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PNM STATEMENT OF PRINCIPLE

Public Service Company of New
Mexico believes that each suc-
cessive generation's quality of
lite will be progressively more
dependent upon the availability
and reliability of electric and
water service,

Consistent with this belief, we
recognize our obhigations to

Our Customers

An adequate and reliable source of
clectrie and water service at the
lowest reasonable cost,

Our sharcholders

A reasonable return on. with opti-
mum security of, their investment;

Our Employees

An objective opportunity to progress
and grow through productive and
meaningful participation. and

Our Future Generations

A legacy of adequate electric and
water service provided through free
enterprise with environmental and
ceonomic compatibility

i meet these obligations, we atfirm
a policy of

Operating our Company in a res on-
sible anner which reflects the
highest corporate integrity .

Providing open communicatic
order (o achieve a high level of
derstanding and acceptance of ¢
purpose and endeavors;

Sharing our techmical and admi
istrative skills with all levels of
ROVErNMEnt 1o assist in assuring
best decisions are made; and
Promoting. supporting and parti
pating in worthw hille comipasts
activities and develpowaoe

1D Geist, President

The annual mecting of stockholders
is scheduled to be held April 28,
1981 A proxy form and notice of the
annual mecting will be mailed to ali
stockholders on March 16, 1981

For turther information and details
pertaning to the ntormation pro-
vidhed i this report, contact D F
Peckham. Secretary, Public Service
Company of New Mexico, Alvarado
Square, Albuguergue, New Mexico
87158

I'he Common Stock of this Company
is traded on the New York Stock Fxe
change under the symbol PAM

I'his Annual Report and the financial
statements contaned herein are sub
mitted tor the general information of
the stockholders of the Company
and are not intended tor use in con-
nection with any sale or purchuse of,
or any offer or solicitation of offers
1o buy or sell. any securities of the

Compam




NANCIAL HIGHLIGHTS

Tl e Bl e e = 1980 1979 % Change

NG revenues $ 280.516,000 § 244,370,000 148
ALNE CXPenses $ 208,718,000 $ 184,554,000 13.1
ating income $ 71,798,000 $§ 59.816,000 20.0
carmngs $ 71,436,060 $ 54,803,000 304
carnings applicable to commaon stock $ 53,602,000 8 42607 000 258
ON AVETage COmMmon equity 14.9% 13.6% 9.6
axe number of common shares outstars ing 15,933,000 14,363,000 109
caraings per common shace $ 3.36 $ 297 13.1
wuls paid per commonshage—§ 2.04 $ 1 88 85
stiction expenditures $ 283,864,000 § 323361000  (12.2)
investment in utility property = $1,477,744,000 $1,197,514,000 23 4
‘att-hour sales 5.402,098,000 4,960,451 ,000 89
r of clectric customers cerved at year end 213,000 200,000 34
KWhr usage per residential customer 5,782 5,929 (2.5)

of emplovees 2,598 2,311 12.4

of common stockholders 34,436 31,160 105
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REVENUES AND EXPENSES

Revenues for 1980 were $280 .8
million. up 14 8 percent over 1979
revenues of £ 244 4 million. The in-
crease in reves es was due primarily
to rate relief secared from the New
Mexico Public Service Commission
and the Federal Energy Regulatory
Commission, power sales to the
Department of Water and Power
of the City of Los Angeles, and in-
creased Kilowatt-hour sales. Average
residential rates increased 725 per-
cent during 1980, demonscrating the
beginning of an expected trend in
which PNM's rates will increase
slower than the rate ot inflation
PAM generated revenues of approx-
imately $10 nuilion from the sale of
power not necded by New Mexico
customers at this time to the City of
Los Angeles Kilowatt-hour sales
moreased 8.9 »sercent, trom
1 960 451 000 KW hr to
5,402 098 000 KW hr

In 1980, fuel and purchased power
expenses and other operating and
maintenance expenses increased by
125 percent, compared to a 295
percent increase in 1979 These
operating economies were the result
of careful management of expenses
while simultancous!y maintaining
svstem reliability. The Company's
operating ratio declined from 551
percent in 1979 to 54.0 percent in
1980

As a result of the necessary financ-
ing for the Company’s construction
program. increased borrowing costs
and higher levels of short-term bor-
rowing. the interest on short-term
debt increased from 843 million in
1979 1o 12 3 million in 1980 In-
terest on wong-term debt also grew
in 1980 trom $ 24 2 milhion in 1979
to £29 0 million. Preterred dividends
mcreased about 85 60 million in 1980

1880 EARNINCS

Ihe Company's increased earnings
reflect opecating economics resulting
from cost control programs. a higher
rate for allowance for funds used
during construction, and increased
U'X'l‘;llll"al rovenues

During 1980, PNM's net carnings
appliceble to common stock grew
feom approximately $42.6 milion to
$54 6 million, while the number of
average shares of common siock
outstanding mcreased from 14 4
million shares to 15 9 millior: shares

Earnings per average common share
for 1980 increased to 3336 versus
$2 97 in 1979 Return on average
common equity was 149 percent
compared to 13 6 p.scent in 1979

CONSTRUCTIO! ' PROGRAM
AND ' INANCING
REQUIEMENTS

Increase in utility plant in 1980
totaled approximately $ 280 million,
compared o 3317 million in 1979
To finance these additions, exter-

il funding for 1980 included the
sale of 50 million of preferred
stock. $50 million in privately
placed first mortgage bonds, a 828
million take-do vn from the $45
million privately placed first mort-
gage bonds issued in October 1979,
$38 million in draw-de . as from
pollution control trust ac: ounts, and
$ 14 million in common stock raised
through PNAYS special stock plans
including dividend reinvestment and
the employee stock purchase plan
Including an increase in short-term
debt of £33 million, PNM's external
finaticing tor 1980 totaled approx-
imately 3233 million

Additionally. the City of Farm-
ington, New Mexico issued. on be-
half of the Company. $26 million
principal amount of poilution con-
trol revenue bonds in June 1980 to
fund the cos*s of pollution control
cquipment for Units 4 and 5 at the
Four Cormers Generating Station.

The Company's five-year construc-
tion budget for the period 1981 to
1985 provides i . the expenditure
of approximately $1.077 million,
including allowance for funds used
during construction of $161 million.
Indluded in this total amount are
proposed expenditures during the
five-vear period of approximately
$72 million for PNM's share of
nuclear freel for the Palo Verde
Nuclear Generating Station. In addi-
tion, the Company forecasts expen-
ditures of $100 million by its wholly-
owned subsidiaries. Paragon
Resources, Inc and Sunbelt Mining
Company, Inc. Construction expen-
ditures for the vears 1981 and 1982
are estimated 2t £372 million and
€325 million, respectively, and were
approximately $284 million in 1980,

Fxrernal capital reguirements tor
181 to 1985 are sstimated to be ap-
proximately $633 million. including
approximately $316 million for 1981

In order to meet 1981 requireme
and reduce short-term debt, the
Company proposes to sell approx
imately $17 3 million of common
stock, $60 million of first mortgs
bonds. and $25 million of prete
stock. depending on market o«
tions and other factors. and also
utilize $120: million of proceeds |
pollution control financings

RATES AND REGULA

As an electric and water utility
operating in the state of New Me
1o, PNM is subject 1o the jurisdi
tion of the New Mexico Prblic S
vice Commission (Comamission).
Many activities of the 2 ompany ;
reguiaied by the Commission, in
cluding rates. ¢aaltity of service, |
stance of securities, and permitti
for generation and transmission
construction. The Federal Energy
Regulatory Commuission (FERC)
jurisdiction over rates charged by
PAM tor electricity sold for resal
and various cccounting and rep
g procedures

since mid-1975. rates under t
jurisdiction of the Commission h;
been adjusted using Cost of Servi
Indexing. This method was applie
to approximately 75 percent of
PAM's equity investment in 1980
Indexing provides for recovery o
operating costs for generating ang
distributing clectricity based on t
most recent calendar yvear As
originally designed, rates under
jurisdiction of the Commission w
adjusted quarterly when return o
average common egquity fell beloy
or exceeded a band of 13.5 perce
to 145 percent. Today, adjustmey
are made annually when the retu
on year-end common equity vark
from the allowed 155 percent.

On April 16, 1980, the Commis
sion issued an order approving a
stipulation allowing an $11 millic
increase in retail rates. This incre
was based on operating results fo
the calendar year 1979 This boos
rates reflecied the increased cost
providing clectric service as well
certain changes made by the Con
mission in the Cost of Service Ind
calculation. In carly 1981, PNM fi
an updated Cost of Service Index
factor applicable for the year base
on 1980 operating results. The Ce
pany anticipates that the 1981 fac




1 become effective, subject 1o re PN®. s Share WATER OPERATIONS
! on March 1 1981 The final « Capacity ;
ey, . Location and Generating Station MW Under the terms of the recently
ision will be reached by June e b i i i S o B o S S ) . - . :
1981 ' Coal-fired Stations Near negotiated franchise with the City of
Farmungion ant; '3 I A C bhe
Toward th-c end of 1980, FNM hm"'?‘m‘ Units § & $ 208 \‘““l‘:.:f “‘““ "?r"“r. will mi::‘ T
jeved scrtlement with four San Juan inits 1. 2 & 3 S48 i " . '"1‘1';‘""" j"\"*‘ "‘“:r e
lemental wholesale power Gas- and Oil-fired Stations u“ m;:‘“ d :‘lﬂ; ﬂ:ﬁ ";m.
tomers and the FERC staft on Albuguerqgue d S O ‘;: pray " .}r’u’c ",‘
tour of the outstanding rate pro- m;‘: ::::“ l'_’:‘ h: ‘“3‘;:?’“‘?‘ »-‘l‘l 'lkf“ ﬁr‘.'“ '.m-a
ings with these customers. The Prager Saton 22 ; - “""" }“ ‘”‘l ~lum\‘mgh£m8
lement resulted in an mcrease of Santa Fe r{ng( “";.’“ o Supp ‘H‘x‘ m. \:
million in 1980 settlement rates S 70m Fe Simion " v_s}a}u:'p‘ poed m":“;'.”f' i " "
r 1979 filed rates. This settlement ‘:‘. 'm' Tasbine 20 YRS NP FOUCY S
e ) . B franchise negotiations with the
been approved by the FERC and 1 080

County of Santa Fe, and during 1980
those negotiations were successfully
completed

The Las Vegas Division is pro-
ceeding with a review of various
methods of increasing the water sup-
ply to the community. The decision
concerning what methods will be
used to incorporate this supply will
be made in the near future

SUBSIDIARIES

PNM hus an interest in three sub-
sidiaries: Paragon Resources, Inc.,
Sunbelt Mining Company, Inc. and
Western Coal Co

Paragon Resources, Inc is a
wholly-owned subsidiary . pringi-
pally engaged in the acquisition of
water rights and property for the
Company’s various projects and
business-related needs. Chief among
these needs are future generating
plant sites and water for both the
{ompany’s water systems and
future use at generating plants.

Sunbelt Mining Company . Inc.
began operation in 1980 on a limited
basis. It holds coal leases and will
provide supplemental fuel to the
San Juan Generating Station. It is
anticipated that Sunbelt will supply
coai to the proposed New Mexico
Station and, in addition, will mine
coal for sale to others

Western Coal Co. adopted a plan
of liguidation in December 080 All
of its coal processing equipment was
subsequently sold to San Juan Coal
Company, a wholly-owned subsid-
iary of Utah International, Inc.. for
approximately $25 million.

The surface coal leases adjacent to
the San Juan plant were subleased to
Utah. As part of the transaction, San
Juan Coal Companr:. « cooracted to
provide coal to San a0 Generating
Station under a 37-year fuel supply

not include the 1980 rate cases
ing tor the City of Gallup. New
xico. Hearings tor the test vear

30 Gallup case are scheduled 1o
i in April 1981 Final FERC

ilts on the carlier cases are

hing

new rate case based upon
scasts of revenues and expenses
1981 was filed in December 1980
all five customers. The new case
uests an additonal 513 9 milhon
reased rates

‘he Company has fuel adjustment
ses for both FERC and Commis-
jurisaictional rates which atlow
pass-through of mcreased tuel

s The adjustments apply to all

s A revised Commission fuel ad-
ment Clause is currently being
iewed The greatest change

Id be the use of an estimated
expense on a quarterly basis

r than actual cost on 2 monthly

PNM. through its operating divi-
sions, provides electric service to
about half the people in New Mex-
ico. The Albuguerque Division ser-
vice area includes roughly a third of
the population of the entire state.
The Belen and Bernalillo divisions
serve the rapidly growing arcas
south and north of Albuquerque
I'he Santa Fe Division serves the state
capital an:! ~urrounding communi-
ties. The &« Vegas Division serves
Las Vegas = north-central New
Mexico. The Deming Division
service area lies in the extreme
southern portion of the state, just
north of the Mexican border. The
Western Division serves a portion of
the uranium and coal-mining arcas
west of Albuguerque.

in addition (o the operating divi-
sions, PNM-generated el ricity is
purchased by several other utilities.
both publicly and privately owned,
for distribution to their customers
within the state

Total system requirements in 1980,
including sales to wholesale custom-
ers, were 5,083 373 megawatt-
hours, an increase of 8.8 percent
over 1979 Total peak demand in
1980 was 913 megawatts. This was
an increase of 6.8 percent over 1979
The torecasted peak demand for the
summer of 1981 is 997 megawatts
To supply this peak demand and
maintain an adequate reserve margin
for contingencies. PNM will have
a total installed capacity of 1.080
snegawatts and ready capacity of
1.047 megawatts. The Company
also has contractually arranged to
purchase an additional 190 mega
watts of capacity. This provides a
total resource capacity of 1,237
megawatts

N

ELECTRIC OPERATIONS

he Company holds 13 percent
rship of Units 4 and 5 of the
r Corners Generating Sation, 4
percent ownership of San luan
ts [, 2 and 3 and 160 percent
rship of the gas- and oil-fired
ions. The Prager. Santa Fe and
Vegas stations are used primarily
et peak loads.
1980, PNM's generating fuel
maostly coal. accounting for
ut 84 percent of total kilowatt-
urs produced. Natural gas provid-
15 9 percent and oil 0.1 percent
forecasted generation reqguire-
ts i 1981 are 82 8 percent coal,
O percent natural gas and 0.6
ent ol
power produced by PNM
pes from generating facilities as
wn in the following table

contract
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nother may s area we are ad-
PSSINR 15 our rate design concepts
Are NOW participatng in New
xico hearings to shifi ous rate
ign from an imbedded or histori-
st basis to a marginal cost b, s
s new rate designs will more cor
tly reflect 6 = actaal cost of pro-
ing addr CrVICe Wi vt
rcollecing .. cnues wi e pro-
iNg Proper price sig...as (0 our
tomers. These rates will then

k in harmony with our load

agement ctforts

Yaryan

ger, Revenue Planning

cause of the significant econ

i prossures PNM felt during s re-

growth period. we were forced
NNoyvate programs to enhance the
1pany's financial pertormance
basically rethink the whole
ept of financing. We were suc
tul. and eaxday as a company,
are much better off
During the past 1ew vears, we
P OXPCRICNCTNE Op7 rating ratios
he range of 55 1 percent to 55 5
cent; that s, tiwe rato of fuel.
‘hased power, operation and
nienance expenses to total op
ing revenues. I mid-1979 we
blished a Cost Reduction Task
¢ which represcated all areas of
Company, 1o mnvestigate wavs of
cing expenditures. As a result of
activities, we were able to re-
¢ the 1980 operating ratio from
percent to about 54 percent.
h we not reduced our operating
0. PNM's return on equit s tor
0 would have been about 1 4
cent rather than approximaiely

) percent

In the plaaning area. we have
developed the ability to look into
the future with some very sophis-
ticaced compater models. These
mclude distribution planning models
used in the Company 's operating
divisions to make long-range predic-
ticas about system requirements,
resource utilization models to op-
timize our generation plans, load and
energy cconometric and end-use
modeds as well as corporate financial
modeling systems. These capabilities
allow management to make good
decisions about circumstances that
are going to arise not only in the
short-term but also out into the 10-
1o 20-year time horizon

I think it is important from the
stockholders’ perspective to rec-
oginze that we have some finan-
cral objectives that are specifically
related to them: These include main-
taining financial performance levels
of return on equity that are adequate
for those stockholders, achieving
good quality of carnings. coverage
ratios that allow us to maintain pro-
tection tor our bondholders wad 1o
maintain the AA/Aa rating. We are
working toward achieving a market-
to-book rat.o of at least one
M. AL Clifton
Manager, Financial Planning

Inflation, and the resulung high
cost of capital, has created tinanc-
ing problems which heretofore had
never been experienced. As a result,
companies like PNM have bad to
adapt to new ideas to finance the
growth in assets required to meet
the ever-increasing domands of
its market

This has bec > especially true in the
working capital finance area. It was
not too long ago that a bank prime
rate of over 10 percent was tanta-
mount to economic chaos lToday, we
hope 1o see the prime rate once more
drop to 10 percent. This drastic rise
in interest rates experienced in 1980
resulted in tremendous increases in
the costs of financing construction
projects

Because of the large cash flow re-
guirements generated by PNM's con-
SIruction program (we expect to
spend around $ 30 nullion per month
in 1981), cash management has
quickly risen in importance. In i980,
it cost PNM approximately 13¢ o
finance every dollar in the bank. By
initiating good cash management
procedures, such as zero balance
accounts, we have been able to hold
the cost of bank balances to a
minimum

To mimimize the impat of bor-
rowing short-term, we have expand-
ed our efforts in daily cash flow
forecasting. Through a better
understanding of our cash needs,
we have eliminated unnecessary bor-
rowing and implemented a more ag-
gressive program of investing of
cash. We have also expanded our
source of borrowings. PNM has
entered into borrowing arrangements
which open up a number of money
market sources of funds, such as
Bankers Acceptances, Commerciai
Paper or Federal Funds. The multiple
sources increase our availability ot
funds and allow us to borrow in
whicheyer market has the lowest
prevailing interest rate
M. J. Marzec
Director
Working Capital Finance
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al, State, Local and General Taxes

N 11 s
R. A. Lake

District Vice President

Belen, Bernalillo and Deming

Divisions

). T. Ackerman
District Vice President
Albuquerque and Western Area
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P. R. Gamertsfelder
District Vice President

Santa Fe and Las Vegas

W. M. Hicks, Jr
Manager
Water Operations, Santa Fe
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Manager, Power Operations




W take

CoOnoOmetne van

nsideration What s the

1 4 A o 1w o bentl
{ Coarca’s W ha [ peting
¢l & { o W hat ¢
vl \ ¢ W 7 Wi
+ I¢ LI | 1 oAl
{
A It
1l i
1€
{ 5 { (
hin f
{ W ( ! | |
¢
l o Sl \ 1 TIve yaars
| N nere [ ihstar ! quan
( ! « gn cd ¢ Wi
( | W ship tha region mucl
HOenery YOSSIONC | Lisplace
\ (N | ~S uncd ! AL
A | s 1 TRt such
Cy | f H-hired oace
Nale i cduce th i
{ imported nsumed
i WAL OF resources 101 Oniy
§ 1 SLOITIC imnd
! I s ( S A0
i Qo f redaced ':;\( |
L ! Ci1t ( ‘ SOt
s shat 4 | fu t

C.D. Bedtord
Vice President

Administration

v $
T
-~ ( |
{
{ N i
nl L
PNM. after a
1
Y N W | [
{
unding the ra |
1OKO PNM exnericr | 5
21 \ na INLCIpat
Uthough 1t J g thisa
it i Nal average
1 i
\ {
Cle
(N ¢ P
! {
'
( b
CS t ¢

WO, Wygant

Group Manager

Planning and Resources
R.C. Cainski

Manager, System Planning



ind

inal tor dee on makimmg and

’ i ’ ‘1
productivit

R.L. Barber
Manager
Information Systems Division

possibly the
the RD&D area
SCA Nt and
demonstiration program is based on
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ed very specifically toward

IVI}.|~ 5
PNM s needs. The principal method

ment
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data monitoring phase, s the PRI
SHAC (solar heating and cooling
solar home project The goal or this
multi-mmihon dollar program is to
1ssess how utithities and solar homes
should be intertaced and integraied
1O the optimum benefit of the solar
customer and thic utihity s othor
customers. Another solar study 1

sed our com power plant project in which we are

wroeent, the

! wnng tne lcad utihity 10 the opera

et growl tion of a small solar plant to be buih

quirci it Sandia Laboratories, Albuguergu
'his will be among the first hands
n utility experience with solar
genceration of electricity

D. J. Groves

Resource Analysis Supervisor
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PARATIVE OPERATING STAT'STICS

il R - | _;~__l980 o 10 t):_‘) 1978
lectric Service
Energy Sales—kWhr (in thovsanas)
Residential 1,090,003 1.067.755 1. 000,564 957,390 916,748
Commercial 1,441,634 1,403,282 1.353 805 1,5320.651 1.277.02%
Industrial 859,178 R58.534 797 314 O8O, 845 ~ . 359
Other ultimate customers 167,070 159,396 164,901 160,922 15,694
Total sales to ultimate
customess 3,557,885 3 488 960 3316584 3,125 808 2.957.026
Sales for resale 1,844,213 1,471,485 1,211,242 1,241,195 638,207
lotal energy sale . 5,402,098 4960451 4,527 826 4,367,003 3,595,233
Electric Revenues (in thousands)
Residential $ 72,596 $§ 0662062 $§ 514’4 $§ 39547 $ 32423
Commercial 85,480 7T BO6G 50125 45520 36,198
Industrial 44,524 40,467 28 860 IR9I8 13,070
Other ultimate customers __9,7% 8.704 7,052 5.215 4. 168
lotal revenue from ultimate
customers 212,350 193,239 147,451 109 200 85,859
Sales for resale 59,475 44,000 32508 23.219 _ 9,310
lotal revenue from encrgy
sales 271,825 237,239 180.019 132,419 95,199
Miscellancous electric revenues 2,598 2532 2581 A5 1935
lotal electric revenue $ 274,423 $ 239771 $ I82.600 $ 135,024 $§ 97 134
Customers at Year End
Residential 191,495 184,979 175,43 164 803 156,116
Commercial 20,932 20,334 19,496 18,374 17,483
industrial 406 485 182 493 489
Other 264 264 ¢ 265 250
Total ultimate customers 213,157 200,062 195.680 183 945 174,338
Sales for resale FrE L 8 5 5 5
Total customers 213,163 206,067 195 685 183,940 174343
Reliable net capability —kW 1,080,000 1.082,000 842.000 858000 858 000
Coincidental peak
demand—kW 913,000 855 000 809 000 715,000 633,000
Average fuel cost per
million BTU 109.61¢ 120.72¢ 105 52¢ 92 74¢ 61 R3¢
BTU per kWhr of
net generation 10,551 10,746 10,993 11,004 11,084
Jater Service
Sales—Gallors (in thousands) 2,699,816 2515815 2,753,122 2,731,801 2,963,223
Revenues (i thousonds) $ 6,093 % 4.599 $ 4,005 $ 3olz _ § 2,389
ustomers at Year End 19,303 18.755 18.079 17,427 16,838




SELECTED FINANCIAL. DATA

1980 1979 1978 197" 76
{In thousands except per share amounts and ratios)
Operating revenues:
As reported $ 259,510 $ 244370 $187,205 $138.6306 $ 9952
In average 1980 dollars $§ 2805106 $ 277417 $236.449 S188.514 S 1400
Net earnings:
As reported $  T1.436 § 54803 $ 37,464 $ 24921 $ 17,35
In average 1980 dollars
Adjusted for general inflation® $ 54,303 $§ 51,110
Adjusted for changes in
specific prices® $ 53639 $ 49082
Net carnings per common share:
As reported $ 3.36 $ 297 $ 283 $ a0 . 24
In average 1980 dollars
Adjusted tor general mflation® ) 2.29 $ 259
Adjusted tor changes in
specific prices”® $ 2.25 $ 2.49
Total assets $1,458, 412 $1.186.4°06 SHRE 747 SO04. 419 $498 94
Net assets at net recoverable cost:
As reported $ 487,525 $§ 453,328 $382,289 $271.448 $214,37
In average 1980 dollars § 465,099 § 486 652 $482 850 369,109 $310.30
Preierred stock with macdatory
redemption requirements $ 90,000 $ 40,000 — - —
Long-term debt, less current
maturities $ 567,190 $ 431655 $350,347 $244,720 $178.43
Common stock data:
Cash dividends declared per
common share
As reported $ 2.04 $ 1.88 $ 1.72 $ 1.61 $ 1.4
In average 1980 dollars ¢ 2.04 $ 2.13 $ 217 $ 219 $ 24
Market price per common
share at year end
As reported $ 19.75 $ 13.25 $ 1987 $ 2150 $ 24
In average 1980 dollars $ I8.84 s 19.59 § 2448 3 2851 $ 339
Dividend pay-out ratio 60.7% 63.3% 60O 8% 65.4% 65.7
Book value per common share
at vear end $ 23.36 s 22.26 § 2185 s 2161 $ 21(
Average number of common
shares vutstanding 15933 14.303 10,289 7.509 0.1t
Return on wverage commaon eguity 14.9% 15.6% 13.0% 11.6% 10.3¢
Excess of increase in general
price level over increasc in
specific prices after reduction
to net recoverable cost® $ 121,508 $ 116,265
Gain from decline in purchasing
power of net amounts owed® $ 87092 § 72531
Average consumer price index 246.8 2174 195 4 I81.5 176

*See page 34 for discussion of Supplementary Information on Changing Prices
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Operation and maintenance expenses increased $27 3 mullion in 1978, $30 7 million in 1979 and $16 8 million in
1980 Principa] causes are

(a) Production of energy from the Company s own generating units decreased 14 3% in 1978, increased 16.3% in
1979 and increased 16 6% in 1980 A boiler explosion causing the shutdown of the first unit at the San Juan Generat
Station in July of 1977 and the retuen 1o service of the unit in May 1978, coupled with the purchase of lower-cost
energy on the interchange market rather than generating from the Company s gas and oil-fired units, resulted in the
Company being a net purchaser of 957 million KWhr in 1978 The growth in KWhr sales in 1979 over 1978 resulted
the Company being a net purchaser of 752 mullion KWhr for Jhe year The third San Juan unit, providing the Ce
with 240 megawatts of coal-fired capacit . became operational in December 1979 This added generating capacity,
coupled with increased plant efficiency, resulted in the Co v pany being a net purchaser of 471 million KWhr in 198(
decrease of approximately 281 milion kWhr from 1979

(b) Fuel costs—increased generation and rapidly rising fuel costs

1) Higher cost of labor and related benetits due to higher wage rates and an increase 1 the aumber of emplovees
necessary to operate the expanded electric generating and water facilities

() General inflationary factors

(€) Maintenance and repair expenses increased by $3.0 million in 1978, $1.9 million in 1979 and $6.1 million in 1
Overhauls and inspections at Las Vegas, Person Station, Four Corners Generating Station, and the San Juan Generati
Station accounted for increased costs of £2.4 million in 1978, $1 3 million in 1979 and $5.5 million in 1980,

The Company's gross utility plant increased by approximately 29% in 1978, 36% in 1979 ana 23% in 1980 as a
result of expanded operations, the need 1o mamntain reliable service, and increasing environmental protection re-
quirements. In addition, the Company purchased the fifty-percent undivided interest of Tucson Electric Power Com-
pany in San Juan Unit 4 in 1979 The increase in atility plant and the Company s construction program have been
primary causes of increases experienced in the followiag areas of operations:

(a) Depreciation @ nd amortization

(b) Taxes, other than income taxes, primarnily foaochise and ad valorem taxes

(€ AFUDC —increased construction at the San Juan Generating Station and Pale Verde Nuclear Generating Station
increased AFLDC rates ordered by the Commission

() Interest charges and preferred stock dividend requirements—from Deceriber 31, 1977 through December 31,
1980 the Company has issued $160 million principal amount of First Morigage Bonds, utilized $169 million pring
amount of Pollution Control Revenue Bonds an! issued $116 million of preferred stock. generally at higher rates t
previous issues, and had up to $130 mithon principal amount of short-term deb: outstanding.

As aresult o items detailed above, carnings before income taxes, income 1ixes, net earnings and carnings per s!
of common stock all increased in 1978, 1979 and 1980

See page 34 for discussion of Supplementary Iniormation on Changing Prices




ANAGEMENT'S RESPONSIBILITY FOR FINANCIAL STATEMENTS

s management of Public Service Company of New Mexico is responsible for the preparation and presentation of
companying financial statements. The financial statements have been prepared a1 conformity with generally ac-
accounting principles and include amounts that are based on informed estimates and fudgments of management

t maintains a system of internal accounting controls which it believes is adequate to provide reasonable
‘© that assets are safeguarded, transactions are executed in accordance with management authorization, and the
ial records are reliable for preparing the financial statements. The system of internal accounting controls is sup-
by writien policies and procedures, a staff of internal auditors who conduct comprehensive internal audits, and
selection and training of qualified personnel.
Board of Directors, through its 2addit Committee comprised entirely of outside directers, meets periodically with
ment, internal auditors, and the Company s independent public accountants to discuss auditing, internal control
nancial reporting matters 1o ensure the auditors” independence, both the internal auditors and independent
s accountants have full and free access to the Audit Committee,
independent auditors, Peat. Marwick, Mitchell & Co | are engaged to examine the Company's financial
nts in accordance with generally accepted auditing standards

NTANTS' REPORT

Board of Directors 2nd Stockholders

: Service Company of New Mexicor

have examined the consolidated balance sheet of ['ublic Service Company of New Mexico and subsidiaries as of
S0 1980 and 1979 and the related consohdated statements of earnings, capitalization aiwd changes in financial
ion tor cach of the vears in the three-year period ended December 31, 1980, Our examinations were made in ac-

‘e with generally accepred auditing standards. and accordingly included such tests of the accounting records and
other auditing procedures as we considered necessary in the circumstances.

our opiniv n, the aforementioned consolidated financial statements present fairly the financial position of Public

‘¢ Company of New Mexico and subsidiaries at December 31, 1980 and 1979 and the results of their operations
hanges in their financial position for each of the years in the three-year period ended December 31, 1980, in con-
ity with generally accepted accounting principles applied on a consistent basis.

PEAT. MARWICK. MITCHELL & CO.

querque, New Mexico
uary 9. 1981

e
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CONSOLIDATED BALANCE SHEET

Assets

: December 31,
_1980 197e

‘(In inousands)

Uti' ty plant, at original cost (notes 4 and 8)

Electac plant in service $ 743837 $ 712,
Witer plant in service 33.535 51
Commen plant in service 180643 17|
796,015 61

Less accumulated depreciation and amortization 152,102 127
643913 633,

Constrection work in progress 680,603 435,
Flectric plant held ror future use 1,126 1
Net utility plant 1,325,642 1. 069

Other property and investments:
Non-utility property. at cost, net of accumulated depreciation

of 1,340,000 in 1980 and $757,000 in 1979 33,588 17
Investment in fifty-percent-owned company 3,099 6
Other, at cost IR "y . 1

Total other property and investments 39,425 25

current assets:

vash (note 5) 6,012 3
Recervables
Customers 29,794 23
Ouer 5,320 13
Allowance tor doubttul receivables (192)
“uel, materials and supplies, at average cost 26,353 22
Prepaid expenses 2,220 2
Neferred fuel costs 8,536 11
Total current assets 78,043 H___-.‘H
Deferced charges 15202 14,

$1,458.412 $1.186
== ==

See accompanying notes to consolidated financial statements
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mmon stock equity (note 2):

Common stock of 85 par value. Authorized 40,000,000
shares; outstanding 16,330,304 shares in 1980 and
15,6017 39 shares in 1979

Additional pard-in capital

Retained carnings

Total common stock equity
umtative preferred stock. Authorized 10,000,000

shares (note 3)

Without mandatory redemption requirements
Catstanding 860,000 shares of $100 stated value and
B0 000 shares of $25 stated value

With n:andatory redemption requirements.
Outstanding 900,000 shares in 1980 and 400 000 shares
in 1979 of $100 stated value

mg-term debt, less current maturities (nofe 4)

Total capitalizavon

nt lHabilities:

t-term debt (note 5)

‘counis payable

cferred dividernads declared

rrent mat arities of iopg-term debt (note 4)
‘crucd interest
tcrurd taxes

her current habilities

Total current liabilities
erred credits:
cumalated deferred investment tax credits (note 6)
‘cumulated deterred income taxes (note 6)
her deferred credits
Total deterred credits
imitments and contingencies (notes 8 9 and 11)

December 31,

1980

1979

(In thousands)

$ 81,652 ¢ 78,009
195,026 185.600
104,847 83,719
381,525 347,328
105,000 106,000
90,000 40.000
567.190 43! 155
1,144,715 924 953
129,355 95,960
49,836 51.695
4,712 2. 809
1,487 5224
10,456 5577
7,141 9418

5,645 4,220
208,632 174,963
62,991 47 .896
25,756 22529
16,318 16,075
105,065 86.500
$1,458 412 $1,186,446
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CCIISOLIDATED STATEMENT OF EARNINGS

S Yearended December 31,
el e i il s e R 1978

(In thousands except per share amounts

Operating revenues:
Electric (note 10) $274,423 $239.771 $182.6
Water 6093 459 a6
Total operating revenues 280516 2w 370 IH'J
Operating expenscs: (
Fuel and purchased power 84,125 B5.143
Oiher operation expenses 46,017 34.351
Maintenanice and repairs 21,201 15.045
Provision for deprecianon and amortization 25,003 17,603
Taxes, other than income taxes 12,299 10,531
Income taxes (note 6) 20,073 21 881
Total operating expenses 208,718 184 554
Operating income 71,798 598106
Other income and deductions:
Allowance for equity funds usce <o construction 27,236 15,594
Lquity in carnings of fifty-percent-owned comipany,
net of taxes (note 6) 2,953 2,151
Other. net of taxes (note 6) 388 o 250
Net other income and deductions 30574 17995
Income before interest charges 102372 77811
{aterest charges:
Interest on long-term debt 29,012 24.236
Other interest charges 12,771 4.696
Allowance for borrowed funds used during construction (10847 (5,924)
Net interest ¢ harges L 30936 23008
Net sarnings 71,436 54.803%
Preferred stock dividend requirements 17,83 12,196
Net earnings applicable to common stock 8% 53,602 0§ 420607
Average number of common shares outstanding 15933 14,363
Per share amounts:
Net earnings 8 3306 8 297
Dividends , 2.04 § 188

See accompanying notes to consolidated financial statements
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CHANGES IN - INANCIAL POSITION

Funds provided
$ 71 4506
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JTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1980, 1979 and 1978

) Summary of Significant A« Counting Policies

stem of Accounts

'he Company o ‘otains its accountiag = cords in accordance with the uniform system of accounts prescribed by thae

eral Encergy Regulatory Commission (FERC) and adopted by the New Mexico Public Service Commission (Commis-
). As a result of the rate-making process, the application of generally accepted accounting principles by the Com-

y differs in certain respects frore the appiication by nonregulated businesses. Such differences gonerally regard the
at which certain items enter into the determination of net earnings in order to follow the principle of matching

s and revenues

nciples of Consolidation

he consolidated financial statements include the accounts of the Company and its whollyv-owned sub sicuaries, Para-
Resources, Inc and Surbelt Mining Company, Inc. All significant intercompany transactions have been climinated.
ity Plant

tility plant 1s stated at original cost, which includes payroll-related - osts such as taxes, pensions and other fringe

fits, administrative costs and an allowunrce for funds used de' ng construction.

is Company policy to charge repairs and minor replacements of property to maintenzace expense and to charge

r replacements to utility plant. Gains or losses resulting from retirements or other dispositions of operating proper-

the normal course of business are credited or charged to the accumulated provision for depreciation.

iation

wision for depreciation of utility plant 1s made at annual straight-line rates approved by the Commission. The

rage depreciation rates used were as follows:

e

. 1980 1979 1978
Electric plant 3.36% 3.62% 3.39%,
Water plant 1.94% 1.88% 1.89%
Common plant 7.36% 7.13% 5.89%

provision for depreciation and amortization of certain equipment, including amortization applicable to capital

s, is charged to clearing weounts along with other costs 0f operation and subsequently apportioned to operating
pnses and preperty accounts based on the use of the equipment. Depreciation of non-utility property is computed
e straight-line method
%vancc for Funds Used During Construction (AFUDC)

accordarwe with the uniform system of accounts, AFUDC, a non-cash item, is charged to utility plant. AFUDC
esenits the cost of borrowed funds (allowance for borrowed funds used during construction) and a reiurn on other
Is (allowance for equity funds used during construction). The Commission, which has primary rate-making jurisclic-
over the Company, has limited AFUDC to electric generation construction, including pollution control devices and
r water plant construction. The allowance is charged to other construction projects to the exten: they pertain to
omers subject to FERC junsdiction
he AFUDC was compute d using rates of 6 1/2 peccent until May 15, 1979 and 7 12 percent from then until
ember 31, 1979 and was allocated between borrowed funds and egnity funds based on the method required by
(.. Beginning January |, 1980 AFUDC was computed using the maximum rate. net of taxes, pevmitted by FERC
ch was 8 65 percent for 1980 The Commission also ordered the Company to record additional AFUDC in 1980
esenting a recalculation of 1979 AFUDC based on the maximum rate allowed by FERC. The effect of this adjustment
not significant

27
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Capitalized Interest

The Company capitalizes intcsest ¢osts on non-utility property in compliarce with Financial Accounting St
Board Statement No. 34 Interest “apitalized amounted to $2.003,000 in 1980 and $626,000 in 1979.
Investment in Fifty-Percent-Owned Company

The Company's investment in a fifty-percent-owned company is stated at equity. The co-owner, Tucson Electric
Power Company, is participating with the Company in the construction and operation of a steam turbo-electric
generating plant “escribed in note (8). Prior to December 1, 1980, the generating plant wilized coal from properties
the fifty-percent-owned company as a source of fuel. Effective December 1, 1980, the coal supply for the generating
plant wis restructured with an unrelated supplier. The fifty-percent-owned company has adopted a plan of liquidadi
Deferred Fuel Costs

The Company uses the deferral method of accounting for the portion of fuel costs which is recoverable in subseq
periods under fuel adjustment clauses.

Amortization of Debt Discount, Expense and Premium

Discount, expense and premium incurred in the issuance of the presently outstandling debt are being amortized b
charges to income over the lives of the respective issues on the debt outstanding method.
(nvestment Tax Credits

The Company follows the practice of deferring investment tax credits and amortizes them over the estimated us
lives of the related properties. Investment tax credit carryforwards are recorded, as a reduction of deferred income
taxes, to the extent of the sum of the additional investment tax credits which would have been realized if taxes pay:
nad been based on pretax accounting income adjusted for permanent differences and the existing net defers~d tax
credits which would reverse during the investment tax credit carryforward period.

Income Taxes

Certain revenue and expense items in the Consolidated Statement of Earnings are recorded in 2 year different frc
the year in which they are recorded for income tax purposes. Deferred incomie taxes are provided on these timing
ferences to the extent allowed for rate-making purposes. This normatization method is used primarily for differenc
tributable to deferred fuel costs, the use of liberalized depreciation methods and different lives under the asset
tion range (ADR) than under the guideline depreciation provisions. Certain other differences result in a reduction in
come tax expense in the current vear. This flow-through method is used primarily for differences between tax dep
tion computed under the guideline life provisions and book depreciation and certain capitalized construction costs,
principally AFUDC, deducied currently for income tax purposes.

At present, rates applicable to ceriain customers subject to FERC control allow recovery of amounts necessary to
vide additional t>x normalization of the items described above which are accounted for under the flow through met
for other customers. Provision has been made for additional deferred incomie taxes attributable to amounts collecte:
under these rates.

Revenues

Revenues are recognized based on cycle billings rendered to <ustomers monthly. The Company does not accrue
revenues for services provided but not billed at the end of a fiscal period.
Pension Plan

The Company's policy is to fund pension costs which are composed of normal costs and amortization of past
costs over thirty vears

(2) Common Stock Equaty \
The Board of Directors has reserved 2,700,000 shares of unissued coinmon stock for the dividend reinvestment p1
gram, i! ¢ Employee Stock Purchase Plan and the Tax Reduction Act Stock Ownership Plan, of vhich 1,200,847 shar
remaired unissued at December 31, 1980
Charter provisions relating to tae cumulative preferred stock and the indenture securing the first mortgage bonds
pose certain rostrictions upon the payment of cash dividends on common stock of the Company. at December 31,
1980, there were no retained earnings restricted under such provisions.

P - i —




Cumalative Preferred Stock

umulative pr
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Fhe cumulative preterred stock may be redeemed by the Company. upon thirty days notice thercof, at stated

redemption prices (plus accrued and unpaid dividends) Redemption prices are at reduced premiums in future

vaars

) Redemption may not be made through certain refunding operation srior to June 1, 1981 for the 9.16% Series
April 1. 1982 #87% Series, Apris 1. 1983 for the 8.80% Servs sebruary 1, 1984 for the 875% Series, or
April 1, 1990 f« { SCries

Beginning in 1984 for the 875% Series and 1986 for the 14.75% Series. the Company must annually redeem

15,000 and 20,000 shares, respectively, at a price of $100 per share plus accrued and unpaid dividends

Long-Term Debt

1c details of the Company's outstanaing long-term debt including unamortized discount and premium, less current
irities. are as tollows

Issue and Maturity Interest Rates 1980 1979
(In thousands)
Mortgage Bonds
81 through 985 3 5/1 $ 55,171
80O th ough 1990 {8 8.470
91 through 1995 9.762
D6 through 2000 $ ) 31.876
01 through 2005 7 } 107,239
OO0 through >0 { » 94.355
OO througis ¢ . pollution control series
securing poiluton control revenue bonds ( ‘ ! 300,014
Fuids held by truste (121,717)
Total first mortgage bonds 485,170
ition control revenue bonds, due 1984 0 77,000
5,020
long-rerm debt $ 567,190




Substantially all utihity plant is pledged to secure the firse mortgage bonds

Apoproximately 25 peccent ¢f the ongina principal amount of cach series of first mortgage bonds will be redecmie
through sinking tund requirements prior to the atforementioned due dates. The aggregate amounts on thousands) of

muaturities on all long-t rm debt outstanding at December 31, 1980 are as tollows

U8R 1
1982
1984
1984

UKS

August | the City of Farmincton New Mexico, issued and sold $77.645 000 principal amount of its 5.9
Pollution Control Revenue Refundin nds, Series 1977, the proceeds of which are expected 1o be used to reti
6% Pollution Control Revenue Bends and 5% Pollution Control Revenue Bonds at their maturity in 1984 Fre
and atter such retirement. but not betore, the Refunding Bonds will be payable out of revenues received by the

City from the Company Upon such retirement the Company wi'l also guarantee the payment of the feries 197

Bonds and secure its guaranty with an cequal principal amoant of its first mortgage bonds

(5) ShortTerm Debt and Compensating Balance Arrangements

The Company s interim financing requirements are met througl ance of unscecured notes pavable to banks anc
| !

ommercial paper The Company has agreed to maintain compensating balances with certain lending banks or to pa
| £

fees in licu of such balances. Compensating balances are generally equal to 20 percent of the ouistanding in_cbtedne
i 10 percent of the lines of credit at such barni s, whichever is greater. Details of the Company's short-term debt ai

December 31, 1980, 1979 and 1978 and tor the vears then ended are as follows

1980 1979

(In thousands)
Ageregate short-term debt outstanding
Notes pavable to banks $79 575
Commercial papes $49.780
werage imterest rate on cutstanding debt
Notes pavable 1o banks I8 3/8%
Commercial paper I8 3/8"%
Maximum outstanding during vear
\HH\P‘(\ ble to banks $80.175
Commercial paper $67,825
Average outstanding during vear
NOtes QA ible to banks $31.092
Commercial paper $61.,437
Weighted average stated interest rate on debt outstanding
during year, compute ¢ using daily outsianding balances
Notes pavable to banks 14 1/4% y o}

Commercial paper 12 3/8% 2

Unused lines of credit (subject to cancellation at the banks” option $76,878 $60.140

Compensating balances at end of vear $ 3193 $ 1,956

Compensating balances have been reduced by the average difterence berween collected bank balances and book

balances




1980 19

In thousands)
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{7) Pension Plan

The Company and it subsidiaries have a pension plan covering substantially all of their emplovees, <cluding offic
The plan prosides tor monthly pension payments to participating emplovees upon their attaiting the age of 65 or th
age of 62 with 30 years of service The amount of such payments are dependent urva length of service and the aver
wage of the five most highly compensated consecutive years of employment

he total pension expense was $4.815.000 in 1980, 33,058 000 in 1979 and $2.807.000 in 1978 including amortia
HOD OF Past service cost over A0 years.

As of January 1. 1980, the most recent valuation date, accumulated plan benefits and plan net assets (in thousands
the Company s defined benefit plan are as follows

Actuarial present valoe of
accumuiated plan benefits:

|
|

Vested $17.892 |
Nonvested __1.825 |
$19.717

Nt assets available for benefit (market value) $21.539 |

The weighted average assumed rate of return used in determining the actuarial present value of accumelated plan
benefits was seven percent |
\

—n - — - — - - —_—— e ——— e ——— —_————— ‘_“_,__‘v,_,_,_;________*‘
|

(8) Construction Program and Jointly-Owned Plants |

The Commany is participating with Tucson Electric Power Company in the construction —f the steam turbo-clectri
San Juan Generating Station. The Company owns an undivided fifty-percent interest in the first three units of the st
tion. The Company purchased Tucson’s fifty-percent undivided interest in the fourth and final unit of the San Juan !
ton in 1979 and now owns all of such unit. In 1980, the Company entered into a Letter of Intent regarding the pot
tial sale of a 10.6 percent undivided interest in San Juan Unit 4.

The Company is also participating with several other uatilities in the construction of the Palo Verde Nuclear
Generating Siation with the first unit scheduled for completion in 1983,

It is estimated that the Company and its subsidiaries’ construction expenditures for 1981 will approximate
£372 900,000 including expenditures on the jointly-owned projects. In connection, therewith, substantial com-
mitments have been roade

Details of the Company's interest in jointly-owned plants at December 31, 1980 are as follows:

Construction

Plant Accumulated Work in Share o

A= S el =l In Service Depreciation Progress Total Pla
(In thousands) |

San Juan Generating 8 o $407.165 $10,649 $335.411 65 "/d:
Palo Verde Nuclear Generating Station — — $254,627 10.2%
Four Corrers Generating Station Units 4 and 5 _§ 26,600 § 7,062 ~§  B.8060 13 ‘4

|

1 hese amounts represent the Company 's share of capital costs, and the Compaay has provided its owii ﬁn:mcing.;

Company's share of direct expenses is included in the corresponding operating expenses in the Consolidated *tz(cﬂ
of Earnings. The Company also has undivided interests in transmussion facilities which are not significant

wILE A wicvi it




Lease Commitments

cases data processing, communication, ot’ice and other equipment, office space utility pole 1

criamn leases, primanly tor daca processing equipment, are capital leases. All other leases are

ses provide purchase options in the approximate amount of 81,401,000 for data processing equipment and

comstruction equipment. The lease for an oftice building §

O (MN) tor provides tor a purchase option equal to fair

value at the end of the primary term of 35 years. Renewal options and contingent rental provisions were not

int

ised property unde ipital leases at Deceinber 31, 1980 and 1979 1s as tollows

1980 1979
(In thousands)
$3,888 $3871

543
4,431
2.209

$2,222

i Procoessing equipiment

Cl

cumulated amortnizaron

lcase pavments at December 31, 1980 are

Capital Operating
Leases Leases

(In thousands

s

1 lcase pavments

AMOUNt representing excecutory Costs
MINMUM Case pavments

AMOUN reprosentimng interest

ent value of net mimimum lease pavments $2 409

1O Operating expenses ere S1LASOG 000 N 19850, S1.277000 N 1979 and $1.091 000 in 1978 Such
unts exclude payvments made on capital leases. Rents charged to utility plant were $914,000 in 1980. $236,000 in

mnd SSTT O N 1978

) Revenues Subject to Refund
he Company has coliected revenues subject to refund since 1977 under whole
) the ( ompany and the FER(

S ) nterest The

ale rate cases filed with the FERC . In
customers settled these rate cases. with the ( ompany agreeing to retund Ipprox

Company recorded $3.3 million as a provision for refund in 1979 and the re
wded in 1980
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{11) Subsequent Event

in January 1981 the Company's directors approved a plan of merger, whereby the clectric utility business of New

Mexico Electric Service Company (NMESC) will be merged inro the Company. NMESC provides ¢l “ctric service to the
southern portion of Lea County, New Mexico, including the communities of Hobbs, Jal and Eunice. The merger woul
involve the issuance of 562,500 shares of the Company's common stock in exchange tor all of the common stock of
NMESC. The Company would assume the long-term debt of NMESC. Consummation of the merger is contingent ' t
issuance of a ruling by the Internal Revenue Service that it will qualify as a tax-free reorganization and is also conting
on stockholder approvals and approvals by FERC and the Commission and on negotiation of formal agreements, in-
cluding a fuel supply agreement for natural gas.

i — S —————————————————————— U U S —

- B — U S . —_— - - —
!
|
\
\

SUPPLEMENTARY INFORMATION ON CHANGING PRICES

Fhe effect of changing prices upon the Company’s operations is supplied in 2o cordance with the reg irements of t
Financial Accounting Standards Board Statement No. 33, It should be viewed as an estimate of the approxim e effec
intlation, rather than as a precise measure. Morcover. these effects of changi 2 powes are not recognized for purposes
rate-making or income taxation |

For these presentations. “constant dollar’” and “current cost” amounts were calculated by applying indices to
historical or other amounts. (n the case of constant dollars, the index was the Consumer Price 'ndex for all Urban Cc
sumers (CPIU). which approximates the upward trend of prices in general during the indicated periods. In the case ¢
current costs, the primary index was the Handy-Whitman Index of Public Utility Construction Costs, although CPI-U
was used for construction work in progress

Since the atility plant is not expected to be replaced in kind. current cost does not necessarily represent the replac
ment cost of the Company’s production capacity |

Fuel inventories, the cost of fuel used in generation, and power purchased for resale have not e restated from |
their historical cost. Regulation limits the recovery of fuel through the operation of adjustment Clauses . For this reasc
fuel inventories are treated as monetary assets.

Cumulative preferred stock subject to mandatory redemption requirements is treated as a monetary item i
calculating the gain from the decline in purchasing power of net amounts owed.

Depreciation is determined by applying the Company's composite depreciction rate to the indexed plant amoum.s.‘

As prescribed in Statement No. 33, income taxes were not adjusted. Accumulated deferred investment tax credits i
treated as a monetary item since it s returned to customers through adjustments in rates.

Under the rate making prescribed by the regulatory commissions to which the Company is subject. only the hi.,mr{
cost of plant is recoverable in revenues as depreciation. Therefore, the excess of the cost of plant, stated in terms of
constant dollars or current cost over the historical cost of plant, is not presently recoverable in rates as depreciation,
and is reflected as a reduction to net recoverable cost. While the rate-making process gives no recognition to the cur-
rent cost of replacing property, plant and ecuipment, the Company believes it will be allowed to carn on the increas
cost of its net investment when replacement of facilities actua'ly occurs.

1o properly reflect the economics of rate regulation in the Statement of Earnings from Continuing Operations Ad-
justed for Changing Prices, the reduction of net property, plant and equipment should be offset by the gain from the
decline in purchasing power of net amounts owed. During a period of inflation, holders of monetary assets suffer 2 I
of general purchasing power while holders of monetary liabilities experience a gain. The gain from the decline in pur
chasing power of net amounts owed is primarily atiributable to the substantial amount of debt which has been used t
finance property, plant and equipment. Since the depreciation on this plant is limited to the recovery of historical cos
the Company does not have the opportunity to realize a holding gain on debt and is limited to recovery only of the
embedded cost of debr capital




ATEMENT OF EARNINGS FROM CONTINUING OPERATIONS
JUSTED FOR CHANGING PRICES

Year Ended December 31, 1980

As Reported
in the Primary
sStatemeoent

FALING revenues $280.516
I and purchased power 84,125
CT OPeration expenses 16,017
nicnance and repairs 21,201
proeciation and amortization 25 003
s, other than income taxes 12,299
BIMIC TaXes 23712
rest charges 30.93%6
cr income and deductions—net '}0 213

209 O80)
RS rom continuimng Operations (exc huinllg
duction to net recoverable cost) $ 71.436
CASC 1N current cost of property, plant
wd equ pment held during the vear
ICHor o net recoverable cost

t of increase in general price level

ss of increase in general price level over increase in
cific prices after reduction to net recoverable cost
trom decline in purchasing power of net

wunts owed

Adjusted for
General
Inflation

(Constant Dollars)

(In thousands)

S 280516

84.125
GO
21,201
42,136
12,299
25. 712
30 936
(34 .213%

226,213

54.303%

87092

$ (35.035)

Adjusted for
Changes in
Specific Prices
(Current Cost)

£ 280516

84 125
16017
21,201
2. 800
12,299

)3

S508)

092

$ (34,410)

luding the reduction to net recoverable cost, the earning., (loss) from continuing operations on a constant

lar basis would have been 367 .824) for 1980




QUARTERLY F=SULTS OF OPERATIONS

The unaudited results of operations (in thousands except per share amounts) by quarters for 1980 and 1979
are as follows

Net

Operating Operating Net Earnings
~ Quarter Ended Revenues Income Earnings Per Share
December 31, 1980 $74.3806 $18.429 $18.104 $ 8l
September 30, 1980 $74,899 $21,982 $22.098 $1.11
June 30, 1980 $66.678 $15,852 $18.090 § 84
March 31, 1980 $04.553 $15.535 $12.544 $ 60
December 31, 19770 $04.335 $16.378 $16.623 $ 87
September 30, 1979 $66,725 $18,998 $16,601 § 88
June 30, 1979 $56.475 $13.192 $11.,504 $ .61
March 31, 1979 $50.835 $11.248 $10.015 $ .57

In the opinion of munagement of the Company, all adjustmients (consisting of normal recurring accruals) necessary
for a fuir statement ot the results of operations for such periods have been included. |
e —————— s—— — —

STOCK/DIVIDEND DATA

Common Stock:
Range of sales prices of the Company's common stock, on the New York Stock Exchange (Symbol: PNM), and
dividends paid on common stock for fiscal 1980 and 1979, by quarters, are as follows:

Range of Sales Prices Dividends

High Low Per Share
Fourth Quarter, 1980 20 1/4 17 $0.52
Third Quarter. 1980 21 3/4 17 5/8 0.52
second Quarter, 1980 20 3/4 16 1/2 0.52
First Quarter, 1980 18 1/2 15 1/4 048
Fiscal Year 21 3/4 15 1/4 $2.04
Fourth Quarter, 1979 20 1/4 17 112 $0.48
Third Quarter, 1979 21 1/2 17 3/8 0.48
Second Quarter, 1979 21 1/4 19 0.48
First Quarter, 1979 20 5/8 19 1/8 0.44
Fiscal Year 21 12 17 3/8 $1.88

On January 14, 1981, the Board of Directors of the Company declared a dividend of $.67 per share of common sta
pavable February 27, 1981 to stockholders of record February 6, 1981

Cumulative Preferred Stock:

While isolated sales of the Company s preferred stock have occurred in the past. the Company is not aware of any
tive trading market for its preferred stock. |
Quarterly cash dividends were paid on each series of the Company s preferred stock at their stated rates during |

and 1979
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