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October 1, 2008
Ms. Carla Sonntag

Executive Director

NM Utility Shareholders Alliance

1003 Tomas Ct. NW

Albuquerque, NM 87121

Dear Ms. Sonntag:

I have received your letter of February 12, 2008 regarding PNM’s 2007 earnings report and conference call.   Although I am not a stockholder in the company, I noted with concern the decline in reported earnings and Monday’s sharp drop in the already depressed share price.

As you know, I am committed to having the lowest possible utility rates.  For me, “lowest possible” means meeting the legal requirements of allowing a utility to recover its reasonable costs of building facilities and providing safe and reliable services.   While the performance of company shares are not directly my concern as a utility regulator, it is common sense that we need to keep our utilities financially viable so that they can continue to provide safe and reliable services.   In addition, a further decline in credit ratings will ultimately result in higher costs to rate-payers, because debt will become more expensive.

 I believe that a number of factors are influencing the company’s financial performance, and I further believe that management over-emphasizes the regulatory environment.  In the past three years that I have served, we have had four major cases involving PNM:  the merger with TNMP (PRC approved on the terms agreed to by the company in a stipulation), the conversion of Afton from a merchant plant to a jurisdictional asset (PRC approved on terms agreed to by the company in a stipulation); the gas rate case (PRC granted 6.5% rate increase vs. 16% requested), and current pending electric rate case.  We have also approved two or three financing cases on terms the company requested.  Significantly, in 2000 or 2001, the company agreed to a six-year electric rate freeze (actually, per the agreement, there was even a decrease mid-way through) in order to obtain benefits at the time related to their merchant business.    

So, over this period, the only adverse regulatory decision they have experienced that could be associated with their financial performance was the gas rate case.  In that case, the Commission disallowed about $12.5 million/year in revenue.   Since the gas rate case ended mid-year, if we had given the company all that it asked for, 2007 earnings might have been at most $6.5 million higher.  PNM’s overall earnings shortfall compared to the prior year was over $41 million.   Moreover, gas company profits were higher in 2007 than 2006.   Estimates for 2008 earnings are necessarily reduced by management’s decision to sell off its profitable gas utility, which contributed about $0.20 per share of profit in 2007.

The company’s poor operating results in 2007 versus the prior year – which appears to be one of the main factors in the weak share price -- can not be attributed to decisions made by the New Mexico PRC adverse to PNM’s position.  The company’s results from their unregulated lines of business have fallen short of 2006 performance, and both regulated and wholesale results have been negatively impacted by high fuel prices and low availability for the low cost coal and nuclear base-load plants.    The company may also have been carrying excessive personnel costs, as suggested by the lay-offs announced in the fall. 

As you and I have discussed, the rate case needs to stand on its own.  However, in a time when many shareholders are wondering what is going on and questioning whether PRC actions have eroded the value of an investment they were counting on, I think it is important to point out that 2007 financial performance is almost exclusively due to operating factors, changes in the economic environment, and company management decisions.

Sincerely,

Jason Marks

