PNM KEEPS COAL BURNING IN NEW MEXICO
RATE CASE FACT SHEET – 16-00276-UT
WHAT IS THE CASE?
•

On May 23, 2017 PNM and a dozen other parties signed a Revised Stipulation
(settlement) that seeks an increase in rates another 9% for residential customers. New
Energy Economy lodged the sole Opposition to the Stipulation, claiming first and
foremost that PNM’s re-investment in the Four Corners coal plant was “imprudent” and
was a ratepayer subsidy of PNM losses at the 50-year old plant. PNM argued that its
investment was prudent. But the Hearing Examiners disagreed.

WHAT DID THE HEARING EXAMINERS RECOMMEND?
•

•

•

•

•

•

The Hearing Examiners found that with respect to PNM’s participation in the Four
Corners coal plant “there is a substantial record on which to make a finding of
imprudence.” (Order, Recommended Decision, 10/31/17, p. 69) “The Hearing Examiners
find that the appropriate remedy for PNM’s imprudence in extending its participation in
Four Corners and pursuing the $90.1 million of the SCR investment and the $58 million
of the additional life-extending capital improvements is the disallowance of all costs
associated with the investment and improvements.” p. 68
PNM relied on a stale and faulty year and a half old financial report to try and show that
it was cost effective to invest in Four Corners coal, except that PNM left out the most
important capital costs (the core of the company’s business model), that’s like buying a
house, relying on comparables from a year and a half earlier, and ignoring a gaping hole
in the roof. The Hearing Examiners rejected the PNM’s analysis calling it “flawed.”
“The Hearing Examiners find that PNM’s October 22, 2013 decision to continue its
participation in Four Corners and the related decisions to pursue the SCR investment and
the additional capital improvements were not prudent. The decisions were based upon
flawed Strategist computer modeling in PNM’s 2011 IRP and in PNM’s “second look” at
that modeling in May 2012. PNM also conducted no further analyses in the 17 months
between May 2012 and October 2013 when further events indicated that such further
analyses should have been performed.” P. 30
Also, of concern was the “increasingly poor performance of Four Corners and its related
need for capital improvements.” P. 45 “PNM dismissed the [poor performance] issues at
the time, however, without analysis of the cost-effectiveness of proceeding with the
additional capital improvements and extending its participation.” P.47 Additionally, the
costs of pollution controls have continued to rise from an estimated $60 million in 2010
to at least $94 million as of 2017. pp. 53-54
The Hearing Examiners also agreed with New Energy Economy to disallow $36 million
of costs associated with San Juan Generating capital improvements, finding them
unreasonable. P. 156
The Hearing Examiners also held that the Stipulation violated regulatory practices and
principles, including “special treatment for certain customer classes ….”(p. 90) as they
were particularly troubled with the “special PNM contributions baked into the [rate]
allocation scheme.” P.92. The “special concessions the Hearing Examiners found

•

problematic” remained the same but were rebranded. P. 94 “So as to leave no doubt
going forward, the Hearing Examiners find the shifting of the contribution figures from
one side of the ledger to the other a distinction without any difference to the end results
dictated below.” Pp. 95-96. Therefore, the discounts awarded to ABCWUA, the City, the
County, and NMIEC were rejected and decided that “the special rate concessions
proposed in the stipulation [were not] fair, just, and reasonable and in the public interest.”
P. 110.
However, despite the Hearing Examiners extremely strong findings of imprudence they
offered a compromise to PNM and the parties, should they willingly accept within seven
days: PNM is allowed to keep using the Four Corners coal plant, including all future
capital costs, but receive no (nearly 10% guaranteed) profit on the $150 million of
pollution controls and other capital expenditures. Appendix B, p. 7, Paragraph 8. (“PNM
should not earn a profit on its imprudent investments.”) P. 67

WHAT’S THE LAW?
•
•

The law requires ratepayers to be held harmless for a utility management’s poor business
decisions.
It also holds that the cost disallowance should match or be equal to PNM’s imprudent
investment. Therefore the entire Four Corners should be excluded from serving
ratepayers and PNM should recover no costs from its imprudent investment.

WALL STREET CHIMES IN:
•

Merrill Lynch issued a November 2017 report regarding this case. “We see it as an
increasing strategic imperative for PNM to find a convenient exit to its coal portfolio
given the inconsistent recovery of associated investments.”

BOTTOM LINE:
•

•

The hearing examiner’s ruling on imprudence is akin to a “guilty” verdict in the criminal
context – it needs to come with a cost disallowance that is equivalent to the imprudent
investment. PNM was forced (through NEE’s Motion to Compel) to perform financial
modeling comparing the difference between holding ratepayers harmless for PNM’s
imprudent investment at Four Corners and remaining in Four Corners until 2031, PNM’s
preferred exit date. The difference was remarkable: it will cost ratepayers $445 million
more money to remain in Four Corners until 2031 (and that includes the cost of
replacement power). That’d be enough to entirely solarize four cities the size of Santa Fe.
It is the PRC’s role to protect ratepayers and make sure we don’t pay for PNM’s unsound
and dishonest business decisions.

WHAT YOU CAN DO:
Contact your PRC Commissioners and let them know that you support the Hearing Examiners’
Recommended Decision – except that you expect a remedy that protects ratepayers from PNM’s
imprudence, not that rewards them with a slap on the hand and still takes $$ from us.
Show up on any Wednesday morning in November 12, 2017at
9:30AM
at 1120 Paseo De Peralta
and give public comment or call or email:
http://www.nmprc.state.nm.us/ 1-888-427-5772

