         --------    --------    ----------  ----------- 
Net amount recognized                    $ (6,232)   $ (7,617)   $ (45,883)   $ (40,942) 
                                         ========    ========    ==========  =========== 
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</TABLE> 
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The aggregate benefit obligation and aggregate fair value of the plan assets for 
pension plans with benefit obligations in excess of plan assets were $10.5 
million and $7.9 million, respectively, as of December 31, 2000, and $5.5 
million and $4.5 million, respectively, as of December 31, 1999. 
 
Weighted-average assumptions used in the accounting for these plans were as 
follows: 
 
                                               Year Ended December 31, 
                                               ---------------------- 
                                      Pension Benefits       Other Benefits 
                                      -----------------    ------------------ 
                                        2000       1999       2000       1999 
                                     -------    -------    -------    ------- 
Discount rate                          7.75%      7.50%      7.75%      7.50% 
Expected return on plan assets         8.50%      8.50%       N/A        N/A 
Rate of compensation increase          5.00%      5.00%       N/A        N/A 
CPI rate                                N/A        N/A       7.00%      6.50% 
 
As of December 31, 2000, the health care cost trend is 7 percent declining to 5 
percent in 2004 and remaining level thereafter. The accrued health care cost 
trend rate for 2001 is 7 percent. The estimated cost of these future benefits 
could be significantly affected by future changes in health care costs, work 
force demographics, interest rates or plan changes. 
 
A 1 percent change in the assumed health care cost trend for Vectren's 
postretirement health care plan would have the following effects: 
 
In thousands                                1% Increase           1% Decrease 
---------------------------------------    -------------         ------------ 
Effect on the aggregate of the service 
   and interest cost components             $      483            $      (394) 
 
Effect on the postretirement benefit 
   obligation                                    5,107                 (4,263) 
 
Vectren has adopted Voluntary Employee Beneficiary Association (VEBA) Trust 
Agreements for the funding of postretirement health benefits for retirees and 
their eligible dependents and beneficiaries. Annual funding is discretionary and 
is based on the projected cost over time of benefits to be provided to cover 
persons consistent with acceptable actuarial methods. To the extent these 
postretirement benefits are funded, the benefits will not be shown as a 
liability on Vectren's financial statements. 
 
Vectren also has defined contribution retirement savings plans that are 
qualified under sections 401(a) and 401(k) of the Internal Revenue Code. During 
2000, 1999, and 1998, Vectren made contributions to these plans of $1.6 million, 
$1.9 million and $2.3 million, respectively. 
 
14.   Leveraged Leases 
 
Southern Indiana Properties, Inc. (SIPI), a wholly owned subsidiary, is a lessor 
in several leveraged lease agreements under which real estate or equipment is 
leased to third parties. The economic lives and lease terms vary with the 
leases. The total equipment and facilities cost was approximately $409.7 million 
at December 31, 2000 and 1999. The cost of the equipment and facilities was 
partially financed by nonrecourse debt provided by lenders, who have been 
granted an assignment of rentals due under the leases and a security interest in 
the leased property, which they accepted as their sole remedy in the event of 
default by the lessee. Such debt amounted to approximately $380.0 million and 
$373.5 million at December 31, 2000 and 1999, respectively. SIPI's net 
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investment in leveraged leases at December 31, 2000 and 1999, respectively, was 
as follows: 
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                                                       At December 31, 
                                                    --------------------- 
 In thousands                                            2000       1999 
                                                     --------   -------- 
Minimum lease payments receivable                    $165,210   $161,551 
Estimated residual value                               29,073     29,073 
Less: unearned income                                 101,138    104,887 
                                                     --------   -------- 
Investment in lease financing receivables and loan     93,145     85,737 
Less: deferred taxes arising from leveraged leases     38,302     30,700 
                                                     --------   -------- 
Net investment in leveraged leases                   $ 54,843   $ 55,037 
                                                     ========   ======== 
 
15.   Commitments and Contingencies 
 
Future minimum lease payments required under operating leases that have initial 
or remaining noncancellable lease terms in excess of one year as of December 31, 
2000 are as follows: 
 
 
 
 In millions 
 ------------ 
          2001                            $4.1 
          2002                             3.9 
          2003                             3.4 
          2004                             3.1 
          2005                             2.4 
          Thereafter                       6.7 
                                      ------------ 
          Total                           $23.6 
                                      ============ 
 
Total lease expense, in millions, was $3.4 in 2000, $2.7 in 1999, and $2.2 in 
1998. 
 
As part of a restructuring plan initiated by Indiana Energy in 1997, a charge 
was recorded to reflect the corporate office facility at fair value. The company 
then entered into a sale leaseback transaction with a third party which was 
completed in 1998, resulting in proceeds of $9.2 million and an operating lease 
with a 10 year term with rental payments of $1.5 million per year. The annual 
payments are included in the future minimum lease payments above. 
 
Vectren is party to various legal proceedings arising in the normal course of 
business. In the opinion of management, with the exception of litigation matters 
related to the Clean Air Act and ProLiance, there are no legal proceedings 
pending against Vectren that are likely to have a material adverse effect on the 
financial position or results of operations. Refer to Note 6 for litigation 
matters related to ProLiance and Note 17 for litigation matters concerning the 
Clean Air Act. 
 
A wholly owned subsidiary of Vectren has an 8.3 percent ownership interest in 
Pace Carbon Synfuels Investors, LP (Pace Carbon), a Delaware limited partnership 
formed to develop, own and operate four projects to produce and sell coal-based 
synthetic fuel. In addition to its initial investment of $7.5 million, Vectren 
has a continuing obligation to invest approximately $40 million in Pace Carbon, 
with any such additional investments to be funded to the extent it generates 
federal tax credits that are earned from the production and sale of briquettes 
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by the projects. As of December 31, 2000 and 1999, Vectren's net investment in 
Pace Carbon, which is accounted for using the equity method of accounting, 
totaled approximately $6.7 million and $6.3 million, respectively, and is 
included in investments in partnerships and other corporations in the 
Consolidated Balance Sheets. 
 
A wholly owned subsidiary of Vectren has an approximate 40 percent ownership 
interest in Haddington Energy Partners, LP (Haddington) and has committed to 
invest $10 million of which $9.8 million has been funded as of December 31, 
2000. Haddington, a Delaware limited partnership, raised $77 million to invest 
in energy projects. On July 28, 2000, Vectren made a commitment to fund an 
additional $20 million in Haddington Energy Partners II, LP, which is expected 
to raise an additional $150 million. This second fund will provide additional 
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capital for the initial fund portfolio companies as well as make investments in 
new areas, such as distributed generation, power backup and quality devices, and 
emerging technologies such as fuel cells, microturbines and photovoltaics. 
Through December 31, 2000, Vectren had invested approximately $2.1 million of 
this $20 million commitment to Haddington II. Upon complete funding, Vectren 
will have an approximate 40 percent ownership interest in Haddington II. The 
remainder of this investment is expected to be made through 2002. As of December 
31, 2000 and 1999, Vectren's net investment in the Haddington Ventures, both of 
which are accounted for using the equity method of accounting, totaled 
approximately $13.0 million and $2.6 million, respectively, and is included in 
investments in partnerships and other corporations in the Consolidated Balance 
Sheets. 
 
Vectren has entered into a contract to purchase and construct an 80-megawatt 
combustion gas turbine generator which will be owned by SIGECO. The total 
capital cost of the project is estimated to be $33 million during the 2001-2002 
construction period. 
 
Vectren has invested to date approximately $33 million with Utilicom Networks. 
On December 22, 2000, Vectren announced its commitment to invest up to $100 
million with Utilicom Networks, pending completion of all funding (see Note 7). 
 
16.   Income Taxes 
 
The components of consolidated income tax expense were as follows: 
 
                                             Year Ended December 31, 
                                          ------------------------------ 
 In thousands                                2000        1999        1998 
                                         --------    --------    -------- 
Current: 
     Federal                             $ 19,976    $ 33,028    $ 34,449 
     State                                  2,908       5,379       5,450 
                                         --------    --------    -------- 
Total current taxes                        22,884      38,407      39,899 
                                         --------    --------    -------- 
 
Deferred: 
     Federal                               11,591       8,238       4,625 
     State                                  2,117       1,423         181 
                                         --------    --------    -------- 
Total deferred taxes                       13,708       9,661       4,806 
                                         --------    --------    -------- 
 
Amortization of investment tax credits     (2,360)     (2,360)     (2,377) 
 
Consolidated income tax expense          $ 34,232    $ 45,708    $ 42,328 
                                         ========    ========    ======== 
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A reconciliation of the statutory rate to the effective income tax rate is as 
follows: 
 
                                                   Year Ended December 31, 
                                                   ----------------------- 
                                                2000       1999       1998 
                                              ------     ------     ------ 
    Statutory federal and state rate            37.9%      37.9%      37.9% 
    Nondeductible merger costs                   4.0        -          - 
    Amortization of investment tax credit       (2.2)      (1.7)      (1.8) 
    Other tax credits                           (7.1)      (3.2)      (2.9) 
    All other, net                              (0.2)       0.3       (0.5) 
                                              ------     ------     ------ 
Effective tax rate                              32.4%      33.3%      32.7% 
                                              ======     ======     ====== 
 
Indiana Gas, SIGECO and the Ohio operations use a normalized method of 
accounting for deferred income taxes as required by the IURC and PUCO. Deferred 
income taxes reflect the net tax effect of temporary differences between the 
carrying amounts of assets and liabilities for financial reporting purposes and 
the amounts used for income tax purposes. Deferred income taxes are provided for 
taxes not currently payable due to, among other things, the use of various 
accelerated depreciation methods, shorter depreciable lives and the deduction of 
certain construction costs for tax purposes. Taxes deferred in prior years are 
being charged and income credited as these tax effects reverse over the lives of 
the related assets. 
 
Significant components of Vectren's net deferred tax liability as of December 
31, 2000 and 1999 are as follows: 
 
<TABLE> 
<CAPTION> 
 
                                                                       At December 31, 
                                                                 ---------------------- 
 In thousands                                                         2000         1999 
                                                                 ---------    --------- 
<S>                                                              <C>          <C> 
Deferred tax liabilities: 
     Depreciation and cost recovery timing differences           $ 185,113    $ 185,799 
     Deferred fuel costs, net                                       33,446        2,427 
     Leveraged leases                                               38,302       30,700 
     Regulatory assets recoverable through future rates             28,726       30,519 
Deferred tax assets: 
     LIFO inventory                                                 (7,900)           - 
     Regulatory liabilities to be settled through future rates     (32,293)     (29,211) 
    Tax credit carryforwards                                       (17,079)           - 
     Other - net                                                   (15,483)      (4,714) 
                                                                 ---------    --------- 
Net deferred tax liability                                       $ 212,832    $ 215,520 
                                                                 =========    ========= 
</TABLE> 
 
At December 31, 2000, the components of the net deferred tax liability are 
reflected in the Consolidated Balance Sheets as a long-term liability of 
approximately $229.9 million and as a reduction to accrued taxes in current 
liabilities of approximately $17.1 million. 
 
Investment tax credits have been deferred and are being credited to income over 
the life of the property, giving rise to the credit. The Tax Reform Act of 1986 
eliminated investment tax credits for property acquired after January 1, 1986. 
 
At December 31, 2000, Vectren has Alternative Minimum Tax credit carryforward of 
approximately $13 million, which has no expiration date. Through certain of its 
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non-regulated subsidiaries and investments, Vectren also realizes Federal income 
tax credits associated with affordable housing projects, historical 
rehabilitation projects and projects for the production and sale of synthetic 
fuels. At December 31, 2000, Vectren has tax credit carryforwards of 
approximately $4.1 million which expire in 20 years. 
 
17.  Environmental Matters 
 
Clean Air Act 
 
NOx SIP Call Matter. In October 1997, the United States Environmental Protection 
Agency (USEPA) proposed a rulemaking that could require uniform nitrogen oxide 
(NOx) emissions reductions of 85 percent by utilities and other large sources in 
a 22-state region spanning areas in the Northeast, Midwest, Great Lakes, 
Mid-Atlantic and South. This rule is referred to as the "NOx SIP call". The 
USEPA provided each state a proposed budget of allowed NOx emissions, a key 
ingredient of ozone, which requires a significant reduction of such emissions. 
Under that budget, utilities may be required to reduce NOx emissions to a rate 
of 0.15 lb/mmBtu below levels already imposed by Phase I and Phase II of the 
Clean Air Act Amendments of 1990 (the Act). Midwestern states (the alliance) 
have been working together to determine the most appropriate compliance strategy 
as an alternative to the USEPA proposal. The alliance submitted its proposal, 
which calls for a smaller, phased in reduction of NOx levels, to the USEPA and 
the Indiana Department of Environmental Management (IDEM) in June 1998. 
 
In July 1998, Indiana submitted its proposed plan to the USEPA in response to 
the USEPA's proposed new NOx rule and the emissions budget proposed for Indiana. 
The Indiana plan, which calls for a reduction of NOx emissions to a rate of 0.25 
lb/mmBtu by 2003, is less stringent than the USEPA proposal but more stringent 
than the alliance proposal. 
 
On October 27, 1998, USEPA issued a final rule "Finding of Significant 
Contribution and Rulemaking for Certain States in the Ozone Transport Assessment 
Group Region for Purposes of Reducing Regional Transport of Ozone," (63 Fed. 
Reg. 57355). The final rule requires that 23 states and jurisdictions must file 
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revised state implementation plans (SIPs) with the USEPA by no later than 
September 30, 1999, which was essentially unchanged from its October 1997, 
proposed rule. The USEPA has encouraged states to target utility coal-fired 
boilers for the majority of the reductions required, especially NOx emissions. 
Northeastern states have claimed that ozone transport from midwestern states 
(including Indiana) is the primary reason for their ozone concentration 
problems. Although this premise is challenged by others based on various air 
quality modeling studies, including studies commissioned by the USEPA, the USEPA 
intends to incorporate a regional control strategy to reduce ozone transport. 
The USEPA's final ruling is being litigated in the federal courts by 
approximately ten midwestern states, including Indiana. 
 
During the second quarter of 1999, the USEPA lost two federal court challenges 
to key air-pollution control requirements. In the first ruling by the U.S. 
Circuit Court of Appeals for the District of Columbia on May 14, 1999, the Court 
struck down the USEPA's attempt to tighten the one-hour ozone standard to an 
eight-hour standard and the attempt to tighten the standard for particulate 
emissions, finding the actions unconstitutional. In the second ruling by the 
same Court on May 25, 1999, the Court placed an indefinite stay on the USEPA's 
attempts to reduce the allowed NOx emissions rate from levels required by the 
Clean Air Act Amendments of 1990. The USEPA appealed both court rulings. On 
October 29, 1999, the Court refused to reconsider its May 14, 1999 ruling. 
 
On March 3, 2000, the D.C. Circuit of Appeals upheld the USEPA's October 27, 
1998 final rule requiring 23 states and the District of Columbia to file revised 
SIPs with the USEPA by no later than September 30, 1999. Numerous petitioners, 
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including several states, have filed petitions for rehearing with the U.S. Court 
of Appeals for the District of Columbia in Michigan v. the USEPA. On June 22, 
2000, the D.C. Circuit Court of Appeals denied petition for rehearing en banc 
and lifted its May 25, 1999 stay. Following this decision, on August 30, 2000, 
the D.C. Circuit Court of Appeals issued an extension of the SIP Call 
implementation deadline, previously May 1, 2003, to May 31, 2004. On September 
20, 2000, petitioners filed a Petition of Writ of Certiori with the United 
States Supreme Court requesting review of the D.C. Circuit Court's March 3, 2000 
Order. The Court has not yet ruled on the Petition for Certiorari. The EPA 
granted Section 126 Petitions filed by northeastern states that require named 
sources in the eastern half of Indiana to achieve NOx reduction by May 1, 2003. 
No SIGECO facilities are named in the Section 126 Petitions filed by 
northeastern states, therefore the compliance date remains May 31, 2004. 
 
The proposed NOx emissions budget for Indiana stipulated in the USEPA's final 
ruling requires a 36 percent reduction in total NOx emissions from Indiana. The 
ruling, pending finalization of state rule making, could require SIGECO to lower 
its system-wide emissions by approximately 70 percent. Depending on the level of 
system-wide emissions reductions ultimately required, and the control technology 
utilized to achieve the reductions, the estimated construction costs of the 
control equipment could reach $160 million, which are expected to be expended 
during the 2001-2004 period, and related additional operation and maintenance 
expenses could be an estimated $8 million to $10 million, annually. No accrual 
has been recorded by the company related to the NOx SIP Call matter. The rules 
governing NOx emissions, once finalized, are to be applied prospectively. 
 
 
Mercury Emissions. On December 14, 2000, the USEPA released a statement 
announcing that reductions of mercury emissions from coal-fired plants will be 
required in the near future. The USEPA will propose regulations by December 2003 
and issue final rules by December 2004. 
 
Under the Act, the USEPA is required to study emissions from power plants in 
order to determine if additional regulations are necessary to protect public 
health. The USEPA reported its study to Congress in February 1998. That study 
concluded that of all toxic pollution examined, mercury posed the greatest 
concern to public health. An earlier USEPA study concluded that the largest 
source of human-made mercury pollution in the United States was coal-fired power 
plants. 
 
After completion of the study, the Act required the USEPA to determine whether 
to proceed with the development of regulations. The USEPA announced that it had 
affirmatively decided that mercury air emissions from power plants should be 
regulated. Because rules governing mercury emissions are under development, the 
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determination of exposure, if any, is impossible as there are no standards or 
rules by which compliance (or lack thereof) can be measured. Accordingly, no 
accrual has been recorded by the company related to the mercury emissions 
matter. 
 
 
Culley Generating Station Investigation Matter. The USEPA initiated an 
investigation under Section 114 of the Act of SIGECO's coal-fired electric 
generating units in commercial operation by 1977 to determine compliance with 
environmental permitting requirements related to repairs, maintenance, 
modifications and operations changes. The focus of the investigation was to 
determine whether new source performance standards should be applied to the 
modifications and whether the best available control technology was, or should 
have been, used. Numerous other electric utilities were, and are currently, 
being investigated by the USEPA under an industry-wide review for similar 
compliance. SIGECO responded to all of the USEPA's data requests during the 
investigation. In July 1999, SIGECO received a letter from the Office of 
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Enforcement and Compliance Assurance of the USEPA discussing the industry-wide 
investigation, vaguely referring to the investigation of SIGECO and inviting 
SIGECO to participate in a discussion of the issues. No specifics were noted; 
furthermore, the letter stated that the communication was not intended to serve 
as a notice of violation. Subsequent meetings were conducted in September and 
October with the USEPA and targeted utilities, including SIGECO, regarding 
potential remedies to the USEPA's general allegations. 
 
On November 3, 1999, the USEPA filed a lawsuit against seven utilities, 
including SIGECO. The USEPA alleges that, beginning in 1992, SIGECO violated the 
Act by: (i) making modifications to its Culley Generating Station in Yankeetown, 
Indiana without obtaining required permits; (ii) making major modifications to 
the Culley Generating Station without installing the best available emission 
control technology; and (iii) failing to notify the USEPA of the modifications. 
In addition, the lawsuit alleges that the modifications to the Culley Generating 
Station required SIGECO to begin to comply with federal new source performance 
standards. 
 
SIGECO believes it performed only maintenance, repair and replacement activities 
at the Culley Generating Station, as allowed under the Act. Because proper 
maintenance does not require permits, application of the best available emission 
control technology, notice to the USEPA, or compliance with new source 
performance standards, SIGECO believes that the lawsuit is without merit, and 
intends to vigorously defend the lawsuit. 
 
The lawsuit seeks fines against SIGECO in the amount of $27,500 per day per 
violation. The lawsuit does not specify the number of days or violations the 
USEPA believes occurred. The lawsuit also seeks a court order requiring SIGECO 
to install the best available emissions technology at the Culley Generating 
Station. If the USEPA is successful in obtaining an order, SIGECO estimates that 
it would incur capital costs of approximately $40 million to $50 million 
complying with the order. In the event that SIGECO is required to install 
system-wide NOx emission control equipment, as a result of the NOx SIP call 
issue, the majority of the $40 million to $50 million for best available 
emissions technology at Culley Generating Station would be included in the $160 
million expenditure previously discussed. 
 
The USEPA has also issued an administrative notice of violation to SIGECO making 
the same allegations, but alleging that violations began in 1977. 
 
While it is possible that SIGECO could be subjected to criminal penalties if the 
Culley Generating Station continues to operate without complying with the new 
source performance standards and the allegations are determined by a court to be 
valid, SIGECO believes such penalties are unlikely as the USEPA and the electric 
utility industry have a bonafide dispute over the proper interpretation of the 
Act. Accordingly, no accrual has been recorded by the company, and SIGECO 
anticipates at this time that the plant will continue to operate while the 
matter is being decided. 
 
Information Request. On January 23, 2001, SIGECO received an information request 
from the USEPA under Section 114(a) of the Act for historical operational 
information on the Warrick and A.B. Brown generating stations. SIGECO plans to 
provide all information requested, and management believes that no significant 
issues will arise from this request. 
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Manufactured Gas Plants 
 
In the past, Indiana Gas and others operated facilities for the manufacture of 
gas. Given the availability of natural gas transported by pipelines, these 
facilities have not been operated for many years. Under currently applicable 
environmental laws and regulations, Indiana Gas and the others may now be 
required to take remedial action if certain byproducts are found above the 
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regulatory thresholds at these sites. 
 
Indiana Gas has identified the existence, location and certain general 
characteristics of 26 gas manufacturing and storage sites for which it may have 
some remedial responsibility. Indiana Gas has completed a remedial 
investigation/feasibility study (RI/FS) at one of the sites under an agreed 
order between Indiana Gas and IDEM, and a Record of Decision was issued by IDEM 
in January 2000. Although Indiana Gas has not begun an RI/FS at additional 
sites, Indiana Gas has submitted several of the sites to IDEM's Voluntary 
Remediation Program (VRP) and is currently conducting some level of remedial 
activities including groundwater monitoring at certain sites where deemed 
appropriate and will continue remedial activities at the sites as appropriate 
and necessary. 
 
In conjunction with data compiled by expert consultants, Indiana Gas has accrued 
the estimated costs for further investigation, remediation, groundwater 
monitoring and related costs for the sites. While the total costs that may be 
incurred in connection with addressing these sites cannot be determined at this 
time, Indiana Gas has accrued costs that it reasonably expects to incur totaling 
approximately $20.3 million. 
 
The estimated accrued costs are limited to Indiana Gas' proportionate share of 
the remediation efforts. Indiana Gas has arrangements in place for 19 of the 26 
sites with other potentially responsible parties, which serve to limit Indiana 
Gas' share of response costs at these 19 sites to between 20 and 50 percent. 
 
With respect to insurance coverage, as of December 31, 2000, Indiana Gas has 
received and recorded settlements from all known insurance carriers in an 
aggregate amount approximating its $20.3 million accrual. 
 
Environmental matters related to manufactured gas plants have had no material 
impact on earnings since costs recorded to date approximate PRP and insurance 
settlement recoveries. While Indiana Gas has recorded all costs which it 
presently expects to incur in connection with activities at these sites, it is 
possible that future events may require some level of additional remedial 
activities which are not presently foreseen. 
 
18.  Rate and Regulatory Matters 
 
As a result of the ongoing appeal of a generic order issued by the IURC in 
August 1999 regarding guidelines for the recovery of purchased power costs, 
SIGECO entered into a settlement agreement with the Indiana Office of Utility 
consumer Counselor (OUCC) that provides certain terms with respect to the 
recoverability of such costs. The settlement, originally approved by the IURC on 
August 9, 2000, has been extended by agreement through March 2002. Under the 
settlement, SIGECO can recover the entire cost of purchased power up to an 
established benchmark, and during forced outages, SIGECO will bear a limited 
share of its purchased power costs regardless of the market costs at that time. 
Based on this agreement, SIGECO believes it has significantly limited its 
exposure to unrecoverable purchased power costs. 
 
Commodity prices for natural gas purchases during the last six months of 2000 
increased significantly, primarily due to the expectation of a colder winter, 
which led to increased demand and tighter supplies. Vectren's utility 
subsidiaries are typically allowed full recovery of such charges in purchased 
gas costs from their retail customers through commission-approved gas cost 
adjustment (GCA). On October 11, 2000, Indiana Gas filed for approval of its 
quarterly GCA. In early December, the IURC issued an interim order approving the 
request by Indiana Gas for a GCA factor for December 2000. On January 4, 2001, 
the IURC approved the January and February 2001 GCA as filed. The order also 
addressed the claim by the OUCC that a portion of the requested GCA be 
disallowed because Indiana Gas should have entered into additional commitments 
for this winter's gas supply in late 1999 and early 2000. In procuring gas 
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supply for this winter, Indiana Gas followed the gas procurement practices that 
it had employed over the last several years. In response to the claim by the 
OUCC, the IURC found that there should be a $3.8 million disallowance related to 
gas procurement for the winter season. As a result, Indiana Gas recognized a 
pre-tax charge of $3.8 million in December 2000. Both Indiana Gas and the OUCC 
have appealed this ruling. The Citizens Action Coalition of Indiana, Inc., a not 
for profit consumer advocate, has also filed with the IURC a petition to 
intervene and a notice of appeal of the order. 
 
19.   Affiliate Transactions 
 
ProLiance provides natural gas supply and related services to Indiana Gas. 
Indiana Gas' purchases from ProLiance for resale and for injections into storage 
for the years ended December 31, 2000 and 1999, totaled $401.4 million and 
$240.7 million, respectively. As of December 31, 2000 and 1999, Vectren's net 
investment in ProLiance, which is accounted for using the equity method of 
accounting, totaled approximately $27.8 million and $16.2 million, respectively, 
and is included in investments in partnerships and other corporations in the 
Consolidated Balance Sheets. 
 
ProLiance has a standby letter of credit facility with a bank for letters up to 
$45.0 million. This facility is secured in part by a support agreement from 
Vectren. Letters of credit outstanding at December 31, 2000 totaled $22.0 
million. 
 
CIGMA, LLC (CIGMA), owned jointly and equally by a wholly owned subsidiary of 
Vectren and a third party, provides materials acquisition and related services 
that are used by Indiana Gas and others. Indiana Gas' purchases of these 
services during the years ended December 31, 2000 and 1999, totaled $17.2 
million and $17.3 million, respectively. As of December 31, 2000 and 1999, 
Vectren's net investment in CIGMA, which is accounted for using the equity 
method of accounting, totaled approximately $4.2 million and is included in 
investments in partnerships and other corporations in the Consolidated Balance 
Sheets. 
 
Reliant Services, LLC (Reliant), owned jointly and equally by a wholly owned 
subsidiary of Vectren and Cinergy Corp., provides utility locating, meter 
reading and construction services to Indiana Gas and others. Amounts paid by 
Indiana Gas to Reliant for such services totaled $3.7 million and $2.9 million 
for years ended December 31, 2000 and 1999, respectively. On December 13, 2000, 
Reliant purchased the common stock of Miller Pipeline Corporation from NiSource, 
Inc. for approximately $68.3 million. Vectren and Cinergy Corp. each contributed 
$16 million of equity, and the remaining $36.3 million was funded with 7-year 
intermediate bank loans. As of December 31, 2000 and 1999, Vectren's net 
investment in Reliant, which is accounted for using the equity method of 
accounting, totaled approximately $19.2 million and $3.6 million, respectively, 
and is included in investments in partnerships and other corporations in the 
Consolidated Balance Sheets. 
 
Vectren is a two-thirds guarantor of certain surety bond and other obligations 
of Energy Systems Group, LLC, a two-thirds owned consolidated subsidiary. 
Vectren's share of the guarantee of such obligations totaled $50.6 million at 
December 31, 2000. 
 
Amounts owed to unconsolidated affiliates totaled $102.5 million and $29.3 
million at December 31, 2000 and 1999, respectively, and are included in 
accounts payable to affiliated companies on the Consolidated Balance Sheets. The 
$73.2 million increase at December 31, 2000 is due primarily to amounts owed to 
ProLiance resulting from the much higher gas prices and increased customer 
consumption. Amounts due from unconsolidated affiliates totaled $17.6 million 
and $7.6 million at December 31, 2000 and 1999, respectively, and are included 
in accounts receivable on the Consolidated Balance Sheets. 
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20.   Segment Reporting 
 
SFAS 131 "Disclosure about Segments of an Enterprise and Related Information" 
establishes standards for the reporting of information about operating segments 
in financial statements and disclosures about products, services and 
geographical areas. Operating segments are defined as components of an 
enterprise for which separate financial information is available and evaluated 
regularly by the chief operating decision makers in deciding how to allocate 
resources and in the assessment of performance. 
 
There were three operating segments of Vectren during 2000: (1) Gas Utility 
Services, (2) Electric Utility Services, and (3) Non-regulated Operations. The 
Gas Utility Services segment includes regulated gas utilities which provide 
natural gas distribution and transportation services. The Electric Utility 
Services segment generates, transmits and distributes and sells electricity 
within primarily southwestern Indiana communities. The Non-regulated Operations 
segment is made up of various businesses providing energy-related products and 
services; telecommunication products and services; materials management, debt 
collection and meter reading services; underground utility asset location and 
construction services; structured finance and investment transactions including 
leveraged leases of real estate and equipment; venture capital projects; coal 
mining and sales; and other energy-related services. Revenues for each segment 
are principally attributable to customers in the United States. 
 
The following tables provide information about business segments. Vectren makes 
decisions on finance and dividends at the corporate level; these topics are 
addressed on a consolidated basis. In addition, adjustments have been made to 
the segment information to arrive at information included in the consolidated 
results of operations and financial position. These adjustments include 
unallocated corporate assets, revenues and expenses and the elimination of 
intercompany transactions. 
 
<TABLE> 
<CAPTION> 
 
                                               At and Year Ended December 31, 
                                         ----------------------------------------- 
 In thousands                                   2000           1999           1998 
                                         -----------    -----------    ----------- 
<S>                                      <C>            <C>            <C> 
Operating Revenues: 
   Gas Utility Services                  $   818,753    $   499,573    $   487,260 
   Electric Utility Services                 336,409        307,569        297,865 
   Non-regulated Operations                  552,838        315,367        256,220 
   Intersegment Eliminations                 (59,310)       (54,092)       (43,639) 
                                         -----------    -----------    ----------- 
   Total operating revenues              $ 1,648,690    $ 1,068,417    $   997,706 
                                         ===========    ===========    =========== 
 
Interest Expense: 
   Gas Utility Services                  $    27,969    $    18,704    $    17,601 
   Electric Utility Services                  18,103         17,544         18,191 
   Non-regulated Operations                   23,107         12,535          8,046 
   Intersegment Eliminations                 (12,046)        (5,921)        (3,537) 
                                         -----------    -----------    ----------- 
   Total interest expense                $    57,133    $    42,862    $    40,301 
                                         ===========    ===========    =========== 
 
Income Taxes: 
   Gas Utility Services                  $    11,538    $    18,830    $    16,211 
   Electric Utility Services                  23,386         24,331         22,881 
   Non-regulated Operations                     (595)         2,575          3,148 
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   Intersegment Eliminations                     (97)           (28)            88 
                                         -----------    -----------    ----------- 
   Total income taxes                    $    34,232    $    45,708    $    42,328 
                                         ===========    ===========    =========== 
 
Net Income: 
   Gas Utility Services                  $    15,589    $    33,612    $    30,931 
   Electric Utility Services                  36,811         41,820         38,342 
   Non-regulated Operations                   19,799         15,316         17,327 
   Intersegment Eliminations                    (159)             -              - 
                                         -----------    -----------    ----------- 
   Net income                            $    72,040    $    90,748    $    86,600 
                                         ===========    ===========    =========== 
 
Depreciation and amortization: 
   Gas Utility Services                  $    43,791    $    38,623    $    37,082 
   Electric Utility Services                  38,639         40,829         38,077 
   Non-regulated Operations                   23,231          7,546          6,399 
   Intersegment Eliminations                       -              -              - 
                                         -----------    -----------    ----------- 
   Total depreciation and amortization   $   105,661    $    86,998    $    81,558 
                                         ===========    ===========    =========== 
 
Capital expenditures: 
   Gas Utility Services                  $    73,114    $    72,773    $    64,701 
   Electric Utility Services                  37,549         51,080         47,114 
   Non-regulated Operations                   53,603          8,306         23,254 
   Intersegment Eliminations                       -              -              - 
                                         -----------    -----------    ----------- 
   Total capital expenditures            $   164,266    $   132,159    $   135,069 
                                         ===========    ===========    =========== 
 
Identifiable assets: 
   Gas Utility Services                  $ 1,658,778    $   882,948    $   827,931 
   Electric Utility Services                 799,104        751,159        740,746 
   Non-regulated Operations                  749,237        505,564        326,048 
   Intersegment Eliminations                (297,932)      (159,204)       (95,885) 
                                         -----------    -----------    ----------- 
   Total identifiable assets             $ 2,909,187    $ 1,980,467    $ 1,798,840 
                                         ===========    ===========    =========== 
</TABLE> 
 
 
21.  Other Income 
 
For the years ended December 31, 2000, 1999 and 1998, other - net consists of 
the following: 
 
(in thousands)                          2000        1999        1998 
                                    --------    --------    -------- 
Leveraged lease investment income   $  7,698    $  4,152    $  1,433 
AFUDC                                  5,279       3,829       2,624 
Interest income                        9,397       5,849       5,668 
Other income                           7,205       1,499       3,660 
Other expense                         (4,930)     (2,275)     (1,847) 
                                    --------    --------    -------- 
Total other - net                   $ 24,649    $ 13,054    $ 11,538 
                                    ========    ========    ======== 
 
22.  Preferred Stock of Subsidiary 
 
 Cumulative Preferred Stock of SIGECO 
The amount payable in the event of involuntary liquidation of each series of the 
$100 par value preferred stock is $100 per share, plus accrued dividends. This 
nonredeemable preferred stock is callable at the option of SIGECO as follows: 
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the 4.8% Series at $110 per share, plus accrued dividends; and the 4.75% Series 
at $101 per share, plus accrued dividends. As of December 31, 2000 and 1999, 
there were 85,895 shares of the 4.8% Series outstanding and 3,000 shares and 
25,000 shares of the 4.75% Series outstanding, respectively. 
 
Cumulative Redeemable Preferred Stock of SIGECO 
The Series has a dividend rate of 6.50% and is redeemable at $100 per share on 
December 1, 2002. In the event of involuntary liquidation of this series of $100 
par value preferred stock, the amount payable is $100 per share, plus accrued 
dividends. As of December 31, 2000 and 1999, there were 75,000 shares 
outstanding. 
 
Cumulative Special Preferred Stock of SIGECO 
The Cumulative Special Preferred Stock has a dividend rate of 8.5% and in the 
event of involuntary liquidation the amount payable is $100 per share, plus 
accrued dividends. This Series is callable at the option of SIGECO at a rate of 
1,160 shares per year. As of December 31, 2000 and 1999, there were 5,757 shares 
and 6,917 shares outstanding, respectively. 
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23.  Quarterly Financial Data (Unaudited)  (1) 
 
Summarized quarterly financial data (in thousands of dollars except per share 
amounts) for 2000 and 1999 are as follows: 
 
<TABLE> 
<CAPTION> 
 
2000 
----- 
In thousands, except per share amounts                    Q1(2)           Q2           Q3           
Q4        Total 
--------------------------------------------------   ----------   ----------   ----------   ---------
-   ---------- 
<S>                                                  <C>          <C>          <C>          <C>        
<C> 
Operating revenues                                   $  359,444   $  263,477   $  317,854   $  
707,915   $1,648,690 
Operating income                                         34,276       15,716       27,643       
53,286      130,921 
Net income                                               22,125        8,273       15,458       
26,184       72,040 
Basic earnings per average share of common stock           0.36         0.14         0.25         
0.43         1.18 
Diluted earnings per average share of common stock         0.36         0.13         0.25         
0.43         1.17 
</TABLE> 
 
 
<TABLE> 
<CAPTION> 
 
1999 
------- 
In thousands, except per share amounts                       Q1           Q2           Q3           
Q4        Total 
--------------------------------------------------   ----------   ----------   ----------   ---------
-   ---------- 
<S>                                                  <C>          <C>          <C>          <C>        
<C> 
Operating revenues                                   $  321,033   $  207,042   $  231,160   $  
309,182   $1,068,417 
Operating income                                         68,133       22,940       29,397       
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40,302      160,772 
Net income                                               40,723       11,554       16,236       
22,235       90,748 
Basic earnings per average share of common stock           0.66         0.19         0.26         
0.37         1.48 
Diluted earnings per average share of common stock         0.66         0.19         0.26         
0.37         1.48 
</TABLE> 
 
(1)  Information in any one quarterly period is not indicative of annual results 
     due to the seasonal variations common to the company's utility operations 
 
(2)  Includes merger and integration charges as described in Note 3. 
 
 
24.  Subsequent Event 
 
On January 19, 2001, Vectren filed a registration statement with the Securities 
and Exchange Commission with respect to a public offering of 5.5 million shares 
of new common stock. On February 8, 2001, the registration became effective and 
agreement was reached to sell 5.5 million shares to a group of underwriters. On 
February 14, the shares were sold, at which time, the underwriters exercised 
their over-allotment option to sell an additional 825,000 shares for a total of 
about 6.3 million shares. The net proceeds of $129.4 million will be used 
principally to repay outstanding commercial paper utilized for recent 
acquisitions. 
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              MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL STATEMENTS 
 
The management of Vectren Corporation is responsible for the preparation of the 
consolidated financial statements and the related financial data contained in 
this report. The financial statements are prepared in conformity with accounting 
principles generally accepted in the United States and follow accounting 
policies and principles applicable to regulated public utilities. 
 
The integrity and objectivity of the data in this report, including required 
estimates and judgments, are the responsibility of management. Management 
maintains a system of internal control and utilizes an internal auditing program 
to provide reasonable assurance of compliance with company policies and 
procedures and the safeguard of assets. 
 
The board of directors pursues its responsibility for these financial statements 
through its audit committee, which meets periodically with management, the 
internal auditors and the independent auditors, to assure that each is carrying 
out its responsibilities. Both the internal auditors and the independent 
auditors meet with the audit committee of Vectren Corporation's board of 
directors, with and without management representatives present, to discuss the 
scope and results of their audits, their comments on the adequacy of internal 
accounting control and the quality of financial reporting. 
 
 
/s/ Niel C. Ellerbrook 
Niel C. Ellerbrook 
Chairman and Chief Executive Officer 
January 24, 2001. 
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                    REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 
 
To the Shareholders and Board of Directors of Vectren Corporation: 
 
We have audited the accompanying consolidated balance sheets of Vectren 
Corporation (an Indiana corporation) and subsidiary companies as of December 31, 
2000 and 1999, and the related consolidated statements of income, common 
shareholders' equity and cash flows for each of the three years in the period 
ended December 31, 2000. These financial statements are the responsibility of 
the company's management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 
 
We conducted our audits in accordance with auditing standards generally accepted 
in the United States. Those standards require that we plan and perform the audit 
to obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audits provide a reasonable basis for our 
opinion. 
 
In our opinion, the consolidated financial statements referred to above present 
fairly, in all material respects, the financial position of Vectren Corporation 
and subsidiary companies as of December 31, 2000 and 1999, and the results of 
their operations and their cash flows for each of the three years in the period 
ended December 31, 2000, in conformity with accounting principles generally 
accepted in the United States. 
 
 
 
 
                             /s/ Arthur Andersen LLP 
                               Arthur Andersen LLP 
Indianapolis, Indiana, 
January 24, 2001 (except with respect 
to the matter discussed in Note 24, as to 
which the date is February 14, 2001). 
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ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K 
 
(a)(1) Financial Statements 
Financial statements filed as part of this Form 10-K are included under Item 8. 
 
(a)(2) Financial Statement Schedules: 
 
                                                          PAGES IN FORM 10-K/A 
                                                         ---------------------- 
Report of Independent Accountants                                 56 
For the years ended December 31, 2000, 1999, and 1998: 
Schedule II -- Valuation and Qualifying Accounts                  58 
 
All other schedules are omitted as the required information is inapplicable or 
the information is presented in the Consolidated Financial Statements or related 
notes. 
 
REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 
 
To the Shareholders and Board of Directors of Vectren Corporation. 
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We have audited in accordance with auditing standards generally accepted in the 
United States, the consolidated financial statements included in Vectren 
Corporation's annual report to shareholders included in this Form 10-K, and have 
issued our report thereon dated January 24, 2001 (except with respect to the 
matter discussed in Note 24, as to which the date is February 14, 2001). Our 
audit was made for the purpose of forming an opinion on those statements taken 
as a whole. The schedule listed in item 14(a)(2) is the responsibility of the 
company's management and are present for the purposes of complying with the 
Securities and Exchange Commission's rules and is not part of the basic 
financial statements. The schedule has been subjected to the auditing procedures 
applied in the audit of the basic financial statements, and in our opinion, 
fairly states in all material respects the financial data required to be set 
forth therein in relation to the basic financial statements taken as a whole. 
 
                             /s/ Arthur Andersen LLP 
                               Arthur Andersen LLP 
 
Indianapolis, Indiana, 
January 24, 2001. 
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SCHEDULE II 
 
<TABLE> 
<CAPTION> 
 
                      Vectren Corporation and Subsidiaries 
 
                 VALUATION AND QUALIFYING ACCOUNTS AND RESERVES 
 
 
Column A                                  Column B          Column C         Column D    Column E 
--------                                  --------    -------------------    --------     -------- 
                                                            Additions 
                                          Balance     Charged    Charged    Deductions     Balance 
                                         Beginning       To      to Other       from        End of 
Description                               Of Year     Expenses   Accounts   Reserves, Net    Year 
-----------                             ----------    --------   --------   -------------    ---- 
                                                              (in thousands) 
<S>                                      <C>           <C>        <C>           <C>         <C> 
VALUATION AND QUALIFYING ACCOUNTS: 
 
Year 2000 - Accumulated provision for 
              uncollectible accounts     $ 3,949       $ 7,671    $  500        $6,404      $ 5,716 
 
Year 1999 - Accumulated provision for 
              uncollectible accounts     $ 3,953       $ 3,657    $   -         $3,661       $3,949 
 
Year 1998 - Accumulated provision for 
              uncollectible accounts     $ 2,480       $ 5,232    $   -         $3,759       $3,953 
 
OTHER RESERVES: 
 
Year 2000 - Reserve for merger and 
              integration charges        $  -         $ 20,700    $   -       $ 18,881       $1,819 
 
Year 2000 - Reserve for injuries and 
              damages                    $ 1,547         $ 851    $   -          $ 574       $1,824 
 
Year 1999 - Reserve for injuries and 
             damages                     $ 1,282         $ 661    $   -          $ 396       $1,547 
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Year 1998 - Reserve for injuries and 
             damages                     $ 1,047         $ 568    $  261         $ 594       $1,282 
 
</TABLE> 
 
 
 
 
(a)(3). EXHIBITS 
Exhibits for the company are listed in the Index to Exhibits beginning on page 
62. 
 
(b) REPORTS ON FORM 8-K 
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On October 31, 2000, Vectren Corporation (the Company) filed a Current Report 
on Form 8-K with respect to the completion of the approximate $465 million 
acquisition of the natural gas distribution assets from The Dayton Power and 
Light Company, a wholly owned subsidiary of DPL, Inc., and with respect to 
Reliant Services, LLC, jointly and equally owned by subsidiaries of the company 
and Cinergy Corp., the announcement it signed a definitive agreement to purchase 
the common stock of Indianapolis, Indiana-based Miller Pipeline Corporation from 
NiSource Inc. Items reported include: 
         Item 5. Other Events 
         Item 7. Exhibits 
               99-1 Press Release - Vectren Corporation Completes Acquisition of 
               DPL's Natural Gas Distribution Business 
               99-2 Press Release - Vectren, Cinergy Affiliate To Acquire Miller 
               Pipeline Corporation From NiSource 
               99-3 Cautionary Statement for Purposes of the "Safe Harbor" 
               Provisions of the Private Securities Litigation Reform 
               Act of 1995 
 
On December 15, 2000, Vectren Corporation filed a Current Report on Form 8-K 
with respect to providing an update on potential impact of Increased Gas Costs 
and Gas Cost Adjustment Proceedings. Items reported include: 
         Item 5. Other Events 
 
On December 22, 2000 Vectren Corporation filed a Current Report on Form 
8-K with respect to attaching the press release issued December 13, 2000, 
concerning the completion of the common stock purchase of Indianapolis-based 
Miller Pipeline Corporation from NiSource Inc. Items reported include: 
         Item 5. Other Events 
         Item 7. Exhibits 
               99 Press Release dated December 13, 2000 
 
On December 27, 2000, Vectren Corporation filed a Current Report on Form 8-K 
with respect to making available certain selected financial information of its 
subsidiary, Vectren Utility Holdings, Inc. (VUHI), which was disclosed as part 
of a Rule 144A offering of $150,000,000 aggregate principal amount of VUHI's 
floating rate notes. Items reported include: 
         Item 5. Other Events. 
         Item 7. Exhibits 
                  99 Selected Financial Information 
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange 
Act of 1934, the Registrant has duly caused this report to be signed on its 
behalf by the undersigned, thereunto duly authorized. 
 
                                           VECTREN CORPORATION 
 
 
Dated August 27, 2001 
                                           /s/ Niel C. Ellerbrook 
                                           Niel C. Ellerbrook, Chairman 
                                           and Chief Executive Officer 
 
 
                                INDEX TO EXHIBITS 
 
EX - 1.1       Form of Purchase Agreement among Vectren and underwriters for the 
               sale of Vectren's common stock. (Filed and designated in Form S-3 
               (No. 333-5390), filed January 19, 2001, File No. 1-15467, as 
               Exhibit 1.1.) 
 
EX - 2.1       Agreement and Plan of Merger dated as of June 11,1999 among 
               Indiana Energy, Inc., SIGCORP, Inc. and Vectren Corporation (the 
               "Merger Agreement "). (Filed and designated in Form S-4 to (No. 
               333-90763) filed on November 12, 1999, File 1-15467, as Exhibit 
               2.) 
 
EX - 2.2       Amendment No.1 to the Merger Agreement dated December 14, 1999 
               (Filed and designated in Current Report on Form 8-K filed 
               December 16, 1999, File 1-09091, as Exhibit 2.) 
 
EX - 2.3       Asset Purchase Agreement dated December 14,1999 between Indiana 
               Energy, Inc. and The Dayton Power and Light Company and 
               Number-3CHK with a commitment letter for a 364-Day Credit 
               Facility dated December 16,1999. (Filed and designated in Current 
               Report on Form 8-K dated December 28, 1999, File No. 1-9091, as 
               Exhibit 2 and 99.1.) 
 
EX - 3.1       Amended and Restated Articles of Incorporation of Vectren 
               Corporation effective March 31, 2000. (Filed and designated in 
               Current Report on Form 8-K filed April 14, 2000, File No. 
               1-15467, as Exhibit 4.1.) 
 
EX - 3.2       Code of By-Laws of Vectren Corporation. (Filed and designated in 
               Form S-3 (No. 333-5390), filed January 19, 2001, File No. 
               1-15467, as Exhibit 4.2.) 
 
EX - 3.3       Shareholders Rights Agreement dated as of October 21, 1999 
               between Vectren Corporation and Equiserve Trust Company, N.A., as 
               Rights Agent. (Filed and designated in Form S-4 (No. 333-90763), 
               filed November 12. 1999, File No 1-15467, as Exhibit 4.) 
 
EX - 4.1       Mortgage and Deed of Trust dated as of April 1, 1932 between 
               Southern Indiana Gas and Electric Company and Bankers Trust 
               Company, as Trustee, and Supplemental Indentures thereto dated 
               August 31, 1936, October 1, 1937, March 22, 1939, July 1, 1948, 
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               June 1, 1949, October 1, 1949, January 1, 1951, April 1, 1954, 
               March 1, 1957, October 1, 1965, September 1, 1966, August 1, 
               1968, May 1, 1970, August 1, 1971, April 1, 1972, October 1, 
               1973, April 1, 1975, January 15, 1977, April 1, 1978, June 4, 
               1981, January 20, 1983, November 1, 1983, March 1, 1984, June 1, 
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               1984, November 1, 1984, July 1, 1985, November 1, 1985, June 1, 
               1986. (Filed and designated in Registration No. 2-2536 as 
               Exhibits B-1 and B-2; in Post-effective Amendment No. 1 to 
               Registration No. 2-62032 as Exhibit (b)(4)(ii), in Registration 
               No. 2-88923 as Exhibit 4(b)(2), in Form 8-K, File No. 1-3553, 
               dated June 1, 1984 as Exhibit (4), File No. 1-3553, dated March 
               24, 1986 as Exhibit 4-A, in Form 8-K, File No. 1-3553, dated June 
               3, 1986 as Exhibit (4).) July 1, 1985 and November 1, 1985 (Filed 
               and designated in Form 10-K, for the fiscal year 1985, File No. 
               1-3553, as Exhibit 4-A.) November 15, 1986 and January 15, 1987. 
               (Filed and designated in Form 10-K, for the fiscal year 1986, 
               File No. 1-3553, as Exhibit 4-A.) December 15, 1987. (Filed and 
               designated in Form 10-K, for the fiscal year 1987, File No. 
               1-3553, as Exhibit 4-A.) December 13, 1990. (Filed and designated 
               in Form 10-K, for the fiscal year 1990, File No. 1-3553, as 
               Exhibit 4-A.) April 1, 1993. (Filed and designated in Form 8-K, 
               dated April 13, 1993, File 1-3553, as Exhibit 4.) June 1, 1993 
               (Filed and designated in Form 8-K, dated June 14, 1993, File 
               1-3553, as Exhibit 4.) May 1, 1993. (Filed and designated in Form 
               10-K, for the fiscal year 1993, File No. 1-3553, as Exhibit 
               4(a).) July 1, 1999. (Filed and designated in Form 10-Q, dated 
               August 16, 1999, File 1-3553, as Exhibit 4(a).) 
 
EX - 4.2       Indenture dated February 1, 1991, between Indiana Gas and 
               Continental Bank, National Association. Inc.'s. (Filed and 
               designated in Current Report on Form 8-K filed February 15, 1991, 
               File No. 1-6494.); First Supplemental Indenture thereto dated as 
               of February 15, 1991. (Filed and designated in Current Report on 
               Form 8-K filed February 15, 1991, File No 1-6494, as Exhibit 
               4(b).); Second Supplemental Indenture thereto dated as of 
               September 15, 1991, (Filed and designated in Current Report on 
               Form 8-K filed September 25, 1991, File No 1-6494, as Exhibit 
               4(b).); Third supplemental Indenture thereto dated as of 
               September 15, 1991 (Filed and designated in Current Report on 
               Form 8-K filed September 25, 1991, File No 1-6494, as Exhibit 
               4(c).); Fourth Supplemental Indenture thereto dated as of 
               December 2, 1992, (Filed and designated in Current Report on Form 
               8-K filed December 8, 1992, File No 1-6494, as Exhibit 4(b).); 
               Fifth Supplemental Indenture thereto dated as of December 28, 
               2000, (Filed and designated in Current Report on Form 8-K filed 
               December 27, 2000, File No 1-6494, as Exhibit 4.) 
 
 
EX - 4.3       $435,000,000 Credit Agreement arranged by Merrill Lynch & Co., 
               Merrill Lynch, Pierce, Fenner & Smith Incorporated dated as of 
               June 29, 2000 among Vectren Corporation, Vectren Utility 
               Holdings, Inc., certain Lenders, Merrill Lynch & Co., Merrill 
               Lynch, Pierce, Fenner & Smith Incorporated, as Sole Lead Arranger 
               and Syndication Agent, ABN AMRO, as Documentation Agent, and 
               Credit Suisse First Boston, as Administrative Agent. (Filed and 
               designated in Current Report on Form 8-K dated January 26, 2001, 
               File No 1-15467, as Exhibit 4.1.) 
 
EX - 4.4       Credit Agreement dated as of March 8, 1999 among Indiana Gas 
               Company, Inc., the Lenders, ABN AMRO Bank N.V., as Syndication 
               Agent, National City Bank of Indiana, as Documentation Agent, and 
               Bank One, Indiana, N.A., as Administrative Agent. (Filed and 
               designated in Current Report on Form 8-K dated January 26, 2001, 
               File No 1-15467, as Exhibit 4.2.) 
 
EX - 4.5       First Amendment dated as of March 7, 2000 to the Credit Agreement 
               dated as of March 8, 1999 among Indiana Gas Company, Inc., 
               certain lenders, ABN AMRO BANK N.V., as Syndication Agent, 
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               National City Bank of Indiana, as Documentation Agent, and Bank 
               One, Indiana, N.A., as Administrative Agent. (Filed and 
               designated in Current Report on Form 8-K dated January 26, 2001, 
               File No 1-15467, as Exhibit 4.3.) 
 
EX - 4.6       Second Amendment dated as of October 31, 2000 to the Credit 
               Agreement dated as of March 8, 1999 among Indiana Gas Company, 
               Inc., certain lenders, ABN AMRO BANK N.V., as Syndication Agent, 
               National City Bank of Indiana, as Documentation Agent, and Bank 
               One, Indiana, N.A., as Administrative Agent. (Filed and 
               designated in Current Report on Form 8-K dated January 26, 2001, 
               File No 1-15467, as Exhibit 4.4.) 
 
EX - 4.7       Bank One letter dated as of January 29, 2001 waiving the covenant 
               compliance under Section 6.13 of the Indiana Gas Company, Inc. 
               Credit Agreement dated as of March 8, 1999. (Filed and designated 
               in Current Report on Form 8-K dated January 26, 2001, File No 
               1-15467, as Exhibit 4.5.) 
 
 
 
EX - 10.1      Agreement, dated, January 30, 1968, for Unit No. 4 at the Warrick 
               Power Plant of Alcoa Generating Corporation ("Alcoa"), between 
               Alcoa and Southern Indiana Gas and Electric Company. (Filed and 
               designated in Registration No. 2-29653 as Exhibit 4(d)-A.) 
 
EX - 10.2      Letter of Agreement, dated June 1, 1971, and Letter Agreement, 
               dated June 26, 1969, between Alcoa and Southern Indiana Gas and 
               Electric Company. (Filed and designated in Registration No. 
               2-41209 as Exhibit 4(e)-2.) 
 
EX - 10.3      Letter Agreement, dated April 9, 1973, and Agreement dated April 
               30, 1973, between Alcoa and Southern Indiana Gas and Electric 
               Company. (Filed and designated in Registration No. 2-53005 as 
               Exhibit 4(e)-4.) 
 
EX - 10.4      Electric Power Agreement (the "Power Agreement"), dated May 28, 
               1971, between Alcoa and Southern Indiana Gas and Electric 
               Company. (Filed and designated in Registration No. 2-41209 as 
               Exhibit 4(e)-1.) 
 
EX - 10.5      Second Supplement, dated as of July 10, 1975, to the Power 
               Agreement and Letter Agreement dated April 30, 1973 - First 
               Supplement. (Filed and designated in Form 10-K for the fiscal 
               year 1975, File No. 1-3553, as Exhibit 1(e).) 
 
EX - 10.6      Third Supplement, dated as of May 26, 1978, to the Power 
               Agreement. (Filed and designated in Form 10-K for the fiscal year 
               1978 as Exhibit A-1.) 
 
EX - 10.7      Letter Agreement dated August 22, 1978 between Southern Indiana 
               Gas and Electric Company and Alcoa, which amends Agreement for 
               Sale in an Emergency of Electrical Power and Energy Generation by 
               Alcoa and Southern Indiana Gas and Electric Company dated June 
               26, 1979. (Filed and designated in Form 10-K for the fiscal year 
               1978, File No. 1-3553, as Exhibit A-2.) 
 
EX - 10.8      Fifth Supplement, dated as of December 13, 1978, to the Power 
               Agreement. (Filed and designated in Form 10-K for the fiscal year 
               1979, File No. 1-3553, as Exhibit A-3.) 
 
EX - 10.9      Sixth Supplement, dated as of July 1, 1979, to the Power 
               Agreement. (Filed and designated in Form 10-K for the fiscal year 
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               1979, File No. 1-3553, as Exhibit A-5.) 
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EX - 10.10     Seventh Supplement, dated as of October 1, 1979, to the Power 
               Agreement. (Filed and designated in Form 10-K for the fiscal year 
               1979, File No. 1-3553, as Exhibit A-6.) 
 
EX - 10.11     Eighth Supplement, dated as of June 1, 1980 to the Electric Power 
               Agreement, dated May 28, 1971, between Alcoa and Southern Indiana 
               Gas and Electric Company. (Filed and designated in Form 10-K for 
               the fiscal year 1980, File No. 1-3553, as Exhibit (20)-1.) 
 
EX - 10.12     Summary description of Southern Indiana Gas and Electric 
               Company's nonqualified Supplemental Retirement Plan (Filed and 
               designated in Form 10-K for the fiscal year 1992, File No. 
               1-3553, as Exhibit 10-A-17.) 
 
EX - 10.13     Supplemental Post Retirement Death Benefits Plan, dated October 
               10, 1984. (Filed and designated in Form 10-K for the fiscal year 
               1992, File No. 1-3553, as Exhibit 10-A-18.) 
 
EX - 10.14     Summary description of Southern Indiana Gas and Electric 
               Company's Corporate Performance Incentive Plan. (Filed and 
               designated in Form 10-K for the fiscal year 1992, File No. 
               1-3553, as Exhibit 10-A-19.) 
 
EX - 10.15     Southern Indiana Gas and Electric Company's Corporate Performance 
               Incentive Plan as amended for the plan year beginning January 1, 
               1994. (Filed and designated in Form 10-K for the fiscal year 
               1993, File No. 1-3553, as Exhibit 10-A-20.) 
 
EX - 10.16     Southern Indiana Gas and Electric Company 1994 Stock Option Plan 
               (Filed and designated in Southern Indiana Gas and Electric 
               Company's Proxy Statement dated February 22, 1994, File No. 
               1-3553, as Exhibit A.) 
 
EX - 10.17     Southern Indiana Gas and Electric Company's nonqualified 
               Supplemental Retirement Plan as amended, effective April 16, 
               1997. (Filed and designated in Form 10-K for the fiscal year 
               1997, File No. 1-3553, as Exhibit 10.29.) 
 
EX - 10.18     Agreement dated April 16, 1997 between Southern Indiana Gas and 
               Electric Company and Ronald G. Reherman regarding supplemental 
               pension and disability benefits, which supercedes such agreement 
               dated February 1, 1995. (Filed and designated in Form 10-K for 
               the fiscal year 1997, File No. 1-3553, as Exhibit 10.27.) 
 
EX - 10.19     Southern Indiana Gas and Electric Company's nonqualified 
               Supplemental Retirement Plan as amended, effective April 16, 
               1997. (Filed and designated in Form 10-K for the fiscal year 
               1997, File No. 1-3553, as Exhibit 10.29.) 
 
EX - 10.20     Vectren Corporation Retirement Savings Plan. (Filed and 
               designated in Form 10-Q for the quarterly period ended September 
               30, 2000, File 1-15467, as Exhibit 99.1.) 
 
EX - 10.21     Vectren Corporation Combined Non-Bargaining Retirement Plan. 
               (Filed and designated in Form 10-Q for the quarterly period ended 
               September 30, 2000, File 1-15467, as Exhibit 99.2.) 
 
EX - 10.22     Indiana Energy, Inc. Unfunded Supplemental Retirement Plan for a 
               Select Group of Management Employees as amended and restated 
               effective December 1, 1998. (Filed and designated in Form 10-Q 
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               for the quarterly period ended December 31, 1998, File 1-9091, as 
               Exhibit 10-G.) 
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EX - 10.23     Indiana Energy, Inc. Nonqualified Deferred Compensation Plan 
               effective January 1, 1999. (Filed and designated in Form 10-Q for 
               the quarterly period ended December 31, 1998, File 1-9091, as 
               Exhibit 10-H.) 
 
EX - 10.24     Indiana Energy, Inc. Annual Management Incentive Plan effective 
               October 1, 1987. (Filed and designated in Form 10-K for the 
               fiscal year ended September 30, 1987, File 1-9091, as Exhibit 
               10-D.) 
 
EX - 10.25     First Amendment to the Indiana Energy, Inc. Annual Management 
               Incentive Plan effective October 1, 1997. (Filed and designated 
               in Form 10-K for the fiscal year ended September 30, 1998, File 
               1-9091, as Exhibit 10-Q.) 
 
 
EX - 10.26     Formation Agreement among Indiana Energy, Inc., Indiana Gas 
               Company, Inc., IGC Energy, Inc., Indiana Energy Services, Inc., 
               Citizens Gas & Coke Utility, Citizens Energy Services Corporation 
               and ProLiance Energy, LLC, effective March 15, 1996. (Filed and 
               designated in Form 10-Q for the quarterly period ended March 31, 
               1996, File 1-9091, as Exhibit 10-C.) 
 
EX - 10.27     Gas Sales and Portfolio Administration Agreement between Indiana 
               Gas Company, Inc. and ProLiance Energy, LLC, effective March 15, 
               1996, for services to begin April 1, 1996. (Filed and designated 
               in Form 10-Q for the quarterly period ended March 31, 1996, File 
               1-6494, as Exhibit 10-C.) 
 
EX - 10.28     Amended appendices to the Gas Sales and Portfolio Administration 
               Agreement between Indiana Gas Company, Inc. and ProLiance Energy, 
               LLC effective November 1, 1998. (Filed and designated in Form 
               10-Q for the quarterly period ended March 31, 1999, File 1-6494, 
               as Exhibit 10-A.) 
 
EX - 10.29     Amended appendices to the Gas Sales and Portfolio Administration 
               Agreement between Indiana Gas Company, Inc. and ProLiance Energy, 
               LLC effective November 1, 1999. (Filed and designated in Form 
               10-K for the fiscal year ended September 30, 1999, File 1-6494, 
               as Exhibit 10-V.) 
 
EX - 10.30     Indiana Energy, Inc. Executive Restricted Stock Plan as amended 
               and restated effective October 1, 1998. (Filed and designated in 
               Form 10-K for the fiscal year ended September 30, 1998, File 
               1-9091, as Exhibit 10-O.) 
 
EX - 10.31     Amendment to Indiana Energy, Inc. Executive Restricted Stock Plan 
               effective December 1, 1998. (Filed and designated in Form 10-Q 
               for the quarterly period ended December 31, 1998, File 1-9091, as 
               Exhibit 10-I.) 
 
EX - 10.32     Indiana Energy, Inc. Director's Restricted Stock Plan as amended 
               and restated effective May 1, 1997. (Filed and designated in Form 
               10-Q for the quarterly period ended June 30, 1997, File 1-9091, 
               as Exhibit 10-B.) 
 
EX - 10.33     First Amendment to Indiana Energy, Inc. Directors' Restricted 
               Stock Plan, effective December 1, 1998. (Filed and designated in 
               Form 10-Q for the quarterly period ended December 31, 1998, File 
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               1-9091, as Exhibit 10-J.) 
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EX - 10.34     Second Amendment to Indiana Energy, Inc. Directors Restricted 
               Stock Plan, renamed the Vectren Corporation Directors Restricted 
               Stock Plan effective October 1, 2000. (Filed and designated in 
               Form 10-K for the year ended December 31, 2000, File 1-15467, as 
               Exhibit 10-34.) 
 
EX - 10.35     Third Amendment to Indiana Energy, Inc. Directors Restricted 
               Stock Plan, renamed the Vectren Corporation Directors Restricted 
               Stock Plan effective March 28, 2001. (Filed and designated in 
               Form 10-K for the year ended December 31, 2000, File 1-15467, as 
               Exhibit 10-35.) 
 
EX - 10.36     Vectren Corporation Employment Agreement between Vectren 
               Corporation and Niel C. Ellerbrook dated as of March 31, 2000. 
               (Filed and designated in Form 10-Q for the quarterly period ended 
               June 30, 2000, File 1-15467, as Exhibit 99.1.) 
 
EX - 10.37     Vectren Corporation Employment Agreement between Vectren 
               Corporation and Andrew E. Goebel dated as of March 31, 2000(Filed 
               and designated in Form 10-Q for the quarterly period ended June 
               30, 2000, File 1-15467, as Exhibit 99.2.) 
 
EX - 10.38     Vectren Corporation Employment Agreement between Vectren 
               Corporation and Jerome A. Benkert, Jr. dated as of March 31, 
               2000. (Filed and designated in Form 10-Q for the quarterly period 
               ended June 30, 2000, File 1-15467, as Exhibit 99.3.) 
 
EX - 10.39     Vectren Corporation Employment Agreement between Vectren 
               Corporation and Carl L. Chapman dated as of March 31, 2000. 
               (Filed and designated in Form 10-Q for the quarterly period ended 
               June 30, 2000, File 1-15467, as Exhibit 99.4.) 
 
EX - 10.40     Vectren Corporation Employment Agreement between Vectren 
               Corporation and Ronald E. Christian dated as of March 31, 2000. 
               (Filed and designated in Form 10-Q for the quarterly period ended 
               June 30, 2000, File 1-15467, as Exhibit 99.5.) 
 
EX - 10.41     Vectren Corporation Employment Agreement between Vectren 
               Corporation and Timothy M. Hewitt dated as of March 31, 2000. 
               (Filed and designated in Form 10-Q for the quarterly period ended 
               June 30, 2000, File 1-15467, as Exhibit 99.6.) 
 
EX - 10.42     Vectren Corporation Employment Agreement between Vectren 
               Corporation and J. Gordon Hurst dated as of March 31, 2000. 
               (Filed and designated in Form 10-Q for the quarterly period ended 
               June 30, 2000, File 1-15467, as Exhibit 99.7.) 
 
EX - 10.43     Vectren Corporation Employment Agreement between Vectren 
               Corporation and Richard G. Lynch dated as of March 31, 2000. 
               (Filed and designated in Form 10-Q for the quarterly period ended 
               June 30, 2000, File 1-15467, as Exhibit 99.8.) 
 
EX - 21        Listing of Subsidiaries (Filed and designated in Form 10-K for 
               the year ended December 31, 2000, File 1-15467, as Exhibit 21.) 
 
EX - 23        Consent of Independent Public Accountants (Filed herewith) 
 
EX - 99.1      Vectren Corporation Press Release regarding gas cost adjustment 
               proceedings filed in Current Report on 8-K on March 29, 2001. 
               (Filed herewith.) 
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 Douglas Banning Jr. Vectren Infrastructure, et. al. v. Michigan Department of Treasury

Bridges Court Reporting Page: 1

  1                    STATE OF MICHIGAN
                    COURT OF CLAIMS

  2                  ______________________

  3             Court of Claims No. 17-000107-MT
              Honorable Michael J. Talbot

  4

  5   VECTREN INFRASTRUCTURE       )
  SERVICES CORP.,              )

  6   SUCCESSOR-IN-INTEREST TO     )
  MINNESOTA LIMITED, INC.,     )

  7                                )
        Plaintiff,             )

  8                                )
        -vs-                   )

  9                                )
  MICHIGAN DEPARTMENT OF       )

 10   TREASURY,                    )
                               )

 11         Defendant.             )

 12

 13           DEPOSITION UPON ORAL EXAMINATION OF:

 14                 DOUGLAS S. BANNING, JR.,

 15

     the deponent produced and sworn before me,
 16      Joyce E. Shinault, a Notary Public at large,

     in and for the State of Indiana, taken on
 17      behalf of the Defendant, at the offices of

     MVerge Headquarters, 8850 Crawfordsville
 18      Road, Indianapolis, Indiana, on the 16th day

     of March, 2018, pursuant to notice thereof.
 19

 20

 21

 22

 23

 24
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 Douglas Banning Jr. Vectren Infrastructure, et. al. v. Michigan Department of Treasury

Bridges Court Reporting Page: 13

  1       mean, at one point in time they had an MP

  2       acquisition corp for the acquisition of

  3       Miller Pipeline.  I don't know if that's in

  4       existence.  I don't have that knowledge.

  5   Q.  Okay.  Is Miller Pipeline owned by another

  6       entity?

  7   A.  It's owned by the holding company, one of

  8       Vectren's subsidiaries, yes.

  9   Q.  So do I have the nomenclature right, if I

 10       refer to VISCO as the holding company?

 11   A.  That would be correct.

 12   Q.  And it's fair to say that VISCO is the parent

 13       company of Miller Pipeline?

 14   A.  And Minnesota Limited, yes.

 15   Q.  Okay, good.  Thank you.  As between VISCO and

 16       Miller Pipeline, how long has Miller Pipeline

 17       been a subsidiary?

 18   A.  Vectren acquired, with another company,

 19       50 percent ownership in Miller Pipeline, I

 20       believe, in 2001.  And in 2006 -- it's either

 21       2006, 2007, they acquired the other

 22       50 percent ownership from Duke Energy was the

 23       other partner.

 24   Q.  This is kind of a broad question, so if you
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 Douglas Banning Jr. Vectren Infrastructure, et. al. v. Michigan Department of Treasury

Bridges Court Reporting Page: 14

  1       need me to clarify, I'd be happy to do so.

  2       But can you just tell me generally, what is

  3       VISCO in the business of doing?

  4   A.  It's very simple.  We have three distinct

  5       lines of business.  One is a distribution

  6       pipeline construction company to where we

  7       construct pipelines, you know, for local

  8       distribution companies.  The other is a

  9       transmission pipeline construction company

 10       where we construct pipelines generally

 11       regulated by FERC, but they are transmission

 12       pipelines that are interstate pipelines.  And

 13       then the other is a water and wastewater

 14       rehab business that rehabs wastewater and

 15       constructs new water pipelines.

 16   Q.  For purposes of the record, FERC is an

 17       acronym.  Can you tell me what the acronym

 18       is?

 19   A.  I don't know what FERC is.  It's a regulatory

 20       agency.

 21                  MS. GANDHI:  Federal Energy

 22       Regulatory Commission.

 23                  THE WITNESS:  Thank you.

 24                  MR. THOMPSON:  Thank you.
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  1       BY MR. THOMPSON:

  2   Q.  So if I have -- just so I'm clear on this, so

  3       essentially, you've got local pipelines,

  4       you've got interstate pipelines, and then

  5       you've got water waste rehabilitation and

  6       water pipelines.  Is that like a simple kind

  7       of three-part summary of your business?

  8   A.  Yes.  I would believe so, yes.

  9   Q.  Can a pipeline handle various types of things

 10       like oil and natural gas and other things, or

 11       are they unique to one particular thing?

 12   A.  No.  We deal with oil, wet gas, natural gas,

 13       water, and wastewater.

 14   Q.  And I'm assuming that the local and

 15       interstate transmission and distribution

 16       pipelines, they handle the oil and the gas,

 17       but the third item you mentioned, the water

 18       waste, only deals with water?

 19   A.  Water and wastewater, yes.  Could be drainage

 20       pipelines, yes.

 21   Q.  Before VISCO acquired Miller Pipeline, was it

 22       in all of these three businesses at that

 23       time?

 24   A.  It was in none of those businesses.
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  1   Q.  That's fine.  So the three -- I guess, the

  2       three areas that we were talking about

  3       earlier, the distribution pipeline, the

  4       transmission pipeline, and the wastewater

  5       pipeline, were those things that -- I guess,

  6       that VISCO did through Miller Pipeline?

  7                  MS. GANDHI:  Objection to form.

  8       It's unclear.  I would suggest you restate

  9       the question.

 10       BY MR. THOMPSON:

 11   Q.  Do you understand the question, sir?  Do you

 12       need me to restate it?

 13                  MS. GANDHI:  You can respond if

 14       you understand it.

 15   A.  Yeah, I'm not sure what you're really after.

 16       I mean, Miller Pipeline performed all three,

 17       you know, functions in those markets, you

 18       know, prior to the acquisition of Minnesota

 19       Limited.  So we did have, you know, those

 20       functions when Vectren acquired us.

 21   Q.  Okay.  Now, with the acquisition of Minnesota

 22       Limited, are there, I guess, new areas beyond

 23       these three that you guys engage in?

 24   A.  No.  I mean, actually, it's a brief history.
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  1       We thought the shale plays were going to be

  2       large in the marketplace back in 2008.  We

  3       had a small group that worked in the

  4       transmission marketplace.  We knew we didn't

  5       have a management team large enough to really

  6       take advantage of the opportunities that we

  7       thought were going to happen.

  8              At the same time, you know, we knew

  9       Chris Leines.  He came to us when we were

 10       developing a strategy to acquire somebody in

 11       that industry, and it just worked out.  The

 12       timing was good.  So we acquired Minnesota

 13       Limited, we then took all of our transmission

 14       folks and assets and put it underneath

 15       Minnesota Limited.

 16   Q.  So let me see if I understand.  So back in

 17       2008, you guys thought you saw an opportunity

 18       with shale, and you just needed more

 19       infrastructure to be able to develop those

 20       opportunities?

 21   A.  Sure, absolutely.

 22   Q.  And this is where Minnesota Limited and

 23       Chris -- is it Leines?  Is that how you

 24       pronounce his name?
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  1   A.  Leines.

  2   Q.  Leines, okay.

  3                  MR. THOMPSON:  For the record, I

  4       believe the spelling is L-E-I-N-E-S.

  5       BY MR. THOMPSON:

  6   Q.  And you guys saw -- so you started talking

  7       with Mr. Leines about kind of developing

  8       these shale opportunities.

  9   A.  Well, we didn't necessarily disclose, you

 10       know, why we wanted the acquisition, but we

 11       talked to Mr. Leines about acquiring his

 12       company, yes.

 13   Q.  Before the acquisition of Minnesota Limited,

 14       can you tell me, I guess, about the

 15       geographic scope of what Miller Pipeline --

 16       the service areas?

 17   A.  Yeah.  I mean, prior to 2011 -- well, 2011 is

 18       when we acquired Minnesota Limited.  The

 19       geographic scope would be similar to what it

 20       is today.  I'm sure we are in a couple of new

 21       areas in the south, but today we work in

 22       about 30 different states.  So I'm guessing

 23       we worked in at least 20 or 25 states during

 24       that time period.
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  1       city gate.

  2   Q.  Okay.  So is it fair to say that the phrase

  3       "distribution" has to do with getting to the

  4       end consumer, or as transmission is to, I

  5       guess, other energy companies that will do

  6       something else with it?  Is that a fair

  7       summary?

  8   A.  Generally, yes.

  9                  MS. GANDHI:  Objection to form.

 10       You can answer.

 11   A.  Generally, yes.

 12   Q.  Okay.  So earlier you talked about trying to

 13       take advantage of certain -- and I'm not

 14       going to get the terminology right, so bear

 15       with me, but is it certain shale formations?

 16   A.  That's correct.  There's been shale

 17       formations found in the United States, and

 18       they have new techniques to frack those

 19       formations to where they can extract oil,

 20       gas, and wet gases from them.  And they are

 21       fairly new formations, you know, whether it

 22       be the Bakken, Marcellus, Utica, Permian,

 23       Niobrara.  There's quite a few throughout the

 24       United States.
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  1   Q.  Okay.  And for us lay folks, when we're

  2       talking about shale formations, we're talking

  3       primarily about natural gas, not oil; is that

  4       right?

  5   A.  That's incorrect.  No, it just depends --

  6   Q.  So what could a shale formation yield?  Is it

  7       natural gas and coal and other types of gas,

  8       or is it --

  9   A.  There is no coal.  It is oil, wet gases,

 10       which is ethane, propane, butane, and then

 11       natural gas.

 12   Q.  So for purposes of the rest of this

 13       discussion, when we're talking about these

 14       shale formations, we're talking about oil and

 15       gas.  Gas comes in two types, wet and

 16       natural.

 17   A.  That's correct.

 18                  MR. THOMPSON:  Okay.  I'm getting

 19       an error message here.  Can we go off the

 20       record here for a second?

 21                  MS. GANDHI:  Sure.

 22                  (Whereupon, a discussion was held

 23       off the record.)

 24                  MR. THOMPSON:  We can go back on
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  1       that you were kind of familiar with Minnesota

  2       Limited's customer base; is that correct?

  3   A.  Yes.

  4   Q.  What did you understand about their customer

  5       base?

  6   A.  What do you mean, what did I understand?  I

  7       understand who their customers were.

  8   Q.  Okay.  Who were their customers?

  9   A.  Enbridge, Koch, Minnesota Pipe Line.

 10   Q.  And their customers included Consumers

 11       Energy?

 12   A.  I don't know that I knew that at the time.  I

 13       don't think we do work for Consumers today.

 14   Q.  On that same exhibit which displays the map,

 15       the very next page, page 5, there's two sets

 16       of bullet points, one for Miller Pipeline,

 17       one for Minnesota Limited.

 18   A.  Yes.

 19   Q.  Correct?

 20   A.  Yes.

 21   Q.  If you look at the very last bullet point

 22       under Minnesota Limited, it talks about the

 23       major customers.

 24   A.  Yes.
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  1   Q.  And the major customers include Consumers,

  2       Enbridge, and Minnesota Pipe Line?

  3   A.  Yeah, we would have just listed current

  4       customers of theirs at that point in time,

  5       yes.

  6   Q.  Do you know who prepared this exhibit?

  7   A.  No.  I mean, we would have helped with some

  8       of the information, but I don't know who

  9       prepared it.

 10   Q.  But this would have been prepared on behalf

 11       of the utility Vectren Corp, right?

 12   A.  Yes.  It's a public filing for them, yes.

 13   Q.  So flipping back to Exhibit 2, if you go to

 14       page 1 of the exhibit -- so this is the

 15       offering memorandum, for the record.  So I

 16       know that the page on the screen says

 17       "Disclosure," but there is actually a formal

 18       page 1.  I think it's a couple more pages

 19       into the exhibit.  It's with the heading of

 20       "Executive Summary."

 21   A.  Yes, we're there.

 22   Q.  Okay.  If you go to the very, very last

 23       sentence on the page, it talks about, "The

 24       Company also has substantial capabilities" --
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  1       and I'm not going to read the whole thing,

  2       but just to summarize, "substantial

  3       capabilities to expand in areas including the

  4       Great Lakes region."

  5   A.  I see it, yes.

  6   Q.  Is that what you understood, I guess, as a

  7       capability that Minnesota Limited brought to

  8       Miller?

  9   A.  Yeah.  I mean, this business, you go where

 10       the pipelines are at.  So we didn't look at

 11       any specific region.  What we looked at is

 12       specifically in the Marcellus and the Bakken

 13       shale plays.

 14   Q.  Okay.  You talked earlier about how

 15       you wanted -- well, you mentioned earlier

 16       discussing the other exhibit and the ovals

 17       depicting the transmission territories.  You

 18       said that those ovals were placed to kind of

 19       demonstrate that there was no overlap in the

 20       transmission territories.  Is that an

 21       accurate summary of your testimony?

 22   A.  Yes.  I believe the first bullet point

 23       actually indicates that, does it not?

 24   Q.  Are you referring back to Exhibit 1?
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  1   A.  It says limited overlap of territories.

  2   Q.  Correct.  Was Miller Pipeline looking to

  3       expand into the areas depicted in the oval

  4       for Minnesota's transmission territory?

  5   A.  Not necessarily.  We were looking to expand

  6       the abilities in the Marcellus and the Bakken

  7       territories.  Primarily the Marcellus.

  8   Q.  If you flip to page 23 of Exhibit 2, and

  9       there's kind of a subheading here called

 10       "Canadian-U.S. Relationship."

 11   A.  Yes.

 12   Q.  In that first paragraph, the very last

 13       sentence of it says, "In the last decade,

 14       there has been significant natural gas

 15       pipeline construction between Canada and the

 16       Great Lakes region."

 17   A.  Okay.

 18   Q.  Is that something that, I guess, you guys

 19       considered in acquiring Minnesota Limited?

 20   A.  No.

 21   Q.  What type of things did you consider in

 22       acquiring Minnesota Limited?

 23   A.  As I said before, we thought the shale plays

 24       were going to be, you know, large.  We never
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  1       even looked at a shale play in Michigan at

  2       all.  Primarily Marcellus and the Utica in

  3       Ohio, Pennsylvania, West Virginia area, and

  4       then, you know, we understood the Bakken

  5       from, you know, their work and what they were

  6       doing from that perspective.  So, you know,

  7       our goal was to obtain a larger, more

  8       experienced management team, you know, that

  9       we could put our resources underneath, and

 10       then take advantage of pipeline construction

 11       within these shale plays, not necessarily

 12       specific to a geographic region.  Geography

 13       would have been probably considered as it

 14       relates to union and non-union type

 15       geographic territories.

 16   Q.  Okay.

 17   A.  You're picking out things, I mean, we

 18       wouldn't even have considered or looked at

 19       within the operating memorandum.

 20   Q.  So there are parts of this offering

 21       memorandum that you would not have accounted

 22       for in considering the acquisition?

 23   A.  Yeah, I mean, I'm sure we read them, but

 24       we're not looking specifically at that
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  1       sentence or that region.

  2   Q.  Now, let me ask you this.  What about the

  3       Antrim shale basin, what if I just

  4       disqualified it from your consideration of

  5       developing that region?

  6   A.  Yeah, it didn't disqualify -- we didn't

  7       consider the Antrim shale basin.  I mean, we

  8       just considered the customer base and the

  9       geographic territories in which they worked.

 10       We did not specifically acquire it to look at

 11       any shale plays other than Marcellus, Utica,

 12       and the Bakken.

 13   Q.  Okay.  So as I understand your testimony so

 14       far, you were generally looking to expand

 15       your own territory and prospects, right?

 16   A.  Yeah.  As I said, we had a small group that

 17       we felt like we could take advantage of

 18       market opportunities with a more seasoned,

 19       larger management team.

 20   Q.  So when you talk about the Marcellus and

 21       Bakken shales, what was, I guess, better

 22       about those shales than the Antrim shale?

 23   A.  I don't believe there was anything better or

 24       worse.  It's what we were familiar with and
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  1       the customer relationships we had within

  2       those plays.

  3   Q.  Okay.  So it was based on familiarity with

  4       customers?

  5   A.  That would be part of the consideration, yes.

  6   Q.  I mean, wasn't a larger part of this to try

  7       to get new customers and expand your

  8       territory?

  9   A.  Yes.  We had not worked for Enbridge nor

 10       Minnesota Pipe Line nor Koch Industries nor

 11       Hess before.

 12   Q.  Okay.  But certainly, you know, you're

 13       acquiring an entity that had strong business

 14       relationships with those entities, correct?

 15   A.  Yes, hence the circles and the notification

 16       that there is a limited overlap of

 17       territories.  Our customer base would be

 18       fairly territory specific.

 19   Q.  So you might be familiar with certain

 20       customers, but really it sounds to me like

 21       what you're trying to do is get new customers

 22       and have, you know, new developments and new

 23       territories; isn't that right?

 24                  MS. GANDHI:  Objection to form.
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  1       You can answer.

  2   A.  Yes, that would be correct.  That's --

  3       Enbridge and Koch and Minnesota Pipe Line,

  4       all the customers we talked about, are new

  5       customers to us.

  6   Q.  So while you might be familiar with customers

  7       in other regions like you're saying in the

  8       Marcellus and Bakken regions, you're really

  9       looking to develop a larger customer base,

 10       right?

 11                  MS. GANDHI:  Objection to form.

 12       You can answer.

 13   A.  Yeah, I thought I've already answered this.

 14       Yes, we got new customers within the

 15       acquisition.

 16   Q.  So, I guess, wouldn't your lack of

 17       familiarity with the Antrim region kind of be

 18       a plus insofar as you're trying to expand

 19       your territory and customer base?

 20                  MS. GANDHI:  Objection to form.

 21   A.  Sure, it would be a plus, but it didn't

 22       really enter into our acquisition criteria as

 23       far as whether we wanted to acquire it or

 24       not.
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  1   Q.  If you could turn to page 7 of Exhibit 2.

  2   A.  (Witness complies.)

  3   Q.  And, I guess, the heading here, it's under

  4       Executive Summary, but the subheading is

  5       "Significant Opportunities Resulting from

  6       North American E&P."

  7   A.  Uh-huh.

  8   Q.  Do you see that?

  9   A.  Uh-huh.

 10   Q.  I believe it's -- I want to point your

 11       attention to -- I think it's the fourth

 12       sentence.  It's almost right in the middle of

 13       that first paragraph.  It begins "Much of

 14       this unconventional."  Do you see that?

 15   A.  Yes.

 16   Q.  Can you just read that sentence for me real

 17       quick?

 18   A.  "Much of this unconventional oil and gas

 19       production, including the Marcellus and

 20       Antrim shale formations, are right in the

 21       company's geographic sweet spot."

 22   Q.  So the company here is Minnesota Limited,

 23       right?

 24   A.  Correct.
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  1   Q.  So the Antrim shale formation is right in the

  2       company's geographic sweet spot?

  3   A.  That's what the sentence says, yes.

  4   Q.  Okay.  And the fact that, for example, the

  5       Antrim shale formation is in the company's

  6       geographic sweet spot, that's not something

  7       that you guys would have considered?

  8                  MS. GANDHI:  Asked and answered.

  9       You can respond.

 10   A.  Yeah, I'd have to admit, prior to today, I

 11       don't even know that I've even understood

 12       that there was an Antrim shale play in

 13       Michigan.

 14   Q.  Okay.  But you did review this offering

 15       memorandum back when you were doing the

 16       acquisition?

 17   A.  Yeah, the offering memorandums are put

 18       together by investments bankers, and they

 19       just take public information and regurgitate

 20       it into, you know, market data.  We have much

 21       more sophisticated market data.

 22   Q.  But this is a document that you would have

 23       reviewed back at the time that you were

 24       considering the acquisition?
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  1       you know, customer information; whatever they

  2       have is opened up to us at that time.

  3   Q.  I have kind of a separate question here.

  4       It's really not tied to anything in

  5       particular.  If you look at page 57 of the

  6       offering memorandum, it talks about Project

  7       Alpha.  Do you see that?

  8   A.  Yes, I do.

  9   Q.  Do you know what Project Alpha is?

 10   A.  I do not, no.

 11   Q.  And I guess, just to be clear, when you're

 12       talking about expanding your customer base

 13       and your territory and opportunities, we're

 14       talking about installation of large diameter

 15       gas and petroleum pipes and that kind of

 16       infrastructure, correct?

 17   A.  Oil pipes, yes, that's correct.

 18   Q.  Is it your understanding that at that time

 19       there was kind of a gross -- I'm sorry, a

 20       growth in demand for gas transmission

 21       construction?

 22   A.  Yes, that would have been indicated in the

 23       market studies that we talked about

 24       previously.
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  1   Q.  It was also your understanding that there

  2       were new natural gas pipeline regulations as

  3       well?

  4                  MS. GANDHI:  Foundation.  You can

  5       answer.

  6   A.  Yeah, I mean, we're very familiar with the

  7       regulatory bodies and what regulations come

  8       into play, yes.

  9   Q.  Was it your understanding that at that time

 10       there was increased demand for pipeline

 11       upgrades?

 12   A.  Yes.

 13   Q.  In terms of new opportunities for Miller --

 14       and when I say Miller, I also mean to refer

 15       to VISCO.  Is that fair?  I mean, it's a new

 16       opportunity for VISCO as well, right?

 17   A.  Yes, I understand.  Yes.

 18   Q.  And that's accurate?

 19   A.  Yeah, I don't remember -- as I said

 20       previously, I don't remember when VISCO was

 21       created.

 22   Q.  Sure.  But if you're looking to acquire

 23       Minnesota Limited, you're looking at certain

 24       new opportunities, correct?
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  1       REDIRECT EXAMINATION,

  2          QUESTIONS BY MR. THOMPSON:

  3   Q.  One quick follow-up, Mr. Banning.  What do

  4       the financials tell you about a company's

  5       customer base?

  6   A.  They tell you nothing about a company's

  7       customer base.

  8   Q.  You indicated earlier that, you know,

  9       Minnesota Limited's customer base was a part

 10       of your consideration for the acquisition?

 11   A.  Sure, sure.

 12   Q.  So how do you evaluate the customer base just

 13       looking at the financials?

 14   A.  Well, since we have no -- or very limited

 15       overlap, we know that their customers are not

 16       the same as our customers because our

 17       customers are geographic; it's where they own

 18       the pipelines.

 19   Q.  So I know this is going to sound repetitive,

 20       and I'm sorry for that, but what do you

 21       review or how do you learn about Minnesota

 22       Limited's customer base?

 23   A.  Well, I mean, somewhat through the offering

 24       memorandum.  It probably doesn't identify the
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Vectren’s Acquisition of Minnesota Limited,  Inc.

 Transaction Highlights
 – On March 31, 2011, Vectren announced that it had acquired Minnesota Limited, Inc. a large

 
 diameter natural gas and petroleum transmission pipeline construction contracting business

 • Expected to add $.02 - $.04 to Vectren’s EPS in 2011, net of incremental interest costs
 – Provides additional support for EPS within previously issued range for 2011 earnings guidance

 • Synergies from the combination expected to result in efficiencies, cost savings and revenue growth
 

 opportunities
 – Sharing of equipment and facilities; combined resources provides ability to compete for larger

 
 projects; potential consolidation of “back office” functions

 • Combined companies expected to generate ~$345 million in revenues and have ~2200 employees

 Management
 – Combined Vectren Infrastructure Services organization led by Miller’s Doug Banning as CEO
 – Minnesota’s management team remains in place, headquartered in Big Lake, MN
 – Both management teams have extensive experience and are respected leaders in the industry

 • Chris Leines of Minnesota Limited is incoming president of Pipe Line Contractors Association
 • Kevin Miller of Miller Pipeline is outgoing president of Distribution Contractors Association

Vectren 2011 8-K, Ex 99.1
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Vectren’s Acquisition of Minnesota Limited,  Inc.  (Cont.)

 Strategic Rationale for the Acquisition
 – Consistent with Vectren’s plans to target infrastructure services growth through geographic

 
 and market expansion opportunities

 • Complements Miller’s other existing market segments for natural gas, water and wastewater
 

 construction
 • Provides access to new customer base and geographic territories for both Miller and Minnesota

 
 Limited

 • Significantly enhances market opportunities for installation of large diameter gas and petroleum
 

 pipes and related infrastructure
 • Capitalizes on Minnesota Limited’s strong brand equity, proven management team and great

 
 reputation in the transmission pipeline construction industry

 – Anticipated growth in demand for gas transmission construction
 • Driven by increasing onshore drilling and gathering of natural gas and oil as shale basins are

 
 developed, with a particular focus on the Marcellus and Bakken basins

 • Expected additional natural gas pipeline regulations creating increased demand for pipeline
 

 infrastructure assessment and system upgrades
 – Capture synergies and leverage operational excellence to accelerate performance

 
 throughout the combined business units

 • Minnesota’s equipment resources can be more effectively utilized as part of a larger combined entity
 • Will facilitate standardization and capture of synergies for key functional areas across all business

 
 units (Accounting, IT, Human Resources, Purchasing, etc.)
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Miller Pipeline
 current

 transmission
 territory

Minnesota
 Limited current

 transmission
 territory

Jo intly Capitalizing on Development of N atural Gas and Oil in Shale Basins

 Limited overlap of territories

 Positioned well to take advantage of the pipeline construction impacts from shale
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Overview of Miller Pipeline and Minnesota Limited, Inc.

 Provides underground pipeline construction and
 

 repair services for natural gas, water and
 

 wastewater companies
 2010 gross revenues of ~$235 million
 ($30 million from transmission construction)
 Over 1700 employees
 Over 55 years in construction business
 Wholly-owned subsidiary of Vectren Corporation
 Headquartered in Indianapolis, IN
 Operates primarily in Midwest, Mid-Atlantic and

 
 Southern regions
 Major customers are regional utilities, such as

 
 Vectren, NiSource, Duke, LG&E, Alagasco and

 
 Citizens

 Provides underground pipeline construction
 

 and repair services for natural gas and
 

 petroleum transmission companies
 2010 gross revenues of ~$110 million

 Nearly 500 employees
 Over 45 years in construction business
 Business owned by Leines family
 Headquartered in Big Lake, MN
 Operates primarily in Minnesota and

 
 surrounding states
 Major customers include Northern Natural,

 
 Consumers Energy, Enbridge Energy and

 
 Minnesota Pipe Line

Vectren 2011 8-K, Ex 99.1

Appellant's App 
Vol II, p 692a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



10-K 1 vvc10k.htm VVC 10K
UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)

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

For the fiscal year ended December 31, 201 1
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:   1-15467

VECTREN CORPORA TION
(Exact name of registrant as specified in its charter)

 
INDIANA  

(State or other jurisdiction of incorporation or organization)
  (IRS Employer Identification No.)

One Vectr en Squar e  47708
(Address of principal executive offices)  (Zip Code)

Registrant's telephone number, including area code:  812-491-4000

Securities registered pursuant to Section 12(b) of the Act:

Title of each class  Name of each exchange on which registered
 Common – W ithout Par  New York Stock Exchange

 
 

Vectren 2011 10-K

Appellant's App 
Vol II, p 693a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Table of Contents
Securities registered pursuant to Section 12(g) of the Act:  NONE

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  Yes     No□

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.  Yes □ No 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.  Yes  No □

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).    Yes  No □

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K.  
 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company.  See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange
Act.  (Check one):

Large accelerated filer                                                                 Accelerated filer □

Non-accelerated filer □                                                         Smaller reporting company □
(Do not check if a smaller
reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes □ No 

The aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to the price at which the
common equity was last sold, or the average bid and asked price of such common equity, as of June 30, 2011, was $2,270,509,262.
 
  
 
Indicate the number of shares outstanding of each of the registrant's classes of common stock, as of the latest practicable date.
 

Common Stock - W ithout Par V alue 81,934,781 January 31, 2012
Class Number of Shares Date
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Documents Incorporated by Refer ence

Certain information in the Company's definitive Proxy Statement for the 2012 Annual Meeting of Stockholders, which will be filed with the
Securities and Exchange Commission pursuant to Regulation 14A, not later than 120 days after the end of the fiscal year, is incorporated by
reference in Part III of this Form 10-K.

Definitions

AFUDC:  allowance for funds used during construction
 

MCF / BCF:  thousands / billions of cubic feet

ASC:  Accounting Standards Codification
 

MDth / MMDth: thousands / millions of dekatherms

BTU / MMBTU:  British thermal units / millions of BTU
 

MISO: Midwest Independent System Operator

DOT:  Department of Transportation
 

MW:  megawatts

EPA:  Environmental Protection Agency
 

MWh / GWh:  megawatt hours / thousands of megawatt hours
(gigawatt hours)

 
FASB:  Financial Accounting Standards Board
 

NERC:  North American Electric Reliability Corporation

FERC:  Federal Energy Regulatory Commission
 

OCC:  Ohio Office of the Consumer Counselor

IDEM:  Indiana Department of Environmental Management
 

OUCC:  Indiana Office of the Utility Consumer Counselor
 

IURC:  Indiana Utility Regulatory Commission
 

PUCO:  Public Utilities Commission of Ohio

IRC:  Internal Revenue Code
 

Throughput:  combined gas sales and gas transportation volumes

Kv:  Kilovolt  
  

Access to Information

Vectren Corporation makes available all SEC filings and recent annual reports free of charge through its website at www.vectren.com as soon as
reasonably practicable after electronically filing or furnishing the reports to the SEC, or by request, directed to Investor Relations at the mailing
address, phone number, or email address that follows:

Mailing Address:
One Vectren Square
Evansville, Indiana  47708

 Phone Number:
(812) 491-4000

 Investor Relations Contact:
Robert L. Goocher
Treasurer and Vice President, Investor Relations
 rgoocher@vectren.com
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PART I

ITEM 1.  BUSINESS

Description of the Business

Vectren Corporation (the Company or Vectren), an Indiana corporation, is an energy holding company headquartered in Evansville,
Indiana.  The Company’s wholly owned subsidiary, Vectren Utility Holdings, Inc. (Utility Holdings), serves as the intermediate holding
company for three public utilities:  Indiana Gas Company, Inc. (Indiana Gas or Vectren North), Southern Indiana Gas and Electric Company
(SIGECO or Vectren South), and Vectren Energy Delivery of Ohio, Inc. (VEDO).  Utility Holdings also has other assets that provide
information technology and other services to the three utilities.  Utility Holdings’ consolidated operations are collectively referred to as the
Utility Group.  Both Vectren and Utility Holdings are holding companies as defined by the Energy Policy Act of 2005 (Energy Act).  Vectren
was incorporated under the laws of Indiana on June 10, 1999.

Indiana Gas provides energy delivery services to approximately 563,000 natural gas customers located in central and southern
Indiana.  SIGECO provides energy delivery services to approximately 141,000 electric customers and approximately 110,000 gas customers
located near Evansville in southwestern Indiana.  SIGECO also owns and operates electric generation assets to serve its electric customers and
optimizes those assets in the wholesale power market.  Indiana Gas and SIGECO generally do business as Vectren Energy Delivery of
Indiana.  VEDO provides energy delivery services to over 310,000 natural gas customers located near Dayton in west central Ohio.

The Company, through Vectren Enterprises, Inc. (Enterprises), is involved in nonutility activities in four primary business areas:  Infrastructure
Services, Energy Services, Coal Mining, and Energy Marketing.  Infrastructure Services provides underground construction and repair
services.  Energy Services provides performance contracting and renewable energy services.  Coal Mining mines and sells coal.  Energy
Marketing markets and supplies natural gas and provides energy management services.  Enterprises also has other legacy businesses that have
invested in energy-related opportunities and services, real estate, and leveraged leases, among other investments.  All of the above are
collectively referred to as the Nonutility Group.  Enterprises supports the Company’s regulated utilities pursuant to service contracts by
providing natural gas supply services, coal, and infrastructure services.

Narrative Description of the Business

The Company segregates its operations into three groups: the Utility Group, the Nonutility Group, and Corporate and Other.  At December 31,
2011, the Company had $4.9 billion in total assets, with $4.0 billion (82 percent) attributed to the Utility Group, $0.9 billion (18 percent)
attributed to the Nonutility Group.  Net income for the year ended December 31, 2011, was $141.6 million, or $1.73 per share of common
stock, with net income of $122.9 million attributed to the Utility Group, $23.8 million attributed to the Nonutility Group, and a loss of $5.1
million attributed to Corporate & Other.  Net income for the year ended December 31, 2010, was $133.7 million, or $1.65 per share of common
stock.  For further information regarding the activities and assets of operating segments within these Groups, refer to Note 22 in the Company’s
Consolidated Financial Statements included under “Item 8 Financial Statements and Supplementary Data.”  Following is a more detailed
description of the Utility Group and Nonutility Group.
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Utility Gr oup

The Utility Group consists of the Company’s regulated operations and other operations that provide information technology and other support
services to those regulated operations.  The Company segregates its regulated operations into a Gas Utility Services operating segment and an
Electric Utility Services operating segment.  The Gas Utility Services segment includes the operations of Indiana Gas, VEDO, and SIGECO’s
natural gas distribution business and provides natural gas distribution and transportation services to nearly two-thirds of Indiana and to west
central Ohio.  The Electric Utility Services segment includes the operations of SIGECO’s electric transmission and distribution services, which
provides electric distribution services primarily to southwestern Indiana, and the Company’s power generating and wholesale power
operations.  In total, these regulated operations supply natural gas and/or electricity to over one million customers.  Following is a more detailed
description of the Utility Group’s Gas Utility and Electric Utility operating segments.

Gas Utility Services

At December 31, 2011, the Company supplied natural gas service to approximately 993,300 Indiana and Ohio customers, including 908,100
residential, 83,600 commercial, and 1,600 industrial and other contract customers.  Average gas utility customers served were approximately
983,700 in 2011, 982,100 in 2010, and 981,300 in 2009.

The Company’s service area contains diversified manufacturing and agriculture-related enterprises.  The principal industries served include
automotive assembly, parts and accessories, feed, flour and grain processing, metal castings, aluminum products, polycarbonate resin (Lexan®)
and plastic products, gypsum products, electrical equipment, metal specialties, glass, steel finishing, pharmaceutical and nutritional products,
gasoline and oil products, ethanol, and coal mining.  The largest Indiana communities served are Evansville, Bloomington, Terre Haute,
suburban areas surrounding Indianapolis and Indiana counties near Louisville, Kentucky.  The largest community served outside of Indiana is
Dayton, Ohio.

Revenues

The Company receives gas revenues by selling gas directly to customers at approved rates or by transporting gas through its pipelines at
approved rates to customers that have purchased gas directly from other producers, brokers, or marketers.  Total throughput was 196.9 MMDth
for the year ended December 31, 2011.  Gas sold and transported to residential and commercial customers was 99.9 MMDth representing 51
percent of throughput.  Gas transported or sold to industrial and other contract customers was 97.0 MMDth representing 49 percent of
throughput.  Rates for transporting gas generally provide for the same margins earned by selling gas under applicable sales tariffs.

For the year ended December 31, 2011, gas utility revenues were approximately $819.1 million, of which residential customers accounted for
67 percent and commercial 24 percent. Industrial and other contract customers account for only 9 percent of revenues due to the high number of
transportation customers in that customer class.

Availability of Natural Gas

The volume of gas sold is seasonal and affected by variations in weather conditions.  To mitigate seasonal demand, the Company’s Indiana gas
utilities have storage capacity at seven active underground gas storage fields and six liquefied petroleum air-gas manufacturing
plants.  Periodically, purchased natural gas is injected into storage.  The injected gas is then available to supplement contracted and
manufactured volumes during periods of peak requirements.  The volumes of gas per day that can be delivered during peak demand periods for
each utility are located in “Item 2 Properties.”

Natural Gas Pur chasing Activity in Indiana
The Indiana utilities also contract with a wholly-owned subsidiary of ProLiance Holdings, LLC (ProLiance), to ensure availability of
gas.  ProLiance is an unconsolidated, nonutility, energy marketing affiliate of Vectren and Citizens Energy Group (Citizens).  (See the
discussion of Energy Marketing below and Note 7 in the Company’s Consolidated Financial Statements included in “Item 8 Financial
Statements and Supplementary Data” regarding transactions with ProLiance).  The Company also prepays ProLiance for natural gas delivery
services during the seven months prior to the peak heating season in lieu of maintaining gas storage.  Vectren received regulatory approval on
April 25, 2006, from the IURC for ProLiance to continue to provide natural gas supply services to the Company’s Indiana utilities through
March 2011.  On March 17, 2011, an order was received from the IURC providing for ProLiance’s continued provision of gas supply services
to the Company’s Indiana utilities and Citizens Gas through March 2016. 
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Natural Gas Pur chasing Activity in Ohio
On April 30, 2008, the PUCO issued an order adopting a stipulation involving the Company, the OCC, and other interveners.  The order
approved the first two phases of a three phase plan to exit the merchant function in the Company’s Ohio service territory.  The Company used a
third party provider for VEDO’s gas supply and portfolio services through September 30, 2008.

On August 20, 2008, the PUCO approved the results of an auction selecting qualified wholesale suppliers to provide the gas commodity to the
Company for resale to its customers at auction-determined standard pricing.  This standard pricing was comprised of the monthly NYMEX
settlement price plus a fixed adder.  This standard pricing, which was effective from October 1, 2008 through March 31, 2010, was the initial
step in exiting the merchant function in the Company’s Ohio service territory.  During the initial phase, wholesale suppliers that were winning
bidders in a PUCO approved auction provided the gas commodity to VEDO for resale to its residential and general service customers at
auction-determined standard pricing.  This standard pricing was comprised of the monthly NYMEX settlement price plus a fixed adder.  On
October 1, 2008, the Company transferred its natural gas inventory at book value to the winning bidders, receiving proceeds of approximately
$107 million, and began purchasing natural gas from those suppliers (one of which was Vectren Source, see the discussion of Vectren Source in
Note 6 of the Company’s Consolidated Financial Statements included in “Item 8 Financial Statements and Supplementary Data”).  This method
of purchasing gas eliminated the need for monthly gas cost recovery (GCR) filings and prospective PUCO GCR audits. 

The second phase of the exit process began on April 1, 2010.  During this phase, the Company no longer sells natural gas directly to
customers.  Rather, state-certified Competitive Retail Natural Gas Suppliers, that were successful bidders in a similar regulatory-approved
auction, sell the gas commodity to specific customers for a 12-month period at auction-determined standard pricing.  The first auction was
conducted on January 12, 2010, and the auction results were approved by the PUCO on January 13, 2010.  The plan approved by the PUCO
required that the Company conduct at least two annual auctions during this phase.  As such, the Company conducted another auction on January
18, 2011 in advance of the second 12-month term which commenced on April 1, 2011.  The results of that auction were approved by the PUCO
on January 19, 2011. Vectren Source was also a successful bidder in both auctions winning one tranche of customers in the first auction and two
tranches of customers in the second auction.  Each tranche of customers equates to approximately 28,000 customers.  As per the terms of the
plan approved by the PUCO, because no application for a full exit of the merchant function was neither sought nor approved by April 1, 2011,
VEDO conducted a third retail auction on January 31, 2012 to address the 12-month term beginning April 1, 2012.  The results of that auction
were approved by the PUCO on February 1, 2012.  Consistent with current practice, customers continue to receive a single bill for the
commodity as well as the delivery component of natural gas service from VEDO.

In the last phase, which was not approved in the April 2008 order, it is contemplated that all of the Company’s Ohio residential and general
service customers will choose their commodity supplier from state-certified Competitive Retail Natural Gas Suppliers in a competitive market. 

The PUCO provided for an Exit Transition Cost rider, which allows the Company to recover costs associated with the transition
process.  Exiting the merchant function has not had a material impact on earnings or financial condition.  It, however, has and will continue to
reduce Gas utility revenues and have an equal and offsetting impact to Cost of gas sold and revenue related taxes recorded in Taxes other than
income taxes as VEDO no longer purchases gas for resale to these customers.

Total Natural Gas Pur chased Volumes
In 2011, Utility Holdings purchased 71.2 MMDth volumes of gas at an average cost of $5.30 per Dth, of which approximately 97 percent was
purchased from ProLiance, 1 percent was purchased from Vectren Source, and 2 percent was purchased from third party providers.  The average
cost of gas per Dth purchased for the previous four years was $5.99 in 2010, $5.97 in 2009, $9.61 in 2008, and $8.14 in 2007.

Electric Utility Services

At December 31, 2011, the Company supplied electric service to approximately 141,600 Indiana customers, including approximately 123,200
residential, 18,300 commercial, and 100 industrial and other customers.  Average electric utility customers served were approximately 141,400
in 2011, 141,300 in 2010, and 140,900 in 2009.
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The principal industries served include polycarbonate resin (Lexan®) and plastic products, aluminum smelting and recycling, aluminum sheet
products, automotive assembly, steel finishing, pharmaceutical and nutritional products, automotive glass, gasoline and oil products, ethanol,
and coal mining.

Revenues

For the year ended December 31, 2011, retail electricity sales totaled 5,594.8 GWh, resulting in revenues of approximately $593.4
million.  Residential customers accounted for 36 percent of 2011 revenues; commercial 27 percent; industrial 36 percent; and other 1
percent.  In addition, in 2011 the Company sold 586.7 GWh through wholesale activities principally to the MISO.  Wholesale revenues,
including transmission-related revenue, totaled $42.5 million in 2011.

System Load

Total load for each of the years 2007 through 2011 at the time of the system summer peak, and the related reserve margin, is presented below in
MW.

                
Date of summer peak load  7/21/2011   8/4/2010   6/22/2009   7/21/2008   8/8/2007  
Total load at peak (1)   1,220   1,275   1,143   1,167   1,341 
                     
Generating capability   1,298   1,298   1,295   1,295   1,295 
Firm purchase supply   136   136   136   135   130 
Interruptible contracts & direct load control   60   62   62   62   62 
Total power supply capacity   1,494   1,496   1,493   1,492   1,487 
Reserve margin at peak   22%   17%   31%   28%   11%

(1)  The total load at peak is increased 25 MW in 2007 from the total load actually experienced.  The additional 25 MW represents load that
would have been incurred if the Summer Cycler program had not been activated.  The 25 MW is also included in the interruptible contract
portion of the Company’s total power supply capacity in that year.  During the time of peak in 2008-2011 the Summer Cycler program was
not activated.

 
The winter peak load for the 2010-2011 season of approximately 943 MW occurred on December 14, 2010.  The prior winter peak load for the
2009-2010 season was approximately 916 MW, occurring on January 8, 2010.

Generating Capability
Installed generating capacity as of December 31, 2011, was rated at 1,298 MW.  Coal-fired generating units provide 1,000 MW of capacity,
natural gas or oil-fired turbines used for peaking or emergency conditions provide 295 MW, and in 2009 SIGECO purchased a landfill gas
electric generation project which provides 3 MW.  Electric generation for 2011 was fueled by coal (97 percent) and natural gas (3 percent).  Oil
was used only for testing of gas/oil-fired peaking units.  The Company generated approximately 4,631 GWh in 2011.  Further information about
the Company’s owned generation is included in “Item 2 Properties.”

There are substantial coal reserves in the southern Indiana area, and coal for coal-fired generating stations has been supplied from operators of
nearby coal mines, including coal mines in Indiana owned by Vectren Fuels, Inc. (Vectren Fuels), a wholly owned subsidiary of the
Company.  Approximately 2.3 million tons were purchased for generating electricity during 2011, of which approximately 90 percent was
supplied by Vectren Fuels from its mines.  This compares to 2.2 million tons and 2.8 million tons purchased in 2010 and 2009,
respectively.  The utility’s coal inventory was approximately 1 million tons at December 31, 2011 and 2010.

Coal Purchases
The average cost of coal per ton purchased for the last five years was $75.04 in 2011, $70.47 in 2010, $64.28 in 2009, $42.76 in 2008, and
$40.86 in 2007.  Effective January 1, 2009, SIGECO began purchasing coal from Vectren Fuels under new coal purchase agreements.  The term
of these coal purchase agreements continues to December 31, 2015, with prices specified originally ranging from two to four years.  The prices
in these contracts were at or below market prices for Illinois Basin coal at the time of execution and were subject to a bidding process with third
parties.  The IURC has found that costs incurred under these contracts are reasonable.  For contracts with price reopeners, amendments were
finalized in 2011 for coal deliveries beginning in 2012 at lower prices.
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The Company received an order on January 25, 2012 to allow for the lower prices that are set to begin late in 2012 and beyond to be reflected in
customer bills beginning in early 2012.  Because the cost of coal expensed in 2012 will be lower than amounts paid under existing contracts and
included in the carrying amount of inventory at December 31, 2011, the IURC authorized deferral of the difference between costs paid under
these contracts and that charged to customers for future recovery over a six year period beginning in 2014.  See Rate and Regulatory Matters in
Item 7 regarding coal procurement procedures and electric fuel cost reductions.

Firm Purchase Supply
The Company has a 1.5 percent interest in the Ohio Valley Electric Corporation (OVEC).  OVEC is owned by several electric utility companies,
including SIGECO, and supplies power requirements to the United States Department of Energy’s (DOE) uranium enrichment plant near
Portsmouth, Ohio.  The participating companies can receive from OVEC, and are obligated to pay for, any available power in excess of the
DOE contract demand.  At the present time, the DOE contract demand is essentially zero.  The Company’s 1.5 percent interest in OVEC makes
available approximately 30 MW of capacity.  The Company purchased approximately 197 GWh from OVEC in 2011.

The Company executed a capacity contract with Benton County Wind Farm, LLC in April 2008 to purchase as much as 30 MW from a wind
farm located in Benton County, Indiana, with the approval of the IURC.  The contract expires in 2029.  In 2011, the Company purchased
approximately 80 GWh under this contract.

In     December 2009, the Company executed a 20 year power purchase agreement with Fowler Ridge II Wind Farm, LLC to purchase as much as
50 MW of energy from a wind farm located in Benton and Tippecanoe Counties in Indiana, with the approval of the IURC.  The Company
purchased 129 GWh under this contract in 2011.

The Company had a capacity contract with Duke Energy Marketing America, LLC to purchase as much as 100 MW at any time from a power
plant located in Vermillion County, Indiana.  The contract expired on December 31, 2009 and was not renewed.
 
  
Other Power Purchases
The Company occasionally enters into short-term purchased power agreements with various suppliers.  During 2011, total purchases under
these contracts totaled 67 GWh.  In addition, the Company also purchases power from the MISO to supplement its generation and firm purchase
supply.  Volumes purchased from the MISO in 2011 totaled 1,230 GWh.

MISO Capacity Purchase
In May 2008, the Company executed a MISO capacity purchase from Sempra Energy Trading, LLC to purchase 100 MW of name plate
capacity from its generating facility in Dearborn, Michigan.  The term of the contract began January 1, 2010 and continues through December
31, 2012.

Interconnections
The Company has interconnections with Louisville Gas and Electric Company, Duke Energy Shared Services, Inc., Indianapolis Power & Light
Company, Hoosier Energy Rural Electric Cooperative, Inc., Big Rivers Electric Corporation, and the City of Jasper, Indiana, providing the
ability to simultaneously interchange approximately 655 MW.  This interchange capability has been impacted in recent years as a result of
ongoing initiatives to improve the transmission grid throughout the Midwest.  As an example, once completed, a 345 kV Vectren transmission
project that is currently in process will result in the ability to simultaneously interchange an additional 100 MW.  The Company, as a member of
the MISO, has turned over operational control of the interchange facilities and its own transmission assets, like many other Midwestern electric
utilities, to MISO.
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Competition

The utility industry has undergone structural change for several years, resulting in increasing competitive pressures faced by electric and gas
utility companies.  Currently, several states have passed legislation allowing electricity customers to choose their electricity supplier in a
competitive electricity market and several other states have considered such legislation.  At the present time, Indiana has not adopted such
legislation.  Ohio regulation allows gas customers to choose their commodity supplier.  The Company implemented a choice program for its gas
customers in Ohio in January 2003.  At December 31, 2011, approximately 129,000 customers in Vectren’s Ohio service territory have opted to
purchase natural gas from a supplier other than VEDO.  In addition, VEDO’s service territory continues transition toward a choice model for all
gas customers.  Margin earned for transporting natural gas to those customers, who have purchased natural gas from another supplier, are
generally the same as those earned by selling gas under Ohio tariffs.  Indiana has not adopted any regulation requiring gas choice; however, the
Company operates under approved tariffs permitting certain industrial and commercial large volume customers to choose their commodity
supplier.

Regulatory and Envir onmental Matters

See “Item 7 Management’s Discussion and Analysis of Results of Operations and Financial Condition” regarding the Company’s regulatory
environment and environmental matters.

Nonutility Gr oup

The Company is involved in nonutility activities in four primary business areas: Infrastructure Services, Energy Services, Coal Mining, and
Energy Marketing.

Infrastructur e Services

Infrastructure Services provides underground construction and repair to utility infrastructure through its wholly owned subsidiaries Miller
Pipeline, LLC (Miller) and Minnesota Limited, Inc. (Minnesota Limited).  The Company, through its wholly owned subsidiary Vectren
Infrastructure Services Company, Inc., purchased Minnesota Limited on March 31, 2011 (see Note 5 in the Company’s Consolidated Financial
Statements included under “Item 8 Financial Statements and Supplementary Data”).  Infrastructure Services provides services to many utilities,
including the Company’s utilities.  Infrastructure Services generated approximately $421 million in gross revenues for 2011, compared to $236
million in 2010 and $202 million in 2009.  Man hours worked within Infrastructure Services were 3.9 million in 2011, compared to 2.6 million
in 2010 and 2.5 million in 2009.  Of these 2011 revenues and man hours, $117 million in revenues and 0.7 million in man hours, respectively,
related to Minnesota Limited’s operations.

Energy Services

Performance-based energy contracting operations and renewable energy services are performed through Energy Systems Group, LLC
(ESG).  ESG assists schools, hospitals, governmental facilities, and other private institutions to reduce energy and maintenance costs by
upgrading their facilities with energy-efficient equipment.  ESG is also involved in creating renewable energy projects, including projects to
process landfill gas into usable natural gas and electricity.  During 2009, SIGECO purchased one such project with IURC approval.  ESG’s
customer base is located throughout the Midwest, Mid-Atlantic, Southern and Southwestern United States.  ESG generated revenues of
approximately $162 million in 2011, compared to $147 million in 2010 and $121 million in 2009.  ESG’s backlog at December 31, 2011 was
$82 million, compared to $118 million at December 31, 2010.

Coal Mining

The Coal Mining group mines and sells coal to the Company’s utility operations and to other third parties through its wholly owned subsidiary,
Vectren Fuels.  The Company owns three underground mines (Prosperity, Oaktown 1, and Oaktown 2) and one surface mine (Cypress
Creek).  All mines are located in Indiana.  All coal is high-to-mid sulfur bituminous coal from the Illinois Basin.  The Company engages
contract mining companies to perform substantially all mining operations.  Coal mining generated approximately $286 million in revenues in
2011, compared to $210 million in 2010 and $193 million in 2009.
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Oaktown Mine Expansion
In April 2006, Vectren Fuels announced plans to open two new underground mines.  The first of two underground mines located near
Vincennes, Indiana, began full operations in 2010.  The second mine is currently expected to open in the third quarter of 2012.  However,
Vectren Fuels may continue to change this time table as it evaluates the impacts of market conditions.  Reserves at the two mines are estimated
at about 102 million tons of recoverable number-five coal at 11,200 BTU and less than 6-pound sulfur dioxide.  Once in full production, the two
mines are capable of producing about 5 million tons of coal per year.  The Company estimates approximately $10 million of additional capital is
required to complete the second mine. 

The Oaktown mine infrastructure is located on 1,100 acres near Oaktown in Knox County, Indiana.  Oaktown’s location is within 50 miles of
multiple coal-fired power plants including a coal gasification plant currently under construction.  It is estimated approximately 25,000 acres of
coal will be mined during the life of both mines.  Through December 31, 2011, approximately 900 acres of coal have been mined with
approximately 24,100 acres remaining.  Access to the Oaktown 1 mine was accomplished via a 90 foot deep box cut and a 2,200 foot slope on a
14 percent grade, reaching coal in excess of 375 feet below the surface.  Access to the Oaktown 2 mine is planned via an 80 foot deep box cut
and a 2,600 foot slope on a 14 percent grade, reaching coal in excess of 400 feet below the surface.

Both Oaktown mines are room and pillar underground mines meaning that main airways and transportation entries are developed and
maintained while remote-controlled continuous miners extract coal from so-called rooms by removing coal from the seam, leaving pillars to
support the roof.  Shuttle cars or similar transportation is used to transport coal to a conveyor belt for transport to the surface.  The two Oaktown
mines are separated by a sandstone channel.  The coal seam thickness ranges from 4 feet to over 9 feet.  The mine’s wash plant was originally
sized to process 800 tons per hour and has been expanded to 1,600 tons per hour, although the addition to the wash plant will not be utilized
until the Oaktown 2 mine is opened.  The two mines are connected to a railway equipped to handle 110 to 120 car unit trains.  Coal is also
transported via truck to its customers, which include the Company’s power supply operations and other third party utilities.  The total plant and
development costs to date for the Oaktown mining complex are $224 million, inclusive of advance royalty payments.  The remaining
unamortized plant balance as of December 31, 2011 approximates $196 million, inclusive of $45 million in land and buildings, $147 million in
mine development and equipment, and $4 million in advance royalty payments.  Reserves, absent expansion, are expected to be completely
exhausted over the next 20 years.

Prosperity Mine
Prosperity is an underground mine located on 1,100 surface acres outside of Petersburg in Pike County, Indiana.  Prosperity is also a room and
pillar mine where coal removal is accomplished with continuous mining machines.  The mine entrance slopes gradually for 500 ft on a 9 degree
grade and is more than 250 feet below ground level.  The coal seam varies in thickness from 4-1/2 to 8 feet.  The mine has a wash plant sized to
process 1,000 tons per hour.  The mine is connected to a railway and can handle 110 to 120 car unit trains.  Coal is also transported via truck to
its customers, which include Vectren’s power supply operations and other third party utilities.  The mine opened in 2001, and the total plant and
development costs to date are $193 million.  Through December 31, 2011, approximately 7,000 acres of coal have been mined with
approximately 13,000 acres remaining. Reserves at December 31, 2011 approximate 30 million tons, not including possible nearby expansion
opportunities.  The remaining unamortized plant balance as of December 31, 2011 approximates $81 million, inclusive of $3 million of land and
buildings and $78 million of mine development and equipment.  Reserves, absent expansion, are expected to be exhausted by 2021.

Cypress Creek
Cypress Creek was an above-ground, or surface mine, located on 155 acres about 4 miles north of Boonville in Warrick County,
Indiana.  Cypress Creek was a combination truck/shovel, dozer push and high wall mining operation, meaning large shovels or front-end
loaders removed earth and rock covering a coal seam and loading equipment placed the coal into trucks for transportation to a blending and
loading area.  Due to the cost of extensive digging, the coal mining limit was 125 to 135 feet deep.  All coal mined from Cypress Creek was
transported via truck to Vectren’s power supply operations.  The mine opened in 1998 and as of December 31, 2011, no significant reserves
remain, the mine is substantially reclaimed, and the remaining carrying amount is not significant.
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Following is summarized data regarding coal mining operations:

  Cypr ess      Oaktown   Oaktown     
  Cr eek   Pr osperity   Mine 1   Mine 2   Totals  
                
Type of Mining  Surface  Underground  Underground  Underground    
                

Mining Technology  
Truck &

Shovel  
Room &

Pillar  
Room &

Pillar  
Room &

Pillar    
                
Tons Mined (in thousands)                

2011   -   2,457   2,668   -   5,125 
2010   91   2,685   995   -   3,771 
2009   969   2,583   -   -   3,552 

                     
County Located in Indiana  Warrick  Pike  Knox  Knox     
                     
Coal Reserves (thousands of tons)   -   30,400   62,900   38,800   132,100 
                     
Average Heat Content (BTU/lb.)   10,500   11,300   11,100   11,300     
                     
Average Sulfur Content (lbs./ton)   8.0   4.0   5.6   4.8     

Mine Safety Information
The Company, through its wholly owned subsidiary Vectren Fuels, Inc., owns coal mines and related assets located in Indiana.  The Company
has retained independent third party contract mining companies to operate its coal mines.  Five Star Mining LLC ("Five Star") is the contract
mining company at the Prosperity underground mine and Black Panther Mining LLC ("Black Panther") is the contract mining company at the
Oaktown underground mines.  While in operation, Vigo-Cypress Creek, LLC was the contract mining company at Cypress Creek surface mine.
The contract mining companies are the mine “operator”, as that term is used in both the Federal Mine Safety and Health Act of 1977 (the “Mine
Act”) and the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010.  All employees at the coal mines are hired, supervised,
and paid by the contract mining companies.  As the mine operator, the contract mining companies make all regulatory filings required by the
MSHA.  In most circumstances, however, the cost of fines and penalties assessed by MSHA are contractually passed through from the contract
mining company to Vectren Fuels.  The process of settling such claims can take years in certain circumstances.  During the year ended
December 31, 2011, the Company paid approximately $0.7 million related to assessments issued to the mine operators.

More detailed information about the Company’s mines, including safety-related data, can be found at MSHA’s website,
www.MSHA.gov.  Prosperity operates under the MSHA identification number 1202249; Oaktown 1 operates under the identification number
1202394; Oaktown 2’s identification number is 1202418; and Cypress Creek’s identification number is 1202178.  Mine safety-related data
included on the MSHA website is influenced by the size of the mine, the level of activity at the mine, and the mine inspector’s judgment,
among other factors. These factors can impact the comparability of information from mine to mine and time period to time period.  Given the
recent incidents at coal mines of other companies, a significant increase in the frequency and scope of MSHA inspections continues.  In
addition, both houses of Congress are considering new mine safety legislation.  The Company is currently assessing the impact new laws and
regulations may have on its investments.

Energy Marketing

ProLiance
ProLiance, a nonutility energy marketing affiliate of Vectren and Citizens, provides services to a broad range of municipalities, utilities,
industrial operations, schools, and healthcare institutions located throughout the Midwest and Southeast United States.  ProLiance’s customers
include Vectren’s Indiana utilities and nonutility gas supply operations and Citizens’ utilities.  ProLiance’s primary businesses include gas
marketing, gas portfolio optimization, and other portfolio and energy management services.  Consistent with its ownership percentage, Vectren
is allocated 61 percent of ProLiance’s profits and losses; however, governance and voting rights remain at 50 percent for each member; and
therefore, the Company accounts for its investment in ProLiance using the equity method of accounting.  The Company, including its former
nonutility retail gas marketing operations, contracted for approximately 69 percent of its natural gas purchases through ProLiance in 2011.
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For the year ended December 31, 2011, ProLiance’s revenues, including sales to Vectren companies, were $1.4 billion, compared to $1.5 billion
in 2010 and $1.7 billion in 2009.  Summarized financial data regarding ProLiance’s operations are included in Note 7 to the Consolidated
Financial Statements included in Item 8.  At December 31, 2011, the ProLiance customer base was 1,950 customers, compared to 1,789
customers in 2010 and 1,578 customers in 2009.

Vectren Source
Vectren Source, a former wholly owned subsidiary, provided natural gas and other related products and services in the Midwest and Northeast
United States to approximately 283,000 residential and commercial customers, as of December 31, 2011.  This customer base reflected
approximately 143,000 customers in VEDO’s service territory that have either voluntarily opted to choose their natural gas supplier or are
supplied natural gas by Vectren Source but remain customers of the regulated utility as part of VEDO’s exit the merchant function process.  Gas
sold by Vectren Source approximated 25.3 MMDth in 2011; 21.0 MMDth in 2010; and 18.5 MMDth in 2009.  Average customers served by
Vectren Source were 254,000 in 2011; 203,000 in 2010; and 179,000 in 2009.  Vectren Source generated approximately $150 million in
revenues for 2011 compared to $143 million in 2009 and $157 million in 2009.  On December 31, 2011, the Company sold Vectren Source for
$84.3 million, including, and subject to a final determination of, working capital.

Other Businesses

The Other Businesses group includes a variety of legacy, wholly owned operations and investments that have invested in energy-related
opportunities and services, real estate, and leveraged leases, among other investments.  Investments at December 31, 2011, include two
Haddington Energy Partnerships both approximately 40 percent owned; and wholly owned subsidiaries, Southern Indiana Properties, Inc. and
Energy Realty, Inc.

Synthetic Fuel

The Company had an 8.3 percent ownership interest in Pace Carbon Synfuels, LP (Pace Carbon).  Pace Carbon produced and sold coal-based
synthetic fuel using Covol technology, and according to US tax law, its members received a tax credit for every ton of coal-based synthetic fuel
sold.  In addition, Vectren Fuels, Inc. received processing fees from synfuel producers unrelated to Pace Carbon for a portion of its coal
production. These synfuel related credits and fees ended on December 31, 2007 when tax laws expired.  The partnership was dissolved in 2010.

Personnel

As of December 31, 2011, the Company and its consolidated subsidiaries had approximately 4,500 employees.  Of those employees, 700 are
subject to collective bargaining arrangements negotiated by Utility Holdings and 2,200 are subject to collective bargaining arrangements
negotiated by Infrastructure Services.

Utility Holdings

In December 2011, the Company reached a three year labor agreement, ending December 1, 2014, with Local 1393 of the International
Brotherhood of Electrical Workers and United Steelworkers of America Locals 12213 and 7441.

In June 2010, the Company reached a three year labor agreement with Local 702 of the International Brotherhood of Electrical Workers, ending
June 30, 2013.

In April 2010, the Company reached a three year agreement with Local 175 of the Utility Workers Union of America.  The labor agreement was
retroactively effective to November 1, 2009 and ends October 31, 2012.

In September 2009, the Company reached a three year agreement with Local 135 of the Teamsters, Chauffeurs, Warehousemen, and Helpers
Union, ending September 23, 2012.

Infrastructur e Services

The Company, through its Infrastructure Services subsidiaries, negotiates various trade agreements through contractor associations.  The two
primary associations are the Distribution Contractors Association (DCA) and the Pipeline Contractors Association (PLCA).  These trade
agreements are with a variety of construction unions including Laborer’s International Union of North America, International Union of
Operating Engineers, United Association of Journeymen and Apprentices of the Plumbing and Pipe Fitting Industry, and Teamsters.  The trade
agreements through the DCA have varying expiration dates ranging from 2012 through 2015.  The trade agreements through the PLCA recently
expired, and most agreements have been renegotiated into 2014.  Negotiations continue with the Teamsters, and the parties continue to work
under expired agreements with a current extension through April 13, 2012.  A primary issue in these negotiations is certain member companies
of the PLCA, including the Company's infrastructure subsidiaries, withdrawing from the Teamsters multiemployer defined benefit pension
plan.  In addition, these subsidiaries have various project agreements and small local agreements.  These agreements expire upon completion of
a specific project or on various dates throughout the year.
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ITEM 1A.  RISK F ACTORS

Investors should consider carefully the following factors that could cause the Company’s operating results and financial condition to be
materially adversely affected.  New risks may emerge at any time, and the Company cannot predict those risks or estimate the extent to which
they may affect the Company’s businesses or financial performance.

Corporate Risks

Vectr en is a holding company , and its assets consist primarily of investments in its subsid iaries.

Dividends on Vectren’s common stock depend on the earnings, financial condition, capital requirements and cash flow of its subsidiaries,
principally Utility Holdings and Enterprises, and the distribution or other payment of earnings from those entities to Vectren.  Should the
earnings, financial condition, capital requirements, or cash flow of, or legal requirements applicable to them restrict their ability to pay
dividends or make other payments to the Company, its ability to pay dividends on its common stock could be limited and its stock price could
be adversely affected.  Vectren’s results of operations, future growth, and earnings and dividend goals also will depend on the performance of its
subsidiaries.  Additionally, certain of the Company’s lending arrangements contain restrictive covenants, including the maintenance of a total
debt to total capitalization ratio.

Deterioration in general economic conditions may have adverse i mpacts.
 
Economic conditions may have some negative impact on both gas and electric large customers and wholesale power sales.  This impact may
include volatility and unpredictability in the demand for natural gas and electricity, tempered growth strategies, significant conservation
measures, and perhaps plant closures or bankruptcies.  Economic conditions may also cause reductions in residential and commercial customer
counts and lower revenues.  It is also possible that an uncertain economy could affect costs including pension costs, interest costs, and
uncollectible accounts expense.  Economic declines may be accompanied by a decrease in demand for products and services offered by
nonutility operations and therefore lower revenues for those products and services.  The economic conditions may have some negative impact
on utility industry spending for construction projects, demand for natural gas and coal, and spending on performance contracting and renewable
energy expansion.  It is also possible that unfavorable conditions could lead to reductions in the value of certain nonutility real estate and other
legacy investments.

Financial market volatility could have adverse impacts.
 
The capital and credit markets may experience volatility and disruption.  If market disruption and volatility occurs, there can be no assurance
that the Company, or its unconsolidated affiliates, will not experience adverse effects, which may be material.  These effects may include, but
are not limited to, difficulties in accessing the short and long-term debt capital markets and the commercial paper market, increased borrowing
costs associated with current short-term debt obligations, higher interest rates in future financings, and a smaller potential pool of investors and
funding sources.  Finally, there is no assurance the Company will have access to the equity capital markets to obtain financing when necessary
or desirable.

A downgrade (or negative outlook) in or withdrawal of V ectr en’s credit ratings could negatively affect its ability to access capi tal and
its cost.

The following table shows the current ratings assigned to certain outstanding debt by Moody’s and Standard & Poor’s:
 Current Rating
  Standard
 Moody’s & Poor’s
Utility Holdings and Indiana Gas senior unsecured debt A3 A-
Utility Holdings commercial paper program P-2 A-2
SIGECO’s senior secured debt A1 A
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The current outlook of both Standard and Poor’s and Moody’s is stable and both categorize the ratings of the above securities as investment
grade.  A security rating is not a recommendation to buy, sell, or hold securities.  The rating is subject to revision or withdrawal at any time, and
each rating should be evaluated independently of any other rating.  Standard and Poor’s and Moody’s lowest level investment grade rating is
BBB- and Baa3, respectively.

If the rating agencies downgrade the Company’s credit ratings, particularly below investment grade, or initiate negative outlooks thereon, or
withdraw Vectren’s ratings or, in each case, the ratings of its subsidiaries, it may significantly limit Vectren’s access to the debt capital markets
and the commercial paper market, and the Company’s borrowing costs would increase.  In addition, Vectren would likely be required to pay a
higher interest rate in future financings, and its potential pool of investors and funding sources would likely decrease.  Finally, there is no
assurance that the Company will have access to the equity capital markets to obtain financing when necessary or desirable.

Utility Operating Risks

Vectr en’s gas and electric utility sales ar e concentrated in the Midwest.

The operations of the Company’s regulated utilities are concentrated in central and southern Indiana and west central Ohio and are therefore
impacted by changes in the Midwest economy in general and changes in particular industries concentrated in the Midwest.  These industries
include automotive assembly, parts and accessories; feed, flour and grain processing; metal castings; aluminum products; polycarbonate resin
(Lexan®) and plastic products; gypsum products; electrical equipment, metal specialties, glass, steel finishing, pharmaceutical and nutritional
products; gasoline and oil products; ethanol and coal mining.

Vectr en’s regulated utilities operate in an incr easingly competitive industry , which may affect its futur e earnings.

The utility industry has been undergoing structural change for several years, resulting in increasing competitive pressure faced by electric and
gas utility companies.  Increased competition may create greater risks to the stability of Vectren’s earnings generally and may in the future
reduce its earnings from retail electric and gas sales.  Currently, several states, including Ohio, have passed legislation that allows customers to
choose their electricity supplier in a competitive market.  Indiana has not enacted such legislation.  Ohio regulation also provides for choice of
commodity providers for all gas customers.  In 2003, the Company implemented this choice for its gas customers in Ohio and is currently in the
second of the three phase process to exit the merchant function in its Ohio service territory.  The state of Indiana has not adopted any regulation
requiring gas choice in the Company’s Indiana service territories; however, the Company operates under approved tariffs permitting certain
industrial and commercial large volume customers to choose their commodity supplier.  Vectren cannot provide any assurance that increased
competition or other changes in legislation, regulation or policies will not have a material adverse effect on its business, financial condition or
results of operations.

A significant portion of V ectr en’s electric utility sales ar e space heating and cooling.  Accordingly , its operating r esults may fluctuate
with variability of weather .

Vectren’s electric utility sales are sensitive to variations in weather conditions.  The Company forecasts utility sales on the basis of normal
weather.  Since Vectren does not have a weather-normalization mechanism for its electric operations, significant variations from normal weather
could have a material impact on its earnings.  However, the impact of weather on the gas operations in the Company’s Indiana territories has
been significantly mitigated through the implementation in 2005 of a normal temperature adjustment mechanism.  Additionally, the
implementation of a straight fixed variable rate design in a January 2009 PUCO order mitigates most weather risk related to Ohio residential
gas sales.

Vectr en’s utilities ar e exposed to incr easing r egulation, including envir onmental and pipeline safety r egulation.

Vectren’s utilities are subject to regulation by federal, state, and local regulatory authorities and are exposed to public policy decisions that may
negatively impact the Company’s earnings.  In particular, Vectren is subject to regulation by the FERC, the NERC, the EPA, the IURC, the
PUCO, and the DOT.  These authorities regulate many aspects of its transmission and distribution operations, including construction and
maintenance of facilities, operations, and safety, and its gas marketing operations involving title passage, reliability standards, and future
adequacy.  In addition, these regulatory agencies approve its utility-related debt and equity issuances, regulate the rates that Vectren’s utilities
can charge customers, the rate of return that Vectren’s utilities are authorized to earn, and its ability to timely recover gas and fuel
costs.  Further, there are consumer advocates and other parties which may intervene in regulatory proceedings and affect regulatory outcomes.
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Vectren’s utility operations and properties are subject to extensive environmental regulation pursuant to a variety of federal, state and municipal
laws and regulations.  These environmental regulations impose, among other things, restrictions, liabilities, and obligations in connection with
storage, transportation, treatment, and disposal of hazardous substances and waste in connection with spills, releases, and emissions of various
substances in the environment.  Such airborne emissions from electric generating facilities include particulate matter, sulfur dioxide (SO2),
nitrogen oxide (NOx), and mercury, among others.  Environmental legislation/regulation also requires that facilities, sites, and other properties
associated with Vectren’s operations be operated, maintained, abandoned, and reclaimed to the satisfaction of applicable regulatory
authorities.  The Company’s current costs to comply with these laws and regulations are significant to its results of operations and financial
condition.  In addition, claims against the Company under environmental laws and regulations and other laws and regulations could result in
material costs and liabilities.

There are proposals to address global climate change that would regulate carbon dioxide (CO2) and other greenhouse gases and other proposals
that would mandate an investment in renewable energy sources.  Any future legislative or regulatory actions taken by the EPA or other agencies
to address global climate change or mandate renewable energy sources could substantially affect both the costs and operating characteristics of
the Company’s fossil fuel generating plants and natural gas distribution businesses.  Further, such legislation or regulatory action would likely
impact the Company’s generation resource planning decisions.  At this time and in the absence of final legislation or regulatory mandates,
compliance costs and other effects associated with reductions in greenhouse gas emissions or obtaining renewable energy sources remain
uncertain.  The Company has gathered preliminary estimates of the costs to control greenhouse gas emissions.  A preliminary investigation
demonstrated costs to comply would be significant, first with regard to operating expenses and later for capital expenditures as technology
becomes available to control greenhouse gas emissions.  However, these compliance cost estimates are based on highly uncertain assumptions,
including allowance prices if a cap and trade approach were employed, and energy efficiency targets.

With the trend toward stricter standards, greater regulation, more extensive permit requirements and an increase in the number and types of
assets operated by Vectren subject to regulation, its investment in compliant infrastructure, and the associated operating costs have increased
and are expected to increase in the future.  As examples of the trend toward stricter regulation, the EPA is currently reviewing/revising
regulations involving fly ash disposal, cooling tower intake facilities, greenhouse gases, and airborne emissions such as SO2, NOx, and
mercury.  In addition, the Pipeline Safety, Regulatory Certainty and Job Creation Act of 2011was signed into law on January 3, 2012 and may
result in increased operating expenses and capital expenditures for the Company.

Incr easing r egulation could affect V ectr en’s utility rates charged to customers, its costs, and its pr ofitability .

Any additional expenses or capital incurred by Vectren’s utilities, as it relates to complying with increasing regulation are expected to be borne
by the customers in its service territories through increased rates.  Increased rates have an impact on the economic health of the communities
served.  New regulations could also negatively impact industries in the Company’s service territory, including industries in which the Company
operates.

The Company’s utilities’ ability to obtain rate increases and to maintain current authorized rates of return depends upon regulatory discretion,
and there can be no assurance that Vectren will be able to obtain rate increases or rate supplements or earn currently authorized rates of
return.  Both Indiana and Ohio have passed laws allowing utilities to recover at least some of the cost of complying with federal mandates
outside of a base rate proceeding.

Vectr en r egulated energy delivery operations ar e subject to various risks.

A variety of hazards and operations risks, such as leaks, accidental explosions, and mechanical problems are inherent in the Company’s gas and
electric distribution activities.  If such events occur, they could cause substantial financial losses and result in loss of human life, significant
damage to property, environmental pollution, and impairment of operations.  The location of pipelines, storage facilities, and the electric grid
near populated areas, including residential areas, commercial business centers, and industrial sites, could increase the level of damages resulting
from these risks.  These activities may subject the Company to litigation or administrative proceedings from time to time.  Such litigation or
proceedings could result in substantial monetary judgments, fines, or penalties or be resolved on unfavorable terms.  In accordance with
customary industry practices, the Company maintains insurance against a significant portion, but not all, of these risks and losses. To the extent
that the occurrence of any of these events is not fully covered by insurance, it could adversely affect the Company’s financial condition and
results of operations.
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Vectr en’s regulated power supply operations ar e subject to various risks.

The Company’s electric generating facilities are subject to operational risks that could result in unscheduled plant outages, unanticipated
operation and maintenance expenses and increased power purchase costs.  Such operational risks can arise from circumstances such as facility
shutdowns due to equipment failure or operator error; interruption of fuel supply or increased prices of fuel as contracts expire; disruptions in
the delivery of electricity; inability to comply with regulatory or permit requirements; labor disputes; and natural disasters.

The Company participates in the MISO.

The Company is a member of the MISO, which serves the electrical transmission needs of much of the Midwest and maintains operational
control over SIGECO’s electric transmission facilities as well as that of other Midwest utilities.  As a result of such control, SIGECO’s
continued ability to import power, when necessary, and export power to the wholesale market has been, and may continue to be, impacted. 

The need to expend capital for improvements to the regional transmission system, both to SIGECO’s facilities as well as to those facilities of
adjacent utilities, over the next several years is expected to be significant.  The Company timely recovers its investment in certain new electric
transmission projects that benefit the MISO infrastructure at a FERC approved rate of return.

Also, the MISO allocates operating costs and the cost of multi value projects throughout the region to its participating utilities such as SIGECO
and such costs are significant.  Adjustments to these operating costs, including adjustments that result from participants entering or leaving the
MISO, could cause increases or decreases to customer bills.  The Company timely recovers its portion of MISO operating expenses as tracked
costs.

Wholesale power marketing activities may add volatility to earn ings.

Vectren’s regulated electric utility engages in wholesale power marketing activities that primarily involve the offering of utility-owned or
contracted generation into the MISO hourly and real time markets.  As part of these strategies, the Company may also execute energy contracts
that are integrated with portfolio requirements around power supply and delivery.  Presently, margin earned from these activities above or below
$7.5 million is shared evenly with customers.  These earnings from wholesale marketing activities may vary based on fluctuating prices for
electricity and the amount of electric generating capacity or purchased power available beyond that needed to meet firm service
requirements.  In addition, this earnings sharing approach may be modified in future regulatory proceedings.

Incr eases in the wholesale price of natural gas, coal, and electric ity could r educe earnings and working capital.

The Company’s regulated operations have limited exposure to commodity price risk for transactions involving purchases and sales of natural
gas, coal, and purchased power for the benefit of retail customers due to current state regulations, which subject to compliance with those
regulations, allow for recovery of the cost of such purchases through natural gas and fuel cost adjustment mechanisms.  However, significant
increases in the price of natural gas, coal, or purchased power may cause existing customers to conserve or motivate them to switch to alternate
sources of energy as well as cause new home developers, builders, and new customers to select alternative sources of energy.  Decreases in
volumes sold could reduce earnings.  The decrease would be more significant in the absence of constructive regulatory orders, such as those
authorizing revenue decoupling, lost margin recovery, and other innovative rate designs.  A decline in new customers could impede growth in
future earnings. In addition, during periods when commodity prices are higher than historical levels, working capital costs could increase due to
higher carrying costs of inventories and cost recovery mechanisms, and customers may have trouble paying higher bills leading to bad debt
expenses.
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Nonutility Operating Risks

The performance of V ectr en’s nonutility businesses is subject to certain risks.

Execution of the Company’s nonutility business strategies and the success of efforts to invest in and develop new opportunities in the nonutility
business area are subject to a number of risks.  These risks include, but are not limited to, the effects of weather; failure of installed performance
contracting products to operate as planned; failure to properly estimate the cost to construct projects; failure to develop or obtain gas storage
field and mining property; potential legislation that may limit CO2 and other greenhouse gases emissions; creditworthiness of customers and
joint venture partners; changes in federal, state or local legal requirements, such as changes in tax laws or rates; and changing market
conditions.

Vectren’s nonutility businesses support its regulated utilities pursuant to service contracts by providing natural gas supply services, coal, and
infrastructure services.  In most instances, Vectren’s ability to maintain these service contracts depends upon regulatory discretion and
negotiation with interveners, and there can be no assurance that it will be able to obtain future service contracts, or that existing arrangements
will not be revisited.

Nonutility Coal mining operations could be adversely affected b y a number of factors.

The success of coal mining operations is predicated on the ability to fully access coal at company-owned mines; for the contract operator to
operate owned mines in accordance with MSHA guidelines and regulations, recent interpretations of those guidelines and regulations, and any
new guidelines or regulations that could result from the recent mining incidents at coal mines of other companies and to respond to more
frequent and broader inspections; to negotiate and execute new sales contracts; to adapt to any new laws or rules, such as climate change or air
quality legislation, that impact users of coal; and to manage production and production costs and other risks in response to changes in
demand.  Other risks, which could adversely impact operating results, include but are not limited to:  market demand for coal including impacts
of fuel switching to alternative sources; geologic, equipment, and operational risks; supplier and contract miner performance; the availability of
miners, key equipment and commodities; availability of transportation; and the ability to access/replace coal reserves.  Coal sales and
production could be impacted by significant variations in weather and have a material impact on the Company’s earnings.

In addition, coal mining operations have exposure to coal commodity prices.  If coal commodity prices change in a direction or manner that is
not anticipated, or if the forecasted sales transactions do not occur, losses may result.  Although forecasted sales are hedged with owned coal
inventory and known reserves, all exposure to both short and long-term coal price volatility is not hedged.  Therefore, fluctuating coal prices are
likely to cause the Company’s net income to be volatile.

The success of Vectr en’s nonutility natural gas marketing strategies is affected by a number of factors.

ProLiance relies on long-term firm transportation and storage contracts with pipeline companies to deliver natural gas to its customer
base.  Those contracts are optimized by balancing physical and financial markets and summer and winter time horizons.  Therefore, recovery of
the these contracts’ fixed costs is dependent on a number of factors, including the health of the economy, weather, changes in the availability
and location of natural gas supply and related transmission assets, the price of natural gas, and the availability of credit.  Optimization
opportunities at current market prices or a deterioration of the customer base may result in the inability to fully recover these fixed price
obligations.

Recent market conditions have compressed optimization opportunities, and ProLiance has operated at a loss.  If current market conditions
continue, resulting in continued depressed asset optimization opportunities, losses could continue in future years should ProLiance be unable to
adjust to the current market conditions or be unsuccessful in further renegotiating its transportation and storage contracts over time.

In addition to physical and financial contracts executed for optimization opportunities, forward contracts and from time to time option contracts
are executed to meet forecasted customer demand that may or may not occur and to hedge commodity price risk and basis risk.  If the value of
these contracts changes in a direction or manner that is not anticipated, or if the forecasted sales transactions do not occur, losses may
result.  These contracts include fixed-price forward physical purchase and sales contracts, and/or financial forwards, futures, swaps and option
contracts traded in the over-the-counter markets or on exchanges.  Therefore, fluctuating natural gas prices are likely to cause the Company’s
net income to be volatile.
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Vectr en’s nonutility gr oup competes with larger energy pr oviders, which may limit its ability to gr ow its business.

Competitors for Vectren’s nonutility businesses include regional, national and global companies.  Many of Vectren’s competitors are well-
established and have larger and more developed networks and systems, greater name recognition, longer operating histories and significantly
greater financial, technical and marketing resources.  This competition, and the addition of any new competitors, could negatively impact the
financial performance of the nonutility group and the Company’s ability to grow its nonutility businesses.

Other Corporate Operating Risks

The Company is exposed to physical and financial risks r elated to the uncertainty of climate change.

A changing climate creates uncertainty and could result in broad changes to the Company’s service territories.  These impacts could include, but
are not limited to, population shifts; changes in the level of annual rainfall; changes in the weather; and changes to the frequency and severity of
weather events such as thunderstorms, wind, tornadoes, and ice storms that can damage infrastructure.  Such changes could impact the
Company in a number of ways including the number and/or type of customers in the Company’s service territories; the demand for energy
resulting in the need for additional investment in generation assets or the need to retire current infrastructure that is no longer required; an
increase to the cost of providing service; and an increase in the likelihood of capital expenditures to replace damaged infrastructure.

To the extent climate change impacts a region’s economic health, it may also impact the Company’s revenues, costs, and capital structure and
thus the need for changes to rates charged to regulated customers.  Rate changes themselves can impact the economic health of the communities
served and may in turn adversely affect the Company’s operating results.

Incr eased derivative r egulation could impact r esults.

The Company, as well as ProLiance, uses natural gas derivative instruments in conjunction with energy marketing and procurement
activities.  The Company also uses interest rate derivative instruments to minimize the impact of interest rate fluctuations associated with
anticipated debt issuances.

New regulations related to the use of derivatives became law in 2010.  These regulations include a requirement that certain transactions be
cleared on exchanges and a requirement to post cash collateral for certain transactions.  Depending on the regulations adopted by the
Commodities Futures Trading Commission (CFTC) and other agencies, the Company and ProLiance could be required to post additional
collateral with dealer counterparties for commitments and interest rate derivative transactions. Requirements to post collateral could limit cash
for investment and for other corporate purposes or could increase debt levels. In addition, a requirement for counterparties to post collateral
could result in additional costs associated with executing transactions, thereby decreasing profitability.  An increased collateral requirement
could also reduce the Company’s and ProLiance’s ability to execute derivative transactions to reduce commodity price and interest rate
uncertainty and to protect cash flows.  The new regulations may also limit the pool of potential counterparties.

The law provides for an exception from these clearing and cash collateral requirements for commercial end-users.  Significant rule-making by
numerous governmental agencies, particularly the CFTC, must be adopted in the near term so that the restrictions, limitations, and requirements
contemplated by the new law can be implemented. The Company and ProLiance continue to evaluate the impact as these rulemaking and
interpretations become available and whether exemptions will apply to the Company’s and ProLiance’s use of derivative instruments.

Vectr en’s subsidiaries have performance and warranty obligations, some of which ar e guaranteed by V ectr en.

In the normal course of business, subsidiaries of Vectren issue performance bonds and other forms of assurance that commit them to timely
install infrastructure, operate facilities, pay vendors or subcontractors, and/or support warranty obligations.  Vectren Corporation, as the parent
company, will from time to time guarantee its subsidiaries’ commitments.  These guarantees do not represent incremental consolidated
obligations; rather, they represent parental guarantees of subsidiary obligations in order to allow those subsidiaries the flexibility to conduct
business without posting other forms of collateral.  The Company has not been called upon to satisfy any obligations pursuant to these parental
guarantees.
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Fr om time to time, V ectr en is subject to material litigation and r egulatory pr oceedings.

From time to time, the Company, as well as its equity investees such as ProLiance, may be subject to material litigation and regulatory
proceedings including matters involving compliance with state and federal laws, regulations or other matters.  There can be no assurance that
the outcome of these matters will not have a material adverse effect on Vectren’s business, prospects, results of operations, or financial
condition.

The investment performance of pension plan holdings and other f actors impacting pension plan costs could impact V ectr en’s liquidity
and r esults of operations.

The costs associated with the Company’s retirement plans are dependent on a number of factors, such as the rates of return on plan assets;
discount rates; the level of interest rates used to measure funding levels; changes in actuarial assumptions; future government regulation; and
Company contributions.  In addition, the Company could be required to provide for significant funding of these defined benefit pension
plans.  Such cash funding obligations could have a material impact on liquidity by reducing cash flows for other purposes and could negatively
affect results of operations.

Catastr ophic events, such as cyber -attacks, terr orist attacks, acts of war , and acts of God, may adversely affect V ectr en’s facilities and
operations.

Catastrophic events such as fires, earthquakes, explosions, floods, ice storms, tornados, terrorist acts, cyber-attacks, or similar occurrences
could adversely affect Vectren’s facilities, operations, financial condition and results of operations.  Either a direct act against company-owned
generating facilities or transmission and distribution infrastructure or an act against the infrastructure of neighboring utilities or interstate
pipelines that are used by the Company to transport power and natural gas could result in the Company being unable to deliver natural gas or
electricity for a prolonged period.  Further, Vectren relies on information technology networks and systems to operate its generating facilities,
engage in asset management activities, and process, transmit and store electronic information. Security breaches of this information technology
infrastructure, including cyber-attacks and cyber-terrorism, could lead to system disruptions, generating facility shutdowns or unauthorized
disclosure of confidential information. In the event of a severe disruption resulting from such events, Vectren has contingency plans and
employs crisis management to respond and recover operations. Despite these measures, if such an attack or security breach were to occur,
results of operations and financial condition could be materially adversely affected.

Workfor ce risks could affect V ectr en’s financial r esults.

The Company is subject to various workforce risks, including but not limited to, the risk that it will be unable to attract and retain qualified
personnel; that it will be unable to effectively transfer the knowledge and expertise of an aging workforce to new personnel as those workers
retire; that it will be unable to react to a pandemic illness; and that it will be unable to reach collective bargaining arrangements with the unions
that represent certain of its workers, which could result in work stoppages.

ITEM 1B.  UNRESOL VED STAFF COMMENTS

None.

ITEM 2.  PROPER TIES
Gas Utility Services

Indiana Gas owns and operates four active gas storage fields located in Indiana covering 58,100 acres of land with an estimated ready delivery
from storage capability of 5.6 BCF of gas with maximum peak day delivery capabilities of 143,500 MCF per day.  Indiana Gas also owns and
operates three liquefied petroleum (propane) air-gas manufacturing plants located in Indiana with the ability to store 1.5 million gallons of
propane and manufacture for delivery 33,000 MCF of manufactured gas per day.  In addition to its company owned storage and propane
capabilities, Indiana Gas has contracted with ProLiance for 16.5 BCF of interstate natural gas pipeline storage service with a maximum peak
day delivery capability of 245,867 MMBTU per day.  Indiana Gas’ gas delivery system includes 13,000 miles of distribution and transmission
mains, all of which are in Indiana except for pipeline facilities extending from points in northern Kentucky to points in southern Indiana so that
gas may be transported to Indiana and sold or transported by Indiana Gas to ultimate customers in Indiana.
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SIGECO owns and operates three active underground gas storage fields located in Indiana covering 6,100 acres of land with an estimated ready
delivery from storage capability of 6.3 BCF of gas with maximum peak day delivery capabilities of 108,000 MCF per day.  In addition to its
company owned storage delivery capabilities, SIGECO has contracted with ProLiance for 0.4 BCF of interstate pipeline storage service with a
maximum peak day delivery capability of 16,812 MMBTU per day.  SIGECO's gas delivery system includes 3,200 miles of distribution and
transmission mains, all of which are located in Indiana.

VEDO owns and operate three liquefied petroleum (propane) air-gas manufacturing plants, all of which are located in Ohio.  The plants can
store 0.5 million gallons of propane, and the plants can manufacture for delivery 52,200 MCF of manufactured gas per day.  In addition to its
propane delivery capabilities, VEDO has contracted for 11.8 BCF of natural gas delivery service with a maximum peak day delivery capability
of 246,080 MMBTU per day.  While the Company still has title to this delivery capability, it has released it to those retail gas marketers now
supplying VEDO’s customers with natural gas, and those suppliers are responsible for the demand charges.  VEDO’s gas delivery system
includes 5,500 miles of distribution and transmission mains, all of which are located in Ohio.

Electric Utility Services

SIGECO's installed generating capacity as of December 31, 2011, was rated at 1,298 MW.  SIGECO's coal-fired generating facilities are the
Brown Station with two units of 490 MW of combined capacity, located in Posey County approximately eight miles east of Mt. Vernon,
Indiana; the Culley Station with two units of 360 MW of combined capacity, and Warrick Unit 4 with 150 MW of capacity.  Both the Culley
and Warrick Stations are located in Warrick County near Yankeetown, Indiana.  SIGECO's gas-fired turbine peaking units are:  two 80 MW gas
turbines (Brown Unit 3 and Brown Unit 4) located at the Brown Station; two Broadway Avenue Gas Turbines located in Evansville, Indiana
with a combined capacity of 115 MW (Broadway Avenue Unit 1, 50 MW and Broadway Avenue Unit 2, 65 MW); and two Northeast Gas
Turbines located northeast of Evansville in Vanderburgh County, Indiana with a combined capacity of 20 MW.  The Brown Unit 3 and
Broadway Avenue Unit 2 turbines are also equipped to burn oil.  Total capacity of SIGECO's six gas turbines is 295 MW, and they are generally
used only for reserve, peaking, or emergency purposes due to the higher per unit cost of generation.  In 2009, SIGECO, with IURC approval,
purchased a landfill gas electric generation project in Pike County, Indiana with a total capability of 3 MW.

SIGECO's transmission system consists of 989 circuit miles of 345Kv, 138Kv and 69Kv lines.  The transmission system also includes 35
substations with an installed capacity of 4,863 megavolt amperes (Mva).  The electric distribution system includes 4,281 pole miles of lower
voltage overhead lines and 372 trench miles of conduit containing 1,999 miles of underground distribution cable.  The distribution system also
includes 96 distribution substations with an installed capacity of 2,929 Mva and 54,000 distribution transformers with an installed capacity of
2,349 Mva.

SIGECO owns utility property outside of Indiana approximating nine miles of 138,000 volt electric transmission line, which is included in the
989 circuit miles discussed above, located in Kentucky and which interconnects with Louisville Gas and Electric Company's transmission
system at Cloverport, Kentucky.

Nonutility Pr operties

Subsidiaries other than the utility operations have no significant properties other than the ownership and operation of coal mining property in
Indiana which is identified in Item 1.
 
  

Pr operty Serving as Collateral

SIGECO's properties are subject to the lien of the First Mortgage Indenture dated as of April 1, 1932, between SIGECO and Bankers Trust
Company, as Trustee, and Deutsche Bank, as successor Trustee, as supplemented by various supplemental indentures.

ITEM 3.  LEGAL PROCEEDINGS

The Company is party to various legal proceedings and audits and reviews by taxing authorities and other government agencies arising in the
normal course of business.  In the opinion of management, there are no legal proceedings or other regulatory reviews or audits pending against
the Company that are likely to have a material adverse effect on its financial position, results of operations, or cash flows.  See the notes to the
consolidated financial statements regarding commitments and contingencies, environmental matters, and rate and regulatory matters.  The
consolidated financial statements are included in “Item 8 Financial Statements and Supplementary Data.”
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ITEM 4.  MINE SAFETY DISCLOSURES

Not Applicable.

PART II
ITEM 5.  MARKET FOR COMP ANY'S COMMON EQUITY , RELATED ST OCKHOLDER MA TTERS, AND ISSUER
        PURCHASES OF EQUITY SECURITIES

 Market Data, Dividends Paid, and Holders of Record

The Company’s common stock trades on the New York Stock Exchange under the symbol ‘‘VVC.’’  For each quarter in 2011 and 2010, the
high and low sales prices for the Company’s common stock as reported on the New York Stock Exchange and dividends paid are presented
below.

        
   Cash  Common Stock Price Range
   Dividend  High  Low
2011        
 First Quarter   $      0.345   $      27.31   $      25.33
 Second Quarter           0.345           28.84           26.66
 Third Quarter           0.345           28.73           23.65
 Fourth Quarter           0.350           30.65           25.49
2010        
 First Quarter   $      0.340   $      25.07   $      22.14
 Second Quarter           0.340           25.60           21.66
 Third Quarter           0.340           26.05           22.97
 Fourth Quarter           0.345           27.85           24.18

On January 31, 2012 the board of directors declared a dividend of $0.350 per share, payable on March 1, 2012, to common shareholders of
record on February 15, 2012.

As of January 31, 2012, there were 9,091 registered shareholders of the Company’s common stock.

Quarterly Shar e Pur chases

Periodically, the Company purchases shares from the open market to satisfy share requirements associated with the Company’s share-based
compensation plans.  The following chart contains information regarding open market purchases made by the Company to satisfy share-based
compensation requirements during the quarter ended December 31, 2011.

          

Period  

Number
of

Shares
Purchased 

Average
Price

Paid Per
Share  

Total
Number of

Shares
Purchased

as
Part of

Publicly
Announced

Plans  

Maximum
Number of
Shares That

May Be
Purchased

Under
These Plans 

          
October 1-31  - $ - - - 
November 1-30  221,368  29.22 - - 
December 1-31  20,500  28.67 - - 
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Dividend Policy

Common stock dividends are payable at the discretion of the board of directors, out of legally available funds.  The Company’s policy is to
distribute approximately 65 percent of earnings over time.  On an annual basis, this percentage has varied and could continue to vary due to
short-term earnings volatility.  The Company has increased its dividend for 52 consecutive years.  While the Company is under no contractual
obligation to do so, it intends to continue to pay dividends and increase its annual dividend consistent with historical practice.  Nevertheless,
should the Company’s financial condition, operating results, capital requirements, or other relevant factors change, future dividend payments,
and the amounts of these dividends, will be reassessed.
  
ITEM 6.  SELECTED FINANCIAL DA TA

The following selected financial data is derived from the Company’s audited consolidated financial statements and should be read in
conjunction with those financial statements and notes thereto contained in this Form 10-K.

  Year Ended December 31,  
(In millions, except per share data)  2011   2010   2009   2008   2007  
                
Operating Data:                
Operating revenues  $ 2,325.2  $ 2,129.5  $ 2,088.9  $ 2,484.7  $ 2,281.9 
Operating income  $ 370.0  $ 316.8  $ 280.1  $ 263.4  $ 260.5 
Net income  $ 141.6  $ 133.7  $ 133.1  $ 129.0  $ 143.1 
Average common shares outstanding   81.8   81.2   80.7   78.3   75.9 
Fully diluted common shares outstanding   81.8   81.3   81.0   78.7   76.4 
Basic earnings per share                     
  on common stock  $ 1.73  $ 1.65  $ 1.65  $ 1.65  $ 1.89 
Diluted earnings per share                     
  on common stock  $ 1.73  $ 1.64  $ 1.64  $ 1.63  $ 1.87 
Dividends per share on common stock  $ 1.385  $ 1.365  $ 1.345  $ 1.310  $ 1.270 
                     
Balance Sheet Data:                     
Total assets  $ 4,878.9  $ 4,764.2  $ 4,671.8  $ 4,632.9  $ 4,296.4 
Long-term debt, net  $ 1,559.6  $ 1,435.2  $ 1,540.5  $ 1,247.9  $ 1,245.4 
Common shareholders' equity  $ 1,465.5  $ 1,438.9  $ 1,397.2  $ 1,351.6  $ 1,233.7 
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ITEM 7.  MANAGEMENT'S DISCUSSION AND ANAL YSIS OF RESUL TS OF OPERA TIONS AND FINANCIAL CONDITION

Executive Summary of Consolidated Results of Operations

In this discussion and analysis, the Company analyzes contributions to consolidated earnings and earnings per share from its Utility Group and
Nonutility Group separately since each operates independently requiring distinct competencies and business strategies, offers different energy
and energy related products and services, and experiences different opportunities and risks.

The Utility Group generates revenue primarily from the delivery of natural gas and electric service to its customers.  The primary source of cash
flow for the Utility Group results from the collection of customer bills and the payment for goods and services procured for the delivery of gas
and electric services.  The activities of, and revenues and cash flows generated by, the Nonutility Group are closely linked to the utility industry,
and the results of those operations are generally impacted by factors similar to those impacting the overall utility industry.  In addition, there are
other operations, referred to herein as Corporate and Other, that include unallocated corporate expenses such as advertising and charitable
contributions, among other activities.

The Company has in place a disclosure committee that consists of senior management as well as financial management.  The committee is
actively involved in the preparation and review of the Company’s SEC filings.

Net income and earnings per share, in total and by group, for the years ended December 31, 2011, 2010, and 2009 follow:
          
  Year Ended December 31,  
(In millions, except per share data)  2011  2010   2009  
          
Net income  $ 141.6  $ 133.7  $ 133.1 

Attributed to:             
Utility Group  $ 122.9  $ 123.9  $ 107.4 
Nonutility Group   23.8   9.8   25.8 
Corporate & Other   (5.1)   -   (0.1)

             
             
Basic earnings per share  $ 1.73  $ 1.65  $ 1.65 

Attributed to:             
Utility Group  $ 1.50  $ 1.53  $ 1.33 
Nonutility Group   0.29   0.12   0.32 
Corporate & Other   (0.06)   -   - 

 
Results
For the year ended December 31, 2011, consolidated net income was $141.6 million, or $1.73 per share, compared to earnings of $133.7
million, or $1.65 per share in 2010 and $133.1 million, or $1.65 per share in 2009.

In 2011, the Company advanced initiatives to grow its nonutility infrastructure services segment; to reduce exposure to volatile commodity-
related businesses; and to permit its utilities to earn their allowed returns.  During the first quarter of 2011, the Company purchased Minnesota
Limited, a transmission pipe construction company.  Earnings were favorably impacted by this acquisition along with increased demand in the
services offered by the nonutility infrastructure services segment.  During the fourth quarter of 2011, the Company sold its wholly owned retail
natural gas marketer, Vectren Source.  New base rates were established in the Company’s electric utility service territory in May providing for
the opportunity to earn on the $325 million of rate base added since the last base rate case.  Further, multiple Utility Group refinancing
transactions were completed in 2011 at favorable interest rates.

Natural gas market conditions continued to impact the Company’s investment in wholesale energy marketer ProLiance Holdings, LLC, and the
continued soft real estate market resulted in impairment charges associated with legacy real estate holdings.  These transactions, along with
other operating trends, are further described below.
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Utility Group

During 2011, the Utility Group earned $122.9 million, compared to $123.9 million earned in 2010 and $107.4 million earned in 2009. The
results in 2011 reflect an increase in earnings from electric operations and slightly lower earnings from gas operations.  Utility results also
include an unfavorable income tax adjustment associated with the sale of Vectren Source.  The increase in 2010 compared to 2009 results from
the return of large customer usage, summer cooling weather that was significantly warmer than normal and the prior year, and lower operating
expenses.

Gas utility services
The gas utility segment earned $52.5 million during the year ended December 31, 2011, compared to earnings of $53.7 million in 2010 and
$50.2 million in 2009. Results over the periods presented have been impacted by continued growth in large customer margin and return on bare
steel, cast iron, and distribution riser replacement activities in Ohio.  In 2011 increased operating expenses associated with planned maintenance
activities, environmental remediation efforts, and a brief work stoppage related to bargaining unit labor negotiations unfavorably impacted year
over year trends. In 2010 results were favorably impacted by the phased implementation of a straight fixed variable rate design in the Ohio
service territory and by lower operating expenses.

Electric utility services
The electric operations earned $65.0 million during 2011, compared to $60.9 million in 2010 and $48.3 million in 2009. The year ended 2011
has been positively impacted by new electric base rates implemented on May 3, 2011 and negatively impacted by summer weather that, while
warmer than normal, was cooler than the extreme summer temperatures in 2010.  Earnings in 2011 were also reduced by increased power
supply operating expenses associated with planned electric generating maintenance activities.  The increase in 2010 compared to 2009 is
principally due to extreme summer weather and increased large customer margins.
 
Management estimates the impact of weather on electric margin, compared to normal temperatures, to be approximately $3.0 million favorable
in 2011.  This compares to 2010, where management estimated a $10.4 million favorable impact on margin compared to normal.  In 2010
summer cooling weather was 34 percent warmer than normal.  In 2009, there was mild cooling weather, and management estimates the impact
on electric margin to be $4.8 million unfavorable compared to normal in that year.  Although summer temperatures were warmer than normal in
2011, year over year compared to 2010, there was a decline in earnings of approximately $4.4 million after tax, or $0.05 per share.  In 2010
compared to 2009, there was an estimated increase of $9.0 million after tax, or $0.11 per share, due to electric weather.

Other utility operations
In 2011 earnings from other utility operations were $5.4 million compared to $9.3 million in 2010 and $8.9 million in 2009.  The decrease in
2011 is primarily due to a higher effective income tax rate. The higher income tax rate results primarily from the revaluation of existing Utility
Group deferred income taxes as a result of the fourth quarter sale of Vectren Source.  The charge to income taxes as a result of the revaluation
was approximately $2.8 million.

Nonutility Group
In 2011, Nonutility Group earnings were $23.8 million compared to earnings of $9.8 million in 2010 and $25.8 million in 2009.  The
infrastructure services, energy services, and coal mining operations combined for $38.2 million of earnings contribution in 2011 compared to
$21.4 million of earnings contribution in 2010 and $24.2 million in 2009.  In 2011, Infrastructure Services earnings increased $11.8 million
compared to 2010, driven by increased demand and the Minnesota Limited acquisition.  Coal Mining earnings also increased $4.7 million year
over year due to increased third party sales resulting from the opening of Oaktown 1.  Both 2011 and 2010 reflect reduced optimization
opportunities at ProLiance, which resulted in its contribution to Vectren’s results being a loss of $22.9 million in 2011 and $7.9 million in
2010.  In 2009 ProLiance contributed earnings of approximately $14.2 million, before the impacts of an impairment charge associated with an
investment in a storage asset held by ProLiance (the Liberty Charge). 

Overall results were impacted by the sale of retail natural gas marketer Vectren Source in 2011 and certain charges throughout the years
presented.  In 2011, the sale of Vectren Source, net of transaction costs, resulted in a pretax gain of $25.4 million.  After current taxes and the
impact of the revaluation of deferred taxes resulting from the sale of $3.5 million ($2.8 million at the Utility Group and $0.7 million at the
Nonutility Group), the after tax consolidated gain was approximately $12.4 million.  Legacy real estate charges totaled $15.4 million, or $9.2
million after tax, in 2011.  Results in 2010 were also impacted by charges related to legacy investments totaling $6.9 million after tax, and 2009
contains an $11.9 million after tax charge associated with the Liberty Charge.  In the consolidated financial statements, Note 6 describes the
sale of Vectren Source, Note 8 describes the legacy investment charges, and Note 7 describes the Liberty Charge.
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Corporate & Other
The 2011 results in corporate and other primarily reflect a contribution to the Vectren Foundation, a 501(c)(3) charitable organization, totaling
$6.0 million, or $3.9 after tax.  The contribution is reflected in Other operating expenses in the consolidated financial statements.
  
Dividends

Dividends declared for the year ended December 31, 2011 were $1.385 per share, compared to $1.365 in 2010 and $1.345 per share in 2009.  In
November 2011, the Company’s board of directors increased its quarterly dividend to $0.350 per share from $0.345 per share.  The increase
marks the 52nd consecutive year Vectren and predecessor companies’ have increased annual dividends paid.

Use of Non-GAAP Performance Measur es and Per Shar e Measur es

Per share earnings contributions of the Utility Group, Nonutility Group, and Corporate and Other are presented and are non-GAAP measures. 
Such per share amounts are based on the earnings contribution of each group included in Vectren’s consolidated results divided by Vectren’s
basic average shares outstanding during the period.  The earnings per share of the groups do not represent a direct legal interest in the assets and
liabilities allocated to the groups, but rather represent a direct equity interest in Vectren Corporation's assets and liabilities as a whole.  These
non-GAAP measures are used by management to evaluate the performance of individual businesses.  In addition, other items giving rise to
period over period variances, such as weather, are presented on an after tax and per share basis.  These amounts are calculated at a statutory tax
rate divided by Vectren’s basic average shares outstanding during the period.  Accordingly, management believes these measures are useful to
investors in understanding each business’ contribution to consolidated earnings per share and in analyzing consolidated period to period
changes and the potential for earnings per share contributions in future periods.  Reconciliations of the non-GAAP measures to their most
closely related GAAP measure of consolidated earnings per share are included throughout this discussion and analysis.  The non-GAAP
financial measures disclosed by the Company should not be considered a substitute for, or superior to, financial measures calculated in
accordance with GAAP, and the financial results calculated in accordance with GAAP.

Detailed Discussion of Results of Operations

Following is a more detailed discussion of the results of operations of the Company’s Utility and Nonutility operations.  The detailed results of
operations for these groups are presented and analyzed before the reclassification and elimination of certain intersegment transactions necessary
to consolidate those results into the Company’s Consolidated Statements of Income.
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Results of Operations of the Utility Gr oup

The Utility Group is comprised of Utility Holdings’ operations and consists of the Company’s regulated operations and other operations that
provide information technology and other support services to those regulated operations.  Regulated operations consist of a natural gas
distribution business that provides natural gas distribution and transportation services to nearly two-thirds of Indiana and to west central Ohio
and an electric transmission and distribution business, which provides electric distribution services primarily to southwestern Indiana, and the
Company’s power generating and wholesale power operations.  In total, these regulated operations supply natural gas and/or electricity to over
one million customers. Utility Group operating results before certain intersegment eliminations and reclassifications for the years ended
December 31, 2011, 2010, and 2009, follow:
  Year Ended December 31,  
(In millions, except per share data)  2011   2010   2009  
OPERATING REVENUES          

Gas utility  $ 819.1  $ 954.1  $ 1,066.0 
Electric utility   635.9   608.0   528.6 
Other   2.0   1.6   1.6 

Total operating r evenues   1,457.0   1,563.7   1,596.2 
OPERATING EXPENSES             

Cost of gas sold   375.4   504.7   618.1 
Cost of fuel & purchased power   240.4   235.0   194.3 
Other operating   313.1   299.2   304.6 
Depreciation & amortization   192.3   188.2   180.9 
Taxes other than income taxes   54.0   59.6   60.3 

Total operating expenses   1,175.2   1,286.7   1,358.2 
OPERA TING INCOME   281.8   277.0   238.0 
             
Other income - net   4.3   5.4   7.8 
             
Interest expense   80.3   81.4   79.2 
             
INCOME BEFORE INCOME T AXES   205.8   201.0   166.6 
             
Income taxes   82.9   77.1   59.2 
             
NET INCOME  $ 122.9  $ 123.9  $ 107.4 
CONTRIBUTION T O VECTREN BASIC EPS  $ 1.50  $ 1.53  $ 1.33 

Trends in Utility Operations

The Regulatory Environment

Gas and electric operations, with regard to retail rates and charges, terms of service, accounting matters, financing, and certain other operational
matters specific to its Indiana customers (the operations of SIGECO and Indiana Gas), are regulated by the IURC.  The retail gas operations of
VEDO are subject to regulation by the PUCO.

Over the last five years, orders establishing new base rates have been received by each utility.  SIGECO’s electric territory received an order in
April 2011, effective May 2011, and its gas territory received an order in August 2007.  Indiana Gas received its most recent base rate order in
February 2008 and VEDO in January 2009.  The orders authorize a return on equity ranging from 10.15 percent to 10.40 percent.  The
authorized returns reflect the impact of innovative rate design strategies having been authorized by these state commissions.  Outside of a full
base rate proceeding, these innovative approaches to some extent mitigate the impacts of investments in government-mandated projects,
operating costs that are volatile or that increase with government mandates, and changing consumption patterns.  In addition to timely gas and
fuel cost recovery, approximately $41 million of the Utility Group’s approximate $313 million in Other operating  expenses incurred during
2011 are subject to a recovery mechanism outside of base rates.  In 2011, state laws in both Indiana and Ohio were passed that expand the
ability of utilities to recover certain costs of federally mandated projects, and in Ohio other projects, outside of a base rate
proceeding.  Therefore, utilization of these mechanisms will likely increase in the coming years.
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Rate Design Strategies
Sales of natural gas and electricity to residential and commercial customers are seasonal and are impacted by weather.  Trends in average use
among natural gas residential and commercial customers have tended to decline as more efficient appliances and furnaces are installed and the
Company’s utilities have implemented conservation programs.  In the Company’s two Indiana natural gas service territories, normal
temperature adjustment (NTA) and lost margin recovery mechanisms largely mitigate the effect that would otherwise be caused by variations in
volumes sold to these customers due to weather and changing consumption patterns.  The Ohio natural gas service territory has a straight fixed
variable rate design.  This rate design, which was fully implemented in February 2010, mitigates most of the Ohio service territory’s weather
risk and risk of decreasing consumption.  Prior to the implementation of this rate design, the Ohio service territory had a lost margin recovery
mechanism.  In all natural gas service territories, commissions have authorized bare steel and cast iron replacement programs.  SIGECO’s
electric service territory currently recovers certain transmission investments outside of base rates.  The electric service territory has neither an
NTA nor a decoupling mechanism; however, rate designs provide for a lost margin recovery mechanism that works in tandem with conservation
initiatives.

Tracked Operating Expenses
Gas costs and fuel costs incurred to serve Indiana customers are two of the Company’s most significant operating expenses.  Rates charged to
natural gas customers in Indiana contain a gas cost adjustment (GCA) clause. The GCA clause allows the Company to timely charge for
changes in the cost of purchased gas, inclusive of unaccounted for gas expense based on historical experience.  Electric rates contain a fuel
adjustment clause (FAC) that allows for timely adjustment in charges for electric energy to reflect changes in the cost of fuel.  The net energy
cost of purchased power, subject to an approved variable benchmark based on NYMEX natural gas prices, is also timely recovered through the
FAC.

GCA and FAC procedures involve periodic filings and IURC hearings to establish the amount of price adjustments for a designated future
period.  The procedures also provide for inclusion in later periods of any variances between actual recoveries representing the estimated costs
and actual costs incurred.

The IURC has also applied the statute authorizing GCA and FAC procedures to reduce rates when necessary to limit net operating income to a
level authorized in its last general rate order through the application of an earnings test.  These earnings tests have not had any material impact
to the Company’s recent operating results and are not expected to have any material impact in the foreseeable future.  Since October of 2008,
the Company has not been the supplier of natural gas in its Ohio territory.

In Indiana, gas pipeline integrity management costs, costs to fund energy efficiency programs, MISO costs, and the gas cost component of
uncollectible accounts expense based on historical experience are recovered by mechanisms outside of standard base rate recovery.  Certain
operating costs, including depreciation, associated with operating environmental compliance equipment at electric generation facilities and
regional electric transmission investments are also recovered outside of base rates when the associated asset is recovered outside of base
rates.  In Ohio, expenses such as uncollectible accounts expense, costs associated with exiting the merchant function, and costs associated with
a distribution replacement program are subject to recovery outside of base rates.  Revenues and margins are also impacted by the collection of
state mandated taxes, which primarily fluctuate with gas and fuel costs.
 
See the Rate and Regulatory Matters section of this discussion and analysis for more specific information on significant proceedings involving
the Company’s utilities over the last three years.

Utility Group Margin

Throughout this discussion, the terms Gas Utility margin and Electric Utility margin are used.  Gas Utility margin is calculated as Gas utility
revenues less the Cost of gas sold.  Electric Utility margin is calculated as Electric utility revenues less Cost of fuel & purchased power.  The
Company believes Gas Utility and Electric Utility margins are better indicators of relative contribution than revenues since gas prices and fuel
and purchased power costs can be volatile and are generally collected on a dollar-for-dollar basis from customers.  Following is a discussion
and analysis of margin generated from regulated utility operations.
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Gas Utility Margin (Gas utility revenues less Cost of gas sold)
Gas utility margin and throughput by customer type follows:
          
  Year Ended December 31,  
(In millions)  2011   2010   2009  
          
Gas utility revenues  $ 819.1  $ 954.1  $ 1,066.0 
Cost of gas sold   375.4   504.7   618.1 

Total gas utility margin  $ 443.7  $ 449.4  $ 447.9 
Margin attributed to:             

Residential & commercial customers  $ 375.2  $ 384.7  $ 387.2 
Industrial customers   56.4   52.2   46.6 
Other   12.1   12.5   14.1 

Sold & transported volumes in MMDth attributed to:          
Residential & commercial customers   99.9   106.2   106.5 
Industrial customers   97.0   90.8   78.0 
Total sold & transported volumes   196.9   197.0   184.5 

Over the three years ended December 31, 2011, volumes sold to residential and commercial customers have been impacted by weather, lower
gas prices, conservation initiatives, and changing consumption patterns.  However, the impact on margin has been generally offset as planned
by rate design strategies.  Large customer volumes were impacted by the recession, falling approximately 15 percent in 2009.  With the
economy stabilizing in 2010, volumes in 2010 returned to pre-recession levels with additional growth in 2011.  The recovery from the recession
and increasing ethanol production were the principal reasons for the change in large customer margin over the years presented.  The average
cost per dekatherm of gas purchased during 2011 was $5.30, compared to $5.99 in 2010 and $5.97 in 2009.

Gas utility margins were $443.7 million for year ended December 31, 2011, and compared to 2010 decreased $5.7 million.  Margin decreased
$8.0 million year over year due to lower revenue taxes and operating costs recovered in margin.  Management estimates a decrease of $3.5
million due to Ohio rate design changes, as described below.  Returns generated on investments in bare steel/ cast iron and distribution riser
replacement in Ohio increased margins $2.7 million year over year.  Large customer margin, net of the impacts of regulatory initiatives and
tracked costs, increased by $3.8 million due primarily to ethanol producers.

For the year ended December 31, 2010, gas utility margins increased $1.5 million compared to 2009.  Management estimates an increase of
$2.4 million due to Ohio rate design changes, as described below.  Large customer margin, net of the impacts of regulatory initiatives and
tracked costs, increased by $5.7 million due primarily to increased volumes sold.  Margin decreased $1.9 million due to lower miscellaneous
revenues and other revenues associated with lower gas costs.  The remaining decrease is primarily due to a $5.0 million decrease for lower
operating expenses and revenue taxes directly recovered in margin.

The rate design approved by the PUCO on January 7, 2009, and initially implemented on February 22, 2009, allowed for the phased movement
toward a straight fixed variable rate design.  This rate design places substantially all of the fixed cost recovery in the monthly customer service
charge.  This rate design mitigates most weather risk as well as the effects of declining usage, similar to the company’s lost margin recovery
mechanism in place in the Indiana natural gas service territories and the mechanism in place in Ohio prior to this rate order.  Since the straight
fixed variable rate design was fully implemented in February 2010, nearly 90 percent of the combined residential and commercial base rate gas
margins were recovered through the customer service charge.  As a result of the timing of this conversion, margin in 2010 was favorably
impacted by the volumetric rate design in place during the peak delivery winter months of January and the first half of February.  Margin
recognized in 2011 reflects the full implementation of the rate design which resulted in a decrease in margin in 2011 compared to 2010.
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Electric Utility Margin (Electric utility revenues less Cost of fuel & purchased power)
Electric utility margin and volumes sold by customer type follows:
          
  Year Ended December 31,  
(In millions)  2011   2010   2009  
          
Electric utility revenues  $ 635.9  $ 608.0  $ 528.6 
Cost of fuel & purchased power   240.4   235.0   194.3 

Total electric utility margin  $ 395.5  $ 373.0  $ 334.3 
Margin attributed to:             

Residential & commercial customers  $ 255.8  $ 241.2  $ 224.6 
Industrial customers   101.6   97.1   81.7 
Municipals & other customers   8.5   8.5   7.3 
Subtotal: Retail  $ 365.9  $ 346.8  $ 313.6 
Wholesale margin   29.6   26.2   20.7 
Total electric utility margin  $ 395.5  $ 373.0  $ 334.3 

             
Electric volumes sold in GWh attributed to:             

Residential & commercial customers   2,827.2   2,964.0   2,760.8 
Industrial customers   2,744.8   2,630.3   2,258.9 
Municipals & other   22.8   22.6   20.0 
Total r etail & firm wholesale volumes sold   5,594.8   5,616.9   5,039.7 

Retail
Electric retail utility margins were $   365.9 million for the year ended December 31, 2011 and compared to 2010 increased by $19.1
million.  The impact of new base rates increased margin $23.7 million.  Management estimates the impact of weather, which was warmer than
normal but cooler compared to the prior year, to have decreased residential and commercial margin $7.4 million.  Margin increased $2.4 million
year over year due to increased MISO operating costs that are directly recovered in margin.

In 2010, electric retail utility margins increased $33.2 million compared to 2009.  Management estimates the impact of warmer than normal
weather to have increased residential and commercial margin $14.2 million year over year.  Management also estimates industrial margins, net
of the impacts of regulatory initiatives and recovery of tracked costs, to have increased approximately $12.8 million year over year due
primarily to increased volumes.  Margin among the customer classes associated with returns on pollution control investments increased $3.4
million, and margin associated with tracked costs such as recovery of MISO and pollution control operating expenses increased $4.1 million.

Margin from Wholesale Electric Activities
Periodically, generation capacity is in excess of native load.  The Company markets and sells this unutilized generating and transmission
capacity to optimize the return on its owned assets.  Substantially all off-system sales occur into the MISO Day Ahead and Real Time
markets.  Further detail of Wholesale activity follows:
          
  Year Ended December 31,  
(In millions)  2011   2010   2009  
Transmission system margin  $ 23.5  $ 18.8  $ 14.6 
Off-system margin   6.1   7.4   6.1 

Total wholesale margin  $ 29.6  $ 26.2  $ 20.7 

The Company earns a return on electric transmission projects constructed by the Company in its service territory that meet the criteria of
MISO’s regional transmission expansion plans.  Margin associated with these projects, including the reconciliation of recovery mechanisms,
and other transmission system operations, totaled $23.5 million during 2011, compared to $18.8 million in 2010 and $14.6 million in
2009.  Increases are primarily due to increased investment in qualifying projects.
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One such project currently under construction meeting these expansion plan criteria is an interstate 345 Kv transmission line that connects
Vectren’s A.B. Brown Generating Station to a station in Indiana owned by Duke Energy to the north and will connect to a station in Kentucky
owned by Big Rivers Electric Corporation to the south.  During the construction of these transmission assets and while these assets are in
service, SIGECO will recover an approximate 10 percent return, inclusive of the FERC approved equity rate of return of
12.38 percent, on capital investments through a rider mechanism which is projected annually and reconciled the following year based on actual
results.  Of the total investment, which is expected to approximate $100 million, the Company has invested approximately $74 million as of
December 31, 2011.  The north leg of this expansion was placed in service in November 2010, and the south leg of this project is expected to be
operational in 2012. 

For the year ended December 31, 2011, margin from off-system sales was $6.1 million, compared to $7.4 million in 2010 and $6.1 million in
2009.  The base rate changes implemented in May 2011 require that wholesale margin from off-system sales earned above or below $7.5
million be shared equally with customers.  This compares to a $10.5 million sharing threshold established in 2007.  Results for the periods
presented reflect the impact of that sharing.  Off-system sales totaled 586.7 GWh in 2011, compared to 587.6 GWh in 2010, and 603.6 GWh in
2009.

Utility Group Operating Expenses

Other Operating
For the year ended December 31, 2011, Other operating  expenses were $313.1 million, and compared to 2010 reflect an increase of $13.9
million.  The increase is primarily attributable to higher electric power supply operating expenses.  Such expenses increased $10.8 million year
over year with $6.9 million attributed to planned outage maintenance and $3.1 million attributed to variable production costs.  The remaining
variance is primarily attributable to higher planned energy delivery costs.

For the year ended December 31, 2010, Other operating  expenses decreased $5.4 million compared to 2009.  Excluding expenses tracked
directly in margin, operating costs decreased $7.9 million.  There was a $3.0 million reduction in Indiana uncollectible accounts expense.  And
in 2009, the Company incurred $5.3 million related to environmental remediation efforts.
 
Depreciation & Amortization
For the year ended December 31, 2011, depreciation and amortization  expense was $192.3 million, compared to $188.2 million in 2010 and $18
million in 2009.  These increases reflect utility investments placed into service.  The higher deprecation as a result of increasing rate base was of
by lower amortization of certain deferred costs pursuant to the May 2011 electric base rate order.  Such decreased amortizations were $2.5 millio
2011.

Taxes Other Than Income Taxes
Taxes other than income taxes decreased $5.6 million in 2011 compared to 2010 and decreased $0.7 million in 2010 compared to 2009.  The
decreases are primarily attributable to lower Ohio excise and usage taxes associated with that territory’s ongoing process of exiting the
merchant function, which started in the second quarter of 2010.  These taxes are primarily revenue-related taxes and are offset dollar-for-dollar
with lower gas utility revenues.

Other Income-Net
Other income-net reflects income of $4.3 million in 2011, compared to $5.4 million in 2010 and $7.8 million in 2009. The declines among the
years principally reflect lower returns associated with investments that fund benefit plans.  The earnings in 2009 reflect the partial recovery of
those investments from the significant market declines in 2008 associated with the recession.

Interest Expense
For year ended December 31, 2011, interest expense was $80.3 million, and is a slight decrease compared to 2010.  The decrease is primarily
due to fourth quarter 2011 refinancing activity in which $250 million of long-term debt with a 6.625 percent interest rate matured and was
replaced with $150 million of new long-term debt with an average interest rate of 5.12 percent and $100 million of short-term
borrowings.  During the fourth quarter, the Company also called $96.2 million of long-term debt at a rate of 5.95 percent and replaced that
issuance in February 2012 with new debt at a rate of 5.0 percent.  The impacts of refinancing at lower rates will decrease interest more
significantly in 2012.
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The $2.2 million increase in 2010 compared to 2009 reflects the impact of long-term financing transactions completed in 2009, offset by lower
interest from less debt outstanding overall.  The long-term financing transactions completed in 2009 include a second quarter issuance by
Utility Holdings of $100 million in unsecured eleven year notes with an interest rate of 6.28 percent and a third quarter completion by SIGECO
of a $22.3 million debt issuance of 31 year tax exempt first mortgage bonds with an interest rate of 5.4 percent.

Income Taxes
In 2011, Utility Group federal and state income taxes were $82.9 million, compared to $77.1 million in 2010 and $59.2 million in 2009.  The
$5.8 million increase in 2011 primarily reflects a higher effective income tax rate.  The higher income tax rate includes a $2.8 million charge
that results from the revaluation of existing Utility Group deferred income taxes as a result of the fourth quarter sale of Vectren Source.

Federal and state income taxes increased $17.9 million in 2010 compared to 2009.  The increase is primarily impacted by greater pre-tax
income in 2010 and no manufacturing tax deduction in 2010 as a result of significant bonus depreciation driving down qualifying income.  In
addition, the lower effective tax rate in 2009 reflects a greater share of taxable income in states with low, or no, state income taxes.

Legislative Matters

Pipeline Safety Law
On January 3, 2012 the Pipeline Safety, Regulatory Certainty and Job Creation Act of 2011 was signed into law.  This new law, which
reauthorizes federal pipeline safety programs through fiscal year 2015, provides for enhanced safety, reliability and environmental protection in
the transportation of energy products by pipeline. The new law increases federal enforcement authority, grants the federal government expanded
authority over pipeline safety, provides for new safety regulations and standards, and authorizes or requires the completion of several pipeline
safety-related studies.  The DOT is required to promulgate a number of new regulatory requirements.  The direction of those regulations will be
based on the results of the studies and reports required or authorized by the new law and may eventually lead to further regulatory or statutory
requirements.
 
The Company continues to study the impact of the new law and potential new regulations associated with its implementation.  At this time,
compliance costs and other effects associated with the increased pipeline safety regulations remain uncertain.  However, the new law is
expected to result in further investment in pipeline inspections, and where necessary, additional modernization of pipeline infrastructure; and
therefore, result in both increased levels of operating expenses and capital expenditures associated with the Company’s natural gas distribution
businesses.  Operating expenses associated with expanded compliance requirements may grow to approximately $9 million annually, with $6
million attributable to the Indiana operations.  The Company expects to seek recovery under Senate Bill 251 referenced below, or such costs
may be recoverable through current tracking mechanisms.  Capital investments, driven by the pipeline safety regulations, associated with the
Company’s Indiana gas utilities are expected to be approximately $80 million over the next five years, which would likely qualify as federally
mandated regulatory requirements.  In Ohio, capital investments are expected to be approximately $55 million over the next five years.  The
Company expects to seek recovery of capital investments associated with complying with these federal mandates in accordance with Senate Bill
251 in Indiana and House Bill 95 in Ohio (referenced below).

Indiana House Bill 1004
In May 2011, House Bill 1004 was signed into law.  This legislation phases in over four years a two percent rate reduction to the Indiana
Adjusted Gross Income Tax for corporations.  Pursuant to House Bill 1004, the tax rate will be lowered by one-half percent each year beginning
on July 1, 2012, to the final rate of six and one-half percent effective July 1, 2015.  Pursuant to FASB guidance, the Company accounted for the
effect of the change in tax law on its deferred taxes in the second quarter of 2011, the period of enactment.  The impact was not material to
results of operations or financial condition as the decrease in Deferred tax liabilities was generally offset by a $17.1 million decrease in
Regulatory assets.

Indiana Senate Bill 251
In April 2011, Senate Bill 251 was signed into law.  While the bill is broad in scope, it allows for cost recovery outside of a base rate proceeding
for federal government mandated projects and provides for a voluntary clean energy portfolio standard. 
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The law applies to both gas and electric utility operations and provides a framework to recover 80 percent of federally mandated costs through a
periodic rate adjustment mechanism outside of a general rate case.  Such costs include construction, depreciation, operating and other costs. 
The remaining 20 percent of those costs are to be deferred for recovery in the utility’s next general rate case.  The Company is currently
evaluating the impact this law may have on its operations, including applicability to expenditures associated with the integrity, safety, and
reliable operation of natural gas pipelines and facilities; ash disposal; water regulations; and air pollution, including greenhouse gas emissions,
among other federally mandated projects and potential projects. 

The legislation establishes a voluntary clean energy portfolio standard that provides incentives to electricity suppliers participating in the
program.  The goal of the program is that by 2025, at least 10 percent of the total electricity obtained by the supplier to meet the energy needs of
its Indiana retail customers will be provided by clean energy sources, as defined.  The financial incentives include an enhanced return on equity
and tracking mechanisms to recover program costs.  In advance of a federal portfolio standard and Senate Bill 251, SIGECO received
regulatory approval to purchase a 3 MW landfill gas generation facility from a related entity.  The facility was purchased in 2009 and is directly
connected to the Company’s distribution system.  In 2009, the Company also executed a long term purchase power commitment for 50 MW of
wind energy.  These transactions supplement a 30 MW wind energy purchase power agreement executed in 2008.  Before the impacts of
efficiency measures, the Company currently stands at approximately 5 percent of its electricity being provided by clean energy sources due to
the long-term wind contracts and landfill gas investments.  The Company continues to evaluate whether to participate in this voluntary program.

Ohio House Bill 95
In June 2011, Ohio House Bill 95 was signed into law.  The law adjusts, among other things, the manner in which gas utilities file for rate
changes, including the implementation of base rate changes, alternative rate plans, and automatic rate adjustment mechanisms.  Outside of a
base rate proceeding, the legislation permits a natural gas company to apply to implement a capital expenditure program for infrastructure
expansion, upgrade, or replacement; installation, upgrade, or replacement of information technology systems; or any program necessary to
comply with government regulation.  Once such application is approved, the legislation authorizes recovery or deferral of program costs, such
as depreciation, property taxes, and carrying costs.  The Company is assessing the impact this legislation may have on its operations.  On
February 3, 2012, the Company initiated a filing under House Bill 95.  This filing requests accounting authority to defer depreciation, post in
service carrying costs and property taxes for its approximate $25 million 2012 capital expenditure program.  The capital expenditure program
includes infrastructure expansion and improvements not covered by the Company’s distribution replacement rider as well as expenditures
necessary to comply with PUCO rules, regulations and orders.  A procedural schedule associated with the filing has not yet been set.

Envir onmental Matters

Air Quality
Cross-State Air Pollution Rule (Formerly Clean Air Interstate Rule (CAIR))
On July 7, 2011, EPA finalized the Cross-State Air Pollution Rule (CSAPR).  CSPAR is the EPA’s response to the US Court of Appeals for the
District of Columbia’s (the Court) remand of the Clean Air Interstate Rule (CAIR). CAIR was originally established in 2005 as an allowance
cap and trade program that required reductions from coal-burning power plants for NOx emissions beginning January 1, 2009 and SO2
emissions beginning January 1, 2010, with a second phase of reductions in 2015.
 
In an effort to address the Court’s finding that CAIR did not adequately ensure attainment of pollutants in certain downwind states due to
unlimited trading of SO2and NOx allowances, CSPAR reduces the ability of facilities to meet emission reduction targets through allowance
trading.  Like CAIR, CSPAR sets individual state caps for SO2and NOx emissions.  However, unlike CAIR in which states allocated allowances
through state implementation plans, CSPAR allowances were allocated to individual units directly through the federal rule.  As finalized,
CSAPR requires a 71 percent reduction of SO2 emissions compared to 2005 national levels and a 52 percent reduction of NOx emissions
compared to 2005 national levels and that such reductions are to be achieved with initial step reductions beginning January 1, 2012, with final
compliance to be achieved in 2014.  Multiple administrative and judicial challenges have been filed, including requests to stay CSPAR’s
implementation.

On December 30, 2011, the Court granted a stay of CSPAR and ordered expedited briefing schedules be submitted by January 18, 2012, that
would allow for completion of briefing and a hearing in April 2012.  Two primary issues are before the Court for review:  (1) EPA’s use of air
modeling data (as opposed to exclusive reliance on actual monitoring data) to support state contribution levels, and (2) EPA’s allocation of
allowances directly through a federal implementation plan as opposed to setting state caps and providing states the opportunity to submit
individual state implementation plans.  In addition, there are initiatives in the Congress that, if adopted, would suspend CSPAR’s
implementation.
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Utility Hazardous Air Pollutants (HAPs) Rule
On December 21, 2011, the EPA finalized the Utility HAPs rule.  The HAPs Rule is the EPA’s response to the US Court of Appeals for the
District of Columbia vacating the Clean Air Mercury Rule (CAMR) in 2008.  CAMR was originally established in 2005 as a nation-wide
mercury emission allowance cap and trade system which sought to reduce utility emissions of mercury starting in 2010.

The HAPs rule sets emission limits for hazardous air pollutants for existing and new coal-fired power plants and identifies the following broad
categories of hazardous air pollutants:  mercury, non-mercury hazardous air pollutants (primarily arsenic, chromium, cobalt, and selenium) and
acid gases (hydrogen cyanide, hydrogen chloride, and hydrogen fluoride).  The rule imposes mercury emission limits for two sub-categories of
coal, and proposed surrogate limits for non-mercury and acid gas hazardous air pollutants. The EPA did not grant blanket compliance
extensions, but asserted that states have broad authority to grant one year extensions for individual units where potential reliability impacts have
been demonstrated.  Reductions are to be achieved within three years of publication of the final rule in the Federal register (early
2015).  Initiatives to suspend CSPAR’s implementation by the Congress also apply to the implementation of the HAPs Rule.

Conclusions Regarding Air Regulations
To comply with Indiana’s implementation plan of the Clean Air Act, and other federal air quality standards, the Company obtained authority
from the IURC to invest in clean coal technology.  Using this authorization, the Company invested approximately $411 million starting in 2001
with the last equipment being placed into service on January 1, 2010.  The pollution control equipment included Selective Catalytic Reduction
(SCR) systems, fabric filters, and an SO2 scrubber at its generating facility that is jointly owned with ALCOA (the Company’s portion is 150
MW).  SCR technology is the most effective method of reducing NOx emissions where high removal efficiencies are required and fabric filters
control particulate matter emissions.  The unamortized portion of the $411 million clean coal technology investment was included in rate base
for purposes of determining SIGECO’s new electric base rates approved in the latest base rate order obtained April 27, 2011.  SIGECO’s coal
fired generating fleet is 100 percent scrubbed for SO2 and 90 percent controlled for NOx. 

Utilization of the Company’s NOx and SO2  allowances can be impacted as these regulations are revised and implemented.  Most of these
allowances were granted to the Company at zero cost; therefore, any reduction in carrying value that could result from future changes in
regulations would be immaterial.

The Company is currently reviewing the sufficiency of its existing pollution control equipment in relation to the requirements described in
CSPAR and the Utility HAPs Rule.  Based upon an initial review of the final rules, including minor revisions made to CSPAR in October 2011,
the Company believes that it will be able to meet these requirements with its existing suite of pollution control equipment and the anticipated
allotment of new emission allowances.  However, it is possible some minor modifications to the control equipment and additional operating
expenses could be required.  The Company believes that such additional costs, if necessary, would be recoverable under Indiana Senate Bill 251
referenced above.

Water
Section 316(b) of the Clean Water Act requires that generating facilities use the “best technology available” to minimize adverse environmental
impacts in a body of water.  More specifically, Section 316(b) is concerned with impingement and entrainment of aquatic species in once-
through cooling water intake structures used at electric generating facilities.  In April 2009, the U.S. Supreme Court affirmed that the EPA
could, but was not required to, consider costs and benefits in making the evaluation as to the best technology available for existing generating
facilities.  The regulation was remanded back to the EPA for further consideration.  In March 2011, the EPA released its proposed Section
316(b) regulations.  The EPA did not mandate the retrofitting of cooling towers in the proposed regulation, but if finalized the regulation will
leave it to the state to determine whether cooling towers should be required on a case by case basis.  A final rule is expected in
2012.  Depending on the final rule and on the Company’s facts and circumstances, capital investments could be in the $40 million range if new
infrastructure, such as new cooling water towers, is required.  Costs for compliance with these final regulations would likely qualify as federally
mandated regulatory requirements under Indiana Senate Bill 251 referenced above.
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Coal Ash Waste Disposal & Ash Ponds
In June 2010, the EPA issued proposed regulations affecting the management and disposal of coal combustion products, such as ash generated
by the Company’s coal-fired power plants.  The proposed rules more stringently regulate these byproducts and would likely increase the cost of
operating or expanding existing ash ponds and the development of new ash ponds.  The alternatives include regulating coal combustion by-
products that are not being beneficially reused as hazardous waste.  The EPA did not offer a preferred alternative, but took public comment on
multiple alternative regulations.  Rules may not be finalized in 2012 given oversight hearings, congressional interest, and other factors.
 
At this time, the majority of the Company’s ash is being beneficially reused.  However, the alternatives proposed would require some
retrofitting or closure of existing ash ponds.  The Company estimates capital expenditures to comply could be as much as $30 million, and such
expenditures could exceed $100 million if the most stringent of the alternatives is selected.  Annual compliance costs could increase slightly or
be impacted by as much as $5 million.  Costs for compliance with these regulations would likely qualify as federally mandated regulatory
requirements under Senate Bill 251 referenced above. 

Climate Change
Vectren is committed to responsible environmental stewardship and conservation efforts and if a national climate change policy is implemented
believes it should have the following elements:

·  An inclusive scope that involves all sectors of the economy and sources of greenhouse gases, and recognizes early actions and
investments made to mitigate greenhouse gas emissions;

·  Provisions for enhanced use of renewable energy sources as a supplement to base load coal generation including effective energy
conservation, demand side management, and generation efficiency measures;

·  A flexible market-based cap and trade approach with zero cost allowance allocations to coal-fired electric generators.  The approach
should have a properly designed economic safety valve in order to reduce or eliminate extreme price spikes and potential price
volatility. A long lead time must be included to align nearer-term technology capabilities and expanded generation efficiency and other
enhanced renewable strategies, ensuring that generation sources will rely less on natural gas to meet short term carbon reduction
requirements.  This new regime should allow for adequate resource and generation planning and remove existing impediments to
efficiency enhancements posed by the current New Source Review provisions of the Clean Air Act;

·  Inclusion of incentives for investment in advanced clean coal technology and support for research and development;
·  A strategy supporting alternative energy technologies and biofuels and increasing the domestic supply of natural gas to reduce

dependence on foreign oil and imported natural gas; and
·  The allocation of zero cost allowances to natural gas distribution companies if those companies are required to hold allowances for the

benefit of the end use customer.

The Company emits greenhouse gases (GHG) primarily from its fossil fuel electric generation plants.  The Company uses methodology
described in the Acid Rain Program (under Title IV of the Clean Air Act) to calculate its level of direct CO2 emissions from its fossil fuel
electric generating plants.  The Company’s direct CO2 emissions from its plants over the past 5 years are represented below:

                
(in thousands)  2011   2010   2009   2008   2007  
Direct CO 2 Emissions (tons)   5,645   6,120   5,500   8,029   7,995 

Based on data made available through the Electronic Greenhouse Gas Reporting Tool (e-GRRT) maintained by the EPA, the Company’s direct
CO2 emissions from its fossil fuel electric generation that report under the Acid Rain Program were less than one half of one percent of all
emissions in the United States from similar sources.  Emissions from other Company operations, including those from its natural gas
distribution operations and the greenhouse gas emissions the Company is required to report on behalf of its end use customers, are similarly
available through the EPA’s e-GRRT database and reporting tool.

 
-35-

Vectren 2011 10-K

Appellant's App 
Vol II, p 728a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Table of Contents
Current Initiatives to Increase Conservation & Reduce Emissions
The Company is committed to a policy that reduces greenhouse gas emissions and conserves energy usage.  Evidence of this commitment
includes:

·  Focusing the Company’s mission statement and purpose on corporate sustainability and the need to help customers conserve and
manage energy costs;

·  Building a renewable energy portfolio to complement base load coal-fired generation in advance of mandated renewable energy
portfolio standards;

·  Implementing conservation initiatives in the Company’s Indiana and Ohio gas utility service territories;
·  Implementing conservation and demand side management initiatives in the electric service territory;
·  Evaluating potential carbon requirements with regard to new generation, other fuel supply sources, and future environmental

compliance plans;
·  Reducing the Company’s carbon footprint by measures such as utilizing hybrid vehicles and optimizing generation efficiencies by

utilizing dense pack technology; and
·  Developing renewable energy and energy efficiency performance contracting projects through its wholly owned subsidiary, Energy

Systems Group.

Legislative Actions & Other Climate Change Initiatives
In April 2007, the US Supreme Court determined that greenhouse gases meet the definition of "air pollutant" under the Clean Air Act and
ordered the EPA to determine whether greenhouse gas emissions from motor vehicles cause or contribute to air pollution that may reasonably
be anticipated to endanger public health or welfare.  In April 2009, the EPA published its proposed endangerment finding for public comment. 
The proposed endangerment finding concludes that carbon emissions from mobile sources pose an endangerment to public health and the
environment.  The endangerment finding was finalized in December 2009, and is the first step toward EPA regulating carbon emissions through
the existing Clean Air Act in the absence of specific carbon legislation from Congress.  The EPA has promulgated two greenhouse gas
regulations that apply to the Company’s generating facilities.  In 2009, the EPA finalized a mandatory greenhouse gas emissions registry which
requires the reporting of emissions.  The EPA has also finalized a revision to the Prevention of Significant Deterioration (PSD) and Title V
permitting rules which would require facilities that emit 75,000 tons or more of greenhouse gases a year to obtain a PSD permit for new
construction or a significant modification of an existing facility.  The Company anticipates additional EPA rulemaking related to new generation
sources and significant modifications to existing sources, but the timetable remains uncertain.

Numerous competing federal legislative proposals have also been introduced in recent years that involve carbon, energy efficiency, and
renewable energy.  Comprehensive energy legislation at the federal level continues to be debated, but there has been little progress to date.  The
progression of regional initiatives throughout the United States has also slowed.
 
Impact of Legislative Actions & Other Initiatives is Unknown
If regulations are enacted by the EPA or other agencies or if legislation requiring reductions in CO2 and other greenhouse gases or legislation
mandating a renewable energy portfolio standard is adopted, such regulation could substantially affect both the costs and operating
characteristics of the Company’s fossil fuel generating plants, nonutility coal mining operations, and natural gas distribution businesses.  At this
time and in the absence of final legislation or rulemaking, compliance costs and other effects associated with reductions in greenhouse gas
emissions or obtaining renewable energy sources remain uncertain.  The Company has gathered preliminary estimates of the costs to control
greenhouse gas emissions.  A preliminary investigation demonstrated costs to comply would be significant, first with regard to operating
expenses and later for capital expenditures as technology becomes available to control greenhouse gas emissions.  However, these compliance
cost estimates are based on highly uncertain assumptions, including allowance prices if a cap and trade approach were employed, and energy
efficiency targets.  Costs to purchase allowances that cap greenhouse gas emissions or expenditures made to control emissions should be
considered a cost of providing electricity, and as such, the Company believes such costs and expenditures would be recoverable from customers
through Senate Bill 251.  Customer rates may also be impacted should decisions be made to reduce the level of sales to municipal and other
wholesale customers in order to meet emission targets.

Manufactured Gas Plants
In the past, the Company operated facilities to manufacture natural gas.  Given the availability of natural gas transported by pipelines, these
facilities have not been operated for many years.  Under current environmental laws and regulations, those that owned or operated these
facilities may now be required to take remedial action if certain contaminants are found above the regulatory thresholds at these sites.
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In the Indiana Gas service territory, the existence, location, and certain general characteristics of 26 gas manufacturing and storage sites have
been identified for which the Company may have some remedial responsibility.  A remedial investigation/feasibility study (RI/FS) was
completed at one of the sites under an agreed order between Indiana Gas and the IDEM, and a Record of Decision was issued by the IDEM in
January 2000.  The remaining sites have been submitted to the IDEM's Voluntary Remediation Program (VRP).  The Company has identified its
involvement in five manufactured gas plants sites in SIGECO’s service territory, all of which are currently enrolled in the IDEM’s VRP.  The
Company is currently conducting some level of remedial activities, including groundwater monitoring at certain sites.

The Company has accrued the estimated costs for further investigation, remediation, groundwater monitoring, and related costs for the
sites.  While the total costs that may be incurred in connection with addressing these sites cannot be determined at this time, the Company has
recorded cumulative costs that it reasonably expects to incur totaling approximately $41.6 million ($23.1 million at Indiana Gas and $18.5
million at SIGECO).  The estimated accrued costs are limited to the Company’s share of the remediation efforts and are therefore net of
exposures of other potentially responsible parties (PRP).

With respect to insurance coverage, Indiana Gas has received approximately $20.8 million from all known insurance carriers under insurance
policies in effect when these plants were in operation.  SIGECO filed a declaratory judgment action against its insurance carriers seeking a
judgment finding its carriers liable under the policies for coverage of further investigation and any necessary remediation costs that SIGECO
may accrue under the VRP program and/or another site subject to a lawsuit that has been settled.  In November 2011, the Court ruled on two
motions for summary judgment, finding for SIGECO and against certain insurers on indemnification and defense obligations in the policies at
issue.  SIGECO has settlement agreements with all known insurance carriers and has recorded approximately $15.1 million of expected
insurance recoveries.

The costs the Company expects to incur are estimated by management using assumptions based on actual costs incurred, the timing of expected
future payments, and inflation factors, among others.  While the Company’s utilities have recorded all costs which they presently expect to
incur in connection with activities at these sites, it is possible that future events may require some level of additional remedial activities which
are not presently foreseen and those costs may not be subject to PRP or insurance recovery.  As of December 31, 2011 and 2010, respectively,
approximately $6.5 million and $5.5 million of accrued, but not yet spent, costs are included in Other Liabilities related to both the Indiana Gas
and SIGECO sites.

Jacobsville Superfund Site
On July 22, 2004, the EPA listed the Jacobsville Neighborhood Soil Contamination site in Evansville, Indiana, on the National Priorities List
under the Comprehensive Environmental Response, Compensation and Liability Act (CERCLA).  The EPA has identified four sources of
historic lead contamination.  These four sources shut down manufacturing operations years ago.  When drawing up the boundaries for the
listing, the EPA included a 250 acre block of properties surrounding the Jacobsville neighborhood, including the Company’s operations
center.  Vectren's property has not been named as a source of the lead contamination.  Vectren's own soil testing, completed during the
construction of the operations center, did not indicate that the Vectren property contains lead contaminated soils above industrial cleanup
levels.  At this time, it is anticipated that the EPA may request additional soil testing at some future date.

Rate & Regulatory Matters

Vectren South Electric Base Rate Filing
On December 11, 2009, Vectren South filed a request with the IURC to adjust its base electric rates.  The requested increase in base rates
addressed capital investments, a modified electric rate design that would facilitate a partnership between Vectren South and customers to pursue
energy efficiency and conservation, and new energy efficiency programs to complement those currently offered for natural gas customers.  The
IURC issued an order in the case on April 27, 2011.  The order provides for an approximate $28.6 million revenue increase to recover costs
associated with approximately $325 million in system upgrades that were completed in the three years leading up to the December 2009 filing
and modest increases in maintenance and operating expenses.  The approved revenue increase is based on rate base of $1,295.6 million, return
on equity of 10.4 percent and an overall rate of return of 7.29 percent.  The new rates were effective May 3, 2011.  The IURC, in its order,
denied the Company’s request for implementation of the decoupled rate design, which is discussed further below.  Addressing issues raised in
the case concerning coal supply contracts and related costs, the IURC found that current coal contracts remain effective and that a prospective
review process of future procurement decisions would be initiated.

Coal Procurement Procedures
Vectren South submitted a request for proposal in April 2011 regarding coal purchases for a four year period beginning in 2012.  After
negotiations with bidders, Vectren South has reached an agreement in principle for multi-year purchases with two suppliers, one of which is
Vectren Fuels, Inc.  Consistent with the IURC direction in the electric rate case, a sub docket proceeding was established to review the
Company’s prospective coal procurement procedures, and the Company submitted evidence related to its recent request for proposal (RFP) and
those coal procurement procedures to the IURC in September 2011.  In October 2011, the OUCC filed its testimony which, while suggesting
enhancements to the process to be considered, does not challenge the results of the RFP and the resulting new contracts.  All hearings were
completed in December 2011 and an order is expected in early 2012.
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Vectren South Electric Fuel Cost Reduction
On December 5, 2011 within the quarterly Fuel Adjustment Clause (FAC) filing, Vectren South submitted a joint proposal with the OUCC to
reduce its fuel costs by accelerating the impact of lower cost coal contracts to be effective after 2012.  In the spring of 2011, Vectren secured
contracts for lower coal costs through a formal bidding process. This lower-priced coal is expected to start being delivered and used at Vectren’s
power plants by late 2012 to early 2013 and beyond. The agreement to accelerate savings into early 2012 means that the existing 2012 coal
costs that are above the new, lower prices will be deferred to a regulatory asset and recovered over a six-year period without interest beginning
in 2014.  This deferral also includes a reduction to the coal inventory balance at December 31, 2011 of approximately $17.7 million to reflect
existing inventory at the new, lower price.  The IURC approved this proposal on January 25, 2012, with an impact to customer’s rates effective
February 1, 2012.

Vectren South Electric Demand Side Management Program Filing
On August 16, 2010, Vectren South filed a petition with the IURC, seeking approval of its proposed electric Demand Side Management (DSM)
Programs, recovery of the costs associated with these programs, recovery of lost margins as a result of implementing these programs for large
customers, and recovery of performance incentives linked with specific measurement criteria on all programs.  The DSM Programs proposed
are consistent with a December 9, 2009 order issued by the IURC, which, among other actions, defined long-term conservation objectives and
goals of DSM programs for all Indiana electric utilities under a consistent statewide approach.  In order to meet these objectives, the IURC
order divided the DSM programs into Core and Core Plus programs.  Core programs are joint programs required to be offered by all Indiana
electric utilities to all customers, and include some for large industrial customers.  Core Plus programs are those programs not required
specifically by the IURC, but defined by each utility to meet the overall energy savings targets defined by the IURC.

On August 31, 2011 the IURC issued an order approving an initial three year DSM plan in the Vectren South service territory that complies
with the IURC’s energy saving targets.  Consistent with the Company’s proposal, the order approved, among other items, the following: 1)
recovery of costs associated with implementing the DSM Plan; 2) the recovery of a performance incentive mechanism based on measured
savings related to certain DSM programs; 3) lost margin recovery associated with the implementation of DSM programs for large customers;
and 4) deferral of lost margin up to $1 million in 2011 associated with small customer DSM programs for subsequent recovery under a tracking
mechanism to be proposed by the Company.  This mechanism is an alternative to the electric decoupling proposal that was denied by the IURC
in the order received April 27, 2011.  On January 26, 2012, the Company filed with the IURC a proposal for a small customer lost margin
recovery mechanism within the existing Demand Side Management Adjustment (DSMA).  The proposal includes a request for recovery of the
$1 million deferred in 2011, and a request for continued deferral of lost margins in 2012 until such point as these lost margins are included in
DSMA rates.  The procedural schedule has not been set in this filing, but the Company expects an order in 2012.

Vectren South Electric Dense Pack Filing
On September 14, 2011, Vectren South filed a petition with the IURC seeking recovery of and return on the capital investment in dense pack
technology to improve the efficiency of its A.B. Brown Generating Station.  This investment is expected to be approximately $32 million over
the next two years, of which approximately $19 million has been invested to date.  This technology is expected to allow the A.B. Brown units to
run at least 5 percent more efficient, thereby burning less fuel, and reducing fuel costs and emissions of pollutants.  Indiana statute provides for
timely recovery of investments, with a return, in instances where the investment increases the efficiency of existing generating plants that are
fueled by coal.  Several parties have intervened in the case and are requesting that the IURC deny recovery of these project costs outside of a
base rate proceeding.  The IURC will conduct a hearing in February 2012.

Vectren North Reporting Location Consolidation Proceeding
Vectren North implemented a reporting location  consolidation plan in 2011 and closed certain locations throughout the North territory.  On
May 26, 2011, the International Brotherhood of Electrical Workers Local 1393, United Steel Workers Locals 12213 and 7441 and others filed a
formal complaint with the IURC claiming that the consolidation and simultaneous closing by Vectren North of select reporting locations
endangers public safety and impairs Vectren North's ability to provide adequate, safe and reliable service.  These parties have asked the IURC to
require Vectren North to reopen previously consolidated reporting locations and maintain and staff those locations.  A hearing in this case was
held in February  2012, and the Company expects the IURC to act some time in 2012.
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Vectren North & Vectren South Gas Decoupling Extension Filing
On April 14, 2011, the Company’s Indiana based gas companies (Vectren North and Vectren South) filed with the IURC a joint settlement
agreement with the OUCC on an extension of the offering of conservation programs and the supporting gas decoupling mechanism originally
approved in December 2006.  On August 18, 2011, the IURC issued an order approving the settlement as filed, granting the extension of the
current decoupling mechanism in place at both gas companies and recovery of new conservation program costs through December 2015.
 
VEDO Gas Rate Design
The rate design approved by the PUCO on January 7, 2009, and initially implemented on February 22, 2009, allowed for the phased movement
toward a straight fixed variable rate design, which places substantially all of the fixed cost recovery in the monthly customer service
charge.  This rate design mitigates most weather risk as well as the effects of declining usage, similar to the company’s lost margin recovery
mechanism in place in the Indiana natural gas service territories and the mechanism in place in Ohio prior to this rate order.  Since the straight
fixed variable rate design was fully implemented in February 2010, nearly 90 percent of the combined residential and commercial base rate gas
margins were recovered through the customer service charge.  As a result, some margin previously recovered during the peak delivery winter
months, such as January and the first half of February 2010, is more ratably recognized throughout the year.

In addition in 2010, the Company began recognizing a return on and of investments made to replace distribution risers and bare steel and cast
iron infrastructure per a PUCO order.

VEDO Continues the Process to Exit the Merchant Function
On August 20, 2008, the PUCO approved the results of an auction selecting qualified wholesale suppliers to provide the gas commodity to the
Company for resale to its customers at auction-determined standard pricing.  This standard pricing was comprised of the monthly NYMEX
settlement price plus a fixed adder.  This standard pricing, which was effective from October 1, 2008 through March 31, 2010, was the initial
step in exiting the merchant function in the Company’s Ohio service territory.  The approach eliminated the need for monthly gas cost recovery
(GCR) filings and prospective PUCO GCR audits. 

The second phase of the exit process began on April 1, 2010.  During this phase, the Company no longer sells natural gas directly to
customers.  Rather, state-certified Competitive Retail Natural Gas Suppliers, that were successful bidders in a similar regulatory-approved
auction, sell the gas commodity to specific customers for a 12-month period at auction-determined standard pricing.  The first auction was
conducted on January 12, 2010, and the auction results were approved by the PUCO on January 13, 2010.  The plan approved by the PUCO
required that the Company conduct at least two annual auctions during this phase.  As such, the Company conducted another auction on January
18, 2011 in advance of the second 12-month term which commenced on April 1, 2011.  The results of that auction were approved by the PUCO
on January 19, 2011. Vectren Source, the Company’s former wholly owned nonutility retail gas marketer, was a successful bidder in both
auctions winning one tranche of customers in the first auction and two tranches of customers in the second auction.  Each tranche of customers
equates to approximately 28,000 customers.  As per the terms of the plan approved by the PUCO, because no application for a full exit of the
merchant function was neither sought nor approved by April 1, 2011, VEDO conducted a third retail auction on January 31, 2012 to address the
12-month term beginning April 1, 2012.  The results of that auction were approved by the PUCO on February 1, 2012.  Consistent with current
practice, customers continue to receive a single bill for the commodity as well as the delivery component of natural gas service from VEDO.

The PUCO provided for an Exit Transition Cost rider, which allows the Company to recover costs associated with the transition
process.  Exiting the merchant function has not had a material impact on earnings or financial condition.  It, however, has and will continue to
reduce Gas utility revenues and have an equal and offsetting impact to Cost of gas sold and revenue related taxes recorded in Taxes other than
income taxes as VEDO no longer purchases gas for resale to these customers.  VEDO’s gas costs were $12.7 million, $89.5 million, and $157.4
million for the twelve months ended December 31, 2011, 2010, and 2009, respectively, while revenue taxes were $11.5 million, $15.6 million,
and $18.6 million, respectively.  Therefore, Gas utility revenues resulting from VEDO’s exit of the merchant function decreased $80.9 million
in 2011 compared to 2010 and $70.9 million in 2010 compared to 2009.
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Results of Operations of the Nonutility Gr oup

The Nonutility Group operates in four primary business areas: Infrastructure Services, Energy Services, Coal Mining, and Energy
Marketing.  Infrastructure Services provides underground construction and repair.  Energy Services provides performance contracting and
renewable energy services.  Coal Mining mines and sells coal.  Energy Marketing markets and supplies natural gas and provides energy
management services.  There are also other legacy businesses that have invested in energy-related opportunities and services, real estate, and
leveraged leases, among other investments.  The Nonutility Group supports the Company’s regulated utilities pursuant to service contracts by
providing natural gas supply services, coal, and infrastructure services.  Nonutility Group earnings for the years ended December 31, 2011,
2010, and 2009, follow:
          
  Year Ended December 31,  
(In millions, except per share amounts)  2011   2010   2009  
NET INCOME  $ 23.8  $ 9.8  $ 25.8 
             
CONTRIBUTION T O VECTREN BASIC EPS  $ 0.29  $ 0.12  $ 0.32 
             
NET INCOME (LOSS) ATTRIBUTED TO:          

Infrastructure Services  $ 14.9  $ 3.1  $ 2.4 
Energy Services   6.7   6.4   8.4 
Coal Mining   16.6   11.9   13.4 
Energy Marketing             
  Vectren Source   18.7   3.7   6.4 
  ProLiance   (22.9)   (7.9)   (2.3)
Other Businesses   (10.2)   (7.4)   (2.5)

 
Infrastructur e Services

Infrastructure Services provides underground construction and repair to utility infrastructure through Miller Pipeline (Miller) and Minnesota
Limited, which was acquired on March 31, 2011.  Inclusive of holding company costs, results from Infrastructure’s operations for the year
ended December 31, 2011 were earnings of $14.9 million, compared to earnings of $3.1 million in 2010 and $2.4 million in 2009.  In 2011,
Minnesota Limited contributed earnings of $9.4 million and reflects increased demand for work on transmission pipeline repairs.  The
remainder of the increase, totaling $2.4 million, relates to Miller’s ongoing operations and is representative of increased demand.  In 2010,
earnings increased $0.7 million, compared to earnings generated in 2009.  Even with cold weather conditions in the first quarter of 2010
restricting construction levels, results in 2010 compared to 2009 reflect higher revenues and man hours worked.  Man hours worked were 3.9
million in 2011, compared to 2.6 million in 2010 and 2.5 million in 2009 with Minnesota Limited contributing 0.7 million man hours in
2011.  Construction activity generally is expected to remain strong as utilities and pipeline operators continue to replace their aging natural gas
and oil infrastructure and as the need for shale gas and oil infrastructure becomes more prevalent.

Acquisition of Minnesota Limited
On March 31, 2011, the Company purchased Minnesota Limited, Inc., excluding certain assets.  Minnesota Limited is a specialty contractor
focusing on transmission pipeline construction and maintenance; pump station, compressor station, terminal and refinery construction; gas
distribution; and hydrostatic testing.  Minnesota Limited is headquartered in Big Lake, Minnesota and the majority of its customers are
generally located in the northern Midwest region.  This acquisition positions the Company for anticipated growth in demand for gas
transmission construction resulting from the need to transport new sources of natural gas and oil found in shale formations and the need to
upgrade the nation’s aging pipelines.
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The following table summarizes the allocation of the purchase price to the fair value of the assets acquired and liabilities assumed.
    
(In millions)    
Working capital assets  $ 21.5 
Working capital liabilities   (6.7)
    Net working capital   14.8 
Property, plant & equipment   34.4 
Identifiable intangible assets   19.1 
Goodwill   20.3 
Net assets acquired   88.6 
Debt obligation assumed   (5.2)
Cash paid in acquisition, net of cash acquired  $ 83.4 

Level 3 market inputs, such as discounted cash flows, revenue growth rates, royalty rates, and dealer and auction values of used equipment,
were used to derive the preliminary fair values of the identifiable intangible assets and property plant and equipment.  Identifiable intangible
assets include backlog, long-term customer relationships, and trade name.  The Company intends to use the acquired assets for an extended
period and is amortizing them on a straight-line basis over their estimated useful lives.  Goodwill arising from the purchase represents
intangible value the Company expects to realize over time.  This value includes but is not limited to: 1) expected synergies from more efficient
utilization of equipment and human resources within the combined entities; 2) the experience and size of the acquired work force; and 3) the
reputation of the current Minnesota Limited management team.  The purchase price and its allocation remain preliminary and could still change
during the first quarter of 2012.

Transaction costs associated with the acquisition and expensed by the Company totaled approximately $0.6 million, of which $0.2 million are
included in Other operating  expenses during the year ended December 31, 2011 and the remainder was expensed in 2010.  For the period from
April 1, 2011 through December 31, 2011, Minnesota Limited contributed approximately $116.5 million to the Company's Nonutility revenues,
$29.1 million of Cost of nonutility revenues, and $63.4 million of Other operating  expenses.

Concurrent with the purchase agreement, the Company executed a lease arrangement at fair value for the Minnesota Limited corporate
headquarters, which is owned by a member of the Minnesota Limited management team and certain family members.  The lease obligates the
Company to pay approximately $83,333 per month for 10 years along with certain executory costs for taxes and other operating
expenses.  Pursuant to FASB guidance, the Company accounts for the obligation as an operating lease, expensing the lease payments and
executory costs as incurred.

Energy Services

Energy Services provides energy performance contracting and renewable energy services through Energy Systems Group, LLC
(ESG).  Inclusive of holding company costs, Energy Services’ operations contributed earnings of $6.7 million in 2011, compared to earnings of
$6.4 million in 2010 and $8.4 million in 2009.

The 5 percent increase in earnings in 2011 compared to 2010 reflects a 10 percent increase in revenues.  The increased sales and related tax
impacts provided an offset to increased sales force ramp up including recruitment costs incurred throughout the year.  Results in 2009 were
favorably impacted by a renewable energy project.  As part of ESG’s ongoing renewable energy project development strategy, results in 2009
include the sale of a 3 megawatt landfill gas facility.  With IURC approval, the facility was sold to SIGECO, to further the utility’s strategy of
building a renewable energy portfolio.

At December 31, 2011, backlog was $82 million compared to $118 million at December 31, 2010, and $70 million at December 31, 2009.  The
national focus on a comprehensive energy strategy and a continued focus on energy conservation, renewable energy, and sustainability are
expected to create favorable conditions for long-term growth in this area.
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Coal Mining

Coal Mining owns mines that produce and sell coal to the Company’s utility operations and to third parties through its wholly owned subsidiary
Vectren Fuels, Inc. (Vectren Fuels).  Coal Mining, inclusive of holding company costs, earned approximately $16.6 million, compared to
earnings of $11.9 million in 2010 and $13.4 million in 2009. 

Coal Mining revenues were $285.6 million in 2011 and represent increases of $75.7 million compared to 2010 and $92.2 million compared to
2009.  The increase in revenues reflects increased sales to third parties as a result of opening Oaktown 1 in 2010.  Revenues from Oaktown 1
more than offset lost revenues from the Cypress Creek surface mine which closed in 2010 with only limited production.  In 2010, the expected
higher depreciation and other mining costs as well as higher interest costs associated with the ramp up of mining at the Oaktown mine complex
more than offset the increase in sales.  Coal sold in 2011 was 5.2 million tons, compared to 3.7 million tons in 2010 and 3.5 million tons in
2009.

Vectren Fuels is currently in negotiation with a number of customers regarding sales in 2012 and beyond.  Vectren Fuels and Vectren South
have adjusted both the price and quantity of coal through the remaining terms of contracts that had price reopener clauses.  Pursuant to the
supply contracts, Vectren Fuels expects to supply Vectren South, including its plant jointly owned with ALCOA, approximately 1.8 million tons
in 2012.  Sales to Vectren South are estimated between 2.1 million and 2.5 million tons in 2013.  While both production and sales are expected
to increase in 2012, the impact of lower prices is expected to more than offset the higher volumes, and earnings from Coal Mining operations in
2012 are expected to be lower than results in 2011.  However, changes in market conditions or other circumstances could cause actual results to
be materially different from this expectation.

Coal Reserves
As of December 31, 2011 management estimates the Company’s total Illinois Basin coal reserves to be approximately 132 million tons.  Of this
amount, approximately 39 million tons are attributable to a mine located at the Company’s Oaktown mining complex that is currently under
construction and is expected to open in the third quarter of 2012.  However, Vectren Fuels may continue to adjust this timing as it evaluates the
impacts of market conditions.  The Company estimates approximately $10 million of additional capital is required to complete the mine.  Once
this mine is in production, Vectren Fuels underground mines are capable of producing about 7.5 million tons of coal per year.

Energy Marketing

Energy Marketing is comprised of the Company’s gas marketing operations, energy management services, and retail gas supply
operations.  Inclusive of holding company costs, results from Energy Marketing were a loss of $4.2 million for the years ended December 31,
2011 and 2010 and earnings of $4.1 million in 2009.  The loss in 2011 includes a gain on the sale of Vectren Source which totaled $15.8 million
after current taxes.   The earnings in 2009 include the $11.9 million after tax Liberty Charge
  
ProLiance
ProLiance, a nonutility energy marketing affiliate of Vectren and Citizens, provides services to a broad range of municipalities, utilities,
industrial operations, schools, and healthcare institutions located throughout the Midwest and Southeast United States.  ProLiance’s customers
include Vectren’s Indiana utilities and Citizens’ utilities.  ProLiance’s primary businesses include gas marketing, gas portfolio optimization, and
other portfolio and energy management services.  Consistent with its ownership percentage, Vectren is allocated 61 percent of ProLiance’s
profits and losses; however, governance and voting rights remain at 50 percent for each member.  Therefore, the Company accounts for its
investment in ProLiance using the equity method of accounting.  On March 17, 2011, an order was received from the IURC providing for
ProLiance’s continued provision of gas supply services to the Company’s Indiana utilities and Citizens Energy Group through March 2016. 

Vectren Energy Marketing and Services, Inc (EMS), a wholly owned subsidiary, holds the Company’s investment in ProLiance.  Within the
consolidated entity, EMS is responsible for certain financing costs associated with ProLiance and is also responsible for income taxes and
allocated corporate expenses related to the Company’s portion of ProLiance’s results.  During the year ended December 31, 2011, EMS’ results
related to the Company’s share of ProLiance’s results, which include financing costs and income taxes, was a loss of approximately $22.9
million, compared to a loss of $7.9 million in 2010 and a loss of $2.3 million in 2009.
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The $15.0 million increased loss in 2011 and $22.1 million of the increased loss in 2010 (which is before the Liberty Charge) reflect the impact
on the market of new natural gas sources from shale and greater transmission capacity, as well as the impacts of reduced industrial demand for
natural gas in the Midwest.  These conditions have resulted in plentiful natural gas supply and lower and less volatile natural gas prices.
Historical basis differences between physical and financial markets and summer and winter prices narrowed in 2011.  As a result, there were
reduced opportunities to optimize ProLiance’s firm transportation and storage capacity.  ProLiance has structured optimization activities to
remain flexible to maximize potential opportunities if market conditions improve and as an example has hedged nearly 25 Bcf of storage
against next winter at higher margins than in 2011.

Various profit improvement initiatives are underway, including efforts to lower the cost of pipeline and storage demand costs through ongoing
renegotiations.  Through these negotiations and by dropping some uneconomical contracts as they expire, pipeline transportation and storage
costs have been lowered to approximately $55 million in 2012, compared to $73 million in 2011.  In addition to this reduction, additional
opportunities exist to renegotiate or drop the remaining contracts, including those with annual demand costs of $18 million that are scheduled to
expire through 2015.  At December 31, 2011, ProLiance had just over $160 million of members’ equity on its balance sheet, no long-term debt
outstanding, and $86 million in seasonal borrowings on its short-term credit facility.  Depressed market conditions continue, but the demand
savings and other actions are expected to reduce ProLiance’s losses in 2012.  Changes in these market conditions or other circumstances could
cause actual results to be materially above or below this range.

For the year ended December 31, 2011, the amounts recorded to Equity in earnings (losses) of unconsolidated affiliates related to ProLiance’s
operations totaled a pre-tax loss of $28.6 million, compared to a loss of $2.5 million in 2010 and earnings of $3.6 million in 2009.

Investment in Liberty Gas Storage
Liberty Gas Storage, LLC (Liberty), a joint venture between a subsidiary of ProLiance and a subsidiary of Sempra Energy (SE), is a
development project for salt-cavern natural gas storage facilities.  ProLiance is the minority member with a 25 percent interest, which it
accounts for using the equity method.  The project was expected to include 17 Bcf of capacity in its North site, and an additional capacity of at
least 17 Bcf at the South site.  The South site also has the potential for further expansion.  The Liberty pipeline system is currently connected
with several interstate pipelines, including the Cameron Interstate Pipeline operated by Sempra Pipelines & Storage, and will connect area LNG
regasification terminals to an interstate natural gas transmission system and storage facilities. 
 
In late 2008, the project at the North site was halted due to subsurface and well-completion problems, resulting in Liberty recording a $132
million impairment charge related to the North site in 2009.  ProLiance recorded its share of the charge in 2009 totaling $33 million.  The
Company’s share was $11.9 million after tax, or $0.15 per share.  In the Consolidated Statement of Income for the year ended December 31,
2009, the charge is an approximate $19.9 million reduction to Equity in earnings (losses) of unconsolidated affiliates and an income tax benefit
reflected in Income taxes of approximately $8.0 million.  ProLiance’s ability to meet the needs of its customers has not been, nor does it expect
it to be, impacted.  Approximately 12 Bcf of the storage at the South site, which comprises three of the four FERC certified caverns, is fully
completed and tested.  As a result of the issues encountered at the North site, Liberty requested and the FERC approved the separation of the
North site from the South site.  As of December 31, 2011 and 2010, ProLiance’s investment in Liberty approximated $35.1 million and $36.7
million, respectively.

Liberty received a Demand for Arbitration from Williams Midstream Natural Gas Liquids, Inc. (“Williams”) on February 8, 2011 related to a
Sublease Agreement (“Sublease”) between Liberty and Williams at the North site.  Williams alleges that Liberty was negligent in its attempt to
convert certain salt caverns to natural gas storage and thereby damaged the caverns.  Williams alleges damages of $56.7 million.  Liberty
intends to vigorously defend itself and has asserted counterclaims substantially in excess of the amounts asserted by Williams. 

Vectren Source
Vectren Source, a former wholly owned subsidiary, provides natural gas and other related products and services to customers opting for choice
among energy providers.  On December 31, 2011, the Company sold Vectren Source receiving proceeds of approximately $84.3 million,
including, and subject to a final determination of, working capital.  The sale, net of transaction costs, resulted in a pretax gain included in Other
operating  expenses of $25.4 million, or $12.4 million after all associated tax impacts.  VEDO continues doing business with Vectren Source,
now owned by a third party.  Vectren Source sells natural gas directly to customers in VEDO’s service territory, and VEDO purchases
receivables and natural gas from Vectren Source.  Prior to the sale, Vectren Source earned $2.8 million in 2011, compared to $3.7 million in
2010 and $6.4 million in 2009. Vectren Source’s customer count at the time of sale was approximately 283,000 customers.
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Other Businesses

Within the Nonutility business segment, there are legacy investments involved in energy-related opportunities and services, real estate,
leveraged leases, and other ventures.  As of December 31, 2011, remaining legacy investments included in the Other Businesses portfolio total
$36.9 million, of which $29.6 million are included in Other nonutility investments and $7.3 million are included in Investments in
unconsolidated affiliates.  Further separation of that remaining investment by type of investment follows: commercial real estate $8.0 million;
leveraged leases $18.5 million; affordable housing projects $3.1 million; Haddington Energy Partners $3.4 million; and other investments $3.9
million.  Net of deferred taxes related to these leveraged leases, the net investment at December 31, 2011 was $23.1 million.  Subsequent to
year end, the Company sold one of its leverage leases with a book value of $5.2 million, before the consideration of related deferred taxes of
$2.5 million, at a small gain.

Other Businesses losses were $10.2 million in 2011, compared to a loss of $7.4 million in 2010 and a loss of $2.5 million in 2009. Results in
2011 include charges totaling $9.2 million after tax associated with legacy real estate holdings.  Results in 2010 reflect a $4.0 million after tax
charge related to a decline in the fair value of an energy-related investment originally made in 2004 by Haddington Energy Partners and a $2.9
million after tax charge related to the reduction in value of a note receivable recorded in 2002 related to a previously exited business.

2011 Commercial Real Estate Charge
During the fourth quarter of 2011, the Company obtained new evidence confirming further weakness in markets where the Company holds
legacy real estate investments.  The Company holds real estate investments such as an office building, affordable housing projects, and second
mortgages. The evaluation of the evidence resulted in a $15.4 million, or $9.2 million after tax, charge in 2011. Of the $15.4 million charge,
$8.8 million is reflected in Other-net, $3.6 million is reflected in Equity in earnings/losses of unconsolidated affiliates, and $3.0 million is
reflected in Other operating  expenses.

Haddington Energy Partnerships
The Company has an approximate 40 percent ownership interest in Haddington Energy Partners, LP (Haddington I) and Haddington Energy
Partners II, LP (Haddington II).  These Haddington ventures have interests in two remaining mid-stream energy related investments.  Both
Haddington ventures are investment companies accounted for using the equity method of accounting. 

During 2010, the Company recorded its share of the decline in fair value and also impaired a note receivable associated with Haddington’s
investment in a liquefied natural gas facility.  In total, the charge was approximately $6.5 million, of which, $6.1 million is reflected in Equity in
earnings of unconsolidated affiliates and $0.4 million is reflected in Other-net.  At December 31, 2011, the Company’s remaining $3.4 million
investment in the Haddington ventures is related to payments to be received associated with the sale of a compressed air storage facility sold in
2009.  The Company has no further commitments to invest in either Haddington I or II.  
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Impact of Recently Issued Accounting Guidance

Other Compr ehensive Income (OCI)

In June 2011, the FASB issued new accounting guidance regarding the presentation of comprehensive income within financial statements.  The
new guidance will require entities to report components of comprehensive income in either (1) a continuous statement of comprehensive
income or (2) two separate but consecutive statements.  Under the two-statement approach, the first statement would include components of net
income, which is consistent with the income statement format used today, and the second statement would include components of OCI.  The
guidance does not change the items that must be reported in OCI.  The new guidance is effective for fiscal years, and interim periods within
those years, beginning after December 15, 2011 and retrospective application is required.  The Company will adopt this guidance for its
quarterly reporting period ending March 31, 2012.  The adoption of this guidance will have no material impacts to the Company’s financial
statements.

Goodwill Testing

In September 2011, the FASB issued new accounting guidance regarding testing goodwill for impairment.  The new guidance will allow the
Company an option to first assess qualitative factors to determine whether it is necessary to perform the two-step quantitative goodwill
impairment test.  Using the new guidance, the Company no longer would be required to calculate the fair value of a reporting unit unless the
Company determines, based on that qualitative assessment, that it is more likely than not that its fair value is less than its carrying amount.  The
new guidance is effective for annual and interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011.  The
adoption of this guidance will have no material impact to the Company’s financial statements.

Multiemployer Pension Plan Disclosur es

In September 2011, the FASB issued new accounting guidance that requires enhanced disclosures regarding an employer’s participation in
multiemployer pension plans.  For plans that are individually significant, these enhanced disclosures include the legal name of the plan, the
plan’s Employer Identification Number, the employer’s contributions made to the plan, the expiration date(s) of the collective-bargaining
agreement(s) requiring contributions to the plan, the most recently available certified zone status provided by the plan, and several other
disclosures.  The Company participates in several multiemployer pension plans and has adopted this guidance for the Company’s 2011 financial
statements as required.

Fair V alue Measur ement and Disclosur e
 
In May 2011, the FASB issued accounting guidance to improve the comparability of fair value measurements presented and disclosed in
financial statements prepared in accordance with U.S. GAAP and International Financial Reporting Standards (IFRS). The amendments are not
intended to change the application of the current fair value requirements, but to clarify the application of existing requirements. The guidance
does change particular principles or requirements for measuring fair value or disclosing information about fair value measurements. To improve
consistency, language has been changed to ensure that U.S. GAAP and IFRS fair value measurement and disclosure requirements are described
in the same way. The guidance will be effective for interim and annual periods beginning after December 15, 2011. The Company will adopt
this guidance for its quarterly reporting period ending March 31, 2012.  We do not expect the adoption of this guidance to have a material
impact on our financial position, results of operations or cash flows.
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Critical Accounting Policies

Management is required to make judgments, assumptions, and estimates that affect the amounts reported in the consolidated financial
statements and the related disclosures that conform to accounting principles generally accepted in the United States.  The consolidated financial
statement footnotes describe the significant accounting policies and methods used in the preparation of the consolidated financial
statements.  Certain estimates used in the financial statements are subjective and use variables that require judgment.  These include the
estimates to perform goodwill and other asset impairments tests and to determine pension and postretirement benefit obligations.  The Company
makes other estimates in the course of accounting for unbilled revenue and the effects of regulation that are critical to the Company’s financial
results but that are less likely to be impacted by near term changes.  Other estimates that significantly affect the Company’s results, but are not
necessarily critical to operations, include depreciating utility and nonutility plant, valuing reclamation liabilities, and estimating uncollectible
accounts and coal reserves, among others.  Actual results could differ from these estimates.

Impairment Review of Investments and Long-Lived Assets

The Company has both debt and equity investments in unconsolidated entities.  When events occur that may cause an investment to be
impaired, the Company performs both a qualitative and quantitative review of that investment and when necessary performs an impairment
analysis.  An impairment analysis of notes receivable usually involves the comparison of the investment’s estimated free cash flows to the stated
terms of the note, or in certain cases for notes that are collateral dependent, a comparison of the collateral’s fair value, to the carrying amount of
the note.  An impairment analysis of equity investments involves comparison of the investment’s estimated fair value to its carrying amount and
an assessment of whether any decline in fair value is “other than temporary.”  Fair value is estimated using market comparisons, appraisals,
and/or discounted cash flow analyses.

Property, plant and equipment along with other long-lived assets are reviewed as facts and circumstances indicate that the carrying amount may
be impaired.  This impairment review involves the comparison of an asset’s (or group of assets’) carrying value to the estimated future cash
flows the asset (or asset group) is expected to generate over a remaining life.  If this evaluation were to conclude that the carrying value is
impaired, an impairment charge would be recorded based on the difference between the carrying amount and its fair value (less costs to sell for
assets to be disposed of by sale).

Calculating free cash flows and fair value using the above methods is subjective and requires judgment concerning growth assumptions,
longevity of cash flows, and discount rates (for fair value calculations), among others.

Over the year’s presented, the Company has recorded charges associated with legacy commercial real estate and other investments using the
methods described above and also has reflected its portion of charges taken by equity method investees using these or similar methods.  The
$15.4 million in charges impacting 2011 operating results principally reflects recent appraisals and third party offers on similar
properties.  Should market conditions worsen, additional impairments affecting these and other assets could result and actual realized values
could differ from the current carrying values.

Goodwill & Intangible Assets

The Company performs an annual impairment analysis of its goodwill, most of which resides in the Gas Utility Services operating segment, at
the beginning of each year, and more frequently if events or circumstances indicate that an impairment loss may have been
incurred.  Impairment tests are performed at the reporting unit level.  The Company has determined its Gas Utility Services operating segment
as identified in Note 22 to the consolidated financial statements to be the level at which impairment is tested as its components are
similar.  Nonutility Group impairment testing for its infrastructure services and energy services segments are also performed at the operating
segment level.  An impairment test requires fair value to be estimated.  The Company used a discounted cash flow model and other market
based information to estimate the fair value of its Gas Utility Services operating segment, and that estimated fair value was compared to its
carrying amount, including goodwill.  Goodwill related to the Nonutility Group is also tested using market comparable data, if readily available,
or a discounted cash flow model.  The estimated fair value has been in excess of the carrying amount in each of the last three years and
therefore resulted in no impairment.
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Estimating fair value using a discounted cash flow model is subjective and requires significant judgment in applying a discount rate, growth
assumptions, company expense allocations, and longevity of cash flows.  A 100 basis point increase in the discount rate utilized to calculate the
Gas Utility Services segment’s fair value also would have resulted in no impairment charge.

The Company also annually tests non-amortizing intangible assets for impairment and amortizing intangible assets are tested on an event and
circumstance basis.  During the last three years, these tests yielded no impairment charges.

Pension & Other Postr etir ement Obligations

The Company estimates the expected return on plan assets, discount rate, rate of compensation increase, and future health care costs, among
other inputs, and obtains actuarial estimates to assess the future potential liability and funding requirements of the Company's pension and
postretirement plans.  The Company used the following weighted average assumptions to develop 2011 periodic benefit cost:  a discount rate of
5.5 percent, an expected return on plan assets of 8.0 percent, a rate of compensation increase of 3.5 percent, and an inflation assumption of 3.0
percent.  Due to low interest rates, the discount rate is 50 basis points lower from the assumption used in 2010.  To estimate 2012 costs, the
discount rate, expected return on plan assets, rate of compensation increase, and inflation assumption were approximately 4.80 percent, 7.75
percent, 3.5 percent, and 2.75 percent respectively, reflecting the further reductions in interest rates.  Management currently estimates a pension
and postretirement cost of approximately $16 million in 2012, compared to approximately $13 million in 2011, $14 million in 2010, and $15
million in 2009.  Future changes in health care costs, work force demographics, interest rates, asset values or plan changes could significantly
affect the estimated cost of these future benefits.

Management estimates that a 50 basis point decrease in the discount rate used to estimate retirement costs generally increases periodic benefit
cost by approximately $1.5 million to $2.0 million.

Unbilled Revenues
 
To more closely match revenues and expenses, the Company records revenues for all gas and electricity delivered to customers but not billed at
the end of the accounting period.  The Company uses actual units billed during the month to allocate unbilled units by customer class.  Those
allocated units are multiplied by rates in effect during the month to calculate unbilled revenue at balance sheet dates.

Regulation

At each reporting date, the Company reviews current regulatory trends in the markets in which it operates.  This review involves judgment and
is critical in assessing the recoverability of regulatory assets as well as the ability to continue to account for its activities based on the criteria set
forth in FASB guidance related to accounting for the effects of certain types of regulation.  Based on the Company’s current review, it believes
its regulatory assets are probable of recovery.  If all or part of the Company's operations cease to meet the criteria, a write off of related
regulatory assets and liabilities could be required.  In addition, the Company would be required to determine any impairment to the carrying
value of its utility plant and other regulated assets and liabilities.  In the unlikely event of a change in the current regulatory environment, such
write-offs and impairment charges could be significant.
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Financial Condition

Within Vectren’s consolidated group, Utility Holdings primarily funds the short-term and long-term financing needs of the Utility Group
operations, and Vectren Capital Corp (Vectren Capital) funds short-term and long-term financing needs of the Nonutility Group and corporate
operations.  Vectren Corporation guarantees Vectren Capital’s debt, but does not guarantee Utility Holdings’ debt.  Vectren Capital’s long-term
debt, including current maturities, and short-term obligations outstanding at December 31, 2011 approximated $410 million and $84 million,
respectively.  Utility Holdings’ outstanding long-term and short-term borrowing arrangements are jointly and severally guaranteed by Indiana
Gas, SIGECO, and VEDO.  Utility Holdings’ long-term debt, including current maturities, and short-term obligations outstanding at December
31, 2011 approximated $722 million and $243 million, respectively.  Additionally, prior to Utility Holdings’ formation, Indiana Gas and
SIGECO funded their operations separately, and therefore, have long-term debt outstanding funded solely by their operations.  SIGECO will
also occasionally issue tax exempt debt to fund qualifying pollution control capital expenditures.  Total Indiana Gas and SIGECO long-term
debt outstanding at December 31, 2011, was $388 million.

The Company’s common stock dividends are primarily funded by utility operations.  Nonutility operations have demonstrated profitability and
the ability to generate cash flows.  These cash flows are primarily reinvested in other nonutility ventures, but are also used to fund a portion of
the Company’s dividends, and from time to time may be reinvested in utility operations or used for corporate expenses.

The credit ratings of the senior unsecured debt of Utility Holdings and Indiana Gas, at December 31, 2011, are A-/A3 as rated by Standard and
Poor's Ratings Services (Standard and Poor’s) and Moody’s Investors Service (Moody’s), respectively.  The credit ratings on SIGECO's secured
debt are A/A1.  Utility Holdings’ commercial paper has a credit rating of A-2/P-2.  The current outlook of both Moody’s and Standard and
Poor’s is stable.  A security rating is not a recommendation to buy, sell, or hold securities.  The rating is subject to revision or withdrawal at any
time, and each rating should be evaluated independently of any other rating.  Standard and Poor’s and Moody’s lowest level investment grade
rating is BBB- and Baa3, respectively.

The Company’s consolidated equity capitalization objective is 45-55 percent of long-term capitalization.  This objective may have varied, and
will vary, depending on particular business opportunities, capital spending requirements, execution of long-term financing plans, and seasonal
factors that affect the Company’s operations.  The Company’s equity component was 47 percent and 46 percent of long-term capitalization at
December 31, 2011 and 2010, respectively.  Long-term capitalization includes long-term debt, including current maturities and debt subject to
tender, as well as common shareholders’ equity.

Both long-term and short-term borrowing arrangements contain customary default provisions; restrictions on liens, sale-leaseback transactions,
mergers or consolidations, and sales of assets; and restrictions on leverage and interest coverage, among other restrictions.  Multiple debt
agreements contain a covenant that the ratio of consolidated total debt to consolidated total capitalization will not exceed 65 percent.  As of
December 31, 2011, the Company was in compliance with all debt covenants.

Available Liquidity in Curr ent Cr edit Conditions

The Company’s A-/A3 investment grade credit ratings have allowed it to access the capital markets as needed.  The Company anticipates
funding future capital expenditures and dividends principally through internally generated funds.  Available liquidity has been enhanced by the
extension of bonus depreciation legislation.  However, the resources required for capital investment remain uncertain for a variety of factors
including pending legislative and regulatory initiatives involving gas pipeline modernization; coal mine safety; and expanded EPA regulations
for air, water, and fly ash.  In addition, the Company may expand its businesses through acquisitions and/or joint venture investment.  The
timing and amount of such investments depends on a variety of factors, including the availability of acquisition targets and forecasted liquidity. 
The Company plans to enhance its liquidity as needed by accessing the capital markets.  The Company may also consider disposing of certain
assets, investments, or businesses to enhance or accelerate internally generated cash flow. 

Long-term debt transactions completed in 2011, 2010, and 2009 include issuances by Vectren Capital totaling $275 million and issuances by
Vectren Utility Holdings totaling $250 million.  SIGECO also remarketed $41.3 million of long-term debt and completed a $22.3 million tax-
exempt first mortgage bond issuance.  Vectren Utility Holdings also issued $100 million of long-term debt in February 2012.  These
transactions are more fully described below.  (See Financing Cash Flow.)
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Consolidated Short-Term Borrowing Arrangements

At December 31, 2011, the Company has $600 million of short-term borrowing capacity, including $350 million for the Utility Group and $250
million for the wholly owned Nonutility Group and corporate operations.  As reduced by borrowings currently outstanding, approximately $107
million was available for the Utility Group operations and approximately $166 million was available for the wholly owned Nonutility Group
and corporate operations.  These facilities are used to supplement working capital needs and also to fund capital investments and debt
redemptions until financed on a long-term basis.  Liquidity was increased by the $100 million Utility Holdings debt issuance in February 2012,
the net proceeds of which were used to repay short-term indebtedness.

Both Vectren Capital’s and Utility Holdings’ short-term credit facilities were renewed in November 2011 and are available through September
2016.  The maximum limit of both facilities remained unchanged.  The Company has historically funded the short-term borrowing needs of
Utility Holdings’ operations through the commercial paper market and expects to use the Utility Holdings short-term borrowing facility in
instances where the commercial paper market is not efficient.  Following is certain information regarding these short-term borrowing
arrangements.

                   
  Utility Group Borrowings   Nonutility Group Borrowings  
(In millions)  2011   2010   2009   2011   2010   2009  
Year End                   

Balance Outstanding  $ 242.8  $ 47.0  $ 16.4  $ 84.3  $ 71.3  $ 197.1 
Weighted Average Interest Rate   0.57%   0.41%   0.25%   1.45%   2.01%   0.60%

Annual Average                         
Balance Outstanding  $ 39.6  $ 14.0  $ 29.2  $ 124.9  $ 143.2  $ 151.8 
Weighted Average Interest Rate   0.48%   0.40%   1.28%   1.92%   0.93%   0.78%

Maximum Month End Balance
Outstanding  $ 242.8  $ 47.0  $ 151.1  $ 180.1  $ 174.6  $ 256.5 
 
Throughout 2011, 2010, and most of 2009, the Company has placed commercial paper without any significant issues and only had to borrow
from its backup credit facility in early 2009 on a limited basis.

ProLiance Short-Term Borrowing Arrangements

ProLiance, a nonutility energy marketing affiliate of the Company, has separate borrowing capacity available through a syndicated credit
facility.  This facility was renewed on May 18, 2011 at a $130 million capacity level as adjusted for letters of credit and current inventory and
receivable balances.  This new one year credit facility reflects the impact of lower gas prices and resulting lower working capital need.  As of
December 31, 2011, $85.5 million in borrowings were outstanding.  The facility is not guaranteed by Vectren or Citizens.  ProLiance is
currently working with financial institutions on replacement of the facility before expiration.

New Share Issues

The Company may periodically issue new common shares to satisfy the dividend reinvestment plan, stock option plan and other employee
benefit plan requirements.  New issuances added additional liquidity of $7.9 million in 2011, $14.0 million in 2010, and $5.8 million in 2009.

Potential Uses of Liquidity

Pension & Postretirement Funding Obligations

As of December 31, 2011, asset values of the Company’s qualified pension plans were approximately 83 percent of the projected benefit
obligation.  Management currently estimates contributing approximately $15 million to qualified pension plans in 2012. Contributions in 2013
and beyond are dependent on a variety of factors, including the Company’s progress toward attaining its long-term goal of being fully funded
related to the plans’ accrued benefit obligations and the available sources of cash to fund such additional contributions.
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Corporate Guarantees

The Company issues parent level guarantees to certain vendors and customers of its wholly owned subsidiaries and unconsolidated
affiliates.  These guarantees do not represent incremental consolidated obligations; rather, they represent parental guarantees of subsidiary and
unconsolidated affiliate obligations in order to allow those subsidiaries and affiliates the flexibility to conduct business without posting other
forms of collateral.  At December 31, 2011, parent level guarantees support a maximum of $25 million of ESG’s performance contracting
commitments and warranty obligations and $27 million of other project guarantees.  The broader scope of ESG’s performance contracting
obligations, including those not guaranteed by the parent company, are described below.  In addition, the parent company has approximately
$25 million of other guarantees outstanding supporting other consolidated subsidiary operations, of which $20 million represent letters of credit
supporting other nonutility operations.  Guarantees issued and outstanding on behalf of unconsolidated affiliates approximated $3 million at
December 31, 2011.  These guarantees relate primarily to arrangements between ProLiance and various natural gas pipeline operators.  The
Company has not been called upon to satisfy any obligations pursuant to these parental guarantees and has accrued no significant liabilities
related to these guarantees.

As a result of the sale of Vectren Source on December 31, 2011, the Company has $56 million of outstanding guarantees related to this formerly
wholly owned subsidiary that will remain in effect for up to 90 days after the closing.  The buyer’s parent will hold the Company harmless if
any amounts are required to be paid pursuant to these guarantees and, within the 90 day period, the buyer is required to provide its own
guarantees in substitution for the Company guarantees.

Performance Guarantees & Product Warranties

In the normal course of business, wholly owned subsidiaries, including ESG, issue performance bonds or other forms of assurance that commit
them to timely install infrastructure, operate facilities, pay vendors or subcontractors, and/or support warranty obligations.  Based on a history
of meeting performance obligations and installed products operating effectively, no significant liability or cost has been recognized during the
periods presented.

Specific to ESG, in its role as a general contractor in the performance contracting industry, at December 31, 2011, there are 78 open surety
bonds supporting future performance.  The average face amount of these bonds is $3.6 million, and the largest obligation has a face amount of
$25.7 million.  The maximum exposure of these obligations is less than these amounts for several factors, including the level of work already
completed.  At December 31, 2011, approximately 60 percent of work was completed on projects with open surety bonds.  A significant portion
of these commitments will be fulfilled within one year.  In instances where ESG operates facilities, project guarantees extend over a longer
period.  In addition to its performance obligations, ESG also warrants the functionality of certain installed infrastructure generally for one year
and the associated energy savings over a specified number of years.

Other Letters of Credit

As of December 31, 2011, Utility Holdings has letters of credit outstanding in support of two SIGECO tax exempt adjustable rate first mortgage
bonds totaling $41.7 million.  In the unlikely event the letters of credit were called, the Company could settle with the financial institutions
supporting these letters of credit with general assets or by drawing from its credit facility that expires in September 2016.  Due to the long-term
nature of the credit agreement, such debt is classified as long-term at December 31, 2011.

Planned Capital Expenditures & Investments

During 2011 capital expenditures and other investments approximated $320 million, of which approximately $230 million related to Utility
Group expenditures.  This compares to 2010 where consolidated investments were approximately $280 million with $230 million attributed to
the Utility Group and 2009 where consolidated investments exceeded $400 million with over $300 million attributed to the Utility
Group.  Planned Utility Group capital expenditures, including contractual purchase commitments, for the five-year period 2012 – 2016 are
expected to be more consistent with expenditures made in 2011 and 2010 and total approximately (in millions):  $250, $270, $260, $260, and
$260, respectively.

Planned Nonutility Group capital expenditures for mine development and recurring infrastructure investments, including contractual purchase
commitments, for the five-year period 2012 – 2016 are expected to total (in millions):  $120, $80, $70, $80, and $80, respectively.  In addition,
the Company may expand its Infrastructure Services business through acquisitions and/or make investments in renewable energy projects,
among other growth strategies.  The timing and amount of such investments depends on a variety of factors, including the availability of
acquisition targets, energy demand, and forecasted liquidity.
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Contractual Obligations

The following is a summary of contractual obligations at December 31, 2011:

                      
(In millions)  Total   2012   2013   2014   2015   2016   Thereafter  
                      
Long-term debt (1)  $ 1,622.3  $ 62.7  $ 106.4  $ 30.0  $ 179.8  $ 73.0  $ 1,170.4 
Short-term debt   227.1   227.1   -   -   -   -   - 
Long-term debt
interest commitments   1,174.3   88.7   84.6   79.9   78.7   66.1   776.3 
Nonutility commodity
purchase commitments   4.3   2.9   1.4   -   -   -   - 
Plant purchase
commitments   60.1   52.9   3.6   -   -   -   - 
Operating leases   17.9   4.7   3.8   2.5   1.5   1.1   4.3 
    Total (2)  $ 3,106.0  $ 439.0  $ 199.8  $ 112.4  $ 260.0  $ 140.2  $ 1,951.0 

(1)  The debt due in 2012 is comprised of debt issued by Vectren Capital totaling $60 million and $2.7 million associated with the Company’s
nonutility operations.

(2)  The Company has other long-term liabilities that total approximately $239 million.  This amount is comprised of the following:  pension
obligations $68 million, postretirement obligations $75 million, deferred compensation and share-based compensation obligations $30
million, asset retirement obligations $44 million, investment tax credits $4 million, environmental remediation obligations $6 million,
and other obligations including unrecognized tax benefits totaling $12 million.  Based on the nature of these items their expected
settlement dates cannot be estimated.

The Company’s regulated utilities have both firm and non-firm commitments to purchase natural gas, electricity, and coal as well as certain
transportation and storage rights.  Costs arising from these commitments, while significant, are pass-through costs, generally collected dollar-
for-dollar from retail customers through regulator-approved cost recovery mechanisms.  Because of the pass through nature of these costs, they
have not been included in the listing of contractual obligations.

Comparison of Historical Sour ces & Uses of Liquidity

Operating Cash Flow

The Company's primary source of liquidity to fund working capital requirements has been cash generated from operations, which totaled $416.9
million in 2011, compared to $384.8 million in 2010 and $449.6 million in 2009.

The $32.1 million increase in operating cash flow in 2011 compared to 2010 is primarily due to a much greater level of cash utilized from
working capital in 2010 and increased earnings and non-cash charges in 2011.  These increases were partially offset by a higher level of
employer contributions to pension and postretirement plans in 2011.

In 2010, operating cash flows decreased $64.8 million compared to 2009.  This decrease was primarily due to much a greater level of cash
generated from working capital in 2009 offset by a special dividend from ProLiance totaling approximately $30 million and higher net income
and non-cash charges in 2010.

Tax payments in the periods presented were favorably impacted by federal legislation extending bonus depreciation and a change in the tax
method for recognizing repair and maintenance activities.  Federal legislation allowing bonus depreciation on qualifying capital expenditures
was increased to 100 percent for 2011 and continues at 50 percent for 2012.  A significant portion of the Company’s capital expenditures
qualify for this bonus treatment.
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Financing Cash Flow

Financing cash flow reflects the Company’s utilization of the long-term capital markets and the current low interest rate environment. In 2011,
and as impacted by the $100 million long-term debt issuance in February 2012, the Company has refinanced at lower rates approximately
$346.2 million of maturing or callable long-term debt, with $250 million of new long-term debt and short-term borrowings.  These lower rates
began to favorably impact interest expense in the fourth quarter of 2011, and will decrease interest more significantly in 2012.  Long-term
financing transactions completed in 2010 and 2009 were used to refinance over $400 million of short-term borrowings.  The Company’s
operating cash flow funded over 95 percent of capital expenditures and dividends in 2011 and 2010 and over 80 percent in 2009.  Recently
completed long-term financing transactions are more fully described below.

Utility Holdings 2012 Debt Issuance
On February 1, 2012, Utility Holdings issued $100 million of senior unsecured notes at an interest rate of 5.00 percent per annum and with a
maturity date of February 3, 2042.  The notes were sold to various institutional investors pursuant to a private placement note purchase
agreement executed in November 2011 with a delayed draw feature.  These senior notes are unsecured and jointly and severally guaranteed by
Utility Holdings’ regulated utility subsidiaries, Southern Indiana Gas and Electric Company (SIGECO), Indiana Gas Company, Inc. (Indiana
Gas), and Vectren Energy Delivery of Ohio, Inc. (VEDO).  The proceeds from the sale of the notes, net of issuance costs, totaled approximately
$99.5 million.  These notes have no sinking fund requirements and interest payments are due semi-annually.  These notes contain customary
representations, warranties and covenants, including a leverage covenant consistent with leverage covenants contained in other Utility
Holdings’ borrowing arrangements. As of December 31, 2011, the Company has reclassified $100 million of short-term borrowings as long-
term debt to reflect those borrowings were refinanced with the proceeds received.  The proceeds received from the issuance of the senior notes
was used to refinance VUHI’s $96.2 million 5.95 percent senior notes due 2036, that were called at par and retired on Nov. 21, 2011.

Utility Holdings 2011 Debt Issuance
On November 30, 2011, Utility Holdings closed a financing under a private placement note purchase agreement pursuant to which various
institutional investors purchased the following tranches of notes:  (i) $55 million of 4.67 percent Senior Guaranteed Notes, due November 30,
2021, (ii) $60 million of 5.02 percent Senior Guaranteed Notes, due November 30, 2026, and (iii) $35 million of 5.99 percent Senior
Guaranteed Notes, due December 2, 2041.  These senior notes are unsecured and jointly and severally guaranteed by Utility Holdings’
regulated utility subsidiaries, SIGECO, Indiana Gas, and VEDO.  The proceeds from the sale of the notes, net of issuance costs, totaled
approximately $148.9 million.  These notes have no sinking fund requirements and interest payments are due semi-annually.  These notes
contain customary representations, warranties and covenants, including a leverage covenant consistent with leverage covenants contained in
other Utility Holdings’ borrowing arrangements. Proceeds received from the issuance were used to partially refinance $250 million of VUHI
long-term debt with an interest rate of 6.625 percent that matured Dec. 1, 2011.

Vectren Capital Corp. 2010 Debt Issuance
On December 15, 2010, the Company and Vectren Capital closed a financing under a private placement note purchase agreement pursuant to
which various institutional investors purchased the following tranches of notes from Vectren Capital:  (i) $75 million 3.48 percent Senior Notes,
Series A due 2017, and (ii) $50 million 4.53 percent Senior Notes, Series B due 2025.  These Senior Notes are unconditionally guaranteed by
Vectren.  The proceeds from the issuance replaced $48 million debt maturities due in December 2010 and provided long-term financing for
some nonutility investments originally financed with short-term borrowings.  These notes have no sinking fund requirements and interest
payments are due semi-annually.  The proceeds from the sale of the notes, net of issuance costs, totaled approximately $124.2 million.  These
notes contain customary representations, warranties and covenants, including a leverage covenant consistent with leverage covenants contained
in other Vectren Capital borrowing arrangements.
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Vectren Capital Corp. 2009 Debt Issuance
On March 11, 2009, Vectren and Vectren Capital closed a financing under a private placement Note Purchase Agreement (the “2009 Note
Purchase Agreement”) pursuant to which various institutional investors purchased the following tranches of notes from Vectren Capital: (i) $30
million in 6.37 percent senior notes, Series A due 2014, (ii) $60 million in 6.92 percent senior notes, Series B due 2016 and (iii) $60 million in
7.30 percent senior notes, Series C due 2019. These senior notes are unconditionally guaranteed by Vectren, the parent of Vectren
Capital.  These notes have no sinking fund requirements and interest payments are due semi-annually.  The proceeds from the sale of the notes,
net of issuance costs, totaled approximately $149.0 million.  The 2009 Note Purchase Agreement contains customary representations,
warranties and covenants, including a leverage covenant consistent with leverage covenants contained in other Vectren Capital borrowing
arrangements.  On March 11, 2009, Vectren and Vectren Capital also entered into a first amendment with respect to prior note purchase
agreements for the remaining outstanding Vectren Capital debt, other than the $22.5 million series due in 2010, to conform the covenants in
certain respects to those contained in the 2009 Note Purchase Agreement.

Utility Holdings 2009 Debt Issuance
On April 7, 2009, Utility Holdings closed a financing under a private placement note purchase agreement pursuant to which institutional
investors purchased from Utility Holdings $100 million in 6.28 percent senior unsecured notes due April 7, 2020 (2020 Notes).  The 2020
Notes are guaranteed by Utility Holdings’ three utilities:  SIGECO, Indiana Gas, and VEDO.  These guarantees are full and unconditional and
joint and several.  The proceeds from the sale of the 2020 Notes, net of issuance costs, totaled approximately $99.5 million.  The 2020 Notes
have no sinking fund requirements and interest payments are due semi-annually.  The 2020 Notes contain customary representations, warranties
and covenants, including a leverage covenant consistent with leverage covenants contained in other Utility Holdings’ borrowing arrangements.

SIGECO 2009 Debt Issuance
On August 19, 2009 SIGECO also completed a $22.3 million tax-exempt first mortgage bond issuance at an interest rate of 5.4 percent that is
fixed through maturity.  The bonds mature in 2040.  The proceeds from the sale of the bonds, net of issuance costs, totaled approximately $21.3
million.

Auction Rate Securities
On March 26, 2009, SIGECO remarketed the remaining $41.3 million of its auction rate securities obligations, receiving proceeds, net of
issuance costs of approximately $40.6 million.  The remarketed notes have a variable rate interest rate which is reset weekly and are supported
by a standby letter of credit.  The notes are collateralized by SIGECO’s utility plant, and $9.8 million are due in 2015 and $31.5 million are due
in 2025.

Long-Term Debt Puts & Calls
Certain long-term debt issues contain put and call provisions that can be exercised on various dates before maturity.  Certain instruments can be
put to the Company upon the death of the holder (death puts).  During 2011, 2010, and 2009, the Company repaid approximately $0.8 million,
$1.8 million, and $3.0 million, respectively, related to death puts.

On October 21, 2011, the Company notified holders of Utility Holdings $96.2 million 5.95 percent senior notes due 2036, of its intent to call
those notes.  This call option was exercised at par on November 21, 2011.

Investing Cash Flow

Cash flow required for investing activities was $319.7 million in 2011, $269.0 million in 2010, and $431.1 million in 2009.  Capital
expenditures are the primary component of investing activities and totaled $321.3 million in 2011, $277.2 million in 2010 compared to $431.1
million in 2009.  The increase in capital expenditures in 2011 compared to 2010 primarily reflects a $35.8 million increase in nonutility projects
including expenditures for the Oaktown coal mines, infrastructure services equipment, and renewable energy projects.  Increased capital
expenditures within the Utility Group primarily related to bare steel cast iron replacement projects.  Investing cash flow in 2011 was also
impacted by the purchase of Minnesota Limited and the sale of Vectren Source.

The decrease in capital expenditures in 2010 compared to 2009 reflects the roughly $20 million spent in 2009 associated with the January 2009
ice storm restoration projects and approximately $55 million in lower other utility capital spending as well as approximately $90 million in
lower expenditures relating to Coal Mining, primarily Oaktown mine development costs.
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Forward-Looking Information

A “safe harbor” for forwar d-looking statements is provided by the Private Securities Litigation Reform Act of 1995 (Reform Act of 1995).  The
Reform Act of 1995 was adopted to encourage such forward-looking statements without the threat of litigation, provided those statements are
identified as forward-looking and are accompanied by meaningful cautionary statements identifying important factors that could cause the
actual r esults to differ materially from those projected in the statement.  Certain matters described in Managem ent’s Discussion and Analysis of
Results of Operations and Financial Condition ar e forward-looking statements.  Such statements are based on management’s beliefs, as well as
assumptions made by and information currently available to management.  When used in this filing, the words “believe”, “anticipate”,
“endeavor”, “estimate”, “expect”, “objective”, “pr ojection”, “for ecast”, “goal”, “likely”, and similar expr essions are intended to identify
forward-looking statements.  In addition to any assumptions and other  factors referred to specifically in connection with such forward-looking
statements, factors that could cause the Company’s actual r esults to differ materially from those contemplated in any forward-looking
statements include, among others, the following:

· Factors affecting utility operations such as unusual weather conditions; catastr ophic weather-related damage; unusual maintenance or
repairs; unanticipated changes to fossil fuel costs; unanticipated changes to gas transportation and storage costs, or availability due to
higher demand, shortages, transportation problems or other developments; environmental or pipeline incidents; transmission or
distribution incidents; unanticipated changes to electric energy supply costs, or availability due to demand, shortages, transmission
problems or other developments; or electric transmission or gas p ipeline system constraints.

·  Catastr ophic events such as fires, earthquakes, explosions, floods, ice storms, tornados, terrorist acts or other similar occurrences could
adversely affect Vectren’s facilities, operations, financial condition and r esults of operations.

·  Increased competition in the energy industry, including the effects of industry restructuring and unbundling.
·  Regulatory factors such as unanticipated changes in rate-setting policies or procedures, recovery of investments and costs made under

traditional r egulation, and the frequency and timing of rate increases.
·  Financial, regulatory or accounting principles or policies imposed by the Financial Accounting Standards Board; the Securities and

Exchange Commission; the Federal Energy Regulatory Commission; state public utility commissions; state entities which regulate electric
and natural gas transmission and distribution, natural gas gathering and processing, electric power supply; and similar entities with
regulatory oversight.

·  Economic conditions including the effects of inflation rates, commodity prices, and monetary fluctuations.
·  Economic conditions surrounding the current economic uncertainty, including significantly lower levels of economic activity; uncertainty

regarding energy prices and the capital and commodity markets; volatile chang es in the demand for natural gas, electricity , coal, and other
nonutility products and services; impacts on both gas and electric large customers; lower residential and commercial customer counts;
higher operating expenses; and further r eductions in the value of certain nonutility real estate and other legacy investments.

·  Volatile natural gas and coal commodity prices and the potential impact on customer consumption, uncollectible accounts expense,
unaccounted for gas and inter est expense.

·  Changing market conditions and a variety of other factors associated with physical energy and financial trading activities including, but
not limited to, price, basis, credit, liquidity, volatility, capacity, interest rate, and warranty risks.

·  Direct or indirect effects on the Company’s business, financial condition, liquidity and results of operations resulting from changes in credit
ratings, changes in inter est rates, and/or changes in market per ceptions of the utility industry and other energy-related industries.

·  The performance of projects undertaken by the Company’s nonutility businesses and the success of efforts to invest in and develop new
opportunities, including but not limited to, the Company’s infrastructur e, energy services, coal mining, and energy marketing strategies.

·  Factors affecting coal mining operations including MSHA guidelines and interpretations of those guidelines, as well as additional mine
regulations and more frequent and broader inspections that could result from the recent mining incidents at coal mines of other companies;
geologic, equipment, and operational risks; the ability to execute and negotiate new sales contracts and resolve contract interpretations;
volatile coal market prices and demand;  supplier and contract miner performance; the availability of key equipment, contract miners and
commodities; availability of transportation; and the ability to  access/replace coal r eserves.

·  Factors affecting the Company’s investment in ProLiance including natural gas price volatility and basis; the a bility to lower fixed contract
costs; and availability of cr edit.
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·  Employee or contractor workforce factors including changes in key executives, collective bargaining agreements with union employees,

aging workforce issues, work stoppages, or pandemic illness.
·  Risks associated with material business transactions such as mergers, acquisitions and divestitures, including, without limitation, legal and

regulatory delays; the related time and costs of implementing such transactions; integrating operations as part of these transactions; and
possible failures to achieve expected gains, revenue growth and/or expense savings from such transactions.

·  Costs, fines, penalties and other effects of legal and administrative proceedings, settlements, investigations, claims, including, but not
limited to, such matters involving compliance with state and federal laws and interpr etations of these laws.

·  Changes in or additions to federal, state or local legislative requirements, such as changes in or additions to tax laws or rates,
environmental laws, including laws governing greenhouse gases, mandates of sources of renewable energy, and other r egulations.

The Company undertakes no obligation to publicly update or revise any forward-looking statements, whether as a result of changes in actual
results, changes in assumptions, or other factors affecting such  statements.

ITEM 7A.  QUANTIT ATIVE AND QUALIT ATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to various business risks associated with commodity prices, interest rates, and counter-party credit.  These financial
exposures are monitored and managed by the Company as an integral part of its overall risk management program.  The Company’s risk
management program includes, among other things, the use of derivatives.  The Company may also execute derivative contracts in the normal
course of operations while buying and selling commodities to be used in operations and optimizing its generation assets.

The Company has in place a risk management committee that consists of senior management as well as financial and operational
management.  The committee is actively involved in identifying risks as well as reviewing and authorizing risk mitigation strategies.

Commodity Price Risk

Regulated Operations

The Company’s regulated operations have limited exposure to commodity price risk for transactions involving purchases and sales of natural
gas, coal and purchased power for the benefit of retail customers due to current state regulations, which subject to compliance with those
regulations, allow for recovery of the cost of such purchases through natural gas and fuel cost adjustment mechanisms.  Constructive regulatory
orders, such as those authorizing lost margin recovery, other innovative rate designs, and recovery of unaccounted for gas and other gas related
expenses, also mitigate the effect volatile gas costs may have on the Company’s financial condition.  Although Vectren’s regulated operations
are exposed to limited commodity price risk, volatile natural gas prices have other effects on working capital requirements, interest costs, and
some level of price-sensitivity in volumes sold or delivered.

Wholesale Power Marketing

The Company’s wholesale power marketing activities undertake strategies to optimize electric generating capacity beyond that needed for
native load.  In recent years, the primary strategy involves the sale of excess generation into the MISO Day Ahead and Real-time markets.  As
part of these strategies, the Company may also from time to time execute energy contracts that commit the Company to purchase and sell
electricity in future periods.  Commodity price risk results from forward positions that commit the Company to deliver electricity.  The
Company mitigates price risk exposure with planned unutilized generation capability.  The Company accounts for any energy contracts that are
derivatives at fair value with the offset marked to market through earnings.  No market sensitive derivative positions were outstanding on
December 31, 2011 and 2010.

For retail sales of electricity, the Company receives the majority of its NOx and SO2 allowances at zero cost through an allocation
process.  Based on arrangements with regulators, wholesale operations can purchase allowances from retail operations at current market values,
the value of which is distributed back to retail customers through a MISO cost recovery tracking mechanism.  Wholesale operations are
therefore at risk for the cost of allowances, which for the recent past have been volatile.  The Company manages this risk by purchasing
allowances from retail operations as needed and occasionally from other third parties in advance of usage.  In the past, the Company also used
derivative financial instruments to hedge this risk, but no such derivative instruments were outstanding at December 31, 2011 or 2010.

 
-55-

Vectren 2011 10-K

Appellant's App 
Vol II, p 748a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



Table of Contents
Other Operations

Other commodity-related operations are exposed to commodity price risk associated with natural gas and coal.  Other commodity-related
operations include Vectren Source, a nonutility retail gas marketer prior to its sale on December 31, 2011, coal mining operations, and the
operations at ProLiance.  Open positions in terms of price, volume, and specified delivery points may occur and are managed using methods
described below with frequent management reporting.

These subsidiaries, as well as ProLiance, purchase and sell natural gas and coal to meet customer demands.  Forward contracts, and
occasionally option contracts, commit them to purchase and sell commodities in the future.  Price risk from forward positions is mitigated using
stored inventory and offsetting forward purchase contracts.  Price risk also results from forward contracts to purchase commodities to fulfill
forecasted non-regulated sales of natural gas and coal that may or may not occur.  Related to coal mining operations, contracts are expected to
be settled by physical receipt or delivery of the commodity.  ProLiance more frequently uses financial instruments that are derivatives to hedge
its market exposures that arise from gas in storage, imbalances, and fixed-price forward purchase and sale contracts.

Inter est Rate Risk

The Company is exposed to interest rate risk associated with its borrowing arrangements.  Its risk management program seeks to reduce the
potentially adverse effects that market volatility may have on interest expense.  The Company limits this risk by allowing only an annual
average of 15 percent to 25 percent of its total debt to be exposed to variable rate volatility.  However, this targeted range may not always be
attained during the seasonal increases in short-term borrowings.  To manage this exposure, the Company may use derivative financial
instruments.

Market risk is estimated as the potential impact resulting from fluctuations in interest rates on adjustable rate borrowing arrangements exposed
to short-term interest rate volatility.  During 2011 and 2010, the weighted average combined borrowings under these arrangements
approximated $206 million and $198 million, respectively.  At December 31, 2011, combined borrowings under these arrangements were $368
million, which excludes the impact of a $100 million long-term debt issuance occurring February 2012.  As December 31, 2010 combined
borrowings under these arrangements were $160 million.  Based upon average borrowing rates under these facilities during the years ended
December 31, 2011 and 2010, an increase of 100 basis points (one percentage point) in the rates would have increased interest expense by
approximately $2 million in each year.

Other Risks

By using financial instruments to manage risk, the Company, as well as ProLiance, creates exposure to counter-party credit risk and market
risk.  The Company manages exposure to counter-party credit risk by entering into contracts with companies that can be reasonably expected to
fully perform under the terms of the contract.  Counter-party credit risk is monitored regularly and positions are adjusted appropriately to
manage risk.  Further, tools such as netting arrangements and requests for collateral are also used to manage credit risk.  Market risk is the
adverse effect on the value of a financial instrument that results from a change in commodity prices or interest rates.  The Company attempts to
manage exposure to market risk associated with commodity contracts and interest rates by establishing parameters and monitoring those
parameters that limit the types and degree of market risk that may be undertaken.

The Company’s customer receivables associated with utility operations are primarily derived from residential, commercial, and industrial
customers located in Indiana and west central Ohio.  However, some exposure from nonutility operations extends throughout the United
States.  The Company manages credit risk associated with its receivables by continually reviewing creditworthiness and requests cash deposits
or refunds cash deposits based on that review.  Credit risk associated with certain investments is also managed by a review of creditworthiness
and receipt of collateral.  In addition, credit risk is mitigated by regulatory orders that allow recovery of all uncollectible accounts expense in
Ohio and the gas cost portion of uncollectible accounts expense in Indiana based on historical experience.
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ITEM 8.  FINANCIAL ST ATEMENTS AND SUPPLEMENT ARY DATA

MANAGEMENT’S RESPONSIBILITY FOR THE FINANCIAL ST ATEMENTS

Vectren Corporation’s management is responsible for establishing and maintaining adequate internal control over financial reporting.  Those
control procedures underlie the preparation of the consolidated balance sheets, statements of income, cash flows, and common shareholders’
equity, and related footnotes contained herein.

These consolidated financial statements were prepared in conformity with accounting principles generally accepted in the United States and
follow accounting policies and principles applicable to regulated public utilities.  The integrity and objectivity of these consolidated financial
statements, including required estimates and judgments, is the responsibility of management.

These consolidated financial statements are also subject to an evaluation of internal control over financial reporting conducted under the
supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer.  Based on that
evaluation, conducted under the framework in Internal Contr ol — Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission, the Company concluded that its internal control over financial reporting was effective as of December 31,
2011.  Management certified this in its Sarbanes Oxley Section 302 certifications, which are attached as exhibits to this 2011 Form 10-K.
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REPOR T OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Vectren Corporation:

We have audited the accompanying consolidated balance sheets of Vectren Corporation and subsidiaries (the “Company”) as of December 31,
2011 and 2010, and the related consolidated statements of income, common shareholders’ equity and cash flows for each of the three years in
the period ended December 31, 2011. Our audits also included the financial statement schedule listed in the Index at Item 15. These financial
statements and financial statement schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on
the financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Vectren Corporation and
subsidiaries as of December 31, 2011 and 2010, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2011, in conformity with accounting principles generally accepted in the United States of America. Also, in our opinion,
such financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly, in
all material respects, the information set forth therein.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the Company’s
internal control over financial reporting as of December 31, 2011, based on the criteria established in Internal Contr ol — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 16, 2012 expressed an
unqualified opinion on the Company’s internal control over financial reporting.

/s/ DELOITTE & TOUCHE LLP
Indianapolis, Indiana
February 16, 2012
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REPOR T OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Vectren Corporation:

We have audited the internal control over financial reporting of Vectren Corporation and subsidiaries (the “Company”) as of December 31,
2011, based on criteria established in Internal Contr ol — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. The Company’s management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting included in the accompanying Management’s Report on Internal
Control over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial reporting based
on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk
that a material weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinion.

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

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or improper management
override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely basis. Also, projections of any
evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the risk that the controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 2011,
based on the criteria established in Internal Contr ol — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated
financial statements and financial statement schedule as of and for the year ended December 31, 2011 of the Company and our report dated
February 16, 2012 expressed an unqualified opinion on those financial statements and financial statement schedule.

/s/ DELOITTE & TOUCHE LLP
Indianapolis, Indiana
February 16, 2012
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VECTREN CORPORA TION AND SUBSIDIAR Y COMP ANIES

 CONSOLIDA TED BALANCE SHEETS
(In millions)

       
  At December 31,  
  2011   2010  

ASSETS       
       
Current Assets       
  Cash & cash equivalents  $ 8.6  $ 10.4 
  Accounts receivable - less reserves of $6.7 &
          $5.3, respectively   221.3   176.6 
  Accrued unbilled revenues   121.5   162.0 
  Inventories   161.9   187.1 
  Recoverable fuel & natural gas costs   12.4   7.9 
  Prepayments & other current assets   84.3   101.2 
    Total curr ent assets   610.0   645.2 
         
Utility Plant         
  Original cost   4,979.9   4,791.7 
  Less:  accumulated depreciation & amortization   1,947.3   1,836.3 
    Net utility plant   3,032.6   2,955.4 
         
Investments in unconsolidated affiliates   92.9   135.2 
Other utility & corporate investments   34.4   34.1 
Other nonutility investments   29.6   40.9 
Nonutility plant - net   550.8   488.3 
Goodwill - net   262.3   242.0 
Regulatory assets   226.0   189.4 
Other assets   40.3   33.7 
TOTAL ASSETS  $ 4,878.9  $ 4,764.2 

 

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORA TION AND SUBSIDIAR Y COMP ANIES

CONSOLIDA TED BALANCE SHEETS
(In millions)

       
  At December 31,  
  2011   2010  

LIABILITIES & SHAREHOLDERS' EQUITY       
       
Current Liabilities       
  Accounts payable  $ 185.8  $ 183.7 
  Accounts payable to affiliated companies   36.8   59.6 
  Accrued liabilities   181.1   178.4 
  Short-term borrowings   227.1   118.3 
  Current maturities of long-term debt   62.7   250.7 
  Long-term debt subject to tender   -   30.0 
    Total curr ent liabilities   693.5   820.7 
         
Long-term Debt - Net of Current Maturities &
          Debt Subject to Tender   1,559.6   1,435.2 
         
Deferred Income Taxes & Other Liabilities         
  Deferred income taxes   575.7   515.3 
  Regulatory liabilities   345.2   333.5 
  Deferred credits & other liabilities   239.4   220.6 
    Total deferr ed cr edits & other liabilities   1,160.3   1,069.4 
         
         
Commitments & Contingencies (Notes 7, 17-20)         
         
Common Shareholders' Equity         
  Common stock (no par value) – issued & outstanding
          81.9 and 81.7, respectively   692.6   683.4 
  Retained earnings   786.2   759.9 
  Accumulated other comprehensive income/(loss)   (13.3)   (4.4)
    Total common shar eholders' equity   1,465.5   1,438.9 
         
TOTAL LIABILITIES & SHAREHOLDERS' EQUITY  $ 4,878.9  $ 4,764.2 

 

 The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORA TION AND SUBSIDIAR Y COMP ANIES
CONSOLIDA TED STATEMENTS OF INCOME

(In millions, except per share amounts)

  Year Ended December 31,
  2011   2010   2009
OPERATING REVENUES         
  Gas utility  $ 819.1  $ 954.1  $ 1,06
  Electric utility   635.9   608.0   52
  Nonutility   870.2   567.4   49
    Total operating r evenues   2,325.2   2,129.5   2,08
OPERATING EXPENSES           
  Cost of gas sold   375.4   504.7   6
  Cost of fuel & purchased power   240.4   235.0   19
  Cost of nonutility revenues   385.3   243.3   20
  Other operating   652.2   538.4   5
  Depreciation & amortization   244.3   229.1   2
  Taxes other than income taxes   57.6   62.2   6
    Total operating expenses   1,955.2   1,812.7   1,80
OPERA TING INCOME   370.0   316.8   28
OTHER INCOME (EXPENSE)           
  Equity in earnings (losses) of unconsolidated affiliates   (32.0)   (8.6)   
  Other  income (expense) – net   (3.5)   4.8   
    Total other income (expense)   (35.5)   (3.8)   
Interest expense   106.5   104.6   10
INCOME BEFORE INCOME T AXES   228.0   208.4   19
Income taxes   86.4   74.7   6
NET INCOME  $ 141.6  $ 133.7  $ 13
           
AVERAGE COMMON SHARES OUTSTANDING   81.8   81.2   8
DILUTED COMMON SHARES OUTSTANDING   81.8   81.3   8
           
EARNINGS PER SHARE OF COMMON STOCK:           
    BASIC  $ 1.73  $ 1.65  $ 1
    DILUTED  $ 1.73  $ 1.64  $ 1

 

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORA TION AND SUBSIDIAR Y COMP ANIES

CONSOLIDA TED STATEMENTS OF CASH FLOWS
(In millions)

          
  Year Ended December 31,  
  2011   2010   2009  
CASH FLOWS FROM OPERATING ACTIVITIES        
  Net income  $ 141.6  $ 133.7  $ 133.1 
  Adjustments to reconcile net income to cash from operating activities:  
    Depreciation & amortization   244.3   229.1   211.9 
    Deferred income taxes & investment tax credits   71.7   69.3   84.9 
    Equity in (earnings) losses of unconsolidated affiliates   32.0   8.6   (3.4)
    Provision for uncollectible accounts   11.8   16.8   15.1 
    Expense portion of pension & postretirement benefit cost   9.0   10.0   10.4 
    (Gain) on sale of business in 2011, net of other non-cash charges   (0.1)   15.9   13.3 
    Changes in working capital accounts:             
       Accounts receivable & accrued unbilled revenue   (17.5)   (48.3)   96.9 
       Inventories   (26.1)   (19.3)   (36.1)
       Recoverable/refundable fuel & natural gas costs   (4.5)   (30.2)   21.3 
       Prepayments & other current assets   17.9   (23.5)   43.1 
       Accounts payable, including to affiliated companies   (21.2)   5.5   (85.8)
       Accrued liabilities   6.4   10.2   4.0 
    Unconsolidated affiliate dividends   0.1   42.7   12.6 
    Employer contributions to pension & postretirement plans   (38.8)   (22.0)   (38.5)
    Changes in noncurrent assets   0.3   (7.6)   0.2 
    Changes in noncurrent liabilities   (10.0)   (6.1)   (33.4)
       Net cash flows fr om operating activities   416.9   384.8   449.6 
CASH FLOWS FROM FINANCING ACTIVITIES          
  Proceeds from:             
    Long-term debt, net of issuance costs   148.9   124.2   312.5 
    Dividend reinvestment plan & other common stock issuances   7.9   14.0   5.8 
  Requirements for:             
    Dividends on common stock   (113.2)   (110.8)   (108.6)
    Retirement of long-term debt   (349.1)   (49.3)   (3.5)
   Other financing activities   (2.3)   (0.2)   - 
  Net change in short-term borrowings   208.8   (95.2)   (306.0)
       Net cash flows fr om financing activities   (99.0)   (117.3)   (99.8)
CASH FLOWS FROM INVESTING ACTIVITIES          
  Proceeds from:             
    Sale of business   84.3   -   - 
    Unconsolidated affiliate distributions   0.5   0.5   4.6 
    Other collections   1.1   10.8   1.5 
  Requirements for:             
    Capital expenditures, excluding AFUDC equity   (321.3)   (277.2)   (432.0)
    Business acquisition, net of cash acquired   (83.4)   -     
    Other investments   (0.9)   (3.1)   (5.2)
       Net cash flows fr om investing activities   (319.7)   (269.0)   (431.1)
Net change in cash & cash equivalents   (1.8)   (1.5)   (81.3)
Cash & cash equivalents at beginning of period   10.4   11.9   93.2 
Cash & cash equivalents at end of period  $ 8.6  $ 10.4  $ 11.9 

 
The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORA TION AND SUBSIDIAR Y COMP ANIES

CONSOLIDA TED STATEMENTS OF COMMON SHAREHOLDERS' EQUITY
(In millions, except per share amounts)

           Accumulated     
  Common Stock      Other     
        Retained   Comprehensive    
  Shares   Amount   Earnings   Income (Loss)   Total  
                
Balance at January 1, 2009   81.0   659.1   712.8   (20.3)   1,351.6 
Comprehensive income:                     
Net income           133.1       133.1 
Pension/OPEB funded status adjustment - net of $0.4
million in tax               0.5   0.5 
Comprehensive income of unconsolidated
 affiliates - net of $8.9 million in tax            13.0   13.0 
Total comprehensive income                   146.6 
Common stock:                     
     Issuance:  option exercises & dividend reinvestment
plan   0.3   5.8           5.8 
     Dividends ($1.345 per share)           (108.6)       (108.6)
Other   (0.2)   1.9   (0.1)       1.8 
Balance at December 31, 2009   81.1   666.8   737.2   (6.8)   1,397.2 
Comprehensive income:                     
Net income           133.7       133.7 
Pension/OPEB funded status adjustment - net of $0.2
million in tax               (0.3)   (0.3)
Cash flow hedges:                     
     unrealized gains (losses) - net of $1.5 million in tax               2.5   2.5 
     reclassifications to net income- net of tax               (0.1)   (0.1)
Comprehensive income of unconsolidated
 affiliates - net of $0.2 million in tax            0.3   0.3 
Total comprehensive income                   136.1 
Common stock:                     
     Issuance:  option exercises & dividend reinvestment
plan   0.6   14.0           14.0 
     Dividends ($1.365 per share)           (110.8)       (110.8)
Other       2.6   (0.2)       2.4 
Balance at December 31, 2010   81.7   683.4   759.9   (4.4)   1,438.9 
Comprehensive income:                     
Net income           141.6       141.6 
Pension/OPEB funded status adjustment - net of $0.7
million in tax               (1.0)   (1.0)
Cash flow hedges:                     
     unrealized gains (losses) - net of $1.5 million in tax               (2.1)   (2.1)
     reclassifications to net income- net of tax               (0.3)   (0.3)
Comprehensive income of unconsolidated
 affiliates - net of $3.8 million in tax            (5.5)   (5.5)
Total comprehensive income                   132.7 
Common stock:                     
     Issuance:  option exercises & dividend reinvestment
plan   0.2   7.9           7.9 
     Dividends ($1.385 per share)           (113.2)       (113.2)
Other       1.3   (2.1)       (0.8)
Balance at December 31, 201 1   81.9  $ 692.6  $ 786.2  $ (13.3)  $ 1,465.5 

 

The accompanying notes are an integral part of these consolidated financial statements.
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VECTREN CORPORA TION AND SUBSIDIAR Y COMP ANIES

NOTES T O THE CONSOLIDA TED FINANCIAL ST ATEMENTS

1.    Organization and Natur e of Operations

Vectren Corporation (the Company or Vectren), an Indiana corporation, is an energy holding company headquartered in Evansville,
Indiana.  The Company’s wholly owned subsidiary, Vectren Utility Holdings, Inc. (Utility Holdings), serves as the intermediate holding
company for three public utilities:  Indiana Gas Company, Inc. (Indiana Gas or Vectren North), Southern Indiana Gas and Electric Company
(SIGECO or Vectren South), and Vectren Energy Delivery of Ohio, Inc. (VEDO).  Utility Holdings also has other assets that provide
information technology and other services to the three utilities.  Utility Holdings’ consolidated operations are collectively referred to as the
Utility Group.  Both Vectren and Utility Holdings are holding companies as defined by the Energy Policy Act of 2005 (Energy Act).  Vectren
was incorporated under the laws of Indiana on June 10, 1999.

Indiana Gas provides energy delivery services to approximately 563,000 natural gas customers located in central and southern
Indiana.  SIGECO provides energy delivery services to approximately 141,000 electric customers and approximately 110,000 gas customers
located near Evansville in southwestern Indiana.  SIGECO also owns and operates electric generation assets to serve its electric customers and
optimizes those assets in the wholesale power market.  Indiana Gas and SIGECO generally do business as Vectren Energy Delivery of
Indiana.  VEDO provides energy delivery services to over 310,000 natural gas customers located near Dayton in west central Ohio.

The Company, through Vectren Enterprises, Inc. (Enterprises), is involved in nonutility activities in four primary business areas:  Infrastructure
Services, Energy Services, Coal Mining, and Energy Marketing.  Infrastructure Services provides underground construction and repair
services.  Energy Services provides performance contracting and renewable energy services.  Coal Mining mines and sells coal.  Energy
Marketing markets and supplies natural gas and provides energy management services.  Enterprises also has other legacy businesses that have
invested in energy-related opportunities and services, real estate, and leveraged leases, among other investments.  All of the above are
collectively referred to as the Nonutility Group.  Enterprises supports the Company’s regulated utilities pursuant to service contracts by
providing natural gas supply services, coal, and infrastructure services.

2.    Summary of Significant Accounting Policies

In applying its accounting policies, the Company makes judgments, assumptions, and estimates that affect the amounts reported in these
consolidated financial statements and related footnotes.  Examples of transactions for which estimation techniques are used include valuing
pension and postretirement benefit obligations, deferred tax obligations, unbilled revenue, uncollectible accounts, regulatory assets and
liabilities, reclamation liabilities, and derivatives and other financial instruments.  Estimates also impact the depreciation of utility and
nonutility plant and the testing goodwill and other assets for impairment.  Recorded estimates are revised when better information becomes
available or when actual amounts can be determined.  Actual results could differ from current estimates.

Principles of Consolidation
The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries, after elimination of
intercompany transactions.

Subsequent Events Review
Management performs a review of subsequent events for any events occurring after the balance sheet date but prior to the date the financial
statements are issued.

Cash & Cash Equivalents
All highly liquid investments with an original maturity of three months or less at the date of purchase are considered cash equivalents.  Cash
and cash equivalents are stated at cost plus accrued interest to approximate fair value.
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Allowance for Uncollectible Accounts
The Company maintains allowances for uncollectible accounts for estimated losses resulting from the inability of its customers to make
required payments. The Company estimates the allowance for uncollectible accounts based on a variety of factors including the length of time
receivables are past due, the financial health of its customers, unusual macroeconomic conditions, and historical experience.  If the financial
condition of its customers deteriorates or other circumstances occur that result in an impairment of customers’ ability to make payments, the
Company records additional allowances as needed.

Inventories
In most circumstances, the Company’s inventory components are recorded using an average cost method; however, natural gas in storage at the
Company’s Indiana utilities and coal inventory at the Company’s nonutility coal mines are recorded using the Last In – First Out (LIFO)
method.  Inventory related to the Company’s regulated operations is valued at historical cost consistent with ratemaking treatment.  Materials
and supplies are recorded as inventory when purchased and subsequently charged to expense or capitalized to plant when installed.  Nonutility
inventory is valued at the lower of cost or market.

Property, Plant & Equipment
Both the Company’s Utility Plant and Nonutility Plant is stated at historical cost, inclusive of financing costs and direct and indirect
construction costs, less accumulated depreciation and when necessary, impairment charges.  The cost of renewals and betterments that extend
the useful life are capitalized.  Maintenance and repairs, including the cost of removal of minor items of property and planned major
maintenance projects, are charged to expense as incurred.

Utility Plant & Related Depreciation
Both the IURC and PUCO allow the Company’s utilities to capitalize financing costs associated with Utility Plant based on a computed interest
cost and a designated cost of equity funds.  These financing costs are commonly referred to as AFUDC and are capitalized for ratemaking
purposes and for financial reporting purposes instead of amounts that would otherwise be capitalized when acquiring nonutility plant.  The
Company reports both the debt and equity components of AFUDC in Other – net in the Consolidated Statements of Income.

When property that represents a retirement unit is replaced or removed, the remaining historical value of such property is charged to Utility
plant, with an offsetting charge to Accumulated depreciation, resulting in no gain or loss.  Costs to dismantle and remove retired property are
recovered through the depreciation rates as determined by the IURC and PUCO.

The Company’s portion of jointly owned Utility Plant, along with that plant’s related operating expenses, is presented in these financial
statements in proportion to the ownership percentage.

Nonutility Plant & Related Depreciation
The depreciation of Nonutility Plant is charged against income over its estimated useful life, using the straight-line method of depreciation or
units-of-production method of amortization for certain coal mining assets.  When nonutility property is retired, or otherwise disposed of, the
asset and accumulated depreciation are removed, and the resulting gain or loss is reflected in income, typically impacting operating expenses.

Impairment Reviews
Property, plant and equipment along with other long-lived assets are reviewed as facts and circumstances indicate that the carrying amount may
be impaired.  This impairment review involves the comparison of an asset’s (or group of assets’) carrying value to the estimated future cash
flows the asset (or asset group) is expected to generate over a remaining life.  If this evaluation were to conclude that the carrying value is
impaired, an impairment charge would be recorded based on the difference between the carrying amount and its fair value (less costs to sell for
assets to be disposed of by sale) as a charge to operations or discontinued operations.  There were no impairments related to property, plant and
equipment during the periods presented.

Investments in Unconsolidated Affiliates
Investments in unconsolidated affiliates where the Company has significant influence are accounted for using the equity method of
accounting.  The Company’s share of net income or loss from these investments is recorded in Equity in earnings of unconsolidated
affiliates.  Dividends are recorded as a reduction of the carrying value of the investment when received.  Investments in unconsolidated
affiliates where the Company does not have significant influence are accounted for using the cost method of accounting.  Dividends associated
with cost method investments are recorded as Other – net when received.  Investments, when necessary, include adjustments for declines in
value judged to be other than temporary.
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Goodwill
Goodwill recorded on the Consolidated Balance Sheets results from business acquisitions and is based on a fair value allocation of the
businesses’ purchase price at the time of acquisition.  Goodwill is charged to expense only when it is impaired.  The Company tests its goodwill
for impairment at an operating segment level because the components within the segment are similar.  These tests are performed at least
annually and that test is performed at the beginning of each year.  Impairment reviews consist of a comparison of fair value to the carrying
amount.  If the fair value is less than the carrying amount, an impairment loss is recognized in operations.  No goodwill impairments have been
recorded during the periods presented.

Regulation
Retail public utility operations affecting Indiana customers are subject to regulation by the IURC, and retail public utility operations affecting
Ohio customers are subject to regulation by the PUCO.  The Company’s accounting policies give recognition to the ratemaking and accounting
practices authorized by these agencies.

Refundable or Recoverable Gas Costs & Cost of Fuel & Pur chased Power
All metered gas rates contain a gas cost adjustment clause that allows the Company to charge for changes in the cost of purchased gas.  Metered
electric rates contain a fuel adjustment clause that allows for adjustment in charges for electric energy to reflect changes in the cost of fuel.  The
net energy cost of purchased power, subject to a variable benchmark based on NYMEX natural gas prices, is also recovered through regulatory
proceedings.  The Company records any under-or-over-recovery resulting from gas and fuel adjustment clauses each month in revenues.  A
corresponding asset or liability is recorded until the under or over-recovery is billed or refunded to utility customers.  The cost of gas sold is
charged to operating expense as delivered to customers, and the cost of fuel and purchased power for electric generation is charged to operating
expense when consumed.

Regulatory Assets & Liabilities
Regulatory assets represent probable future revenues associated with certain incurred costs, which will be recovered from customers through
the ratemaking process.  Regulatory liabilities represent probable expenditures by the Company for removal costs or future reductions in
revenues associated with amounts that are to be credited to customers through the ratemaking process.  The Company continually assesses the
recoverability of costs recognized as regulatory assets and liabilities and the ability to recognize new regulatory assets and liabilities associated
with its regulated utility operations.  Given the current regulatory environment in its jurisdictions, the Company believes such accounting is
appropriate.

The Company collects an estimated cost of removal of its utility plant through depreciation rates established in regulatory proceedings.  The
Company records amounts expensed in advance of payments as a Regulatory liability because the liability does not meet the threshold of an
asset retirement obligation.

Postretirement Obligations & Costs
The Company recognizes the funded status of its pension plans and postretirement plans on its balance sheet date.  The funded status of a
defined benefit plan is its assets (if any) less its projected benefit obligation (PBO), which reflects service accrued to date and includes the
impact of projected salary increases (for pay-related benefits).  The funded status of a postretirement plan is its assets (if any) less its
accumulated postretirement benefit obligation (APBO), which reflects accrued service to date.  To the extent this obligation exceeds amounts
previously recognized in the statement of income, the Company records a Regulatory asset for that portion related to its cost-based and rate
regulated utilities.  To the extent that excess liability does not relate to a rate-regulated utility, the offset is recorded as a reduction to equity in
Accumulated other comprehensive income.

The annual cost of all post retirement plans is recognized in operating expenses or capitalized to plant following the direct labor of current
employees.  Specific to pension plans, the Company uses the projected unit credit actuarial cost method to calculate service cost and the
PBO.  This method projects the present value of benefits at retirement and allocates that cost over the projected years of service.  Annual service
cost represents one year’s benefit accrual while the PBO represents benefits allocated to previously accrued service.  For other postretirement
plans, service cost is calculated by dividing the present value of a participant’s projected postretirement benefits into equal parts based upon the
number of years between a participant’s hire date and first eligible retirement date.  Annual service cost represents one year’s benefit accrual
while the APBO represents benefit allocated to previously accrued service.  To calculate the expected return on pension plan assets, the
Company uses the plan assets’ market-related value and an expected long-term rate of return.  For the majority of the Company’s pension plans,
the fair market value of the assets at the measurement date is adjusted to a market-related value by recognizing the change in fair value
experienced in a given year ratably over a five-year period.  Interest cost represents the annual accretion of the PBO and APBO at the discount
rate.  Actuarial gains and losses outside of a corridor (equal to 10 percent of the greater of the benefit obligation and the market-related value of
assets) are amortized over the expected future working lifetime of active participants (except for plans where almost all participants are
inactive).  Prior service costs related to plan changes are amortized over the expected future working lifetime (or to full eligibility date for
postretirement plan other than pensions) of the active participants at the time of the amendment.
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Asset Retirement Obligations
A portion of removal costs related to interim retirements of gas utility pipeline and utility poles, certain asbestos-related issues, and reclamation
activities meet the definition of an asset retirement obligation (ARO).  The Company records the fair value of a liability for a legal ARO in the
period in which it is incurred.  When the liability is initially recorded, the Company capitalizes a cost by increasing the carrying amount of the
related long-lived asset.  The liability is accreted, and the capitalized cost is depreciated over the useful life of the related asset.  Upon
settlement of the liability, the Company settles the obligation for its recorded amount or incurs a gain or loss.  To the extent regulation is
involved, regulatory assets and liabilities result when accretion and amortization is adjusted to match rates established by regulators and any
gain or loss is subject to deferral.

Product Warranties, Performance Guarantees & Other Guarantees
Liabilities and expenses associated with product warranties and performance guarantees are recognized based on historical experience at the
time the associated revenue is recognized.  Adjustments are made as changes become reasonably estimable.  The Company does not recognize
the fair value of an obligation at inception for these guarantees because they are guarantees of the Company’s own performance and/or product
installations.

While not significant at December 31, 2011 or 2010, the Company does recognize the fair value of an obligation at the inception of a guarantee
in certain circumstances.  These circumstances would include executing certain indemnification agreements and guaranteeing operating lease
residual values, the performance of a third party, or the indebtedness of a third party.

Energy Contracts & Derivatives
The Company will periodically execute derivative contracts in the normal course of operations while buying and selling commodities to be used
in operations, optimizing its generation assets, and managing risk.  A derivative is recognized on the balance sheet as an asset or liability
measured at its fair market value and the change in the derivative's fair market value is recognized currently in earnings unless specific hedge
criteria are met.

When an energy contract that is a derivative is designated and documented as a normal purchase or normal sale (NPNS), it is exempted from
mark-to-market accounting.  Most energy contracts executed by the Company are subject to the NPNS exclusion or are not considered
derivatives.  Such energy contracts include Real Time and Day Ahead purchase and sale contracts with the MISO, natural gas purchases from
ProLiance and others, and wind farm and other electric generating contracts.

When the Company engages in energy contracts and financial contracts that are derivatives and are not subject to the NPNS or other exclusions,
such contracts are recorded at market value as current or noncurrent assets or liabilities depending on their value and on when the contracts are
expected to be settled.  Contracts and any associated collateral with counter-parties subject to master netting arrangements are presented net in
the Consolidated Balance Sheets.  The offset resulting from carrying the derivative at fair value on the balance sheet is charged to earnings
unless it qualifies as a hedge or is subject to regulatory accounting treatment.  When hedge accounting is appropriate, the Company assesses and
documents hedging relationships between the derivative contract and underlying risks as well as its risk management objectives and anticipated
effectiveness.  When the hedging relationship is highly effective, derivatives are designated as hedges.  The market value of the effective
portion of the hedge is marked to market in Accumulated other comprehensive income for cash flow hedges.  Ineffective portions of hedging
arrangements are marked to market through earnings.  For fair value hedges, both the derivative and the underlying hedged item are marked to
market through earnings.  The offset to contracts affected by regulatory accounting treatment are marked to market as a regulatory asset or
liability.  Market value for derivative contracts is determined using quoted market prices from independent sources.  The Company rarely enters
into contracts that have a significant impact to the financial statements where internal models are used to calculate fair value.  As of and for the
periods presented, related derivative activity is not material to these financial statements.
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Income Taxes
Deferred income taxes are provided for temporary differences between the tax basis (adjusted for related unrecognized tax benefits, if any) of
an asset or liability and its reported amount in the financial statements.  Deferred tax assets and liabilities are computed based on the currently-
enacted statutory income tax rates that are expected to be applicable when the temporary differences are scheduled to reverse.  The Company’s
rate-regulated utilities recognize regulatory liabilities for deferred taxes provided in excess of the current statutory tax rate and regulatory assets
for deferred taxes provided at rates less than the current statutory tax rate.  Such tax-related regulatory assets and liabilities are reported at the
revenue requirement level and amortized to income as the related temporary differences reverse, generally over the lives of the related
properties.  A valuation allowance is recorded to reduce the carrying amounts of deferred tax assets unless it is more likely than not that the
deferred tax assets will be realized.  

Tax benefits associated with income tax positions taken, or expected to be taken, in a tax return are recorded only when the more-likely-than-
not recognition threshold is satisfied and measured at the largest amount of benefit that is greater than 50 percent likely of being realized upon
settlement.  The Company reports interest and penalties associated with unrecognized tax benefits within Income taxes in the Consolidated
Statements of Income and reports tax liabilities related to unrecognized tax benefits as part of Deferred credits & other liabilities .

Investment tax credits (ITCs) related to the utility operations are deferred and amortized to income over the approximate lives of the related
property in accordance with the regulatory treatment.   Production tax credits (PTCs) are recognized as energy is generated and sold based on a
per kilowatt hour rate prescribed in applicable federal and state statutes. 

Revenues
Most revenues are recorded as products and services are delivered to customers.  Some nonutility revenues are recognized using the percentage
of completion method with such percentage based on project cost.  The Company records revenues for all gas and electricity delivered to
customers but not billed at the end of the accounting period in Accrued unbilled revenues.

MISO Transactions
With the IURC’s approval, the Company is a member of the MISO, a FERC approved regional transmission organization.  The MISO serves
the electrical transmission needs of much of the Midwest and maintains operational control over the Company’s electric transmission facilities
as well as that of other Midwest utilities.  The Company is an active participant in the MISO energy markets, bidding its owned generation into
the Day Ahead and Real Time markets and procuring power for its retail customers at Locational Marginal Pricing (LMP) as determined by the
MISO market.

MISO-related purchase and sale transactions are recorded using settlement information provided by MISO. These purchase and sale
transactions are accounted for on a net hourly position. Net purchases in a single hour are recorded in Cost of fuel & purchased power and net
sales in a single hour are recorded in Electric utility revenues. On occasion, prior period transactions are resettled outside the routine process
due to a change in MISO’s tariff or a material interpretation thereof.  Expenses associated with resettlements are recorded once the resettlement
is probable and the resettlement amount can be estimated. Revenues associated with resettlements are recognized when the amount is
determinable and collectability is reasonably assured.

The Company also receives transmission revenue that results from other members’ use of the Company’s transmission system.  These revenues
are also included in Electric utility revenues.  Generally, these transmission revenues along with costs charged by the MISO are considered
components of base rates and any variance from that included in base rates is recovered from / refunded to retail customers through tracking
mechanisms.

Share-Based Compensation
 

The Company grants share-based compensation to certain employees and board members.  Liability classified share-based compensation
awards are re-measured at the end of each period based on their expected settlement date fair value.  Equity classified stock-based
compensation awards are measured at the grant date, based on the fair value of the award.  Expense associated with share-based awards is
recognized over the requisite service period, which generally begins on the date the award is granted through the earlier of the date the award
vests or the date the employee becomes retirement eligible.
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Excise & Utility Receipts Taxes
Excise taxes and a portion of utility receipts taxes are included in rates charged to customers.  Accordingly, the Company records these taxes
received as a component of operating revenues, which totaled $29.3 million in 2011, $33.8 million in 2010, and $36.3 million in 2009.  Expense
associated with excise and utility receipts taxes are recorded as a component of Taxes other than income taxes.

Operating Segments
The Company’s chief operating decision maker is comprised of a group of executive management led by the Chief Executive Officer.  The
Company uses net income calculated in accordance with generally accepted accounting principles as its most relevant performance
measure.  The Company has three operating segments within its Utility Group, five operating segments in its Nonutility Group, and a Corporate
and Other segment.

Fair Value Measurements
Certain assets and liabilities are valued and/or disclosed at fair value.  Financial assets include securities held in trust by the Company’s pension
plans.  Nonfinancial assets and liabilities include the initial measurement of an asset retirement obligation or the use of fair value in goodwill,
and intangible assets and long-lived assets impairment tests.  FASB guidance provides the framework for measuring fair value.  That framework
provides a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value.  The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to
unobservable inputs (Level 3 measurements).  The three levels of the fair value hierarchy are described as follows:

Level 1 Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities in active markets
that the Company has the ability to access.

Level 2 Inputs to the valuation methodology include
· quoted prices for similar assets or liabilities in active markets;
· quoted prices for identical or similar assets or liabilities in inactive markets;
· inputs other than quoted prices that are observable for the asset or liability;
· inputs that are derived principally from or corroborated by observable market data by correlation

or other means
If the asset or liability has a specified (contractual) term, the Level 2 input must be observable for substantially the
full term of the asset or liability.

Level 3 Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

The asset or liability’s fair value measurement level within the fair value hierarchy is based on the lowest level of any input that is significant to
the fair value measurement.  Valuation techniques used need to maximize the use of observable inputs and minimize the use of unobservable
inputs.
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3.    Utility & Nonutility Plant

The original cost of Utility Plant, together with depreciation rates expressed as a percentage of original cost, follows:

             
  At December 31,  
(In millions)  2011   2010  

  Original Cost   

Depreciation
Rates as a
Percent of 

Original Cost  Original Cost   

Depreciation
Rates as a
Percent of 

Original Cost
Gas utility plant  $ 2,516.8   3.5%  $ 2,410.2   3.6%
Electric utility plant   2,316.8   3.3%   2,258.6   3.4%
Common utility plant   51.6   2.9%   49.7   3.1%
Construction work in progress   94.7   -   73.2   - 

Total original cost  $ 4,979.9      $ 4,791.7     
 
SIGECO and Alcoa Generating Corporation (AGC), a subsidiary of ALCOA, own the 300 MW Unit 4 at the Warrick Power Plant as tenants in
common.  SIGECO's share of the cost of this unit at December 31, 2011, is $182.6 million with accumulated depreciation totaling $70.3
million.  AGC and SIGECO also share equally in the cost of operation and output of the unit.  SIGECO's share of operating costs is included in
Other operating  expenses in the Consolidated Statements of Income.

Nonutility plant, net of accumulated depreciation and amortization follows:

       
  At December 31,  
(In millions)  2011   2010  
Coal mine development costs & equipment  $ 222.0  $ 196.9 
Computer hardware & software   101.9   114.5 
Land & buildings   112.0   112.8 
Vehicles & equipment   92.5   46.9 
All other   22.4   17.2 

Nonutility plant - net  $ 550.8  $ 488.3 
 
Nonutility plant is presented net of accumulated depreciation and amortization totaling $418.5 million and $385.5 million as of December 31,
2011 and 2010, respectively.  For the years ended December 31, 2011, 2010, and 2009, the Company capitalized interest totaling $2.1 million,
$2.1 million, and $6.0 million, respectively, on nonutility plant construction projects.
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4.    Regulatory Assets & Liabilities

Regulatory Assets
Regulatory assets consist of the following:

       
  At December 31,  
(In millions)  2011   2010  
Future amounts recoverable from ratepayers related to:  

Benefit obligations (See Note 11)  $ 126.0  $ 92.5 
Deferred Income taxes (See Notes 10 & 18)   1.3   19.2 
Asset retirement obligations & other   2.3   2.1 

   129.6   113.8 
Amounts deferred for future recovery related to:      

Deferred coal costs (See Note 20)   17.7   - 
Cost recovery riders & other   6.4   2.8 

   24.1   2.8 
Amounts currently recovered in customer rates related to:  

Unamortized debt issue costs & hedging proceeds   34.3   35.7 
Demand side management programs   6.3   9.5 
Indiana authorized trackers   24.3   17.3 
Ohio authorized trackers   1.0   2.0 
Premiums paid to reacquire debt   3.3   3.8 
Other base rate recoveries   3.1   4.5 

   72.3   72.8 
Total r egulatory assets  $ 226.0  $ 189.4 

Of the $72.3 million currently being recovered in customer rates, $6.3 million that is associated with demand side management programs is
earning a return.  The weighted average recovery period of regulatory assets currently being recovered is 17 years.  The Company has rate
orders for all deferred costs not yet in rates and therefore believes that future recovery is probable.

Assets arising from benefit obligations represent the funded status of retirement plans less amounts previously recognized in the statement of
income.  The Company records a Regulatory asset for that portion related to its rate regulated utilities. If the cost is ultimately recognized as a
periodic cost, it will be recovered through rates charged to customers.  See Note 11.

Regulatory Liabilities
At December 31, 2011 and 2010, the Company has approximately $345.2 million and $333.5 million, respectively, in Regulatory liabilities.  Of
these amounts, $320.9 million and $307.5 million relate to cost of removal obligations.  The remaining amounts primarily relate to timing
differences associated with asset retirement obligations and deferred financing costs.

5.    Acquisition of Minnesota Limited, Inc.

On March 31, 2011, the Company, through its wholly owned subsidiary Vectren Infrastructure Services Company, Inc., purchased Minnesota
Limited, Inc., excluding certain assets.  Minnesota Limited is a specialty contractor focusing on transmission pipeline construction and
maintenance; pump station, compressor station, terminal and refinery construction; gas distribution; and hydrostatic testing.  Minnesota Limited
is headquartered in Big Lake, Minnesota and the majority of its customers are generally located in the northern Midwest region.

Along with the Company’s wholly owned subsidiary, Miller Pipeline LLC, Minnesota Limited is included in the Company’s nonutility
Infrastructure Services operating segment.  This acquisition positions the Company for anticipated growth in demand for gas transmission
construction resulting from the need to transport new sources of natural gas and oil found in shale formations and the need to upgrade the
nation’s aging pipelines.
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The Company accounted for the cash acquisition in accordance with FASB authoritative guidance for business combinations, which requires
the Company to recognize the assets acquired and the liabilities assumed, measured at their fair values as of the date of acquisition.  The
following table summarizes the allocation of the purchase price to the fair value of the assets acquired and liabilities assumed.

    
(In millions)   
Working capital assets   $       21.5
Working capital liabilities             (6.7)
  Net working capital            14.8
Property, plant & equipment            34.4
Identifiable intangible assets            19.1
Goodwill            20.3
Net assets acquired            88.6
Debt obligation assumed             (5.2)
Cash paid in acquisition, net of cash acquired   $       83.4
 
The purchase price and its allocation remain preliminary and could change in subsequent periods.  Any subsequent material changes to the
purchase price and its allocation will be adjusted pursuant to FASB guidance. Since the initial purchase price allocation was disclosed only
minor adjustments have been made.  The final purchase price and the allocation are dependent on final reconciliations of working capital and
other items.

Level 3 market inputs, such as discounted cash flows, revenue growth rates, royalty rates, and dealer and auction values of used equipment,
were used to derive the preliminary fair values of the identifiable intangible assets and property plant and equipment.  Identifiable intangible
assets include back log, long-term customer relationships, and trade name.  The Company intends to use the acquired assets for an extended
period and is amortizing them on a straight-line basis over their estimated useful lives.  Goodwill arising from the purchase represents
intangible value the Company expects to realize over time.  This value includes but is not limited to: 1) expected synergies from more efficient
utilization of equipment and human resources within the combined entities; 2) the experience and size of the acquired work force; and 3) the
reputation of the current Minnesota Limited management team.  The goodwill, which does not amortize pursuant to FASB guidance, is
deductible over a 15 year period for purposes of computing current income tax expense.

Transaction costs associated with the acquisition and expensed by the Company totaled approximately $0.6 million, of which $0.2 million are
included in Other operating  expenses during the twelve months ended December 31, 2011 and the remainder was expensed in 2010.  For the
period from April 1, 2011 through December 31, 2011, Minnesota Limited contributed approximately $116.5 million and $9.4 million to the
Company's revenue and net income, respectively.

The following table presents the Company's unaudited proforma results of operations for the twelve months ended December 31, 2011, 2010,
and 2009 as if the acquisition had occurred on January 1, 2009.

          
  Year Ended December 31,  
(In millions, except per share data)  2011   2010   2009  
Total operating revenues  $ 2,346.3  $ 2,239.7  $ 2,210.0 
Net income  $ 141.4  $ 134.6  $ 138.1 
Basic earnings per share  $ 1.73  $ 1.66  $ 1.71 
Diluted earnings per share  $ 1.73  $ 1.66  $ 1.70 
 
In addition to the incremental revenues and expenses recorded by Minnesota Limited during this period, the proforma financial data for all
periods presented contain several adjustments including the following: recording the additional amortization expense from the identifiable
intangible assets; adjusting the estimated tax provision of the proforma combined results; and adjusting for the issuance of short-term debt to
facilitate the acquisition.  The Company prepared the proforma financial information for the combined entities for comparative purposes only,
and it may not be indicative of what actual results would have been if the acquisition had taken place on the proforma date, or of future results.
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Concurrent with the purchase agreement, the Company executed a lease arrangement at fair value for the Minnesota Limited corporate
headquarters, which is owned by a member of the Minnesota Limited management team and certain family members.  The lease obligates the
Company to pay approximately $83,333 per month for 10 years along with certain executory costs for taxes and other operating
expenses.  Pursuant to FASB guidance, the Company accounts for the obligation as an operating lease, expensing the lease payments and
executory costs as incurred.

6.    Sale of Retail Gas Marketing Operations

On December 31, 2011, the Company sold its retail gas marketing operations performed through Vectren Source receiving cash proceeds of
approximately $84.3 million, including, and subject to a final determination of, working capital.  The sale, net of transaction costs, resulted in a
pretax gain of approximately $25.4 million, which is included in Other operating expenses in the Consolidated Statements of Income. VEDO
continues doing business with Vectren Source.  Vectren Source sells natural gas directly to customers in VEDO’s service territory, and VEDO
purchases receivables and natural gas from Vectren Source.  Vectren Source is a component of the Energy Marketing operating segment.

7.    Investment in Pr oLiance Holdings, LLC

ProLiance Holdings, LLC (ProLiance), a nonutility energy marketing affiliate of Vectren and Citizens Energy Group (Citizens), provides
services to a broad range of municipalities, utilities, industrial operations, schools, and healthcare institutions located throughout the Midwest
and Southeast United States.  ProLiance’s customers include Vectren’s Indiana utilities and nonutility gas supply operations as well as Citizens’
utilities.  ProLiance’s primary businesses include gas marketing, gas portfolio optimization, and other portfolio and energy management
services.  Consistent with its ownership percentage, Vectren is allocated 61 percent of ProLiance’s profits and losses; however, governance and
voting rights remain at 50 percent for each member; and therefore, the Company accounts for its investment in ProLiance using the equity
method of accounting.  The Company, including its former retail gas supply operations, contracted for a substantial portion of its natural gas
purchases through ProLiance in 2011, 2010, and 2009.

Summarized Financial Information
          
  Year Ended December 31,  
(In millions)  2011   2010   2009  
Summarized Statement of Income information:          

Revenues  $ 1,410.5  $ 1,497.0  $ 1,654.9 
Operating income (loss)   (44.5)   (3.1)   35.2 
Charge related to Investment in Liberty Gas Storage   -   -   (32.7)
ProLiance's earnings (losses)   (47.3)   (3.7)   4.5 
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  As of December 31,  
(In millions)  2011   2010  
Summarized balance sheet information:       
  Current assets  $ 381.9  $ 441.4 
  Noncurrent assets   56.1   59.1 
  Current liabilities   298.5   298.1 
  Noncurrent liabilities   0.7   0.4 
  Members' equity   161.5   208.9 
  Accumulated other comprehensive income (loss)   (26.0)   (10.8)
  Noncontrolling interest   3.3   3.9 
 
Vectren records its 61 percent share of ProLiance’s results in Equity in earnings (losses) of unconsolidated affiliates.  Interest expense and
income taxes associated with the investment are recorded separately within the statements of income in those line items.  As of December 31,
2011 and 2010, the Company’s investment balance is $85.4 million and $123.2 million, respectively. The amounts recorded to Equity in
earnings (losses) of unconsolidated affiliates  related to ProLiance’s operations totaled a pre-tax loss of $28.6 million and $2.5 million for the
twelve months ended December 31, 2011 and 2010, respectively, and pre-tax income of $3.6 million for the twelve months ended December 31,
2009.  Lower natural gas prices, which have resulted in narrowed summer/winter spreads and locational margins, have negatively impacted
ProLiance’s results. 

Investment in Liberty Gas Storage
Liberty Gas Storage, LLC (Liberty), a joint venture between a subsidiary of ProLiance and a subsidiary of Sempra Energy (SE), is a
development project for salt-cavern natural gas storage facilities.  ProLiance is the minority member with a 25 percent interest, which it
accounts for using the equity method.  The project was expected to include 17 Bcf of capacity in its North site, and an additional capacity of at
least 17 Bcf at the South site.  The South site also has the potential for further expansion.  The Liberty pipeline system is currently connected
with several interstate pipelines, including the Cameron Interstate Pipeline operated by Sempra Pipelines & Storage, and will connect area LNG
regasification terminals to an interstate natural gas transmission system and storage facilities. 
 
In late 2008, the project at the North site was halted due to subsurface and well-completion problems, resulting in Liberty recording a $132
million impairment charge related to the North site in 2009.  ProLiance recorded its share of the charge in 2009 totaling $33 million; the
Company recorded its share of the charge in 2009 totaling $11.9 million after tax.  In the Consolidated Statement of Income for the year ended
December 31, 2009, the charge is an approximate $19.9 million reduction to Equity in earnings of unconsolidated affiliates and an income tax
benefit reflected in Income taxes of approximately $8.0 million.  ProLiance’s ability to meet the needs of its customers has not been, nor does it
expect it to be, impacted.  Approximately 12 Bcf of the storage at the South site, which comprises three of the four FERC certified caverns, is
fully completed and tested.  As a result of the issues encountered at the North site, Liberty requested and the FERC approved the separation of
the North site from the South site.  As of December 31, 2011 and December 31, 2010, ProLiance’s investment in Liberty approximated $35.1
million and $36.7 million, respectively.
 
Liberty received a Demand for Arbitration from Williams Midstream Natural Gas Liquids, Inc. (“Williams”) on February 8, 2011 related to a
Sublease Agreement (“Sublease”) between Liberty and Williams at the North site.  Williams alleges that Liberty was negligent in its attempt to
convert certain salt caverns to natural gas storage and thereby damaged the caverns.  Williams alleges damages of $56.7 million.  Liberty
believes that it has complied with all of its obligations to Williams, including properly terminating the Sublease.  Liberty intends to vigorously
defend itself and has asserted counterclaims substantially in excess of the amounts asserted by Williams. 

Firm Transportation and Storage Commitments
ProLiance has various firm transportation and storage agreements with only minimal support from Vectren or Citizens. (See Note 17 regarding
corporate guarantees.)  Under these agreements, ProLiance must make specified minimum payments which extend through 2029.  At
December 31, 2011, the estimated aggregated amounts of such required future payments were $55.5 million, $49.0 million, $46.6 million,
$38.2 million, $33.9 million, and $247.9 million for 2012, 2013, 2014, 2015, 2016, and thereafter, respectively.  During 2011, 2010, and 2009,
fixed payments under these agreements were $73.0 million, $76.8 million, and $63.0 million, respectively.  ProLiance also made variable
payments under these agreements in 2011, 2010, and 2009. Variable payments include storage injection and withdrawal charges, and
commodity transportation charges.
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Transactions with ProLiance
Purchases from ProLiance for resale and for injections into storage for the years ended December 31, 2011, 2010, and 2009, totaled $378.7
million, $437.7 million, and $533.4 million, respectively.  Amounts owed to ProLiance at December 31, 2011, and 2010, for those purchases
were $36.8 million and $59.6 million, respectively, and are included in Accounts payable to affiliated companies in the Consolidated Balance
Sheets.  Vectren received regulatory approval on April 25, 2006, from the IURC for ProLiance to provide natural gas supply services to the
Company’s Indiana utilities through March 2011.  On March 17, 2011, an order was received from the IURC providing for ProLiance’s
continued provision of gas supply services to the Company’s Indiana utilities and Citizens Energy Group through March 2016.  Amounts
charged by ProLiance for gas supply services are established by supply agreements with each utility.

8.    Nonutility Real Estate & Other Legacy Holdings
 
Within the Nonutility business segment, there are legacy investments involved in energy-related infrastructure and services, real estate,
leveraged leases, and other ventures.  As of December 31, 2011 and 2010, total remaining legacy investments included in the Other Businesses
portfolio total $36.9 million and $52.7 million, respectively.  Further separation of that 2011 investment by type of investment follows:
  December 31, 2011  
     Value Included In  

(In millions)  
Carrying

Value   

Other
Nonutility

Investments   

Investments in
Unconsolidated

Affiliates  
Commercial real estate investments  $ 8.0  $ 8.0  $ - 
Leveraged leases   18.5   18.5   - 
Affordable housing projects   3.1   0.1   3.0 
Haddington energy partnerships   3.4   -   3.4 
Other investments   3.9   3.0   0.9 
  $ 36.9  $ 29.6  $ 7.3 
 
Net of deferred taxes related to these leveraged leases, the net investment at December 31, 2011 was $23.1 million. 

Commercial Real Estate Charge
During the fourth quarter of 2011, the Company obtained new evidence confirming further weakness in markets where the Company holds
legacy real estate investments.  The Company holds real estate investments such as an office building, affordable housing projects, and second
mortgages. The evaluation of the evidence resulted in a $15.4 million charge in 2011. Of the $15.4 million charge, $8.8 million is reflected in
Other-net, $3.6 million is reflected in Equity in earnings/losses of unconsolidated affiliates, and $3.0 million is reflected in Other operating
expenses.

Leveraged Leases
The Company is a lessor in leveraged lease agreements under which real estate or equipment is leased to third parties.  The total equipment and
facilities cost was approximately $45.2 million at December 31, 2011.  The cost of the equipment and facilities was partially financed by non-
recourse debt provided by lenders who have been granted an assignment of rentals due under the leases and a security interest in the leased
property, which they accepted as their sole remedy in the event of default by the lessee.  Such debt amounted to approximately $39.8 million at
December 31, 2011.  Subsequent to year end on January 3, 2012 the Company divested of one leveraged lease with a book value of
approximately $5.2 million, and net of deferred taxes a net book value of $2.7 million at December 31, 2011, at a small gain.
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Notes Receivable
At December 31, 2011 and 2010, notes receivable totaled $2.1 million and $10.9 million, respectively, and reflect the impairment charges
discussed above.  These amounts are inclusive of accrued interest and net of reserves totaling $15.7 million and $6.1 million, respectively.  As
of December 31, 2011, the Company is recognizing interest on the cash basis for substantially the entire note portfolio.  Such interest income
has been insignificant during the past three years.  Second mortgages serve as collateral for notes associated with the commercial real estate
investments.

Haddington Energy Partnerships
The Company has an approximate 40 percent ownership interest in Haddington Energy Partners, LP (Haddington I) and Haddington Energy
Partners II, LP (Haddington II).  As of December 31, 2011, these Haddington ventures have interests in two remaining mid-stream energy
related investments.  Both Haddington ventures are investment companies accounted for using the equity method of accounting.  During 2010,
the Company recorded its share of the decline in fair value and also impaired a note receivable associated with Haddington’s investment in a
liquefied natural gas facility.  In total, the charge was approximately $6.5 million, of which, $6.1 million is reflected in Equity in earnings
(losses) of unconsolidated affiliates and $0.4 million is reflected in Other income-net, for the twelve months ended December 31, 2010.  At
December 31, 2011, the Company’s remaining $3.4 million investment in the Haddington ventures is related to payments to be received
associated with the sale of a compressed air storage facility sold in 2009.  The Company has no further commitments to invest in either
Haddington I or II.  

The following is summarized financial information as to the results of operations of Haddington.  For the year ended December 31, 2011,
operating results were insignificant.  For the year ended December 31, 2010, revenues, operating loss, and net loss were (in millions) zero,
$(0.3), and $(18.1), respectively.  For the year ended December 31, 2009, revenues, operating loss, and net income were (in millions) zero,
$(0.4), and $7.9, respectively.

Variable Interest Entities
Some of these legacy nonutility investments are partnership-like structures involved in activities surrounding multifamily housing and office
properties and are variable interest entities.  The Company is either a limited partner or a subordinated lender and does not consolidate any of
these entities.  The Company’s exposure to loss is limited to its investment which as of December 31, 2011, and 2010, totaled $3.0 million and
$7.0 million, respectively, recorded in Investments in unconsolidated affiliates, and $0.1 million and $9.0 million, respectively, recorded in
Other nonutility investments.

9.    Intangible Assets
 
Intangible assets, which are included in Other assets , consist of the following:
             
(In millions)  At December 31,  
  2011   2010  

  Amortizing   
Non-

amortizing   Amortizing   
Non-

amortizing  
Customer-related assets  $ 20.6  $ -  $ 7.4  $ - 
Market-related assets   3.6   7.0   -   7.0 
  Intangible assets, net  $ 24.2  $ 7.0  $ 7.4  $ 7.0 

As of December 31, 2011, the weighted average remaining life for amortizing customer-related assets and all amortizing intangibles is 14
years.  These amortizing intangible assets have no significant residual values.  Intangible assets are presented net of accumulated amortization
totaling $5.1 million for customer-related assets and $0.9 million for market-related assets at December 31, 2011 and $3.4 million for customer-
related assets and $0.3 million for market-related assets at December 31, 2010.  Annual amortization associated with intangible assets totaled
$2.3 million in 2011 and $0.6 million in 2010 and 2009.  Amortization should approximate $2.6 million, $2.3 million, $2.3 million, $2.2
million, and $1.6 million in 2012, 2013, 2014, 2015, and 2016, respectively. Intangible assets are primarily in the Nonutility Group.
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10.  Income T axes

A reconciliation of the federal statutory rate to the effective income tax rate follows:

          
  Year Ended December 31,  
  2011   2010   2009  
Statutory rate:  35.0%  35.0%  35.0%
  State & local taxes-net of federal benefit  4.2  3.8  2.3 
  Amortization of investment tax credit  (0.3)  (0.4)  (0.5)
  Depletion  (1.9)  (2.0)  (2.0)
  Other tax credits  (0.2)  (0.2)  (0.2)
  Adjustment of income tax accruals and all other-
net  1.1  (0.4)  (2.1)

Effective tax rate  37.9%  35.8%  32.5%

Significant components of the net deferred tax liability follow:
       
  At December 31,  
(In millions)  2011   2010  
Noncurrent deferred tax liabilities (assets):       

  Depreciation & cost recovery timing differences  $ 625.5  $ 565.7 
  Leveraged leases   13.8   14.2 
  Regulatory assets recoverable through future rates   25.1   20.1 
  Other comprehensive income   (10.2)   (4.2)
  Alternative minimum tax carryforward   (35.1)   (48.6)
  Employee benefit obligations   (9.4)   (18.9)
  Net operating loss & other carryforwards   (6.7)   (3.8)
  Regulatory liabilities to be settled through future rates   (17.2)   (4.8)
  Impairments   (11.4)   (4.4)
  Other – net   1.3   - 

    Net noncurrent deferred tax liability   575.7   515.3 
Current deferred tax (assets)/liabilities:         

  Deferred fuel costs-net   6.0   2.4 
  Demand side management programs   0.7   2.5 
  Alternative minimum tax carryforward   (15.6)   (0.8)
  Other – net   (7.1)   (7.9)

    Net current deferred tax asset   (16.0)   (3.8)
    Net deferr ed tax liability  $ 559.7  $ 511.5 

At December 31, 2011 and 2010, investment tax credits totaling $4.3 million and $5.0 million, respectively, are included in Deferred credits &
other liabilities .  At December 31, 2011, the Company has alternative minimum tax carryforwards which do not expire.  In addition, the
Company has $6.7 million in net operating loss and general business credit carryforwards, which will expire in 5 to 20 years.
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The components of income tax expense and utilization of investment tax credits follow:
          
  Year Ended December 31,  
(In millions)  2011   2010   2009  
Current:          

Federal  $ 4.4  $ (0.8)  $ (21.4)
State   10.3   6.2   0.6 

Total curr ent taxes   14.7   5.4   (20.8)
Deferred:             

Federal   66.0   65.6   78.7 
State   6.4   4.5   7.3 

Total deferr ed taxes   72.4   70.1   86.0 
Amortization of investment tax credits   (0.7)   (0.8)   (1.1)

Total income tax expense  $ 86.4  $ 74.7  $ 64.1 

Uncertain Tax Positions

Following is a roll forward of unrecognized tax benefits for the three years ended December 31, 2011:
           

(In millions)  2011   2010   2009  
Unrecognized tax benefits at January 1  $ 13.3  $ 11.5  $ 2.2 
  Gross increases - tax positions in prior periods   3.3   1.6   1.1 
  Gross decreases - tax positions in prior periods   (4.5)   (0.3)   (1.8)
  Gross increases - current period tax positions   0.6   1.0   9.0 
  Settlements   (0.3)   -   (0.1)
  Lapse of statute of limitations   -   (0.5)   1.1 
    Unr ecognized tax benefits at December 31  $ 12.4  $ 13.3  $ 11.5 

Of the change in unrecognized tax benefits during 2011, 2010, and 2009, almost none impacted the effective rate.  The amount of unrecognized
tax benefits, which if recognized, that would impact the effective tax rate was $0.7 million at December 31, 2011, $0.7 million at December 31,
2010 and $0.5 million at December 31, 2009.  As of December 31, 2011, the unrecognized tax benefit relates to tax positions for which the
ultimate deductibility is highly certain but for which there is uncertainty about the timing of such deductibility.  Because of the impact of
deferred tax accounting, other than interest and penalties, the disallowance of the shorter deductibility period would not affect the annual
effective tax rate but would accelerate the payment of cash to the taxing authority. Thus, it is not expected that any changes to these tax
positions would have a significant impact on earnings.

The Company recognized expense related to interest and penalties totaling approximately $0.4 million in 2011, $0.3 million in 2010, and $0.2
million in 2009.  The Company had approximately $1.3 million and $0.9 million for the payment of interest and penalties accrued as of
December 31, 2011 and 2010, respectively.

The net liability on the Consolidated Balance Sheet for unrecognized tax benefits inclusive of interest, penalties and net of secondary impacts
which are a component of the Deferred income taxes and are benefits, totaled $10.1 million and $9.8 million, respectively, at December 31,
2011 and 2010.

The Company and/or certain of its subsidiaries file income tax returns in the U.S. federal jurisdiction and various states.  The Internal Revenue
Service (IRS) has concluded examinations of the Company’s U.S. federal income tax returns for tax years through December 31, 2005.  Tax
years 2006 and 2008 are currently under IRS examination.  The primary focus of the IRS examination is certain repairs and maintenance
deductions, an area of particular focus by the IRS throughout the utility industry.  The Company received Notices of Assessment from the IRS
related to these deductions.  The Company responded to the assessments in January 2012 and continues to follow industry activities in this
area.  However, in the event the IRS assessments related to these deductions are upheld, any impact is not expected to be material to the
Company’s results of operations or financial condition.  Further, the Company does not expect any changes to this liability for unrecognized
income tax benefits within the next 12 months that would significantly impact the Company’s results of operations or financial condition.  The
State of Indiana, the Company’s primary state tax jurisdiction, has conducted examinations of state income tax returns for tax years through
December 31, 2007.  The statutes of limitations for assessment of federal income tax have expired with respect to tax years through 2005 and
through 2007 for Indiana income tax.
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11.  Retir ement Plans & Other Postr etir ement Benefits

At December 31, 2011, the Company maintains three qualified defined benefit pension plans, a nonqualified supplemental executive retirement
plan (SERP), and three other postretirement benefit plans.  The defined benefit pension and other postretirement benefit plans, which cover
eligible full-time regular employees, are primarily noncontributory.  The postretirement health care and life insurance plans are a combination
of self-insured and fully insured plans.  The qualified pension plans and the SERP are aggregated under the heading “Pension Benefits.”  Other
postretirement benefit plans are aggregated under the heading “Other Benefits.”

Net Periodic Benefit Costs
A summary of the components of net periodic benefit cost for the three years ended December 31, 2011 follows:

                   
  Pension Benefits   Other Benefits  
(In millions)  2011   2010   2009   2011   2010   2009  
Service cost  $ 6.9  $ 6.3  $ 6.3  $ 0.5  $ 0.5  $ 0.5 
Interest cost   15.9   15.9   15.8   4.3   4.6   4.4 
Expected return on plan assets   (21.2)   (18.4)   (16.4)   -   (0.4)   (0.3)
Amortization of prior service cost
(benefit)   1.7   1.6   1.7   (0.8)   (0.8)   (0.8)
Amortization of actuarial loss (gain)   3.8   3.2   2.2   0.6   0.5   0.4 
Amortization of transitional obligation       -   -   1.1   1.2   1.1 

Net periodic benefit cost  $ 7.1  $ 8.6  $ 9.6  $ 5.7  $ 5.6  $ 5.3 

A portion of benefit costs are capitalized as Utility plant.  Costs capitalized in 2011, 2010, and 2009 are estimated at $3.9 million, $4.3 million,
and $4.5 million, respectively.

The Company lowered the discount rate used to measure periodic cost from 6.0 percent in 2010 to 5.50 percent in 2011 due to lower benchmark
interest rates that approximate the expected duration of the Company’s benefit obligations.  For fiscal year 2012, the weighted average discount
rate will be 4.82 percent for the defined benefit pension plans.  Over the periods presented other assumptions have also declined reflecting the
lower interest rate environment.

The weighted averages of significant assumptions used to determine net periodic benefit costs follow:
                    

  Pension Benefits   Other Benefits  
  2011   2010   2009   2011   2010   2009  
Discount rate   5.50%   6.00%   6.25%   5.50%   6.00%   6.25%
Rate of compensation increase   3.50%   3.50%   3.75%   N/A   N/A   N/A 
Expected return on plan assets   8.00%   8.00%   8.25%   8.00%   8.00%   8.25%
Expected increase in Consumer Price
Index   N/A   N/A   N/A   3.00%   3.00%   3.50%
 
Health care cost trend rate assumptions do not have a material effect on the service and interest cost components of benefit costs.  The
Company’s plans limit its exposure to increases in health care costs to annual changes in the Consumer Price Index (CPI).  Any increase in
health care costs in excess of the CPI increase is the responsibility of the plan participants.
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Benefit Obligations
A reconciliation of the Company’s benefit obligations at December 31, 2011 and 2010 follows:

             
  Pension Benefits   Other Benefits  
(In millions)  2011   2010   2011   2010  
Benefit obligation, beginning of period  $ 297.3  $ 271.5  $ 80.7  $ 79.6 
Service cost – benefits earned during the period   6.9   6.3   0.5   0.5 
Interest cost on projected benefit obligation   15.9   15.9   4.3   4.6 
Plan participants' contributions   -   -   1.9   1.7 
Plan amendments   -   0.8   -   - 
Actuarial loss (gain)   23.1   21.3   (0.5)   1.2 
Medicare subsidy receipts   -   -   1.0   0.5 
Benefit payments   (14.0)   (18.5)   (8.2)   (7.4)

Benefit obligation, end of period  $ 329.2  $ 297.3  $ 79.7  $ 80.7 
                 
The accumulated benefit obligation for all defined benefit pension plans was $310.9 and $280.5 million at December 31, 2011 and 2010,
respectively.

The benefit obligation as of December 31, 2011 and 2010 was calculated using the following weighted average assumptions:
             
  Pension Benefits   Other Benefits  
  2011   2010   2011   2010  
Discount rate   4.82%   5.50%   4.78%   5.50%
Rate of compensation increase   3.50%   3.50%   N/A   N/A 
Expected increase in Consumer Price Index   N/A   N/A   2.75%   3.00%

To calculate the 2011 ending postretirement benefit obligation, medical claims costs in 2012 were assumed to be 8 percent higher than those
incurred in 2011.  That trend was assumed to reach its ultimate trending increase of 5 percent by 2018 and remain level thereafter.  A one-
percentage point change in assumed health care cost trend rates would have changed the benefit obligation by approximately $2.5 million.

Plan Assets
A reconciliation of the Company’s plan assets at December 31, 2011 and 2010 follows:

             
  Pension Benefits   Other Benefits  
(In millions)  2011   2010   2011   2010  
Plan assets at fair value, beginning of period  $ 237.2  $ 211.1  $ 3.1  $ 4.0 
Actual return on plan assets   2.1   26.8   0.1   0.3 
Employer contributions   35.7   17.8   3.1   4.5 
Plan participants' contributions   -   -   1.9   1.7 
Benefit payments   (14.0)   (18.5)   (8.2)   (7.4)

Fair value of plan assets, end of period  $ 261.0  $ 237.2  $ -  $ 3.1 
 
The Company’s overall investment strategy for its retirement plan trusts is to maintain investments in a diversified portfolio, comprised of
primarily equity and fixed income investments, which are further diversified among various asset classes.  The diversification is designed to
minimize the risk of large losses while maximizing total return within reasonable and prudent levels of risk.  The investment objectives specify
a targeted investment allocation for the pension plans of 60 percent equities, 35 percent debt, and 5 percent for other investments, including real
estate.  Both the equity and debt securities have a blend of domestic and international exposures.  Objectives do not target a specific return by
asset class.  The portfolios’ return is monitored in total.  Following is a description of the valuation methodologies used for trust assets
measured at fair value.
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Mutual Funds
The fair values of mutual funds are derived from quoted market prices or net asset values as these instruments have active markets (Level 1
inputs). 

Common Collective Trust Funds (CTF’s)
The Company’s plans have investments in trust funds similar to mutual funds in that they are created by pooling of funds from investors into a
common trust and such funds are managed by a third party investment manager.  These trust funds typically give investors a wider range of
investment options through this pooling of funds than that generally available to investors on an individual basis.  However, unlike mutual
funds, these trusts are not publicly traded in an active market.  The fair values of these trusts are derived from Level 2 market inputs based on a
daily calculated unit value as determined by the issuer.  This daily calculated value is based on the fair market value of the underlying
investments.  These funds are primarily comprised of investments in equity and fixed income securities which represent approximately 52
percent and 40 percent, respectively, of their fair value as of December 31, 2011 and approximately 55 percent and 37 percent, respectively, as
of December 31, 2010.  Equity securities within these funds are primarily valued using quoted market prices as these instruments have active
markets.  From time to time, less liquid equity securities are valued using Level 2 inputs, such as bid prices or a closing price, as determined in
good faith by the investment manager.  Fixed income securities are valued at the last available bid prices quoted by an independent pricing
service.  When valuations are not readily available, fixed income securities are valued using primarily other Level 2 inputs as determined in
good faith by the investment manager.

The fair value of these funds totals $128.2 million at December 31, 2011 and $110.4 million at December 31, 2010.  In relation to these
investments, there are no unfunded commitments.  Also, the Plan can exchange shares with minimal restrictions.  However, in certain events, a
restriction of up to 31 days may exist.

Guaranteed Annuity Contract
One of the Company’s pension plans is party to a group annuity contract with John Hancock Life Insurance Company.  At December 31, 2011
and 2010, the estimate of undiscounted funds necessary to satisfy John Hancock’s remaining obligation was $3.4 million and $3.1 million,
respectively.  If funds retained by John Hancock are not sufficient to satisfy retirement payments due these retirees, the shortfall must be funded
by the Company. The composite investment return, net of manager fees and other charges for the years ended December 31, 2011 and 2010 was
5.26 percent and 5.37 percent, respectively.  The Company values this illiquid investment using long-term interest rate and mortality
assumptions, among others, and is therefore considered a Level 3 investment.  There is no unfunded commitment related to this investment.

The fair values of the Company’s pension and other retirement plan assets at December 31, 2011 and December 31, 2010 by asset category and
by fair value hierarchy are as follows:
             
  As of December 31, 2011  
(In millions)  Level 1   Level 2   Level 3   Total  
             
Domestic equities & equity funds  $ 54.7  $ 66.5  $ -  $ 121.2 
International equities & equity funds   28.6   -   -   28.6 
Domestic bonds & bond funds   38.2   39.1   -   77.3 
Inflation protected security fund   -   11.8   -   11.8 
Real estate, commodities & other   7.5   10.8   3.8   22.1 
Total Plan Investments  $ 129.0  $ 128.2  $ 3.8  $ 261.0 
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  As of December 31, 2010  
(In millions)  Level 1   Level 2   Level 3   Total  
             
Domestic equities & equity funds  $ 54.6  $ 60.8  $ -  $ 115.4 
International equities & equity funds   29.7   -   -   29.7 
Domestic bonds & bond funds   35.3   31.3   -   66.6 
Inflation protected security fund   -   9.2   -   9.2 
Real estate, commodities & other   6.6   9.1   3.7   19.4 
Total Plan Investments  $ 126.2  $ 110.4  $ 3.7  $ 240.3 

A roll forward of the fair value of the guaranteed annuity contract calculated using Level 3 valuation assumptions follows:
       
(In millions)  2011   2010  
Fair value, beginning of year  $ 3.7  $ 3.6 
Unrealized gains related to
   investments still held at reporting date   0.2   0.2 
Purchases, sales and settlements, net   (0.1)   (0.1)
Fair value, end of year  $ 3.8  $ 3.7 

Funded Status
The funded status of the plans as of December 31, 2011 and 2010 follows:
             
  Pension Benefits   Other Benefits  
(In millions)  2011   2010   2011   2010  
Qualified Plans             
  Benefit obligation, end of period  $ (314.7)  $ (285.5)  $ (79.7)  $ (80.7)
  Fair value of plan assets, end of period   261.0   237.2   -   3.1 
  Funded Status of Qualified Plans, end of period   (53.7)   (48.3)   (79.7)   (77.6)
  Benefit obligation of SERP Plan, end of period   (14.5)   (11.8)   -   - 

  Total funded status, end of period  $ (68.2)  $ (60.1)  $ (79.7)  $ (77.6)
Accrued liabilities  $ 0.7  $ 0.7  $ 5.1  $ 4.6 
Deferred credits & other liabilities  $ 67.5  $ 59.4  $ 74.6  $ 73.0 

Expected Cash Flows
In 2012, the Company expects to make contributions of approximately $15 million to its pension plan trusts.  In addition, the Company expects
to make payments totaling approximately $0.7 million directly to SERP participants and approximately $5.1 million directly to those
participating in other postretirement plans.

Estimated retiree pension benefit payments, including the SERP, projected to be required during the years following 2011 (in millions) are
approximately $16.4 in 2012, $17.3 in 2013 $17.9 in 2014, $18.7 in 2015, $19.8 in 2016 and $125.2 in years 2017-2021.  Expected benefit
payments projected to be required for postretirement benefits during the years following 2011 (in millions) are approximately $7.5 in 2012, $8.1
in 2013, $8.7 in 2014, $9.2 in 2015, and $9.8 in 2016 and $58.1 in years 2017-2021.
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Prior Service Cost, Actuarial Gains and Losses, and Transition Obligation Effects

Following is a roll forward of prior service cost, actuarial gains and losses, and transition obligations.
                
(In millions)  Pensions   Other Benefits  

  

Prior
Service

Cost   

Net
Gain

or Loss   

Prior
Service

Cost   

Net
Gain

or Loss   
Transition
Obligation  

Balance January 1, 2009  $ 9.5  $ 90.9  $ (3.7)  $ 3.5  $ 6.2 
Amounts arising during the period   0.1   (20.2)   0.1   6.6   (0.1)
Reclassification to benefit costs   (1.7)   (2.2)   0.8   (0.4)   (1.1)
Balance December 31, 2009  $ 7.9  $ 68.5  $ (2.8)  $ 9.7  $ 5.0 
Amounts arising during the period   0.8   12.9   -   1.1   - 
Reclassification to benefit costs   (1.6)   (3.2)   0.8   (0.5)   (1.2)
Balance December 31, 2010  $ 7.1  $ 78.2  $ (2.0)  $ 10.3  $ 3.8 
Amounts arising during the period   -   42.2   -   (0.6)   - 
Reclassification to benefit costs   (1.7)   (3.8)   0.8   (0.6)   (1.1)
Balance December 31, 201 1  $ 5.4  $ 116.6  $ (1.2)  $ 9.1  $ 2.7 

Following is a reconciliation of the amounts in Accumulated other comprehensive income (AOCI) and Regulatory assets related to retirement
plan obligations at December 31, 2011 and 2010:

             
(In millions)  2011   2010  

  Pensions   
Other

Benefits   Pensions   
Other

Benefits  
Prior service cost  $ 5.4  $ (1.2)  $ 7.1  $ (2.0)
Unamortized actuarial gain/(loss)   116.6   9.1   78.2   10.3 
Transition obligation   -   2.7   -   3.8 
   122.0   10.6   85.3   12.1 
Less: Regulatory asset deferral   (115.9)   (10.1)   (81.0)   (11.5)
AOCI befor e taxes  $ 6.1  $ 0.5  $ 4.3  $ 0.6 
 
Related to pension plans, $1.6 million of prior service cost and $6.8 million of actuarial gain/loss is expected to be amortized to cost in
2012.  Related to other benefits, $1.1 million of the transition obligation and $0.5 million of actuarial gain/loss is expected to be amortized to
periodic cost in 2012, and $0.8 million of prior service cost is expected to reduce cost in 2012.

Multiemployer Benefit Plan
The Company, through its Infrastructure Services operating segment, participates in several industry wide multiemployer pension plans for its
union employees which provide for monthly benefits based on length of service. Expense is recognized as payments are accrued for work
performed or when withdrawal liabilities are probable and estimable.  Expense associated with multiemployer plans was $18.3 million for the
year ended December 31, 2011 and includes results from Minnesota Limited and a small withdrawal liability from one plan.  Expense in 2010
and 2009 was $10.0 million and $8.8 million, respectively.  During 2011, the Company made contributions on behalf of employees that
participate in over 260 unions.  The average contribution to each union was less than $0.1 million, and the largest contribution was $1.1
million.  Multiple unions can contribute to a single multiemployer plan.  The Company identified contributions to at least 17 plans in 2011 and
total contributions to each plan were not significant.
  
Defined Contribution Plan
The Company also has defined contribution retirement savings plans that are qualified under sections 401(a) and 401(k) of the Internal Revenue
Code and include an option to invest in Vectren common stock, among other alternatives.  During 2011, 2010 and 2009, the Company made
contributions to these plans of $6.2 million, $6.6 million, and $4.6 million, respectively.
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12.  Borr owing Arrangements
Long-Term Debt
Long-term senior unsecured obligations and first mortgage bonds outstanding by subsidiary follow:
      
   At December 31,
(In millions) 2011  2010
Utility Holdings    
 Fixed Rate Senior Unsecured Notes    
  2011, 6.625%  $                 -  $        250.0
  2013, 5.25%               100.0            100.0
  2015, 5.45%                 75.0              75.0
  2018, 5.75%               100.0            100.0
  2020, 6.28%               100.0            100.0
  2021, 4.67%                 55.0                   -
  2026, 5.02%                 60.0                   -
  2035, 6.10%                 75.0              75.0
  2036, 5.95%                      -              96.7
  2039, 6.25%               121.6            121.9
  2041, 5.99%                 35.0                   -
  Total Utility Holdings               721.6            918.6
Indiana Gas    
 Fixed Rate Senior Unsecured Notes    
  2013, Series E, 6.69%                   5.0                 5.0
  2015, Series E, 7.15%                   5.0                 5.0
  2015, Series E, 6.69%                   5.0                 5.0
  2015, Series E, 6.69%                 10.0              10.0
  2025, Series E, 6.53%                 10.0              10.0
  2027, Series E, 6.42%                   5.0                 5.0
  2027, Series E, 6.68%                   1.0                 1.0
  2027, Series F, 6.34%                 20.0              20.0
  2028, Series F, 6.36%                 10.0              10.0
  2028, Series F, 6.55%                 20.0              20.0
  2029, Series G, 7.08%                 30.0              30.0
  Total Indiana Gas               121.0            121.0
SIGECO    
 First Mortgage Bonds    
  2015, 1985 Pollution Control Series A, current adjustable rate 0.10%, tax exempt,
    2011 weighted average: 0.19%                   9.8                 9.8
  2016, 1986 Series, 8.875%                 13.0              13.0
  2020, 1998 Pollution Control Series B, 4.50%, tax exempt                   4.6                 4.6
  2023, 1993 Environmental Improvement Series B, 5.15%, tax exempt                 22.6              22.6
  2024, 2000 Environmental Improvement Series A, 4.65%, tax exempt                 22.5              22.5
  2025, 1998 Pollution Control Series A, current adjustable rate 0.08%, tax exempt,
    2011 weighted average: 0.19%                 31.5              31.5
  2029, 1999 Senior Notes, 6.72%                 80.0              80.0
  2030, 1998 Pollution Control Series B, 5.00%, tax exempt                 22.0              22.0
  2030, 1998 Pollution Control Series C, 5.35%, tax exempt                 22.2              22.2
  2040, 2009 Environmental Improvement Series, 5.40%, tax exempt                 22.3              22.3
  2041, 2007 Pollution Control Series, 5.45%, tax exempt                 17.0              17.0
  Total SIGECO               267.5            267.5
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(In millions) 2011  2010
      
      
Vectr en Capital Corp.    
 Fixed Rate Senior Unsecured Notes    
  2012, 5.13%                 25.0              25.0
  2012, 7.43%                 35.0              35.0
  2014, 6.37%                 30.0              30.0
  2015, 5.31%                 75.0              75.0
  2016, 6.92%                 60.0              60.0
  2017, 3.48%                 75.0              75.0
  2019, 7.30%                 60.0              60.0
  2025, 4.53%                 50.0              50.0
  Total Vectr en Capital Corp.               410.0            410.0
Other Long-Term Notes Payable                   4.1                 1.1
Total long-term debt outstanding           1,524.2         1,718.2
 Current maturities of long-term debt               (62.7)          (250.7)
 Short-term borrowings refinanced in 2012               100.0                   -
 Debt subject to tender                      -             (30.0)
 Unamortized debt premium & discount - net                  (1.9)               (2.3)
  Total long-term debt-net  $       1,559.6  $    1,435.2
 
Utility Holdings 2012 Debt Issuance
On February 1, 2012, Utility Holdings issued $100 million of senior unsecured notes at an interest rate of 5.00 percent per annum and with a
maturity date of February 3, 2042.  The notes were sold to various institutional investors pursuant to a private placement note purchase
agreement executed in November 2011 with a delayed draw feature.  These senior notes are unsecured and jointly and severally guaranteed by
Utility Holdings’ regulated utility subsidiaries, SIGECO, Indiana Gas, and VEDO.  The proceeds from the sale of the notes, net of issuance
costs, totaled approximately $99.5 million.  These notes have no sinking fund requirements and interest payments are due semi-annually.  These
notes contain customary representations, warranties and covenants, including a leverage covenant consistent with leverage covenants contained
in other Utility Holdings’ borrowing arrangements. As of December 31, 2011, the Company has reclassified $100 million of short-term
borrowings as long-term debt to reflect those borrowings were refinanced with the proceeds received.

Utility Holdings 2011 Debt Issuance
On November 30, 2011, Utility Holdings closed a financing under a private placement note purchase agreement pursuant to which various
institutional investors purchased the following tranches of notes:  (i) $55 million of 4.67 percent Senior Guaranteed Notes, due November 30,
2021, (ii) $60 million of 5.02 percent Senior Guaranteed Notes, due November 30, 2026, and (iii) $35 million of 5.99 percent Senior
Guaranteed Notes, due December 2, 2041.  These senior notes are unsecured and jointly and severally guaranteed by Utility Holdings’
regulated utility subsidiaries, SIGECO, Indiana Gas, and VEDO.  The proceeds from the sale of the notes, net of issuance costs, totaled
approximately $148.9 million.  These notes have no sinking fund requirements and interest payments are due semi-annually.  These notes
contain customary representations, warranties and covenants, including a leverage covenant consistent with leverage covenants contained in
other Utility Holdings’ borrowing arrangements.

Vectren Capital Corp. 2010 Debt Issuance
On December 15, 2010, the Company and Vectren Capital closed a financing under a private placement note purchase agreement pursuant to
which various institutional investors agreed to purchase the following tranches of notes from Vectren Capital:  (i) $75 million 3.48 percent
Senior Notes, Series A due 2017, and (ii) $50 million 4.53 percent Senior Notes, Series B due 2025.  These Senior Notes are unconditionally
guaranteed by Vectren.  The proceeds from the issuance replaced $48 million debt maturities due in December 2010 and provided long-term
financing for some nonutility investments originally financed with short-term borrowings.  These notes have no sinking fund requirements and
interest payments are due semi-annually.  The proceeds from the sale of the notes, net of issuance costs, totaled approximately $124.2
million.  These notes contain customary representations, warranties and covenants, including a leverage covenant consistent with leverage
covenants contained in other Vectren Capital borrowing arrangements.
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Vectren Capital Corp. 2009 Debt Issuance
On March 11, 2009, Vectren and Vectren Capital closed a financing under a private placement Note Purchase Agreement (the “2009 Note
Purchase Agreement”) pursuant to which various institutional investors purchased the following tranches of notes from Vectren Capital: (i) $30
million in 6.37 percent senior notes, Series A due 2014, (ii) $60 million in 6.92 percent senior notes, Series B due 2016 and (iii) $60 million in
7.30 percent senior notes, Series C due 2019. These senior notes are unconditionally guaranteed by Vectren, the parent of Vectren
Capital.  These notes have no sinking fund requirements and interest payments are due semi-annually.  The proceeds from the sale of the notes,
net of issuance costs, totaled approximately $149.0 million.  The 2009 Note Purchase Agreement contains customary representations,
warranties and covenants, including a leverage covenant consistent with leverage covenants contained in other Vectren Capital borrowing
arrangements.  On March 11, 2009, Vectren and Vectren Capital also entered into a first amendment with respect to prior note purchase
agreements for the remaining outstanding Vectren Capital debt, other than the $22.5 million series due in 2010, to conform the covenants in
certain respects to those contained in the 2009 Note Purchase Agreement.

Utility Holdings 2009 Debt Issuance
On April 7, 2009, Utility Holdings closed a financing under a private placement note purchase agreement pursuant to which institutional
investors purchased from Utility Holdings $100 million in 6.28 percent senior unsecured notes due April 7, 2020 (2020 Notes).  The 2020
Notes are guaranteed by Utility Holdings’ three utilities:  SIGECO, Indiana Gas, and VEDO.  These guarantees are full and unconditional and
joint and several.  The proceeds from the sale of the 2020 Notes, net of issuance costs, totaled approximately $99.5 million.  The 2020 Notes
have no sinking fund requirements and interest payments are due semi-annually.  The 2020 Notes contain customary representations, warranties
and covenants, including a leverage covenant consistent with leverage covenants contained in other Utility Holdings’ borrowing arrangements.

SIGECO 2009 Debt Issuance
On August 19, 2009 SIGECO also completed a $22.3 million tax-exempt first mortgage bond issuance at an interest rate of 5.4 percent that is
fixed through maturity.  The bonds mature in 2040.  The proceeds from the sale of the bonds, net of issuance costs, totaled approximately $21.3
million.

Auction Rate Securities
On March 26, 2009, SIGECO remarketed the remaining $41.3 million of its auction rate securities obligations, receiving proceeds, net of
issuance costs of approximately $40.6 million.  The remarketed notes have a variable rate interest rate which is reset weekly and are supported
by a standby letter of credit.  The notes are collateralized by SIGECO’s utility plant, and $9.8 million are due in 2015 and $31.5 million are due
in 2025.

Long-Term Debt Puts & Calls
Certain long-term debt issues contain put and call provisions that can be exercised on various dates before maturity.  Certain instruments can be
put to the Company upon the death of the holder (death puts).  During 2011, 2010, and 2009, the Company repaid approximately $0.8 million,
$1.8 million, and $3.0 million, respectively, related to death puts.

On October 21, 2011, the Company notified holders of Utility Holdings $96.2 million 5.95 percent senior notes due 2036, of its intent to call
those notes.  This call option was exercised at par on November 21, 2011.

Future Long-Term Debt Sinking Fund Requirements and Maturities
The annual sinking fund requirement of SIGECO's first mortgage bonds is 1 percent of the greatest amount of bonds outstanding under the
Mortgage Indenture.  This requirement may be satisfied by certification to the Trustee of unfunded property additions in the prescribed amount
as provided in the Mortgage Indenture.  SIGECO intends to meet the 2011 sinking fund requirement by this means and, accordingly, the sinking
fund requirement for 2011 is excluded from Current liabilities in the Consolidated Balance Sheets.  At December 31, 2011, $1.3 billion of
SIGECO's utility plant remained unfunded under SIGECO's Mortgage Indenture.  SIGECO’s gross utility plant balance subject to the Mortgage
Indenture approximated $2.7 billion at December 31, 2011.

Consolidated maturities of long-term debt during the five years following 2011 (in millions) are $62.7 in 2012, $106.4 in 2013, $30.0 in 2014,
$179.8 in 2015, $73.0 in 2016, and $1,170.4 thereafter.
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Debt Guarantees
Vectren Corporation guarantees Vectren Capital’s long-term and short-term debt, which totaled $410 million and $84 million, respectively, at
December 31, 2011.  Utility Holdings’ currently outstanding long-term and short-term debt is jointly and severally guaranteed by Indiana Gas,
SIGECO, and VEDO.  Utility Holdings’ long-term debt, including current maturities, and short-term debt outstanding at December 31, 2011,
totaled $722 million and $243 million, respectively.

Covenants
Both long-term and short-term borrowing arrangements contain customary default provisions; restrictions on liens, sale-leaseback transactions,
mergers or consolidations, and sales of assets; and restrictions on leverage and interest coverage, among other restrictions.  Multiple debt
agreements contain a covenant that the ratio of consolidated total debt to consolidated total capitalization will not exceed 65 percent.  As of
December 31, 2011, the Company was in compliance with all debt covenants.

Short-Term Borrowings
At December 31, 2011, the Company has $600 million of short-term borrowing capacity, including $350 million for the Utility Group and $250
million for the wholly owned Nonutility Group and corporate operations.  As reduced by borrowings currently outstanding, approximately $107
million was available for the Utility Group operations and approximately $166 million was available for the wholly owned Nonutility Group
and corporate operations.  This short-term borrowing facility was amended effective November 10, 2011 to extend its maturity date from 2013
to 2016 at current market rates.  The $350 million of capacity remains unchanged.  The Company has historically funded the short-term
borrowing needs of Utility Holdings’ operations through the commercial paper market and expects to use the Utility Holdings short-term
borrowing facility in instances where the commercial paper market is not efficient. 

Following is certain information regarding these short-term borrowing arrangements.
                   
  Utility Group Borrowings   Nonutility Group Borrowings  
(In millions)  2011   2010   2009   2011   2010   2009  
Year End                   

Balance Outstanding  $ 242.8  $ 47.0  $ 16.4  $ 84.3  $ 71.3  $ 197.1 
Weighted Average Interest Rate   0.57%   0.41%   0.25%   1.45%   2.01%   0.60%

Annual Average                         
Balance Outstanding  $ 39.6  $ 14.0  $ 29.2  $ 124.9  $ 143.2  $ 151.8 
Weighted Average Interest Rate   0.48%   0.40%   1.28%   1.92%   0.93%   0.78%

Maximum Month End Balance
Outstanding  $ 242.8  $ 47.0  $ 151.1  $ 180.1  $ 174.6  $ 256.5 
 
Throughout 2011, 2010, and most of 2009, the Company has placed commercial paper without any significant issues and only had to borrow
from its backup credit facility in early 2009 on a limited basis.  As noted above, $100 million of the outstanding borrowings are presented as
long-term at December 31, 2011.

13.  Common Shar eholders’ Equity

Authorized, Reserved Common and Preferred Shares
At December 31, 2011 and 2010, the Company was authorized to issue 480.0 million shares of common stock and 20.0 million shares of
preferred stock.  Of the authorized common shares, approximately 6.8 million shares at December 31, 2011 and 5.5 million shares at December
31, 2010, were reserved by the board of directors for issuance through the Company’s share-based compensation plans, benefit plans, and
dividend reinvestment plan.  At December 31, 2011 and 2010, there were 391.3 million and 392.8 million, respectively, of authorized shares of
common stock and all authorized shares of preferred stock, available for a variety of general corporate purposes, including future public
offerings to raise additional capital and for facilitating acquisitions.
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14.  Earnings Per Shar e

The Company uses the two class method to calculate earnings per share (EPS).  The two class method is an earnings allocation formula that
treats a participating security as having rights to earnings that otherwise would have been available to common shareholders.  Under the two
class method, earnings for a period are allocated between common shareholders and participating security holders based on their respective
rights to receive dividends as if all undistributed book earnings for the period were distributed.  Basic EPS is computed by dividing net income
attributable to only the common shareholders by the weighted-average number of common shares outstanding for the period.  Diluted EPS
includes the impact of stock options and other equity based instruments to the extent the effect is dilutive.

The following table illustrates the basic and dilutive EPS calculations for the three years ended December 31, 2011:
          
  Year Ended December 31,  
(In millions, except per share data)  2011   2010   2009  
Numerator:          

Numerator for basic EPS  $ 141.6  $ 133.6  $ 132.9 
Add back earnings attributable to participating securities   -   0.1   0.2 
Reported net income (Numerator for Diluted EPS)  $ 141.6  $ 133.7  $ 133.1 

Denominator:             
Weighted average common shares outstanding (Basic EPS)   81.8   81.2   80.7 
Conversion of share based compensation arrangements   -   0.1   0.3 
Adjusted weighted average shares outstanding and             

assumed conversions outstanding (Diluted EPS)   81.8   81.3   81.0 
             
Basic earnings per shar e  $ 1.73  $ 1.65  $ 1.65 
Diluted earnings per shar e  $ 1.73  $ 1.64  $ 1.64 

For the year ended December 31, 2011, there were no antidilutive options outstanding.  For the years ended December 31, 2010 and 2009,
options to purchase 308,800 and 837,100, respectively, of additional shares of the Company’s common stock were outstanding, but were not
included in the computation of diluted EPS because their effect would be antidilutive.  The exercise prices for these options ranged from $24.90
to $27.15 and $23.19 to $27.15 for the years ended December 31, 2010 and 2009, respectively.

15.  Accumulated Other Compr ehensive Income

A summary of the components of and changes in Accumulated other comprehensive income for the past three years follows:
                      
                      
  2009   2010   2011  
  Beginning  Changes  End   Changes  End   Changes   End  
  of Year  During  of Year  During  of Year  During   of Year  
(In millions)  Balance  Year   Balance  Year   Balance  Year   Balance  
                      
Unconsolidated
affiliates  $ (29.0)  $ 21.9  $ (7.1)  $ 0.5  $ (6.6)  $ (9.3)  $ (15.9)
Pension & other
benefit costs   (5.3)   0.9   (4.4)   (0.5)   (4.9)   (1.7)   (6.6)
Cash flow hedges   0.1   -   0.1   3.9   4.0   (3.9)   0.1 
Deferred income taxes   13.9   (9.3)   4.6   (1.5)   3.1   6.0   9.1 
Accumulated other
compr ehensive
income (loss)  $ (20.3)  $ 13.5  $ (6.8)  $ 2.4  $ (4.4)  $ (8.9)  $ (13.3)
                             

Accumulated other comprehensive income arising from unconsolidated affiliates is primarily the Company’s portion of ProLiance Holdings,
LLC’s accumulated comprehensive income related to use of cash flow hedges.  (See Note 7 for more information on ProLiance.)
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16.  Shar e-Based Compensation & Deferr ed Compensation Arrangements

The Company has various share-based compensation programs to encourage executives, key non-officer employees, and non-employee
directors to remain with the Company and to more closely align their interests with those of the Company’s shareholders.  Under these
programs, the Company issues stock options, non-vested shares (herein referred to as restricted stock), and restricted stock units.  All share-
based compensation programs are shareholder approved.  In addition, the Company maintains a deferred compensation plan for executives and
non-employee directors where participants have the option to invest earned compensation and vested restricted stock and restricted units in
phantom Company stock units.  Certain option and share awards provide for accelerated vesting if there is a change in control or upon the
participant’s retirement.

Following is a reconciliation of the total cost associated with share-based awards recognized in the Company’s financial statements to its after
tax effect on net income:
          
  Year ended December 31,  
(In millions)  2011   2010   2009  
Total cost of share-based compensation  $ 5.8  $ 4.9  $ 4.6 
Less capitalized cost   0.8   1.7   1.6 
Total in other operating expense   5.0   3.2   3.0 
Less income tax benefit in earnings   2.0   1.3   1.2 
After tax effect of shar e-based compensation  $ 3.0  $ 1.9  $ 1.8 

Restricted Stock & Restricted Stock Unit Plans
The Company periodically grants restricted stock and/or restricted stock units to executives and other key non-officer employees.  The vesting
of those grants is contingent upon meeting a total return and/or return on equity performance objectives.  In addition non-employee directors
receive a portion of their fees in restricted stock.  Grants to executives and key non-officer employees generally vest at the end of a four-year
period, with performance measured at the end of the third year.  Based on that performance, awards could double or could be entirely
forfeited.  However, a limited number of awards are time-vested awards that vest ratably over a three year period.  Awards to non-employee
directors are not performance based and generally vest over one year.  Because executives and non-employee directors have the choice of
settling awards in shares, cash, or deferring their receipt into a deferred compensation plan (where the value is eventually withdrawn in cash),
these awards are accounted for as liability awards at their settlement date fair value.  Certain share awards to key non-officer employees must be
settled in shares and are therefore accounted for in equity at their grant date fair value.

A summary of the status of the Company’s restricted stock and restricted unit awards separated between those accounted for as liabilities and
equity as of December 31, 2011, and changes during the year ended December 31, 2011, follows:

 
           
  Equity A wards      
     Wtd. Avg.      
     Grant Date   Liability A wards
  Shar es   Fair value   Shar es/Units  Fair value
Restricted awards at January 1, 2011   41,458  $ 26.19   668,892  
Granted   27,518   25.64   277,480  
Vested   (7,226)   28.63   (108,390)  
Forfeited   (7,737)   28.61   (139,872)  
Restricted awards at December 31, 201 1   54,013  $ 25.22   698,110  $           30.23

As of December 31, 2011, there was $7.6 million of total unrecognized compensation cost related to restricted stock awards.  That cost is
expected to be recognized over a weighted-average period of 1.6 years.  The total fair value of shares vested for liability awards during the
years ended December 31, 2011, 2010, and 2009, was $3.0 million, $5.0 million, and $2.8 million, respectively.  The total fair value of equity
awards vesting during the year ended December 31, 2011, 2010, and 2009 was $0.2 million, $0.2 million, $0.1 million, respectively.
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Stock Option Plans
In the past, option awards were granted to executives and other key employees with an exercise price equal to the market price of the
Company’s stock at the date of grant; those option awards generally required 3 years of continuous service and have 10-year contractual
terms.  These awards generally vested on a pro-rata basis over 3 years.  The last option grant occurred in 2005, and the Company does not
intend to issue options in the future.  All compensation cost has been recognized.  A summary of the status of the Company’s stock option
awards as of December 31, 2011, and changes during the year ended December 31, 2011, follows:
 
     Weighted average   Aggregate  
        Remaining   Intrinsic  
  Shar es   Exer cise   Contractual   Value  
     Price   Term (years)   (In millions)  
             
Outstanding at January 1, 2011   929,806  $ 24.55       
Exercised   (522,173)  $ 23.61       
Outstanding at December 31, 201 1   407,633  $ 25.74   2.5  $ 1.8 
Exer cisable at December 31, 201 1   407,633  $ 25.74   2.5  $ 1.8 

The total intrinsic value of options exercised during the year ended December 31, 2011 and 2010 was $2.4 million and $1.3 million,
respectively.  The actual tax benefit realized for tax deductions from option exercises was approximately $1.0 million and $0.5 million in 2011
and 2010, respectively.

The Company periodically issues new shares and also from time to time repurchases shares to satisfy share option exercises.  During the year
ended December 31, 2011 and 2010, the Company received cash upon exercise of stock options totaling approximately $12.3 million and $9.5
million, respectively.  During these periods, the Company repurchased shares totaling approximately $12.8 million and $1.2 million
respectively.  During the year ended December 31, 2009, stock option activity was insignificant.

The fair value of option awards granted in prior years was estimated on the date of grant using a Black-Scholes option valuation model. 
Expected volatilities were based on historical volatility of the Company’s stock and other factors.  The Company used historical data to estimate
the expected term and forfeiture patterns of the options.  The risk-free rate for periods within the contractual life of the option was based on the
U.S. Treasury yield curve in effect at the time of grant.

Deferred Compensation Plans
The Company has nonqualified deferred compensation plans, which permit eligible executives and non-employee directors to defer portions of
their compensation and vested restricted stock or units.  A record keeping account is established for each participant, and the participant
chooses from a variety of measurement funds for the deemed investment of their accounts.  The measurement funds are similar to the funds in
the Company's defined contribution plan and include an investment in phantom stock units of the Company.  The account balance fluctuates
with the investment returns on those funds.  At December 31, 2011 and 2010, the liability associated with these plans totaled $21.1 million and
$19.1 million, respectively.  Other than $0.7 million and $0.5 million which are classified in Accrued liabilities at December 31, 2011 and 2010,
respectively, the liability is included in Deferred credits & other liabilities .  The impact of these plans on Other operating expenses was
expense of $2.1 million in 2011, $2.3 million in 2010 and income of $0.8 million in 2009.  The amount recorded in earnings related to the
investment activities in Vectren phantom stock associated with these plans during the years ended December 31, 2011, 2010, and 2009, was a
cost of $1.7 million, a cost of $1.6 million and a benefit of $1.5 million, respectively.

The Company has certain investments currently funded primarily through corporate-owned life insurance policies.  These investments, which
are consolidated, are available to pay deferred compensation benefits.  These investments are also subject to the claims of the Company's
creditors.  The cash surrender value of these policies included in Other corporate & utility investments on the Consolidated Balance Sheets
were $27.3 million and $27.5 million at December 31, 2011 and 2010, respectively.  Earnings from those investments, which are recorded in
Other-net, were earnings $0.1 million in 2011, $1.9 million in 2010, and $4.1 million in 2009. 
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17.  Commitments & Contingencies

Commitments
Future minimum lease payments required under operating leases that have initial or remaining noncancelable lease terms in excess of one year
during the five years following 2011 and thereafter (in millions) are $4.7 in 2012, $3.8 in 2013, $2.5 in 2014, $1.5 in 2015, $1.1 in 2016, and
$4.3 thereafter.  Total lease expense (in millions) was $6.9 in 2011, $7.3 in 2010, and $8.0 in 2009.

The Company’s regulated utilities have both firm and non-firm commitments to purchase natural gas, electricity, and coal as well as certain
transportation and storage rights.  Costs arising from these commitments, while significant, are pass-through costs, generally collected dollar-
for-dollar from retail customers through regulator-approved cost recovery mechanisms.

Corporate Guarantees
The Company issues parent level guarantees to certain vendors and customers of its wholly owned subsidiaries and unconsolidated
affiliates.  These guarantees do not represent incremental consolidated obligations; rather, they represent parental guarantees of subsidiary and
unconsolidated affiliate obligations in order to allow those subsidiaries and affiliates the flexibility to conduct business without posting other
forms of collateral.  At December 31, 2011, parent level guarantees support a maximum of $25 million of ESG’s performance contracting
commitments and warranty obligations and $27 million of other project guarantees.  The broader scope of ESG’s performance contracting
obligations, including those not guaranteed by the parent company, are described below.  In addition, the parent company has approximately
$25 million of other guarantees outstanding supporting other consolidated subsidiary operations, of which $20 million represent letters of credit
supporting other nonutility operations.  Guarantees issued and outstanding on behalf of unconsolidated affiliates approximated $3 million at
December 31, 2011.  These guarantees relate primarily to arrangements between ProLiance and various natural gas pipeline operators.  The
Company has not been called upon to satisfy any obligations pursuant to these parental guarantees and has accrued no significant liabilities
related to these guarantees.

As a result of the sale of Vectren Source on December 31, 2011, the Company has $56 million of outstanding guarantees related to this formerly
wholly owned subsidiary that will remain in effect for up to 90 days after the closing.  The buyer’s parent will hold the Company harmless if
any amounts are required to be paid pursuant to these guarantees and, within the 90 day period, the buyer is required to provide its own
guarantees in substitution for the Company guarantees.

Performance Guarantees & Product Warranties
In the normal course of business, wholly owned subsidiaries, including ESG, issue performance bonds or other forms of assurance that commit
them to timely install infrastructure, operate facilities, pay vendors or subcontractors, and/or support warranty obligations.  Based on a history
of meeting performance obligations and installed products operating effectively, no significant liability or cost has been recognized for the
periods presented.

Specific to ESG, in its role as a general contractor in the performance contracting industry, at December 31, 2011, there are 78 open surety
bonds supporting future performance.  The average face amount of these obligations is $3.6 million, and the largest obligation has a face
amount of $25.7 million.  The maximum exposure of these obligations is less than these amounts for several factors, including the level of work
already completed.  At December 31, 2011, approximately 60 percent of work was completed on projects with open surety bonds.  A significant
portion of these commitments will be fulfilled within one year.  In instances where ESG operates facilities, project guarantees extend over a
longer period.  In addition to its performance obligations, ESG also warrants the functionality of certain installed infrastructure generally for
one year and the associated energy savings over a specified number of years.  The Company has no significant accruals for these warranty
obligations as of December 31, 2011.

Legal & Regulatory Proceedings
The Company is party to various legal proceedings, audits, and reviews by taxing authorities and other government agencies arising in the
normal course of business.  In the opinion of management, there are no legal proceedings or other regulatory reviews or audits pending against
the Company that are likely to have a material adverse effect on its financial position, results of operations or cash flows.
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18.  Legislative Matters

Pipeline Safety Law
On January 3, 2012 the Pipeline Safety, Regulatory Certainty and Job Creation Act of 2011 was signed into law.  This new law, which
reauthorizes federal pipeline safety programs through fiscal year 2015, provides for enhanced safety, reliability and environmental protection in
the transportation of energy products by pipeline. The new law increases federal enforcement authority, grants the federal government expanded
authority over pipeline safety, provides for new safety regulations and standards, and authorizes or requires the completion of several pipeline
safety-related studies.  The DOT is required to promulgate a number of new regulatory requirements.  The direction of those regulations will be
based on the results of the studies and reports required or authorized by the new law and may eventually lead to further regulatory or statutory
requirements.
 
The Company continues to study the impact of the new law and potential new regulations associated with its implementation.  At this time,
compliance costs and other effects associated with the increased pipeline safety regulations remain uncertain.  However, the new law is
expected to result in further investment in pipeline inspections, and where necessary, additional modernization of pipeline infrastructure; and
therefore, result in both increased levels of operating expenses and capital expenditures associated with the Company’s natural gas distribution
businesses.  Operating expenses associated with expanded compliance requirements may grow to approximately $9 million annually, with $6
million attributable to the Indiana operations.  The Company expects to seek recovery under Senate Bill 251 referenced below, or such costs
may be recoverable through current tracking mechanisms.  Capital investments, driven by the pipeline safety regulations, associated with the
Company’s Indiana gas utilities are expected to be approximately $80 million over the next five years, which would likely qualify as federally
mandated regulatory requirements.  In Ohio, capital investments are expected to be approximately $55 million over the next five years.  The
Company expects to seek recovery of capital investments associated with complying with these federal mandates in accordance with Senate Bill
251 in Indiana and House Bill 95 in Ohio (referenced below).

Indiana House Bill 1004
In May 2011, House Bill 1004 was signed into law.  This legislation phases in over four years a two percent rate reduction to the Indiana
Adjusted Gross Income Tax for corporations.  Pursuant to House Bill 1004, the tax rate will be lowered by one-half percent each year beginning
on July 1, 2012, to the final rate of six and one-half percent effective July 1, 2015.  Pursuant to FASB guidance, the Company accounted for the
effect of the change in tax law on its deferred taxes in the second quarter of 2011, the period of enactment.  The impact was not material to
results of operations or financial condition as the decrease in Deferred tax liabilities was generally offset by a $17.1 million decrease in
Regulatory assets.

Indiana Senate Bill 251
In April 2011, Senate Bill 251 was signed into law.  While the bill is broad in scope, it allows for cost recovery outside of a base rate proceeding
for federal government mandated projects and provides for a voluntary clean energy portfolio standard. 

The law applies to both gas and electric utility operations and provides a framework to recover 80 percent of federally mandated costs through a
periodic rate adjustment mechanism outside of a general rate case.  Such costs include construction, depreciation, operating and other costs. 
The remaining 20 percent of those costs are to be deferred for recovery in the utility’s next general rate case.  The Company is currently
evaluating the impact this law may have on its operations, including applicability to expenditures associated with the integrity, safety, and
reliable operation of natural gas pipelines and facilities; ash disposal; water regulations; and air pollution, including greenhouse gas emissions,
among other federally mandated projects and potential projects. 

The legislation establishes a voluntary clean energy portfolio standard that provides incentives to electricity suppliers participating in the
program.  The goal of the program is that by 2025, at least 10 percent of the total electricity obtained by the supplier to meet the energy needs of
its Indiana retail customers will be provided by clean energy sources, as defined.  The financial incentives include an enhanced return on equity
and tracking mechanisms to recover program costs.  In advance of a federal portfolio standard and Senate Bill 251, SIGECO received
regulatory approval to purchase a 3 MW landfill gas generation facility from a related entity.  The facility was purchased in 2009 and is directly
connected to the Company’s distribution system.  In 2009, the Company also executed a long term purchase power commitment for 50 MW of
wind energy.  These transactions supplement a 30 MW wind energy purchase power agreement executed in 2008.  Before the impacts of
efficiency measures, the Company currently stands at approximately 5 percent of its electricity being provided by clean energy sources due to
the long-term wind contracts and landfill gas investments.  The Company continues to evaluate whether to participate in this voluntary program.
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Ohio House Bill 95
In June 2011, Ohio House Bill 95 was signed into law.  The law adjusts, among other things, the manner in which gas utilities file for rate
changes, including the implementation of base rate changes, alternative rate plans, and automatic rate adjustment mechanisms.  Outside of a
base rate proceeding, the legislation permits a natural gas company to apply to implement a capital expenditure program for infrastructure
expansion, upgrade, or replacement; installation, upgrade, or replacement of information technology systems; or any program necessary to
comply with government regulation.  Once such application is approved, the legislation authorizes recovery or deferral of program costs, such
as depreciation, property taxes, and carrying costs.  The Company is assessing the impact this legislation may have on its operations.  On
February 3, 2012, the Company initiated a filing under House Bill 95.  This filing requests accounting authority to defer depreciation, post in
service carrying costs and property taxes for its approximate $25 million 2012 capital expenditure program.  The capital expenditure program
includes infrastructure expansion and improvements not covered by the Company’s distribution replacement rider as well as expenditures
necessary to comply with PUCO rules, regulations and orders.  A procedural schedule associated with the filing has not yet been set.

19.  Envir onmental Matters

Air Quality
Cross-State Air Pollution Rule (Formerly Clean Air Interstate Rule (CAIR))
On July 7, 2011, EPA finalized the Cross-State Air Pollution Rule (CSAPR).  CSPAR is the EPA’s response to the US Court of Appeals for the
District of Columbia’s (the Court) remand of the Clean Air Interstate Rule (CAIR). CAIR was originally established in 2005 as an allowance
cap and trade program that required reductions from coal-burning power plants for NOx emissions beginning January 1, 2009 and SO2
emissions beginning January 1, 2010, with a second phase of reductions in 2015.
 
In an effort to address the Court’s finding that CAIR did not adequately ensure attainment of pollutants in certain downwind states due to
unlimited trading of SO2and NOx allowances, CSPAR reduces the ability of facilities to meet emission reduction targets through allowance
trading.  Like CAIR, CSPAR sets individual state caps for SO2and NOx emissions.  However, unlike CAIR in which states allocated allowances
through state implementation plans, CSPAR allowances were allocated to individual units directly through the federal rule.  As finalized,
CSAPR requires a 71 percent reduction of SO2 emissions compared to 2005 national levels and a 52 percent reduction of NOx emissions
compared to 2005 national levels and that such reductions are to be achieved with initial step reductions beginning January 1, 2012, with final
compliance to be achieved in 2014.  Multiple administrative and judicial challenges have been filed, including requests to stay CSPAR’s
implementation.

On December 30, 2011, the Court granted a stay of CSPAR and ordered expedited briefing schedules be submitted by January 18, 2012, that
would allow for completion of briefing and a hearing in April 2012.  Two primary issues are before the Court for review:  (1) EPA’s use of air
modeling data (as opposed to exclusive reliance on actual monitoring data) to support state contribution levels, and (2) EPA’s allocation of
allowances directly through a federal implementation plan as opposed to setting state caps and providing states the opportunity to submit
individual state implementation plans.  In addition, there are initiatives in the Congress that, if adopted, would suspend CSPAR’s
implementation.

Utility Hazardous Air Pollutants (HAPs) Rule
On December 21, 2011, the EPA finalized the Utility HAPs rule.  The HAPs Rule is the EPA’s response to the US Court of Appeals for the
District of Columbia vacating the Clean Air Mercury Rule (CAMR) in 2008.  CAMR was originally established in 2005 as a nation-wide
mercury emission allowance cap and trade system which sought to reduce utility emissions of mercury starting in 2010.

The HAPs rule sets emission limits for hazardous air pollutants for existing and new coal-fired power plants and identifies the following broad
categories of hazardous air pollutants:  mercury, non-mercury hazardous air pollutants (primarily arsenic, chromium, cobalt, and selenium) and
acid gases (hydrogen cyanide, hydrogen chloride, and hydrogen fluoride).  The rule imposes mercury emission limits for two sub-categories of
coal, and proposed surrogate limits for non-mercury and acid gas hazardous air pollutants. The EPA did not grant blanket compliance
extensions, but asserted that states have broad authority to grant one year extensions for individual units where potential reliability impacts have
been demonstrated.  Reductions are to be achieved within three years of publication of the final rule in the Federal register (early
2015).  Initiatives to suspend CSPAR’s implementation by the Congress also apply to the implementation of the HAPs Rule.
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Conclusions Regarding Air Regulations
To comply with Indiana’s implementation plan of the Clean Air Act, and other federal air quality standards, the Company obtained authority
from the IURC to invest in clean coal technology.  Using this authorization, the Company invested approximately $411 million starting in 2001
with the last equipment being placed into service on January 1, 2010.  The pollution control equipment included Selective Catalytic Reduction
(SCR) systems, fabric filters, and an SO2 scrubber at its generating facility that is jointly owned with ALCOA (the Company’s portion is 150
MW).  SCR technology is the most effective method of reducing NOx emissions where high removal efficiencies are required and fabric filters
control particulate matter emissions.  The unamortized portion of the $411 million clean coal technology investment was included in rate base
for purposes of determining SIGECO’s new electric base rates approved in the latest base rate order obtained April 27, 2011.  SIGECO’s coal
fired generating fleet is 100 percent scrubbed for SO2 and 90 percent controlled for NOx. 

Utilization of the Company’s NOx and SO2  allowances can be impacted as these regulations are revised and implemented.  Most of these
allowances were granted to the Company at zero cost; therefore, any reduction in carrying value that could result from future changes in
regulations would be immaterial.

The Company is currently reviewing the sufficiency of its existing pollution control equipment in relation to the requirements described in
CSPAR and the Utility HAPs Rule.  Based upon an initial review of the final rules, including minor revisions made to CSPAR in October 2011,
the Company believes that it will be able to meet these requirements with its existing suite of pollution control equipment and the anticipated
allotment of new emission allowances.  However, it is possible some minor modifications to the control equipment and additional operating
expenses could be required.  The Company believes that such additional costs, if necessary, would be recoverable under Indiana Senate Bill 251
referenced above.

Water
Section 316(b) of the Clean Water Act requires that generating facilities use the “best technology available” to minimize adverse environmental
impacts in a body of water.  More specifically, Section 316(b) is concerned with impingement and entrainment of aquatic species in once-
through cooling water intake structures used at electric generating facilities.  In April 2009, the U.S. Supreme Court affirmed that the EPA
could, but was not required to, consider costs and benefits in making the evaluation as to the best technology available for existing generating
facilities.  The regulation was remanded back to the EPA for further consideration.  In March 2011, the EPA released its proposed Section
316(b) regulations.  The EPA did not mandate the retrofitting of cooling towers in the proposed regulation, but if finalized the regulation will
leave it to the state to determine whether cooling towers should be required on a case by case basis.  A final rule is expected in
2012.  Depending on the final rule and on the Company’s facts and circumstances, capital investments could be in the $40 million range if new
infrastructure, such as new cooling water towers, is required.  Costs for compliance with these final regulations would likely qualify as federally
mandated regulatory requirements under Indiana Senate Bill 251 referenced above.

Coal Ash Waste Disposal & Ash Ponds
In June 2010, the EPA issued proposed regulations affecting the management and disposal of coal combustion products, such as ash generated
by the Company’s coal-fired power plants.  The proposed rules more stringently regulate these byproducts and would likely increase the cost of
operating or expanding existing ash ponds and the development of new ash ponds.  The alternatives include regulating coal combustion by-
products that are not being beneficially reused as hazardous waste.  The EPA did not offer a preferred alternative, but took public comment on
multiple alternative regulations.  Rules may not be finalized in 2012 given oversight hearings, congressional interest, and other factors.

At this time, the majority of the Company’s ash is being beneficially reused.  However, the alternatives proposed would require some
retrofitting or closure of existing ash ponds.  The Company estimates capital expenditures to comply could be as much as $30 million, and such
expenditures could exceed $100 million if the most stringent of the alternatives is selected.  Annual compliance costs could increase slightly or
be impacted by as much as $5 million.  Costs for compliance with these regulations would likely qualify as federally mandated regulatory
requirements under Senate Bill 251 referenced above. 
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Climate Change
In April 2007, the US Supreme Court determined that greenhouse gases meet the definition of "air pollutant" under the Clean Air Act and
ordered the EPA to determine whether greenhouse gas emissions from motor vehicles cause or contribute to air pollution that may reasonably
be anticipated to endanger public health or welfare.  In April 2009, the EPA published its proposed endangerment finding for public comment. 
The proposed endangerment finding concludes that carbon emissions from mobile sources pose an endangerment to public health and the
environment.  The endangerment finding was finalized in December 2009, and is the first step toward EPA regulating carbon emissions through
the existing Clean Air Act in the absence of specific carbon legislation from Congress.  The EPA has promulgated two greenhouse gas
regulations that apply to the Company’s generating facilities.  In 2009, the EPA finalized a mandatory greenhouse gas emissions registry which
requires the reporting of emissions.  The EPA has also finalized a revision to the Prevention of Significant Deterioration (PSD) and Title V
permitting rules which would require facilities that emit 75,000 tons or more of greenhouse gases a year to obtain a PSD permit for new
construction or a significant modification of an existing facility.  The Company anticipates additional EPA rulemaking related to new generation
sources and significant modifications to existing sources, but the timetable remains uncertain.

Numerous competing federal legislative proposals have also been introduced in recent years that involve carbon, energy efficiency, and
renewable energy.  Comprehensive energy legislation at the federal level continues to be debated, but there has been little progress to date.  The
progression of regional initiatives throughout the United States has also slowed.
 
Impact of Legislative Actions & Other Initiatives is Unknown
If regulations are enacted by the EPA or other agencies or if legislation requiring reductions in CO2 and other greenhouse gases or legislation
mandating a renewable energy portfolio standard is adopted, such regulation could substantially affect both the costs and operating
characteristics of the Company’s fossil fuel generating plants, nonutility coal mining operations, and natural gas distribution businesses.  At this
time and in the absence of final legislation or rulemaking, compliance costs and other effects associated with reductions in greenhouse gas
emissions or obtaining renewable energy sources remain uncertain.  The Company has gathered preliminary estimates of the costs to control
greenhouse gas emissions.  A preliminary investigation demonstrated costs to comply would be significant, first with regard to operating
expenses and later for capital expenditures as technology becomes available to control greenhouse gas emissions.  However, these compliance
cost estimates are based on highly uncertain assumptions, including allowance prices if a cap and trade approach were employed, and energy
efficiency targets.  Costs to purchase allowances that cap greenhouse gas emissions or expenditures made to control emissions should be
considered a cost of providing electricity, and as such, the Company believes such costs and expenditures would be recoverable from customers
through Senate Bill 251.  Customer rates may also be impacted should decisions be made to reduce the level of sales to municipal and other
wholesale customers in order to meet emission targets.

Manufactured Gas Plants

In the past, the Company operated facilities to manufacture natural gas.  Given the availability of natural gas transported by pipelines, these
facilities have not been operated for many years.  Under current environmental laws and regulations, those that owned or operated these
facilities may now be required to take remedial action if certain contaminants are found above the regulatory thresholds at these sites.

In the Indiana Gas service territory, the existence, location, and certain general characteristics of 26 gas manufacturing and storage sites have
been identified for which the Company may have some remedial responsibility.  A remedial investigation/feasibility study (RI/FS) was
completed at one of the sites under an agreed order between Indiana Gas and the IDEM, and a Record of Decision was issued by the IDEM in
January 2000.  The remaining sites have been submitted to the IDEM's Voluntary Remediation Program (VRP).  The Company has identified its
involvement in five manufactured gas plants sites in SIGECO’s service territory, all of which are currently enrolled in the IDEM’s VRP.  The
Company is currently conducting some level of remedial activities, including groundwater monitoring at certain sites.

The Company has accrued the estimated costs for further investigation, remediation, groundwater monitoring, and related costs for the
sites.  While the total costs that may be incurred in connection with addressing these sites cannot be determined at this time, the Company has
recorded cumulative costs that it reasonably expects to incur totaling approximately $41.6 million ($23.1 million at Indiana Gas and $18.5
million at SIGECO).  The estimated accrued costs are limited to the Company’s share of the remediation efforts and are therefore net of
exposures of other potentially responsible parties (PRP).
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With respect to insurance coverage, Indiana Gas has received approximately $20.8 million from all known insurance carriers under insurance
policies in effect when these plants were in operation.  SIGECO filed a declaratory judgment action against its insurance carriers seeking a
judgment finding its carriers liable under the policies for coverage of further investigation and any necessary remediation costs that SIGECO
may accrue under the VRP program and/or another site subject to a lawsuit that has been settled.  In November 2011, the Court ruled on two
motions for summary judgment, finding for SIGECO and against certain insurers on indemnification and defense obligations in the policies at
issue.  SIGECO has settlement agreements with all known insurance carriers and has recorded approximately $15.1 million of expected
insurance recoveries.

The costs the Company expects to incur are estimated by management using assumptions based on actual costs incurred, the timing of expected
future payments, and inflation factors, among others.  While the Company’s utilities have recorded all costs which they presently expect to
incur in connection with activities at these sites, it is possible that future events may require some level of additional remedial activities which
are not presently foreseen and those costs may not be subject to PRP or insurance recovery.  As of December 31, 2011 and 2010, respectively,
approximately $6.5 million and $5.5 million of accrued, but not yet spent, costs are included in Other Liabilities related to both the Indiana Gas
and SIGECO sites.

Jacobsville Superfund Site
On July 22, 2004, the EPA listed the Jacobsville Neighborhood Soil Contamination site in Evansville, Indiana, on the National Priorities List
under the Comprehensive Environmental Response, Compensation and Liability Act (CERCLA).  The EPA has identified four sources of
historic lead contamination.  These four sources shut down manufacturing operations years ago.  When drawing up the boundaries for the
listing, the EPA included a 250 acre block of properties surrounding the Jacobsville neighborhood, including the Company’s operations
center.  Vectren's property has not been named as a source of the lead contamination.  Vectren's own soil testing, completed during the
construction of the operations center, did not indicate that the Vectren property contains lead contaminated soils above industrial cleanup
levels.  At this time, it is anticipated that the EPA may request additional soil testing at some future date.

20.  Rate & Regulatory Matters

Vectren South Electric Base Rate Filing
On December 11, 2009, Vectren South filed a request with the IURC to adjust its base electric rates.  The requested increase in base rates
addressed capital investments, a modified electric rate design that would facilitate a partnership between Vectren South and customers to pursue
energy efficiency and conservation, and new energy efficiency programs to complement those currently offered for natural gas customers.  The
IURC issued an order in the case on April 27, 2011.  The order provides for an approximate $28.6 million revenue increase to recover costs
associated with approximately $325 million in system upgrades that were completed in the three years leading up to the December 2009 filing
and modest increases in maintenance and operating expenses.  The approved revenue increase is based on rate base of $1,295.6 million, return
on equity of 10.4 percent and an overall rate of return of 7.29 percent.  The new rates were effective May 3, 2011.  The IURC, in its order,
denied the Company’s request for implementation of the decoupled rate design, which is discussed further below.  Addressing issues raised in
the case concerning coal supply contracts and related costs, the IURC found that current coal contracts remain effective and that a prospective
review process of future procurement decisions would be initiated.

Coal Procurement Procedures
Vectren South submitted a request for proposal in April 2011 regarding coal purchases for a four year period beginning in 2012.  After
negotiations with bidders, Vectren South has reached an agreement in principle for multi-year purchases with two suppliers, one of which is
Vectren Fuels, Inc.  Consistent with the IURC direction in the electric rate case, a sub docket proceeding was established to review the
Company’s prospective coal procurement procedures, and the Company submitted evidence related to its recent request for proposal (RFP) and
those coal procurement procedures to the IURC in September 2011.  In October 2011, the OUCC filed its testimony which, while suggesting
enhancements to the process to be considered, does not challenge the results of the RFP and the resulting new contracts.  All hearings were
completed in December 2011, and an order is expected in early 2012.
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Vectren South Electric Fuel Cost Reduction
On December 5, 2011 within the quarterly Fuel Adjustment Clause (FAC) filing, Vectren South submitted a joint proposal with the OUCC to
reduce its fuel costs by accelerating the impact of lower cost coal contracts to be effective after 2012.  In the spring of 2011, Vectren secured
contracts for lower coal costs through a formal bidding process. This lower-priced coal is expected to start being delivered and used at Vectren’s
power plants by late 2012 to early 2013 and beyond. The agreement to accelerate savings into early 2012 means that the existing 2012 coal
costs that are above the new, lower prices will be deferred to a regulatory asset and recovered over a six-year period without interest beginning
in 2014.  This deferral also includes a reduction to the coal inventory balance at December 31, 2011 of approximately $17.7 million to reflect
existing inventory at the new, lower price.  The IURC approved this proposal on January 25, 2012, with an impact to customer’s rates effective
February 1, 2012.

Vectren South Electric Demand Side Management Program Filing
On August 16, 2010, Vectren South filed a petition with the IURC, seeking approval of its proposed electric Demand Side Management (DSM)
Programs, recovery of the costs associated with these programs, recovery of lost margins as a result of implementing these programs for large
customers, and recovery of performance incentives linked with specific measurement criteria on all programs.  The DSM Programs proposed
are consistent with a December 9, 2009 order issued by the IURC, which, among other actions, defined long-term conservation objectives and
goals of DSM programs for all Indiana electric utilities under a consistent statewide approach.  In order to meet these objectives, the IURC
order divided the DSM programs into Core and Core Plus programs.  Core programs are joint programs required to be offered by all Indiana
electric utilities to all customers, and include some for large industrial customers.  Core Plus programs are those programs not required
specifically by the IURC, but defined by each utility to meet the overall energy savings targets defined by the IURC.

On August 31, 2011 the IURC issued an order approving an initial three year DSM plan in the Vectren South service territory that complies
with the IURC’s energy saving targets.  Consistent with the Company’s proposal, the order approved, among other items, the following: 1)
recovery of costs associated with implementing the DSM Plan; 2) the recovery of a performance incentive mechanism based on measured
savings related to certain DSM programs; 3) lost margin recovery associated with the implementation of DSM programs for large customers;
and 4) deferral of lost margin up to $1 million in 2011 associated with small customer DSM programs for subsequent recovery under a tracking
mechanism to be proposed by the Company.  This mechanism is an alternative to the electric decoupling proposal that was denied by the IURC
in the order received April 27, 2011.  On January 26, 2012, the Company filed with the IURC a proposal for a small customer lost margin
recovery mechanism within the existing Demand Side Management Adjustment (DSMA).  The proposal includes a request for recovery of the
$1 million deferred in 2011, and a request for continued deferral of lost margins in 2012 until such point as these lost margins are included in
DSMA rates.  The procedural schedule has not been set in this filing, but the Company expects an order in 2012.

Vectren South Electric Dense Pack Filing
On September 14, 2011, Vectren South filed a petition with the IURC seeking recovery of and return on the capital investment in dense pack
technology to improve the efficiency of its A.B. Brown Generating Station.  This investment is expected to be approximately $32 million over
the next two years, of which approximately $19 million has been invested to date.  This technology is expected to allow the A.B. Brown units to
run at least 5 percent more efficient, thereby burning less fuel, and reducing fuel costs and emissions of pollutants.  Indiana statute provides for
timely recovery of investments, with a return, in instances where the investment increases the efficiency of existing generating plants that are
fueled by coal.  Several parties have intervened in the case and are requesting that the IURC deny recovery of these project costs outside of a
base rate proceeding.  The IURC will conduct a hearing in February 2012.

Vectren North Reporting Location Consolidation Proceeding
Vectren North implemented a reporting location consolidation plan in 2011 and closed certain locations throughout the North territory.  On May
26, 2011, the International Brotherhood of Electrical Workers Local 1393, United Steel Workers Locals 12213 and 7441 and others filed a
formal complaint with the IURC claiming that the consolidation and simultaneous closing by Vectren North of select reporting locations
endangers public safety and impairs Vectren North's ability to provide adequate, safe and reliable service.  These parties have asked the IURC to
require Vectren North to reopen previously consolidated reporting locations and maintain and staff those locations.  A hearing in this case was
held in February 2012, and the Company expects the IURC to act some time in 2012.
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Vectren North & Vectren South Gas Decoupling Extension Filing
On April 14, 2011, the Company’s Indiana based gas companies (Vectren North and Vectren South) filed with the IURC a joint settlement
agreement with the OUCC on an extension of the offering of conservation programs and the supporting gas decoupling mechanism originally
approved in December 2006.  On August 18, 2011, the IURC issued an order approving the settlement as filed, granting the extension of the
current decoupling mechanism in place at both gas companies and recovery of new conservation program costs through December 2015.
 
VEDO Gas Rate Design
The rate design approved by the PUCO on January 7, 2009, and initially implemented on February 22, 2009, allowed for the phased movement
toward a straight fixed variable rate design, which places substantially all of the fixed cost recovery in the monthly customer service
charge.  This rate design mitigates most weather risk as well as the effects of declining usage, similar to the company’s lost margin recovery
mechanism in place in the Indiana natural gas service territories and the mechanism in place in Ohio prior to this rate order.  Since the straight
fixed variable rate design was fully implemented in February 2010, nearly 90 percent of the combined residential and commercial base rate gas
margins were recovered through the customer service charge.  As a result, some margin previously recovered during the peak delivery winter
months, such as January and the first half of February 2010, is more ratably recognized throughout the year.

In addition in 2010, the Company began recognizing a return on and of investments made to replace distribution risers and bare steel and cast
iron infrastructure per a PUCO order.

VEDO Continues the Process to Exit the Merchant Function
On August 20, 2008, the PUCO approved the results of an auction selecting qualified wholesale suppliers to provide the gas commodity to the
Company for resale to its customers at auction-determined standard pricing.  This standard pricing was comprised of the monthly NYMEX
settlement price plus a fixed adder.  This standard pricing, which was effective from October 1, 2008 through March 31, 2010, was the initial
step in exiting the merchant function in the Company’s Ohio service territory.  The approach eliminated the need for monthly gas cost recovery
(GCR) filings and prospective PUCO GCR audits. 

The second phase of the exit process began on April 1, 2010.  During this phase, the Company no longer sells natural gas directly to
customers.  Rather, state-certified Competitive Retail Natural Gas Suppliers, that were successful bidders in a similar regulatory-approved
auction, sell the gas commodity to specific customers for a 12-month period at auction-determined standard pricing.  The first auction was
conducted on January 12, 2010, and the auction results were approved by the PUCO on January 13, 2010.  The plan approved by the PUCO
required that the Company conduct at least two annual auctions during this phase.  As such, the Company conducted another auction on January
18, 2011 in advance of the second 12-month term which commenced on April 1, 2011.  The results of that auction were approved by the PUCO
on January 19, 2011. Vectren Source, the Company’s former wholly owned nonutility retail gas marketer, was a successful bidder in both
auctions winning one tranche of customers in the first auction and two tranches of customers in the second auction.  Each tranche of customers
equates to approximately 28,000 customers.  As per the terms of the plan approved by the PUCO, because no application for a full exit of the
merchant function was neither sought nor approved by April 1, 2011, VEDO conducted a third retail auction on January 31, 2012 to address the
12-month term beginning April 1, 2012.  The results of that auction were approved by the PUCO on February 1, 2012.  Consistent with current
practice, customers continue to receive a single bill for the commodity as well as the delivery component of natural gas service from VEDO.

The PUCO provided for an Exit Transition Cost rider, which allows the Company to recover costs associated with the transition
process.  Exiting the merchant function has not had a material impact on earnings or financial condition.  It, however, has and will continue to
reduce Gas utility revenues and have an equal and offsetting impact to Cost of gas sold and revenue related taxes recorded in Taxes other than
income taxes as VEDO no longer purchases gas for resale to these customers.
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21.  Fair V alue Measur ements

The carrying values and estimated fair values of the Company's other financial instruments follow:

             
  At December 31,  
  2011   2010  

(In millions)  
Carrying
Amount  

Est. Fair
Value   

Carrying
Amount  

Est. Fair
Value  

Long-term debt  $ 1,622.3  $ 1,804.4  $ 1,715.9  $ 1,841.2 
Short-term borrowings & notes payable   227.1   227.1   118.3   118.3 
Cash & cash equivalents   8.6   8.6   10.4   10.4 

For the balance sheet dates presented in these financial statements, the Company had no material assets or liabilities recorded at fair value
outstanding.

Certain methods and assumptions must be used to estimate the fair value of financial instruments.  The fair value of the Company's long-term
debt was estimated based on the quoted market prices for the same or similar issues or on the current rates offered to the Company for
instruments with similar characteristics.  Because of the maturity dates and variable interest rates of short-term borrowings and cash & cash
equivalents, those carrying amounts approximate fair value.  Because of the inherent difficulty of estimating interest rate and other market risks,
the methods used to estimate fair value may not always be indicative of actual realizable value, and different methodologies could produce
different fair value estimates at the reporting date.

Under current regulatory treatment, call premiums on reacquisition of long-term debt are generally recovered in customer rates over the life of
the refunding issue or over a 15-year period.  Accordingly, any reacquisition would not be expected to have a material effect on the Company's
results of operations.

Because of the customized nature of notes receivable investments and lack of a readily available market, it is not practical to estimate the fair
value of these financial instruments at specific dates without considerable effort and cost.  At December 31, 2011 and 2010, the fair value for
these financial instruments was not estimated.  The carrying value of notes receivable, inclusive of any accrued interest and net of impairment
reserves, was approximately $2.1 million and $10.9 million December 31, 2011 and 2010.

The fair value table in Note 18 of the financial statements in the 2010 Form 10-K excluded the estimated fair value of a long-term debt
instrument.  The chart above now includes the amount and reflects an increase in the estimated fair value of long-term debt of approximately
$73.9 million.  This change in the disclosed fair value of long-term debt had no effect on the carrying value of debt included in the consolidated
balance sheet.
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22.  Segment Reporting

The Company segregates its operations into three groups: 1) Utility Group, 2) Nonutility Group, and 3) Corporate and Other.

The Utility Group is comprised of Vectren Utility Holdings, Inc.’s operations, which consist of the Company’s regulated operations and other
operations that provide information technology and other support services to those regulated operations.  The Company segregates its regulated
operations between a Gas Utility Services operating segment and an Electric Utility Services operating segment.  The Gas Utility Services
segment provides natural gas distribution and transportation services to nearly two-thirds of Indiana and to west central Ohio.  The Electric
Utility Services segment provides electric distribution services primarily to southwestern Indiana, and includes the Company’s power
generating and wholesale power operations.  Regulated operations supply natural gas and/or electricity to over one million customers.  In total,
the Utility Group is comprised of three operating segments:  Gas Utility Services, Electric Utility Services, and Other operations.

The Nonutility Group is comprised of five operating segments:  Infrastructure Services, Energy Services, Coal Mining, Energy Marketing, and
Other Businesses.

Corporate and Other includes unallocated corporate expenses such as advertising and charitable contributions, among other activities, that
benefit the Company’s other operating segments.  Net income is the measure of profitability used by management for all operations.  The
acquisition of Minnesota Limited was completed on March 31, 2011 (See Note 5) and is included in the Infrastructure Services nonutility
operating segment.  Information related to the Company’s business segments is summarized as follows:

  Year Ended December 31,  
(In millions)  2011   2010   2009  
Revenues          
  Utility Group          
    Gas Utility Services  $ 819.1  $ 954.1  $ 1,066.0 
    Electric Utility Services   635.9   608.0   528.6 
    Other Operations   43.9   44.5   42.8 
    Eliminations   (41.9)   (42.9)   (41.2)
       Total Utility Gr oup   1,457.0   1,563.7   1,596.2 
  Nonutility Group             
    Infrastructure Services   421.3   235.6   202.0 
    Energy Services   161.8   146.9   121.3 
    Coal Mining   285.6   209.9   193.4 
    Energy Marketing   149.9   142.8   157.2 
       Total Nonutility Gr oup   1,018.6   735.2   673.9 
  Eliminations   (150.4)   (169.4)   (181.2)
  Consolidated Revenues  $ 2,325.2  $ 2,129.5  $ 2,088.9 
             
Pr ofitability Measur es - Net Income             
  Utility Group Net Income             
    Gas Utility Services  $ 52.5  $ 53.7  $ 50.2 
    Electric Utility Services   65.0   60.9   48.3 
    Other Operations   5.4   9.3   8.9 
       Total Utility Gr oup Net Income   122.9   123.9   107.4 
  Nonutility Group Net Income             
    Infrastructure Services   14.9   3.1   2.4 
    Energy Services   6.7   6.4   8.4 
    Coal Mining   16.6   11.9   13.4 
    Energy Marketing   (4.2)   (4.2)   4.1 
    Other Businesses   (10.2)   (7.4)   (2.5)
       Total Nonutility Gr oup Net Income   23.8   9.8   25.8 
  Corporate & Other Net Loss   (5.1)   -   (0.1)
  Consolidated Net Income  $ 141.6  $ 133.7  $ 133.1 
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  Year Ended December 31,  
(In millions)  2011   2010   2009  
Amounts Included in Pr ofitability Measur es          
  Depr eciation & Amortization          
    Utility Group          
     Gas Utility Services  $ 84.3  $ 80.7  $ 76.9 
     Electric Utility Services   80.2   80.8   77.5 
     Other Operations   27.8   26.7   26.5 
       Total Utility Gr oup   192.3   188.2   180.9 
    Nonutility Group             
          Infrastructure Services   14.9   8.8   8.3 
          Energy Services   1.5   1.2   1.2 
     Coal Mining   35.1   30.4   21.0 
     Energy Marketing   0.5   0.5   0.5 
       Total Nonutility Gr oup   52.0   40.9   31.0 
   Consolidated Depr eciation & Amortization  $ 244.3  $ 229.1  $ 211.9 
  Inter est Expense             
    Utility Group             
     Gas Utility Services  $ 37.1  $ 38.8  $ 38.8 
     Electric Utility Services   36.4   36.4   34.8 
     Other Operations   6.8   6.2   5.6 
       Total Utility Gr oup   80.3   81.4   79.2 
    Nonutility Group             
     Infrastructure Services   7.4   3.3   2.6 
     Energy Services   0.6   0.2   0.6 
     Coal Mining   11.3   10.1   8.1 
     Energy Marketing   6.4   8.5   8.3 
     Other Businesses   1.3   1.5   1.3 
       Total Nonutility Gr oup   27.0   23.6   20.9 
    Corporate & Other   (0.8)   (0.4)   (0.1)
    Consolidated Inter est Expense  $ 106.5  $ 104.6  $ 100.0 
             
Income T axes             
    Utility Group             
     Gas Utility Services  $ 34.5  $ 35.1  $ 31.3 
     Electric Utility Services   45.3   40.8   27.4 
     Other Operations   3.1   1.2   0.5 
       Total Utility Gr oup   82.9   77.1   59.2 
    Nonutility Group             
     Infrastructure Services   10.7   2.7   2.1 
     Energy Services   1.1   2.5   1.6 
     Coal Mining   3.9   1.9   4.1 
     Energy Marketing   (2.4)   (2.7)   0.3 
     Other Businesses   (7.0)   (5.9)   (2.2)
       Total Nonutility Gr oup   6.3   (1.5)   5.9 
    Corporate & Other   (2.8)   (0.9)   (1.0)
    Consolidated Income T axes  $ 86.4  $ 74.7  $ 64.1 
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  Year Ended December 31,  
(In millions)  2011   2010   2009  
Capital Expenditur es          
  Utility Group          
    Gas Utility Services  $ 113.5  $ 88.7  $ 121.1 
    Electric Utility Services   102.2   120.1   154.1 
    Other Operations   17.8   22.5   16.7 
    Non-cash costs & changes in accruals   (0.1)   (6.2)   10.8 
       Total Utility Gr oup   233.4   225.1   302.7 
  Nonutility Group             
    Infrastructure Services   22.8   12.0   11.0 
    Energy Services   9.7   1.2   1.9 
    Coal Mining   55.1   38.7   126.8 
    Energy Marketing   0.3   0.2   0.6 
    Other Businesses, net of eliminations   -   -   (11.0)
       Total Nonutility Gr oup   87.9   52.1   129.3 
  Consolidated Capital Expenditur es  $ 321.3  $ 277.2  $ 432.0 
             
             
  At December 31,  
(In millions)   2011    2010    2009  
Assets             
  Utility Group             
    Gas Utility Services  $ 2,125.2  $ 2,161.7  $ 2,102.4 
    Electric Utility Services   1,656.5   1,666.5   1,592.4 
    Other Operations, net of eliminations   192.8   96.3   128.3 
       Total Utility Gr oup   3,974.5   3,924.5   3,823.1 
  Nonutility Group             
    Infrastructure Services   295.0   174.6   141.4 
    Energy Services   81.2   67.4   54.5 
    Coal Mining   352.8   362.5   342.8 
    Energy Marketing   112.5   209.1   229.6 
    Other Businesses   39.6   57.1   65.7 
    Eliminations & Reclassifications   7.2   (2.2)   2.0 
       Total Nonutility Gr oup   888.3   868.5   836.0 
  Corporate & Other   727.3   706.2   715.9 
  Eliminations   (711.2)   (735.0)   (703.2)
  Consolidated Assets  $ 4,878.9  $ 4,764.2  $ 4,671.8 
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23.  Additional Balance Sheet & Operational Information

Inventories consist of the following:
       
  At December 31,  
(In millions)  2011   2010  
Gas in storage – at LIFO cost  $ 31.8  $ 26.2 
Gas in storage – at average cost   -   23.6 

Total Gas in storage   31.8   49.8 
Coal & Oil for electric generation - at average cost   60.6   70.1 
Materials & supplies   54.9   48.8 
Nonutility Coal - at LIFO cost   13.0   16.2 
Other   1.6   2.2 

Total inventories  $ 161.9  $ 187.1 

Based on the average cost of gas purchased and coal produced during December, the cost of replacing inventories carried at LIFO cost exceeded
that carrying value at December 31, 2011, and 2010, by approximately $12 million and $16 million, respectively.

Prepayments & other current assets in the Consolidated Balance Sheets consist of the following:
       
  At December 31,  
(In millions)  2011   2010  
Prepaid gas delivery service  $ 42.4  $ 40.7 
Deferred income taxes   16.0   3.8 
Prepaid taxes   5.1   31.5 
Other prepayments & current assets   20.8   25.2 

Total pr epayments & other curr ent assets  $ 84.3  $ 101.2 
 
Investments in unconsolidated affiliates consist of the following:
       
  At December 31,  
(In millions)  2011   2010  
ProLiance Holdings, LLC  $ 85.4  $ 123.2 
Haddington Energy Partnerships   3.4   3.4 
Other non-utility partnerships & corporations   3.9   8.4 
Other utility investments   0.2   0.2 

Total investments in unconsolidated affiliates  $ 92.9  $ 135.2 

Other utility & corporate Investments in the Consolidated Balance Sheets consist of the following:
  At December 31,  
(In millions)  2011   2010  
Cash surrender value of life insurance policies  $ 27.3  $ 27.5 
Municipal bond   3.9   4.1 
Restricted cash   1.9   1.2 
Other investments   1.3   1.3 

Other utility & corporate investments  $ 34.4  $ 34.1 
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Goodwill by operating segment follows:
  At December 31,  
(In millions)  2011   2010  
Utility Group       

  Gas Utility Services  $ 205.0  $ 205.0 
Nonutility Group         

  Infrastructure Services   55.2   34.9 
  Energy Services   2.1   2.1 

Consolidated goodwill  $ 262.3  $ 242.0 

Accrued liabilities in the Consolidated Balance Sheets consist of the following:
  At December 31,  
(In millions)  2011   2010  
Refunds to customers & customer deposits  $ 56.4  $ 54.8 
Accrued taxes   33.5   40.9 
Accrued interest   21.7   23.8 
Accrued retirement   6.5   5.8 
Accrued salaries & other   63.0   53.1 

Total accrued liabilities  $ 181.1  $ 178.4 

Asset retirement obligations included in the Consolidated Balance Sheets roll forward as follows:

       
(In millions)  2011   2010  
Asset retirement obligation, January 1  $ 38.7  $ 36.1 
  Accretion   2.5   2.1 
  Increases in estimates, net of cash payments   2.5   0.5 
Asset r etir ement obligation, December 31   43.7   38.7 

Accrued liabilities  $ 0.2  $ 0.3 
Deferred credits & other liabilities  $ 43.5  $ 38.4 

Equity in earnings (losses) of unconsolidated affiliates consists of the following:
 
          
  Year Ended December 31,  
(In millions)  2011   2010   2009  
ProLiance Holdings, LLC  $ (28.6)  $ (2.5)  $ 3.6 
Haddington Energy Partners, LP   -   (6.1)   0.9 
Other   (3.4)   -   (1.1)

Total equity in earnings (losses) of unconsolidated affiliates  $ (32.0)  $ (8.6)  $ 3.4 
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Other income (expense) – net in the Consolidated Statements of Income consists of the following:
          
  Year Ended December 31,  
(In millions)  2011   2010   2009  
AFUDC – borrowed funds  $ 2.5  $ 1.4  $ 1.3 
AFUDC – equity funds   0.2   0.3   0.7 
Nonutility plant capitalized interest   2.1   2.1   6.0 
Interest income, net   1.4   1.7   1.4 
Other nonutility investment impairment charges   (9.9)   (4.7)   - 
Cash surrender value of life insurance policies   0.1   1.9   4.1 
All other income   0.1   2.1   0.2 

Total other income (expense) – net  $ (3.5)  $ 4.8  $ 13.7 
 
Supplemental Cash Flow Information:

  Year Ended December 31,  
(In millions)  2011   2010   2009  
Cash paid (received) for:        
  Interest  $ 108.6  $ 104.5  $ 95.5 
  Income taxes   (9.0)   8.1   (12.2)

As of December 31, 2011 and 2010, the Company has accruals related to utility and nonutility plant purchases totaling approximately $15.9
million and $13.9 million, respectively.

24.  Impact of Recently Issued Accounting Guidance

Other Comprehensive Income (OCI)
In June 2011, the FASB issued new accounting guidance regarding the presentation of comprehensive income within financial statements.  The
new guidance will require entities to report components of comprehensive income in either (1) a continuous statement of comprehensive
income or (2) two separate but consecutive statements.  Under the two-statement approach, the first statement would include components of net
income, which is consistent with the income statement format used today, and the second statement would include components of OCI.  The
guidance does not change the items that must be reported in OCI.  The new guidance is effective for fiscal years, and interim periods within
those years, beginning after December 15, 2011 and retrospective application is required.  The Company will adopt this guidance for its
quarterly reporting period ending March 31, 2012.  The adoption of this guidance will have no material impacts to the Company’s financial
statements.

Goodwill Testing
In September 2011, the FASB issued new accounting guidance regarding testing goodwill for impairment.  The new guidance will allow the
Company an option to first assess qualitative factors to determine whether it is necessary to perform the two-step quantitative goodwill
impairment test.  Using the new guidance, the Company no longer would be required to calculate the fair value of a reporting unit unless the
Company determines, based on that qualitative assessment, that it is more likely than not that its fair value is less than its carrying amount.  The
new guidance is effective for annual and interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011.  The
adoption of this guidance will have no material impact to the Company’s financial statements.

Multiemployer Pension Plan Disclosures
In September 2011, the FASB issued new accounting guidance that requires enhanced disclosures regarding an employer’s participation in
multiemployer pension plans.  For plans that are individually significant, these enhanced disclosures include the legal name of the plan, the
plan’s Employer Identification Number, the employer’s contributions made to the plan, the expiration date(s) of the collective-bargaining
agreement(s) requiring contributions to the plan, the most recently available certified zone status provided by the plan, and several other
disclosures.  The Company participates in several multiemployer pension plans and has adopted this guidance for the Company’s 2011 financial
statements as required.
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Fair Value Measurement and Disclosure
 
In May 2011, the FASB issued accounting guidance to improve the comparability of fair value measurements presented and disclosed in
financial statements prepared in accordance with U.S. GAAP and International Financial Reporting Standards (IFRS). The amendments are not
intended to change the application of the current fair value requirements, but to clarify the application of existing requirements. The guidance
does change particular principles or requirements for measuring fair value or disclosing information about fair value measurements. To improve
consistency, language has been changed to ensure that U.S. GAAP and IFRS fair value measurement and disclosure requirements are described
in the same way. The guidance will be effective for interim and annual periods beginning after December 15, 2011. The Company will adopt
this guidance for its quarterly reporting period ending March 31, 2012.  We do not expect the adoption of this guidance to have a material
impact on our financial position, results of operations or cash flows.

25.  Quarterly Financial Data (Unaudited)

Information in any one quarterly period is not indicative of annual results due to the seasonal variations common to the Company’s utility
operations.  Summarized quarterly financial data for 2011 and 2010 follows:

              
(In millions, except per share amounts)   Q1    Q2    Q3    Q4  
2011                  
 Operating revenues  $ 682.6  $ 475.8  $ 539.4  $ 627.4 
 Operating income   103.3   61.6   94.1   111.0 
 Net income   44.6   15.1   35.3   46.6 
 Earnings per share:                 
 Basic  $ 0.55  $ 0.19  $ 0.43  $ 0.56 
 Diluted   0.55   0.18   0.43   0.56 
2010                  
 Operating revenues  $ 740.3  $ 402.4  $ 422.7  $ 564.1 
 Operating income   116.2   52.1   58.6   89.9 
 Net income   63.2   8.7   16.4   45.4 
 Earnings per share:                 
 Basic  $ 0.78  $ 0.11  $ 0.20  $ 0.56 
 Diluted   0.78   0.11   0.20   0.55 
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ITEM 9.  CHANGES IN AND DISAGREEMENTS WITH ACCOUNT ANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.
 
ITEM 9A.  CONTROLS AND PROCEDURES

 Changes in Internal Contr ols over Financial Reporting

During the quarter ended December 31, 2011, there have been no changes to the Company’s internal controls over financial reporting that have
materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.

Conclusion Regarding the Effectiveness of Disclosur e Contr ols and Pr ocedur es

As of December 31, 2011, the Company conducted an evaluation under the supervision and with the participation of the Chief Executive
Officer and Chief Financial Officer of the effectiveness and the design and operation of the Company's disclosure controls and
procedures.  Based on that evaluation, the Chief Executive Officer and the Chief Financial Officer have concluded that the Company's
disclosure controls and procedures are effective as of December 31, 2011, to ensure that information required to be disclosed in reports filed or
submitted under the Exchange Act is:
    1) recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and
    2) accumulated and communicated to management, including the Chief Executive Officer and Chief Financial Officer, as appropriate
to allow timely decisions regarding required disclosure.

Management’ s Report on Internal Contr ol over Financial Reporting

Vectren Corporation’s management is responsible for establishing and maintaining adequate internal control over financial reporting.  Under the
supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, the Company
conducted an evaluation of the effectiveness of its internal control over financial reporting based on the framework in Internal Contr ol -
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.  Based on that evaluation under the
framework in Internal Contr ol — Integrated Framework, the Company concluded that its internal control over financial reporting was effective
as of December 31, 2011.

The effectiveness of internal control over financial reporting as of December 31, 2011, has been audited by Deloitte & Touche LLP, an
independent registered public accounting firm, as stated in their report which is included in Item 8 of this annual report.

ITEM 9B.  OTHER INFORMA TION

None.
PART III

ITEM 10.  DIRECT ORS, EXECUTIVE OFFICERS AND CORPORA TE GOVERNANCE

The information required by Part III, Item 10 of this Form 10-K is incorporated by reference herein, and made part of this Form 10-K, from the
Company's Proxy Statement for its 2012 Annual Meeting of Stockholders, which will be filed with the Securities and Exchange Commission
pursuant to Regulation 14A, within 120 days after the end of the fiscal year.  The Company’s executive officers are the same as those named
executive officers detailed in the Proxy Statement.

Corporate Code of Conduct

The Company’s Corporate Governance Guidelines, its charters for each of its Audit, Compensation and Benefits and Nominating and Corporate
Governance Committees, its Corporate Code of Conduct that covers the Company’s officers and employees, and its Board Code of Ethics &
Code of Conduct that covers the Company’s directors are available in the Corporate Governance section of the Company’s website,
www.vectren.com.  The Corporate Code of Conduct (titled “Corp Code of Conduct”) contains specific codes of ethics pertaining to executive
officers.  A separate code of conduct (titled “Board Code of Ethics & Code of Conduct”) contains specific codes of ethics pertaining to the
Board of Directors.  A copy will be mailed upon request to Investor Relations, Attention: Robert L. Goocher, One Vectren Square, Evansville,
Indiana 47708.  The Company intends to disclose any amendments to the Corporate Code of Conduct/Board Code of Ethics & Code of Conduct
or waivers of the Corporate Code of Conduct/ on behalf of the Company’s directors or officers including, but not limited to, the principal
executive officer, principal financial officer, principal accounting officer and persons performing similar functions on the Company’s website at
the internet address set forth above promptly following the date of such amendment or waiver and such information will also be available by
mail upon request to the address listed above.
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ITEM 1 1.  EXECUTIVE COMPENSA TION

Information required by Part III, Item 11 of this Form 10-K is incorporated by reference herein, and made part of this Form 10-K, from the
Company's Proxy Statement for its 2012 Annual Meeting of Stockholders, which will be filed with the Securities and Exchange Commission
pursuant to Regulation 14A, within 120 days after the end of the fiscal year.
 
ITEM 12.  SECURITY OWNERSHIP OF CER TAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELA TED
STOCKHOLDER MA TTERS

 Except with respect to equity compensation plan information of the Registrant, which is included herein, the information required by Part III,
Item 12 of this Form 10-K is incorporated by reference herein, and made part of this Form 10-K, from the Company's Proxy Statement for its
2012 Annual Meeting of Stockholders, which will be filed with the Securities and Exchange Commission pursuant to Regulation 14A, within
120 days after the end of the fiscal year.

Shar es Issuable under Shar e-Based Compensation Plans

As of December 31, 2011, the following shares were authorized to be issued under share-based compensation plans:
          
   A  B   C  

Plan category

 
Number of securities to
be issued upon exercise
of outstanding options,

warrants and rights

Weighted average
exercise price of

outstanding options,
warrants and rights

Number of securities remaining
available for future issuance
under equity compensation
plans (excluding securities

reflected in column (a))
          
Equity compensation plans approved by       
  security holders                    407,633(1)  $                25.74(1)                             3,552,563(2)

Equity compensation plans not approved         
  by security holders                              -                          -                                          - 
Total   407,633  $                25.74  3,552,563 

(1)  Under the Vectren At-Risk Compensation Plan, the Company may buy shares on the open market during periods when there are no
restrictions on insider transactions to fulfill these obligations.

(2)  Effective January 1, 2012, 217,290 restricted units were issued to management by the Compensation and Benefits Committee of the Board
of Directors.  In addition, participants forfeited 214,827 shares related to awards measured during the three year performance period ending
December 31, 2011.  The issuance and forfeiture of shares are not included in the above table.

The At-Risk Compensation plan was approved by Vectren Corporation common shareholders after the merger forming Vectren and was most
recently amended and reapproved at the 2011 annual meeting of shareholders.
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ITEM 13.  CER TAIN RELA TIONSHIPS AND RELA TED TRANSACTIONS AND DIRECT OR INDEPENDENCE

Information required by Part III, Item 13 of this Form 10-K is incorporated by reference herein, and made part of this Form 10-K, from the
Company's Proxy Statement for its 2012 Annual Meeting of Stockholders, which will be filed with the Securities and Exchange Commission
pursuant to Regulation 14A, within 120 days after the end of the fiscal year.

ITEM 14.  PRINCIP AL ACCOUNT ANT FEES AND SER VICES

Information required by Part III, Item 14 of this Form 10-K is incorporated by reference herein, and made part of this Form 10-K, from the
Company's Proxy Statement for its 2012 Annual Meeting of Stockholders, which will be filed with the Securities and Exchange Commission
pursuant to Regulation 14A, within 120 days after the end of the fiscal year.

PART IV

ITEM 15.  EXHIBITS AND FINANCIAL ST ATEMENT SCHEDULES

List of Documents Filed as Part of This Report

Consolidated Financial Statements
The consolidated financial statements and related notes, together with the report of Deloitte & Touche LLP, appear in Part II “Item 8 Financial
Statements and Supplementary Data” of this Form 10-K.

Supplemental Schedules
For the years ended December 31, 2011, 2010, and 2009, the Company’s Schedule II -- Valuation and Qualifying Accounts Consolidated
Financial Statement Schedules is presented herein.  The report of Deloitte & Touche LLP on the schedule may be found in Item 8.  All other
schedules are omitted as the required information is inapplicable or the information is presented in the Consolidated Financial Statements or
related notes in Item 8.
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SCHEDULE II

Vectr en Corporation and Subsidiaries
VALUATION AND QUALIFYING ACCOUNTS AND RESER VES

Column A  Column B   Column C   Column D   Column E  
     Additions        
  Balance at   Charged   Charged   Deductions   Balance at  
  Beginning   to   to Other   from   End of  

Description  of Year   Expenses   Accounts   Reserves, Net  Year  
(In millions)                
VALUATION AND QUALIFYING ACCOUNTS:              
Year 2011 – Accumulated provision for              
                    uncollectible accounts  $ 5.3  $ 11.8  $ -  $ 10.4  $ 6.7 
Year 2010 – Accumulated provision for                  
                    uncollectible accounts  $ 5.2  $ 16.8  $ -  $ 16.7  $ 5.3 
Year 2009 – Accumulated provision for                  
                    uncollectible accounts  $ 5.6  $ 15.1  $ -  $ 15.5  $ 5.2 
Year 2011 – Reserve for impaired                     
                    notes receivable  $ 6.1  $ 9.6  $ -  $ -  $ 15.7 
Year 2010 – Reserve for impaired                     
                    notes receivable  $ 9.2  $ 1.2  $ -  $ 4.3  $ 6.1 
Year 2009 – Reserve for impaired                     
                    notes receivable  $ 6.3  $ 2.9  $ -  $ -  $ 9.2 
OTHER RESER VES:                     
Year 2011 – Restructuring costs  $ 0.4  $ -  $ -  $ -  $ 0.4 
Year 2010 – Restructuring costs  $ 0.5  $ -  $ -  $ 0.1  $ 0.4 
Year 2009 – Restructuring costs  $ 0.6  $ -  $ -  $ 0.1  $ 0.5 

List of Exhibits
The Company has incorporated by reference herein certain exhibits as specified below pursuant to Rule 12b-32 under the Exchange
Act.  Exhibits for the Company attached to this filing filed electronically with the SEC are listed below.  Exhibits for the Company are listed in
the Index to Exhibits.
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Vectr en Corporation

Form 10-K
Attached Exhibits

The following Exhibits are included in this Annual Report on Form 10-K.

Exhibit
Number

 
Document

  
31.1 Chief Executive Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

 
31.2 Chief Financial Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
  
32 Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

The following Exhibits, as well as the Exhibits listed above, were filed electronically with the SEC with this filing.

Exhibit
Number

 
Document

10.1     First Amendment to Credit Agreement, dated September 30, 2010, among Vectren Capital Corp., and each of the financial
institutions named therein. 

21.1 List of Company’s Significant Subsidiaries
23.1 Consent of Independent Registered Public Accounting Firm
101.INS* XBRL Instance Document
101.SCH* XBRL Taxonomy Extension Schema
101.CAL* XBRL Taxonomy Calculation Linkbase
101.DEF* XBRL Taxonomy Extension Definition Linkbase
101.LAB* XBRL Taxonomy Extension Labels Linkbase
101.PRE* XBRL Taxonomy Extension Presentation Linkbase

 
INDEX T O EXHIBITS

3.  Articles of Incorporation and By-Laws
3.1  Amended and Restated Articles of Incorporation of Vectren Corporation effective March 31, 2000.  (Filed and designated in Current

Report on Form 8-K filed April 14, 2000, File No. 1-15467, as Exhibit 4.1.)
3.2  Code of By-Laws of Vectren Corporation as Most Recently Amended and Restated as of May 11, 2011.  (Filed and designated in

Current Report on Form 8-K filed May 13, 2011, File No. 1-15467, as Exhibit 3.1.)

4.   Instruments Defining the Rights of Security Holders, Inclu ding Indentur es
4.1  Mortgage and Deed of Trust dated as of April 1, 1932 between Southern Indiana Gas and Electric Company and Bankers Trust

Company, as Trustee, and Supplemental Indentures thereto dated August 31, 1936, October 1, 1937, March 22, 1939, July 1, 1948,
June 1, 1949, October 1, 1949, January 1, 1951, April 1, 1954, March 1, 1957, October 1, 1965, September 1, 1966, August 1, 1968,
May 1, 1970, August 1, 1971, April 1, 1972, October 1, 1973, April 1, 1975, January 15, 1977, April 1, 1978, June 4, 1981, January
20, 1983, November 1, 1983, March 1, 1984, June 1, 1984, November 1, 1984, July 1, 1985, November 1, 1985, June 1, 1986.  (Filed
and designated in Registration No. 2-2536 as Exhibits B-1 and B-2; in Post-effective Amendment No. 1 to Registration No. 2-62032 as
Exhibit (b)(4)(ii), in Registration No. 2-88923 as Exhibit 4(b)(2), in Form 8-K, File No. 1-3553, dated June 1, 1984 as Exhibit (4), File
No. 1-3553, dated March 24, 1986 as Exhibit 4-A, in Form 8-K, File No. 1-3553, dated June 3, 1986 as Exhibit (4).)  July 1, 1985 and
November 1, 1985 (Filed and designated in Form 10-K, for the fiscal year 1985, File No. 1-3553, as Exhibit 4-A.)  November 15, 1986
and January 15, 1987.  (Filed and designated in Form 10-K, for the fiscal year 1986, File No. 1-3553, as Exhibit 4-A.)  December 15,
1987.  (Filed and designated in Form 10-K, for the fiscal year 1987, File No. 1-3553, as Exhibit 4-A.)  December 13, 1990.  (Filed and
designated in Form 10-K, for the fiscal year 1990, File No. 1-3553, as Exhibit 4-A.)  April 1, 1993.  (Filed and designated in Form 8-
K, dated April 13, 1993, File No. 1-3553, as Exhibit 4.)  June 1, 1993 (Filed and designated in Form 8-K, dated June 14, 1993, File
No. 1-3553, as Exhibit 4.)  May 1, 1993.  (Filed and designated in Form 10-K, for the fiscal year 1993, File No. 1-3553, as Exhibit
4(a).)  July 1, 1999.  (Filed and designated in Form 10-Q, dated August 16, 1999, File No. 1-3553, as Exhibit 4(a).)  March 1,
2000.  (Filed and designated in Form 10-K for the year ended December 31, 2001, File No. 1-15467, as Exhibit 4.1.) August 1,
2004.  (Filed and designated in Form 10-K for the year ended December 31, 2004, File No. 1-15467, as Exhibit 4.1.)  October 1,
2004.  (Filed and designated in Form 10-K for the year ended December 31, 2004, File No. 1-15467, as Exhibit 4.2.)  April 1, 2005
(Filed and designated in Form 10-K for the year ended December 31, 2007, File No 1-15467, as Exhibit 4.1)  March 1, 2006 (Filed and
designated in Form 10-K for the year ended December 31, 2007, File No 1-15467, as Exhibit 4.2)  December 1, 2007 (Filed and
designated in Form 10-K for the year ended December 31, 2007, File No 1-15467, as Exhibit 4.3) August 1, 2009 (Filed and
designated in Form 10-K, for the year ended December 31, 2009, File No. 1-15467, as Exhibit 4.1)
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4.2  Indenture dated February 1, 1991, between Indiana Gas and U.S. Bank Trust National Association (formerly know as First Trust

National Association, which was formerly know as Bank of America Illinois, which was formerly know as Continental Bank, National
Association.  Inc.'s. (Filed and designated in Current Report on Form 8-K filed February 15, 1991, File No. 1-6494.); First
Supplemental Indenture thereto dated as of February 15, 1991.  (Filed and designated in Current Report on Form 8-K filed February
15, 1991, File No. 1-6494, as Exhibit 4(b).); Second Supplemental Indenture thereto dated as of September 15, 1991, (Filed and
designated in Current Report on Form 8-K filed September 25, 1991, File No. 1-6494, as Exhibit 4(b).); Third supplemental Indenture
thereto dated as of September 15, 1991 (Filed and designated in Current Report on Form 8-K filed September 25, 1991, File No. 1-
6494, as Exhibit 4(c).); Fourth Supplemental Indenture thereto dated as of December 2, 1992, (Filed and designated in Current Report
on Form 8-K filed December 8, 1992, File No. 1-6494, as Exhibit 4(b).); Fifth Supplemental Indenture thereto dated as of December
28, 2000, (Filed and designated in Current Report on Form 8-K filed December 27, 2000, File No. 1-6494, as Exhibit 4.)

4.3  Indenture dated October 19, 2001, among Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., Southern Indiana Gas and
Electric Company, Vectren Energy Delivery of Ohio, Inc., and U.S. Bank Trust National Association.  (Filed and designated in Form
8-K, dated October 19, 2001, File No. 1-16739, as Exhibit 4.1); First Supplemental Indenture, dated October 19, 2001, between
Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., Southern Indiana Gas and Electric Company, Vectren Energy Delivery of
Ohio, Inc., and U.S. Bank Trust National Association.  (Filed and designated in Form 8-K, dated October 19, 2001, File No. 1-16739,
as Exhibit 4.2); Second Supplemental Indenture, among Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., Southern Indiana
Gas and Electric Company, Vectren Energy Delivery of Ohio, Inc., and U.S. Bank Trust National Association.  (Filed and designated
in Form 8-K, dated November 29, 2001, File No. 1-16739, as Exhibit 4.1); Third Supplemental Indenture, among Vectren Utility
Holdings, Inc., Indiana Gas Company, Inc., Southern Indiana Gas and Electric Company, Vectren Energy Delivery of Ohio, Inc., and
U.S. Bank Trust National Association.  (Filed and designated in Form 8-K, dated July 24, 2003, File No. 1-16739, as Exhibit 4.1);
Fourth Supplemental Indenture, among Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., Southern Indiana Gas and Electric
Company, Vectren Energy Delivery of Ohio, Inc., and U.S. Bank Trust National Association.  (Filed and designated in Form 8-K,
dated November 18, 2005, File No. 1-16739, as Exhibit 4.1).  Form of Fifth Supplemental Indenture, among Vectren Utility Holdings,
Inc., Indiana Gas Company, Inc., Southern Indiana Gas & Electric Company, Vectren Energy Delivery of Ohio, Inc., and U.S. Bank
Trust National Association. (Filed and designated in Form 8-K, dated October 16, 2006, File No. 1-16739, as Exhibit 4.1).  Sixth
Supplemental Indenture, dated March 10, 2008, among Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., Southern Indiana
Gas and Electric Company, Vectren Energy Delivery of Ohio, Inc., and U.S. Bank National Association (Filed and designated in Form
8-K, dated March 10, 2008, File No. 1-16739, as Exhibit 4.1)

4.4  Note purchase agreement, dated October 11, 2005, between Vectren Capital Corp. and each of the purchasers named therein.  (Filed
designated in Form 10-K for the year ended December 31, 2005, File No. 1-15467, as Exhibit 4.4.) First Amendment, dated March 11,
2009, to Note Purchase Agreement dated October 11, 2005, among Vectren Corporation, Vectren Capital, Corp. and each of the
holders named herein. (Filed and designated in Form 8-K dated March 16, 2009 File No. 1-15467, as Exhibit 4.6)

4.5  Note Purchase Agreement, dated March 11, 2009, among Vectren Corporation, Vectren Capital, Corp. and each of the purchasers
named therein. (Filed and designated in Form 8-K dated March 16, 2009 File No. 1-15467, as Exhibit 4.5)

4.6  Note Purchase Agreement, dated April 7, 2009, among Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., Southern Indiana
Gas and Electric Company and Vectren Energy Delivery of Ohio, Inc. and the purchasers named therein. (Filed and designated in Form
8-K dated April 7, 2009 File No. 1-15467, as Exhibit 4.5)

4.7  Note Purchase Agreement, dated September 9, 2010, among Vectren Capital, Corp. and the purchasers named therein.  (Filed and
designated in Form 8-K dated September 10, 2010 File No. 1-15467, as Exhibit 4.1)

4.8  Note Purchase Agreement, dated April 5, 2011, among Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., Southern Indiana
Gas and Electric Company and Vectren Energy Delivery of Ohio, Inc. and the purchasers named therein.  (Filed and designated in
Form 8-K dated April 8, 2011 File No. 1-15467, as Exhibit 4.1)

4.9  Note Purchase Agreement, dated November 15, 2011, among Vectren Utility Holdings, Inc., Indiana Gas Company, Inc., Southern
Indiana Gas and Electric Company and Vectren Energy Delivery of Ohio, Inc. and the purchasers named therein.  (Filed and
designated in Form 8-K dated November 17, 2011 File No. 1-15467, as Exhibit 4.1)
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10. Material Contracts
10.1  Vectren Corporation At Risk Compensation Plan effective May 1, 2001, (as most recently amended and restated as of May 1,

2011).  (Filed and designated in Form 8-K dated May 17, 2011, File No. 1-15467, as Exhibit 10.1.)
10.2  Vectren Corporation Non-Qualified Deferred Compensation Plan, as amended and restated effective January 1, 2001.  (Filed and

designated in Form 10-K, for the year ended December 31, 2001, File No. 1-15467, as Exhibit 10.32.)
10.3  Vectren Corporation Nonqualified Deferred Compensation Plan, effective January 1, 2005.  (Filed and designated in Form 8-K dated

September 29, 2008, File No. 1-15467, as Exhibit 10.3.)
10.4  Vectren Corporation Unfunded Supplemental Retirement Plan for a Select Group of Management Employees (As Amended and

Restated Effective January 1, 2005).(Filed and designated in Form 8-K dated December 17, 2008, File No. 1-15467, as Exhibit 10.1.)
10.5  Vectren Corporation Nonqualified Defined Benefit Restoration Plan (As Amended and Restated Effective January 1, 2005). (Filed and

designated in Form 8-K dated December 17, 2008, File No. 1-15467, as Exhibit 10.2.)
10.6  Vectren Corporation At Risk Compensation Plan specimen unit award agreement for officers, effective January 1, 2010.  (Filed and

designated in Form 8-K, dated January 7, 2010, File No. 1-15467, as Exhibit 10.1.)
10.7  Vectren Corporation At Risk Compensation Plan specimen unit award agreement for officers, effective January 1, 2009.  (Filed and

designated in Form 8-K, dated February 17, 2009, File No. 1-15467, as Exhibit 10.1.)
10.8  Vectren Corporation At Risk Compensation Plan specimen restricted stock grant agreement for officers, effective January 1,

2008.  (Filed and designated in Form 8-K, dated December 28, 2007, File No. 1-15467, as Exhibit 99.1.)
10.9  Vectren Corporation At Risk Compensation Plan specimen restricted stock units agreement for officers, effective January 1,

2008.  (Filed and designated in Form 8-K, dated December 28, 2007, File No. 1-15467, as Exhibit 99.2.)
10.10  Vectren Corporation At Risk Compensation Plan specimen Stock Option Grant Agreement for officers, effective January 1,

2005.  (Filed and designated in Form 8-K, dated January 1, 2005, File No. 1-15467, as Exhibit 99.2.)
10.11  Vectren Corporation At Risk Compensation Plan stock unit award agreement for non-employee directors, effective May 1, 2009. (Filed

and designation in Form 8-K, dated February 20, 2009, File No. 1-15467, as Exhibit 10.1)
10.12  Vectren Corporation specimen change in control agreement dated December 31, 2011.  (Filed and designated in Form 8-K, dated

January 5, 2012, File No. 1-15467, as Exhibit 10.1)  The specimen agreement significantly differs among the named executive officers
only to the extent change in control benefits are provided in the amount of three times base salary and bonus for Mr. Carl L. Chapman
and two times base salary and bonus for Messer’s Jerome A. Benkert, Jr., Ronald E. Christian, William S. Doty, and John M. Bohls.

10.13  Vectren Corporation specimen severance plan agreement dated December 31, 2011.  (Filed and designated in Form 8-K, dated January
5, 2012 File No. 1-15467, as Exhibit 10.2)  The severance plan differs among the named executive officers only to the extent where
severance benefits are provided in the amount of two times base salary for Mr. Chapman and one and one half times base salary for
Messer’s Benkert, Christian, Doty, and Bohls.  

10.14  Coal Supply Agreement for Warrick 4 Generating Station between Southern Indiana Gas and Electric Company and Vectren Fuels,
Inc., effective January 1, 2009.  (Filed and designated in Form 8-K dated January 5, 2009, File No. 1-15467, as Exhibit 10.1.)

10.15  Coal Supply Agreement for F.B. Culley Generating Station between Southern Indiana Gas and Electric Company and Vectren Fuels,
Inc., effective January 1, 2009.  (Filed and designated in Form 8-K dated January 5, 2009, File No. 1-15467, as Exhibit 10.2.)

10.16  Coal Supply Agreement for A.B. Brown Generating Station for 410,000 tons between Southern Indiana Gas and Electric Company
and Vectren Fuels, Inc., effective January 1, 2009.  (Filed and designated in Form 8-K dated January 5, 2009, File No. 1-15467, as
Exhibit 10.3.)

10.17  Coal Supply Agreement for A.B. Brown Generating Station for 1 million tons between Southern Indiana Gas and Electric Company
and Vectren Fuels, Inc., effective January 1, 2009.  (Filed and designated in Form 8-K dated January 5, 2009, File No. 1-15467, as
Exhibit 10.4.)

10.18  Amendment to F.B. Culley and A.B. Brown Coal Supply Agreements dated December 21, 2009. (Filed and designated in Form 10-K,
for the year ended December 31, 2009, File No. 1-15467, as Exhibit 10.1)

10.19  Amendment No. 1 to Coal Supply Agreement for Warrick 4 Generating Station between Southern Indiana Gas and Electric Company
and Vectren Fuels, Inc., effective October 31, 2011.  (Filed and designated in Form 8-K dated November 1, 2011, File No. 1-15467, as
Exhibit 10.1.)  Portions of the document have been omitted and filed separately pursuant to a request for confidential treatment filed
with the Securities and Exchange Commission which was granted.

10.20  Amendment No. 2 to Coal Supply Agreement for F.B. Culley Generating Station between Southern Indiana Gas and Electric Company
and Vectren Fuels, Inc., effective October 31, 2011.  (Filed and designated in Form 8-K dated November 1, 2011, File No. 1-15467, as
Exhibit 10.2.)  Portions of the document have been omitted and filed separately pursuant to a request for confidential treatment filed
with the Securities and Exchange Commission which was granted.

10.21  Amendment No. 2 to Coal Supply Agreement for A.B. Brown Generating Station between Southern Indiana Gas and Electric
Company and Vectren Fuels, Inc., effective October 31, 2011.  (Filed and designated in Form 8-K dated November 1, 2011, File No. 1-
15467, as Exhibit 10.3.)  Portions of the document have been omitted and filed separately pursuant to a request for confidential
treatment filed with the Securities and Exchange Commission which was granted.
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10.22  Gas Sales and Portfolio Administration Agreement between Indiana Gas Company, Inc. and ProLiance Energy, LLC, effective April 1,

2011.  (Filed and designated in Form 8-K, dated November 1, 2011, File No. 1-15467, as Exhibit 10.1.)
10.23  Gas Sales and Portfolio Administration Agreement between Southern Indiana Gas and Electric Company and ProLiance Energy, LLC,

effective April 1, 2011.  (Filed and designated in Form 8-K, dated November 1, 2011, File No. 1-15467, as Exhibit 10.2.)
10.24  Formation Agreement among Indiana Energy, Inc., Indiana Gas Company, Inc., IGC Energy, Inc., Indiana Energy Services, Inc.,

Citizens Energy Group, Citizens Energy Services Corporation and ProLiance Energy, LLC, effective March 15, 1996.  (Filed and
designated in Form 10-Q for the quarterly period ended March 31, 1996, File No. 1-9091, as Exhibit 10-C.)

10.25  Credit Agreement, dated September 30, 2010, among Vectren Utility Holdings, Inc., and each of the financial institutions named
therein.  (Filed and designated in Form 8-K dated October 5, 2010, File No. 1-15467, as Exhibit 10.1)

10.26  Credit Agreement, dated September 30, 2010, among Vectren Capital Corp., and each of the financial institutions named
therein.  (Filed and designated in Form 8-K dated October 5, 2010, File No. 1-15467, as Exhibit 10.2)

10.27  First Amendment to Credit Agreement, dated November 10, 2011, among Vectren Utility Holdings, Inc., and each of the financial
institutions named therein.  (Filed and designated in Form 8-K dated November 14, 2011, File No. 1-15467, as Exhibit 10.1)

10.28  First Amendment to Credit Agreement, dated September 30, 2010, among Vectren Capital Corp., and each of the financial institutions
named therein.  (Filed herewith as Exhibit 10.1)

10.29  Second Amendment to Credit Agreement, dated November 10, 2011, among Vectren Capital Corp., and each of the financial
institutions named therein.  (Filed and designated in Form 8-K dated November 14, 2011, File No. 1-15467, as Exhibit 10.2)

21. Subsidiaries of the Company
The list of the Company's significant subsidiaries is attached hereto as Exhibit 21.1.  (Filed herewith.)
 
23. Consents of Experts and Counsel
The consents of Deloitte & Touche LLP are attached hereto as Exhibit 23.1. (Filed herewith.)
 
31. Certification Pursuant T o Section 302 of the Sarbanes-Oxley Act of 2002
Chief Executive Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act Of 2002 is attached hereto as Exhibit 31.1 (Filed
herewith.)
Chief Financial Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act Of 2002 is attached hereto as Exhibit 31.2 (Filed
herewith.)
 
32. Certification Pursuant to Section 906 of the Sarbanes-Oxley  Act of 2002
Certification Pursuant To Section 906 of the Sarbanes-Oxley Act Of 2002 is attached hereto as Exhibit 32 (Filed herewith.)
 
101 Interactive Data File

 101.INS*  XBRL Instance Document (Furnished herewith.)
 
101.SCH*  XBRL Taxonomy Extension Schema (Furnished herewith.)
 
101.CAL*   XBRL Taxonomy Extension Calculation Linkbase (Furnished herewith.)
 
101.DEF*   XBRL Taxonomy Extension Definition Linkbase (Furnished herewith.)
  
101.LAB*   XBRL Taxonomy Extension Labels Linkbase (Furnished herewith.)
 
101.PRE*   XBRL Taxonomy Extension Presentation Linkbase (Furnished herewith.)

  
* Users of the XBRL-related information in Exhibit 101 to this Annual Report on Form 10-K are advised in accordance with Rule 406T of
Regulation S-T promulgated by the Securities and Exchange Commission that this Interactive Data File is deemed not filed or part of a
registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, is deemed not filed for purposes of Section
18 of the Securities Exchange Act of 1934, and otherwise is not subject to liability under these sections.  The financial information contained in
the XBRL-related documents is “unaudited” and “unreviewed.”
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

VECTREN CORPORATION

Dated February 16, 2012                                                                            /s/ Carl L. Chapman                                                                
Carl L. Chapman,
Chairman, President, and Chief Executive Officer

Pursuant to the requirements of the Securities and Exchange Act of 1934, this report has been signed below by the following persons on behalf
of the Registrant and in capacities and on the dates indicated.

Signatur e  Title  Date
     
 
/s/ Carl L. Chapman

  
Chairman, President, and Chief Executive Officer

  
February 16, 2012

   Carl L. Chapman
 

 (Principal Executive Officer)   

 
/s/ Jerome A. Benkert, Jr.

  
Executive Vice President and Chief Financial Officer

  
February 16, 2012

   Jerome A. Benkert, Jr.
 

  (Principal Financial Officer)   

 
/s/ M. Susan Hardwick

  
Vice President, Controller and Assistant Treasurer

  
February 16, 2012

    M. Susan Hardwick
 

 (Principal Accounting Officer)   

/s/ James H. DeGraffenreidt  Director  February 16, 2012
    James H. DeGraffenreidt
 
 

    

/s/ Niel C. Ellerbrook  Director  February 16, 2012
   Niel C. Ellerbrook
 
 

    

/s/ John D. Engelbrecht  Director  February 16, 2012
    John D. Engelbrecht
 
 

    

/s/ Anton H. George  Director  February 16, 2012
   Anton H. George
 
 

    

/s/ Martin C. Jischke  Director  February 16, 2012
   Martin C. Jischke
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/s/ Robert G. Jones  Director  February 16, 2012
   Robert G. Jones
 

    

/s/ William G. Mays  Director  February 16, 2012
   William G. Mays
 
 

    

/s/ J. Timothy McGinley  Director  February 16, 2012
   J. Timothy McGinley
 
 

    

/s/ R. Daniel Sadlier  Director  February 16, 2012
   R. Daniel Sadlier
 
 

    

/s/ Michael L. Smith  Director  February 16, 2012
   Michael L. Smith
 
 

    

/s/ Jean L. Wojtowicz  Director  February 16, 2012
   Jean L. Wojtowicz
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1dd3f316-5caa-4e16-b25e-74dcba886403

Page 1

                  STATE OF MICHIGAN
                   COURT OF CLAIMS

VECTREN INFRASTRUCTURE           )
SERVICES CORP.,                  )
SUCCESSOR-IN-INTEREST TO         )
MINNESOTA LIMITED, INC.,         )
                                 )
               Plaintiff,        ) Court of Claims
                                 ) No. 17-000107-MT
       vs.                       )
                                 )
MICHIGAN DEPARTMENT OF           )
TREASURY,                        )
                                 )
               Defendant.        )

       The videoconference deposition of

BRAD HIRSCH, taken under oath on February 14, 2018,

at the hour of 1:09 p.m., at 155 North Wacker

Drive, Suite 3100, Chicago, Illinois, before

Valerie M. Calabria, CSR, RPR, pursuant to notice.

Hirsch Dep Tr
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Page 17

1       A.    Not that I'm aware.

2       Q.    Is this valuation report a true and

3 correct copy that's been marked as Exhibit 1?

4       A.    Can you define true and correct?

5       Q.    Sure.  I'm going to restate that.

6                There's a -- if you look at this

7 report that you've been provided, it has "Draft" on

8 the front of it, correct?

9       A.    That's correct.

10       Q.    And if you turn to -- I don't know,

11 let's turn to the schedules in the back.  If you

12 look on the bottom or the left side, you'll see a

13 Bates stamp.  And if you turn to 172, at the top of

14 it, it says "Draft - for discussion purposes only."

15                Do you see that?

16       A.    Yes, I do.

17       Q.    Can you tell me what that means?

18       A.    Sure.  This report was never issued as

19 final, and until the client requests to issue

20 final, it stays in draft format.

21       Q.    Has it ever been finalized?

22       A.    No, it has not.

23       Q.    Do you know why it has not been

24 finalized?
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1 book value.

2       Q.    And this valuation was prepared for

3 Minnesota Limited; is that correct?

4       A.    No, that is not correct.

5       Q.    Okay.  Can you tell me what this report

6 was prepared -- or what was being valued in this

7 report?

8       A.    Yeah.  This report was prepared for

9 Vectren Corporation as it relates to their

10 acquisition of Minnesota Limited, Inc.

11       Q.    So what was the -- what entity was being

12 valued in this report?

13       A.    Minnesota Limited, Inc.

14       Q.    Was the entire entity being valued?

15       A.    No.  KPMG was hired to value the

16 intangible assets of Minnesota Limited, Inc.

17       Q.    And were the entire intangible assets

18 valued?

19       A.    Yes.

20       Q.    Okay.  And was this valuation prepared

21 in order to value the company, the intangible

22 assets on a state-by-state basis?

23       A.    No, it was not.

24       Q.    Well -- and what -- and just to clarify,
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1 was this prepared to value the business on each

2 state's taxing jurisdiction?

3       A.    No.

4       Q.    So it was prepared for the entity as a

5 whole, correct?

6       A.    Yes, on a consolidated basis.

7       Q.    When you say consolidated basis, do you

8 mean the -- Minnesota Limited is not the only

9 entity that was valued, but there was other

10 entities valued also?

11       A.    It means -- under ASC 805, an

12 acquisition is a single acquisition representing

13 all of the assets of the company and ignoring the

14 fact that it might be in many different legal

15 entities or many different reporting units.

16 ASC 805 requirements is a single entity.

17       Q.    I see.  So it doesn't matter whether

18 there's going to be a subsidiary or a parent

19 company?

20       A.    Correct.

21       Q.    You talked a little about ASC 805.  Were

22 there any other standards used in preparing this

23 report?

24       A.    Yes, ASC 820 defines what fair value is,
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1 and ASC 805 relies on the definition of fair value.

2       Q.    What key assumptions were used in

3 preparing this report?

4       A.    So is there a specific asset you are

5 referring to or the entire report?

6       Q.    Well, let's start with intangible assets

7 since that's what the valuation was prepared to do.

8       A.    Sure.  We have conversations with the

9 acquirer, Vectren Corporation, regarding the

10 intangible assets that they believe they acquired.

11 We submit questions or we question what assets

12 exist, basically walking through the assets

13 identified in ASC 805, to determine what assets are

14 possibly there.  Key assumptions used are

15 management's intentions with the assets.

16                Do you want me to expand into each

17 specific asset and the assumptions associated with

18 each?

19       Q.    Sure.  There's only, what, five or six

20 assets?

21       A.    Sure.

22       Q.    Yes, please.

23       A.    Okay.  So looking at Exhibit 1 and

24 Schedule 1, the assets we valued are customer
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1 relationship, backlog, trade name, and assembled

2 workforce.

3                Customer relationship looks at where

4 is the future growth of the business going to come

5 from, specifically existing versus new customers,

6 as well as what an attrition rate looks like for

7 existing customers and the charges for all the

8 other assets in the business that help generate

9 those cash flows.  And those are the main

10 assumptions of that asset.

11                Backlog --

12       Q.    Okay.

13       A.    Okay.  Backlog is a form of a customer

14 relationship with the key distinction being that

15 it's contractual and it's essentially backlog but

16 is the same type of asset but generally has a

17 different life than a customer relationship.  So

18 it's the same assumptions used.

19       Q.    Can you explain backlog to me a little

20 more?

21       A.    Sure.  So backlog, there's an intangible

22 benefit to acquiring a company that has contracts

23 in place versus the buyer having the need to go to

24 the customers they've historically done work with
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1 and sell new projects.  And so you separate

2 backlog, that that's contractual, aside from the

3 noncontractual relationships that the entity has.

4       Q.    So there's a difference between customer

5 relationships and backlog?

6       A.    Correct.

7       Q.    Customer relationships mostly deals with

8 noncontractual engagements whereas backlog is

9 contractual?

10       A.    That is correct.

11       Q.    Okay.

12       A.    Trade name assumption is -- go ahead.

13       Q.    No, I just said, yes, please.

14       A.    Trade name, the key assumptions are

15 intended use of the trade name by the acquirer, as

16 well as the strength and perception of that trade

17 name in the marketplace.  And it uses a royalty

18 rate as a key assumption.

19       Q.    Okay.  And I'm going to go into a little

20 more detail into these in the future, but is there

21 any other assets that you would like to -- that you

22 provided assumptions for?

23       A.    Provided substance, no.

24       Q.    I'm sorry, provided assumptions or used
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1 assumptions.

2       A.    No, these are the only assets that we

3 valued.  These are the only assets we've valued.

4       Q.    You did not value the assembled

5 workforce?

6       A.    So assembled workforce is -- it's valued

7 but not recorded separately for financial reporting

8 purposes.  It's assumed into goodwill but used as

9 an input into the customer relationship and backlog

10 calculations.

11       Q.    Can you explain, used as an input into

12 customer relationships and backlog?

13       A.    Sure.  The methodology used to value a

14 customer-related asset is one called the

15 multi-period excess earnings model.  That method,

16 the theory behind that method is that to generate

17 cash flow specific to that asset, there are other

18 assets in the business that are helping generate

19 those profits.

20                And so after you take charges for all

21 those other assets, one of those assets being

22 workforce, what's left over, or that excess profit,

23 then can be ascribed to the asset you're valuing.

24 So in that instance, the workforce is being used as
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1 a charge in that methodology.

2       Q.    And just to be clear, did you value the

3 trade name, customer relationships, and backlog on

4 a state-by-state basis or a state taxation

5 entity -- or excuse me -- a state taxing

6 jurisdiction?

7       A.    No.

8       Q.    Is it possible to value a business on

9 a -- by a state-by-state taxing jurisdiction?

10       A.    It's possible.

11       Q.    Are there standards that provide for

12 this?

13       A.    I'm unaware.

14       Q.    Are there methods that can be employed

15 to do this?

16       A.    Yes.

17       Q.    What are those methods?

18       A.    Let me make sure I understand the

19 question.  What are the methods one could use to

20 value intangibles on a state-by-state basis?

21       Q.    Correct.

22       A.    I have not done it.  It would be very

23 fact- and circumstance-based.  But I think it would

24 require a breakdown of financials at that level.
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1       Q.    Okay.  And would it require an

2 assumption that the customer relationships the

3 business had in the past will be the same customer

4 relationships in the future and that those services

5 will be performed in the same states in the future

6 as they have in the past?

7       MS. LITT:  Do you need to hear that again?

8       THE WITNESS:  No, I understand the question.

9 I don't do it at a state-by-state level.  He asked

10 me if it's possible.

11       MS. LITT:  Object to the question; calls for

12 speculation.

13       MS. GANDHI:  Objection; you're asking him to

14 state a hypothetical.  He's indicated he doesn't

15 have the experience, he doesn't do it at that

16 level.

17 BY MR. CALL:

18       Q.    Sir, are you saying that it would be --

19 you just cannot answer the question?

20       A.    Correct.

21       Q.    Okay.  We can turn to Exhibit 1,

22 Bates stamp 148.

23       A.    I am there.

24       Q.    In the second paragraph, second to last
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1       Q.    Under the heading, same page, "Premise

2 of Value," do you see that?

3       A.    Yes.

4       Q.    Okay.  There's a difference between

5 in-use and in-exchange premises of value; is that

6 correct?

7       A.    Yes.

8       Q.    What is the difference?

9       A.    In use is looking at the value of an

10 asset in use, and in exchange is looking at the

11 value of an asset in exchange, and you look at the

12 highest and best use.

13       Q.    I still don't understand.  What does it

14 mean, use in exchange?

15       A.    Can I provide an example?

16       MS. LITT:  Sure.

17       THE WITNESS:  The example I would give you, if

18 you are a taxicab driver and it's your business and

19 you're lazy and you decide not to use your car to

20 generate income, if I valued your car on an

21 income-generating basis, it's going to give me a

22 low value because you're not generating its maximum

23 use.  So I can't use that as the value.  So

24 instead, I look at what's the value of your car in
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1 exchange.  Can I sell your car in the market and

2 receive a higher price than I'm getting from

3 valuing that asset in use.

4 BY MR. CALL:

5       Q.    And which premise was used for Vectren

6 in valuating Minnesota Limited?

7       A.    In use.

8       Q.    So you're looking at what the value of

9 Minnesota Limited would be as to the cash or

10 revenue it will earn in the future?

11       A.    Yes.  You look at the highest and best

12 use for each asset category.  And many times it's

13 the same, but if you're in a situation like my

14 taxicab example, you would then revert to whatever

15 the highest and best use is.

16       Q.    And that would be the in-exchange use?

17       A.    Correct.  Think of an automotive plant

18 not leveraging their assets.  It's not generating

19 an income, but they could sell the assets in the

20 marketplace.

21       Q.    Okay.  So the assumption used here in

22 preparing this report is Minnesota Limited is a

23 going concern entity that will have value in the

24 future or will earn income in the future.
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1       Q.    And you say and it mentioned in the

2 second bullet point "total consideration paid for

3 the acquisition."  How is that used in preparation

4 of this report?

5       A.    Sure.  On Schedule 1 shows a breakdown

6 of consideration paid to all assets of the

7 business, some of which KPMG did not value, and

8 then those that KPMG valued with the residual

9 falling to goodwill is illustrated in Schedule 1.

10       Q.    So if I understand you, you looked at

11 what they determined as tangible, the value of

12 their tangible assets, and you used -- and then

13 you -- so you added the value of the tangible

14 assets plus the valuation of the intangible assets

15 valued by KPMG to get the goodwill?

16       A.    Yeah, I would say it in reverse.  I took

17 purchase price, less the tangible assets that they

18 represented, less the identifiable intangible

19 assets that I valued, and the residual equals

20 goodwill.

21       Q.    All right.  Let's go to the next page.

22 I believe it's Bates stamp 150, "Business

23 Overview."

24                Do you see that?
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viii 

STATEMENT OF BASIS OF JURISDICTION 

Plaintiff-Appellant, Vectren Infrastructure Services Corp., Inc., successor-in-interest to 

Minnesota Limited, Inc., timely appealed the September 7, 2018 Order denying Plaintiff’s Motion 

for Reconsideration (Appellant’s App. No. 2 hereto) upholding the August 14, 2018 Order granting 

Defendant-Appellee’s motion for summary disposition (Appellant’s App. No. 1 hereto).  The 

September 7, 2018 Order is a final judgment and this Court has jurisdiction over Plaintiff-

Appellant’s appeal under MCR 7.203(A) and MCL 600.308(1)(a). 
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STATEMENT OF QUESTIONS PRESENTED 

1. Did the Court err in granting Defendant’s Motion for Summary Disposition when 
it failed to address the statutory and constitutional issues raised in Count I of Plaintiff’s First 
Amended Complaint and argued in Plaintiff’s Motion for Summary Disposition regarding the 
calculation of the sales factor?  

Plaintiff-Appellant answers “Yes.” 

Defendant-Appellee answers “No.” 

The Court of Claims did not address. 

2. Did the Court err in determining that income from individual shareholders’ sale of 
stock is attributable to the in-state business activity of the S Corporation, rather than properly 
attributing the income to the individual shareholders under the definition of business income? 

Plaintiff-Appellant answers “Yes.” 

Defendant-Appellee answers “No.” 

The Court of Claims answered “No.” 

3. Whether the definition of “sales” in MCL 208.1115(1), requires Appellant’s 
receipts from regular and systematic sales of business assets sold in the ordinary course be included 
in Appellant’s sales factor? 

Plaintiff-Appellant answers “Yes.” 

Defendant-Appellee answers “No.” 

The Court of Claims did not address. 

4. Whether Appellant has demonstrated that the statutory apportionment formula as 
applied to the facts apportions income out of all appropriate proportion to the business activity 
conducted in Michigan for the tax period and results in distortion under the statutory standard of 
MCL 208.1309?  

Plaintiff-Appellant answers “Yes.” 

Defendant-Appellee answers “No.” 

The Court of Claims did not address. 
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x 

5. Whether the alternative methods proposed by Appellant were reasonable and result 
in the apportionment of gain to Michigan in a manner that is reasonable under MCL 208.1309 and 
constitutional under the Commerce Clause and Due Process Clause of the United States 
Constitution? 

Plaintiff-Appellant answers “Yes.” 

Defendant-Appellee answers “No.” 

The Court of Claims did not address. 

6. Whether Appellant has demonstrated that the statutory apportionment formula as 
applied to the facts grossly distorts the gain subject to tax in violation of the constitutional 
standards under the Commerce Clause and Due Process Clause of the United States Constitution?  

Plaintiff-Appellant answers “Yes.” 

Defendant-Appellee answers “No.” 

The Court of Claims answered “No.” 

7. In the alternative, whether the alternative methods proposed by Appellant’s were 
reasonable and result in a tax base that is consistent with the statute and constitutional standards 
under the Commerce Clause and Due Process Clause of the United States Constitution??  

Plaintiff-Appellant answers “Yes.” 

Defendant-Appellee answers “No.” 

The Court of Claims did not address. 

8. Whether Appellant established it exercised due care and not willful neglect in 
paying tax on its tax returns and met the standard for abatement of penalty?  

Plaintiff-Appellant answers “Yes.” 

Defendant-Appellee answers “No.” 

The Court of Claims answered “No.” 
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I. INTRODUCTION 

The question before this Court is to what extent the State of Michigan may lawfully tax the 

gain on a sale of stock in a Minnesota family business.  Before addressing this question, the Court 

must first address the procedural error committed by the Court of Claims when it failed to address 

issues properly raised in pleadings Count I and argued by both parties before the court.  

The Court of Claims granted summary disposition to the Michigan Department of Treasury 

(the “Department”) on all four Counts of Appellant, Vectren Infrastructure Services Corp., as 

successor in interest to Minnesota Limited, Inc. (hereinafter the “Appellant” or the “Company”) 

Motion for Summary Disposition, but failed to address Count I of Appellant’s Complaint that 

alleged the improper calculation of the sales factor and its unconstitutionally distortive effect.  The 

Court misread Appellant’s pleadings, despite both parties’ responsive briefings on the issue.  

Because issues raised in pleadings and argued before the court are properly preserved and must be 

ruled on, this Court must either rule on the unaddressed issues of law or remand this matter back 

to the Court of Claims.  

The tax issues to be addressed by this Court are succinct:  First, did the gain on the 

shareholders’ sale of stock constitute business income of the entity that was sold, or gain to the 

shareholders?  Second, did the application of the statutory apportionment formula, as applied to 

the facts and circumstances at hand, result in distortion and the taxation of extraterritorial income?  

Third, if distortion and extraterritorial taxation existed, was it error to deny Appellant the use of 

an alternative method of apportionment? 

Appellant argued that the Department’s interpretation of the Michigan statutes, which 

taxed the individual shareholders’ gain attributable to their sale of stock of the S-Corporation (the 

“Sale”) as business income of the Company was improper, as such gain was gain to the siblings, 

not gain of the Company.  The Michigan Business Tax Act (“MBTA”) excludes from a businesses’ 
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taxable income any portion of federal taxable gain that is not attributable to the S-Corporation’s 

business activity.  MCL 208.1105(1).  Here, the shareholders paid federal and state income taxes 

on the gain from their Sale.  The Company was not a party to the Sale Agreement, did not transfer 

or sell any tangible or intangible assets, did not receive any proceeds from the Sale and continued 

its business activities unabated.  Under the plain language of the statute, the gain from the Sale is 

not business income of the company, but gain to the shareholders, and not taxable to the Company 

under the MBTA.    

If such taxation is allowed, the next question to be addressed is whether the application of 

the statutory apportionment formula (i.e., 100% sales factor) was correctly computed when the 

Department excluded sales of assets regularly sold in the ordinary course of business (i.e., 

construction, transportation and office equipment regularly used in the business) from the sales 

factor.  As a matter of law, these sales of business assets must be reflected in the calculation of the 

sales factor based on their location at the time of sale.   

Next, even if the sales factor was correctly computed, this Court must address whether the 

statutory apportionment formula, as applied to the specific facts and circumstances in this case, 

creates unlawful statutory or constitutional distortion by taxing extraterritorial values under MCL 

208.1309 and the Due Process and Commerce Clauses of United States Constitution.  The record 

demonstrated that distortion and taxation of extraterritorial values existed, as under the facts in this 

case, the statutory formula apportioned to Michigan a disproportionate amount of income (over 

69.96% of the gain on the Sale) because of an atypical project performed in Michigan during the 

off-season period of a seasonal business.   

The opinion below ignored the limited activities conducted during the abbreviated three-

month tax-year that was used to calculate the statutory apportionment formula.  The United States 
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Supreme Court has held that states may only tax income fairly attributed to the business activity 

conducted within the state and that “[e]vidence may always be received and reviewed to determine 

whether the State has applied a method of apportionment ‘. . . which, albeit fair on its face, operates 

so as to reach profits which are in no just sense attributable to transactions within its jurisdiction’” 

in the case before the Court.  Hans Rees’ Sons, Inc v North Carolina, 283 US 123, 129, 134; 51 S 

Ct 385; 75 L Ed 879 (1931).  The Court of Claims failed to examine the Appellant’s evidence of 

both (1) quantitative distortion through attribution of more than $38 million of long-term capital 

gain based on pipeline service activities that only generated $25,000 profit, increasing the sales 

factor from 14.99% to 69.96% , and resulted in an increase of more than 1000% from the 

Company’s historic average sales factor of 6.782%; and (2) qualitative distortion evident by the 

nature of the Enbridge Project and the use of solely three off-season month sales to apportion gain 

on 52 years of appreciation in tangible and intangible assets of the Company.  For any seasonal 

business, the use of off-season months as a measure of annual business activity is distortive and 

does not fairly represent the extent of the business’s annual market activity.   

Lastly, the Court of Claim’s failure to properly apply the statutory and constitutional 

standards of review to the evidence of distortion presented constitutes clear error and this Court 

should reverse and hold the application of the statutory apportionment method as applied to the 

facts in this case is unconstitutionally distortive, and remand the case back to the Court of Claims 

for further review.  

II. LEGAL STANDARDS 

A. Legal Standards. 

Both parties filed motions for summary disposition.  The Court of Claims below granted 

summary disposition to the Department pursuant to MCR 2.116(C)(10).  See Appellant’s App. No. 

1.  This Court reviews a grant of summary disposition de novo and also reviews de novo questions 
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regarding statutory interpretation.  See Maskery v Univ of Mich Bd of Regents, 468 Mich 609, 613; 

664 NW2d 165 (2003); Donajkowski v Alpena Power Co, 460 Mich 243, 248; 596 NW2d 574 

(1999); McAuley v General Motors Corp, 457 Mich 513, 518; 578 NW2d 282 (1998); Putkamer 

v Transamerica Ins Corp of America, 454 Mich 626, 631; 563 NW2d 683 (1997).   

The appropriate legal standard for granting summary disposition under MCR 2.116(C)(10) 

was succinctly summarized by the Michigan Supreme Court in Smith v Globe Life Ins Co, 460 

Mich 446, 454-455; 597 NW2d 28 (1999), as follows: 

In reviewing a motion for summary disposition brought under MCR 
2.116(C)(10), a trial court considers affidavits, pleadings, 
depositions, admissions, and documentary evidence filed in the 
action or submitted by the parties, MCR 2.116(G)(5), in the light 
most favorable to the party opposing the motion.  A trial court may 
grant a motion for summary disposition under MCR 2.116(C)(10) if 
the affidavits or other documentary evidence show that there is no 
genuine issue in respect to any material fact, and the moving party 
is entitled to judgment as a matter of law.  MCR 2.116(C)(10), 
(G)(4).  

In presenting a motion for summary disposition, the moving party 
has the initial burden of supporting its position by affidavits, 
depositions, admissions, or other documentary evidence.  
Neubacher v Globe Furniture Rentals, 205 Mich App 418, 420, 522 
NW2d 335 (1994).  The burden then shifts to the opposing party to 
establish that a genuine issue of disputed fact exists.  Id.  Where the 
burden of proof at trial on a dispositive issue rests on a nonmoving 
party, the nonmoving party may not rely on mere allegations or 
denials in pleadings, but must go beyond the pleadings to set forth 
specific facts showing that a genuine issue of material fact exists.  
McCart v J Walter Thompson, 437 Mich 109, 115, 469 NW2d 284 
(1991).  If the opposing party fails to present documentary evidence 
establishing the existence of a material factual dispute, the motion 
is properly granted.  McCormic v Auto Club Ins Ass’n, 202 Mich 
App 233, 237, 507 NW2d 741 (1993).  

The reviewing court should evaluate a motion for summary disposition by considering only 

admissible evidence actually provided to the Court.  Maiden v Rozwood, 461 Mich 109, 121; 597 

NW2d 817 (1999).  The opposing party must set forth specific facts.  Id.  If the opposing party 
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fails to present documentary evidence establishing the existence of a material factual dispute, the 

motion is properly granted.  Id.  “A genuine issue of material fact exists when the record, giving 

the benefit of reasonable doubt to the opposing party, leaves open an issue upon which reasonable 

minds might differ.”  West v General Motors Corp, 469 Mich 177, 183; 665 NW2d 468 (2003).  

A Court may not make findings of fact or weigh credibility when deciding a motion for summary 

disposition.  Skinner v Square D Co, 445 Mich 153, 161; 516 NW2d 475 (1994).   

B. Rules of Construction. 

Clear and unambiguous language in a tax statute should be interpreted and enforced as 

written.  Ford Motor Co v Dep’t of Treasury, 496 Mich 382, 389; 852 NW2d 786 (2014).  When 

tax imposition statutes are construed, however, any ambiguities are resolved in favor of the 

taxpayer.  Int’l Business Machines v Dep’t of Treasury, 220 Mich App 83, 86; 558 NW2d 456 

(1996).  Moreover, the Michigan Supreme Court has held that “[t]ax collectors must be able to 

point to such express authority so that it may be read when it is questioned in court.”  In re Dodge 

Bros, 241 Mich 665, 669; 217 NW 777 (1928).   

III. STATEMENT OF FACTS AND LEGAL BACKGROUND 

A. Facts. 

Minnesota Limited’s brief is supported by (1) the affidavit of Christopher Leines, former 

shareholder, President and CEO of Minnesota Limited (“Leines Aff”), attached as Appellant’s 

App. No. 4; (2) the affidavit of Bradley A. Hirsch, (“Hirsch Aff”), attached as Appellant’s App. 

No. 5; (3) the deposition testimony1 of Christopher Leines, attached as Appellant’s App. No. 6 

(“Leines Dep”); (4) the deposition testimony of Bradley A. Hirsch, attached as Appellant’s App. 

1 Deposition testimony is cited as page:line or page:line to page:line. 
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No. 7 (“Hirsch Dep”); (5) the deposition testimony of Lance Wilkinson, attached as Appellant’s 

App. No. 8 (“Wilkinson Dep”); as well as other documentary evidence.  

Minnesota Limited, an S-corporation, was a family owned Minnesota business with its 

headquarters in Big Lake, Minnesota.  The Company was started in 1966 by Reuben Leines, the 

father of Christopher Leines and Paulette Britzius.  Leines Dep 59:1-60:14.  The Company 

constructed oil and gas pipelines and performed maintenance activities on the pipelines.   Id.  The 

pipelines were constructed for the Company’s customers primarily for the transportation of natural 

gas, crude oil and refined petroleum products.  First Amended Complaint ¶4; Appellant’s App. 

No. 12.  The Company also constructed pumping stations and tank farms for its pipeline customers.  

These services constituted the bulk of the Company’s activities.    

Reuben Leines was a hard worker who worked every day of the week.  Leines Dep 59-:1-

60:14.   As a family business, all seven of the Leines siblings, including Chris and Paulette, had 

the opportunity to work in the family business.  Id.  Chris Leines began working for the company 

cleaning equipment when he was 14 years old.  Leines Dep 7:23-8:12.  Once he obtained his 

driver’s license, he worked summers as a parts runner, delivering parts to work sites.  Id.  When 

Chris was 18, he worked during the summers as a laborer on the field construction crews.  Id.  In 

the early years, the Company had 20 to 30 employees.  Leines Dep 59:8-23.  By the time Chris 

and Paulette sold their shares in the Company, it had 500 to 700 employees.   From the late 1970’s 

to March 31, 2011 (when the Company was acquired by Vectren Infrastructure Services, Inc. 

(“Vectren”)), the Company primarily performed its services in Minnesota and the upper Midwest 

(Wisconsin, Iowa, North and South Dakota).  Leines Dep 59:8-21.  Activities in these states 

constituted 50% - 70% of operations.  Leines Dep 7:18-9:5.  As the Company’s customers 

expanded, the Company’s operations also expanded, as it followed its customers and performed 
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its services in other states as needed.  See, Appellant’s App. No. 9, Offering Memorandum 

VEC000048-000143; Leines Dep 14:9-11. The company rarely performed work in Illinois or 

Michigan.  Id.; Plaintiff’s Response to Treasury’s First Discovery Request, Appellant’s App. No. 

9, Response 7. 

Chris obtained a degree in Civil Engineering.  Leines Dep 7:9-17.  After college, he worked 

for the company in various roles from Project Manager overseeing field work; to field engineer; 

and Supervisor of field crews.  Leines Dep 7:18-9:5.  Much of the Company’s business is seasonal, 

as the excavation work necessary for pipeline construction and repair work cannot be performed 

when the ground is frozen.  Id.  In the winter months, when operations of the Company are 

minimal, Chris worked in the office where he prepared estimations for project bids.  Id.  In the 

mid-1990’s, Chris became Vice President of Operations.  His responsibilities included the day-to-

day running of office operations, bid estimating, organizing resources, labor and equipment, 

dealing with clients, etc.   Id.  In 1998, Chris became President when Reuben retired.  Id.  At this 

point in time, the Company was equally owned by Chris and his sister, Paulette.  

While the Company’s headquarters and most of its facilities were in Minnesota, the 

Company had minor facilities in Wisconsin and Illinois.  Plaintiff’s Response to Treasury’s Third 

Discovery Requests, Appellant’s App. No. 10, Response 7.  The Company did not have any 

facilities in Michigan.  Appellant’s App. No. 9, Response 5.    

In July 2010, the Company was selected to work on a hazardous material clean-up project 

for Enbridge Inc., which operated a crude oil pipeline transportation system in Michigan.  First 

Amended Complaint ¶8-9.  The work was needed to clean up a crude oil spill that had occurred in 

the Kalamazoo River from a pipeline owned by Enbridge.  Id.   Enbridge hired a number of pipeline 

repair companies to work on the crude oil spill, including the Company.  The Company brought 
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ten employees and five pieces of equipment into the state for the project.  Id.  The rest of the 

equipment needed was temporarily rented, and additional labor needs were temporary hires from 

the local union shop.  Id.  Appellant’s App. No. 10, Response 7.   At the end of the two-year 

project, the Company returned the rental equipment and the temporary employees were released.  

This contract it represented the largest contract the Company had ever performed in Michigan and 

the work was performed during the Company’s off-season months.  Id.  Fortuitously, the project 

afforded the Company to earn revenue during the off-season.  At the time of the Sale, the only 

Michigan work outstanding was the remainder of the Enbridge contract.   

In the regular course of its business, the Company would sell its used and surplus business 

equipment, usually on an annual basis.  From 2004 through 2010, the Company sold construction, 

transportation and office equipment it used in its business.  Plaintiffs Supplemental Response to 

Treasury’s First Discovery Requests, Appellant’s App. No. 11, Response 5, VEC000379 to 

000818.  The number of assets sold during any given year ranged from ten to 346.2  The Company 

regularly used an auction house to facilitate these sales.  The Company also utilized the federal 

treatment afforded under IRC 1031, which allowed businesses and individuals to defer gain on the 

sale of equipment if they purchased replacement equipment.3

B. The Sale of the Company. 

In early 2010, Chris and Paulette began to explore the sale of the Company.  Leines Dep 

16:12-23.  Paulette, 14 years older than Chris, was experiencing significant health issues and 

2 Asset disposals were as follows: 2004 – 10 assets (VEC000431-000432); 2005 – 16 assets 
(VEC000435); 2006 – 27 assets (VEC000437); 2007 – 58 assets (VEC000499-000501); 2008 – 
96 assets (VEC000536, 000570-000571); 2009 – 10 assets (VEC000607); and 2010 – 396 assets 
(VEC000641-000647).  Appellant’s App. No. 11, Tab H. 
3 Under IRC 1031, a taxpayer may defer tax on the gain from sales of certain assets, if the proceeds 
from such sales are used to purchase similar type assets. 
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desired to leave the business.  Id. Appellant’s App. No. 10, Response 3.  Together, the siblings 

determined that the best option for the family and the employees was to sell the Company.   Id.   

The Company engaged a third party consultant, Greene, Holcomb and Fisher, to prepare an 

Offering Memorandum to help sell the business and solicit interest from prospective buyers.  

Offering Memorandum, Appellant’s App. No. 9, VEC000048-000143; Leines Dep 19:4-20:10.  

As noted in the Offering Memorandum, the Company was recognized as one of the premier firms 

in the pipeline construction and services market and has built a strong reputation based on quality 

and safety since its founding in 1966.  Appellant’s App. No. 9 (Offering memo, p 1). 

In response to circulation of the Offering Memorandum, the Company received several 

inquiries of interest, which led to two bids.  Leines Dep 27:1-25.  In March 2010, Chris and Paulette 

reached an agreement in principle to sell their shares to Vectren.  Id.  The sale of the Company 

represented thousands of hours of their family’s hard work and perseverance over several decades.  

The value inherent in the Company represented the development of the employee work force, the 

high safety rating the company had obtained in a hazardous profession and the monetary worth the 

Company had created with their family legacy.     

The sales transaction closed on March 31, 2011 (the “Sale”).  Leines Dep 11:9-22; 

Appellant’s App. No. 9; Purchase Agreement4 at VEC000221-000378.   

When Vectren acquired the Company it allocated the purchase price as follows:  

approximately $34.4 million was attributed to tangible assets (construction, transportation, and 

office equipment and certain buildings), approximately $22.8 million was attributed to intangible 

4 Under the terms of the Purchase Agreement, the sale transaction is governed by Minnesota law.  
The closing took place in Minneapolis, MN.  Appellant’s App. No. 9. 
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10 

assets5, and approximately $16.6 million was attributed to goodwill that existed at the time of the 

Sale.   Appellant’s App. No. 9, KPMG Study, Schedule 1, VEC000172; Purchase Agreement 

VEC000221-000378.   

C. Tax Reporting and the Department’s Audit. 

Chris and Paulette reported their gain on sale of their Company stock and paid federal and 

state income taxes due on the full amount of the gain.  At Vectren’s request, the siblings executed 

an IRC 338(h)(10) election to calculate their gain on the stock sale for federal tax income tax 

purposes as a deemed asset sale.   Under this election, the entity whose stock is sold is “treated as 

transferring all of its assets” in a “deemed sale.”  Treas Reg 1.338(h)(10)-1(d).  Both the governing 

IRC statutes and regulations clarify that the treatment is for a fictional asset sale.  Treas Reg 

1.388(h)(10)-1(d)(9).   

The Company was required to file a short-period return from January 1 to the date of sale.  

The federal election did not impact the federal taxation of the S-Corporation because S-

Corporations are not taxed at the federal level.  For its MBTA filing, the Company included all of 

the income from the Sale in the tax base apportionable to Michigan (consistent with the federal 

treatment under IRC 338(h)(10) as a deemed sale of assets) and included all of the income from 

Sale of the Company’s assets in the sales factor.  The sales factor was determined by sourcing the 

assets based on their location at the time of the Sale.  At that time, almost all of the assets were 

located outside of Michigan, except for approximately $268,000 in rental property.  Appellant’s 

App. No. 11, VEC000910-000913.  Under the statute, this resulted in a sales factor of 14.99%.  

5 The intangible assets were valued as follows:  $14,588,000 for customer relationship, $287,000 
in backlog (work in process and/or committed to), $4,241,000 for the trade name, and $3,670,000 
for the assembled workforce.  Appellant’s App. No. 9, KPMG Study, Sch 1, VEC 000172. 
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11 

The Department audited the Company for the calendar tax year ending December 31, 2010 

and the Short Year.  Based on the audit, the Department adjusted the computation of the sales 

factor for the Short Year.  The sales factor is generally expressed as a fraction, the numerator of 

which is sales in the state, and the denominator is sales everywhere.6  The Department excluded 

all the revenue from the Sale from the sales factor.  Appellant’s App. No. 9, VEC000001-8.  The 

removal of the Sale revenue from the sales factor increased the sales factor from 14.99% to 69.96% 

as depicted below.  Id.  While the Department characterized this adjustment as increasing the sales 

factor by 54.9711%, such increase was almost a 400% increase. 

As Reported After Adjustment 

Business Income Tax Base 54,626,089 54,771,651 
Sales Factor Numerator 14,756,147 14,756,147 

Sales Factor Denominator 98,465,632 21,093,137 
Sales Factor 14.9860% 69.9571% 

Apportioned Tax Base 8,186,266 38,316,659 

As noted, the Department did not remove the gain from the Sale from the tax base 

apportionable to Michigan.  Id.  Instead, the Department apportioned the gain on the Sale to 

Michigan using the increased sales factor.  Id.  The Department did not assess any penalty at the 

conclusion of the audit.  Id. 

On April 20, 2016, the Department issued a Bill for Taxes Due (Intent to Assess) No. 

UO71593 assessing tax in the amount of $2,262,994, interest in the amount of $465,615.86.  The 

Bill for Taxes Due added a penalty in the amount of $678,727.50 for a total purported amount due 

of $3,407,337.36. 

6 This fraction may also be expressed as a percentage, by dividing the numerator by the 
denominator. 
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D. The Taxpayer’s Request for Alternative Apportionment. 

On June 16, 2016, the Company timely requested penalty relief based on reasonable cause.  

Appellant’s App. No. 9, VEC000029-38.  On June 24, 2016, the Company timely requested the 

use of an alternative apportionment method under MCL 208.1309 for the Short Year (“the Letter 

Request”), Appellant’s App. No. 12, Ex A to Plaintiff’s First Amended Complaint.  At the same 

time, the Company also requested an informal conference contesting all assessed amounts.    

In the Letter Request, the Company explained its filing methodology and requested the use 

of an alternative apportionment methodology on the basis that the standard method was distortive 

and taxed extraterritorial values.  The Company proposed several alternative apportionment 

methods for the Department’s review and consideration.  These included: 

1. Include the gain from the Sale in both the taxable base and 
the apportionment formula, or  

2. Consistent with the IRC 338(h)(10) election, treat the gain 
on the Sale as a sale of assets and apportion the gain based on the 
location of tangible assets, or  

3. Report the gain on the Sale attributable to goodwill as 
allocable to the shareholder’s state of residence and location of the 
Company’s headquarters and adopt the audit adjustment for the gain 
attributable to other identifiable intangibles and tangible assets; or  

4. Report the gain on the Sale using a historical 10-year average 
sales factor average; or  

5. A combination or variation of any of the above as the 
Department deemed reasonable. 

The Company proposed that income from pipeline activities for the Short Year should be 

taxed in accordance with the statutory formula; it was only the gain on the Sale that the Company 

proposed qualified for an alternative apportionment method.  Appellant’s App. No. 9, VEC000039. 
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E. The Department’s Denial of the Taxpayer’s Request. 

On December 14, 2016, Appellant provided additional supplemental information to 

support its request for alternative apportionment in response to the Department’s request.  

Appellant’s App. No. 9, VEC000039-000211.  On July 8, 2017, the Department rejected the 

Company’s request for alternative apportionment, improperly concluding that Appellant had not 

met the first part of the statutory test (existence of distortion).  Based on this improper conclusion, 

the Department declined to review the proposed alternatives for reasonableness (the “Gursky 

Letter”), Appellant’s App. No. 12, Ex B. to Plaintiff’s First Amended Complaint.  Under MCL 

205.22 a taxpayer may appeal the decision of the Department to deny the alternative apportionment 

request.    

On March 23, 2017, the Department issued a Bill for Taxes Due (Final Assessment) No.  

UO71593 (the “Final Assessment”) assessing tax in the amount of $2,262,994, interest in the 

amount of $550,792.07 and penalty in the amount of $112,979.00 for a total purported amount due 

of $2,926,765.07.  Appellant’s App. No. 12, Ex C to Plaintiff’s First Amended Complaint.  

Appellant filed this suit. 

F. Proceedings at the Court of Claims. 

The parties filed competing motions for summary disposition.  The Court of Claims 

disagreed with Appellant’s argument that the sale of stock in the Company was the business 

activity of the shareholders, and found that the gain was business activity of the Company.  

However, the Court of Claims failed to consistently apply this holding.   The Court of Claims noted 

that the “sale was expressly reported to the shareholders as a sale of the S-Corp’s assets,” Vectren 

v Dep’t of Treasury, unpublished opinion of the Court of Claims, issued August 14, 2018 (Docket 

No. 17-107-MT), p 5, Appellant’s App. No. 1 and that “the §338(h)(1) election controls the 
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outcome of this case.”  Id. at 7.  However, the Court of Claims failed to consistency apply this 

finding to both the determination of the tax base and the sales factor.   

Further, the Court of Claims disregarded Count 1 of Plaintiff’s First Amended Complaint, 

Appellant’s App. No. 12, and failed to rule on the appropriate calculation of the sales factor while 

stating “while plaintiff generally frames its argument in this manner [that the apportionment 

formula as applied to the sale was out of all appropriate proportion to the business and activities 

conducted in Michigan], the crux of plaintiff’s contention is really with the computation of its tax 

base.”  This misconstruction of Appellant’s pleadings is further emphasized by the Court of Claims 

when it summarized “. . . this type of argument is not concerned with the result or constitutionality 

of the apportionment formula, but it is simply a disagreement with the computation of [Plaintiff’s] 

tax base.”  Id.  Appellant’s request for alternative apportionment was summarily dismissed.  Id. at 

8.  

Lastly, the Court of Claims found penalty abatement was not warranted, holding that 

Appellant had not satisfied its burden by a clear and convincing standard to demonstrate the 

Appellant exercised reasonable care and not willful neglect.7

Appellant filed a Motion for Reconsideration on September 4, 2018.  The Court of Claims 

issued an Order denying Plaintiff’s Motion for Reconsideration on September 7, 2018.  Vectren v 

Dep’t of Treasury, unpublished order of the Court of Claims, issued September 7, 2018 (Docket 

No. 17-107-MT); Appellant’s App. No. 2. 

7 The Company’s tax returns had been prepared by Lurie, LLP, a certified public accounting firm. 
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G. Applicable Provisions of the Michigan Business Tax Act. 

1. The MBT Base 

Under the Michigan Business Tax (MBT) taxpayers are taxed on business income and 

gross receipts.  MCL 208.1105(1) defines business income as: 

“Business income” means that part of federal taxable income 
derived from business activity. For a partnership or S corporation, 
business income includes payments and items of income and 
expense that are attributable to business activity of the partnership 
or S corporation and separately reported to the partners or 
shareholders. 

Gross receipts are defined as “the entire amount received by the taxpayer as determined by using 

the taxpayer’s method of accounting used for federal income tax purposes . . .” MCL 208.1111(1).   

2. The Sales Factor. 

The sales factor is a fraction, the numerator of which is the total sales of the taxpayer in 

the state during the tax year and the denominator of which is the total sales of the taxpayer 

everywhere during the tax year.  MCL 208.1303.  Under MCL 208.1115(1) “Sale” or “sales” 

means, the amounts received by the taxpayer as consideration from the following: 

(a) The transfer of title to, or possession of, property that is stock in 
trade or other property of a kind that would properly be included in 
the inventory of the taxpayer if on hand at the close of the tax period 
or property held by the taxpayer primarily for sale to customers in 
the ordinary course of the taxpayer’s trade or business. For 
intangible property, the amounts received shall be limited to any 
gain received from the disposition of that property. 

(b) The performance of services that constitute business activities. 

(c) The rental, lease, licensing, or use of tangible or intangible 
property, including interest, that constitutes business activity. 

(d) Any combination of business activities described in subdivisions 
(a), (b), and (c). 
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(e) For taxpayers not engaged in any other business activities, sales 
include interest, dividends, and other income from investment assets 
and activities and from trading assets and activities.  [Emphasis 
added.] 

3. Request for Alternative Apportionment 

The MBT contains an alternative apportionment provision to provide for relief from the 

statutory formula when such would result in gross distortion or result in unconstitutional taxation.  

MCL 208.1309 provides for alternative apportionment as follows: 

(1) If the apportionment provisions of this act do not fairly represent 
the extent of the taxpayer’s business activity in this state, the 
taxpayer may petition for or the treasurer may require the following, 
with respect to all or a portion of the taxpayer’s business activity, if 
reasonable: 

(a) Separate accounting. 

(b) The inclusion of 1 or more additional or alternative factors that 
will fairly represent the taxpayer’s business activity in this state. 

(c) The use of any other method to effectuate an equitable allocation 
and apportionment of the taxpayer’s tax base. 

(2) An alternate method may be used only if it is approved by the 
department. 

(3) The apportionment provisions of this act shall be rebuttably 
presumed to fairly represent the business activity attributed to the 
taxpayer in this state, taken as a whole and without a separate 
examination of the specific elements of either tax base unless it can 
be demonstrated that the business activity attributed to the taxpayer 
in this state is out of all appropriate proportion to the actual business 
activity transacted in this state and leads to a grossly distorted result 
or would operate unconstitutionally to tax the extraterritorial activity 
of the taxpayer.   
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IV. ARGUMENT 

A. The Court of Claims Erred When it Failed to Rule on Count I of Appellant’s 
First Amended Complaint. 

1. Appellant’s Count I Properly Pled Unlawful Exclusion of Receipts 
From the Sale of Business Assets From the Calculation of the Sales 
Factor Under MCL 208.1115(1).  

The Court of Claims erred by failing to address Appellant’s properly pled, argued and 

supported position that the Department’s calculation of Appellant’s sales factor incorrectly 

excluded receipts from the sale of its business assets from the denominator of the sales factor.   

Appellant’s App. No. 12, First Amended Complaint Count I. Issues raised in pleadings and argued 

before the court are properly preserved.  Peterman v Dep’t of Natural Resources, 446 Mich 177; 

521 NW2d 499 (1994).  A court considering a motion for summary disposition must fully and 

correctly address the relevant law and facts. Bank of Am, NA v First Am Title Ins Co, 499 Mich 74, 

110; 878 NW2d 816 (2016) (reversing Court of Appeals judgment and remanding to the trial court 

for reconsideration of whether summary disposition under MCR 2.116(C)(10) where court 

misinterpreted the law and facts germane to plaintiffs’ claim).  

In Count I of the First Amended Complaint, Appellant properly alleged that the receipts 

from the sale of its business assets should be included in the calculation of the sales factor.  

Specifically, Appellant alleged: 

36. If the gross receipts and income from the Sale are properly 
classified as derived from business activities of Plaintiff, then the 
Sale must be the sale of business assets. 

37. Under MCL 208.1115(1), the sales factor includes all sales 
from either stock in trade or other property of a kind that would 
properly be included in the inventory of the taxpayer if on hand at 
the close of the tax period or property held by the taxpayer primarily 
for sale to customers in the ordinary course of the taxpayer’s trade 
or business. 
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38. Plaintiff’s assets and intangible property are therefore 
considered to be business assets and therefore meet the definition of 
“sales” under MCL 208.1115 if the sale of the assets generates 
business receipts and income. 

39. Receipts and income from the use of intangible property is 
also considered a “sale” under MCL 208.1115(1)(c). 

40. Plaintiff’s accrued value in the tangible and intangible 
property realized in the Sale occurred over its 52 year business 
history conducted from its headquarters in Minnesota. Accordingly, 
all receipts should be sourced to Minnesota. [First Amended 
Complaint ¶¶ 36-40]. 

Additionally, Appellant’s prayer for relief requested that the court find that the 

Department’s exclusion of the receipts from the sale of the business assets from the calculation of 

the MBT sales factor was improper.  Appellant’s App. No. 12, First Amended Complaint at 9.  

Both parties argued these claims in their briefs to the Court of Claims.  06/12/2018 Plaintiff’s Brief 

at 25-26 (arguing for the inclusion of the receipts from sales of the business assets in the sales 

factor); 07/3/2018 Plaintiff’s Opposition to Department’s Motion for Summary Disposition at 12-

13 (same); 07/10/2018 Plaintiff’s Reply to Department’s Brief in Opposition to Plaintiff’s Motion 

for Summary Disposition at 5-6 (same);   06/12/2018 Department’s Brief at 15-16 (“Plaintiff seeks 

to treat the sale of MLI to Vectren as a “sale” for purposes of the sales factor denominator”); 

07/3/2018 Department’s Opposition to Plaintiff’s Motion for Summary Disposition at 7-9 (same); 

07/10/2018 Department’s Reply to Plaintiff’s Brief in Opposition to Plaintiff’s Motion for 

Summary Disposition at 4-5 (same).   

The Court of Claims erred by failing to address Appellant’s properly pled, argued and 

supported position that the Department’s calculation of sales for the sales factor incorrectly 

excluded receipts from the sale of its business assets.   Appellant’s App. No. 12, First Amended 

Complaint Count I.  In stark contrast to Appellant’s pleadings and argument, the Court erred when 

R
E

C
E

IV
E

D
 by M

C
O

A
 12/7/2018 5:43:07 PM

Pl's COA Br, 12/07/2018

Appellant's App 
Vol III, p 1018a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



19 

it stated that “Plaintiff does not challenge the decision of the auditor to remove the gains on the 

sale from the sales factor denominator.”   Appellant’s App. No. 1, Vectren, unpub op at 2 fn 1.   

In addition, the Opinion acknowledges that Appellant contends that the apportionment 

formula (comprised solely of the sales factor) is incorrectly calculated by the Department but then 

stated “while plaintiff generally frames its argument in this manner, the crux of the plaintiff’s 

contention is really with the computation of its tax base.” Id. at 8.  This statement is incorrect8, 

and underscores the Court’s misunderstanding of Count I, requiring reversal of its decision.  See 

WMS Gaming, Inc v Dep’t of Treasury, 274 Mich App 440, 442; 733 NW2d 97 (2007) (reversing 

trial court’s decision granting Department’s motion for summary disposition where the court 

“fundamentally misunder[stood] the nature of the use tax and its application . . . ”).  The additional 

tax assessed by the Department is a product of the tax base multiplied by the sales factor.  

Appellant’s Count I properly pled a challenge to the calculation of sales and the sales factor, not 

the tax base.  As the court must consider a claim in its entirety, see In re Bradley Estate, 494 Mich 

367; 835 NW2d 545 (2013), the Court of Claims erred by failing to address Appellant’s properly 

pled, argued and supported position that the Department’s calculation of sales for the sales factor 

incorrectly excluded receipts from the sale of its business assets.  Appellant’s App. No. 12, First 

Amended Complaint Count I.   

8 Indeed, as shown in the Audit Report of Findings p 5, Appellant’s App. No. 9, VEC000005 the 
adjustment to the Business Income Tax Base was merely for $145,532.  The assessed increase in 
tax of $2,388,963 was due to the elimination of $77,372,495 of sales revenue from the sales factor 
denominator.  Id. at p 3. 
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2. Appellant’s Count I Properly Pled That the Exclusion of Sale Receipts 
From the Calculation of the Sales Factor Results in Unlawful Statutory 
and Constitutional Violations.  

In Count I of the First Amended Complaint, Appellant alleged that alternative 

apportionment was appropriate under MCL 208.1309 and that the use of the state’s statutory 

formula results in the taxation of value earned, and activity conducted, outside of the state’s 

borders in violation of the Commerce and Due Process Clauses.  First Amended Complaint ¶¶ 31-

35; 51-55.   Both parties argued this issue (see, e.g. 06/12/2018 Plaintiff’s Brief at 25-26; and 

06/12/2018 Department’s Brief at 18-19; 20-23). Thus, the statutory and constitutional challenges 

to the calculation of the sales factor have been preserved and should have been ruled on by the 

Court below.  Instead, the Court mischaracterized Appellant’s argument as a merely a 

disagreement with the Department’s tax base even though both parties argued and presented facts 

on the calculation of the sales factor and the constitutional limitations as applied to Minnesota 

Limited.  Appellant’s App. No. 1, Vectren, unpub op at 9.  By failing to consider Appellant’s 

pleadings, argument presented and other evidence, including affidavits and deposition testimony, 

the Court of Claims actions constitute clear error. 

3. The Court of Claim’s Failure to Address Arguments Which Were 
Properly Pled is Plain Error and Requires Reversal or Remand.  

When ruling on a motion for summary disposition, the Court must address all properly pled 

arguments and must view the pleadings, affidavits and evidence submitted by the parties, including 

inferences arising therefrom, in the light most favorable to the party opposing the motion.  Maiden, 

461 Mich at 120.  The Court of Claim’s grant of summary judgement on all counts constitutes 

clear error in the face of its failure to address both parties’ arguments on Count I issues of  whether 

the calculation of Appellant’s sales should include receipts from the sale of its business assets, 

whether alternative apportionment was appropriate under MCL 208.1309 and whether the use of 
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the state’s statutory formula results in the taxation of value earned, and activity conducted, outside 

of the state’s borders in violation of the Commerce and Due Process Clauses.  This Court should 

address these issues or remand the issue to the Court of Claims. 

B. The Sale of Stock by the Individual Shareholders is Business Activity of the 
Shareholders, Does not Constitute Business Activity of the S-Corporation, and 
is not Subject to Tax at the S-Corporation Level. 

1. The Receipts Paid to the Siblings are Taxable Receipts of the Siblings, 
and not Taxable Receipts of the S-Corporation Under MCL 
208.1105(2).  

When interpreting a statute, effect must be given, if possible, to every word, sentence, and 

section.  Dussia v Merman, 386 Mich 244; 191 NW2d 307 (1971).  Under the MBTA, an S-

Corporation’s business income is only the portion of federal taxable income that is derived from 

the business activity of the S-Corporation.  Income not originating from the S-Corporation’s 

business activity, even if a part of federal taxable income, is excluded.  Specifically, MCL 

208.1105(2) states: 

“Business income” means that part of federal taxable income 
derived from business activity. For a partnership or S corporation, 
business income includes payments and items of income and 
expense that are attributable to business activity of the partnership 
or S corporation and separately reported to the partners or 
shareholders. [MCL 208.1105(2), emphasis added]. 

The plain language of the statute recognizes that taxable business income is limited to only a 

portion of federal taxable income and specifically, only that portion that derives from the S-

Corporation’s business activity.  The Court below failed to apply this statutory limitations, treated 

all federal taxable income as from business activity of the S-corporation, which rendered the 

statutory limitation nugatory.  

The sale of stock by the Leines siblings’ was not the business activity of the Company nor 

is it attributable to business activity of the Company.  “Business activity” is defined as a “transfer 
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of legal or equitable title”.  MCL 208.1105(1).  There is no dispute that Minnesota Limited did not 

sell its own stock and was not a party to the sale transaction.  Even under the broad definition of 

“business activity” in MCL 208.1105(1), the sale of stock by the siblings is not a sale by, nor the 

business activity of, the actual S-Corporation.   

Nor can the stock sale be “attributable” to the business activity of the Company.  The 

Department acknowledges that the stock sale was conducted due to Paulette’s health issues.  

6/12/18 Department’s Brief at 3.  These health issues are not “attributable to” or “resulting from” 

or “originating in” any business activity of the Company.  In fact, the business activity of the 

Company continued uninterrupted after the siblings’ stock sale.  There is no reasonable basis to 

find that a sale of stock by the shareholders, in a transaction that the S-Corporation was not a party 

to and received no proceeds from, somehow “results from” the S-Corporation’s participation in 

the transaction. 

The Legislature could have included a requirement for an S-Corporation to follow the 

federal tax accounting fiction of treating Chris and Paulette’s sale of stock as an asset sale in the 

definition of business income, (as it did for the definition of gross receipts under MCL 

208.1111(1), but it did not. The definition of “gross receipts” requires a taxpayer to determine 

gross receipts “by using the taxpayer’s method of accounting used for federal income tax 

purposes.” MCL 208.1111(1).  The definition of “Business Income” in the MBTA does not contain 

similar language. Clear and unambiguous language in a tax statute should be interpreted and 

enforced as written.  Ford Motor Co, 496 Mich at 389.  When the Legislature has expressly 

included language in one part of a statute and omitted this same language elsewhere in the statute, 

this inclusion and omission should be construed as intentional. Book-Gilbert v Greenleaf, 302 
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Mich App 538, 541-542; 840 NW2d 743 (2013).  The business income of the Company is only 

the portion of federal taxable income arising from the Company’s service activities. 

Recently, this Court has held that the Legislature’s inclusion of a requirement to use the 

federal method of accounting to determine taxable income in one provision but the absence of 

similar language in another part of the statute must be viewed as intentional, so that a federal 

method of accounting is not applicable where omitted.  Id. at 541-42. The omission of the 

requirement to determine items of income and expense under the taxpayer’s federal method of 

accounting requires that only those items of income and expense that derive from the S-

Corporation’s business activity are includible.  Construing the definition of business income in 

favor of the taxpayer9  requires that any income and expense from the shareholders’ sale of stock 

is income and expense from the shareholders’ business activity, and is not includible in the 

business income of the S-Corporation.  The business income of the Company for the Short Year 

must exclude items of income and expense relating to the Sale.   

2. The Federal Income Tax Election Made by the Siblings and the 
Purchasing Corporation is not Business Activity of the S-Corporation. 

The federal tax election to pertaining to the federal calculation of gain on the siblings’ sale 

of stock does not transform the siblings’ stock sale into the business activity of the S-Corporation.  

Under the Stock Purchase Agreement, the payment for the stock was sent to accounts of the 

siblings, not to Minnesota Limited.  6/12/18 Plaintiffs’ Brief Ex 6, p.2, at VEC 000227.  The 

federal election does not change the fact that the monies were paid by Vectren directly to the 

siblings.   

9 When tax imposition statutes are construed, any ambiguities are resolved in favor of the taxpayer.  
Int’l Bus Machines, 220 Mich App at 86. 

R
E

C
E

IV
E

D
 by M

C
O

A
 12/7/2018 5:43:07 PM

Pl's COA Br, 12/07/2018

Appellant's App 
Vol III, p 1023a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



24 

The gain on the Sale did not escape taxation.  The siblings paid Federal and state taxes as 

required.10  While federal gain is calculated based on “the deemed sale” not an actual sale, both 

the governing IRC statutes and regulations make it clear that the federal tax accounting is for a 

fictional asset sale when utilizing words such as “treated as having sold” and “treated as having 

purchased” (IRC 338(a)(1) and (2)) and the S-Corporation whose stock is sold is “treated as 

transferring all of its assets” in a “deemed sale.”  Treas Reg 1.338(h)(10)-1(d).  Indeed, the 

regulations further provide, “No provision in section 338(h)(10) or this section shall produce a 

Federal income tax result under subtitle A of the Internal Revenue Code that would not occur if 

the parties had actually engaged in the transactions deemed to occur because of this section.” Treas 

Reg 1.388(h)(10)-1(d)(9).  Thus, a federal tax election cannot change the essence of the 

transaction.  None of these federal provisions control to supersede the definition of business 

activity under the MBTA, nor transform the siblings’ stock sale into an actual asset sale and 

business activity by the S-Corporation.    

While business activities may not have to occur in the regular course of a taxpayer’s 

activities to constitute business income, they must still be the activities of the taxpayer.  The S-

Corporation was not a party to the Sale, did not receive income from the Sale, did not transfer any 

assets in the Sale, and thus, the Sale was not its business activity.  None of the income or expenses 

from the siblings’ stock Sale are includible in the business income of the S-Corporation under the 

plain language of MCL 208.1105(2). 

10 Minnesota Limited also filed state returns in Minnesota and in twenty other states for the Short 
Year in 2011.
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C. In the Alternative, Consistent Application of the Court of Claim’s 
Determination That the Sale of Stock was the Sale of Business Assets (and 
Business Activity of) the S-Corporation Requires Inclusion of the Sale Receipts 
in the Sales Factor. 

Accepting arguendo, the Court of Claims’ holding that the Sale was a sale of the 

Company’s business assets, a consistent application then requires inclusion of the receipts from 

the Sale be included in computing the sales factor.  “Sales” are defined to include property held by 

the taxpayer primarily for sale to customers in the ordinary course of the taxpayer’s trade or 

business.  MCL 208.1115.   The record demonstrates the Company regularly sold its construction, 

transportation, and office equipment on an annual basis as a routine part of its business activities.   

See fn 2 herein and accompanying text; Appellant’s App. No. 1, Vectren, unpub op at 7.  The Court 

of Claims held the “sale was expressly reported to the shareholders as a sale of the S-Corp’s assets” 

Appellant’s App. No. 1 at 5, and “the §338(h)(1) election controls the outcome of this case.”  Id.

at 7.  Consistent application of this holding to both the tax base and the sales factor requires that 

the sales factor include the receipts from the Sale attributable to the Company’s sale of assets.  The 

Court erred when it failed to consistently apply its holding to the calculation of the sales factor.     

The record establishes the location of the assets at the time of the Sale.  The Company’s 

approximately $34.4 million of tangible assets were located in multiple states11 with $268,000 of 

personal property in Michigan at the time of the sale.  Appellant’s App. No. 11, VEC000910-

000913.  The Department acknowledged that the Company had sales of business property, yet 

eliminated such sales from the sales factor in the Short Year.  Audit Report of Findings, p3, 

Appellant’s App. No. 9, VEC000003. The Company’s intangible assets and goodwill were located 

primarily Minnesota, its state of corporate domicile.  Accordingly, the sales factor calculation of 

11 Appellant’s App. No. 10, Response 7; Appellant’s App. No. 4 ¶¶27 and 28. 
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14.99% reported by the Company which included the receipts from the Sale in the sales factor 

based on the location of the assets at the time of the sale is proper and should have been upheld by 

court below.  Failure by the Court of Claims to consistently apply its holding to all the properly 

pled counts constitutes error, and treating the Sale as an asset sale solely for purposes of the tax 

base, and not for purposes of the sales factor, is inconsistent, results in an unharmonious result and 

is unlawful. 

D. The Department Unlawfully Denied the Company’s Request for Alternative 
Apportionment Under MCL 208.1309 When the Company Proved That the 
Statutory Apportionment Formula Distorted the Business Activity Actually 
Conducted in Michigan. 

1. The Statutory Requirements to use an Alternative Apportionment 
Method. 

The MBTA, similar to alternative apportionment provisions codified by 45 other states that 

impose a corporate income tax, provides for relief from the statutory formula when such formula 

as applied to a set of particular facts and circumstances would result in gross distortion or 

unconstitutional taxation.  MCL 208.1309.  The need to permit an alternative formula is necessary 

to satisfy the U. S. Supreme Court constitutional requirements that an apportionment formula must 

be fair, cannot be inherently12 or intrinsically13 arbitrary, and that the “factor or factors used in the 

apportionment must actually reflect a reasonable sense of how income is generated.”14  See Section 

F herein.  

In order to use an alternative apportionment method, a taxpayer must prove:   

(3) The apportionment provisions of this act shall be rebuttably 
presumed to fairly represent the business activity attributed to the 

12 Underwood Typewriter Co v Chamberlain, 254 US 113, 121; 41 S Ct 45; 65 L Ed 165 (1920). 
13 Hans Rees’, 283 US at 133. 
14 Container Corp v Franchise Tax Bd, 463 US 159, 169; 103 S Ct 2933; 77 L Ed 2d 545 (1983). 
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taxpayer in this state, taken as a whole and without a separate 
examination of the specific elements of either tax base unless it can 
be demonstrated that the business activity attributed to the taxpayer 
in this state is out of all appropriate proportion to the actual business 
activity transacted in this state and leads to a grossly distorted result 
or would operate unconstitutionally to tax the extraterritorial activity 
of the taxpayer.  [MCL 208.1309]. 

Thus, the Michigan statute contains a two-part test.  First, the taxpayer must show that the use of 

the statutory formula does not fairly represent the extent of the taxpayer’s business activity in the 

state.  This burden may be met by showing that the business activity attributed to the state by the 

use of the statutory formula is “out of all appropriate proportion to the actual activity transacted in 

the state” or, by showing the use of the statutory formula would “operate unconstitutionally” to 

tax activity of the taxpayer conducted outside of the state.15   Once the taxpayer has demonstrated 

gross distortion or extraterritorial taxation, the second part of the test requires that the alternative 

method proposed by the taxpayer be reasonable.  The Department is obligated to review the 

alternative formula for reasonableness.  If the alternative is reasonable, the alternative method is 

permitted under the statute.16  Despite the statutory mandated, the Department never approved a 

request for alternative apportionment.  Appellant’s App. No. 15, Request for Admission No 5. 

The Michigan Legislature included the use of alternative apportionment in the MBTA with 

the acknowledgment and intent that there would be circumstances when the statutory formula as 

applied to a taxpayer’s specific facts and circumstances resulted in either gross distortion by taxing 

15 The evidentiary standard used for requests for alternative apportionment is “by clear and cogent 
evidence”.  See, Moorman Mtg Co v Bair, 437 US 267, 274; 98 S Ct 2340; 57 L Ed 2d 197 (1978); 
Appellant’s App. No. 8, Wilkinson Dep 34:25-35:2. 
16 Although the use of alternative apportionment has been codified in Michigan since 1976 (under 
the Single Business Tax at MCL 208.69), in identically the same verbiage as that contained at 
MCL 208.1309, the Department has never established any written metrics to evaluate requests 
under this provision.  See, Appellant’s App. No. 15, Request for Admission No 5; Appellant’s 
App. No. 8, Wilkinson Dep 15:4-23.   
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income out of all appropriate proportion, or when such formula operated unconstitutionally to tax 

extraterritorial income.17   This is one of those rare circumstances.  

2. What is Distortion? 

The standard for “gross distortion” was explained by the U. S. Supreme Court in Hans 

Rees’, 283 US 123 where the taxpayer was engaged in tanning, manufacturing and selling leather 

products.  The manufacturing plant was located in North Carolina, while sales and leather finishing 

was performed in New York.  The North Carolina statutory formula yielded an apportionment 

percentage ranging between 66% - 85% during the years at issue.18   The company offered 

evidence that its income was derived from three distinct sources: (1) profit on the purchases of 

skins, (2) profit from manufacturing operations, and (3) profit on its sales.  The only activities 

conducted in North Carolina were manufacturing and wholesale sales.  The company substantiated 

that only 17% of the profit was from the activities which were properly sourced to North Carolina.   

The Court recognized that the taxing methodology employed by a state may generally be 

appropriate but can operate “unreasonably and arbitrarily, in attributing to [a State] a percentage 

of income out of all appropriate proportion to the business transacted . . . in that state” in certain 

factual circumstances.  Id. at 135.  The Court concluded that distortion may be identified by “a 

percentage of income out of all appropriate proportion to the business transacted by the appellant 

in that state.”  Id. at 135.  The Court declared: 

But the fact that the corporate enterprise is a unitary one . . .  does 
not mean that for the purpose of taxation the activities which are 
conducted in different jurisdictions are to be regarded as 

17 Hannay v Transp Dep’t, 497 Mich 45, 57; 860 NW2d 67 (2014) (“[C]ourts must give effect to 
every word, phrase, and clause in a statute and avoid an interpretation that renders nugatory or 
surplusage any part of a statute.”) 
18 At the time, North Carolina’s statutory apportionment formula was a single factor based on real 
and personal property located in the state.  Id. at 129. 
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“component parts of a single unit” so that the entire net income may 
be taxed in one state regardless of the extent to which it may be 
derived from the conduct of the enterprise in another state.  [Id. at 
133.] 

The Court held that North Carolina’s statutory apportionment method operated on the facts before 

it to “reach profits which are in no just sense attributable to the transaction within its jurisdiction” 

Id. at 134, and invalidated the application of North Carolina’s single-factor apportionment formula 

on the basis of the taxpayer’s evidence that the income attributed to the state by the formula was 

grossly in excess of that derived from within the state.19

In Norfolk & Western Ry Co v Missouri State Tax Comm’n, 390 US 317; 88 S Ct 995; 19 

L Ed 2d 1201 (1968), the U.S. Supreme Court again addressed what constitutes gross distortion.  

Missouri’s statutory formula required that railroad rolling stock be apportioned to the state based 

on the proportion of the taxpayer’s railroad track miles in Missouri relative to the taxpayer’s 

railroad track miles everywhere.  Id. at 323. The taxpayer maintained most of its equipment in 

Virginia, West Virginia and Kentucky, while it leased the equipment of another railroad company 

that engaged in a substantial amount of business in Missouri.  Id.  Using the statutory 

apportionment formula, the state determined the taxpayer owed tax on approximately 8.2824% of 

all its rolling stock.  Id. at 327.  The taxpayer submitted evidence that the rolling stock in Missouri 

on the assessment date amounted to only 2.71% of all the taxpayer’s rolling stock, and that the 

statutory method produced a distortion of 165%.  Id.  The Court agreed and found the statutory 

apportionment formula yielded “a grossly distorted result” and that the state was required to “make 

the accommodations necessary to assure that its taxing power is confined to its constitutional 

19 The Court held that the statutory formula resulted in a distortion of 250% based on the difference 
between the statutory method of apportionment and the taxpayer’s proposed alternative method. 
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limits.”  Id. at 329.  The Court further held that when a taxpayer comes forward with strong 

evidence proving the formula yields a grossly distorted result, the state cannot ignore the distortion.  

Id.   

3. The Evidence Proved Distortion Resulted When Using Three Months 
of Sales Activity to Apportion not Only the Gain From Services During 
Those Three Months, but Also the Long Term Capital Gain From the 
Sale of Stock of the Family Business.  

The Department’s exclusion of 100% of the receipts of Chris and Paulette’s Sale from the 

calculation of the sales factor while including such receipts in the apportionable tax base results in 

both statutory and unconstitutional distortion by attributing to Michigan a percentage of gain on 

the Sale “out of all appropriate proportion to the actual business” transacted by the Company in 

the state.   While the statutory formula may validly be applied to income from services performed 

by the Company during the Short Year, the application of the statutory formula to apportion the 

entire gain on the Sale is grossly distortive, as demonstrated by comparing the statutory sales factor 

calculation to the statutory sales factor with a consistent inclusion of sales of business assets in the 

sales factor.  

Such distortion is also evidenced by the historical activity in Michigan in comparison to 

Minnesota and other states.  What did the Company do in Michigan during the first three months 

of 2011?  The record evidences that from January 1, 2011 - March 31, 2011, the Company 

performed environmental clean-up activities on the Enbridge spill.  These activities, while 

conducted in the ordinary course of its business, were not of the nature that the Company 

historically engaged in.  Leines Aff 29; Leines Dep 39:9-12 and 51:14-21.  Particularly as such 

activities were being conducted during the coldest winter months, when the Company’s regular 

activities could not be conducted.  Leines Aff 24; Leines Dep 8:22 to 9:5. 
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The chart below graphically depicts the resulting distortion when relying on three months 

of sales to apportion the gain on the sale. 20

Under the statutory formula, the Department computed the sales factor to be 69.96% 

(14,756,147/21,093,137).  The sales factor increased dramatically as the Company could not 

20  Sales data from Appellant’s App. No. 9, Responses Nos. 7 and 19. 
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perform its regular pipeline activities in other states during the cold winter months, and thus, the 

proportion of activity in Michigan to activity everywhere was skewed.  The activities performed 

in the state during these three month in comparison to 12 months of activity, was only a minor 

portion of the Company’s operations.  Leines Dep 59:8-21.  Using 69.96% to apportion not only 

the revenue from the performance of services, but also to apportion the gain from the Sale of the 

Company which was primarily derived from goodwill and other intangibles developed over the 

history of the Company, resulted in apportioning income out of all appropriate proportion to the 

actual activity conducted in the state during the Short Year.21

Simply, the Company recognized only $25,000 of profit from the pipeline services 

performed in Michigan during the Short Year, yet the application of the statutory formula 

apportioned more than $38 million of the gain on the Sale to the state, $30 million of which was 

acknowledged by both Buyer and Seller as attributable to intangible assets and goodwill which 

had arisen over the 52-year history of the Company.  This level of distortion due to the application 

of a 69.96% sales factor overcomes the statutory presumption contained in the statute as 

acknowledge by the seminal U.S. Supreme Court cases, and Appellant should have been permitted 

to use an alternative method of apportionment. 22

21 Or any other year of the Company’s history.  Indeed, a 10-year review of the Company’s 
Michigan sales factor indicates the factor never exceeded 18.52%, See Appellant’s App. No. 9, 
Response No 7, and on average was 6.782% of its sales.   
22 This distortion is further acerbated as the statutory formula does not provide for inclusion of the 
Sale proceeds in the sales factor.  Appellant’s App. No. 14, ¶9.15, p 9-165. 
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4. The Evidence Proved the Statutory Formula Resulted in 
Extraterritorial Taxation. 

The statutory formula, which used only three months of service activity to apportion not 

only the income from services performed in the state, but also the long term capital gain from the 

sale of the stock in the family business, resulted in extraterritorial taxation.   

A basic principle of state taxation is that a state may not tax value earned outside its borders.  

Allied-Signal, Inc v Director, 504 US 768; 112 S Ct 2251; 119 L Ed 2d 533 (1992).23   The Due 

Process Clause demands that there be “‘some definite link, some minimum connection, between a 

state and the person, property or transaction it seeks to tax,’ as well as a rational relationship 

between the tax and the ‘values connected with the taxing State.’”  MeadWestvaco Corp v Illinois, 

553 US 16; 128 S Ct 1449; 170 L Ed 2d 404 (2008) (citations omitted).  The Commerce Clause 

“forbids the States to levy taxes that discriminate against interstate commerce or that burden it by 

subjecting activities to multiple or unfairly apportioned taxation.”  Id.  The “broad inquiry” under 

both requirements is “whether the taxing power exerted by the state bears fiscal relation to 

protection, opportunities and benefits given by the state.”  Id. at 25. 

The use of the statutory formula resulted in extraterritorial taxation.  As noted supra, the 

gain on the Sale was derived from the disposition of tangible assets, intangible assets and goodwill, 

the majority of which was created from the efforts of the Leines family over the life of the 

Company.  Offering Memorandum, Appellant App. No. 6, Uniform Division of Income for Tax 

Purposes Act (UDITPA), § 6(a), 7.  Under MCL 208.1303, sale revenue from contracts performed 

in other states and in retained earnings is apportioned to the state where the contract was 

23 The Due Process Clause of the Fourteenth Amendment and the Commerce Clause of the U.S. 
Constitution mandate that a state may not “tax value earned outside its borders”.  ASARCO Inc v 
Idaho State Tax Com, 458 US 307; 102 S Ct 3103; 73 L Ed 2d 787 (1982). 
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performed.  MCL 208.1303.  Gain on the sale of business assets is sourced to location of the asset 

at the time of the sale.  MCL 208.1305(1).  The Company had been in business for over 52 years 

at the time of the Sale, and the gain from the tangible and intangible assets and accumulated 

goodwill was generated over these 52 years.  Hirsch Dep 20:5 to 23:2 (KPMG valuation report 

values the goodwill, which is comprised of customer relationships, backlog, trade name and 

assembled workforce);  Appellant’s App. No. 9, Offering Memorandum (Economic report 

attributing economic value of S-Corporation primarily to Minnesota) VEC000046-000142.  

Gain on goodwill is normally allocated to a company’s headquarters where the activities 

that create goodwill are performed.24   Use of the statutory formula to apportion 69.96% of the 

goodwill developed over the 52 year history of the Company to Michigan is out of all appropriate 

proportion to the actual business activity conducted in the state.  MCL 208.1309(3); Hans Rees’.   

None of gain represented by these attributes is subject to tax by the State of Michigan, and, as 

proven by the Company and supported by the record, the blind application of the statutory formula 

result in extraterritorial taxation. 

E. The Company’s Proposed Alternative Apportionment Methods Were 
Reasonable, Constitutionally Correct and Should Have Been Permitted. 

1. The Proposed Alternatives. 

In its Request, the Company proposed three different alternatives, all of which were 

reasonable and constitutionally correct, either individually, or in a combination thereof.25   The 

24 Appellant’s App. No. 5, Hirsch Aff ¶19, Ex A, Proposed Revenue Admin Bull 2018-XX, Income 
from Sale of a Business Under Part 1 of the Michigan Income Tax Act, Appellant’s App. No. 13, 
p 4.   
25 Appellant’s App. No. 12, Plaintiff’s First Amended Complaint Ex A; Appellant’s App. No. 9 at 
VEC 000039-000045. 
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Court of Claims failed to address the proposed alternatives and this Court should find such 

alternatives to be reasonable, or remand back to the Court of Claims for a factual determination. 

The alternatives presented were: 

1.) Include the tangible assets in the sales factor which would result in a sales factor of 
14.99%.  This aligns to the treatment of the Sale as a “deemed asset sale” for federal 
income tax purposes, and is also consistent with the Company’s annual sales of 
business assets; or,  

2.) Use the statutory formula to apportion receipts from services performed in the state 
during the Short Year (a sales factor of 69.96%), and allocate the gain on the Sale 
based on the location of the intangible and tangible assets at the time of sale; or,  

3.) Use the statutory formula to apportion receipts from services performed in the state 
during the Short Year (a sales factor of 69.96%), and use the prior 10-year average 
to apportion the gain on the Sale (a sales factor of 6.782%).  

2. Each Proposed Alternative is Reasonable and the Use of a Proposed 
Alternative Should be Permitted. 

Each of the proposed alternatives are reasonable, and meet the statutory requirements.  

Starting with the first alternative, if, as the Court of Claims held, the receipts from the Sale are 

sales from business activity of the S-Corporation, then such receipts must arise from the sale of 

business assets as property “held for sale in the ordinary course of business” pursuant to MCL  

208.1115.  The asset sales fall squarely within the definition of “sales” and should be included in 

the sales factor and sourced to the location of the asset when sold.  MCL 208.1305(1).   

The sales factor includes all sales from: 

“stock in trade or other property of a kind that would properly be 
included in the inventory of the taxpayer if on hand at the close of 
the tax period or property held by the taxpayer primarily for sale to 
customers in the ordinary course of the taxpayer’s trade or 
business.”  [MCL 208.1115].   

The record evidences that the Company regularly sold its tangible assets for each year since 2004, 

and reported these sales for federal income tax purposes.  See fn 2 herein and accompanying text; 

Appellant’s App. No. 11, Response, No. 5, VEC000001-000008; 00185-00211; 000379-000818.  
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These were not infrequent or isolated casual transactions that were excludible from business 

income.  As these business assets were regularly sold in the ordinary course of business, these 

assets are property “held for sale in the ordinary course of business,” fall within the definition of 

“sales” under MCL 208.1115, and should be sourced to the location of the asset when sold.  MCL 

208.1305(1).  If sales of the assets of the business constitute business income includible in the 

base, then inclusion of these assets in the apportionment factor is reasonable, and reasonably 

apportions the gain on the Sale assets to the State of Michigan based on the proportion of the assets 

located in Michigan at the date of the Sale.  

The second alternative is also reasonable.  This alternative would apportion Short Year 

receipts from pipeline services using the statutory formula, while apportioning gain from the Sale 

to the location of the tangible and intangible assets.  Tangible assets would be apportioned based 

on their location at the date of the Sale, while intangible assets, such as goodwill, would be sourced 

to the state of corporate domicile (which is also Chris and Paulette’s state of residence).   

Indeed, recent draft guidance issued by the Department acknowledges that goodwill should 

be allocated to the state of corporate headquarters.  Revenue Admin Bull 2018-XX, circulated by 

the Department for practitioner review and comment, notes:  “The sale of the business may include 

goodwill, which is the value in excess of the intrinsic income-producing value of the other business 

assets that are part of sale.  Goodwill is an intangible asset . . . Because it is difficult to identify the 

income-producing activity in each state and because the company headquarters tends to be where 

the company’s brand is created, developed, monitored and protected, the greater proposition of the 

R
E

C
E

IV
E

D
 by M

C
O

A
 12/7/2018 5:43:07 PM

Pl's COA Br, 12/07/2018

Appellant's App 
Vol III, p 1036a

R
EC

EIV
ED

 by M
SC

 5/4/2022 4:43:00 PM



37 

cost of performance is generally in the state where the company is domiciled.”  Id. at p 4. 26

Goodwill was a significant asset held by Minnesota Limited, and, as discussed herein at p 21, is 

properly allocated to the location of the corporate headquarters.  Additionally, as the Sale was a 

sale of shares held by the siblings, it is also reasonable to source the gain attributable to goodwill 

to the state of residence of Chris and Paulette, which was Minnesota.  Indeed, this is how such 

gain was reported on the tax returns of the Company, and the shareholders.27

The third alternative is also reasonable.   This alternative would apportion the Short Year 

receipts from services using the statutory formula, while apportioning gain from the Sale based on 

a 10-year average.  This average is a reasonable estimation of what a full year’s sales factor would 

have been, had there not been a Short Year.  This proposal is also reasonable as it apportions the 

gain on the Sale to the state in a manner consistent with the Company’s presence in the state over 

the past decade prior to the Sale.  

The Company met its burden of demonstrating that the statutory formula as applied to these 

particular facts and circumstances results in distortion.  An alternative method is therefore 

warranted under MCL 208.1309(1) and is necessary to effectuate an equitable, constitutional 

allocation of income.  Each of the alternative methods are reasonable because (1) they recognize 

26 Revenue Admin Bull 2018-XX, attached as Appellant’s App. No. 13.  Id. at p 4.  While the 
context of this guidance discusses the use of the cost-of-performance method of sourcing, the 
acknowledgement of what is goodwill and how it is earned is applicable here. 
27 Additionally, if gain on goodwill is treated as gain of the Company, income from a business’ 
sales of intangible property would also be considered a “sale” under MCL 208.1115(1)(c).  As the 
Company had its corporate domicile in Minnesota and the purchaser, Vectren, was located in 
Indiana, it would also be reasonable to treat the sales of intangible assets, including goodwill, to 
either Indiana (the location of the customer, pursuant to MCL 208.1305(10)), or to the location of 
the Company’s corporate domicile (pursuant to MCL 208.1311). 
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that net income from operational activity is properly apportioned under the statutory formula, 

while intangible gain earned over decades is not properly taxed under the statutory formula; (2) 

the activities associated with the creation of goodwill over decades primarily occurred outside of 

the state at the Company’s corporate domicile, and (3) they acknowledge that the State is permitted 

to tax a reasonable portion of the gain on the Sale, but not an extraordinary amount. 

As all of the alternative proposed were reasonable, the Company met the second part of the 

alternative apportionment test and alternative apportionment should be ordered by this Court, or 

should be remanded back to the lower court for review. 

F. The Failure to Include Sales of Business Assets in the Sales Factor When the 
Sales are Included in the Tax Base Grossly Distorts the Income Apportioned 
to Michigan in a Manner That is Unconstitutional Under the Due Process and 
Commerce Clause of the United States Constitution. 

Even if this Court finds the statutory formula not to be distortive under the statute, this 

Court must address the constitutional violations cause by the application of the sales factor 

calculation method to these particular facts and circumstances. 

1. The Constitutional Requirement of Fair Apportionment.   

The Due Process and Commerce Clause of the United States Constitution require a 

Michigan’s tax on interstate commerce to be apportioned in a manner that reasonably reflects how 

income is earned in the state.  Container Corp, 463 US 159.  The U.S. Supreme Court has held 

that states must limit their taxation to the appropriate share of income derived from the conduct of 

business activities within the state.  FW Woolworth Co v Tax’n and Rev Dep’t of New Mexico, 459 

US 961; 103 S Ct 274; 73 L Ed 213 (1982).  Under the Commerce Clause, the test is whether the 

state’s tax “is applied to an activity with a substantial nexus with the taxing State, is fairly 

apportioned, does not discriminate against interstate commerce, and is fairly related to the services 

provided by the State.” Id., at 279.  Apportionment must be fair.  Id.  The Due Process Clause 
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demands that there be “‘some definite link, some minimum connection, between a state and the 

person, property or transaction it seeks to tax,’ as well as a rational relationship between the tax 

and the ‘values connected with the taxing State.’”  MeadWestvaco Corp, 553 US at 24 (citations 

omitted).  The Commerce Clause “forbids the States to levy taxes that discriminate against 

interstate commerce or that burden it by subjecting activities to multiple or unfairly apportioned 

taxation.”  Id.   

2. Michigan’s Statutory Sales Factor as Applied to the Facts 
Unconstitutionally Distorts Income Attributable to Michigan all out of 
Appropriate Proportion. 

The U. S. Supreme Court has held that a state’s method of apportionment of the receipts 

of a foreign corporation, such as Minnesota Limited, works on unconstitutional result if, in the 

particular case, the part of the income attributed to the state is out of all appropriate proportion to 

the business done by the business in the state.  Hans Rees’ at 135.  The Court recognized that 

statutory apportionment may not be constitutional in all circumstances, stating “the fact that the 

corporate enterprise is a unitary one, in the sense that the ultimate gain is derived from the entire 

business, does not mean that for the purpose of taxation the activities which are conducted in 

different jurisdictions are to be regarded as ‘component parts of a single unit’ so that the entire net 

income may be taxed in one state regardless of the extent to which it may be derived from the 

conduct of the enterprise in another state.” Id. at 133.  Evidence may always be received and 

reviewed to determine whether the State has applied a method of apportionment “. . . which, albeit 

fair on its face, operates so as to reach profits which are in no just sense attributable to transactions 

within its jurisdiction” in the case before the Court.  Id. at 134. 
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Whether a state’s apportionment of a taxpayer’s income to the State is fair or distortive is a 

facts and circumstances test.28  As noted in Hans Rees’, the Court held that the difference between 

the North Carolina manufacturing profit (17%) to the amount apportioned under the state’s 

statutory apportionment (66% - 85%) was unreasonable and arbitrary and attributed to North 

Carolina a percentage of income out of all appropriate proportion to the business located in that 

State.  Id. at 135.  The Court held that the distortion of 250% based on the difference between the 

statutory method of apportionment and the taxpayer’s proposed alternative method was 

unconstitutional, accepting a quantitative level of distortion of more than 250% as creating 

unconstitutional distortion. 

The Company has demonstrated similar quantitative distortion of income attributable to 

Michigan in this case.  Uncontroverted evidence was presented that the Company’s income was 

denied from two sources: (1) the stock sale by its shareholders which was treated as a deemed asset 

sale, and (2) performance of services within multiple states.  The Company recognized only 

$25,000 of profit from its performance of services in Michigan in the Short Year. In contrast, the 

stock sale, which took place in Minnesota, was deemed a sale of tangible and intangible assets 

located outside of Michigan.29  The application of the statutory formula would apportion more 

than $38 million of the purchase price paid by the Buyer to Michigan’s apportionable tax base – a 

more than 250% unconstitutional distortion from the actual amount of revenue from activities 

conducted in the state during the Short Year. Similar to the facts in Hans Rees, the income 

28 Michigan Department of Treasury recognizes the facts and circumstances test.  See Appellant’s 
App. No. 13, Draft Revenue Admin Bull 2018-XX, Alternative Apportionment for the Michigan 
Business and Income Taxes. 
29 In fact, only $268,000 of assets were located in Michigan at the time of the Sale. 
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attributed to the state by the statutory formula, as applied, does not reflect how income was earned 

in the state.  Rather, it grossly distorts and over attributes income to Michigan. 

The Company also demonstrated quantitative distortion through the more than 250% 

increase in the sales factor.  When the deemed sales of all business assets are properly included in 

the sales factor, the sales factor is 14.99%.  It is only by excluding the sales of business assets, and 

including only income generated by service income, can the Department compute a sales factor of 

69.96%.30

This exclusion generated quantitative distortion and violates the constitutional requirement 

that the factors that are employed to apportion income among the states should reflect the factors 

that produce the income being apportioned. Container Corp, 463 US at 169 (holding that the 

“factor or factors used in the apportionment formula must actually reflect a reasonable  

30See Appellant’s App. No. 12, Plaintiff’s First Amended Complaint Ex A, 6/24/2016 Letter to 
Deputy Treasurer Gursky. 
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sense of how income is generated.”)  Professor Hellerstein, the leading authority on state taxation, 

states: 

The factors that are employed to apportion income among the states 
should reflect the factors that produce the income being apportioned. 
This virtually axiomatic proposition is also a principle of 
constitutional law. [Appellant’s App. No. 14, Hellerstein & 
Hellerstein, State Taxation (3rd ed), ¶9.15[1], p 9-165.] 

 As in Hans Rees’, the statutory formula as applied to the facts in this case operates to “reach 

profits which are in no just sense attributable to the transaction[s] within its jurisdiction” Id. at 

134. 

In addition, the Company demonstrated quantitative distortion of income from reviewing 

its historic activities in Michigan.  There is no dispute that the Company primarily conducted its 

operations in the Midwest.  Appellant’s App. No. 6, Leines Dep 59:8-21. The Company’s sales in 

Michigan in the ten years prior to the Sale averaged 6.782% (ranging from a low of 0% to a high 

of 39.28% when the Enbridge work began in 2010).  These figures substantiate that only 6.782% 

of the accumulated historical appreciation of the Company’s tangible and intangible assets and 

accumulated goodwill was due to the Company’s business activities conducted outside of 

Michigan.  Taxing almost 70% of the Sale gain based on the serendipity of the Company engaging 

in its largest contract in the state during the Short Year results in extraterritorial taxation and is 

distortive, as much of the Sale gain was earned over the prior decades and primarily outside of the 

state. 

The Company further provided qualitative evidence of distortion as the statutory formula 

used three off season months of a seasonal business as the basis for measuring taxable income.  

For any seasonal business, use of off-season months as a measure of business performed is 

distortive and using such a limited time period – three months – is also distortive.  Using a period 

with an extraordinary transaction not generally represented in the measure of how income was 
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earned fails to represent the historic business to apportion the gain from historic appreciation, 

logically must lead to distortion. 

The Company has alleged and demonstrated unconstitutional distortion both quantitatively 

and qualitatively by clear and cogent evidence in accordance with the U. S. Supreme Court’s 

standard.  As that Court has held, when a taxpayer comes forward with strong evidence proving 

the formula yields a grossly distorted result, the state cannot ignore the distortion.  Norfolk & 

Western Ry Co.  The Court below failed to review the evidence of distortion presented.  The 

Court’s failure to address Appellant’s clear and concise allegation that the application of the 

statutory formula worked to unconstitutionally excluded receipts from the sale of its business 

assets from the denominator of the sales factor constitutes plain error.  The Department’s 

assessment and application of the statutory formula to the facts at issue taxes extraterritorial value, 

violates constitutional principles and is void, and is a sufficient basis for this Court to reverse or 

remand the case back to the Court of Claims for further review. 

G. Alternatively, the Record Demonstrates Unconstitutional Distortion Exists by 
the Failure to Exclude the Receipts From Intangible Assets From the Tax Base.    

The U. S. Constitution limits the income that may be included in the tax base to be 

apportioned.  The Due Process Clause of the Fourteenth Amendment and the Commerce Clause 

of the U.S. Constitution mandate that a state may not “tax value earned outside its borders.”  

ASARCO Inc, 458 US at 315.  Both the Due Process Clause and the Commerce Clause require that 

a taxing state have nexus with either the person or business receiving income and the activity or 

transaction being taxed.  A state’s taxing jurisdiction may be exercised over all of a resident’s 

income based upon the state’s in personam jurisdiction over that person.  Hillenmeyer v Cleveland 

Bd of Review, 144 Ohio St 3d 165, 175; 41 NE3d 1164 (2015), citing Shaffer v Carter, 252 US 37, 
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52; 40 S Ct 221; 64 L Ed 445 (1920).  By contrast, the power to tax nonresidents reflects the state’s 

in rem jurisdiction over the income-producing activities conducted within the state: 

[J]ust as a State may impose general income taxes upon its own 
citizens and residents whose persons are subject to its control it may, 
as a necessary consequence, levy a duty of like character, and not 
more onerous in its effect, upon incomes accruing to non-residents 
from their property or business within the State, or their occupations 
carried on therein. [(Emphasis deleted.) Hillenmeyer at 176, quoting 
Shaffer at 52.] 

Inherent in the Supreme Court’s pronouncement in Shaffer is the need for a link between 

the state and the activity or transaction being taxed, “in the case of a tax on an activity, there must 

be a connection to the activity itself, rather than a connection only to the actor the State seeks to 

tax.”  Allied-Signal, 504 US at 778.  In Allied-Signal, New Jersey attempted to tax one 

corporation’s gain from selling its shares in another corporation.  The court clarified that the mere 

fact that the taxpayer performed some of its business within the taxing state did not by itself permit 

the taxation of that taxpayer’s gain from the sale of shares of another corporation.  Instead, the 

high court enforced its earlier pronouncement that “[a] State may not tax a nondomiciliary 

corporation’s income . . . if it is ‘derived from “unrelated business activity” which constitutes a 

“discrete business enterprise.’” Id. at 773, quoting Exxon Corp v Wisconsin Dep’t of Revenue, 447 

US 207, 224; 100 S Ct 2109; 65 L Ed 2d 66 (1980), quoting Mobil Oil Corp v Vermont Comm’r 

of Taxes, 445 US 425, 442, 439; 100 S Ct 1223; 63 L Ed 2d 510 (1980).   Here, using revenue 

from Michigan activities during the Short Year to tax the long-term gain from a Minnesota stock 

transaction, which was a sale of intangible property by nonresidents, is improper.  The selling of 

shares by Minnesota residents does not involve the purposeful availment of the Michigan market, 

and the sale transaction occurred completely outside of Michigan.  

Accepting the “deemed” sale of assets under IRC 338(h)(10) in lieu of acknowledging the  

sale of the ownership interests does not create a constitutional foundation for the State of Michigan 
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to tax the gain in the absence of a connection between the sale transaction and the state.  There is 

no Due Process connection to the state and absent a Due Process connection with the Sale 

transaction, the state must exclude the transaction from the taxable base.  This same point was 

made in Container Corp, where the Court noted that “capital transactions can serve either an 

investment function or an operational function.” Id. at 180, n 19; cf Corn Products Refining Co v 

Commissioner, 350 US 46, 50; 76 S Ct 20; 100 L Ed 29 (1955) (concluding that corn futures 

contracts in the hands of a corn refiner seeking to hedge itself against increases in corn prices are 

operational rather than capital assets), cited in Container Corp, at 180, n 19.  Here, the transaction 

is on return of an investment in stock for two longtime owners.  Michigan’s attempt to tax the gain 

violates Due Process and is void. 

H. The Company Proved Reasonable Cause and Penalty Relief is Warranted. 

When there is no tax due, then there is no penalty due (as a percentage of tax due) under 

MCL 205.23 and MCL 205.24.  Thus, if this Court reverses the amount below, no penalty is due.  

Even if penalty were due, the alleged late payment of tax penalty under MCL 205.24(2) is 

inappropriate in this instance.  The Company did not fail to file its 2011 return.  Nor did the 

Company fail to pay the tax that was shown to be due on its 2011 return.  Additionally, the 

Company was not negligent in paying what it believed to be the correct amount of tax due, and 

made a good faith effort to correctly compute the tax due relying on professional accountants.  

Penalty shall be waived for reasonable cause.   

In interpreting penalty statutes that permit waiver of penalty for reasonable cause, courts 

have construed “reasonable cause” liberally in favor of the taxpayer claiming relief from the 

penalty exaction.  See, e.g., Genex/London, Inc v Kentucky Bd of Tax Appeals, 622 SW2d 499 (Ky, 

1981); Du Mont Ventilation Co v Dep’t of Revenue, 99 Ill App 3d 263; 425 NE2d 606 (1981).  

Similarly, the Michigan Tax Tribunal has held that reasonable cause for not paying tax exists in 
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situations in which the position advocated by the taxpayer represents “an honest difference of 

opinion” relative to the effect or application of law.  Gillette Co v Dep’t of Treasury, 5 MTT 839, 

851 (1989) (emphasis added).31

In this case, the penalty is imposed because the Department disagrees with the Company’s 

calculation of the sales factor and the resulting tax.  This disagreement results from the Company 

relying upon the advice of its tax advisors which constitutes reasonable cause for purposes of 

waiving the negligence penalty pursuant to Mich Admin Code, R 205.1012 and 205.1013, as well 

as Revenue Admin Bull 2005-3.  Revenue Admin Bull 2005-3 provides, in part, that “[i]n 

determining whether a taxpayer was unable to file a return or pay a tax in spite of the exercise of 

ordinary business care and prudence, the department will consider all facts and circumstances 

surrounding the taxpayer, the nature of the tax, and the like.”  Further, “[i]f a taxpayer subject to 

the negligence penalty demonstrates to the department’s satisfaction that the deficiency or excess 

claim for credit was due to reasonable cause, the department shall waive the negligence penalty.”   

Under Mich Admin Code, R 205.1013(8), the following factors may constitute reasonable 
cause: 

(a) compliance history of the taxpayer. 

(b) the nature of the tax. 

. . . 

(d)  the taxpayer was incorrectly advised by a tax advisor who is 
competent in Michigan state tax matters after furnishing the advisor 
with all necessary and relevant information and the taxpayer acted 
reasonably in not securing further advice. 

31 Although Gillette was appealed to the Michigan Court of Appeals on the substantive issue of 
the state’s jurisdiction to impose single business tax, see Gillette Co v Dep’t of Treasury, 198 Mich 
App 303; 497 NW2d 595 (1993), the Tax Tribunal’s determination to modify the assessments to 
reflect waiver of the penalty was not appealed. 
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. . . 

(h) a taxpayer’s reliance on an employee or agent to file the return 
and make the payment.   

The Company has always had a good compliance history, had in place reasonable, prudent 

business procedures to ensure that its taxes were timely filed and paid, and, did indeed, file and 

pay its 2011 Michigan Business Tax. The Company relied upon outside accountants, experienced 

in tax compliance, to prepare its returns.   It was only upon audit when the Department adjusted 

the sales factor to remove the receipts from the Sale that the purported underpayment arose.  The 

Company believed what it computed and paid was the correct amount; the Department believes 

more is due.  This is not the correct basis for the imposition of the penalty for the failure to pay the 

tax shown to be due on a return.   The Court of Claims failed to acknowledge the disagreement 

over the calculation of the sales factor and erroneously denied penalty relief on the basis that the 

Company only disagreed on the inclusion of the Sale proceeds in the apportionable tax base after 

audit.  Vectren, unpub op at 13.  

As noted in Gillette Co, 5 MTT 839 reasonable cause exists in situations in which the 

position advocated by the taxpayer represents “an honest difference of opinion” relative to the 

effect or application of law.  In this matter, any non-payment was not knowingly done.   The 

Appellant demonstrated reasonable cause for the purpose of waiving the penalties for the 2011 tax 

year.  

V. CONCLUSION 

For the reasons stated above, this Court should find that (1) income and expenses from the 

former shareholders’ Sale of stock of the Company in the Short Year is not the business income 

of Appellant under MCL 208.1105(2) and must be removed from the apportionable tax base; or 

(2) Appellant’s sale of business assets included in the Sale were sold in the ordinary course of 
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29372401.16 

business and must be included in the calculation of the sales factor; or (3) the Department’s denial 

of alternative apportionment relief was unlawful, (4) application of the statutory formula as applied 

to the facts in this case violates the Commerce Clause and the Due Process Clause of the United 

States and Michigan, (5) Appellant’s apportionment for the Short Year was correct as reported, 

and (6) Appellant is entitled to cancellation of all tax, interest and penalty assessed for Short Year 

plus costs and attorney fees.  In the alternative, this Court should remand the case to the Court of 

Claims to address and rule on Count I of Appellant’s First Amended Complaint. 

Respectfully submitted, 

HONIGMAN MILLER SCHWARTZ AND COHN LLP 
Attorney for Plaintiff/Appellant 

Dated:  December 7, 2018 By:   /s/ Lynn A. Gandhi  
Lynn A. Gandhi (P60466) 
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