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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C.  20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2014
OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from_____to_____

Commission Registrant; State of Incorporation; IRS Employer
File Number Address; and Telephone Number Identification No.

1-9513 CMS ENERGY CORPORATION 38-2726431
(A Michigan Corporation)

One Energy Plaza, Jackson, Michigan  49201
(517) 788-0550

1-5611 CONSUMERS ENERGY COMPANY 38-0442310
(A Michigan Corporation)

One Energy Plaza, Jackson, Michigan  49201
(517) 788-0550

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.

CMS Energy Corporation:  Yes x     No o   Consumers Energy Company:  Yes x     No o

Indicate by check mark whether the Registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
file required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the Registrant was required to submit and post such files).

CMS Energy Corporation:  Yes x     No o   Consumers Energy Company:  Yes x     No o

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company.  See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

CMS Energy Corporation:

Large accelerated filer x   Accelerated filer o   Non-Accelerated filer o   Smaller reporting company o

(Do not check if a smaller reporting company)
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Consumers Energy Company:

Large accelerated filer o   Accelerated filer o   Non-Accelerated filer x   Smaller reporting company o

(Do not check if a smaller reporting company)

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

CMS Energy Corporation:  Yes o    No x   Consumers Energy Company:  Yes o    No x

Indicate the number of shares outstanding of each of the issuer�s classes of common stock atJuly 7, 2014:

CMS Energy Corporation:

CMS Energy Common Stock, $0.01 par value
(including 1,091,320 shares owned by Consumers Energy Company) 276,062,395
Consumers Energy Company:

Consumers Common Stock, $10 par value, privately held by CMS Energy Corporation 84,108,789
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GLOSSARY

Certain terms used in the text and financial statements are defined below.

2008 Energy Law Comprehensive energy reform package enacted in Michigan in 2008

2013 Form 10-K Each of CMS Energy�s and Consumers� Annual Report on Form 10-K for the year ended
December 31, 2013

ABATE Association of Businesses Advocating Tariff Equity

ASU Financial Accounting Standards Board Accounting Standards Update

Bay Harbor A residential/commercial real estate area located near Petoskey, Michigan, in which
CMS Energy sold its interest in 2002

bcf Billion cubic feet

Big Rock Big Rock Point nuclear power plant, formerly owned by Consumers

CAIR The Clean Air Interstate Rule

Cantera Gas Company Cantera Gas Company LLC, a non-affiliated company, formerly known as CMS Field
Services

Cantera Natural Gas, Inc. Cantera Natural Gas, Inc., a non-affiliated company that purchased CMS Field Services

CCR Coal combustion residual

CEO Chief Executive Officer

CERCLA Comprehensive Environmental Response, Compensation, and Liability Act of 1980

CFO Chief Financial Officer

Clean Air Act Federal Clean Air Act of 1963, as amended

Clean Water Act Federal Water Pollution Control Act of 1972, as amended

CMS Capital CMS Capital, L.L.C., a wholly owned subsidiary of CMS Energy

CMS Energy CMS Energy Corporation, the parent of Consumers and CMS Enterprises

CMS Enterprises CMS Enterprises Company, a wholly owned subsidiary of CMS Energy

3
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CMS ERM CMS Energy Resource Management Company, formerly known as CMS MST, a wholly
owned subsidiary of CMS Enterprises

CMS Field Services CMS Field Services, Inc., a former wholly owned subsidiary of CMS Gas Transmission

CMS Gas Transmission CMS Gas Transmission Company, a wholly owned subsidiary of CMS Enterprises

CMS Land CMS Land Company, a wholly owned subsidiary of CMS Capital

CMS MST CMS Marketing, Services and Trading Company, a wholly owned subsidiary of
CMS Enterprises, whose name was changed to CMS ERM in 2004

Consumers Consumers Energy Company, a wholly owned subsidiary of CMS Energy

Consumers 2014 Securitization Funding Consumers 2014 Securitization Funding LLC, a wholly owned consolidated
bankruptcy-remote subsidiary of Consumers and special-purpose entity organized for the
sole purpose of purchasing and owning Securitization property, issuing Securitization
bonds, and pledging its interest in Securitization property to a trustee to collateralize the
Securitization bonds

CSAPR The Cross-State Air Pollution Rule

DB SERP Defined Benefit Supplemental Executive Retirement Plan

Dodd-Frank Act Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010

DOE U.S. Department of Energy

EBITDA Earnings before interest, taxes, depreciation, and amortization

EnerBank EnerBank USA, a wholly owned subsidiary of CMS Capital

Entergy Entergy Corporation, a non-affiliated company

Environmental Mitigation Projects Environmentally beneficial projects that a party agrees to undertake as part of the
settlement of an enforcement action, but which the party is not otherwise legally required
to perform

EPA U.S. Environmental Protection Agency

EPS Earnings per share

4
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Exchange Act Securities Exchange Act of 1934, as amended

FDIC Federal Deposit Insurance Corporation

FERC The Federal Energy Regulatory Commission

fine particulate matter Particulate matter that is 2.5 microns or less in diameter

FMB First mortgage bond

FOV Finding of Violation

FTR Financial transmission right

GAAP U.S. Generally Accepted Accounting Principles

GCR Gas cost recovery

Health Care Acts Comprehensive health care reform enacted in March 2010, comprising the Patient
Protection and Affordable Care Act and the related Health Care and Education
Reconciliation Act

kWh Kilowatt-hour, a unit of energy equal to one thousand watt-hours

Ludington Ludington pumped-storage plant, jointly owned by Consumers and DTE Electric
Company, a non-affiliated company

MACT Maximum Achievable Control Technology, which is the emission control that is achieved
in practice by the best-controlled similar source

MATS Mercury and Air Toxics Standards, which limit mercury, acid gases, and other toxic
pollution from coal-fueled and oil-fueled power plants

MD&A Management�s Discussion and Analysis of Financial Condition and Results of Operations

MDEQ Michigan Department of Environmental Quality

MDL A pending multi-district litigation case in Nevada arising out of several consolidated
cases

MGP Manufactured gas plant

·
The needs of the Company with respect to the
particular talents and experience of its directors;

· The knowledge, skills and experience of nominees, including experience in finance,
administration or public service, in light of prevailing business conditions and the
knowledge, skills and experience already possessed by other members of the Board;

· Experience in political affairs;

·  Experience with accounting rules and practices; and
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·  The desire to balance the benefit of continuity with the periodic injection of the fresh
perspective provided by new Board members.

The Company’s goal is to assemble a Board that brings together a variety of perspectives and skills derived from high
quality business and professional experience. In doing so, the Board will also consider candidates with appropriate
non-business backgrounds.

Other than the foregoing, there are no stated minimum criteria for director nominees, although the Board may also
consider such other factors as it may deem are in the best interests of the Company and its stockholders. In addition,
the Board identifies nominees by first evaluating the current members of the Board willing to continue in service.
Current members of the Board with skills and experience that are relevant to the Company’s business and who are
willing to continue in service are considered for re-nomination. If any member of the Board does not wish to continue
in service or if the Board decides not to re-nominate a member for re-election, the Board then identifies the desired
skills and experience of a new nominee in light of the criteria above. Current members of the Board are polled for
suggestions as to individuals meeting the criteria described above. The Board may also engage in research to identify
qualified individuals. To date, the Company has not engaged third parties to identify or evaluate or assist in
identifying potential nominees, although the Company reserves the right in the future to retain a third party search
firm, if necessary. The Board does not typically consider shareholder nominees because it believes that its current
nomination process is sufficient to identify directors who serve the Company's best interests.

11
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MEETINGS OF THE BOARD OF DIRECTORS

During the 2005 fiscal year, the board met eight times, either in person or by telephonic conference. Each incumbent
Director attended in excess of 75 percent of the total meetings of the Board.

Various matters were also approved by consent resolution which in each case was signed by each of the members of
the board of directors then serving.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE IN FAVOR OF THE NOMINEES. PROXIES
SOLICITED BY SKINVISIBLE, INC. WILL BE SO VOTED UNLESS SHAREHOLDERS SPECIFY IN THEIR
PROXIES A CONTRARY CHOICE.

PROPOSAL NO. 2
CONFIRMATION OF APPOINTMENT OF AUDITORS

The Board of Directors has selected Sarna & Company as the Company’s independent auditors to examine the
Company’s financial statements for the fiscal year ended December 31, 2006. The shareholders are being asked to
confirm this appointment.

Representatives of Sarna & Company are not expected to be present at the annual meeting of the shareholders.

AUDIT FEES

The aggregate fees billed by our auditors for professional services rendered in connection with a review of the
financial statements included in our quarterly reports on Form 10-QSB and the audit of our annual consolidated
financial statements for the fiscal years ended December 31, 2004 and 2005 were approximately $29,140 and $19,890
respectively.

AUDIT-RELATED FEES

Our auditors did not bill any additional fees for assurance and related services that are reasonably related to the
performance of the audit or review of our financial statements.

TAX FEES

The aggregate fees billed by our auditors for professional services for tax compliance, tax advice, and tax planning
were $0 and $0 for the fiscal years ended December 31, 2004 and 2005.

ALL OTHER FEES

The aggregate fees billed by our auditors for all other non-audit services, such as attending meetings and other
miscellaneous financial consulting, for the fiscal years ended December 31, 2004 and 2005 were $0 and $0
respectively.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE IN FAVOR OF CONFIRMING SARNA & COMPANY
AS THE COMPANY’S INDEPENDENT AUDITORS. PROXIES SOLICITED BY SKINVISIBLE, INC. WILL BE SO VOTED
UNLESS SHAREHOLDERS SPECIFY IN THEIR PROXIES A CONTRARY CHOICE.

12
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PROPOSAL NO. 3
APPROVE THE 2006 SKINVISIBLE, INC. STOCK OPTION PLAN

On July 15, 2006, the board of directors adopted the 2006 Skinvisible, Inc. Stock Option Plan (the “Plan”) and has
recommended it to the shareholders for approval. The purpose of this Plan is to strengthen Skinvisible, Inc. by
providing incentive stock options as a means to attract, retain and motivate key corporate personnel, through
ownership of Skinvisible, Inc. stock, and to attract individuals of outstanding ability to render services to and enter the
employment of Skinvisible, Inc. The stock available for granting options under the Plan shall be shares of the
Company's authorized but unissued, or reacquired, Common Stock. The maximum aggregate number of shares of the
Company’s common stock that may be issued pursuant to exercise of options granted under the Plan shall not exceed
10,000,000 shares of common stock, including shares previously issued under the Plan. Unless sooner terminated by
the Board in its sole discretion, this Plan will expire on July 15, 2016. The full text of the Stock Option Plan is
attached hereto as Appendix A.

The board has not as yet issued any options under the plan.

In summary, this plan provides as follows:

Types of Stock Options

There shall be two types of Stock Options (referred to herein as "Options" without distinction between such different
types) that may be granted under this Plan: (1) Options intended to qualify as Incentive Stock Options under Section
422 of the Internal Revenue Code (“Qualified Stock Options”), and (2) Options not specifically authorized or qualified
for favorable income tax treatment under the Internal Revenue Code (“Non-Qualified Stock Options”).

Administration of the Plan

This Plan shall be administered by the Board of Directors or by a Compensation Committee (hereinafter the
“Committee”) composed of members selected by, and serving at the pleasure of, the Board of Directors (the “Plan
Administrator”). Subject to the provisions of the Plan, the Plan Administrator shall have authority to construe and
interpret the Plan, to promulgate, amend, and rescind rules and regulations relating to its administration, to select,
from time to time, among the eligible employees and non-employee consultants (as determined pursuant to Section 5)
of the Company and its subsidiaries those employees and consultants to whom Stock Options will be granted, to
determine the duration and manner of the grant of the Options, to determine the exercise price, the number of shares
and other terms covered by the Stock Options, to determine the duration and purpose of leaves of absence which may
be granted to Stock Option holders without constituting termination of their employment for purposes of the Plan, and
to make all of the determinations necessary or advisable for administration of the Plan. The interpretation and
construction by the Plan Administrator of any provision of the Plan, or of any agreement issued and executed under
the Plan, shall be final and binding upon all parties. No member of the Committee or Board shall be liable for any
action or determination undertaken or made in good faith with respect to the Plan or any agreement executed pursuant
to the Plan.

13
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Grant of Options

The Company is hereby authorized to grant Incentive Stock Options as defined in section 422 of the Code to any
employee or director (including any officer or director who is an employee) of the Company, or of any of its
subsidiaries; provided, however, that no person who owns stock possessing more than 10% of the total combined
voting power of all classes of stock of the Company, or any of its parent or subsidiary corporations, shall be eligible to
receive an Incentive Stock Option under the Plan unless at the time such Incentive Stock Option is granted the Option
price is at least 110% of the fair market value of the shares subject to the Option, and such Option by its terms is not
exercisable after the expiration of five years from the date such Option is granted.

An employee may receive more than one Option under the Plan. Non-Employee Directors shall be eligible to receive
Non--Qualified Stock Options in the discretion of the Plan Administrator. In addition, Non--Qualified Stock Options
may be granted to employees, officers, directors and consultants who are selected by the Plan Administrator.

Stock Subject to Plan

The stock available for grant of Options under the Plan shall be shares of the Company's authorized but unissued, or
reacquired, Common Stock. Subject to adjustment as provided herein, the maximum aggregate number of shares of
the Company’s common stock that may be issued pursuant to exercise of options granted under the Plan shall not
exceed 10,000,000 shares of common stock, including shares previously issued under the Plan or other stock option
plans created by the Company.

The maximum number of shares for which an Option may be granted to any Optionee during any calendar year shall
not exceed five percent (5%) of the issued and outstanding common shares of the Company. In the event that any
outstanding Option under the Plan for any reason expires or is terminated, the shares of Common Stock allocable to
the unexercised portion of the Option shall again be available for Options under the Plan as if no Option had been
granted with regard to such shares.

Terms and Conditions of Options

Specific requirements for the terms and conditions of all Option Agreements entered into are detailed in the Plan.

Termination of Amendment of the Plan

The Board may at any time terminate or amend the Plan; provided that, without approval of the holders of a majority
of the shares of Common Stock of the Company represented and voting at a duly held meeting at which a quorum is
present or the written consent of a majority of the outstanding shares of Common Stock, there shall be (with limited
exception) no increase in the total number of shares covered by the Plan, no change in the class of persons eligible to
receive

14

Edgar Filing: CMS ENERGY CORP - Form 10-Q

11



options granted under the Plan, no reduction in the limits for determination of the minimum exercise price of Options
granted under the Plan, and no extension of the limits for determination of the latest date upon which Options may be
exercised; and provided further that, without the consent of the Optionee, no amendment may adversely affect any
then outstanding Option or any unexercised portion thereof.

Indemnification

The Plan Administrator shall be indemnified by the Company against reasonable expense, including attorney's fees,
actually and necessarily incurred in connection with the defense of any action, suit or proceeding, or in connection
with any appeal therein to which they, or any of them, may be a party by reason of any action taken or failure to act
under or in connection with the Plan or any Option granted thereunder, and against any and all amounts paid by them
in settlement thereof (provided such settlement is approved by independent legal counsel selected by the Company). 

Effective Date and Term of the Plan

This Plan became effective (the "Effective Date") on July15, 2006, the date of adoption by the board of directors.
Unless sooner terminated by the Board in its sole discretion, this plan will expire on July 15, 2016.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE RATIFYING THE STOCK OPTION PLAN. PROXIES
SOLICITED BY SKINVISIBLE, INC. WILL BE SO VOTED UNLESS SHAREHOLDERS SPECIFY IN THEIR
PROXIES A CONTRARY CHOICE.
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FORWARD -LOOKING STATEMENTS

This proxy statement includes statements that are not historical facts. These statements are “forward-looking statements”
as defined in the Private Securities Litigation Reform Act of 1995 and are based, among other things, on our current
plans and expectations. As such, these forward-looking statements involve uncertainty and risk.

The Company does not undertake any obligation to update the forward-looking statements contained in this proxy
statement to reflect actual results, changes in assumptions, or changes in other factors affecting these forward-looking
statements.

FUTURE STOCKHOLDER PROPOSALS

It is anticipated that the release date for Skinvisible’s proxy statement and form of proxy for its next annual meeting of
shareholders will be August 31, 2007.

For business to be properly brought before an annual meeting by a stockholder, the stockholder must have given
timely notice thereof in writing to the Secretary of the corporation. To be timely, a stockholder's notice must be
delivered to or mailed and received at the principal executive offices of the corporation not later than the close of
business on the sixtieth (60th) day nor earlier than the close of business on the ninetieth (90th) day prior to the first
anniversary of the preceding year's annual meeting; provided, however, that in the event that no annual meeting was
held in the previous year or the date of the annual meeting has been changed by more than thirty (30) days from the
date contemplated at the time of the previous year's proxy statement, notice by the stockholder to be timely must be so
received not earlier than the close of business on the ninetieth (90th) day prior to such annual meeting and not later
than the close of business on the later of the sixtieth (60th) day prior to such annual meeting or, in the event public
announcement of the date of such annual meeting is first made by the corporation fewer than seventy (70) days prior
to the date of such annual meeting, the close of business on the tenth (10th) day following the day on which public
announcement of the date of such meeting is first made by the corporation.

A stockholder's notice to the Secretary shall set forth as to each matter the stockholder proposes to bring before the
annual meeting: (i) a brief description of the business desired to be brought before the annual meeting and the reasons
for conducting such business at the annual meeting, (ii) the name and address, as they appear on the corporation's
books, of the stockholder proposing such business, (iii) the class and number of shares of the corporation which are
beneficially owned by the stockholder, (iv) any material interest of the stockholder in such business and (v) any other
information that is required to be provided by the stockholder pursuant to Regulation 14A under the Securities
Exchange Act of 1934, as amended (the "1934 Act"), in his capacity as a proponent to a stockholder proposal.

WHERE YOU CAN FIND MORE INFORMATION

Skinvisible is subject to the informational requirements of the Securities Exchange Act of 1934, as amended.
Skinvisible files reports, proxy statements and other information with the SEC. You may read and copy these reports,
proxy statements and other information at the SEC’s Public Reference
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Section at 450 Fifth Street, N.W., Washington, D.C. 20549. You may obtain information on the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330.

The SEC also maintains an Internet website, located at www.sec.gov, that contains reports, proxy statements and other
information regarding companies and individuals that file electronically with the SEC.

FINANCIAL AND OTHER INFORMATION

Upon appointment by the Board, Sarna & Company, independent public accountants, audited and reported on the
consolidated financial statements of the Company and its subsidiaries for the fiscal year ended December 31, 2005.
Such financial statements can be found in the Company’s 10-KSB filed on March 31, 2006, and are incorporated by
reference in this Proxy Statement. The Company is sending to shareholders as of the record date the Company’ annual
report for the most recent fiscal year.

By Order of the Board of Directors
of Skinvisible, Inc.

/s/ Terry Howlett
Terry Howlett
President and Chief Executive Officer
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SKINVISIBLE, INC.
PROXY

FOR ANNUAL MEETING OF THE SHAREHOLDERS OF SKINVISIBLE, INC.THIS PROXY IS SOLICITED
ON BEHALF OF THE BOARD OF DIRECTORS

The undersigned hereby appoints Terry Howlett with full power of substitution as proxy to vote the shares which the
undersigned is entitled to vote at the Annual Meeting of the Company to be held at 3273 E. Warm Springs Rd., Las
Vegas, Nevada 89120, on August 31, 2006, at 10:00 a.m. Pacific Standard Time, and at any adjournments thereof.

Please mark your votes as indicated [X]  Total Number of Shares Held: ______________

This proxy when properly signed will be voted in the manner directed herein by the undersigned shareholder. IF NO
DIRECTION IS MADE, THIS PROXY WILL BE VOTED FOR THE PROPOSAL.

1. Election of directors: Terry Howlett, Jost Steinbruchel, and Greg McCartney

FOR Election
of directors

NOT FOR Election
of directors Withhold

[_] [_] [_]

Except vote withheld from following nominee(s) listed above.

___________________________ ________________________

2. Confirmation of Appointment of Auditors: Sarna & Company

FOR Appointment
of auditors

NOT FOR Appointment
of auditors Abstain

[_] [_] [_]

3. Approval of Stock Option Plan

FOR Approval
of Stock Option Plan

NOT FOR Approval
of stock option plan Abstain

[_] [_] [_]

In their discretion, the proxies are authorized to vote upon such other business as may properly come before the
meeting.

IMPORTANT - PLEASE SIGN AND RETURN PROMPTLY. When shares are held by joint tenants, both should
sign. When signing as attorney, executor, administrator, trustee, or guardian, please give full title as such. If a
corporation, please sign in full corporate name by President or other authorized officer. If a partnership, please sign in
partnership name by an authorized person.

Signature(s)                                                                         Dated: ________________, 2006

___________________________                                ___________________________
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_______________________                                          ___________________________
Print Name                            Print Name

PLEASE SIGN AND RETURN THIS PROXY PROMPTLY.
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APPENDIX A

2006 STOCK OPTION PLAN OF
SKINVISIBLE, INC.

A Nevada Corporation

1. Purpose of the Plan

The purpose of this Plan is to strengthen Skinvisible, Inc. by providing incentive stock options as a means to attract,
retain and motivate key corporate personnel, through ownership of stock of the Company, and to attract individuals of
outstanding ability to render services to and enter the employment of the Company or its subsidiaries.

2. Types of Stock Options

There shall be two types of Stock Options (referred to herein as "Options" without distinction between such different
types) that may be granted under this Plan: (1) Options intended to qualify as Incentive Stock Options under Section
422 of the Internal Revenue Code (“Qualified Stock Options”), and (2) Options not specifically authorized or qualified
for favorable income tax treatment under the Internal Revenue Code (“Non-Qualified Stock Options”).

3. Definitions

The following definitions are applicable to the Plan:

(a) Board. The Board of Directors of the Company.

(b) Code. The Internal Revenue Code of 1986, as amended from time to time.

(c) Common Stock. The shares of Common Stock of the Company.

(d) Company. Skinvisible, Inc., a Nevada corporation.

(e) Consultant. An individual or entity that renders professional services to the Company as
an independent contractor and is not an employee or under the direct supervision and
control of the Company.

(f) Disabled or Disability. For the purposes of Section 7, a disability of the type defined in
Section 22(e)(3) of the Code. The determination of whether an individual is Disabled or
has a Disability is determined under procedures established by the Plan Administrator
for purposes of the Plan.

(g) Fair Market Value. For purposes of the Plan, the “fair market value" per share of
Common Stock of the Company at any date shall be: (a) if the Common Stock is listed
on an established stock exchange or exchanges or the NASDAQ National Market, the
closing price per share on the last trading day immediately preceding such date on the
principal exchange on which it is traded or as reported by NASDAQ; or (b) if the
Common Stock is not then listed on an exchange or the NASDAQ National Market, but
is quoted on the NASDAQ Small Cap Market, the NASDAQ electronic bulletin board or
the National Quotation Bureau pink sheets, the average of the closing bid and asked
prices per share for the Common Stock as quoted by NASDAQ or the National
Quotation Bureau, as the case may be, on the last trading day immediately preceding

Edgar Filing: CMS ENERGY CORP - Form 10-Q

17



such date; or (c) if the Common Stock is not then listed on an exchange or the  
NASDAQ National Market, or quoted by NASDAQ or the National Quotation Bureau,
an amount determined in good faith by the Plan Administrator.

(h) Incentive Stock Option. Any Stock Option intended to be and designated as an
"incentive stock option" within the meaning of Section 422 of the Code.

(i) Non-Qualified Stock Option. Any Stock Option that is not an Incentive Stock Option.

(j) Optionee. The recipient of a Stock Option.

19
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(k) Plan Administrator. The board or a committee designated by the Board pursuant to
Section 4 to administer and interpret the terms of the Plan.

(l) Stock Option. Any option to purchase shares of Common Stock granted pursuant to
Section 7.

4. Administration of the Plan

This Plan shall be administered by a “Compensation Committee” or “Plan Administrator” composed of members selected
by, and serving at the pleasure of, the Board of Directors. Subject to the provisions of the Plan, the Plan Administrator
shall have authority to construe and interpret the Plan, to promulgate, amend, and rescind rules and regulations
relating to its administration, to select, from time to time, among the eligible employees and non-employee consultants
(as determined pursuant to Section 5) of the Company and its subsidiaries those employees and consultants to whom
Stock Options will be granted, to determine the duration and manner of the grant of the Options, to determine the
exercise price, the number of shares and other terms covered by the Stock Options, to determine the duration and
purpose of leaves of absence which may be granted to Stock Option holders without constituting termination of their
employment for purposes of the Plan, and to make all of the determinations necessary or advisable for administration
of the Plan. The interpretation and construction by the Plan Administrator of any provision of the Plan, or of any
agreement issued and executed under the Plan, shall be final and binding upon all parties. No member of the
Committee or Board shall be liable for any action or determination undertaken or made in good faith with respect to
the Plan or any agreement executed pursuant to the Plan.

All of the members of the Committee shall be persons who, in the opinion of counsel to the Company, are outside
directors and "non-employee directors" within the meaning of Rule l6b-3(b)(3)(i) promulgated by the Securities and
Exchange Commission. -From time to time, the Board may increase or decrease the size of the Committee, and add
additional members to, or remove members from, the Committee. The Committee shall act pursuant to a majority
vote, or the written consent of a majority of its members, and minutes shall be kept of all of its meetings and copies
thereof shall be provided to the Board. Subject to the provisions of the Plan and the directions of the Board, the
Committee may establish and follow such rules and regulations for the conduct of its business as it may deem
advisable.

At the option of the Board, the entire Board of Directors of the Company may act as the Plan Administrator during
such periods of time as all members of the Board are “outside directors” as defined in Prop. Treas. Regs.
§1.162-27(e)(3), except that this requirement shall not apply during any period of time prior to the date the Company's
Common Stock becomes registered pursuant to Section 12 of the Securities Exchange Act of 1934, as amended.

5. Grant of Options

The Company is hereby authorized to grant Incentive Stock Options as defined in section 422 of the Code to any
employee or director (including any officer or director who is an employee) of the Company, or of any of its
subsidiaries; provided, however, that no person who owns stock possessing more than 10% of the total combined
voting power of all classes of stock of the Company, or any of its parent or subsidiary corporations, shall be eligible to
receive an Incentive Stock Option under the Plan unless at the time such Incentive Stock Option is granted the Option
price is at least 110% of the fair market value of the shares subject to the Option, and such Option by its terms is not
exercisable after the expiration of five years frorn the date such Option is granted.

An employee may receive more than one Option under the Plan. Non-Employee Directors shall be eligible to receive
Non--Qualified Stock Options in the discretion of the Plan Administrator. In addition, Non--Qualified Stock Options
may be granted to Consultants who are selected by the Plan Administrator.
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6. Stock Subject to Plan

The stock available for grant of Options under this Plan shall be shares of the Company's authorized but unissued, or
reacquired, Common Stock. The aggregate number of shares that may be issued pursuant to exercise of Options
granted under the Plan, as amended, shall not exceed 10,000,000 shares of common stock (subject to adjustment as
provided herein), including shares previously issued under this Plan. The maximum number of shares for which an
Option may be granted to any Optionee during any calendar year shall not exceed 5% of the issued and outstanding
shares. In the event that any outstanding Option under the Plan for any reason expires or is terminated, the shares of
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Common Stock allocable to the unexercised portion of the Option shall again be available for Options under the Plan
as if no Option had been granted with regard to such shares.

7. Terms and Conditions of Options

Options granted under the Plan shall be evidenced by agreements (which need not be identical) in such form and
containing such provisions that are consistent with the Plan as the Plan Administrator shall from time to time approve.
Such agreements may incorporate all or any of the terms hereof by reference and shall comply with and be subject to
the following terms and conditions:

(a) Number of Shares. Each Option agreement shall specify the number of shares subject
to the Option.

(b) Option Price. The purchase price for the shares subject to any Option shall be
determined by the Plan Administrator at the time of the grant, but shall not be less than
85% of Fair Market Value per share. Anything to the contrary notwithstanding, the
purchase price for the shares subject to any Incentive Stock Option shall not be less than
100% of the Fair Market Value of the shares of Common Stock of the Company on the
date the Stock Option is granted. In the case of any Option granted to an employee who
owns stock possessing more than
10% of the total combined voting power of all classes of stock of the Company, or any
of its parent or subsidiary corporations, the Option price shall not be less than 110% of
the Fair Market Value per share of the Common Stock of the Company on the date the
Option is granted. For purposes of determining the stock ownership of an employee, the
attribution rules of Section 424(d) of the Code shall apply.

(c) Notice and Payment. Any exercisable portion of a Stock Option may be exercised only
by: (a) delivery of a written notice to the Company prior to the time when such Stock
Option becomes unexercisable herein, stating the number of shares bring purchased and
complying with all applicable rules established by the Plan Administrator; (b) payment
in full of the exercise price of such Option by, as applicable, delivery of: (i) cash or
check for an amount equal to the aggregate Stock Option exercise price for the number
of shares being purchased, (ii) in the discretion of the Plan Administrator, upon such
terms as the Plan Administrator shall approve, a copy of instructions to a broker
directing such broker to sell the Common Stock for which such Option is exercised, and
to remit to the Company the aggregate exercise price of such Stock Option (a "cash1ess
exercise"), or (iii) in the discretion of the Plan Administrator, upon such terms as the
Plan Administrator shall approve, shares of the Company's Common Stock owned by the
Optionee, duly endorsed for transfer to the Company, with a Fair Market Value on the
date of delivery equal to the aggregate purchase price of the shares with respect to which
such Stock Option or portion is thereby exercised (a "stock-for-stock exercise"); (c)
payment of the amount of tax required to be withheld (if any) by the Company, or any
parent or subsidiary corporation as a result of the exercise of a Stock Option. At the
discretion of the Plan Administrator, upon such terms as the Plan Administrator shall
approve, the Optionee my pay all or a portion of the tax withholding by: (i) cash or
check payable to the Company, (ii) a cashless exercise, (iii) a stock-for-stock exercise, or
(iv) a combination of one or more of the foregoing payment rnethods; and (d) delivery of
a written notice to the Company requesting that the Company direct the transfer agent to
issue to the Optionee (or his designee) a certificate for the number of shares of Common
Stock for which the Option was exercised or, in the case of a cashless exercise, for any
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shares that were not sold in the cashless exercise. Notwithstanding the foregoing, the
Company, in its sole discretion, may extend and maintain, or mange for the extension
and maintenance of credit to any Optionee to finance the Optionee’s purchase of shares
pursuant to the exercise of any Stock Option, on such terms as may be approved by the
Plan Administrator, subject to applicable regulations of the Federal Reserve Board and
any other laws or regulations in effect at the time such credit is extended.

(d) Terms of Option. No Option shall be exercisable after the expiration of the earliest of:
(a) ten years after the date the Option is granted, (b) three months after the date the
Optionee's employment with the Company and its subsidiaries terminates, or a
Non-Employee Director or Consultant ceases to provide services to the Company, if
such termination or cessation is for any reason other than Disability or death, (c) one
year after the date the Optionee's employment with the Company, and its subsidiaries,
terminates, or a Non--Employee Director or Consultant ceases to provide services to the
Company, if such termination or cessation is a result of death or Disability; provided,
however, that the Option agreement for any Option may provide for shorter periods in
each of the foregoing instances. In the case of an Incentive Stock Option granted to an
employee who owns stock possessing more than 10% of the total combined voting
power of all classes of stock of the Company, or any of its parent or subsidiary
corporations, the term set forth in (a) above shall not be more than five years after the
date the Option is granted.
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(e) Exercise of an Option. No Option shall be exercisable during the lifetime of the
Optionee by any person other than the Optionee. Subject to the foregoing, the Plan
Administrator shall have the power to set the time or times within which each Option
shall be exercisable and to accelerate the time or times of exercise; provided however,
the Option shall provide the right to exercise at the rate of at least 20% per year over five
years from the date the Option is granted. Unless otherwise provided by the Plan
Administrator, each Option granted under the Plan shall become exercisable on a
cumulative basis as to one--third (1/3) of the total number of shares covered thereby at
any time after one year from the date the Option is granted and an additional one-third
(1/3) of such total number of shares at any time after the end of each consecutive
one-year period thereafter until the Option has become exercisable as to all of such total
number of shares. To the extent that an Optionee has the right to exercise an Option and
purchase shares pursuant hereto, the Option may be exercised from time to time by
written notice to the Company, stating the number of shares being purchased and
accompanied by payment in full of the exercise price for such shares.

(f) No Transfer of Option. No Option shall be transferable by an Optionee otherwise than
by will or the laws of descent and distribution.

(g) Limit on Incentive Stock Option. The aggregate Fair Market Value (determined at the
time the Option is granted) of the stock with respect to which an Incentive Stock Option
is granted and exercisable for the first time by an Optionee during any calendar year
(under all Incentive Stock Option plans of the Company and its subsidiaries) shall not
exceed $100,000. To the extent the aggregate Fair Market Value (determined at the time
the Stock Option is granted) of the Common Stock with respect to which Incentive
Stock Options are exercisable for the first time by an Optionee during any calendar year
(under all Incentive Stock Option plans of the Company and any parent or subsidiary
corporations) exceeds $100,000, such Stock Options shall be treated as Non--Qualified
Stock Options. The determination of which Stock Options shall be treated as
Non--Qualified Stock Options shall be made by taking Stock Options into account in the
Order in which they were granted.

(h) Restriction on Issuance of Shares. The issuance of Options and shares shall be subject
to compliance with all of the applicable requirements of law with respect to the issuance
and sale of securities, including, without limitation, any required qualification under
state securities laws. If an Optionee acquires shares of Common Stock pursuant to the
exercise of an Option, the Plan Administrator, in its sole discretion, may require as a
condition of issuance of shares covered by the Option that the shares of Common Stock
be subject to restrictions on transfer. The Company may place a legend on the share
certificates reflecting the fact that they are subject to restrictions on transfer pursuant to
the terms of this Section. In addition, the Optionee may be required to execute a buy-sell
agreement in favor of the Company or its designee with respect to all or any of the
shares so acquired. In such event, the terms of any such agreement shall apply to the
optioned shares.

(i) Investment Representation. Any Optionee may be required, as a condition of issuance
of shares covered by his or her Option, to represent that the shares to be acquired
pursuant to exercise will be acquired for investment and without a view toward
distribution thereof, and in such case, the Company may place a legend on the share
certificate(s) evidencing the fact that they were acquired for investment and cannot be
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sold or transferred unless registered under the Securities Act of 1933, as amended, or
unless counsel for the Company is satisfied that the circumstances of the proposed
transfer do not require such registration.

(j) Rights as a Shareholder or Employee. An Optionee or transferee of an Option shall
have no right as a stockholder of the Company with respect to any shares covered by any
Option until the date of the issuance of a share certificate for such shares. No adjustment
shall be made for dividends (Ordinary or extraordinary, whether cash, securities, or other
property), or distributions or other rights for which the record date is prior to the date
such share certificate is issued, except as provided in paragraph (m) below. Nothing in
the Plan or in any Option agreement shall confer upon any employee any right to
continue in the employ of the Company or any of its subsidiaries or interfere in any way
with any right of the Company or any subsidiary to terminate the Optionee's
employment at any time.

(k) No Fractional Shares. In no event shall the Company be required to issue fractional
shares upon the exercise of an Option.
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(l) Exercise in the Event of Death. In the event of the death of the Optionee, any Option or
unexercised portion thereof granted to the Optionee, to the extent exercisable by him or
her on the date of death, may be exercised by the Optionee's personal representatives,
heirs, or legatees subject to the provisions of paragraph (d) above.

(m)Recapitalization or Reorganization of the Company. Except as otherwise provided
herein, appropriate and proportionate adjustments shall be made (1) in the number and
class of shares subject to the Plan, (2) to the Option rights granted under the Plan, and
(3) in the exercise price of such Option rights, in the event that the number of shares of
Common Stock of the Company are increased or decreased as a result of a stock
dividend (but only on Common Stock), stock split, reverse stock split, recapitalization,
reorganization, merger, consolidation, separation, or like change in the corporate or
capital structure of the Company. In the event there shall be any other change in the
number or kind of the outstanding shares of Common Stock of the Company, or any
stock or other securities into which such common stock shall have been changed, or for
which it shall have been exchanged, whether by reason of a complete liquidation of the
Company or a merger, reorganization, or consolidation with any other corporation in
which the Company is not the surviving corporation, or the Company becomes a
wholly-owned subsidiary of another corporation, then if the Plan Administrator shall, in
its sole discretion, determine that such change equitably requires an adjustment to shares
of Common Stock currently subject to Options under the Plan, or to prices or terms of
outstanding Options, such adjustment shall be made in accordance with such
determination.

To the extent that the foregoing adjustments relate to stock or securities of the Company,
such adjustment shall be made by the Plan Administrator, the determination of which in
that respect shall be final, binding, and conclusive. No right to purchase fractional shares
shall result from any adjustment of Options pursuant to this Section. In case of any such
adjustment, the shares subject to the Option shall he rounded down to the nearest whole
share. Notice of any adjustment shall be given by the Company to each Optionee whose
Options shall have been so adjusted and such adjustment (whether or not notice is given)
shall be effective and binding for all purposes of the Plan.
In the event of a complete liquidation of the Company or a merger, reorganization, or
consolidation of the Company with any other corporation in which the Company is not
the surviving corporation, or the Company becomes a wholly-owned subsidiary of
another corporation, any unexercised Options granted under the Plan shall be deemed
cancelled unless the surviving corporation in any such merger, reorganization, or
consolidation elects to assume the Options under the Plan or to issue substitute Options
in place thereof; provided, however, that notwithstanding the foregoing, if such Options
would be cancelled in accordance with the foregoing, the Optionee shall have the right
exercisable during a ten-day period ending on the fifth day prior to such liquidation,
merger, or consolidation to exercise such Option in whole or in part without regard to
any installment exercise provisions in the Option agreement.

(n) Modification, Extension and Renewal of Options. Subject to the terms and conditions
and within the limitations of the Plan, the Plan Administrator may modify, extend or
renew outstanding options granted under the Plan and accept the surrender of
outstanding Options (to the extent not theretofore exercised). The Plan Administrator
shall not, however, without the approval of the Board, modify any outstanding Incentive
Stock Option in any manner that would cause the Option not to qualify as an Incentive
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Stock Option within the meaning of Section 422 of the Code. Notwithstanding the
foregoing. no modification of an Option shall, without the consent of the Optionee, alter
or impair any rights of the Optionee under the Option.

(o) Other Provisions. Each Option may contain such other terms, provisions, and
conditions not inconsistent with the Plan as may be determined by the Plan
Administrator.

8. Termination or Amendment of the Plan

The Board may at any time terminate or amend the Plan; provided that, without approval of the holders of a majority
of the shares of Common Stock of the Company represented and voting at a duly held meeting at which a quorum is
present or the written consent of a majority of the outstanding shares of Common Stock, there shall be (except by
operation of the provisions of paragraph (m) above) no increase in the total number of shares covered by the Plan, no
change in the class of persons eligible to receive options granted under the Plan, no reduction in the exercise price of
Options granted under the Plan, and no extension of the latest date upon which Options may be exercised; and
provided further that, without the consent of the Optionee, no amendment may adversely affect any then outstanding
Option or any unexercised portion thereof.
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9. Indemnification

In addition to such other rights of indemnification as they may have as members of the Board Committee that
administers the Plan, the members of the Plan Administrator shall be indemnified by the Company against reasonable
expense, including attorney's fees, actually and necessarily incurred in connection with the defense of any action, suit
or proceeding, or in connection with any appeal therein to which they, or any of them, may be a party by reason of any
action taken or failure to act under or in connection with the Plan or any Option granted thereunder, and against any
and all amounts paid by them in settlement thereof (provided such settlement is approved by independent legal
counsel selected by the Company). In addition, such members shall be indemnified by the Company for any amount
paid by them in satisfaction of a judgment in any action, suit, or proceeding, except in relation to matters as to which it
shall have been adjudged that such member is liable for negligence or misconduct in the performance of his or her
duties, provided however that within 60 days after institution of any such action, suit, or proceeding, the member shall
in writing offer the Company the opportunity, at its own expense, to handle and defend the same.

10. Effective Date and Term of the Plan

This Plan shall become effective (the "Effective Date") on the date of adoption by the board of directors as evidenced
by the date and signature below. Options granted under the Plan prior to shareholder approval are subject to
cancellation by the Plan Administrator if shareholder approval is not obtained within 12 months of the date of
adoption. Unless sooner terminated by the Board in its sole discretion, this Plan will expire on July 15, 2016.

IN WITNESS WHEREOF, the Company by its duly authorized officer, has caused this Plan to be executed this 15th
day of July, 2006.

Skinvisible, Inc.

/s/     Terry Howlett     
By:    Terry Howlett
Its:    CEO, CFO & Director
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