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I am once again privileged to provide Nueces Electric
Cooperative (NEC) members with a report about our Electric
Cooperative. First and foremost, I want to thank all of our
members for your support and loyalty. Your NEC Board of
Directors remains committed to providing you with affordable
and reliable electricity services and we make every decision

knowing we are accountable to all of you.
Given the changing nature of our business, the NEC

Board of Directors recently defined membership classes within
the Cooperative’s Bylaws. Some of us are “W Members” and
receive NEC delivery (or “wires”) services only, and others are
“N Members” who do not use NEC wires services but only
purchase power from the NEC Retail Division; and still others
use NEC to meet BOTH delivery and power supplier needs
("W Members”) for one or more accounts. Regardless of the
membership class, we all receive the same member benefits

from our Cooperative.
A couple of weeks ago, you received a packet in the

mail with a mail-in ballot for you to vote on proposed changes
to the NEC Articles of
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Much of the credit for this refund was due to the fact that
2009 saw a tremendous improvement in the price of power
provided to NEC members through our partnership with South
Texas Electric Cooperative (STEC). Even with a 5% increase in
power sales, NEC’s cost of power was 25% less than in 2008. As
I've told you before, STEC generates some power itself and jointly
owns some of its power generation facilities. When these
resources aren’t enough to meet NEC members’ needs, then STEC
seeks the balance of our power needs from the “open market” and
then pays the “market price” for this power. Also, when the market
price of power is less than the cost at which STEC can generate
its own power, STEC will maximize its purchases of power on the
open market to help us keep our price to all NEC members as low
as possible.

We continue to be concerned about regulatory impacts on
future power costs. We are engaged in these regulatory debates at
all levels and work to help protect your interests and those of the
other members of Nueces Electric Cooperative, Inc. At this time,
we expect Congress or the U.S. Environmental Protection Agency
to regulate carbon emissions at

Incorporation and new
directors. The Amendment
to the Articles is proposed

by your NEC Board of m STEC-Natural Gas ~ ® SMEC Coal
Directors to ensure that, B STEC- Wind = Market
since we now  have

membership classes, all

NEC members are

represented equitably in the
event that certain business
decisions must be made by
the members of the Co-op.
Myself and the other
Directors carefully
reviewed the need to make
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our San Miguel Electric
Cooperative (SMEC) coal plant
in 2011, and likely impose other
environmental regulations that
may impact our services and
rates. The impact on rates and
our available power supply
could be significant. NEC
continues to stay engaged in
these discussions and is focused
on our mission to protect the

interests of our members.
Financial information about

NEC is contained in this report.
I encourage you to take a few
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these changes and, I assure

you, we would not propose them if we did not also believe they
were necessary. If you haven’t returned your mail-in ballot, I
urge you to do so or join us at the Annual Membership

Meeting in Robstown, on October 14th.
2009 was a strong year for NEC but a tough year

economically for our members. NEC’s Board of Directors and
Management made the decision to refund $7.5 million dollars
to NEC members as a “Merry Christmas Gift” bill credit in
November and December 2009, to help ease the tough
economic challenges for our members. It's clear by the
hundreds of cards and thank you notes NEC received, our
membership deeply appreciated this gift. It is the NEC Board
and Management’s intention to continue this practice, as
finances allow, in future years.

minutes to review the pages
that follow and to stay an informed member-owner of Nueces
Electric Cooperative. [ continue to believe that working together
with our members and partners like STEC and SMEC toward a
common vision that’s dedicated to ensuring the best interests of
our membership, is the true cooperative difference. I'm excited
about what NEC is doing today and what we will do in the future.
I am confident that our decisions, based on balance and common
sense are the right ones. Our focus on our mission gives us great
clarity about what we must do to honor our commitment to you —
today and in the future.
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am always proud of what Nueces Electric Cooperative accomplishes
when faced with challenges and 2009 was no exception. We knew the
impacts of the recession would be difficult and NEC worked aggressively
to try to mitigate its impacts.
Below are some of the significant events in 2009 that impacted our
financial statements contained in this report:
+  Asignificantimprovement in power supply prices helped all
of our members, and caused a 25% overall decrease in Cost of
Purchased Power in 2009, despite a 5% growth in power sales and
the addition of 1,086 new NEC Retail consumers. This impact is also
reflected in the decrease in 2009 Operating Revenue & Patronage
Capital of 12% as shown on the Statement of Revenue and
Patronage Capital provided in this report.

« NECRetail members in other Texas delivery areas (non-NEC
wires) saw an overall 18% increase in their delivery rates that NEC
Retail passed on to members on their electric bills. This increase
represents the majority of the significant increase in NEC's 2009
Administrative and General Expenses.

+  In 2009, NEC wrote off bad debt resulting from the on-going
recession and 2008 summer price spikes. This caused Consumer
Accounts Expense to increase in 2009 by 29%.

+  In 2009, NEC completed its pole tagging and GPS data
collection project for all of the equipment on the NEC distribution
system. This was a 2 %2 year project that was expensed in our
accounting system upon completion, in 2009. This project moves
NEC to a digital mapping system and is the basis for eventual
integration into a real-time outage management system. This 2 >
year project expense resulted in the significant increase (128%) in
the category, Distribution Expense-Operations, for 2009.

Planning & Control

During 2009, Nueces Electric Cooperative increased its employee
base by 17 employees. With the new staffing came additional
efficiencies and increased productivity for your Co-op. As | indicated in
last year's report, recent years have seen severe growing pangs for NEC's
headquarters facility. The headquarters where NEC is today has served
our Co-op since it was built in 1949. Sixty-one years later it is still serving
our central office needs — mostly. For several years now, the valued
employees of NEC have had to double and triple-up to share office
space with other employees and equipment. In 2009, NEC moved some
employees to a portable building in the parking lot behind the building.

There is no property available to further permanently expand the
existing facilities. In addition, the cost to maintain the facility and retrofit
it to accommodate new technologies and processes are growing and
substantial. NEC employees have been very patient, but with the
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continued projected growth in membership, NEC must look to the
future and new headquarters facilities for the Co-op’s corporate,
distribution and retail services. In 2009, NEC secured land for a new
headquarters facility in the Calallen area. Plans are ready and NEC is
prepared to break ground soon on a new facility that will be able to
grow with the cooperative and, hopefully, last us another 60 years or
more. The cost of the new facility is not insignificant, but it is an
investment in our Co-op’s future and should accommodate the
tremendous future growth potential of our Co-op.

The NEC Ricardo Service Center is a success, processing 8,410
distribution service requests and payments in 2009. Between January
and December 2009 the Service Center saw an increase in these services
performed of 12.4%. The small service center concept provides an
opportunity for NEC to locate employees closer to our distribution
members to reduce outage response times and duration, and to provide
added convenience for our members. This result is perfectly aligned with
the core mission of NEC- to seek ways to better serve our membership.
In 2010, NEC opened its Ben Bolt Service Center. It's the NEC Board and
Management's intention to further expand on this successful service
concept in future years.

Financially, the year ending December 31, 2009 brought a few
other significant changes.

+  The NEC Board of Directors Audit Committee was provided

with additional training on the company’s financial reporting by

the company’s internal staff and it hired a capital credit consultant
to advise the Board and management on any recommended
improvements in the NEC capital credit procedures of the Co-op.

The Board Audit Committee performed a stringent review of

company financials, active management and oversight of Board

expenses, and also enhanced involvement with the company’s
outside auditor.

+  Planning functions for the cooperative were revamped,
adding new budgeting processes and new forecasting software.
Additional budgeting upgrades are being added for the 2011
budget.

+  Abiometric time management tool was added to the
company'’s payroll process. This tool has helped in promoting
accurate timekeeping, managing overtime and calculating true
payroll costs of various functions.

+  Purchasing and warehousing functions were also upgraded
with additional controls and security.

» NECworked internally and with our power provider to ensure
stable rates. Measures were implemented to protect NEC Retail
and its members against the effects of market power cost spikes.
The 2009 stability was a combination of market conditions and
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NEC's own efforts including market power costs decreases, our
execution of a favorable summer peaking power contract, levelized
power pricing for members to protect members from potential price
spikes, and effective and efficient resource planning efforts by our
power supplier. Stable rates were the result of these efforts and the
cooperative’s members enjoyed the benefit of ownership, as NEC
Retail returned $7.4 million in “Merry Christmas Refunds” created by
these efforts.

+  NECworks to enhance customer service. NEC will soon upgrade
to a new billing system, add e-payment and credit card capabilities,
allow members to choose e-billing, provide more online access to
account information and services, and NEC will redesign its website
by the end of 2010 to enhance our members’ service experience and
make service requests more convenient.

Operations & Engineering

Our goal for our distribution operations work is to ensure reliable
service and further reduce outage durations and frequencies for our
members. 2009 contracts were awarded to add five crews to our
operations team. This support provides the additional manpower to
reconductor lines, change out aging poles, and expand our maintenance
work. All of these efforts, in addition to our regular line patrols, help us
achieve our reliability goals. In 2009, NEC saw a decrease in both its outage
frequency (as measured by the SAIFI index) and outage duration (as
measured by the SAIDI index). The NEC SAIFI rating (average number of
interruptions) at the beginning of 2009 was .874 interruptions per
consumer, but had dropped to .705 interruptions per consumer at the end
of the year. The SAIDI rating (average duration of interruption) was 1.833
hours to start 2009, but was 1.737 hours at the end of the year. NEC also
replaced a significant portion of our operations fleet with new equipment
and vehicles to keep our employees productive, efficient, and safe.

The NEC engineering department handles the four-year workplans
for the Co-op, the mapping system, stakes new construction jobs, oversees
our military contracts, and coordinates other system maintenance. During
the year 2009, NEC engineering remained focused on completing several
work plan projects as scheduled in our 2008 — 2012 Four Year Workplan.
The primary areas addressed in the 2009 plan were in the Orange Grove
and Ben Bolt areas. These areas had the highest load growth in recent
years. Your Coop also undertook two successful feeder automation
schemes, in an effort to support Smart Grid Technologies. Maintenance
has been a top priority for your Co-op and will continue to remain so to
ensure ever higher quality service and fewer unscheduled interruptions in
service.

NEC implemented new technology in the field of mapping and fleet
management. These systems provide a more efficient and productive
mobile work force. NEC intends to deploy computers in our field trucks to
provide more accurate and efficient system maps and improve
documentation and productivity in processing service orders.

Safety First & Regulatory Environment

Our employees’ safety remains a top priority for your Co-op. In 2009,
NEC met all OSHA training requirements to ensure a safe workplace for all
of our valued NEC employees. In April of 2010, NEC employees achieved
the milestone of 1 million miles driven with no vehicular accidents. On
August 9, 2010, NEC employees reached another important achievement
with 1 year worked with no lost time accidents. NEC continues to
successfully prosecute thefts of electricity service on our distribution
system.

NEC and other electric cooperatives across Texas and the nation
continue to be concerned about federal energy legislation. In
December of 2009, the U.S. Environmental Protection Agency (EPA)
published a finding that made clear their intention to regulate the
greenhouse gas emissions from stationary sources like electric power
plants. This past June, their intentions were defined more clearly in the
rules EPA published and it appears that in January 2011, without
Congressional action, all electric utility consumers will begin to feel the
impacts of the EPA actions. With these actions, we are told that NEC
members’ bills will increase if we have to pay for emissions under the
current proposals. We continue to work with our partners and
legislators to fight for a bill that is fair, affordable and achievable.

A variety of regulatory issues were met and addressed by your
electric co-op in 2009. NEC adopted four new policies in July 2009 as
required to by the Public Utility Regulatory Policies Act of 1978
(PURPA)and the Energy Independence and Security Act of 2007 (EISA).
All of these policies require a project to be determined beneficial and
cost effective for NEC members, in order for the Cooperative to invest
funds in programs regarding energy efficiency, renewable energy
resource integration and promotion, and the provision of energy
management information to our members. The distribution tariff
change process, which began in November 2008, was fully
implemented in 2009 to ensure the distribution side of NEC's business
was not subsidized by the Retail operations. NEC also, added a wind
farm tariff and updated its Access Tariff for competitive retailers.

In 2009, the Texas legislative session was important for Texas
electric cooperatives and our members. NEC directors and
management worked with our state association, Texas Electric
Cooperatives, and together monitored and tracked about 50 state bills
that could have had significant impacts on our members. The primary
topics of these bills surrounded co-op governance and transparency,
the integration of renewable energies on the grid, infrastructure
hardening planning by utilities. NEC was in favor of prudent, cost
effective proposals in all of these areas, but ultimately due to various
political maneuvering not much of ANYTHING made it through our
Texas legislature in 2009.

Operation Round Up and Nueces Charities, Inc.

Finally, | want to give you a short report on the separate
charitable corporation formed by NEC, Nueces Charities, Inc. (NCI). In
2009, NCl awarded grants totaling $113,350 to fifteen South Texas
charitable organizations on behalf of the members of NEC who
participate in the NEC Operation Round Up program. In the twelve
years since this program began NEC members have given almost
$400,000 back to their communities. | extend my deepest gratitude for
your continued generosity to this important community program.

Conclusion

Our focus for you continues to be reliability, great member
service and keeping your prices low and affordable. Nueces Electric
Co-op is a member-owned cooperative, so everyday your NEC board,
management and employees act, knowing they are accountable to
you, our members. | am confident that the direction of NEC is the right
one and that our decisions and actions are in the best interests of our
valued cooperative members. Thank you for your confidence and
loyalty in your Nueces Electric Cooperative.
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NUECES ELECTRIC COOPERATIVE, INC.
BALANCE SHEETS
Balance Sheets
ASSETS
2009 2008
UTILITY PLANT
Electric Plant in Service at Cost $§ 92,079,776 $ 86,933,561
Construction Work-in-Progress 1030 123
Total 93,109,899 88,436,711 N Ec An n u a I
Less Accumulated Provision for Depreciation
and Amortization 17 484 979 16 738 569 R rt
Net Ultility Plant 75.624,920 71.698.142 e p o
OTHER PROPERTY AND INVESTMENTS
Investments in Assoc. Organizations 13,838,228 12,817,583
Other Investments 9.120.423
Total ) 22 958 651 21664 583
RESTRICTED FUNDS 65,342 69,166
CURRENT ASSETS
Cash - General 8,849,585 6,845,794
Temporary Cash Investments 147,559 119,461
Accounts Receivable Electric (less provision for doubtful
accounts of $616,700 in 2009 and $616,665 in 2008) 1,440,974 4,093,044
Accounts Receivable - Other (less provision for doubtful
accounts of $88 in 2009 and $88 in 2008) 669,177 791,056
Materials and Supplies (at average cost) 1,294,937 1,489,758
Prepayments 196,955 312,746
Accrued Utility Revenues 759,629 ;248,018
Accrued Interest Receivable 39 427
Total 13.398.243 NUECES ELECTRIC COOPERATIVE
BALANCE SHEETS
DEFERRED CHARGES 4.749 DECEMBER 31 2009 AND 2008
TOTAL ASSETS 112,051,905 $ 108.376.057
LIABILITIES AND EQUITIES
2009 2008
EQUITIES AND MARGINS
Memberships 352,815 $ 337,530
Patronage Capital 45,693,099 43,216,604
Other Equities 508 1.065.104
Tota 47 392 422 44.619.238
LONG-TERM DEBT
RUS Mortgage Notes 12,627,145 12,478,311
Other Long-Term Debt 38 125 961 36 799 389
Total 50,753.106 49,277,700
CURRENT LIABILITIES
Current Portion of Long-Term Debt 4,183,565 2,448,664
Notes Payable 3,500,000
Accounts Payable 4,094,814 4,406,696
Consumer Deposits 1,617,759 1,327,321
Taxes Accrued and Withheld 100,339 122,666
Accrued Interest Payable 188,127 197,932
Accrued Compensated Absences 490,871 457,729
Other Current and Accrued Liabilities 657.518
Total 11 332 993 13.151.719
DEFERRED CREDITS 2.573.384 1.327 00
TOTAL LIABILITIES AND EQUITIES 112 051 905 $ 108.376.057
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