Dear CoServ Electric Former Member,

As a former Member, you are entitled to share in the margins of the cooperative for the period of
time you received service from CoServ Electric. The CoServ Electric Board of Directors is proud

to present you with the enclosed Capital Credit check, which represents a portion of your share

in the margins of the cooperative.

Having met our financial requirements and any other obligations, we are now returning a portion
of the remaining margins to our current and former Member-owners in the form of Capital
Credit retirements. This year, CoServ Electric will return a record *9 million to current and former
Members. Capital Credits truly demonstrate the value of membership in a cooperative.

Enclosed you will find answers to some of the most commonly asked questions about Capital
Credits, including how your Capital Credit retirement amount was calculated. For additional
details, please visit CoServ.com>Electric>Membership Benefits>Capital Credits. If you have
further questions, please e-mail us at contact@coserv.com.

We appreciate your former membership with CoServ Electric, and we are pleased that you
continue to receive the benefits of having been a Member of our cooperative.

Sincerely,

Michael A. Dreyspring
President/CEO

7701 S Stemmons e Corinth, TX 76210-1842 ¢ Phone (940) 321-7800 ¢ CoServ.com

@ CoServ saves trees with recycled paper.
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Simply align this key with the top of the chart on your Capital Credit
statement. For more information, e-mail us at contact@coserv.com.

Answers to commonly asked questions:
What are Capital Credits?

Unlike electric utilities that generate margins on behalf of investors and
shareholders, electric cooperatives sometimes return the margins earned by the
electric cooperative fo their members. Each year, any margins earned by CoServ
Electric are reinvested in the cooperative. At the same time, the value of the
margin is proportionally allocated (based on electric purchases during the year)
to Capital Credit accounts maintained for each of our current Members. When
the Board of Directors has determined that the cooperative has met its financial
requirements and any other obligations, they may decide to retire (pay) the
Capital Credits to the Members.

When will | be paid for my Capital Credits?

Capital Credits may be retired at the discretion of the CoServ Electric Board

of Directors when the cooperative has met certain financial requirements and
other obligations. A retirement cycle is the period of time between the allocation
and retirement of the Capital Credits and can typically be 20 or more years

for electric cooperatives. This year, CoServ Eleciric is refiring 100% of the
outstanding Capital Credits for the year 1993 and 19.1% of the outstanding
Capital Credits for the years 1994 through 2010.

How is the amount paid to me determined?

1. For each Member account, CoServ Electric starts with a list of the years in
which Capital Credits were allocated to the Member as well as the existing
Capital Credit balance for each of these years. Years in which CoServ
allocated Capital Credits to you and the existing Capital Credit balances for
those years are reflected in Columns A and B respectively in the enclosed
Capital Credit statement.

2. Forthe year 1993, CoServ Electric has decided to retire 100% of the
outstanding Capital Credits. If you received a Capital Credit allocation in
1993, the figures in Column B (Previous Balance), Column C (Retirement
Amount), and Column F (Check Amount) of your Capital Credit statement
will, therefore, be identical for those years.

3. Forthe years 1994 through 2010, CoServ Electric has elected to refire
19.1% of the outstanding Capital Credits. For these years, Column C
(Retirement Amount) on your Capital Credit statement represents the
existing Capital Credit balance multiplied by 19.1%.

4. Because the credits from 1994 through 2010 have not reached the end of
the normal retirement cycle, they are paid at a discount. Column D on your
Capital Credit statement represents the discounted percentage that you will
receive.

5. The Capital Credit retirement amount is multiplied by the early payment
discount percentage' to defermine the amount you are being paid. Column
F on your Capital Credit statement represents this amount.

6. Finally, an outstanding or new Capital Credit balance is determined and
shown in Column G of your Capital Credit statement. The new balance
represents the Capital Credits remaining in your account for each year of
allocation. These credits will remain available for future retirements at the
discretion of the CoServ Electric Board of Directors.

Why are the 1994 through 2010 Capital Credits being retired
at a discount?

Because the 1994 through 2010 Capital Credits are being retired before the
end of the normal retirement cycle, CoServ Electric is paying you the discounted,
net present value of these Capital Credits today, as opposed to waiting to pay
the face value of these Capital Credits at the end of the normal cycle, which can
typically be 20 or more years. CoServ Electric wants our Members to realize the
benefits of Capital Credits today in the form of a cash payment or credit, and net
present value discounting accomplishes that goal.

What happens to the money marked “Early Payment Discount
Amount”?

Column E of your Capital Credit statement represents the difference between
the retirement amount and the amount paid to you upon early retirement at

a net present value discount. This difference is retained by the cooperative as
permanent equity and may be payable, affer all liabilities and obligations of
the cooperative have been satisfied, on a pro-rata basis to Members upon any
dissolution or liquidation of the cooperative.

My statement has “Write-off Amount Applied” written at the
bottom. What does this mean?

If you have an outstanding balance with CoServ Electric, the amount of this
balance has been subtracted from your check amount. This amount will be
applied to your debt.

Is this check considered income and will | be taxed?

In general and based upon information furnished to us by our tax advisors, the
accompanying payment has the same characteristic of your payments to us for
electricity. That is—if your payment for electricity represented a deduction for
either federal or state income tax purposes to you, then this credit represents either
taxable income or a reduction in the amount of deductible electricity expense

for the current year. However, we suggest that you consult with your tax advisor
regarding taxability and proper tax reporting of your credit or enclosed check.

What happened to allocated Capital Credits when | terminated
service with CoServ Electric?

If you terminate service with CoServ Electric, you will become a former Member
and will no longer receive future allocations. The existing Capital Credit balance
will be maintained in a Capital Credit account in your name until it is retired

in full. When and if the CoServ Electric Board of Directors elects to retire any
Capital Credits in the future, a check will be mailed to the last forwarding
address on record.

NOTE: It is the former Member's responsibility to maintain a correct mailing
address with CoServ Electric.

Since | am no longer a Member, can | receive my remaining
(non-retired) Capital Credits now?

No. Capital Credits that have been allocated but not retired will remain in an
account for the former Member and retired on the normal schedule with other
Capital Credits for those years.

How are Capital Credits handled upon the death of a Member?

Capital Credits will remain in the name of the deceased Member or be changed
to the estate of the deceased Member upon request. The CoServ Electric Board
of Directors may elect to retire estates early.

1 This figure is based on a discount period of 18 years and a discount rate of 5.19%, which reflects the current rate available to CoServ for long-term fixed borrowing from one or more of its traditional lenders. The CoServ
Electric Board of Directors establishes the discount period and discount rate in accordance with CoServ Electric’s bylaws and policies.




