


Table of Contents

The information in this preliminary prospectus supplement is not complete and may be changed. This preliminary prospectus supplement and the
accompanying prospectus are not an offer to sell these securities and are not soliciting an offer to buy these securities in any state where the offer or
sale is not permitted.

 

 

Filed Pursuant to Rule 424(b)(5)
Registration No. 333-153916-01

SUBJECT TO COMPLETION, DATED JANUARY 6, 2009
 

PRELIMINARY PROSPECTUS SUPPLEMENT
(To Prospectus Dated October 9, 2008)

 

$          
 

CenterPoint Energy Houston Electric, LLC
 

     % General Mortgage Bonds, Series U, due 20
 

 

 

 

The general mortgage bonds will bear interest at a rate of     % per year from the date of issuance to, but excluding, March 1, 20  , when
they will mature. We will pay interest on the general mortgage bonds on March 1 and September 1 of each year, beginning on September 1,
2009. The general mortgage bonds are subject to optional redemption prior to maturity as described under the caption “Description of the
General Mortgage Bonds — Optional Redemption.”
 

The general mortgage bonds will be our secured obligations under our general mortgage indenture dated October 10, 2002, as
supplemented, and will be subject and junior to the prior lien of our first mortgage bonds. As of September 30, 2008, we had approximately
$253 million aggregate principal amount of first mortgage bonds outstanding, including approximately $151 million aggregate principal
amount of first mortgage bonds (not reflected in our financial statements because of the contingent nature of the obligation) collateralizing debt
of CenterPoint Energy, Inc.
 

 

 

 

Investing in our general mortgage bonds involves risks. See “Risk Factors” beginning on page S-5 of this
prospectus supplement.
 

 

 

 

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or determined if this prospectus supplement or the accompanying prospectus is truthful or complete. Any representation to
the contrary is a criminal offense.
 

 

 

 
         

  Per General     
  Mortgage Bond   Total  

 

Public Offering Price(1)        % $            
Underwriting Discount    % $   
Proceeds, before expenses, to CenterPoint Energy Houston Electric, LLC(1)    % $  

 

 

(1) Plus accrued interest from January   , 2009, if settlement occurs after that date.
 

The underwriters expect to deliver the general mortgage bonds to purchasers in New York, New York on or about January   , 2009 through
the book-entry facilities of The Depository Trust Company.
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Prospectus Supplement dated          , 2009.



 

 

You should rely only on the information contained or incorporated by reference in this prospectus supplement, the
accompanying prospectus and any written communication from us or the underwriters specifying the final terms of the offering.
We have not, and the underwriters have not, authorized anyone to provide you with different information. If anyone provides
you with different or inconsistent information, you should not rely on it. We are not making an offer to sell our general mortgage
bonds and are not soliciting an offer to buy our general mortgage bonds in any state where the offer or sale is not permitted. You
should assume that the information we have included in this prospectus supplement or the accompanying prospectus is accurate
only as of the date of this prospectus supplement or the accompanying prospectus, as the case may be, and that any information
we have incorporated by reference is accurate only as of the date of the document incorporated by reference. If the information
varies between this prospectus supplement and the accompanying prospectus, the information in this prospectus supplement
supersedes the information in the accompanying prospectus.
 

The Bank of New York Mellon Trust Company, National Association, in each of its capacities referenced herein, including, but not
limited to, trustee, security registrar and paying agent, has not participated in the preparation of this prospectus supplement and assumes
no responsibility for its content.
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SUMMARY
 

This summary highlights information from this prospectus supplement and the accompanying prospectus. It is not complete and may
not contain all of the information that you should consider before investing in the general mortgage bonds. We encourage you to read
this prospectus supplement, the accompanying prospectus and the documents incorporated by reference in their entirety before making an
investment decision, including the information set forth under the heading “Risk Factors.” Unless the context requires otherwise, the
terms “CenterPoint Houston,” “we,” “our,” and “us” refer to CenterPoint Energy Houston Electric, LLC, and the term “CenterPoint
Energy” refers to CenterPoint Energy, Inc., our indirect parent. Unless the context requires otherwise, we refer to the $      million     %
General Mortgage Bonds, Series U, due 20     offered hereby as the “mortgage bonds.”
 

CenterPoint Energy Houston Electric, LLC
 

We provide electric transmission and distribution services to retail electric providers (REPs) serving approximately 2.0 million
metered customers in a 5,000-square mile area of the Texas Gulf Coast that has a population of approximately 5.5 million people and
includes Houston. We are an indirect wholly owned subsidiary of CenterPoint Energy, a public utility holding company.
 

Our principal executive offices are located at 1111 Louisiana, Houston, Texas 77002 (telephone number: (713) 207-1111).
 

Recent Developments
 

Hurricane Ike.  Our electric delivery system suffered substantial damage as a result of Hurricane Ike, which struck the upper Texas
coast early Saturday, September 13, 2008.
 

The strong Category 2 storm initially left more than 90 percent of our more than 2 million metered customers without power, the
largest outage in our 130-year history. Most of the widespread power outages were due to power lines damaged by downed trees and
debris blown by Hurricane Ike’s hurricane-force wind. In addition, on Galveston Island and along the coastal areas of the Gulf of Mexico
and Galveston Bay, the storm surge and flooding from rains accompanying the storm caused significant damage or destruction of houses
and businesses served by us.
 

We estimate that total costs to restore the electric delivery facilities damaged as a result of Hurricane Ike will be in the range of
$650 million to $750 million. As is common with electric utilities serving coastal regions, the poles, towers, wires, street lights and pole
mounted equipment that comprise our transmission and distribution system are not covered by property insurance, but office buildings
and warehouses and their contents and substations are covered by insurance that provides for a maximum deductible of $10 million.
Current estimates are that total losses to property covered by this insurance were approximately $25 million.
 

In addition to storm restoration costs, we estimate that we lost approximately $17 million in revenue through September 30, 2008,
and will continue to lose minor amounts of revenue that would otherwise have been anticipated from those customers whose service will
not be restored for a longer period. Within the first 18 days after the storm, we had restored power to all customers capable of
receiving it.
 

We are deferring the uninsured storm restoration costs as management believes it is probable that such costs will be recovered
through the regulatory process. As a result, storm restoration costs will not affect our reported net income for 2008. As of September 30,
2008, we recorded an increase of $141 million in construction work in progress and $434 million in regulatory assets for restoration costs
incurred through September 30, 2008. Additional restoration costs were incurred during the fourth quarter of 2008 and are expected to
continue to be incurred during the first quarter of 2009. Through December 31, 2008, we have expended approximately $518 million
related to the restoration of our electric delivery facilities damaged as a result of Hurricane Ike.
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Assuming necessary enabling legislation is enacted by the Texas Legislature in the session that begins in January 2009, we expect
to obtain recovery of our storm restoration costs through the issuance of non-recourse securitization bonds similar to the storm recovery
bonds issued by another Texas utility following Hurricane Rita. Assuming those bonds are issued, we will recover the amount of storm
restoration costs approved by the Public Utility Commission of Texas out of the bond proceeds, with the bonds being repaid over time
through a charge imposed on customers. Alternatively, if securitization is not available, recovery of those costs would be sought through
traditional regulatory mechanisms. Under our 2006 rate case settlement, we are entitled to seek an adjustment to rates in this situation,
even though in most instances our rates are frozen until 2010.
 

364-Day Credit Facility.  On November 25, 2008, we entered into a new $600 million 364-day credit facility. The 364-day credit
facility is secured by a pledge of $600 million aggregate principal amount of general mortgage bonds issued by us. The 364-day credit
facility will provide additional liquidity to us while we seek recovery of the costs incurred as a result of Hurricane Ike, and will terminate
when bonds are issued to securitize those costs if those bonds are issued prior to the normal expiration of the facility on November 24,
2009.
 

True-Up Order Appeal.  On November 25, 2008, we announced that the Supreme Court of Texas has requested the parties to the
pending appeal of the decision by the Public Utility Commission of Texas (Texas Utility Commission) on our true-up application to
submit briefs on the merits.
 

As previously reported, we and other parties to the lower court proceedings have sought review by the Supreme Court of a decision
rendered earlier this year by the Texas Third Court of Appeals in Austin.
 

Although the Supreme Court has not indicated whether or not it will grant review of the lower court’s decision, the Court’s request
for full briefing on the merits will allow the parties to more fully explain their positions to the Court. Under the Court’s order, each party
seeking review will submit its brief, and the other parties will be entitled to submit responses to those briefs. Any decision by the Court to
grant or accept review is discretionary with the Court, and there is no prescribed timeline for action beyond the briefing.
 

Advanced Metering System.  On December 11, 2008, we filed a settlement agreement with the Texas Utility Commission, which
includes a plan to deploy an advanced metering system across our service territory over the next five years. On December 18, 2008 the
settlement agreement was approved by the Texas Utility Commission. We plan to begin installing meters in March 2009.
 

By this settlement, we will recover the cost for the interactive meters through a monthly surcharge to all REPs over 12 years. The
surcharge for each residential consumer for the first 24 months, beginning in February 2009, will be $3.24 per month; thereafter, the
surcharge is scheduled to be reduced to $3.05 per month. These amounts are subject to upward or downward adjustment in future
proceedings to reflect actual costs incurred and to address required changes in scope. We project capital expenditures of approximately
$640 million for the installation of the interactive meters and corresponding communication and data management systems over the five-
year deployment period.
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The Offering
 

Issuer CenterPoint Energy Houston Electric, LLC
 

Bonds Offered $     million aggregate principal amount of     % general mortgage bonds, Series U, due
20  .

 

Maturity Date March 1, 20  .
 

Interest Payment Dates March 1 and September 1, commencing on September 1, 2009.
 

Ranking The mortgage bonds will be our secured obligations under our general mortgage
indenture dated October 10, 2002, as supplemented, and will be subject and junior to
the prior lien of our first mortgage bonds. As of September 30, 2008, we had
approximately $253 million aggregate principal amount of first mortgage bonds
outstanding, including approximately $151 million aggregate principal amount of first
mortgage bonds (not reflected in our financial statements because of the contingent
nature of the obligation) collateralizing debt of CenterPoint Energy.

 

The mortgage bonds will rank on a parity with our other general mortgage bonds. As
of September 30, 2008, we had approximately $2.0 billion aggregate principal amount
of general mortgage bonds outstanding, including approximately $527 million
aggregate principal amount of general mortgage bonds (not reflected in our financial
statements because of the contingent nature of the obligation) collateralizing debt of
CenterPoint Energy. In November 2008, we issued $600 million aggregate principal
amount of general mortgage bonds, which are pledged to secure our obligations under
the 364-day credit facility.

 

Current Ratings (Outlook) Moody’s: Baa2 (Stable)
S&P: BBB+ (Stable)
Fitch: BBB+ (Stable).

 

We cannot assure you that these ratings will remain in effect for any given period of
time or that one or more of these ratings will not be lowered or withdrawn entirely by
a rating agency. We note that these credit ratings are not recommendations to buy, sell
or hold our securities and may be revised or withdrawn at any time by the rating
agency. Each rating should be evaluated independently of any other rating.

 

Optional Redemption We may redeem all or a part of the mortgage bonds at any time and from time to time
by paying the greater of (a) 100% of the principal thereof and (b) the applicable
“make-whole” amount based on U.S. treasury rates as specified in this prospectus
supplement under “Description of the General Mortgage Bonds — Optional
Redemption.”

 

Lack of Public Market for the Mortgage Bonds There is no existing market for the mortgage bonds. We cannot provide any assurance
about:

 

• the liquidity of any markets that may develop for the mortgage bonds;
 

• your ability to sell the mortgage bonds; or
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• the prices at which you will be able to sell the mortgage bonds.
 

Future trading prices of the mortgage bonds will depend on many factors, including:
 

• prevailing interest rates;
 

• our operating results;
 

• the ratings of the mortgage bonds; and
 

• the market for similar securities.
 

We do not intend to apply for listing of the mortgage bonds on any securities exchange
or for quotation of the mortgage bonds in any automated dealer quotation system.

 

Risk Factors You should consider carefully all the information set forth and incorporated by
reference in this prospectus supplement and the accompanying prospectus and, in
particular, you should evaluate the specific factors set forth under “Risk Factors”
beginning on page S-5 of this prospectus supplement before deciding whether to
invest in the mortgage bonds.

 

Governing Law The indenture and the mortgage bonds are governed by, and construed in accordance
with, the laws of the State of New York except to the extent that the law of any
jurisdiction where any portion of the mortgaged property is located will govern the
creation, perfection, priority or enforcement of the lien of the indenture, or the
exercise of remedies with respect to such portions of the mortgaged property.

 

Use of Proceeds The net proceeds from this offering, after deducting underwriters’ discounts and
estimated expenses of the offering, are expected to be approximately $      million. We
intend to use the net proceeds from this offering for general corporate purposes,
including the repayment of borrowings, capital expenditures and storm restoration
costs. See “Use of Proceeds” on page S-13 of this prospectus supplement.

 

Trustee, Security Registrar and Paying Agent The Bank of New York Mellon Trust Company, National Association (as successor to
JPMorgan Chase Bank).
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RISK FACTORS
 

You should consider carefully the following information about risks, as well as risks arising from any legal proceedings identified
or referenced in Part II, Item 1 “Legal Proceedings” of our Quarterly Report on Form 10-Q for the period ended September 30, 2008
(3rd Quarter 2008 Form 10-Q) and in “Legal Proceedings” in Item 3 of our Annual Report on Form 10-K for the year ended
December 31, 2007 (2007 Form 10-K), together with the other information contained in this prospectus supplement and the
accompanying prospectus, before making an investment in the mortgage bonds.
 

Risk Factors Affecting Our Business
 

We may not be successful in ultimately recovering the full value of our true-up components, which could result in the elimination
of certain tax benefits and could have an adverse impact on our results of operations, financial condition and cash flows.

 

In March 2004, we filed our true-up application with the Texas Utility Commission, requesting recovery of $3.7 billion, excluding
interest, as allowed under the Texas Electric Choice Plan (Texas electric restructuring law). In December 2004, the Texas Utility
Commission issued its final order (True-Up Order) allowing us to recover a true-up balance of approximately $2.3 billion, which
included interest through August 31, 2004, and provided for adjustment of the amount to be recovered to include interest on the balance
until recovery, along with the principal portion of additional excess mitigation credits (EMCs) returned to customers after August 31,
2004 and in certain other respects.
 

We and other parties filed appeals of the True-Up Order to a district court in Travis County, Texas. In August 2005, that court issued
its judgment on the various appeals. In its judgment, the district court:
 

 • reversed the Texas Utility Commission’s ruling that had denied recovery of a portion of the capacity auction true-up amounts;
 

 • reversed the Texas Utility Commission’s ruling that precluded us from recovering the interest component of the EMCs paid to
retail electric providers (REPs); and

 

 • affirmed the True-Up Order in all other respects.
 

The district court’s decision would have had the effect of restoring approximately $650 million, plus interest, of the $1.7 billion the
Texas Utility Commission had disallowed from our initial request.
 

We and other parties appealed the district court’s judgment to the Texas Third Court of Appeals, which issued its decision in
December 2007. In its decision, the court of appeals:
 

 • reversed the district court’s judgment to the extent it restored the capacity auction true-up amounts;
 

 • reversed the district court’s judgment to the extent it upheld the Texas Utility Commission’s decision to allow us to recover
EMCs paid to Reliant Energy, Inc. (RRI);

 

 • ordered that the tax normalization issue described below be remanded to the Texas Utility Commission; and
 

 • affirmed the district court’s judgment in all other respects.
 

In April 2008, the court of appeals denied all motions for rehearing and reissued substantially the same opinion as it had rendered in
December 2007.
 

In June 2008, we petitioned the Texas Supreme Court for review of the court of appeals decision. In our petition, we are seeking
reversal of the parts of the court of appeals decision that (i) denied recovery of EMCs paid to RRI, (ii) denied recovery of the capacity
auction true-up amounts allowed by the district court, (iii) affirmed the Texas Utility Commission’s rulings that denied recovery of
approximately $378 million related to depreciation and (iv) affirmed the Texas Utility Commission’s refusal to permit us to utilize the
partial stock valuation methodology for determining the market value of its former generation assets. Two other petitions for review were
filed with the Texas Supreme Court by other parties to the appeal. In those
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petitions parties contend that (i) the Texas Utility Commission was without authority to fashion the methodology it used for valuing the
former generation assets after it had determined that we could not use the partial stock valuation method, (ii) in fashioning the method it
used for valuing the former generating assets, the Texas Utility Commission deprived parties of their due process rights and an
opportunity to be heard, (iii) the net book value of the generating assets should have been adjusted downward due to the impact of a
purchase option that had been granted to RRI, (iv) we should not have been permitted to recover construction work in progress balances
without proving those amounts in the manner required by law and (v) the Texas Utility Commission was without authority to award
interest on the capacity auction true up award.
 

Review by the Texas Supreme Court of the court of appeals decision is at the discretion of the court. In November 2008, the Texas
Supreme Court requested that the parties submit briefs on the merits. Although the Texas Supreme Court has not indicated whether or not
it will grant review of the lower court’s decision, its request for full briefing on the merits will allow the parties to more fully explain
their positions. There is no prescribed time in which the Texas Supreme Court must determine whether to grant review or, if review is
granted, for a decision by that court. Although we and CenterPoint Energy believe that our true-up request is consistent with applicable
statutes and regulations and accordingly that it is reasonably possible that we will be successful in our appeal to the Texas Supreme
Court, we can provide no assurance as to the ultimate court rulings on the issues to be considered in the appeal or with respect to the
ultimate decision by the Texas Utility Commission on the tax normalization issue described below.
 

To reflect the impact of the True-Up Order, in 2004 and 2005 we recorded a net after-tax extraordinary loss of $947 million. No
amounts related to the district court’s judgment or the decision of the court of appeals have been recorded in our consolidated financial
statements. However, if the court of appeals decision is not reversed or modified as a result of further review by the Texas Supreme
Court, we anticipate that we would be required to record an additional loss to reflect the court of appeals decision. The amount of that
loss would depend on several factors, including ultimate resolution of the tax normalization issue described below and the calculation of
interest on any amounts we ultimately are authorized to recover or are required to refund beyond the amounts recorded based on the
True-Up Order, but could range from $130 million to $350 million (pre-tax) plus interest subsequent to December 31, 2007.
 

In the True-Up Order, the Texas Utility Commission reduced our stranded cost recovery by approximately $146 million, which was
included in the extraordinary loss discussed above, for the present value of certain deferred tax benefits associated with our former
electric generation assets. We believe that the Texas Utility Commission based its order on proposed regulations issued by the Internal
Revenue Service (IRS) in March 2003 which would have allowed utilities owning assets that were deregulated before March 4, 2003 to
make a retroactive election to pass the benefits of Accumulated Deferred Investment Tax Credits (ADITCs) and Excess Deferred Federal
Income Taxes (EDFITs) back to customers. However, the IRS subsequently withdrew those proposed normalization regulations and in
March 2008 adopted final regulations that would not permit us to pass the tax benefits back to customers without creating normalization
violations. In addition, CenterPoint Energy received a Private Letter Ruling from the IRS in August 2007, prior to adoption of the final
regulations, that confirmed that the Texas Utility Commission’s order reducing our stranded cost recovery by $146 million for ADITC
and EDFIT would cause normalization violations with respect to the ADITC and EDFIT.
 

If the Texas Utility Commission’s order relating to the ADITC reduction is not reversed or otherwise modified on remand so as to
eliminate the normalization violation, the IRS could require CenterPoint Energy to pay an amount equal to our unamortized ADITC
balance as of the date that the normalization violation is deemed to have occurred. In addition, the IRS could deny us the ability to elect
accelerated tax depreciation benefits beginning in the taxable year that the normalization violation is deemed to have occurred. Such
treatment, if required by the IRS, could have a material adverse impact on our results of operations, financial condition and cash flows in
addition to any potential loss resulting from final resolution of the True-Up Order. In its opinion, the court of appeals ordered that this
issue be remanded to the Texas Utility Commission, as that commission requested. No party, in the petitions for review filed with the
Texas Supreme Court, has challenged that order by the court of appeals, though the Texas Supreme Court, if it grants review, will have
authority to consider all aspects of the ruling discussed above, not just those challenged specifically by the
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appellants. We and CenterPoint Energy will continue to pursue a favorable resolution of this issue through the appellate or administrative
process. Although the Texas Utility Commission has not previously required a company subject to its jurisdiction to take action that
would result in a normalization violation, no prediction can be made as to the ultimate action the Texas Utility Commission may take on
this issue on remand.
 

We must seek recovery of significant restoration costs arising from Hurricane Ike.
 

Our electric delivery system suffered substantial damage as a result of Hurricane Ike, which struck the upper Texas coast on
September 13, 2008. The total cost for the restoration of the system is currently estimated to be in the range of $650 million to
$750 million, but that estimate is preliminary and costs ultimately incurred could vary from that estimate.
 

We believe we are entitled to recover prudently incurred storm costs in accordance with applicable regulatory and legal principles.
We plan to seek passage of legislation to allow securitization of the storm restoration costs through the issuance of dedicated bonds,
which would be repaid over time through a charge imposed on customers. Alternatively, we have the right to seek recovery of these costs
under traditional rate making principles. Our failure to recover costs incurred as a result of Hurricane Ike could adversely affect our
liquidity and financial condition. For more information about our recovery from Hurricane Ike, please read “Summary — Recent
Developments.”
 

Our receivables are concentrated in a small number of REPs, and any delay or default in payment could adversely affect our cash
flows, financial condition and results of operations.

 

Our receivables from the distribution of electricity are collected from REPs that supply the electricity we distribute to their
customers. As of September 30, 2008, we do business with 80 REPs. Adverse economic conditions, structural problems in the market
served by the Electric Reliability Council of Texas, Inc. or financial difficulties of one or more REPs could impair the ability of these
retail providers to pay for our services or could cause them to delay such payments. We depend on these REPs to remit payments on a
timely basis. Applicable regulatory provisions require that customers be shifted to a provider of last resort if a REP cannot make timely
payments. Applicable Texas Utility Commission regulations limit the extent to which we can demand credit protection from REPs for
payments not made prior to the shift to the provider of last resort. RRI, through its subsidiaries, is our largest customer. Approximately
48% of our $182 million in billed receivables from REPs at September 30, 2008 was owed by subsidiaries of RRI. Any delay or default
in payment could adversely affect our cash flows, financial condition and results of operations. RRI’s unsecured debt ratings are currently
below investment grade. If RRI were unable to meet its obligations, it could consider, among various options, restructuring under the
bankruptcy laws, in which event RRI’s subsidiaries might seek to avoid honoring their obligations and claims might be made by creditors
involving payments we have received from RRI’s subsidiaries.
 

Rate regulation of our business may delay or deny our ability to earn a reasonable return and fully recover our costs.
 

Our rates are regulated by certain municipalities and the Texas Utility Commission based on an analysis of our invested capital and
our expenses in a test year. Thus, the rates that we are allowed to charge may not match our expenses at any given time. The regulatory
process by which rates are determined may not always result in rates that will produce full recovery of our costs and enable us to earn a
reasonable return on our invested capital.
 

In this regard, pursuant to the Stipulation and Settlement Agreement approved by the Texas Utility Commission in September 2006,
until June 30, 2010, we are limited in our ability to request rate relief. For more information on the Stipulation and Settlement
Agreement, please read “Business — Regulation — State and Local Regulation — Rate Agreement” in Item 1 of our 2007 Form 10-K.

S-7



Table of Contents

Disruptions at power generation facilities owned by third parties could interrupt our sales of transmission and distribution services.
 

We transmit and distribute to customers of REPs electric power that the REPs obtain from power generation facilities owned by
third parties. We do not own or operate any power generation facilities. If power generation is disrupted or if power generation capacity
is inadequate, our sales of transmission and distribution services may be diminished or interrupted, and our results of operations, financial
condition and cash flows may be adversely affected.
 

Our revenues and results of operations are seasonal.
 

A significant portion of our revenues is derived from rates that we collect from each REP based on the amount of electricity we
distribute on behalf of such REP. Thus, our revenues and results of operations are subject to seasonality, weather conditions and other
changes in electricity usage, with revenues being higher during the warmer months.
 

Risk Factors Associated with Our Consolidated Financial Condition
 

If we are unable to arrange future financings on acceptable terms, our ability to refinance existing indebtedness could be limited.
 

As of September 30, 2008, we had $4.5 billion of outstanding indebtedness on a consolidated basis, which includes $2.6 billion of
non-recourse transition bonds. Our future financing activities may depend, at least in part, on:
 

 • the resolution of the true-up components, including, in particular, the results of appeals to the courts regarding rulings obtained
to date;

 

 • our recovery of restoration costs arising from Hurricane Ike;
 

 • general economic and capital market conditions;
 

 • credit availability from financial institutions and other lenders;
 

 • investor confidence in us and the markets in which we operate;
 

 • maintenance of acceptable credit ratings by us and CenterPoint Energy;
 

 • market expectations regarding our future earnings and cash flows;
 

 • market perceptions of our and CenterPoint Energy’s ability to access capital markets on reasonable terms;
 

 • our exposure to RRI as our customer and in connection with its indemnification obligations arising in connection with its
separation from CenterPoint Energy; and

 

 • provisions of relevant tax and securities laws.
 

As of September 30, 2008, we had outstanding approximately $2.0 billion aggregate principal amount of general mortgage bonds,
including approximately $527 million held in trust to secure pollution control bonds for which CenterPoint Energy is obligated and
approximately $229 million held in trust to secure pollution control bonds for which we are obligated. Additionally, we had outstanding
approximately $253 million aggregate principal amount of first mortgage bonds under the Mortgage and Deed of Trust dated
November 1, 1944, as supplemented, including approximately $151 million held in trust to secure certain pollution control bonds for
which CenterPoint Energy is obligated. We may issue additional general mortgage bonds on the basis of retired bonds, 70% of property
additions or cash deposited with the trustee. Approximately $2.5 billion of additional first mortgage bonds and general mortgage bonds in
the aggregate could be issued on the basis of retired bonds and 70% of property additions as of September 30, 2008. However, we have
contractually agreed that we will not issue additional first mortgage bonds, subject to certain exceptions. In November 2008, we issued
$600 million
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aggregate principal amount of general mortgage bonds, which are pledged to secure our obligations under the 364-day credit facility.
 

Our current credit ratings are discussed in “Summary — The Offering” and in “Management’s Narrative Analysis of the Results of
Operations — Liquidity and Capital Resources — Impact on Liquidity of a Downgrade in Credit Ratings” in Item 2 of our 3rd Quarter
2008 Form 10-Q. These credit ratings may not remain in effect for any given period of time and one or more of these ratings may be
lowered or withdrawn entirely by a rating agency. We note that these credit ratings are not recommendations to buy, sell or hold our
securities. Each rating should be evaluated independently of any other rating. Any future reduction or withdrawal of one or more of our
credit ratings could have a material adverse impact on our ability to access capital on acceptable terms.
 

The financial condition and liquidity of our parent company could affect our access to capital, our credit standing and our
financial condition.

 

Our ratings and credit may be impacted by CenterPoint Energy’s credit standing. As of September 30, 2008, CenterPoint Energy
and its subsidiaries other than us have approximately $213 million principal amount of debt required to be paid through 2010. This
amount excludes amounts related to capital leases, transition bonds and indexed debt securities obligations. If CenterPoint Energy were
to experience a deterioration in its credit standing or liquidity difficulties, our access to credit and our ratings could be adversely affected
and the repayment of notes receivable from CenterPoint Energy in the amount of $750 million as of September 30, 2008 could be
adversely affected.
 

We are an indirect wholly owned subsidiary of CenterPoint Energy. CenterPoint Energy can exercise substantial control over our
dividend policy and business and operations and could do so in a manner that is adverse to our interests.

 

We are managed by officers and employees of CenterPoint Energy. Our management will make determinations with respect to the
following:
 

 • our payment of dividends;
 

 • decisions on our financings and our capital raising activities;
 

 • mergers or other business combinations; and
 

 • our acquisition or disposition of assets.
 

There are no contractual restrictions on our ability to pay dividends to CenterPoint Energy. Our management could decide to
increase our dividends to CenterPoint Energy to support its cash needs. This could adversely affect our liquidity. However, under our
credit facility, our ability to pay dividends is impacted by a covenant that debt, excluding transition bonds, as a percentage of total
capitalization may not exceed 65%.
 

Other Risks
 

We are subject to operational and financial risks and liabilities arising from environmental laws and regulations.
 

Our operations are subject to stringent and complex laws and regulations pertaining to health, safety and the environment as
discussed in “Business — Environmental Matters” in Item 1 of our 2007 Form 10-K. As an owner or operator of electric transmission
and distribution systems, we must comply with these laws and regulations at the federal, state and local levels. These laws and
regulations can restrict or impact our business activities in many ways, such as:
 

 • restricting the way we can handle or dispose of wastes;
 

 • limiting or prohibiting construction activities in sensitive areas such as wetlands, coastal regions, or areas inhabited by
endangered species;
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 • requiring remedial action to mitigate pollution conditions caused by our operations, or attributable to former operations; and
 

 • enjoining the operations of facilities deemed in non-compliance with permits issued pursuant to such environmental laws and
regulations.

 

In order to comply with these requirements, we may need to spend substantial amounts and devote other resources from time to
time to:
 

 • construct or acquire new equipment;
 

 • acquire permits for facility operations;
 

 • modify or replace existing and proposed equipment; and
 

 • clean up or decommission waste disposal areas, fuel storage and management facilities and other locations and facilities.
 

Failure to comply with these laws and regulations may trigger a variety of administrative, civil and criminal enforcement measures,
including the assessment of monetary penalties, the imposition of remedial actions, and the issuance of orders enjoining future
operations. Certain environmental statutes impose strict, joint and several liability for costs required to clean up and restore sites where
hazardous substances have been disposed or otherwise released. Moreover, it is not uncommon for neighboring landowners and other
third parties to file claims for personal injury and property damage allegedly caused by the release of hazardous substances or other waste
products into the environment.
 

Our insurance coverage may not be sufficient. Insufficient insurance coverage and increased insurance costs could adversely
impact our results of operations, financial condition and cash flows.

 

We currently have general liability and property insurance in place to cover certain of our facilities in amounts that we consider
appropriate. Such policies are subject to certain limits and deductibles and do not include business interruption coverage. Insurance
coverage may not be available in the future at current costs or on commercially reasonable terms, and the insurance proceeds received for
any loss of, or any damage to, any of our facilities may not be sufficient to restore the loss or damage without negative impact on our
results of operations, financial condition and cash flows.
 

In common with other companies in our line of business that serve coastal regions, we do not have insurance covering our
transmission and distribution system because we believe it to be cost prohibitive. We may not be able to recover for the losses and
damages to our transmission and distribution properties as a result of Hurricane Ike, or any such losses or damages sustained in the
future, through a change in our regulated rates, and any such recovery may not be timely granted. Therefore, we may not be able to
restore any loss of, or damage to, any of our transmission and distribution properties without negative impact on our results of operations,
financial condition and cash flows.
 

We and CenterPoint Energy could incur liabilities associated with businesses and assets that we have transferred to others.
 

Under some circumstances, we and CenterPoint Energy could incur liabilities associated with assets and businesses we and
CenterPoint Energy no longer own. These assets and businesses were previously owned by Reliant Energy, Incorporated (Reliant
Energy), our predecessor, directly or through subsidiaries and include:
 

 • those transferred to RRI or its subsidiaries in connection with the organization and capitalization of RRI prior to its initial public
offering in 2001; and

 

 • those transferred to Texas Genco Holdings, Inc. (Texas Genco) in connection with its organization and capitalization.
 

In connection with the organization and capitalization of RRI, RRI and its subsidiaries assumed liabilities associated with various
assets and businesses Reliant Energy transferred to them. RRI also agreed to
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indemnify, and cause the applicable transferee subsidiaries to indemnify, CenterPoint Energy and its subsidiaries, including us, with
respect to liabilities associated with the transferred assets and businesses. These indemnity provisions were intended to place sole
financial responsibility on RRI and its subsidiaries for all liabilities associated with the current and historical businesses and operations of
RRI, regardless of the time those liabilities arose. If RRI is unable to satisfy a liability that has been so assumed in circumstances in
which Reliant Energy and its subsidiaries were not released from the liability in connection with the transfer, we and CenterPoint Energy
could be responsible for satisfying the liability.
 

RRI’s unsecured debt ratings are currently below investment grade. If RRI were unable to meet its obligations, it would need to
consider, among various options, restructuring under the bankruptcy laws, in which event RRI might not honor its indemnification
obligations and claims by RRI’s creditors might be made against us as its former owner.
 

Reliant Energy and RRI are named as defendants in a number of lawsuits arising out of energy sales in California and other markets
and financial reporting matters. Although these matters relate to the business and operations of RRI, claims against Reliant Energy have
been made on grounds that include the effect of RRI’s financial results on Reliant Energy’s historical financial statements and liability of
Reliant Energy as a controlling shareholder of RRI. We or CenterPoint Energy could incur liability if claims in one or more of these
lawsuits were successfully asserted against us or CenterPoint Energy and indemnification from RRI were determined to be unavailable or
if RRI were unable to satisfy indemnification obligations owed with respect to those claims.
 

In connection with the organization and capitalization of Texas Genco, Texas Genco assumed liabilities associated with the electric
generation assets Reliant Energy transferred to it. Texas Genco also agreed to indemnify, and cause the applicable transferee subsidiaries
to indemnify, CenterPoint Energy and its subsidiaries, including us, with respect to liabilities associated with the transferred assets and
businesses. In many cases the liabilities assumed were our obligations and we were not released by third parties from these liabilities.
The indemnity provisions were intended generally to place sole financial responsibility on Texas Genco and its subsidiaries for all
liabilities associated with the current and historical businesses and operations of Texas Genco, regardless of the time those liabilities
arose. In connection with the sale of Texas Genco’s fossil generation assets (coal, lignite and gas-fired plants) to Texas Genco LLC, the
separation agreement CenterPoint Energy entered into with Texas Genco in connection with the organization and capitalization of Texas
Genco was amended to provide that all of Texas Genco’s rights and obligations under the separation agreement relating to its fossil
generation assets, including Texas Genco’s obligation to indemnify CenterPoint Energy with respect to liabilities associated with the
fossil generation assets and related business, were assigned to and assumed by Texas Genco LLC. In addition, under the amended
separation agreement, Texas Genco is no longer liable for, and CenterPoint Energy has assumed and agreed to indemnify Texas Genco
LLC against, liabilities that Texas Genco originally assumed in connection with its organization to the extent, and only to the extent, that
such liabilities are covered by certain insurance policies or other similar agreements held by CenterPoint Energy. If Texas Genco or Texas
Genco LLC were unable to satisfy a liability that had been so assumed or indemnified against, and provided Reliant Energy had not been
released from the liability in connection with the transfer, we could be responsible for satisfying the liability.
 

CenterPoint Energy or its subsidiaries have been named, along with numerous others, as a defendant in lawsuits filed by a large
number of individuals who claim injury due to exposure to asbestos. Most claimants in such litigation have been workers who
participated in construction of various industrial facilities, including power plants. Some of the claimants have worked at locations
CenterPoint Energy owns, but most existing claims relate to facilities previously owned by its subsidiaries but currently owned by NRG
Texas LP (previously named Texas Genco LLC). We anticipate that additional claims like those received may be asserted in the future.
Under the terms of the arrangements regarding separation of the generating business from CenterPoint Energy and its sale to Texas
Genco LLC, ultimate financial responsibility for uninsured losses from claims relating to the generating business has been assumed by
Texas Genco LLC and its successor, but CenterPoint Energy has agreed to continue to defend such claims to the extent they are covered
by insurance maintained by CenterPoint Energy, subject to reimbursement of the costs of such defense by Texas Genco LLC.
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The global financial crisis may have impacts on our business and financial condition that we currently cannot predict.
 

The continued credit crisis and related turmoil in the global financial system may have an impact on our business and our financial
condition. Our ability to access the capital markets may be severely restricted at a time when we would like, or need, to access those
markets, which could have an impact on our flexibility to react to changing economic and business conditions. In addition, the cost of
debt financing may be materially adversely impacted by these market conditions. With respect to our debt arrangements, Lehman
Brothers Bank, FSB, which had an approximately $11 million participation in our revolving credit facility, stopped funding its
commitments following the bankruptcy filing of its parent in September 2008 and was terminated as a participating lender in November
2008, causing an $11 million reduction to the total available capacity under our facility. The credit crisis could have an impact on our
remaining lenders or our customers, causing them to fail to meet their obligations to us. Additionally, the crisis could have a broader
impact on business in general in ways that could lead to reduced electricity usage, which could have a negative impact on our revenues.
 

Risks Related to the Mortgage Bonds
 

We cannot assure you that an active trading market will develop for the mortgage bonds.
 

The mortgage bonds will be a new series of securities for which currently there is no established trading market. We do not intend
to apply for the listing of the mortgage bonds on any securities exchange or for quotation of the mortgage bonds on any dealer quotation
system. We cannot assure you that a trading market will develop for the mortgage bonds. Even if a market for the mortgage bonds does
develop, we cannot assure you that there will be liquidity in that market or that the mortgage bonds might not trade for less than their
original value or face amount. The liquidity of any market for the mortgage bonds will depend on the number of holders of those
mortgage bonds, the interest of securities dealers in making a market in the mortgage bonds and other factors. If a liquid market for the
mortgage bonds does not develop, you may be unable to resell the mortgage bonds for a long period of time, if at all. This means you
may not be able to readily convert your mortgage bonds into cash, and the mortgage bonds may not be accepted as collateral for a loan.
 

Even if a market for the mortgage bonds develops, trading prices could be higher or lower than the initial offering price. The price
of the mortgage bonds will depend on many factors, including prevailing interest rates, our operating results and the market for similar
securities. Declines in the market prices for debt securities generally may also materially and adversely affect the liquidity of the
mortgage bonds, independent of our financial performance.
 

The indenture limits the ability of security holders to bring suit, waive defaults and amend the indenture.
 

The indenture under which the mortgage bonds will be issued provides that the consent of holders of certain minimum percentages
of the aggregate principal amount of mortgage bonds and additional general mortgage bonds outstanding under the indenture is required
to waive certain defaults, bring suit and, with exceptions, amend the indenture. Your consent to such actions will not be effective unless
consents are received from the holders of the required minimum amount of such mortgage bonds and other general mortgage bonds.
Further, even if you do not consent to such actions, those actions may still be taken if consented to by the holders of the required
minimum amount of such mortgage bonds and other general mortgage bonds.
 

The indenture provides that the trustee or the holders of 33% or more in aggregate principal amount of mortgage bonds and
additional general mortgage bonds outstanding under the indenture may declare the principal amount of the mortgage bonds and
additional general mortgage bonds to be due and payable immediately, if an event of default shall occur and be continuing.
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USE OF PROCEEDS
 

We expect the net proceeds from this offering to be approximately $      million after deducting estimated underwriting discounts
and offering expenses payable by us. We intend to use the net proceeds from this offering for general corporate purposes, including the
repayment of outstanding borrowings under our revolving credit facility and from the money pool, capital expenditures and storm
restoration costs. As of January 5, 2009, borrowings of approximately $285 million and approximately $22 million were outstanding
under our revolving credit facility and from the money pool, respectively. Borrowings under our revolving credit facility, which matures
in June 2012 and under which affiliates of the underwriters are lenders, currently bear interest at a weighted average interest rate of
1.25%. Borrowings from the money pool, which are payable on demand, currently bear interest at a weighted average interest rate of
1.37%. We used these borrowings for general corporate purposes.

 

CAPITALIZATION
 

The following table sets forth our short-term debt and capitalization as of September 30, 2008. No adjustments have been made for:
 

 • the issuance of the mortgage bonds in this offering or the use of proceeds therefrom, as discussed in “Use of Proceeds” above;
 

 • any changes in borrowings under our revolving credit facility after September 30, 2008; or
 

 • any changes in short-term debt after September 30, 2008. At January 5, 2009, there were no short-term borrowings under our
364-day credit facility.

 

This table should be read in conjunction with our consolidated financial statements and related notes thereto and “Management’s
Narrative Analysis of Results of Operations” included in our 2007 Form 10-K, and our 3rd Quarter 2008 Form 10-Q.
 
         

  September 30, 2008  
  Actual   %  
  (In millions)     

 

Short-Term Debt:         
Short-Term Borrowings from Money Pool  $ 0   –%
Current Portion of Transition Bond Long-Term Debt   208   3 

         

Total Short-Term Debt   208   3 
         

Long-Term Debt:         
Revolving Credit Facility   171   3 
First Mortgage Bonds   102   2 
General Mortgage Bonds   1,489   24 
Transition Bonds   2,381   39 
Notes Payable — Affiliated Companies, net   151   2 

         

Total Long-Term Debt   4,294   70 
         

Total Debt   4,502   73 
Member’s Equity   1,614   27 
         

Total Capitalization and Short-Term Debt  $   6,116        100%
         

S-13



Table of Contents

 

DESCRIPTION OF THE GENERAL MORTGAGE BONDS
 

General
 

The mortgage bonds will be issued as a new series of general mortgage bonds under the General Mortgage Indenture, dated as of
October 10, 2002, between us and The Bank of New York Mellon Trust Company, National Association (successor to JPMorgan Chase
Bank), as trustee (the trustee), as amended and supplemented (the indenture). The descriptions under this heading and the heading “The
Indenture” are summaries of the material provisions of the mortgage bonds and the indenture. Such summaries do not purport to be
complete and are qualified in their entirety by reference to the indenture and the mortgage bonds, forms of which have been or will be
filed and incorporated by reference as exhibits to the registration statement of which this prospectus supplement and the accompanying
prospectus form a part. We urge you to read the indenture because it, not this description, defines your rights as a holder of the mortgage
bonds. References to article and section numbers in this prospectus supplement, unless otherwise indicated, are references to article and
section numbers of the indenture.
 

As of the date of this prospectus supplement, general mortgage bonds have been issued and are outstanding in an aggregate
principal amount equal to approximately $2.6 billion and additional general mortgage bonds may be issued under the indenture, without
limitation as to aggregate principal amount, on the basis of property additions, retired bonds or cash deposited with the trustee. Please
read “The Indenture — Issuance of Indenture Bonds.” The mortgage bonds, the previously issued general mortgage bonds and any
additional general mortgage bonds issued under the indenture are collectively referred to as the “indenture bonds.”
 

The mortgage bonds will bear interest at the rate of     % per annum. Interest on the mortgage bonds is payable semi-annually in
arrears on each March 1 and September 1, commencing September 1, 2009 (each such date with respect to that series, an interest
payment date), to the persons in whose names they are registered at the close of business on the February 15 and August 15, respectively,
immediately preceding the applicable interest payment date; provided, however, that interest payable at maturity (whether at stated
maturity, upon redemption or otherwise) will be payable to the registered bondholder to whom principal is payable. The bonds will be
issued only in denominations of $1,000 principal amount and integral multiples of $1,000 principal amount.
 

The mortgage bonds mature on March 1, 20  . The mortgage bonds are subject to optional redemption before their maturity as
described below. The mortgage bonds are not entitled to the benefit of any sinking fund.
 

The mortgage bonds are initially issuable in book-entry form. Initially, Cede & Co., as nominee for The Depository Trust Company,
or DTC, will be the registered owner of the mortgage bonds and references herein to the bondholders, holders, owners or registered
owners of the mortgage bonds shall mean Cede & Co. and not the beneficial owners of the mortgage bonds. Beneficial owners of the
mortgage bonds will not receive or have the right to receive bond certificates except as hereinafter provided. Please read “— Book-Entry
Delivery and Settlement.”
 

Interest
 

Interest on each mortgage bond will be payable on each interest payment date for each such mortgage bond for the period
commencing on the next preceding interest payment date on which interest has been paid (or if no interest has been paid thereon,
commencing on the date of issuance thereof) to, but not including, such interest payment date.
 

If any interest payment date or the date of maturity falls on a day that is not a business day, all payments to be made on such day
shall be made on the next succeeding business day with the same force and effect as if made on the due date, and no additional interest
shall be payable as a result of such delay in payment. Interest will be computed on the basis of a 360-day year of twelve 30-day months.
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Any interest payable on any interest payment date other than maturity and not so punctually paid or duly provided for will cease to
be payable to the person in whose name the mortgage bond is registered at the close of business on the applicable regular record date and
will instead be payable to the person in whose name the mortgage bond (or one or more predecessor mortgage bonds) is registered at the
close of business on a special record date for the payment of such interest to be fixed by us, notice of which will be given to the
registered holder of the mortgage bond (or one or more predecessor mortgage bonds) not less than 10 days prior to such special record
date. (Section 307)
 

Payment of Mortgage Bonds; Transfers; Exchanges
 

Interest, if any, on each mortgage bond payable on each interest payment date will be paid to the person in whose name such
mortgage bond is registered (the registered holder of any indenture bond being hereinafter called a holder) as of the close of business on
the regular record date relating to such interest payment date; provided, however, that interest payable at maturity will be paid to the
person to whom principal is paid. However, if there has been a default in the payment of interest on any mortgage bond, such defaulted
interest may be payable to the holder of such mortgage bond as of the close of business on a date selected by the trustee which is not
more than 15 days or less than 10 days prior to the date proposed by us for payment of such defaulted interest and not less than 10 days
after the receipt by the trustee of the notice of the proposed payment or in any other lawful manner not inconsistent with the requirements
of any securities exchange on which such mortgage bond may be listed, if the trustee deems such manner of payment practicable.
(Section 307)
 

The principal of and premium, if any, and interest on the mortgage bonds at maturity will be payable upon presentation of the
mortgage bonds at the corporate trust office of The Bank of New York Mellon Trust Company, National Association in Houston, Texas
as paying agent for us. We may change the place of payment on the mortgage bonds, may appoint one or more additional paying agents
(including us) and may remove any paying agent, all at our discretion. (Section 602)
 

The transfer of mortgage bonds may be registered, and mortgage bonds may be exchanged for other mortgage bonds of the same
series, of authorized denominations and of like tenor and aggregate principal amount, at the corporate trust office of The Bank of New
York Mellon Trust Company, National Association in Houston, Texas, as bond registrar for the mortgage bonds. We may change the
place for registration of transfer and exchange of the mortgage bonds, and may designate one or more additional places for such
registration and exchange, all at our discretion. (Sections 602 and 305) No service charge will be made for any registration of transfer or
exchange of the mortgage bonds; however, we may require payment of a sum sufficient to cover any tax or other governmental charge
that may be imposed in connection with any registration of transfer or exchange of mortgage bonds. We will not be required to execute or
to provide for the registration of transfer of or the exchange of:
 

 • any mortgage bond during a period of 15 days prior to giving any notice of redemption; or
 

 • any mortgage bond selected for redemption, in whole or in part, except the unredeemed portion of any mortgage bond being
redeemed in part. (Section 305).

 

All moneys paid by us to a paying agent or the trustee (or held by us in trust) for the payment of the principal of or any premium or
interest on a mortgage bond which remain unclaimed at the end of two years after such principal, premium or interest has become due
and payable will be repaid to us at our request, and the holder of such mortgage bond thereafter may, as an unsecured general creditor,
look only to us for payment thereof, and all liability of the paying agent, the trustee and us (as trustee) with respect thereto shall
thereupon cease. (Section 603)
 

Optional Redemption
 

The mortgage bonds may be redeemed in whole at any time or in part from time to time, at our option, at a redemption price equal
to the greater of:
 

 • 100% of the principal amount of the mortgage bonds then outstanding to be redeemed; or
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 • the sum of the present values of the remaining scheduled payments of principal and interest on the mortgage bonds to be
redeemed (not including any portion of such payments of interest accrued to the date of redemption) discounted to the date of
redemption on a semiannual basis (assuming a 360-day year consisting of twelve 30-day months) at the applicable treasury rate
plus     basis points;

 

plus, in each case, accrued and unpaid interest on the principal amount being redeemed to the redemption date.
 

“treasury rate” means, with respect to any redemption date:
 

 • the yield, under the heading which represents the average for the immediately preceding week, appearing in the most recently
published statistical release designated “H.15 (519)” or any successor publication which is published weekly by the Board of
Governors of the Federal Reserve System and which establishes yields on actively traded U.S. Treasury securities adjusted to
constant maturity under the caption “Treasury Constant Maturities,” for the maturity corresponding to the comparable treasury
issue (if no maturity is within three months before or after the remaining life (as defined below), yields for the two published
maturities most closely corresponding to the comparable treasury issue will be determined and the treasury rate will be
interpolated or extrapolated from such yields on a straight line basis, rounding to the nearest month); or

 

 • if such release (or any successor release) is not published during the week preceding the calculation date or does not contain such
yields, the rate per annum equal to the semiannual equivalent yield to maturity of the comparable treasury issue, calculated using
a price for the comparable treasury issue (expressed as a percentage of its principal amount) equal to the comparable treasury
price for such redemption date.

 

The treasury rate will be calculated on the third business day preceding the date fixed for redemption.
 

“comparable treasury issue” means the U.S. Treasury security selected by an independent investment banker as having a maturity
comparable to the remaining term (remaining life) of the mortgage bonds to be redeemed that would be utilized, at the time of selection
and in accordance with customary financial practice, in pricing new issues of corporate debt securities of comparable maturity to the
remaining term of such mortgage bonds.
 

“comparable treasury price” means (a) the average of five reference treasury dealer quotations for such redemption date, after
excluding the highest and lowest reference treasury dealer quotations, or (b) if the independent investment banker obtains fewer than four
such reference treasury dealer quotations, the average of all such quotations.
 

“independent investment banker” means Credit Suisse Securities (USA) LLC or UBS Securities LLC in each case as specified by
us, or, if these firms are unwilling or unable to select the comparable treasury issue, an independent investment banking institution of
national standing appointed by us.
 

“reference treasury dealer” means (a) Credit Suisse Securities (USA) LLC or UBS Securities LLC and their respective successors,
provided, however, that if any of the foregoing shall cease to be a primary U.S. government securities dealer in the United States of
America (a primary treasury dealer), we will substitute therefor another primary treasury dealer and (b) any other three primary treasury
dealers selected by us after consultation with the independent investment banker.
 

“reference treasury dealer quotations” means, with respect to each reference treasury dealer and any redemption date, the average,
as determined by the independent investment banker, of the bid and asked prices for the comparable treasury issue (expressed in each
case as a percentage of its principal amount) quoted in writing to the independent investment banker at 5:00 p.m., New York City time,
on the third business day preceding such redemption date.
 

The trustee will mail a notice of redemption to each holder of mortgage bonds to be redeemed by first-class mail at least 30 and not
more than 60 days prior to the date fixed for redemption. Unless we default on payment of the redemption price, interest will cease to
accrue on the mortgage bonds or portions thereof called
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for redemption on the date fixed for redemption. If fewer than all of the mortgage bonds are to be redeemed, the trustee will select, not
more than 60 days prior to the redemption date, the particular mortgage bonds or portions thereof for redemption from the outstanding
mortgage bonds not previously called by such method as the trustee deems fair and appropriate.
 

Book-Entry Delivery and Settlement
 

We will issue the mortgage bonds in the form of one or more permanent global securities in definitive, fully registered, book-entry
form. The global securities will be deposited with or on behalf of The Depository Trust Company and registered in the name of Cede &
Co., as nominee of DTC, or will remain in the custody of the trustee in accordance with the FAST Balance Certificate Agreement
between DTC and the trustee.
 

Beneficial interests in the global securities will be represented through book-entry accounts of financial institutions acting on behalf
of beneficial owners as direct and indirect participants in DTC. Investors may hold interests in the global securities through DTC either
directly if they are participants in DTC or indirectly through organizations that are participants in DTC. DTC has advised us as follows:
 

 • DTC is a limited-purpose trust company organized under the New York Banking Law, a “banking organization” within the
meaning of the New York Banking Law, a member of the Federal Reserve System, a “clearing corporation” within the meaning
of the New York Uniform Commercial Code and a “clearing agency” registered under Section 17A of the Securities Exchange
Act of 1934.

 

 • DTC holds securities that its participants deposit with DTC and facilitates the settlement among participants of securities
transactions, such as transfers and pledges, in deposited securities through electronic computerized book-entry changes in
participants’ accounts, thereby eliminating the need for physical movement of securities certificates.

 

 • Direct participants include securities brokers and dealers, banks, trust companies, clearing corporations and other organizations.
 

 • DTC is owned by a number of its direct participants and by The New York Stock Exchange, Inc., the American Stock Exchange
LLC and the Financial Industry Regulatory Authority, Inc.

 

 • Access to the DTC system is also available to others such as securities brokers and dealers, banks and trust companies that clear
through or maintain a custodial relationship with a direct participant, either directly or indirectly.

 

The rules applicable to DTC and its direct and indirect participants are on file with the SEC.
 

We have provided the description of the operations and procedures of DTC in this prospectus supplement solely as a matter of
convenience. These operations and procedures are solely within the control of DTC and are subject to change by it from time to time.
Neither we nor the underwriters or the trustee takes any responsibility for these operations or procedures, and you are urged to contact
DTC or its participants directly to discuss these matters.
 

We expect that under procedures established by DTC:
 

 • upon deposit of the global securities with DTC or its custodian, DTC will credit on its internal system the accounts of direct
participants designated by the underwriters with portions of the principal amounts of the global securities; and

 

 • ownership of the mortgage bonds will be shown on, and the transfer of ownership thereof will be effected only through, records
maintained by DTC or its nominee, with respect to interests of direct participants, and the records of direct and indirect
participants, with respect to interests of persons other than participants.

 

The laws of some jurisdictions may require that purchasers of securities take physical delivery of those securities in definitive form.
Accordingly, the ability to transfer interests in the mortgage bonds represented by a global security to those persons may be limited. In
addition, because DTC can act only on behalf of its
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participants, who in turn act on behalf of persons who hold interests through participants, the ability of a person having an interest in
mortgage bonds represented by a global security to pledge or transfer those interests to persons or entities that do not participate in DTC’s
system, or otherwise to take actions in respect of such interest, may be affected by the lack of a physical definitive security in respect of
such interest.
 

So long as DTC or its nominee is the registered owner of a global security, DTC or that nominee will be considered the sole owner
or holder of the mortgage bonds represented by that global security for all purposes under the indenture and under the mortgage bonds.
Except as provided below, owners of beneficial interests in a global security will not be entitled to have mortgage bonds represented by
that global security registered in their names, will not receive or be entitled to receive physical delivery of certificated mortgage bonds
and will not be considered the owners or holders thereof under the indenture or under the mortgage bonds for any purpose, including with
respect to the giving of any direction, instruction or approval to the trustee. Accordingly, each holder owning a beneficial interest in a
global security must rely on the procedures of DTC and, if that holder is not a direct or indirect participant, on the procedures of the
participant through which that holder owns its interest, to exercise any rights of a holder of mortgage bonds under the indenture or the
global security.
 

Neither we nor the trustee will have any responsibility or liability for any aspect of the records relating to or payments made on
account of mortgage bonds by DTC, or for maintaining, supervising or reviewing any records of DTC relating to the mortgage bonds.
 

Payments on the mortgage bonds represented by the global securities will be made to DTC or its nominee, as the case may be, as
the registered owner thereof. We expect that DTC or its nominee, upon receipt of any payment on the mortgage bonds represented by a
global security, will credit participants’ accounts with payments in amounts proportionate to their respective beneficial interests in the
global security as shown in the records of DTC or its nominee. We also expect that payments by participants to owners of beneficial
interests in the global security held through such participants will be governed by standing instructions and customary practice as is now
the case with securities held for the accounts of customers registered in the names of nominees for such customers. The participants will
be responsible for those payments.
 

Initial settlement for the mortgage bonds will be made in immediately available funds. Secondary market trading between DTC
participants will occur in the ordinary way in accordance with DTC rules and will be settled in immediately available funds. Although
DTC has agreed to the foregoing procedures to facilitate transfers of the mortgage bonds among its participants, it is under no obligation
to perform or continue to perform such procedures and such procedures may be changed or discontinued at any time.
 

Certificated Mortgage Bonds
 

Certificated mortgage bonds will be issued to each person that DTC identifies as the beneficial owner of the mortgage bonds
represented by the global securities, upon surrender by DTC of the global securities, if (i) we notify the trustee in writing that DTC or any
successor depositary (the “depositary”) is no longer willing or able to act as a depositary for the global securities or DTC ceases to be
registered as a clearing agency under the Securities Exchange Act of 1934 and a successor depositary is not appointed within 90 days of
such notice or cessation, (ii) we, at our option and subject to DTC procedures, notify the trustee in writing that we elect to cause the
issuance of mortgage bonds in definitive form under the indenture or (iii) upon the occurrence of certain other events as provided
pursuant to the indenture.
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THE INDENTURE
 

Security
 

Except as otherwise contemplated below under this heading and subject to the exceptions specifically discussed under “— Release
of Property” and “— Defeasance,” all outstanding indenture bonds, will be secured, equally and ratably, by the lien of the indenture on
substantially all properties owned by us (and not excepted or released from the lien thereof), and improvements, extensions and additions
to, and renewals and replacements of, such properties (the mortgaged property). The lien of the indenture will be junior, subject and
subordinate to the lien of our existing first mortgage indenture.
 

The term “first mortgage indenture” means the Mortgage and Deed of Trust, dated as of November 1, 1944, from our predecessor in
interest, Houston Lighting & Power Company, to The Bank of New York Mellon Trust Company, National Association (successor to
South Texas Commercial National Bank of Houston), as trustee, as heretofore and hereafter amended and supplemented and “first
mortgage bonds” means the first mortgage bonds issued thereunder. As of September 30, 2008, there was approximately $253 million
aggregate principal amount of first mortgage bonds outstanding, including approximately $151 million aggregate principal amount of
first mortgage bonds (not reflected in our financial statements because of the contingent nature of the obligation) collateralizing debt of
CenterPoint Energy.
 

The indenture provides that until the first mortgage collateralization date (as defined below), we will not issue any additional first
mortgage bonds under the first mortgage indenture, except:
 

 • first mortgage bonds in place of, and in substitution for, or to refund, other first mortgage bonds, if (a) the aggregate principal
amount of such new first mortgage bonds shall not exceed the aggregate principal amount of such other first mortgage bonds,
and (b) the final stated maturity date of such new first mortgage bonds shall be a date not later than the final stated maturity date
of such other first mortgage bonds;

 

 • as necessary to replace any mutilated, lost or destroyed first mortgage bonds or to effect exchanges and transfers of first
mortgage bonds; and

 

 • at any time first mortgage bonds are issued pursuant to the first bullet point above, additional first mortgage bonds in an
aggregate principal amount of up to $118 million for the purpose of satisfying the requirement under the indentures pursuant to
which certain pollution control bonds were issued by various governmental authorities (which indentures provide that, if we
issue first mortgage bonds in certain circumstances, we also are required to issue first mortgage bonds to secure such pollution
control bonds on an equal and ratable basis). (Section 611)

 

At any time, in our discretion, we may issue and deliver to the trustee as security under the indenture, first mortgage bonds in an
aggregate principal amount equal to the aggregate principal amount of indenture bonds then outstanding; provided that such first
mortgage bonds (the first mortgage collateral bonds) shall:
 

 • have terms of payment equivalent to those of such indenture bonds;
 

 • provide that payments by us in respect of principal, premium, if any, or interest due under the indenture bonds will offset our
equivalent payment obligations under the first mortgage collateral bonds; and

 

 • provide for the mandatory redemption of the first mortgage collateral bonds upon acceleration of the maturity of such indenture
bonds unless acceleration is deemed to have been waived and the declaration and consequences of the acceleration are deemed to
have been rescinded and annulled in accordance with the indenture. (Section 701)

 

The date on which such first mortgage collateral bonds are delivered to the trustee is referred to herein as the “first mortgage
collateralization date.”
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Lien of the Indenture
 

General.  The indenture constitutes a lien on substantially all our real property and tangible personal property, other than property
excepted from such lien and such property as may be released from such lien in accordance with the terms of the indenture, subject to no
liens prior to the lien of the indenture other than the lien of the first mortgage indenture (so long as the first mortgage indenture remains
in effect) and other liens permitted to exist.
 

Permitted Liens and Certain Other Liens Permitted to Exist.  The indenture provides that after-acquired property (other than
excepted property) will be subject to the lien of the indenture; provided, however, that in the case of our consolidation or merger into
another entity or transfer of the mortgaged property as or substantially as an entirety, the indenture will not be required to be a lien upon
any of the properties then owned or thereafter acquired by the successor entity except properties acquired from us in or as a result of such
transaction, and improvements, extensions and additions to such properties and renewals, replacements and substitutions of or for any
part or parts thereof and that in the case of a consolidation or merger with respect to which we are the surviving entity, the indenture will
not be required to be a lien on any properties acquired by us in or as a result of such transaction or any improvements, extensions or
additions to such properties or any renewals, replacements or substitutions of or for any part or parts thereof. (Article Thirteen) Please
read “— Consolidation, Merger, Etc.” below. In addition, after-acquired property may be subject to liens existing or placed thereon at the
time of acquisition thereof, including, but not limited to, purchase money liens.
 

Without the consent of the holders, we and the trustee may enter into supplemental indentures in order to subject to the lien of the
indenture additional property (including property which would otherwise be excepted from such lien). (Section 1401) Such property
would thereupon constitute property additions (so long as it would otherwise qualify as property additions as described below) and be
available as a basis for the issuance of additional general mortgage bonds. Please read “— Issuance of Indenture Bonds.”
 

Excepted Property.  There are excepted from the lien of the indenture, among other things:
 

 • cash, deposit accounts, shares of stock, interests in general or limited partnerships, securities not deposited with or held by the
trustee;

 

 • contracts, leases and other agreements of all kinds;
 

 • contract rights, bills, notes and other instruments and chattel paper;
 

 • revenues, income and earnings, accounts, accounts receivable and unbilled revenues, rents, tolls, issues, product and profits,
claims, credits, demands and judgments;

 

 • governmental and other licenses, permits, franchises, consents and allowances (except to the extent that any of the same
constitute rights or interests relating to the occupancy or use of real property);

 

 • certain intellectual property rights, domain names and other general intangibles;
 

 • vehicles, movable equipment, vessels and aircraft and supplies used in connection with the foregoing; and all personal property
of such character that the perfection of a security interest therein or other lien thereon is not governed by the Uniform
Commercial Code as in effect in the jurisdiction in which such property is located;

 

 • all goods, stock in trade, wares, merchandise and inventory held for sale or lease in the ordinary course of business;
 

 • materials, supplies, inventory and other personal property consumable in the operation of the mortgaged property;
 

 • fuel;
 

 • portable tools and equipment;
 

 • furniture and furnishings;
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 • computers and data processing, data storage, data transmission, telecommunications and certain other facilities and equipment
used primarily for administrative or clerical purposes or not otherwise necessary for the operation or maintenance of facilities
and equipment for the generation, transmission and distribution of electric energy and our other buildings and improvements;

 

 • coal, ore, gas, oil and other minerals and timber, and all rights and interests in any of the foregoing;
 

 • electric energy, gas (natural or artificial), steam, water and other products generated, produced, manufactured, purchased or
otherwise acquired by us;

 

 • real property, gas wells, pipelines, and other facilities or property used or to be used for the production, gathering, transmission,
storage or distribution of natural gas, crude oil or other hydrocarbons or minerals;

 

 • leasehold interests held by us as lessee;
 

 • facilities and equipment for the storage, transmission and distribution of water; and
 

 • other property excepted from or released from the lien of the first mortgage indenture prior to the date of the indenture. (See
“Excepted Property” under “Granting Clauses” in the indenture and “Granting Clauses” in the first mortgage indenture.)

 

Permitted Liens.  The lien of the indenture is subject to permitted liens and certain other liens permitted to exist. Under the
indenture, permitted liens include the following, among other, liens:
 

 • liens for taxes, assessments and other governmental charges which are not delinquent or are being contested in good faith or
which secure charges that do not exceed $5 million;

 

 • mechanics’, workmen’s and similar liens and certain other liens arising in the ordinary course of business for charges or
requirements which are not delinquent or which are being contested in good faith and by appropriate proceedings;

 

 • liens in respect of judgments:
 

 • in an amount not exceeding the greater of $10 million and 3% of the sum of the then outstanding aggregate principal amount
of indenture bonds and first mortgage bonds other than first mortgage collateral bonds then outstanding; or

 

 • with respect to which we shall in good faith be prosecuting an appeal and with respect to which we have secured a stay of
execution pending such appeal or shall have the right to prosecute an appeal;

 

 • easements, leases or other rights of others in, and defects in title to, the mortgaged property which do not in the aggregate
materially impair the use by us of the mortgaged property considered as a whole;

 

 • liens, defects, irregularities and limitations in title to real property subject to rights-of-way in our favor or used primarily for
right-of-way purposes or property held by us under lease, easement, license or similar right; provided, however, that (i) we have
obtained from the apparent owner of such property a sufficient right, by the terms of the instrument granting such right-of-way,
lease, easement, license or similar right, to the use thereof for the purposes for which we acquired the same, (ii) we have power
under eminent domain or similar statutes to remove such defects, irregularities or limitations or (iii) such defects, irregularities
and limitations may be otherwise remedied without undue effort or expense; and defects, irregularities and limitations in title to
flood lands, flooding rights and/or water rights;

 

 • liens securing indebtedness and other obligations of others upon real property existing at the date of the indenture or at the time
of our acquisition of such property;

 

 • leases existing at the date of the indenture and subsequent leases for not more than 15 years or which do not materially impair
our use of the property subject thereto;

 

 • liens of lessors or licensors for amounts due which are not delinquent or are being contested in good faith;
 

 • controls, restrictions or obligations imposed by governmental authorities upon the mortgaged property or the operation thereof;
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 • rights of governmental authorities to purchase or designate a purchaser of the mortgaged property;
 

 • liens required by law or governmental regulation as a condition to the transaction of any business or the exercise of any privilege
or license, or to enable us to maintain self-insurance or to participate in any funds established to cover insurance risks or in
connection with workmen’s compensation, unemployment insurance, social security or any pension or welfare benefit plan or
program;

 

 • liens to secure the performance of duties or public or statutory, bid or performance obligations or to secure, or serve in lieu of,
surety, stay or appeal bonds;

 

 • rights of others to take minerals, timber, electric energy, gas, water, steam or other products produced by us or by others on our
property;

 

 • rights and interests of persons other than us arising out of agreements to which we are a party relating to the common ownership
or joint use of property, and liens on the interests of such persons in such property if and to the extent that the enforcement of
such liens would not adversely affect our interests in such property;

 

 • restrictions on assignment and/or requirements of any assignee to qualify as a permitted assignee and/or public utility or public
service company;

 

 • liens which have been bonded for the full amount in dispute or for the payment of which other security arrangements have been
made;

 

 • easements, ground leases or rights-of-way on or across our property for the purpose of roads, pipelines, transmission or
distribution lines, communication lines, railways and other similar purposes, provided that the same do not materially impair the
use by us of such property or rights-of-way;

 

 • liens on our air or water pollution control, sewage or solid waste disposal or other similar facilities in connection with the
issuance of pollution control revenue bonds, in connection with financing the cost of, or construction, acquisition, improvement,
repair or maintenance of, such facilities;

 

 • the trustee’s lien specified below;
 

 • prepaid liens; and
 

 • the lien of the first mortgage indenture. (Granting Clauses and Section 101)
 

“Prepaid lien” means any lien securing indebtedness for the payment, prepayment or redemption of which there shall have been
irrevocably deposited in trust with the trustee or other holder of such lien moneys and/or investment securities which (together with the
interest reasonably expected to be earned from the investment and reinvestment in investment securities of the moneys and/or the
principal of and interest on the investment securities so deposited) shall be sufficient for such purpose; provided, however, that if such
indebtedness is to be redeemed or otherwise prepaid prior to the stated maturity thereof, any notice requisite to such redemption or
prepayment shall have been given in accordance with the instrument creating such lien or irrevocable instructions to give such notice
shall have been given to such trustee or other holder; and provided, further, that the first mortgage indenture shall not be deemed to be a
prepaid lien unless it shall have been satisfied and discharged and all first mortgage bonds issued thereunder shall be deemed to have
been paid, all in accordance with the provisions thereof. (Section 101)
 

Trustee’s Lien.  The indenture provides that the trustee will have a lien, prior to the lien on behalf of the holders of indenture bonds,
upon the mortgaged property for the payment of its reasonable compensation and expenses and for indemnity against certain liabilities.
(Section 1107)
 

Issuance of Indenture Bonds
 

The aggregate principal amount of indenture bonds that may be authenticated and delivered under the indenture is unlimited.
(Section 301). Additional general mortgage bonds of any series may be issued from time to time, provided that the first mortgage
collateralization date has not occurred, on the basis of property
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additions, retired bonds (as such terms are defined below) and cash deposited with the trustee, and in an aggregate principal amount not
exceeding:
 

 • 70% of the cost (as defined below) or fair value (as defined below) (whichever is less) of property additions (as described below)
that do not constitute funded property (as defined below) after certain deductions and additions, primarily including adjustments
to offset property retirements;

 

 • the aggregate principal amount of retired bonds; and
 

 • an amount of cash deposited with the trustee. (Article Four)
 

As of September 30, 2008, the aggregate principal amount of additional general mortgage bonds and first mortgage bonds that
could be issued was approximately $2.5 billion based on retired bonds and 70% of property additions. We have contractually agreed,
subject to certain exceptions, that we will not issue additional first mortgage bonds. In November 2008, we issued $600 million aggregate
principal amount of general mortgage bonds, which are pledged to secure our obligations under the 364-day credit facility.
 

In addition, any issuance of additional general mortgage bonds after March 31, 2003, other than any issuance on the basis of retired
bonds having an applicable interest rate not less than the interest rate applicable to the additional general mortgage bonds to be issued,
requires that we provide a net earnings certificate demonstrating that the adjusted net earnings (as defined below) for the specified
12 month period are not less than 200% of the annual interest requirements (as defined below) for the specified 12 month period.
 

“Adjusted net earnings” means the amount for a period of 12 consecutive calendar months within the 18 calendar months
immediately preceding the first day of the month in which we intend to issue additional indenture bonds of:
 

 • our operating revenues for such period; minus
 

 • our operating expenses, excluding:
 

 • expenses for taxes on income or profits;
 

 • provisions for reserves for renewals, replacements, depreciation, depletion or retirement of property or provisions for
amortization of property;

 

 • interest expense, including the amortization of debt discount, premium, expense or loss on reacquired debt, for any
maintenance and replacement, improvement or sinking fund or other device for the retirement or amortization of any
indebtedness;

 

 • non-recurring charge or expenses; and
 

 • provisions for any refund of our revenues previously collected or accrued; plus
 

 • our other income, net of related expenses (excluding expenses or provisions for any non-recurring charges).
 

“Annual interest requirements” means the interest requirements for one year, at the respective stated interest rates, if any, borne
before maturity, upon:
 

 • all outstanding indenture bonds, except any for the payment or redemption of which indenture bonds applied for are to be issued;
 

 • all indenture bonds then applied for in pending applications for the original issuance of indenture bonds, including the
application in connection with which the net earnings certificate is made;

 

 • all outstanding first mortgage bonds, except any for the payment or redemption of which the indenture bonds applied for are to
be issued; and

 

 • the principal amount of all other indebtedness, except:
 

 • first mortgage collateral bonds;
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 • our indebtedness, the repayment of which supports or is supported by other indebtedness included in annual interest
requirements pursuant to one of the other clauses of this definition;

 

 • indebtedness for the payment of which the indenture bonds applied for are to be issued; and
 

 • indebtedness secured by a prepaid lien prior to the lien of the indenture upon property subject to the lien of the indenture;
 

outstanding on the date of such computation and secured by a lien on a parity with or prior to the lien of the indenture upon
property subject to the lien of the indenture, if such indebtedness has been issued, assumed or guaranteed by us or if we
customarily pay the interest upon the principal thereof or collections from our customers are applied to, or pledged as security for
the payment of such interest;

 

provided, however, that if any such indebtedness bears interest at a variable rate, then the interest requirement on such indebtedness shall
be determined by reference to the rate in effect on the day immediately preceding the date of such computation in the case of outstanding
indebtedness and by reference to the rate in effect at issuance in the case of indebtedness to be issued; and provided, further, that any
amounts collected by others to be applied to debt service on our indebtedness, and not otherwise treated on our books as revenue, shall be
added to our operating revenues when determining adjusted net earnings.
 

“Cost” with respect to property additions generally means the sum of:
 

 • any cash paid in the acquisition of such property;
 

 • an amount equivalent to the fair market value in cash of any securities or other property paid in the acquisition of such property;
 

 • the principal amount of any obligations secured by prior lien (other than the lien of the first mortgage indenture) upon such
property additions outstanding at the time of the acquisition thereof;

 

 • the principal amount of any other obligations incurred or assumed in connection with the payment for such property additions or
for the acquisition thereof; and

 

 • any other amounts which, in accordance with generally accepted accounting principles, are properly charged or chargeable to our
plant or other property accounts with respect to such property additions as part of the cost of construction or acquisition thereof,
including, but not limited to any allowance for funds used during construction or any similar or analogous amount;

 

provided, however, that:
 

 • with respect to property additions owned by our successor immediately prior to the time it shall have become such successor
or acquired by our successor in or as a result of an acquisition, consolidation or merger (excluding property additions owned
by us), cost shall mean the amount or amounts at which such property additions are recorded in the plant or other property
accounts of such successor, or the predecessor from which such property additions are acquired, as the case may be,
immediately prior to such consolidation or merger;

 

 • with respect to property additions which shall have been acquired (otherwise than by construction) by us without any
consideration consisting of cash, securities or other property or the incurring or assumption of indebtedness or other
obligation, no determination of cost shall be required and, wherever provision is made for cost or fair value, cost with respect
to such property additions shall mean an amount equal to the fair value to us thereof or, if greater, the aggregate amount
reflected in our books of account with respect thereto upon the acquisition thereof; and

 

 • in no event shall the cost of property additions be required to reflect any depreciation or amortization in respect of such
property additions, or any adjustment to the amount or amounts at which such property additions are recorded in plant or other
property accounts due to the non-recoverability of investment or otherwise.
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If any property additions include property which has been used or operated by third parties in a business similar to that in which it
has been or is to be used or operated by us, the cost thereof need not be reduced by any amount in respect of any goodwill, going concern
value rights and/or intangible property simultaneously acquired and in such case the term property additions as defined herein may
include such goodwill, going concern value rights and intangible property.
 

“Fair value,” with respect to property, generally means the fair value of such property as may reasonably be determined by
reference to:
 

 • the amount which would be likely to be obtained in an arm’s-length transaction with respect to such property between an
informed and willing buyer and an informed and willing seller, under no compulsion, respectively, to buy or sell;

 

 • the amount of investment with respect to such property which, together with a reasonable return thereon, would be likely to be
recovered through ordinary business operations or otherwise;

 

 • the cost, accumulated depreciation and replacement cost with respect to such property; and/or
 

 • any other relevant factors;
 

provided, however, that:
 

 • the fair value of property shall generally be determined without deduction for any liens on such property prior to the lien of
the indenture; and

 

 • the fair value of property additions shall not reflect any reduction relating to the fact that such property additions may be of
less value to a person which is not the owner or operator of the mortgaged property or any portion thereof than to the owner or
operator.

 

Fair value may be determined, in the discretion of the expert certifying the same, without physical inspection, by the use of accounting
and/or engineering records and/or other data maintained by us or otherwise available to such expert.
 

“Funded property” generally includes property additions which have been designated funded property in an expert’s certificate,
made the basis of the authentication and delivery of indenture bonds, made the basis for the release of mortgaged property, made the
basis for the withdrawal of cash, substituted for retired funded property or used for other specified purposes under the indenture. (See
Section 102)
 

“Property additions” generally include any property which is owned by us and is subject to the lien of the indenture except (with
certain exceptions) goodwill, going concern value rights or intangible property, or any property the cost of acquisition or construction of
which is properly chargeable to one of our operating expense accounts. (See Section 103)
 

“Retired bonds” means, generally:
 

 • indenture bonds which are no longer outstanding under the indenture, which have not been retired by the application of funded
cash and which have not been used as the basis for the authentication and delivery of indenture bonds, the release of property or
the withdrawal of cash; and

 

 • certain first mortgage bonds issued under the first mortgage indenture which could be used as a basis for the authentication and
delivery of additional first mortgage bonds under the first mortgage indenture and have been retired after the initial issuance of
indenture bonds under the indenture;

 

provided, however, that no first mortgage bond may be used as the basis for the authentication and delivery of both additional indenture
bonds and additional first mortgage bonds. (See Section 101).
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Outstanding General Mortgage Bonds and Basis for the Issuance of the Mortgage Bonds
 

As of January 5, 2009, we have outstanding approximately $2.6 billion aggregate principal amount of general mortgage bonds,
including:
 

 • approximately $527 million aggregate principal amount of general mortgage bonds issued to trustees under the indentures
pursuant to which certain pollution control bonds were issued by various governmental authorities. These general mortgage
bonds secure the obligation of CenterPoint Energy under various installment payment and bond amortization agreements to pay
installments of principal and interest that support the related pollution control bonds;

 

 • approximately $229 million aggregate principal amount of general mortgage bonds issued to secure pollution control bonds for
which we are obligated;

 

 • approximately $1.3 billion aggregate principal amount of general mortgage bonds issued directly to the public; and
 

 • approximately $600 million aggregate principal amount of general mortgage bonds pledged to secure our obligations under the
364-day credit facility.

 

The mortgage bonds will be established in the Twenty-First Supplemental Indenture between us and the trustee and will be issued
on the basis of retired bonds.
 

Release of Property
 

Unless an event of default (as defined below) has occurred and is continuing, we may obtain the release from the lien of the
indenture of any funded property upon delivery to the trustee of certain certificates and an amount in cash equal to the amount, if any, by
which 70% of the cost of the property to be released (or, if less at that time, the fair value of such property at the time it became funded
property) exceeds the aggregate of:
 

 • an amount equal to 70% of the aggregate principal amount of obligations secured by purchase money liens delivered to the
trustee, subject to certain limitations described below;

 

 • an amount equal to 70% of the cost or fair value (whichever is less) of certified property additions not constituting funded
property after certain deductions and additions, primarily including adjustments to offset property retirements (except that such
adjustments need not be made if such property additions were acquired or made within the 90-day period preceding the release);

 

 • the aggregate principal amount of additional general mortgage bonds we would be entitled to issue on the basis of retired bonds
(with such entitlement being waived by operation of such release);

 

 • any amount of cash and/or an amount equal to 70% of the aggregate principal amount of obligations secured by purchase money
liens upon the property released delivered to the trustee or other holder of a lien prior to the lien of the indenture, subject to
certain limitations described below;

 

 • on or after the first mortgage collateralization date, the aggregate principal amount of first mortgage bonds delivered to the
trustee to be held as first mortgage collateral bonds;

 

 • the aggregate principal amount of outstanding indenture bonds delivered to the trustee (with such indenture bonds to be canceled
by the trustee); and

 

 • any taxes and expenses incidental to any sale, exchange, dedication or other disposition of the property to be released.
(Section 803)

 

As used in the indenture, the term “purchase money lien” means, generally, a lien on the property being acquired, disposed of by us
or being released from the lien of the indenture, which is taken or retained by the transferor of such property to secure all or part of the
purchase price thereof or granted to one or more other persons (other than the transferor) who by making advances or incurring an
obligation, give value to enable the grantor of the lien to acquire rights in such property, or granted to another person in connection with
the release of property from the lien of the indenture on the basis of a deposit with the trustee or other holder of a

S-26



Table of Contents

lien prior to the lien of the indenture of obligations secured by such lien on such property, or held by a trustee or agent for the benefit of
any such persons, and may include liens which cover property in addition to the property being released and/or which secure
indebtedness in addition to indebtedness to the transferor of such property or which otherwise constitutes a purchase money lien under
applicable law. (Section 101) Generally, the principal amount of obligations secured by purchase money liens used as the basis for the
release of property may not exceed 75% of the fair value of such property unless no additional obligations are outstanding, or are
permitted to be issued, under such purchase money lien. (Section 803)
 

Property that is not funded property may generally be released from the lien of the indenture without depositing any cash or
property with the trustee as long as:
 

 • the aggregate amount of cost or fair value (whichever is less) of all property additions which do not constitute funded property
(excluding the property to be released) after certain deductions and additions, primarily including adjustments to offset property
retirements, is not less than zero; or

 

 • the cost or fair value (whichever is less) of property to be released does not exceed the aggregate amount of the cost or fair value
(whichever is less) of property additions acquired, made or constructed within the 90-day period preceding the request of such
release. (Section 804)

 

The indenture provides simplified procedures for the release of minor properties and property taken by eminent domain, and
provides for dispositions of certain obsolete property and grants or surrender of certain rights without any release or consent by the
trustee. (Sections 802, 805, 807 and 808)
 

If we retain any interest in any property released from the lien of the indenture, the indenture will not become a lien on such
property or such interest therein or any improvements, extensions or additions to such property or renewals, replacements or substitutions
of or for such property or any part or parts thereof unless we execute a supplemental indenture containing a grant, conveyance, transfer
and mortgage thereof. (Section 809)
 

Withdrawal of Cash
 

Unless an event of default has occurred and is continuing and subject to certain limitations, cash held by the trustee may, generally:
 

 • be withdrawn by us:
 

 • to the extent of an amount equal to 70% of the cost or fair value to us (whichever is less) of property additions not constituting
funded property, after certain deductions and additions, primarily including adjustments to offset retirements (except that such
adjustments need not be made if such property additions were acquired or made within the 90-day period preceding the
withdrawal);

 

 • in an amount equal to the aggregate principal amount of additional general mortgage bonds that we would be entitled to issue
on the basis of retired bonds (with the entitlement to such issuance being waived by operation of such withdrawal);

 

 • on or after the first mortgage collateralization date, in an amount equal to the aggregate principal amount of first mortgage
bonds delivered to the trustee to be held as first mortgage collateral bonds; or

 

 • in an amount equal to the aggregate principal amount of outstanding indenture bonds delivered to the trustee; or
 

 • upon our request, be applied to the purchase of indenture bonds or the payment (or provision therefor) at stated maturity of any
indenture bonds or the redemption (or provision therefor) of any indenture bonds which are redeemable. (Section 806)
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Consolidation, Merger, Etc.
 

We may not consolidate with or merge into any other entity or convey, transfer or lease, subject to the lien of this indenture, the
mortgaged property as or substantially as an entirety to any entity unless:
 

 • the entity formed by such consolidation or into which we are merged or the entity which acquires by conveyance or transfer, or
which leases, the mortgaged property as or substantially as an entirety is an entity organized and existing under the laws of the
United States, or any State or Territory thereof or the District of Columbia; and

 

 • such entity executes and delivers to the trustee a supplemental indenture that:
 

 • in the case of a consolidation, merger, conveyance or other transfer, or in the case of a lease if the term thereof extends beyond
the last stated maturity of the indenture bonds then outstanding, contains an express assumption by such entity of the due and
punctual payment of the principal of and premium, if any, and interest, if any, on the indenture bonds and the performance of
all of our covenants and conditions under the indenture; and

 

 • in the case of a consolidation, merger, conveyance or other transfer, contains a grant, conveyance, transfer and mortgage by
such entity:

 

 • confirming the lien of the indenture on the mortgaged property; and
 

 • subjecting to such lien all property thereafter acquired by such entity that shall constitute an improvement, extension or
addition to the mortgaged property or renewal, replacement or substitution of or for any part thereof and, at the election of
such entity, subjecting to the lien of the indenture such other property then owned or thereafter acquired by such entity as
such entity shall specify; and

 

 • in the case of a lease, such lease is made expressly subject to termination by us or by the trustee at any time during the
continuance of an event of default; and

 

 • immediately after giving effect to such transaction, no event of default and no event which, with notice or lapse of time or both,
would become an event of default shall have occurred and be continuing. (Section 1301)

 

In the case of the conveyance or other transfer of the mortgaged property as or substantially as an entirety to any other entity, upon
the satisfaction of all the conditions described above, we would be released and discharged from all obligations under the indenture and
on the indenture bonds then outstanding unless we elect to waive such release and discharge. (Section 1304) For purposes of this section,
“entity” means an individual, corporation, limited liability company, company, association, joint stock company, partnership, limited
liability partnership, joint venture, trust, unincorporated organization or governmental authority.
 

Modification of Indenture
 

Modifications without Consent.  Without the consent of any holders, we and the trustee may enter into one or more supplemental
indentures for any of the following purposes, among others:
 

 • to evidence the succession of another entity to us and the assumption by any such successor of our covenants and agreements in
the indenture and in the indenture bonds; or

 

 • to add one or more covenants or other provisions for the benefit of all holders or for the benefit of the holders of, or to remain in
effect only so long as there shall be outstanding, indenture bonds of one or more specified series (for the purposes of this
subsection, “series” includes tranches thereof), or to surrender any right or power conferred upon us by the indenture; or

 

 • to correct or amplify the description of any property at any time subject to the lien of the indenture; or better to assure, convey
and confirm to the trustee any property subject or required to be subjected to the lien of the indenture; or to subject to the lien of
the indenture additional property (including property of others); to specify any additional permitted liens with respect to such
additional property
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 and to modify the provisions in the indenture for dispositions of certain types of property without release in order to specify any
additional items with respect to such additional property; or

 

 • to establish the form or terms of additional general mortgage bonds of any series as permitted by the indenture; or
 

 • to evidence and provide for the acceptance of appointment by a successor trustee or by a co-trustee; or
 

 • to provide for the procedures required to permit the utilization of a non-certificated system of registration for all, or any series of,
the indenture bonds; or

 

 • to change any place or places where:
 

 • the principal of and premium, if any, and interest, if any, on all or any series of indenture bonds will be payable;
 

 • all or any series of indenture bonds may be surrendered for registration of transfer;
 

 • all or any series of indenture bonds may be surrendered for exchange; and
 

 • notices and demands to or upon us in respect of all or any series of indenture bonds and the indenture may be served; or
 

 • to provide for the authentication and delivery of bearer bonds and coupons appertaining thereto representing interest, if any,
thereon and for the procedures for the registration, exchange and replacement thereof and for the giving of notice to, and the
solicitation of the vote or consent of, the holders thereof, and for any and all other matters incidental thereto; or

 

 • to comply with the rules of any securities exchange on which any series of indenture bonds may be listed; or
 

 • to modify the indenture to comply with the Trust Indenture Act of 1939, as amended (the Trust Indenture Act) or any similar
federal statute, and to add such provisions as may be expressly permitted by such act, subject to certain exceptions; or

 

 • to cure any ambiguity, to correct or supplement any provision therein which may be defective or inconsistent with any other
provision therein, or to make any other additions to, deletions from or other changes to the provisions thereof; provided that such
additions, deletions and/or other changes do not adversely affect the interests of the holders of indenture bonds of any series in
any material respect. (Section 1401)

 

Without limiting the generality of the foregoing, if the Trust Indenture Act is amended after the date of the indenture in such a way
as to require changes to the indenture or the incorporation therein of additional provisions, the indenture will be deemed to have been
amended so as to conform to such amendment or to effect such changes or elimination, and we and the trustee may, without the consent
of any holders, enter into one or more supplemental indentures to evidence or effect such amendment. (Section 1401)
 

Modifications Requiring Consent.  Except as provided above, the consent of the holders of not less than a majority in aggregate
principal amount of the indenture bonds of all series then outstanding, considered as one class, is required for the purpose of adding any
provisions to, or changing in any manner, or eliminating any of the provisions of, the indenture pursuant to one or more supplemental
indentures; provided, however, that if less than all of the series of indenture bonds outstanding are directly affected by a proposed
supplemental indenture, then the consent only of the holders of a majority in aggregate principal amount of outstanding indenture bonds
of all series so directly affected, considered as one class, will be required; and provided, further, that if the indenture bonds of any series
have been issued in more than one tranche and if the proposed supplemental indenture directly affects the rights of the holders of one or
more, but less than all such tranches, then the consent only of the holders of a majority in aggregate principal amount of the
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outstanding indenture bonds of all such tranches so directly affected, considered as one class, will be required; and provided, further, that
no such amendment or modification may:
 

 • change the stated maturity of the principal of, or any installment of principal of or interest on, any indenture bond, or reduce the
principal amount thereof or the rate of interest thereon (or the amount of any installment of interest thereon) or change the
method of calculating such rate or any premium payable upon the redemption thereof, or reduce the amount of the principal of
any discount bond or other indenture bond that would be due and payable upon a declaration of acceleration of maturity or
change the coin or currency in which any indenture bond or any premium or the interest thereon is payable, or impair the right to
institute suit for the enforcement of any such payment on or after the stated maturity of any indenture bond (or, in the case of
redemption, on or after the redemption date) without, in any such case, the consent of the holder of such indenture bond;

 

 • permit the creation of any lien (not otherwise permitted by the indenture) ranking prior to the lien of the indenture with respect to
all or substantially all of the mortgaged property or terminate the lien of the indenture on all or substantially all of the mortgaged
property or deprive the holders of the benefit of the lien of the indenture, without, in any such case, the consent of the holders of
all indenture bonds then outstanding;

 

 • reduce the percentage in principal amount of the outstanding indenture bonds of any series, or tranche thereof, the consent of the
holders of which is required for any such supplemental indenture, or the consent of the holders of which is required for any
waiver of compliance with any provision of the indenture or of any default thereunder and its consequences, or reduce the
requirements for quorum or voting, without, in any such case, the consent of the holder of each outstanding indenture bond of
such series; or

 

 • modify any of the provisions (with certain exceptions) of the indenture relating to supplemental indentures, waivers of certain
covenants and waivers of past defaults with respect to the indenture bonds without the consent of the holder of each outstanding
indenture bond affected thereby.

 

A supplemental indenture that changes or eliminates any covenant or other provision of the indenture that has expressly been
included solely for the benefit of the holders of, or that is to remain in effect only so long as there shall be outstanding, indenture bonds
of one or more specified series or modifies the rights of the holders of indenture bonds of such series with respect to such covenant or
other provision, will be deemed not to affect the rights under the indenture of the holders of the indenture bonds of any other series.
(Section 1402)
 

Waiver
 

The holders of at least a majority in aggregate principal amount of all indenture bonds may waive our obligations to comply with
certain covenants, including the covenants to maintain our corporate or other legal existence and properties, pay taxes and discharge liens
and maintain certain insurance and our covenant with respect to merger, consolidation or the transfer or lease of the mortgaged property
as or substantially as an entirety, described above, provided that such waiver occurs before the time such compliance is required. The
holders of at least a majority of the aggregate principal amount of outstanding indenture bonds of all affected series or tranches,
considered as one class, may waive, before the time for such compliance, compliance with any covenant specified with respect to
indenture bonds of such series or tranches thereof. (Section 609) The holders of at least a majority in aggregate principal amount of all
indenture bonds outstanding may waive past defaults, not including defaults in the payment of principal, premium or interest or defaults
with respect to provisions that cannot be modified without the consent of each holder affected thereby, under the indenture.
(Section 1017)
 

Events of Default
 

Each of the following events constitutes an event of default under the indenture:
 

 • failure to pay interest on any indenture bond within 30 days after the same becomes due and payable;
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 • failure to pay principal of or premium, if any, on any indenture bond when it becomes due and payable;
 

 • failure to perform or breach of any of our covenants or warranties in the indenture (other than a covenant or warranty a default in
the performance of which or breach of which is dealt with elsewhere under this paragraph) for a period of 90 days after there has
been given to us by the trustee, or to us and the trustee by the holders of at least 33% in principal amount of outstanding
indenture bonds, a written notice specifying such default or breach and requiring it to be remedied and stating that such notice is
a “notice of default,” unless the trustee, or the trustee and the holders of a principal amount of indenture bonds not less than the
principal amount of indenture bonds the holders of which gave such notice, as the case may be, agree in writing to an extension
of such period prior to its expiration; provided, however, that the trustee, or the trustee and such holders, as the case may be, will
be deemed to have agreed to an extension of such period if corrective action has been initiated by us within such period and is
being diligently pursued;

 

 • certain events relating to reorganization, bankruptcy and insolvency of us or appointment of a receiver, trustee or other similar
official for our property; and

 

 • the occurrence of any default or any other event under the first mortgage indenture, and the expiration of the applicable grace
period, if any, specified in the first mortgage indenture, if the effect of such default or other event is to accelerate, or to permit
the acceleration of, the maturity of any amount due under the first mortgage indenture; provided, however, that the waiver or
cure of such event of default under the first mortgage indenture shall constitute a cure of such default. (Section 1001)

 

Remedies
 

Acceleration of Maturity.  If an event of default occurs and is continuing, then the trustee or the holders of not less than 33% in
principal amount of indenture bonds then outstanding may declare the principal amount (or if the indenture bonds are discount bonds,
such portion of the principal amount as may be provided for such discount bonds pursuant to the terms of the indenture) of all of the
indenture bonds then outstanding, together with premium, if any, and accrued interest, if any, thereon to be immediately due and payable.
At any time after such declaration of acceleration of the indenture bonds then outstanding, but before the sale of any of the mortgaged
property and before a judgment or decree for payment of money shall have been obtained by the trustee as provided in the indenture, the
event or events of default giving rise to such declaration of acceleration will, without further act, be deemed to have been waived, and
such declaration and its consequences will, without further act, be deemed to have been rescinded and annulled, if:
 

 • we have paid or deposited with the trustee a sum sufficient to pay:
 

 • all overdue interest, if any, on all indenture bonds then outstanding;
 

 • the principal of and premium, if any, on any indenture bonds then outstanding which have become due otherwise than by such
declaration of acceleration and interest thereon at the rate prescribed therefor in such indenture bonds; and

 

 • all amounts due to the trustee as compensation and reimbursement as provided in the indenture; and
 

 • any other event or events of default, other than the non-payment of the principal of indenture bonds that shall have become due
solely by such declaration of acceleration, shall have been cured or waived as provided in the indenture. (Section 1002)

 

Possession of Mortgaged Property
 

Under certain circumstances and to the extent permitted by law, if an event of default occurs and is continuing, the trustee has the
power to take possession of, and to hold, operate and manage, the mortgaged property, or with or without entry, sell the mortgaged
property. If the mortgaged property is sold, whether by the trustee or pursuant to judicial proceedings, the principal of the outstanding
indenture bonds (or if the indenture bonds are discount bonds, such portion of the principal amount as may be provided for such discount
bonds pursuant to the terms of the indenture), if not previously due, will become immediately due and payable, together with premium, if
any, and any accrued interest. (Sections 1003, 1004 and 1005)
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Right to Direct Proceedings
 

If an event of default occurs and is continuing, the holders of a majority in principal amount of the indenture bonds then outstanding
will have the right to direct the time, method and place of conducting any proceedings for any remedy available to the trustee or
exercising any trust or power conferred on the trustee, provided that such direction does not conflict with any rule of law or with the
indenture, and the trustee may take any other action deemed proper by it which is not inconsistent with such direction and the trustee may
decline to follow such direction if it shall determine in good faith that the proceeding would involve it in personal liability.
(Section 1016)
 

Limitation On Right to Institute Proceedings
 

No holder of any indenture bond will have any right to institute any proceeding, judicial or otherwise, with respect to the indenture
or for the appointment of a receiver or for any other remedy thereunder unless:
 

 • such holder has previously given to the trustee written notice of a continuing event of default;
 

 • the holders of not less than a majority in aggregate principal amount of the indenture bonds then outstanding have made written
request to the trustee to institute proceedings in respect of such event of default and have offered the trustee reasonable
indemnity against costs and liabilities to be incurred in complying with such request; and

 

 • for sixty days after receipt of such notice, the trustee has failed to institute any such proceeding and no direction inconsistent
with such request has been given to the trustee during such sixty-day period by the holders of a majority in aggregate principal
amount of indenture bonds then outstanding.

 

Furthermore, no holder will be entitled to institute any such action if and to the extent that such action would disturb or prejudice
the rights of other holders. (Section 1011)
 

No Impairment of Right to Receive Payment
 

Notwithstanding that the right of a holder to institute a proceeding with respect to the indenture is subject to certain conditions
precedent, each holder of an indenture bond has the absolute and unconditional right to receive payment of the principal of and premium,
if any, and interest, if any, on such indenture bond when due and to institute suit for the enforcement of any such payment, and such
rights may not be impaired without the consent of such holder. (Section 1012)
 

Notice of Default
 

The trustee is required to give the holders notice of any default under the indenture to the extent required by the Trust Indenture
Act, unless such default shall have been cured or waived, except that no such notice to holders of a default of the character described in
the third bullet point under “Events of Default” may be given until at least 75 days after the occurrence thereof. (Section 1102) The
Trust Indenture Act currently permits the trustee to withhold notices of default (except for certain payment defaults) if the trustee in good
faith determines the withholding of such notice to be in the interests of the holders.
 

Indemnification of Trustee
 

As a condition precedent to certain actions by the trustee in the enforcement of the lien of the indenture and institution of action on
the indenture bonds, the trustee may require adequate indemnity against costs, expenses and liabilities to be incurred in connection
therewith. (Sections 1011, 1101 and 1103)
 

Remedies Limited By State Law
 

The laws of any jurisdiction where the mortgaged property is located may limit or deny the ability of the trustee or bondholders to
enforce certain rights and remedies provided in the indenture in accordance with their terms.
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Defeasance
 

Any indenture bonds, or any portion of the principal amount thereof, will be deemed to have been paid for all purposes of the
indenture, and the entirety of our indebtedness in respect thereof will be deemed to have been satisfied and discharged, if there has been
irrevocably deposited with the trustee or any paying agent (other than us), in trust:
 

 • money (including funded cash not otherwise applied pursuant to the indenture) in an amount which will be sufficient;
 

 • in the case of a deposit made prior to the date on which principal is due, eligible obligations (as described below), which do not
contain provisions permitting the redemption or other prepayment thereof at the option of the issuer thereof, the principal of and
the interest on which when due, without any regard to reinvestment thereof, will provide monies which, together with the money,
if any, deposited with or held by the trustee or such paying agent, will be sufficient; or

 

 • a combination of options in the preceding bullet points which will be sufficient;
 

to pay when due the principal of and premium, if any, and interest, if any, due and to become due on such indenture bonds or portions
thereof. (Section 901) For this purpose, eligible obligations include direct obligations of, or obligations unconditionally guaranteed by,
the United States of America, entitled to the benefit of the full faith and credit thereof, and certificates, depository receipts or other
instruments that evidence a direct ownership interest in such obligations or in any specific interest or principal payments due in respect
thereof.
 

Notwithstanding the foregoing, no indenture bond shall be deemed to have been paid as aforesaid unless we shall have delivered to
the trustee either:
 

 • an opinion of counsel in the United States reasonably acceptable to the trustee confirming that (i) we have received from, or
there has been published by, the Internal Revenue Service a ruling or (ii) since the date of the indenture, there has been a change
in the applicable federal income tax law, in either case to the effect that, and based thereon such opinion of counsel shall confirm
that, the holders of the outstanding indenture bonds will not recognize income, gain or loss for federal income tax purposes as a
result of such defeasance and will be subject to federal income tax on the same amounts, in the same manner and at the same
times as would have been the case if such defeasance had not occurred; or

 

 • an instrument wherein we, notwithstanding the satisfaction and discharge of our indebtedness in respect of indenture bonds, shall
assume the obligation (which shall be absolute and unconditional) to irrevocably deposit with the trustee such additional sums of
money, if any, or additional government obligations, if any, or any combination thereof, at such time or times, as shall be
necessary, together with the money and/or government obligations theretofore so deposited, to pay when due the principal of and
premium, if any, and interest due and to become due on such indenture bonds or portions thereof; provided, however, that such
instrument may state that our obligation to make additional deposits as aforesaid shall be subject to the delivery to us by the
trustee of (i) a notice asserting the deficiency accompanied by an opinion of an independent public accountant of nationally
recognized standing showing the calculation thereof and (ii) an opinion of tax counsel in the United States reasonably acceptable
to the trustee to the effect that the holders of the outstanding indenture bonds will not recognize income, gain or loss for federal
income tax purposes as a result of such defeasance and will be subject to federal income tax on the same amounts, in the same
manner and at the same times as would have been the case if such defeasance had not occurred.

 

Duties of the Trustee; Resignation; Removal
 

The trustee will have, and will be subject to, all the duties and responsibilities specified with respect to an indenture trustee under
the Trust Indenture Act. Subject to such provisions, the trustee will be under no obligation to exercise any of the powers vested in it by
the indenture at the request of any holder of indenture bonds, unless offered reasonable indemnity by such holder against the costs,
expenses and liabilities which
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might be incurred thereby. (Section 1103) The trustee will not be required to expend or risk its own funds or otherwise incur financial
liability in the performance of its duties if the trustee reasonably believes that repayment or adequate indemnity is not reasonably assured
to it. (Section 1101)
 

The trustee may resign at any time by giving written notice thereof to us or may be removed at any time by the holders of a majority
in principal amount of indenture bonds then outstanding delivered to the trustee and us. No resignation or removal of the trustee and no
appointment of a successor trustee will become effective until the acceptance of appointment by a successor trustee in accordance with
the requirements of the indenture. So long as no event of default or event which, after notice or lapse of time, or both, would become an
event of default has occurred and is continuing, if we have delivered to the trustee a resolution of our board of directors appointing a
successor trustee and such successor has accepted such appointment in accordance with the terms of the indenture, the trustee will be
deemed to have resigned and the successor will be deemed to have been appointed as trustee in accordance with the indenture.
(Section 1110)
 

Evidence to Be Furnished to the Trustee
 

Compliance with indenture provisions is evidenced by written statements of our officers or persons selected or paid by us. In certain
cases, opinions of counsel and certification of an engineer, accountant, appraiser or other expert (who in some cases must be
independent) must be furnished. In addition, the indenture requires that we give the trustee, not less often than annually, a brief statement
as to our compliance with the conditions and covenants under the indenture.
 

Governing Law
 

New York law governs the indenture and the mortgage bonds, except to the extent that the law of any jurisdiction where any portion
of the mortgaged property is located will govern the creation, perfection, priority or enforcement of the lien of the indenture, or the
exercise of remedies with respect to such portions of the mortgaged property. (Section 115)
 

The Trustee
 

The Bank of New York Mellon Trust Company, National Association is the trustee under the indenture and will be the principal
paying agent and registrar for the mortgage bonds. As of September 30, 2008, the trustee served as trustee for approximately $2.5 billion
aggregate principal amount of our debt securities and pollution control bonds issued on our behalf. The trustee also serves as trustee for
$600 million aggregate principal amount of general mortgage bonds we pledged in November 2008 to secure our obligations under our
364-day credit facility. In addition, the trustee serves as trustee for debt securities of our parent company, CenterPoint Energy, and some
of its subsidiaries, aggregating approximately $5.6 billion as of September 30, 2008. CenterPoint Energy maintains brokerage
relationships and a rabbi trust with the trustee and its affiliates, who may maintain other relationships with CenterPoint Energy or its
affiliates in the ordinary course of business in the future.
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THE FIRST MORTGAGE INDENTURE
 

General
 

The descriptions under this heading are summaries of certain provisions of the first mortgage indenture. Such summaries do not
purport to be complete and are qualified in their entirety by reference to the first mortgage indenture, a copy of which has been
incorporated by reference as an exhibit to the registration statement of which this prospectus supplement and the accompanying
prospectus form a part. We urge you to read the first mortgage indenture because it, not this description, defines the rights of the holders
of first mortgage bonds.
 

Security
 

The first mortgage indenture constitutes a first mortgage lien on all of our present properties (except as stated below), subject to
excepted encumbrances. There are excepted from the lien of the first mortgage indenture all of the following: cash and securities;
equipment, materials or supplies acquired for consumption in the operation of our properties or for resale in the ordinary course of our
business; timber, minerals, mineral rights and royalties; and accounts receivable, contracts, leases and operating agreements.
 

The first mortgage indenture contains provisions for subjecting certain after-acquired property to the lien thereof, subject to any
preexisting liens and to certain limitations in the case of our consolidation or merger or the sale of substantially all of our assets.
 

The first mortgage indenture provides that the trustee thereunder will have a lien upon the mortgaged property, prior to the first
mortgage bonds, for the payment of its reasonable compensation and expenses for indemnity against certain liabilities.
 

As of September 30, 2008, the aggregate principal amount of first mortgage bonds outstanding under the first mortgage indenture
was approximately $253 million.
 

Events of Default
 

Each of the following events constitutes an event of default under the first mortgage indenture:
 

 • failure to pay principal when due;
 

 • failure to pay any interest installment, continued for 60 days;
 

 • failure to pay any installment of any fund established under the first mortgage indenture for the purchase or redemption of any
first mortgage bonds, continued for 60 days;

 

 • failure to perform any covenant of the company, continued for 90 days after written notice; and
 

 • certain events in bankruptcy, reorganization or insolvency.
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UNDERWRITING
 

Subject to the terms and conditions set forth in an underwriting agreement between us and the underwriters named below, for whom
Credit Suisse Securities (USA) LLC, Scotia Capital (USA) Inc. and UBS Securities LLC are acting as representatives, we have agreed to
sell to each of the underwriters, and each of the underwriters has severally agreed to purchase from us, the principal amount of mortgage
bonds set forth opposite its name below.
 
     

Underwriter  Principal Amount  
 

Credit Suisse Securities (USA) LLC     
Scotia Capital (USA) Inc.     
UBS Securities LLC     
Comerica Securities, Inc.     
HSBC Securities (USA) Inc.     
Mitsubishi UFJ Securities International plc     
RBC Capital Markets Corporation     
SunTrust Robinson Humphrey, Inc.     
Wells Fargo Securities, LLC     
     

Total  $               
     

 

The obligations of the underwriters, including their agreement to purchase the mortgage bonds from us, are several and not joint.
The underwriting agreement provides that the obligations of the underwriters are subject to certain conditions and that the underwriters
will be obligated to purchase all of the mortgage bonds if any are purchased. The underwriting agreement also provides that if an
underwriter defaults, the purchase commitments of the non-defaulting underwriters may be increased or the offering of mortgage bonds
may be terminated.
 

The underwriters have advised us that they propose to initially offer the mortgage bonds to the public at the offering price appearing
on the cover page of this prospectus supplement and may also offer the mortgage bonds to dealers at a price that represents a concession
not in excess of     % of the principal amount of the mortgage bonds. Any underwriter may allow, and any of these dealers may re-allow,
a concession not in excess of     % of the principal amount of the mortgage bonds. After the initial offering of the mortgage bonds, the
underwriters may from time to time vary the offering price and other selling terms.
 

The mortgage bonds are a new issue of securities with no established trading market. We do not intend to apply for listing of the
mortgage bonds on any national securities exchange. The underwriters have advised us that they intend to make a market in the mortgage
bonds after the offering, although they are under no obligation to do so. The underwriters may discontinue any market-making activities
at any time without any notice. We can give no assurance as to the liquidity of the trading market for the mortgage bonds or that a public
trading market for the mortgage bonds will develop.
 

In connection with the offering of the mortgage bonds, the underwriters may engage in transactions that stabilize, maintain or
otherwise affect the price of the mortgage bonds. Specifically, the underwriters may overallot in connection with the offering of the
mortgage bonds, creating a syndicate short position. In addition, the underwriters may bid for, and purchase, the mortgage bonds in the
open market to cover short positions or to stabilize the price of the mortgage bonds. Finally, the underwriters may reclaim selling
concessions allowed for distributing the mortgage bonds in the offering, if the underwriters repurchase previously distributed mortgage
bonds in transactions to cover short positions, in stabilization transactions or otherwise. Any of these activities may stabilize or maintain
the market prices of the mortgage bonds above independent market levels. The underwriters are not required to engage in any of these
activities, and may end any of them at any time without notice.
 

We estimate that our share of the total expenses of the offering, excluding underwriting discounts and commissions, will be
approximately $605,000.
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We have agreed to indemnify the underwriters against, or contribute to payments that the underwriters may be required to make in
respect of, certain liabilities, including liabilities under the Securities Act of 1933, as amended.
 

Mitsubishi UFJ Securities International plc is not a U.S. registered broker-dealer and, therefore, to the extent that it intends to effect
any sales of the mortgage bonds in the United States, it will do so through one or more U.S. registered broker-dealers as permitted by
FINRA regulations.
 

In the ordinary course of their respective businesses, the underwriters and/or their affiliates have engaged, and may in the future
engage, in commercial banking, investment banking or investment management transactions with us and our affiliates for which they
have received, and will in the future receive, customary compensation. The underwriters or certain of their affiliates are lenders under our
revolving credit facility. We intend to use a portion of the net proceeds of the offering in connection with the repayment of borrowings
under our revolving credit facility, as described under “Use of Proceeds.” Because more than 10% of the net offering proceeds may be
paid to the underwriters or their respective affiliates or associated persons, this offering is being made pursuant to the provisions of
Rule 5110(h) of the Conduct Rules of the Financial Industry Regulatory Authority, Inc.
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LEGAL MATTERS
 

Baker Botts L.L.P., Houston, Texas will pass on the validity of the mortgage bonds offered in this prospectus supplement. Scott E.
Rozzell, Esq., our Executive Vice President, General Counsel and Corporate Secretary, or Rufus S. Scott, Esq., our Senior Vice President,
Deputy General Counsel and Assistant Corporate Secretary, may pass on other legal matters for us. Dewey & LeBoeuf LLP will pass on
certain legal matters for the underwriters.

 

EXPERTS
 

The consolidated financial statements and the related consolidated financial statement schedule, incorporated in this document by
reference from our Annual Report on Form 10-K for the year ended December 31, 2007 have been audited by Deloitte & Touche LLP, an
independent registered public accounting firm, as stated in their reports (which reports (1) express an unqualified opinion on the
consolidated financial statements and include an explanatory paragraph regarding the adoption of a new accounting standard related to
conditional asset retirement obligations in 2005 and (2) express an unqualified opinion on the consolidated financial statement schedule),
which are incorporated herein by reference. Such consolidated financial statements and consolidated financial statement schedule have
been so incorporated in reliance upon the reports of such firm given upon their authority as experts in accounting and auditing.

 

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION
 

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

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

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

 • the resolution of the true-up proceedings, including, in particular, the results of appeals to the courts regarding rulings obtained
to date;

 

 • state and federal legislative and regulatory actions or developments, including deregulation or re-regulation of our business,
environmental regulations, including regulations related to global climate change, and changes in or application of laws or
regulations applicable to the various aspects of our business;

 

 • timely and appropriate rate actions and increases, allowing recovery of costs, including those associated with Hurricane Ike, and
a reasonable return on investment;

 

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

 • weather variations and other natural phenomena;
 

 • changes in interest rates or rates of inflation;
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 • commercial bank and financial market conditions, our access to capital, the cost of such capital, and the results of our financing
and refinancing efforts, including availability of funds in the debt capital markets;

 

 • actions by rating agencies;
 

 • non-payment for our services due to financial distress of our customers, including RRI;
 

 • the ability of RRI and its subsidiaries to satisfy their other obligations to us, including indemnity obligations;
 

 • the outcome of litigation brought by or against us;
 

 • our ability to control costs;
 

 • the investment performance of CenterPoint Energy employee benefit plans;
 

 • our potential business strategies, including acquisitions or dispositions of assets or businesses, which we cannot assure will be
completed or will have the anticipated benefits to us;

 

 • acquisitions and merger activities involving CenterPoint Energy or our competitors; and
 

 • other factors we discuss in “Risk Factors” in Item 1A of Part I of our Annual Report on Form 10-K for the year ended
December 31, 2007, and other reports we file from time to time with the SEC that are incorporated herein by reference.

 

You should not place undue reliance on forward-looking statements. Each forward-looking statement speaks only as of the date of
the particular statement.

 

WHERE YOU CAN FIND MORE INFORMATION
 

We file annual, quarterly and current reports and other information with the SEC. You may read and copy any document we file
with the SEC at the SEC’s public reference room located at 100 F Street, N.E., Washington, D.C. 20549. You may obtain further
information regarding the operation of the SEC’s public reference room by calling the SEC at 1-800-SEC-0330. Our filings are also
available to the public on the SEC’s Internet site located at http://www.sec.gov. You can obtain information about us at the offices of the
New York Stock Exchange, 20 Broad Street, New York, New York 10005.
 

This prospectus supplement, which includes information incorporated by reference (see “Incorporation by Reference” below), is
part of a registration statement we have filed with the SEC relating to the securities we may offer. As permitted by SEC rules, this
prospectus supplement does not contain all of the information we have included in the registration statement and the accompanying
exhibits and schedules we file with the SEC. You may refer to the registration statement, the exhibits and the schedules for more
information about us and our securities. The registration statement, exhibits and schedules are available at the SEC’s public reference
room or through its Internet site.

 

INCORPORATION BY REFERENCE
 

We are “incorporating by reference” into this prospectus supplement certain information we file with the SEC. This means we are
disclosing important information to you by referring you to the documents containing the information. The information we incorporate
by reference is considered to be part of this prospectus supplement. Information that we file later with the SEC that is deemed
incorporated by reference into this prospectus supplement (but not information deemed to be furnished to and not filed with the SEC)
will automatically update and supersede information previously included.
 

We are incorporating by reference into this prospectus supplement the documents listed below and any subsequent filings we make
with the SEC under Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange
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Act of 1934 (excluding information deemed to be furnished and not filed with the SEC) until all the securities are sold:
 

 • our Annual Report on Form 10-K for the year ended December 31, 2007,
 

 • our Quarterly Reports on Form 10-Q for the periods ended March 31, 2008, June 30, 2008 and September 30, 2008, and
 

 • our Current Reports on Form 8-K filed on February 12, 2008, September 23, 2008, October 8, 2008, November 19, 2008,
December 1, 2008, December 12, 2008 (excluding the information furnished pursuant to Item 7.01 thereof) and December 29,
2008 (excluding the information furnished pursuant to Item 7.01 thereof).

 

You may also obtain a copy of our filings with the SEC at no cost by writing to or telephoning us at the following address:

 

CenterPoint Energy Houston Electric, LLC
Attn: Investor Relations

P.O. Box 4567
Houston, Texas 77210-4567

(713) 207-6500
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PROSPECTUS
 

CenterPoint Energy Houston Electric, LLC
1111 Louisiana

Houston, Texas 77002
(713) 207-1111

 

CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
 

GENERAL MORTGAGE BONDS
 

This prospectus relates to general mortgage bonds that we may offer from time to time. We will provide additional terms of the
general mortgage bonds (the mortgage bonds) in one or more supplements to this prospectus. You should read this prospectus and the
related prospectus supplement carefully before you invest in the mortgage bonds. No person may use this prospectus to offer and sell the
mortgage bonds unless a prospectus supplement accompanies this prospectus.
 

Investing in the mortgage bonds involves risks. See “Risk Factors” on page 3 of this prospectus.
 

 

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.
 

 

The date of this prospectus is October 9, 2008.
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ABOUT THIS PROSPECTUS
 

This prospectus is part of a registration statement we have filed with the Securities and Exchange Commission (SEC) using a
“shelf” registration process. Using this process, we may offer the mortgage bonds referred to in this prospectus in one or more offerings.
Each time we use this prospectus to offer mortgage bonds, we will file a supplement to this prospectus with the SEC that will describe
the specific terms of the offering and the mortgage bonds. The prospectus supplement may also add to, update or change the information
contained in this prospectus. Before you invest, you should carefully read this prospectus, the applicable prospectus supplement and the
information contained in the documents we refer to under the heading “Where You Can Find More Information.”
 

You should rely only on the information contained or incorporated by reference in this prospectus, any prospectus
supplement and any written communication from us or any underwriter specifying the final terms of a particular offering. We
have not authorized anyone to provide you with different information. We are not making an offer of these mortgage bonds in
any state where the offer is not permitted. You should not assume that the information contained in this prospectus, any
prospectus supplement or any written communication from us or any underwriter specifying the final terms of a particular
offering is accurate as of any date other than the date on the front of that document. Any information we have incorporated by
reference is accurate only as of the date of the document incorporated by reference.
 

The Bank of New York Mellon Trust Company, National Association, in its capacity as trustee for the mortgage bonds, has not
participated in the preparation of this prospectus and assumes no responsibility for its content.
 

WHERE YOU CAN FIND MORE INFORMATION
 

We file annual, quarterly and current reports and other information with the SEC. You may read and copy any document we file
with the SEC at the SEC’s public reference room located at 100 F Street, N.E., Washington, D.C. 20549. You may obtain further
information regarding the operation of the SEC’s public reference room by calling the SEC at 1-800-SEC-0330. Our filings are also
available to the public on the SEC’s Internet site located at http://www.sec.gov. You can obtain information about us at the offices of the
New York Stock Exchange, 20 Broad Street, New York, New York 10005.
 

This prospectus, which includes information incorporated by reference (see “Incorporation by Reference” below), is part of a
registration statement we have filed with the SEC relating to the mortgage bonds we may offer. As permitted by SEC rules, this
prospectus does not contain all of the information we have included in the registration statement and the accompanying exhibits and
schedules we file with the SEC. You may refer to the registration statement, the exhibits and the schedules for more information about us
and our securities. The registration statement, exhibits and schedules are available at the SEC’s public reference room or through its
Internet site.
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INCORPORATION BY REFERENCE
 

We are “incorporating by reference” into this prospectus certain information we file with the SEC. This means we are disclosing
important information to you by referring you to the documents containing the information. The information we incorporate by reference
is considered to be part of this prospectus. Information that we file later with the SEC that is deemed incorporated by reference into this
prospectus (but not information deemed to be furnished to and not filed with the SEC) will automatically update and supersede
information previously included.
 

We are incorporating by reference into this prospectus the documents listed below and any subsequent filings we make with the
SEC under Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934 (excluding information deemed to be furnished and
not filed with the SEC) until all the mortgage bonds are sold:
 

 • Our Annual Report on Form 10-K for the year ended December 31, 2007,
 

 • Our Quarterly Reports on Form 10-Q for the periods ended March 31, 2008 and June 30, 2008, and
 

 • Our Current Reports on Form 8-K filed on February 12, 2008, September 23, 2008 and October 8, 2008.
 

You may also obtain a copy of our filings with the SEC at no cost by writing to or telephoning us at the following address:
 

CenterPoint Energy Houston Electric, LLC
c/o CenterPoint Energy, Inc.

Attn: Investor Relations
P.O. Box 4567

Houston, Texas 77210-4567
(713) 207-6500
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ABOUT CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
 

We provide electric transmission and distribution services to retail electric providers (REPs) serving approximately 2.0 million
metered customers in a 5,000-square mile area of the Texas Gulf Coast that has a population of approximately 5.5 million people and
includes Houston. We are an indirect wholly owned subsidiary of CenterPoint Energy, Inc. (CenterPoint Energy), a public utility holding
company.
 

Our principal executive offices are located at 1111 Louisiana, Houston, Texas 77002 (telephone number: (713) 207-1111).

 

RISK FACTORS
 

Our business is influenced by many factors that are difficult to predict and that involve uncertainties that may materially affect
actual operating results, cash flows and financial condition. These risk factors include those described as such in the documents that are
incorporated by reference in this prospectus (which risk factors are incorporated herein by reference), and could include additional
uncertainties not presently known to us or that we currently do not consider material. Before making an investment decision, you should
carefully consider these risks as well as any other information we include or incorporate by reference in this prospectus or include in any
applicable prospectus supplement.

 

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION
 

In this prospectus, including the information we incorporate by reference, we make statements concerning our expectations, beliefs,
plans, objectives, goals, strategies, future events or performance and underlying assumptions and other statements that are not historical
facts. These statements are “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995.
Actual results may differ materially from those expressed or implied by these statements. You can generally identify our forward-looking
statements by the words “anticipate,” “believe,” “continue,” “could,” “estimate,” “expect,” “forecast,” “goal,” “intend,” “may,”
“objective,” “plan,” “potential,” “predict,” “projection,” “should,” “will,” or other similar words. We use the terms “we” and “our” in this
section to mean CenterPoint Energy Houston Electric, LLC and its subsidiaries.
 

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

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

 • the resolution of the true-up proceedings, including, in particular, the results of appeals to the courts regarding rulings obtained
to date;

 

 • state and federal legislative and regulatory actions or developments, including deregulation or re-regulation of our business,
environmental regulations, including regulations related to global climate change, and changes in or application of laws or
regulations applicable to the various aspects of our business;

 

 • timely and appropriate rate actions and increases, allowing recovery of costs, including those associated with Hurricane Ike, and
a reasonable return on investment;

 

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

 • weather variations and other natural phenomena;
 

 • changes in interest rates or rates of inflation;

3



Table of Contents

 

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

 

 • actions by rating agencies;
 

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

 • the ability of RRI and its subsidiaries to satisfy their other obligations to us, including indemnity obligations;
 

 • the outcome of litigation brought by or against us;
 

 • our ability to control costs;
 

 • the investment performance of CenterPoint Energy employee benefit plans;
 

 • our potential business strategies, including acquisitions or dispositions of assets or businesses, which we cannot assure will be
completed or will have the anticipated benefits to us;

 

 • acquisitions and merger activities involving us, CenterPoint Energy or our competitors; and
 

 • other factors we discuss in “Risk Factors” in Item 1A of Part I of our Annual Report on Form 10-K for the year ended
December 31, 2007 and other reports we file from time to time with the SEC that are incorporated herein by reference.

 

You should not place undue reliance on forward-looking statements. Each forward-looking statement speaks only as of the date of
the particular statement.
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RATIO OF EARNINGS TO FIXED CHARGES
 

The following table sets forth our ratios of earnings to fixed charges for each of the periods indicated. The ratios were calculated
pursuant to applicable rules of the SEC.
 
                         

                 Six Months  
                 Ended  
  Year Ended December 31,   June 30,  
  2003   2004   2005   2006   2007   2008  

 

Ratio of earnings to fixed charges   2.80   2.20   1.99   2.62   2.61   2.22(1)
 

 

(1) We do not believe that the ratio for the six-month period is necessarily indicative of the ratios for the twelve-month periods due to
the seasonal nature of our business.

 

USE OF PROCEEDS
 

Unless we inform you otherwise in the prospectus supplement, we anticipate using any net proceeds from the sale of the mortgage
bonds offered by this prospectus for general corporate purposes. These purposes may include, but are not limited to:
 

 • working capital,
 

 • capital expenditures,
 

 • acquisitions,
 

 • the repayment or refinancing of debt securities, and
 

 • loans or advances to our subsidiaries or CenterPoint Energy.
 

Pending any specific application, we may initially invest funds in short-term marketable securities or apply them to the reduction of
short-term indebtedness or borrowings under our revolving credit facility.
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DESCRIPTION OF OUR GENERAL MORTGAGE BONDS
 

The mortgage bonds that we may offer from time to time by this prospectus will be issued under our General Mortgage Indenture
dated as of October 10, 2002, as amended and supplemented (the mortgage indenture), with The Bank of New York Mellon
Trust Company, National Association (successor to JPMorgan Chase Bank), as trustee. The particular terms of any series of our mortgage
bonds and the material provisions of the mortgage indenture will be described in the applicable prospectus supplement.
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PLAN OF DISTRIBUTION
 

We may sell the offered mortgage bonds in and outside the United States:
 

 • through underwriters or dealers,
 

 • directly to purchasers, including our affiliates,
 

 • through agents, or
 

 • through a combination of any of these methods.
 

The prospectus supplement will include the following information:
 

 • the terms of the offering,
 

 • the names of any underwriters or agents,
 

 • the name or names of any managing underwriter or underwriters,
 

 • the purchase price of the mortgage bonds,
 

 • the net proceeds to us from the sale of the mortgage bonds,
 

 • any delayed delivery arrangements,
 

 • any underwriting discounts, commissions and other items constituting underwriters’ compensation,
 

 • any initial public offering price,
 

 • any discounts or concessions allowed or reallowed or paid to dealers, and
 

 • any commissions paid to agents.
 

Sale Through Underwriters or Dealers
 

If we use underwriters in the sale, the underwriters will acquire the mortgage bonds for their own account. The underwriters may
resell the mortgage bonds from time to time in one or more transactions, including negotiated transactions, at a fixed public offering price
or at varying prices determined at the time of sale. Underwriters may offer mortgage bonds to the public either through underwriting
syndicates represented by one or more managing underwriters or directly by one or more firms acting as underwriters. Unless we inform
you otherwise in the prospectus supplement, the obligations of the underwriters to purchase the mortgage bonds will be subject to certain
conditions, and the underwriters will be obligated to purchase all the offered mortgage bonds if they purchase any of them. The
underwriters may change from time to time any initial public offering price and any discounts or concessions allowed or reallowed or
paid to dealers.
 

During and after an offering through underwriters, the underwriters may purchase and sell the mortgage bonds in the open market.
These transactions may include overallotment and stabilizing transactions and purchases to cover syndicate short positions created in
connection with the offering. The underwriters also may impose a penalty bid, which means that selling concessions allowed to syndicate
members or other broker-dealers for the offered mortgage bonds sold for their account may be reclaimed by the syndicate if the offered
mortgage bonds are repurchased by the syndicate in stabilizing or covering transactions. These activities may stabilize, maintain or
otherwise affect the market price of the offered mortgage bonds, which may be higher than the price that might otherwise prevail in the
open market. If commenced, the underwriters may discontinue these activities at any time.
 

If we use dealers in the sale of mortgage bonds, we may sell the mortgage bonds to them as principals. They may then resell those
mortgage bonds to the public at varying prices determined by the dealers at the time of resale. The dealers participating in any sale of the
mortgage bonds may be deemed to be underwriters within the meaning of the Securities Act of 1933 with respect to any sale of these
mortgage bonds. We will include in the prospectus supplement the names of the dealers and the terms of the transaction.

7



Table of Contents

Direct Sales and Sales Through Agents
 

We may sell the mortgage bonds directly. In that event, no underwriters or agents would be involved. We may also sell the mortgage
bonds through agents we designate from time to time. In the prospectus supplement, we will name any agent involved in the offer or sale
of the offered mortgage bonds, and we will describe any commissions payable by us to the agent. Unless we inform you otherwise in the
prospectus supplement, any agent will agree to use its reasonable best efforts to solicit purchases for the period of its appointment.
 

We may sell the mortgage bonds directly to institutional investors or others who may be deemed to be underwriters within the
meaning of the Securities Act of 1933 with respect to any sale of those mortgage bonds. We will describe the terms of any such sales in
the prospectus supplement.
 

Delayed Delivery Contracts
 

If we so indicate in the prospectus supplement, we may authorize agents, underwriters or dealers to solicit offers from certain types
of institutions to purchase mortgage bonds from us at the public offering price under delayed delivery contracts. These contracts would
provide for payment and delivery on a specified date in the future. The contracts would be subject only to those conditions described in
the prospectus supplement. The prospectus supplement will describe the commission payable for solicitation of those contracts.
 

Remarketing
 

We may offer and sell any of the offered mortgage bonds in connection with a remarketing upon their purchase, in accordance with
a redemption or repayment by their terms or otherwise by one or more remarketing firms acting as principals for their own accounts or as
our agents. We will identify any remarketing firm, the terms of any remarketing agreement and the compensation to be paid to the
remarketing firm in the prospectus supplement. Remarketing firms may be deemed underwriters under the Securities Act of 1933.
 

Derivative Transactions
 

We may enter into derivative transactions with third parties, or sell mortgage bonds not covered by this prospectus to third parties in
privately negotiated transactions. If the applicable prospectus supplement indicates, in connection with those derivatives, the third parties
may sell mortgage bonds covered by this prospectus and the applicable prospectus supplement, including in short sale transactions. If so,
the third parties may use mortgage bonds pledged by us or borrowed from us or others to settle those sales or to close out any related
open borrowings of stock, and may use mortgage bonds received from us in settlement of those derivatives to close out any related open
borrowings of stock. The third parties in these sale transactions will be underwriters and, if not identified in this prospectus, will be
identified in the applicable prospectus supplement or in a post-effective amendment to the registration statement of which this prospectus
forms a part.
 

General Information
 

We may have agreements with the remarketing firms, agents, dealers and underwriters to indemnify them against certain civil
liabilities, including liabilities under the Securities Act of 1933, or to contribute with respect to payments that the agents, dealers or
underwriters may be required to make. Such firms, agents, dealers and underwriters may be customers of, engage in transactions with or
perform services for us in the ordinary course of their businesses.
 

Each series of offered mortgage bonds will be a new issue, and will have no established trading market. We may elect to list any
series of offered mortgage bonds on an exchange, but we are not obligated to do so. It is possible that one or more underwriters may
make a market in a series of offered mortgage bonds. However, they will not be obligated to do so and may discontinue market making at
any time without notice. We cannot assure you that a liquid trading market for any of our offered mortgage bonds will develop.
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LEGAL MATTERS
 

The validity of the mortgage bonds described in this prospectus will be passed upon for us by Baker Botts L.L.P., Houston, Texas.
Scott E. Rozzell, Esq., our Executive Vice President, General Counsel and Corporate Secretary, or Rufus S. Scott, our Senior Vice
President, Deputy General Counsel and Assistant Corporate Secretary, may pass upon other legal matters for us. Any underwriters will be
advised regarding issues relating to any offering by Dewey & LeBoeuf LLP.

 

EXPERTS
 

The consolidated financial statements and the related consolidated financial statement schedule, incorporated in this document by
reference from our Annual Report on Form 10-K for the year ended December 31, 2007 have been audited by Deloitte & Touche LLP, an
independent registered public accounting firm, as stated in their reports (which reports (1) express an unqualified opinion on the
consolidated financial statements and include an explanatory paragraph regarding the adoption of a new accounting standard related to
conditional asset retirement obligations in 2005 and (2) express an unqualified opinion on the consolidated financial statement schedule),
which are incorporated herein by reference. Such consolidated financial statements and consolidated financial statement schedule have
been so incorporated in reliance upon the reports of such firm given upon their authority as experts in accounting and auditing.
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