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1983
$ 397,474,000
$ 261 s227s000
$ 1 36r247s000
$ 1 40,51 9,000
$ 1 1 6,332,000

14.3%
32,956,000

$ 3.53
$ 2.81
$ 25.21

$ 261,964,000
$2,139,841,000

6,1 05,201,000
233,256

5,915
998

2s845
70s210

1982

$ 426,543,000
$ 308,889,000
$ 117,654,000
$ 115,822,000
$ 91,760,000

13.6%
28,508,000

$ 3.22
$ 2.77
$ 24.36

$ 314,692,000
$2,054,713,000

6,491,459,000
222,471

5,751
957

2,979
54,495

% Change

(6 8)
(15.4)
15.8
21.3
26.8

5.1
15.6

9.6
1.4
3.5

(16.8)
4.1

(6.0)
4.8
2.9
4.3

(4.5)
28.8

ur annual shareholder mccting is

scheduled to be held April24, 1984, at
the Kimo Thcatrc, Albuquerque, New
Mexico. We extend an invitation to our
shareholders to attend the annual meeting.

A proxy form and notice of the annual

meeting, along with additional informa-

tion, willbe mailed to all shareholders
on March 19, 1984.

For further information and details
pertaining to the information in this
report, or for copies of the Company's
Annual Report (Form 10-K) filed with
the Securities and Exchange Commission,
please contact A. J. Robison, Senior Vice

President, Finance, at (505) 848-2890,
or D. E. Pecklnm, Secretary, at
(505) 848-2842, Public Service Com-
pany of New Mexico, Alvarado Square,
Albuquerque, New Mexico 87158.

The Common Stock ofour Company
is traded on the New York Stock Exchange
under the symbol PNM.



CHAIRMAN'SLETTER PNMis headquertered in Albuquerque, New
Mexico. The cityis one of the fastest growing iq
the nation's Southwest end also is our largest
senrice area.

r n today's society, a public utility—more
than many other businesses —must recognize
and manage the forces of change. In last
year's report, I emphasized our role as

managers and the need to accelerate our
efforts to encourage growth and pursue new
markets. I also said a key to meeting this
challenge was to position Public Service
Company of New Mexico (PNM) strate-
gically in order to make things happen.
This year, I am reporting to you on our
progress and the changes we have made to
implement our strategic programs.

RESTRUCTURING

PNM has modified its organizational
structure to address change. A principal
purpose of the Corporation's restructuring
was to separate the Utilityfrom the
Investment arm—a separation allowing each
business to be defined more clearly and to
pursue its individual goals.

The integntion of your Company is focused
in the Corporate Office which provides
guidelines for overall business philosophy
and corporate strategy as well as coordinates
financial performance.

Within the Corporate Office Group, I

continue to serve as your Company's
Chairman and President. The Group includes
Albert J. Robison as Senior Vice President
and Chief Financial Officer and James B.
Mulcock, Jr., as Senior Vice President of
Corporate Affairs. Joining us to make up
the Corporate Management Committee are
Robert B. Rountree as Chairman of Meadows
Resources, Inc. (Meadows), our nonutility
investment subsidiary, and Chairman and
President of Sunbelt Mining Company, Inc.
(Sunbelt), our mining and mineral resources
subsidiary; James F. Jennings, Jr., a former
president of Phelps Dodge Communications
Co., who serves as President and Chief
Operating Officer of Meadows; John P.

Bundrant, our former Demand Sector Vice
President who has been named Executive
Vice President and UtilityChief Operating
Officer; and C. David Bedford, a Senior
Vice President in the Utilitywho also serves

as President of Paragon Resources, Inc., our
wholly-owned subsidiary engaged in PNM
Utility-related activities.

Both John Bundnnt and Robert Rountrce
now serve on your Company's Board of
Directors.

ELECTRIC SERVICE

Our construction program has ended
PNM's reliance upon inconsistent oil and
gas supplies. During 1983, economical New
Mexico coal fueled 99.3 percent of our
total generation. Unit 4 of the San Juan
Generating Station (San Juan) near
Farmington, Ncw Mexico, finished its first
year of operation as one of the most reliable
coal-fired units of its size in the country.
The 472 MW unit, completed in 1982 on
schedule and under budget, was available for
generating electricity more than 90 percent
of the time during its first year of operation.
The comparable national average for coal-
fired generation is about 75 percent. This
excellent record was achieved largely through
productivity and quality assurance programs
implemented by the plant's management
and employees.

Revenues declined 6.8 percent during the
year, principally due to reduced sales to firm
wholesale customers and lower fuel and
purchased power costs which are passed on
to our customers. Our operating expenses,
however, were reduced by 15.4 percent
through substantial reductions in fuel and
purchased power expenses and Company-
wide efficiency programs.

In addition to the 1983 reported 6.1
billion kWhr total energy sales, PNM also
sold about 1.7 billion kWhr of economy
energy, compared to 640 million kWhr in
1982, to other utilities in near-term energy

transactions. The economy energy amounted
to $39 million and is accounted for as a

reduction to fuel and purchased power ex-

penses. These tnnsactions reflect the
effectiveness of our marketing efforts during
a period when an extraordinary supply of
low-cost hydro generation was available.

San Juan's $ 134 million water treatment
systems are scheduled to be fullyoperational
in 1984. The systems are designed to prevent
any discharge of water from the plant. Use
of the partially completed systems, including
evaporation ponds, enabled your Company
to halt all water discharges from the plant
on May 13, 1983.

RATES

Balancing the investment return
requirements of our shareholders and the
cost ofservice to our customers has been,
and ahvays willbe, a critical concern for the
Company. Your management believes these
constituent interests are not in conflict and
that the long-term interests ofboth investors
and customers are best served by a company
with strong financial performance and good
credit quality.

It has been a key objective of your
management to work with regulatory
authorities to achieve balanced revenue
programs. A proper balance willprovide
gradual rate increases over time which should
stabilize with the rate of inflation and earn
a fair return for shareholders.

A pending rate request of $40.8 million
above 1982 levels is before the New Mexico
Public Service Commission (NMPSC). The
NMPSC also has approved a stipulation
pursuant to hearings conducted in 1983 on
inventoried capacity, a ratemaking concept.
This action authorizes PNM's capitalization
of certain 1982 and 1983 carrying charges
and allows PNM to recover a portion of
these costs in 1984. A task force consisting
of PNM and interested parties has been
created by the NMPSC to investigate the
merits of the inventorying proposal and to
report its findings to the NMPSC. While a
NMPSC decision on the inventorying
proposal might not be made prior to 1985,
I believe NMPSC affirmation of the
proposal would be one important milestone
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in our efforts to achieve stable rates for the
customer while protecting your investment
as shareholders.

ENERGY MANAGEMENT

PNM continued to experience an increase
in the number of customers and retail sales

in 1983. Peak demand increased by 4.3
percent to 998 MW. We are approaching
the future with the objective of increasing
existing markets and developing new
opportunities. Our near-term strategy focuses

on energy markets external to our service
area while our longer-term strategy centers
on programs to encourage managed growth
of our wholesale and retail energy markets.

INVESTOR CONCERNS

There are tv'ational issues currently of
concern to electric utility investors: nuclear

power projects and acid rain.
On a comparative basis, investors have

had very little information to evaluate nuclear

power projects, a situation vve are working
to change. Because of the problems of a few

utilities involved in nuclear power projects
and an absence of qualified data, there has

been a market reaction in which the common
stock prices ofmany utilities, including PNM,
involved in nuclear generation projects,
regardless of size or quality, have been
discounted relative to the stock prices of
the remainder of the utility industry.

PNM is a 10.2 percent participant in the
Palo Verde Nuclear Generating Station (Palo
Verde). With regard to specific Palo Verde

events in 1983, we previously informed

you about problems identiflied during pre-
operational testing last summer. We have

taken these problems into account in
our planning and financing requirements and
while the present schedule is very tight,
Palo Verde Unit 1 is near completion.

We consider Palo Verde to be one of the
best managed nuclear construction projects
in the nation. Even in light of double-digit
inflation and high interest rates, when in-
stalled costs are combined with the relatively
lower cost of nuclear fuel, we expect
that Palo Verde willprovide economical
generating capacity for our customers as

part of a diversified resource base. PNM's

involvement in Palo Verde is another
example of planned change in which your
management recognized the need to diver-

sify its reliance on any single fuel source.
Operation of San Juan has made your
Company independent ofoil and gas markets.

Palo Verde willenable us to continue this
strategy in the years ahead.

Considering our excellent environmental
record, it almost is paradoxical that I revisit
this other national issue. Acid rain has

been raised as a national issue even though
it apparently is of concern primarily in the
eastern United States. Studies have attributed
the problem in that area to the region's
climatic conditions, the density of coal-
fired generating plants in or near the region,
the general lack of sulfur dioxide emission
controls in those plants and their general
use of high sulfur coals.

PNM is a participant in tati coal-fired
generating plants located near Farmington,
New Mexico, San Juan plant and Four
Comers Generating Station (Four Comers)
Units 4 and 5. The San Juan plant already
has been equipped with state-of-the-art sulfur
dioxide emission control equipment and
other major environmental protection sys-

tems. PNM's investment in these systems is

approximately $345 million, representing
about 42 percent of the Company's invest-
ment in San Juan. Construction of a sulfur
dioxide emission control system at Four
Comers Units 4 and 5 is undervvay and
scheduled for completion in late 1984.

Our environmental protection systems,

the dry Western climate, the low sulfur
content of coal burned at our plants and
the lower coal-fired generating plant density
in our geographical region are reasons we

believe your Company's coal-fired generating
plants should not be affected by potential
acid rain control legislation.

INVESTMENTSTRATEGY

Last year we announced the ground
breaking for a $60 million medium density
fiberboard plant near Las Vegas, Ncw Mexico.
The plant is expected to be in production
no later than June 1984. We expect the
plant's joint venture management team to
bring construction of the project to a close

ahead of schedule and under budget. When
operational, the plant will spur economic
growth in New Mexico by employing
approximately 200 workers.

Bellamah Community Development
(BCD), a real estate partnership owned
50 percent by Meadows, began in 1981

with $22.3 million as Meadows'hare of
partnership capital. In 1983, BCD exceeded
our expectations with revenues totaling
$69 million and before tax profits to Meadows

of approximately $9 million.
Meadows continued its diversified

investmcnt program in 1983 by investing
$500,000 in Pulse Systems, Inc. (PSI), a

company based in Los Alamos, New Mexico,
that willproduce a pulsed-gas laser for
the fastest growing segment of the laser
market. In December 1983, Meadows
invested $ 1.5 million in Zwan Magnetics,
Inc. (Zwan), a California-based company
which will relocate to Albuquerque. Zwan is

a pioneer in thin-film technology for the
computer disk drive industry, a market
expected to grow by approximately 20
percent annually.

For 1984 and the years ahead, PNM will
continue to develop into a broader-based

Company with the goal of protecting and
enhancing your investment, and with the
goal of returning its credit rating to the AA
category. Your Company willcontinue to
improve its service to existing customers
and extend service to nnv customers as part
of our strategy to spread overhead costs and
reduce expenses through economies of scale.

To our shareholders, employees, customers
and communities, your management and
directors express their thanks for your
confidence and support.

We willmiss the advice and friendship of
Mr. Dick W. Reeves who passed away on
March 26, 1983, but his legacy is a major
reason we can approach the future with
confidence.

J. D. Geist
Chairman and President
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THE CORPORATE REPORT

N et earnings applicable to Common
Stock increased from $91.8 million in 1982

to $ 116.3 million in 1983, an increase of
26.8 percent. Reflecting this increase, net

earnings per share of Common Stock
increased 9.6 percent from $3.22 in 1982

to $3.53 in 1983.
This increase includes the sale on June

30, 1983, of the remaining retained economic
interest in certain coal leases, resulting in
an after-tax gain of approximately $24.1

million, or $ .73 per sharc ofCommon Stock.

The retained economic interest in those
coal leases, acquired as part of the 1981

liquidation of Western Coal Co., a firm
jointly-owned by PNM and Tucson Electric
Power Company, was held in trust for the
benefit of Meadows.

The average number of common shares

outstanding increased from 28.5 million
in 1982 to 33.0 million shares in 1983.

Operating revenues decreased 6.8 percent
from $427 million in 1982 to $397 million
in 1983. Principal factors contributing to
this decrease were decreased kWhr sales

to wholesale customers and louver fuel and
purchased power costs which are passed

on to customers through the fuel clause

adjustment. Operating expenses decreased

15.4 percent from $309 million in 1982 to

$261 million in 1983, primarily as a result
of a decrease in fuel and purchased power
expense from $ 116 million in 1982 to $59
million in 1983.

FINANCING

To meet its 1983 external capital re-

quirements and reduce its short. term debt,
your Company sold $ 65 millionof its first
mortgage bonds in September, utilized ap-

proximately $ 101 millionof proceeds from
various pollution control financings and
generated approximately $51 million from
its various stock plans.

In October, the City of F'armington
issued $ 100 million of Pollution Control
Revenue Refunding Bonds, 1983 Series A
(Public Service Company of New Mexico
San Juan and Four Comers Projects). The
proceeds willbe used to refund a portion of
thc City of Farmington, 1981 Scrics A Pol.

lution Control Revenue Bonds due in 1984.

In December, a total of $59.5 million
principal amount of pollution control revenue

bonds was sold in two series through the
Maricopa County, Arizona Pollution Control
Corporation. These bonds werc issued to
defray costs of pollution control equipment
at Palo Verde.

Complementing its 1983 financing
program, your Company on December 31,
1983, sold a 28.8 percent, or approximately
136 MW, ownership interest in San Juan
Unit 4 to the California public power agency

representing the Modesto Irrigation District
and the Cities of Santa Clara and Redding
(M-S-R) at a sale price of $ 170 million.
Proceeds from the sale willbe used to pay
PNM's short-term debt obligations as they
mature in carly 1984 with the balance
invested until needed for PNM's utility
construction program.

As part of the transaction, PNM agreed

to purchase under certain conditions approx-
imately 100 MW of M-S-R's capacity and
associated energy from San Juan Unit 4

through April30, 1995, an amount which
may be reduced by M-S-R. The agreement
provides for PNM to market the remaining
energy associated with M-S-R's ownership
interest and receive half the profits from
the sales.

ANTITRUSTSUIT

PNM is a plaintiffin a multi-million
dollar antitrust suit scheduled for trial
in April 1984 against Southern Union
Company, of which Gas Company of New
Mexico (GASCO) is an operating division,
and Southern Union Gathering Co., a

subsidiary of Southern Union. The suit
initiallywas filed by representatives of the
residential class ofGASCO customers and
later joined by certain New Mexico State
agencies. PNM entered the suit in 1981.

The suit alleges Southern Union and
other natural gas producers illegally conspired
to fix the price of intrastate natural gas from
the San Juan Basin of New Mexico sold to
PNM and the other plaintiffs.

Settlements have been reached with
Supron Company, Southland Rorilty, Conoco
and Consolidated Oil and Gas Company.
These four natural gas producers entered

into agreements to pay $72.4 million in
cash settlements, including $ 25.4 million as

PNM's share.
In October, PNM entered into negotiations

with Southern Union which included the
possible acquisition by PNM of Southern
Union's natural gas utility assets in Nc~v

Mexico as part of an overall settlement with
all plaintiffs. Negotiations were broken off
prior to year's end when Southern Union
rejected the settlement offer.

BOND RATINGS

As a result of a review by Standard and
Poor's Corporation (S6zP) of PNM's security
ratings, SRP in October 1983 Itxvered PNM's

ratings for first mortgage bonds and secured

pollution control bonds from "A" to "A-",
preferred stock and unsecured pollution
control bonds from "A-" to "BBB+", and
commercial paper from "A-1 to "A-2". In
May 1983, Fitch Investors Service, Inc.,
reduced the Company's first mortgage bond
rating from "AA"to "A+". Moody's Investors

Service, Inc., and Duffand Phelps, Inc.,
did not change their ratings.

SS.P cited as reasons for the change in
ratings the postponement of cash flow
improvement resulting from delays in
scheduled in-service dates of Palo Verde,
reduced load growth and uncertainties about
the proposed inventoried capacity ratemaking
methodology.

Your Company's management recognizes
the importance of maintaining sufficiently
high levels of credit quality as well as the
concerns of rating agencies as they relate to
cash flow, project schedules and load growth.
It is your management's opinion that the
reduction of PNM's security ratings reflects

concern about temporary conditions relating
to the effects of our largely completed
construction program, a national economic
downturn and a reaction to national concerns
surrounding nuclear pcwzr projects but does

not reflect the historical or future potential
credit quality of PNM. Your management
expects improvement of cash flow and other
credit quality measurements during the next
five years and expects credit ratings to
eventually reflect these improvements.
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THE UTILITY
OFFICER'S LETTER

Clockwise: Jack Wifkins, C. David Bedford,
Don Hill, John P. Bundrant end John, Ackerman.

San Juan Generating Station Unit 4 finishedits
liat year of operation as one of the most reliable
coat-fired units ofits sizein the nation.

ignificant changes in the Utilitywere
implemented in 1983 to enhance our regu-
latory, energy management, marketing and
productivity efforts. The Utilityrestructuring
is an extension of your Company's desire to
deliver efficient and quality service at the
lowest reasonable rates while continuing to
earn a fair return for its investors.

Our restructuring process has sought to
match the skills, talents and interests of
our managers and employees with the
demands being placed on the Utility.The
Utilityhas been organized into three sectors.
The Operations Sector, headed by Senior
Vice President John Ackerman, is charged
with managing retail marketing and distri.
bution of energy and water and providing
cAicient customer service. The Packer Supply
Sector, under Senior Vice President Jack
Wilkins, focuses on managing our generation
business and marketing to other utilitics.
Senior Vice President C. David Bedford
heads the Planning, Finance and Adminis-
tration Sector responsible for providing the
full range of support services required by
both our generation and distribution
businesses.

Our restructuring recognizes the regulatory
environment as critical to our success. Under
Group Manager Joellyn Murphy's direction,
our Revenues and Regulation Group worked
with the NMPSC and interested groups to
pursue a balance of reasonable rates and inmst-
mcnt protection. Among orders issued in
1983's lengthy agenda were NMPSC approval
accelerating the sale of 28.8 percent of San
Juan Unit 4 to M-S-R, and approvals of the
Eastern Interconnect Project, the Las Vcgas
water system contribution, your Company's
acquisition of the Tawn of Clayton's munici-
pal electric system, time-of-use rates for
industrial customers and PNM's financing plan.

To address the challenge of expanding
our energy markets and developing new ones,
a ncw Energy Management Division has
been structured to manage our energy
resources and add a new dimension of service
to our customers through retail marketing.
As part of this Division, the Economic
Development and Community Support
Department assists the communities we

iiijl"ii,

serve in attracting beneficial economic devel-

opment. Additionally, our InterutilitySales

and Contracts Department focuses on trans-
actions with other utilities.

From a system operations perspective,
1983 was a year of excellence. The electric
Utilityserved its retail customers with a

system-wide reliability rating of 99.99
percent. Our efforts to improve productivity
resulted in a savings of approximately $ 14

million in our operating and maintenance
budget—savings that willcontinue benefiting
both investors and customers. We reduced
the PNM work force by 134 employees during
1983 as a result of productivity gains and
our change from a construction-intensive to
an operations-oriented utility. Acquisition
of the Tawn of Clayton's electric system
added 1,700 new customers to PNM's service
area and San Juan Unit 4 completed its first
year of service as one of the nation's most
reliable coal-fired units of its size. The efforts
of San Juan employees and management,
coupled with the completion of our con-
version to coal, enabled the Utilityto meet
99.3 percent of our customers'eeds for
electricity with economical New Mexico
coal.

Your Company's employees and man-
agement pride themselves on their long
record ofcommunity involvement—a genuine
desire to be good citizens of New Mexico
and the communities we serve. This record
was continued in 1983 when a PNM.
sponsored program, Project UNITE, was

initiated to aid needy New Mexicans with
energy-related financial assistance. A total
of $89,302 was contributed to the Project
in 1983 by shareholders, employees and
customers.

To our investors and customers, you will
continue to have the complete dedication
of all PNM Utilityemployees.

John P. Bundrant
Executive Vice President and
UtilityChief Operating Officer

DICKW. REEVES
Dick W. Reeves, former PNM President

and Board Chairman who was instrumental
in directing your Company's conversion to
coal-fired generation, died March 26, 1983.
At the time of his death, he was a member
of PNM's Board of Directors and Chairman
of its Executive Committee.

Mr. Reeves foresaw the eventual increase
in the cost of natural gas as early as 1960, a

time when PNM was heavily dependent
upon natural gas. He was responsible for the
acquisition of coal leases which today provide
the fuel needed by San Juan.

Mr. Reeves was a key figure in organizing
Western Energy Supply and Transmission
Associates (WEST) which was created to
plan jointly-awned utilitygenerating stations.
The Four Corners plant owned by PNM and
five other western utilities was the first such
station in WESI.

A firm believer in community involve-
ment, Mr. Reeves served on the boards of
several financial institutions and was a

member of the New Mexico State University
Board of Regents from 1959 to 1971 where
he served as Board President from 1963

until 1971.
Few corporations are as fortunate as PNM

to have had the foresight Mr. Reeves provided;
a vision and judgement that benefited the
industry, community and State.
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THE UTILITYREPORT

Through PNM's ncw structure, the Utility
is organized into three Sectors and continues
its long-standing tradition ofbeing successful
through its employees.

In the Operations Sector, our Divisions
are grouped under t~m vice presidents. Dana
Morse has been promoted to Vice President
with responsibilities for the Albuquerque
and Bemalillo Divisions, and Vice President
Ron Mershon manages the Belen, Deming,
Clayton, Santa Fe and Las Vegas Divisions
and water service for the city of Santa Fe.

BillHicks has become Vice President of
Energy Management with responsibility for
energy marketing, a key Utilityissue. Dick
Lake has become District Vice President,
Engineering and Customer Operations.

In the Power Supply Sector, Jerry Godwin
has been promoted to Vice President of
Power Production and assumes responsibility
for all pamr production within the Company.
He remains Station Manager of San Juan.

Within the Planning, Finance and
Administration Sector, BillEglinton has
become Vice President of Planning and
Regulation, and Martha McDonald has been
named Vice President of Human Resources
and Support Services. BillLackey continues
as Vice President and Controller and also
becomes responsible for Risk Management
and the Treasury functions. Mitchell Marzec
has been named Assistant Treasurer.

UTILITYOPERATIONS

Your Company provides electric service
to a>proximately one-half of New Mexico's
residents, an estimated 583,000 people in
the communities of Albuquerque, Belen,
Bemalillo, Clayton, Deming, Las Vegas and
Santa Fe. Additionally, PNM sells electricity
to ot$er utilities, furnishes wholesale
electricity to the City of Gallup (Gallup),
New Mexico, and the United States Depart-
ment of Energy at Los Alamos, Nc~v Mexico,
and provides water service to Santa Fe.

The northeastern New Mexico Town of
Clayton transferred ownership of the Town's

municipal electric system to your Company
in August 1983. The Clayton Division
provides electric service to approximately
1,700 customers.

Since PNM began its conversion to
coal-fired generation as a participant in
the construction of Four Corners, the
percent of coal-fired generation increased
from zero in 1968 to 99.3 percent in 1983.
San Juan, a four-unit coal-fired plant
located near Farmington in northwestern
New Mexico, has an aggregate capacity of
1,560 MW, of which PNM's share is 840
MW. San Juan Units 1, 2 and 3 are mvned
equally with Tucson Electric Paver Company.
Unit 4 is 62.7 percent owned by PNM, 8.5
percent by the City of Farmington and 28.8
percent by M-S-R. Additional coal-fired
capacity is provided by your Company's 13

percent undivided interest in Units 4 and 5
of I~ur Comers> also located near Farmington.
Reserve capacity is provided by wholly-
owned gas- and oil-fired generating facilities
located in Albuquerque, Clayton and Las

Vega s.

Electricity was generated by PNM during
1983 from the followinggeneration facilities:

PNM'S SHARE
LOCATIONAND OF CAPACITY
GENERATING STATION (MEGAWATTS)

Coal-fired stations:
Four Corners Units 4

and 5, near Farmington
San Juan Units 1,2,3

and 4, near Farmington

204

840

Gas- and oil-fired stations:
Person Station,

Albuquerque
Reeves Station,

Albuquerque
Clayton Station, Clayton
Las Vegas Turbine,

Las Vegas

TOTAL

96

175

6

20

1,341

Your Company owns 10.2 percent of the
3,810 MW Palo Verde plant under con-
struction 55 miles west of Phoenix, Arizona,
along with four other utilities and a public
power agency. As of December 31, 1983,
Palo Verde Unit 1 was 99.5 percent complete
and Units 2 and 3 were 98.8 and 85.3
percent complete, respectively. Through year-

end, PNM had expended $608 million as

its share of construction costs, including
allowance for funds used during construction
(AFUDC).

Arizona Public Service Company is

manager of Palo Verde and is responsible
for maintaining schedules. PNM expects
that fuel loading for Unit 1 willoccur in
1984 and for Units 2 and 3, respectively, in
1985 and 1986. PNM has anticipated in its
budgeting and planning that the Palo Verde
Units willbe in commercial operation for
the Company's 1985, 1986 and 1987 summer
peaks, respectively. PNM projects total
construction expenditures for its 390 MW
share of the three Units, when complete, to
be approximately $865 million including
contingency allowances and AFUDC.

Reflecting the economic recovery and
PNM's expected future trends, residential
sales led the Company in 1983 with an
increase of 6.2 percent compared to 2.7
percent in 1982. Decreased kWhr sales to
mining customers caused overall industrial
sales to fall by 5.3 percent in 1983. Total
retail kWhr sales increased 2.3 percent in
1983 compared to 0.5 percent in 1982.

System peak demand rose by 4.3 percent
in 1983. However, total system kWhr sales

fell by 6.0 percent. This was largely due to
the availability of hydro energy in the region,
causing energy sales to firm wholesale
customers to decrease. The Company was

effective in selling energy to neighboring
utilities under near-term energy transactions.
These marketing efforts resulted in more
than a 162 percent increase in near-term
energy sales to other utilities above 1982
levels.

Water Operations

Your Company, through its operating
division the Sangre de Cristo Water Company,
provides water to residents of Santa Fe,
New Mexico, under a franchise agreement
continuing untilJanuary 2005. This division
is separate from electric operations and is

operated locally to provide more responsive
service to approximately 17,000 customers.

Hearings are scheduled for May 1984 on
a $5 million water rate increase filed by
PNM with the NMPSC in September 1983.

10
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MARKETINGANDENERGY
MANAGEMENT

The recent economic recession and the
decline in mining activities within New
Mexico are the primary reasons for lour
than projected energy growth in recent years.

While the 1983 recovery in retail sales growth
reflects a continuation of the strength of
the sunbelt region, as experienced before the
recent economic downturn nationwide,
energy requirements in PNM's service area

are not expected to grow at the robust rate
of the last decade. As a result, we have

modified our near- and long-term strategies
to expand and develop new markets.

Our overall retail marketing objective is

to encourage more efficient utilization of
available energy resources. To the extent
PNM has capacity and energy not required
to serve firm load, we willpursue sales to
other utilities through bulk power marketing.

Bulk Power Marketing

Sales to other utilities represent an
increasingly important market segment for
PNM. Some of the transactions entered
into during late 1982 and 1983 included a

400 GWh block energy sale to El Paso

Electric Company from March 1983 through
January 1984; block energy sales of up to
307 GWh to the California Cities of Burbank
and Pasadena from May 1983 to April 1984;
and an agreement with Plains Electric
Generation and Transmission Cooperative,
Inc. (Plains) for 115 MW of firm power
sales in 1984.

PNM and Southwestern Public Service
Company (SPS) entered into an agreement
in November 1982 to provide for a trans-
mission interconnection beoveen the two
utilities. A 345 kV transmission line with a

direct current converter station interface is

on schedule for service by January 1985

from the Albuquerque area to the vicinity
of Clovis, New Mexico. The transmission
interconnection willexpand PNM's market
eastward and provide your Company with
greater flexibilityin planning and con-
struction of future generating facilities to
meet customer needs.

According to the agreement with SPS,

your Company willsell energy at a rate of
up to 220 MW per hour between 1985 and
1990. From 1991 to 1995, PNM will
purchase 100 MW of interruptible power.

From 1995 through 2011, PNM willpurchase

up to 200 MW of interruptible power.

In 1979, PNM entered into a six-year

power sales agreement with San Diego Gas
and Electric Company (SDG&E). The levels

of sales to SDGS.E through the expiration
of the agreement in April 1988 are dependent
on the dates the three Palo Verde units
commence operation. Under the agreement,
SDGS.E began purchasing 236 MWon May

1, 1982. Effective May 1, 1983, sales to
SDG&.E were reduced to 106 MW under
the agreement. Revenues under this contract
for 1983 were approximately $51.4 million.

Retail Energy Management

Our long-term retail marketing strategy
centers on programs encouraging the
managed growth of retail energy markets.

These programs enhance PNM's customer-
oriented philosophy with a variety of
promotional and educational activities to
build a strong customer base through wise

energy use and conservation. These efforts
are designed to increase customer awareness

of the efficiency of electric power, represent
PNM's commitment to the residential
customer and enhance your Company's goal
of providing affordable and reliable service.
This strategy encompasses our efforts to
attract beneficial industries to your Company's
service area through managed efforts of our
Economic and Community Support
Department in cooperation with local and
state agencies.

RATES AND REGULATION

New Mexico Public Service Commission

Hearings began in February 1984 before

the NMPSC on a rate request filed by your
Company on July 21, 1983. The Company's
pending request would increase electric
revenues by approximately $40.8 million
above 1982 rate levels. The amount reflects
a reduction of $ 11 million from PNM's

initial filingresulting from NMPSC approval

of a PNM sponsored proposal to accelerate

the sale of a 28.8 percent undivided interest
in San Juan Unit 4 to M-S-R.

As a result of hearings conducted in 1983,

the NMPSC approved in January 1984 a

stipulation regarding inventoried capacity.
The approval authorizes PNM's capitalization
of 1982 and 1983 carrying charges, similar
to AFUDC, totaling $ 14.2 million. The
stipulation also provides that rates pursuant
to the 1983 rate case would go into effect no
later than July 1984. The stipulation also

allows the Utilityto collect an estimated

$7.5 millionof additional revenues during a

flive month period beginning in February
1984 to compensate for use of the inventoried
plant.

The $7.5 million to be collected in 1984

reflects the amortization of a portion of past

carrying charges and willnot result in an
increase in 1984 reported earnings. However,

these increased revenues will improve PNM's
internal cash generation.

The stipulation also created a task force

to investigate the merits of the inventoried
capacity concept and to report its findings
to the NMPSC by August 1, 1984. The
NMPSC willschedule hearings so a final
decision is made by May 15, 1985. PNM
willnot capitalize additional carrying
charges related to inventoried capacity
without a nnv NMPSC order.

Federal Energy Regulatory Commission

PNM applied to the Federal Energy
Regulatory Commission in February 1983 for

a rate increase for wholesale customers
based on a 1983 test year. The application
requested a $ 10.4 million increase over the
current rates for supplemental pomr custo-

mers and a $ 1.3 million increase to
Gallup. Subsequently, settlements were

reached with all of the Company's wholesale

customers, except Gallup, allowing for
approximately a $4.7 million increase above

1982 rate levels and became effective on
September 2, 1983. An additional settlement
was reached in February 1984 with
Gallup, allowing for a $600,000 increase

above 1982 rate levels.

12



Indicated annual dividend at year end

(dollars)

Kilowatt hour sales
(kilowatt hours ln millions)

DOLLARS
3.50

3.00

2.50

$ 1 92
$2.08

2.00

1.50

1.00

.50

$2.68
$ 2.80

YEAR

83

82

81

80

79

KILOWATT
HOURS

I
6>105

I
61491

5,761

5,402
I

4,960

YEAR



THE SUBSIDIARIES
OFFICERS'ETTER

Your Company's investment arm,
Meadows Resources, Inc., has targeted twri
parallel goals for its operations: To improve
over time the return on equity and to
contribute to the economic development of
New Mexico by attracting capital and jobs
to our State through nonutility investments.

At year's end, Meadows'ssets totalled
$ 187 million including cash and securities,
land development, construction work in
progress, leaseholds and miscellaneous assets.

When our Montana de Fibra joint venture
completes the medium density fiberboard
plant under construction near Las Vegas,

New Mexico, in the second quarter of 1984,
that investment now carried as nonutility
property under construction willbecome
about one-third of Meadows'otal assets. By
mid-1984, more than one-half of

Meadows'ssets

willbe in the MdF plant and land
development. In 1984, our venture capital
portfolio willbecome about 10 to 15 percent
of Meadows'ssets.

The Meadows investment strategy,
combined with Sunbelt, your Company's
wholly-owned mining and mineral resources

subsidiary, has created an overall investment
focus in four areas: land, forest products,
venture capital and mineral resources.

We are confident that this is a rational
initial investment mix that willserve to
move us toward the achievement of our goals.

R. B. Rountree
Chairman, Meadows Resources, Inc.
Chairman and President,

Sunbelt Mining Company, Inc.

J. F. Jennings, Jr.

President, Meadows Resources, Inc.

THE
SUBSIDIARIES'EPORT

VENTURE CAPITALPORTFOLIO

Meadows'enture capital portfolio at year's

end includes an initial investment of
approximately $500,000 in Pulse Systems,
Inc., a company which manufactures pulsed-

gas lasers from a patented technology for use

in research and industry. With research and
development headquartered in Los Alamos,
New Mexico, PSI plans to expand its manu-
facturing facility to Albuquerque in 1984.
When fully operational, PSI willserve
national and international markets. The gas

laser is one of the fastest growing segments
of the laser market.

In 1983, Meadows invested $ 1.5 million
in Zwan Magnetics, Inc., a Santa Monica,
California company. Zwan has agreed to
relocate and expand its research and manu-
facturing facilities to Albuquerque within
twelve months. This facility willemploy
more than 100 people by the end of 1984,
with employment growing to about 200

people by 1986. Zwan manufactures rigid
disks, using thin-filmtechnology, for the
computer disk drive industry. The overall
disk market in which Zwan operates has

forecasted sales of more than $300 million
by 1985.

Meadows has pledged $200,000 to the
New Mexico Business Development
Corporation, a private for profit corporation
authorized by the State Legislature and a

key tool in Governor Toney Anaya's pro-
gram to promote New Mexico's economic
development.

Meaduvs also has signed agreements with
three venture capital firms with a commit-

Left, seated, Robert B. Rountree; standing, James
F. Jennings, Jr.

Construction of the Montatta de Fibre plant is
ahead ofschedule and under budget.

ment of $ 1 million to each firm. Such
firms typically are limited partnerships that
make investments in a number of small
companies in start-up and early development
phases.

MONTANAde FIBRA

MdF is a medium density fiberboard
manufacturing operation. This is a joint
venture between Meadows and Ponderosa

Products, Inc. Medium density fiberboard is

used in the manufacturing of furnitur,
cabinetry and other wood substitute products.

Currently under construction, the MdF plant
is ahead of schedule and under budget. It
willbe one of 12 such manufacturing facilities
in the United States and is expected to have

sales approaching $40 million a year. The
MdF facility is designed to use New Mexico's
forest resources while attracting related
business to the State.

BELLAMAHCOMMUNITY
DEVELOPMENT

Bellamah Community Development is a

land development business which purchases

land near major Southwestern cities and
develops lots for sale to builders of residential
and commercial enterprises. This is a part-
nership between Meadows and Bellamah
Associates, Ltd, a New Mexico.based land
development firm. Meadows has a 50 percent
interest in BCD, which currently operates
in five states: Arizona, Colorado, Oklahoma,
Texas and New Mexico. On December 31,
1983, BCD held approximately 10,000 acres

of land in the Southwest.

SUNBELT MININGCOMPANY, INC.

Sunbelt's business goals are to acquire,
develop and market coal and other mineral
resources and to provide related contract
mining services for both the Company and
other regional customers. In 1983, Sunbelt
operated the De-Na-Zin/Gateway mine in
northwest New Mexico. The mine provides
coal under contract to San Juan Coal
Company and is capable of supplying coal
throughout the southwest regional market
as opportunities develop.



L+~g~+V~

~

~~:a'm



HNANCIALDATA
AND CONSOLIDATED
HNANCIAL
STATEMENTS

Comparative Operating
Statistics 18 I

Selected Financial Data 19

Management's Discussion
and Analysis of Financial
Condition and Results
of Operations

Consolidated Financial
Statements

Z1'upplementaryInformation
Concerning the Effects
of Changing Prices 32

Quarterly Results
of Operations

3'tock/DividendData 34 l

~ ~I'I

~ I
~ ~

~I

~ I

H

~ I ~

J \I
I

I~ ~

% ~ ~

~ II I ~
~

~ ~ ~ ~
'h

~

~ ~ ~
~ ~

I ~

,
I ~ ~

~ H ~ ~ ~
~ HH 1%I)HI)) ~ ~ )

~
( ~ ~ ~ ~ ~

~ I '

~ ~
~

~ ~
H - ~

~ ~ q ~ > ~ ~

~I' ~ ~
~ ' ~ ~

~ ~

0
~ ~ ~ ~

~ H ~ ~ I ~ IHI',,H I
~ ~ HI

~f ~

> I"I)it ~ '" 'S ~ < ~ I

~ ~, ~ I I ~ I ~ I 4 ~ I ~ ~

~ I ~ II: g ~ ~ ~ ~

~ I'I I

~ I
~ ~

) $~ I~

~ O ~ I

I' 'I ~ 'I ~ ~ IH L'
$$II,

~ H
~ I

at H ~
~ '

HI I ~ h,I ~ V ~

~ ~ I
~

~

~ Q o-

~ g

17



COMPARATIVEOPERATING STATISTICS
1983 1982 1981 1980 1979

Electric Service
Energy sales —kWhr (in thousands)

Residential
Commercial
Industrial
Other ultimate customers

Total sales to
ultimate customers

Sales for resale

Total energy sales

1,205,046
1,600,199

7421272
185,824

3,733,341
2,371,860

6,105,201

1,134,827
1,515,664

784,158
215,853

3,650,502
2,840,957

6,491,459

1,104,827
1,483,105

858,454
186,939

3,633,325
2,127,249

5,760,574

1,090,003
1,441,634

859 178
167,070

3,557,885
1,844,213

" 5,402,098

1,067,755
1,403,282

858,533
159,396

3,488,966
1,471,485

4,960,451

Electric rcvenucs (in thousands)
Residential
Commercial
Industrial
Other ultimate customers

Total revenues from
ultimate customers

Sales for resale

Total revenues from
energy sales

Miscellaneous electric revenues

Total electric revenues

$ 90,020
107,729

441166
10,913

2521828
136,273

389,101
2,846

$ 391,947

$ 91,065
110,745

51,714
14,775

268,299
149,115

417,414
2,743

$ 420,157

$ 80,627
97,699
50,111
12,170

240,607
86,781

327,388
2,581

$ 329,969

$ 72,596
85,480
44,524

9,750

212,350
59,475

271,825
2,598

$ 274,423

$ '6,262
77,806
40,467

8,704

193,239
44,000

237,239
2,532

$ 239,771

Customers at year.end
Residential
Commercial
Industrial
Other ultimate customers

Total ultimate customers
Sales for resale

Total customers

208,368
241259

438
186

233)251
5

233,256

199,679
22,148

453
185

222,465
6

222,471

195,722
21,164

458
180

217,524
6

217,530

191,495
20,932

466
179

213,072
6

213,078

184,979
20,334

485
179

205,977
5

205,982

Reliable net capability—kW
Coincidental peak

demand —kW
Average fuel cost pcr

million BTU
BTU per kWhr of

net generation

998)000 957,000 992,000 913,000

$ .9957 $ 1.1502 $ 1.1952 $ 1.0961

11,296 11,296 11,227 10,551

855,000

$ 1.2072

10,746

1,341 )000 1,473,000 1,047,000 1,080,000 1,082,000

Water Service
Sales —gallons (in thousands)

Retinues (in thousands)

Customers at year-cnd

2,315,980 2,842,381 2,729,457 2,699,816 2,515,815

S 5,527 $ 6,386 $ 6,196 $ 6,093 $ 4,599

16,721 20,432'9,899 19,303 18,755

*Includes 4,508 customers for the Las Vegas water system which was contributed to the City of Las Vegas on Dcccmber 30, 1982.
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SELECTED FINANCIALDATA
1983 1982 1981 1980

(In thousands except per share amounts and ratios)

1979

Total operating rcvcnucs

Net earnings

Net earnings pcr common sharc

Total assets

S 397,474

S 140,519

S 3.53

$2,486,941

$ 426,543

$ 115,822

$ 3.22

$2,146,496

$ 336,165

$ 107,958

$ 4.23

$1,832,315

$ 280,516

$ 71,436

$ 3.36

$1,458,412

$ 244,370

$ 54,803

$ 2.97

$ 1,186,446

Preferred stock with mandatory
redemption requirements S 123,700 $ 125,000 $ 90,000 $ 90,000 $ 40,000

Long-term debt, less

current maturities S 974,290 $ 811,653 $ 707,472 $ 567,190 $ 431,655

Common stock data:
Cash dividends declared per

common share
Dividend pay-out ratio
Market price per common

share at year end
Book value per common share

at year end
Average number of common

shares outstanding
Return on average common equity

S 2.81 $ 2.77 $
79 6% 86.0%

2.68
63.4%

$ 2.04 $ 1.88
GP 7% 63.3%

32,956
14.3%

28,508
13.6%

20,804
18.6%

15,933
14 9%

14,363
13.6%

S 25.375 $ 26.00 $ 23.75 $ 19.75 $ 18.25

S 25.21 $ 24.36 $ 23.89 $ 23.36 $ 22.26

Ratio of earnings to fixed
charges (S.E.C. method) 2.81 2.70 3.00 2.94 3.52

Capitalization:
Common stock equity
Preferred stock:

Without mandatory
redemption requirements

With mandatory
redemption rcquircmcnts

Long. term debt, less current
maturities

41.5%

5.2

6.0

47.3

1PQ Q%

42.8%

5.8

6.9

44.5

100 0%

39.5%

7.1

6.0

47.4

100.0%

33 3%

9.3

7.9

49.5

100.0%

37.5%

11.5

4.3

46.7

100 0%



MANAGEMENT'SDISCUSSION ANDANALYSISOF FINANCIAL
CONDITIONAND RESULTS OF OPERATIONS
Liquidityand Capital Resources

The Company is continuing a construction program which willmeet future customer service requirements. The Company estimates

that it willrequire approximately $ 872 million for utilityconstruction expenditures during the period 1984 through 1988. Such
amounts include allowance for funds used during construction of $ 193 million. Additionally, non-utility investments for the same

period are projected to be approximately $ 100 million. For 1984, utilityconstruction expenditures are projected to be $312 million.
With the completion of a major portion of the Palo Verde Nuclear Generating Station, the utilityconstruction expenditures are

forecasted to decline to $ 192 million in 1985, $ 152 million in 1986, $ 113 million in 1987 and $ 103 million in 1988. In addition to
the funds required for the construction program, approximately $ 121 million willbe required in the five-year period in connection
with sinking fund requirements and maturities of long-term debt and preferred stock with mandatory redemption requirements.

To meet these funding requirements for the next five-year period, the Company currently estimates that approximately $349 million
willbe funded through external financing. Of this amount, approximately $60 million willbe utilized from pollution control
revenue bond trust funds. The Company also expects that its various stock purchase plans willprovide approximately $250 million.
Assuming no additional permanent financing, the Company's net short-term debt utilization would be approximately $40 million.
The Company's projection of internal cash generation for this period assumes timely and adequate rate relief with respect to both
retail and wholesale customers. The balance of funds needed willbe provided from internal sources and the utilization of proceeds

received from the December 1983 sale of a portion of San Juan Unit 4. See note 7 to the Consolidated Financial Statements. The
projections also assume that the non-utility subsidiaries willmeet their capital requirements from internally generated funds and
borrowings.

Utilityconstruction expenditures for the year ended 1983 amounted to $262 million. These expenditures were financed primarily
from external sources. In 1983, the Company issued $51 million of common stock, $65 millionof first mortgage bonds and also

utilized $ 101 millionof proceeds from pollution control financings to finance the Company's utilityconstruction program. The
Company's interim financing requirements are met through the issuance of notes payable to banks and commercial paper. Bank
commitments consisted of both lines of credit and revolving credit agreements ranging in duration from one to six years.

Arrangements for bank lines of credit amounted to $21 million and revolving credit agreements amounted to $ 181 million at
December 31, 1983.

The Indenture under which the Company's first mortgage bonds may be issued and the Restated Articles of Incorporation of the
Company under which additional shares of its preferred stock may be issued restrict the ability of the Company to issue additional
first mortgage bonds and additional preferred stock, respectively, unless certain earnings tests provided therein are met. As of
December 31, 1983, the Company could have issued $ 174 million of additional first mortgage bonds at an assumed interest rate of
13.0 percent. The Company could have issued $383 million of additional preferred stock at an assumed dividend rate of 11.5

percent without the consent of the holders of outstanding preferred stock. The timing and amount of any such issues would depend
on market conditions.

The Company's capital structure at December 31, 1983 consisted of 47.3 percent long-term debt less current maturities, 6.0 percent
preferred stock with mandatory redemption requirements, 5.2 percent preferred stock without mandatory redemption requirements
and 41.5 percent common stock equity.

Results of Operations

Operating revenues decreased 6.8 percent from 1982. The principal factors contributing to this decrease were decreased kWhr sales

to wholesale customers and lower fuel and purchased power costs which are passed on to customers through the fuel adjustment
clause. An increase in kWhr sales to wholesale customers resulted in the 26.9 percent increase in 1982 operating revenues over
1981.

Operating expenses decreased 15.4 percent from the 1982 level. Fuel and purchased power expense, one of the major components of
operating expenses, decreased 48.6 percent from 1982 due primarily to a substantial increase in economy energy sales to other
utilities, which are recorded as reductions to fuel and purchased power expense. The commercial operation of San Juan Unit 4
beginning in April 1982 has resulted in the Company becoming a net seller of economy energy. The commercial operation of San
Juan Unit 4 and associated pollution control equipment was responsible for the increases in other operation expenses and
depreciation and amortization expense. The increase in 1982 operating expenses over 1981 was a result of expenses incurred in
meeting increased system requirements and generation from Company-owned generating facilities.

Net other income and deductions increased 57.0 percent over 1982. The increase was primarily attributable to the gain (net of
taxes) realized from the sale of the remaining equity interest in certain coal leases obtained from the liquidation of Western Coal
Co.in 1981. The decrease in 1982 from 1981 was mainly due to the gain realized in 1981 from the sale of a portion of the
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Company's interest in these coal leases and the gain from the sale of an 8.475 percent undivided interest in San Juan Unit 0 to the
City of Farmington. See notes 7 and 10 to the Consolidated Financial Statements.

Net interest charges increased due primarily to the issuance of $60 million of first mortgage bonds in November 1982 and the
utilization of funds from various pollution control revenue bond trust funds.

Accordingly, net earnings applicable to common stock increased over the comparable periods. As a result of the items described
above and the substantial increase in average shares outstanding, net earnings per share of common stock decreased in 1982 from
1981 and increased in 1983.

The effect of inflation on the Company is discussed within the Supplementary Information Concerning the Effects of Changing
Prices on pages 32-33.

MANAGEMENT'SRESPONSIBILITY FOR FINANCIALSTATEMENTS

The management of Public Service Company ofNew Mexico is responsible for the preparation and presentation of the
accompanying financial statements. The financial statments have been prepared in conformity with generally accepted accounting
principles and include amounts that are based on informed estimates and judgments of management.

Management maintains a system of internal accounting controls which it believes is adequate to provide reasonable assurance that
assets are safeguarded, transactions are executed in accordance with management authorization and the financial records are reliable
for preparing the financial statements. The system of internal accounting controls is supported by written policies and procedures, a
staff of internal auditors who conduct comprehensive internal audits and by the selection and training of qualified personnel.

The Board of Directors, through its Audit Committee comprised entirely of outside directors, meets periodically with management,
internal auditors and the Company's independent auditors to discuss auditing, internal control and financial reporting matters. To
ensure their independence, both the internal auditors and independent auditors have full and free access to the Audit Committee.

The independent auditors, Peat, Marwick, Mitchell S. Co., are engaged to examine the Company's financial statements in
accordance with generally accepted auditing standards.

AUDITORS'EPORT

The Board of Directors and Stockholders 4

Public Service Company of New Mexico:

We have examined the consolidated balance sheet of Public Service Company of New Mexico and subsidiaries as of December 31,
1983 and 1982 and the related consolidated statements of earnings, retained earnings and changes in financial position for each
of the years in the three-year period ended December 31, 1983. Our examinations were made in accordance with generally accepted
auditing standards and, accordingly, included such tests of the accounting records and such other auditing procedures as we

considered necessary in the circumstances.

In our opinion, the aforementioned consolidated financial statements present fairly the financial position of Public Service

Company of New Mexico and subsidiaries at December 31, 1983 and 1982 and the results of their operations and changes in their
financial position for each of the years in the three-year period ended December 31, 1983, in conformity with generally accepted
accounting principles applied on a consistent basis.

PEAT, MARWICK,MITCHELL&CO.

Albuquerque, New Mexico
February 17, 1984
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CONSOLIDATED BALANCESHEET

Assets
Utilityplant, at original cost (notes 3 and 7):

Electric plant in service
Water plant in service
Common plant in service

$1,304,761
34,906
31,628

$1,329,675
34,128
29,767

December 31
1983 1982

(In thousands)

Less accumulated dcpreciarion and amortization

Construction work in progress
Electric plant held for future use

Net utilityplant

Other property and investments:
Non-utilityproperty, at cost, net ofaccumulated depreciation
Non-utilityproperty under construction, at cost
Investment in unconsolidated affiliates
Other, at cost

Total other property and investments

Current assets:
Cash
Temporary cash investments (note 4)
Receivables, nct
Fuel, materials and supplies, at average cost
Prepaid expenses

Total current assets

Deferred charges

Capitalization and Liabilities
Capitalization:

Common stock equity (note 2):
Common stock —outstanding 33,932,809 shares in 1983 and 32,040,731

shares in 1982
Additional paid-in capital
Retained earnings

Total common stock equity
Cumulative prcfcrrcd stock without mandatory redemption requirements (note 2)
Cumulative preferred stock with mandatory redemption requirements (note 2)
Long-term debt, less current maturities (note 3)

Total capitalization

Current liabilities:
Short-term debt (note 4)
Accounts payable
Current maturities of long. term debt (note 3)
Accrued interest and taxes
Provision for refunds
Other current liabilities

Total current liabilities

Deferred credits:
Accumulated deferred invcstmcnt tax credits (note 5)
Accumulated dcfcrred income taxes (note 5)
Other deferred credits

Total deferred credits
Commitments and contingencies (notes 7, 8 and 9)

1,371,295
240,097

1,131,198
705,191

63 355

1,899,744

48)483
31,050
51,063

8,720

139,316

5,178
3181977

45,774
43,781

3,029

416,739

31,142

$2,486,941

$ 169,664
511,975
173,932

8551571
106,000
123,700
974,290

2,059,561

126,290
36,669

5,631
35,823

1,046
24,440

229,899

84,499
87)683
25,299

197,481

$2,486,941

1,393,570
206,892

1,186,678
599,272

61 671

1,847,821

40,587
1,913

58,528
2,348

103,376

4,721
53,707
59,F08
46,242

3,663

167,541

27,758

$2,146,496

$ 160,204
470,477
149,921

780,602
106,000
125,000
811,653

1,823,255

63,862
35,362

3,692
26,646
19,101
24,735

173,398

75,423
53,220
21,200

149,843

$2,146,496

Sec accompanying notes to consolidated Ilnanclal statements.
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CONSOLIDATED STATEMENT OF EARNINGS
Year ended December 31

1983 1982 1981

(In thousands except per share amounts)
Operating rcvenucs:

Electric
Water

Total operating revenues

Operating expenses:
Fuel and purchased power
Other operation expenses
Maintenance and repairs
Depreciation and amortization
Taxes, other than income uxes
Income taxes (note 5)

Total operating expenses

Operating income

Other income and deductions:
Allowance for equity funds used during construction
Equity in earnings ofunconsolidated affiliates,

net of taxes (note 5)
Gain on sale of equity interest in trust,

nct of taxes (notes 5 and 10)
Other, net of taxes (notes 5 and 7)

Nct other income and deductions

Income before interest charges

Interest charges:
Interest on long-term debt
Other interest charges
Allo6vance for borland funds used during construction

Net interest charges

Net earnings
Prcferrcd stock dividend requirements

Net earnings applicable to common stock

Average number of common shares outstanding

Per share amounts:
Net earnings

Dividends

$391,947
5,527

397,474

59,365
72,760
32,028
47,172
18,694
31,208

261,227

136,247

45,789

6,373

24,129
779

77,070

213,317

80,922
11,182

~19,306
72,798

140,519
24,187

$116,332

32,956

$ 3.53

$ 2.81

$420,157
6,386

426,543

115,531
68,842
38,125
34,984
16,552
34,855

308,889

117,654

45,911

2,001

1,178

49,090

166,744

55,537
14,476

~19.091
50,922

115,822
24,062

$ 91,760

28,508

$ 3.22

$ 2.77

$329,969
6,196

336,165

104,084
55,367
28,836
26,162
13,740
21,932

250,121

86,044

33,957

5,249

18,805
8,206

66,217

152,261

41,572
18,947

~16,216
44,303

107,958
19,863

$ 88,095

20,804

$ 4.23

$ 2.68

CONSOLIDATED STATEMENT
OF RETAINED EARNINGS Year ended December 31

1983 1982 1981

Balance at beginning of year

Net earnings

Dividends:
Cumulative preferred stock
Common stock

Balance at cnd of year

$149,921

1401519

(24,187)
~92,321

$173,932

(In thousands)

$138,514

115,822

(24,062)
~80.353

$149,921

$104,847

107,958

(19,863)
~54.428

$ 138,514

Sce accompanying notes to consolidated financial statements.
'
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CONSOLIDATED STATEMENT OF CHANGES
IN FINANCIALPOSITION Year ended December 31

1983 1982 1981

(in thousands)

Funds provided:
Nct earnings
Charges (cred its) to earnings not requiring funds:

Depreciation and amortization
Provision for non.current deferred income taxes, net
Investment tax credits, net
Allowance for equity funds used during construction

Earnings of unconsolidated affiliates

Funds derived from operations
Sale of common stock
Sale of cumulative preferred stock
Sale of first mortgage bonds
Proceeds from pollution control revenue bonds
Proceeds from short-term debt
Dividends from fifty-percent-awned company
Proceeds fiom sale of urilityplant, net
Other

$140,519

51,060
34,463

9,076
(45,789)

~9,321
180,008

50,886

65,000
101,183
368)863

156,406
12,172

$934,518

$ 115,822

37,940
4,279

16,463
(45,911)

~3,138
125,455
184,068
35,000
60,000
44,143

434,221

20,412

$903,299

$107,958

28,962
6,584

17,923,
(33,957)

~7.275

120,195'80,061

60,000
84,677

432,560
10,374
37,867

7,932

$933,666

Funds used:
Cash dividends
Utilityplant additions
Increase in other property and investments
Payment of short. term debt
Reduction of long.term debt
Increase in iiorking capital other than short-term debt
Other

$116,508
210,014

27,788
306,435

7)370
255,125

11,278

$934,518

$104,415
267,137

12,470
479,167

4,657
21,152
14,301

$903,299

$ 74,291
290,382

52,653
453,107

7,460
43,440
12,333

$933,666

Changes in working capital other than short-term debt:
Cash
Temporary cash investments
Reccivablcs, net
Fuel, materials and supplies
Prepaid expenses
Accounts payable
Current maturities of long. term debt
Accrued interest and taxes
Provision for refunds
Other current liabilities

Increase in corking capital other than short-term debt

$ 457
265,270
(13,434)

(2)461)
(634)

(1,307)
(1,939)
(9,177)
18,055

295

$255,125

$ (5,384)
25,116

4,066
12,240

1,052
12,809

1,698
4,821

(16,951)
~18.315
$ 21,152

$ 4,093
28,591
20,220

7,649
391

(7,929)
(3,903)
(8,517)
7,$ 44

~4,599
$ 43,440

Sec accompanying notes to consolidated financial statements.



NOTES TO CONSOLIDATED FINANCIALSTATEMENTS
December 31, 1983, 1982 and 1981

(1) Summary of Significant Accounting Policies

System of Accounts
With respect to utilityoperations, the Company maintains its accounting records in accordance with the uniform system of accounts

prescribed by the Federal Energy Regulatory Commission (FERC) and adopted by the New Mexico Public Service Commission

(NMPSC). As a result of the ratemaking process, the application of generally accepted accounting principles by the Company
differs in certain respects from the application by non-regulated businesses. Such differences generally regard the time at which
certain items enter into the determination of net earnings in order to follow the principle of matching costs and revenues.

Principles of Consolidation

The consolidated financial statements include the accounts of Public Service Company of New Mexico, its wholly-owned

subsidiaries and its majority-owned joint ventures. Allsignificant inter-company transactions and balances have been eliminated.

The Company's investments in its unconsolidated affiliates are accounted for by the equity method.

UtilityPlant

Utilityplant is stated at original cost, which includes payroll-related costs such as taxes, pensions and other fringe benefits,

administrative costs and an allowance for funds used during construction.

It is Company policy to charge repairs and minor replacements of property to maintenance expense and to charge major
replacements to utilityplant. Gains or losses resulting from retirements or other dispositions of operating property in the normal

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

Depreciation
Provision for depreciation of utilityplant is made at annual straight-line rates approved by the NMPSC. The average depreciation

rates used were as follows:

Electric plant
Water plant
Common plant

1983

3 30o/o

1.89'lo
7.32o/o

1982

3.16'/o
1.94'/o
6.87'/o

1981

3.38'/o
1.94'/o
6 74'lo

The provision for depreciation of certain equipment, including amortization applicable to capital leases, is charged to clearing
accounts and subsequently allocated to operating expenses or construction projects based on the use of the equipment.

Depreciation of non-utility property is computed on the straight-line method.

Allowance for Funds Used During Construction (AFUDC)
As provided by the uniform system of accounts, AFUDC, a noncash item, is charged to utilityplant. AFUDC represents the cost

of borrowed funds (allowance for borrowed funds used during construction) and a return on other funds (allowance for equity funds

used during construction) and is allocated based on the method required by FERC. The Company capitalizes AFUDC on construction
work in progress (CWIP) to the extent allowed by regulatory agencies. In 1983 and 1982, the Company also capitalized AFUDC on
its plant held for future use as allowed by the NMPSC.

AFUDC is computed using the maximum rate, net of taxes, permitted by FERC. Effective May 1983, the FERC changed the

prescribed AFUDC formula and required AFUDC to be calculated on pollution control trust fund balances with the interest

earned from such funds to be credited against CWIP. The rates used were 8.74 percent and 9.38 percent, for 1983 and 1982,

respectively, compounded semiannually. The rate was 8.85 percent for 1981 without compounding.

Beginning in 1982, the NMPSC ordered the Company to capitalize carrying charges, similar to AFUDC, associated with specifically

identifiable uncommitted capacity, which for 1983 and 1982 represented 105 MW of San Juan Unit 4. The capitalized carrying

charge is calculated using the maximum rate, net of taxes, permitted by FERC except for the exclusion of short-term debt from

such calculation. Accordingly, the rates used were 9.33 percent and 9.42 percent, for 1983 and 1982, respectively, compounded

semiannually. Effective after December 1983, the Company willnot capitalize such carrying charges without a new NMPSC order.

Deferred Fuel and Purchased Power

Economy and other near-term energy transactions are shown as a reduction of fuel and purchased power expenses.

The Company uses the deferral method of accounting for the portion of fuel and purchased paver costs which is reflected in

subsequent periods under fuel adjustment clauses.
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Amortization of Debt Discount, Premium and Expense

Long-term debt discount, premium and expense of issuance are amortized over the lives of the respective issues on the debt
outstanding method.

Income Taxes

Certain revenue and expense items in the Consolidated Statement of Earnings are recorded for financial reporting purposes in a year
different from the year in which they are recorded for income tax purposes. Deferred income taxes are provided on such timing
differences to the extent allied for ratemaking purposes. This normalization method is used primarily for differences attributable to
deferred fuel costs and the use of liberalized depreciation and accelerated cost recovery methods. Certain other timing differences
result in reductions of income tax expense in the current year as required by the NMPSC. This flow-through method is used

primarily for minor differences betNeen book and tax depreciation and for certain capitalized construction costs.

At present, rates subject to FERC control allow recovery of amounts necessary to provide additional tax normalization of the items
described above which are accounted for under the flow-through method for other customers. Provision has been made for additional
deferred income taxes attributable to amounts collected under these rates.

Non-utilitydeferred taxes are provided on all non-permanent differences between book and taxable income. These differences
consist primarily of interest, mining development and other expenses which are capitalized for book purposes and income which is

taxable in periods other than when recognized for financial reporting purposes.

The Company defers investment tax credits related to utilityassets and amortizes them over the estimated useful lives of the
related assets.

Revenues

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

(2) Common Stock and Cumulative Preferred Stock
The number of authorized shares of common stock with par value of $5 per share is 40,000,000 shares. The Board of Directors has

periodically reserved common stock for the Shareholder's Dividend Reinvestment Plan, the Employee Stock Purchase Plan, the Tax
Reduction Act Stock Ownership Plan and the Consumer Stock Plan (Stock Plans), with 3,848,330 shares remaining unissued
at December 31, 1983.

The number of authorized shares of cumulative preferred stock is 10,000,000 shares. Information concerning the cumulative
preferred stock at December 31, 1983 is as folios:

Without mandatory redemption requirements:
1965 Series, 4.58%
1974 Series, 9.2%
1975 Series, 10.12%
9.16% Series
8.48% Series
8.80% Series

Stated
Value

$ 100
100
100
25

100
100

Shares
Outstandin

130,000
170,000
100,000
800,000
200,000
260,000

1,660,000

Stated
Redemption

Price

$ 102.00
107.00
106.61
26.70

106.00
106.20

Aggregate
Stated Value
In thousands

$ 13,000
17,000
10,000
20,000
20,000
26,000

$ 106,000

With mandatory redemption requirements:
8.75% Series
14. 75% Series
12.52% Series

100
100
50

387,000
500,000
700,000

1,587,000

108.75
114.75
52.97

$ 38,700
50,000
35,000

$ 123,700
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The Company, upon thirty days notice, may redeem the cumulative preferred stock at stated redemption prices plus accrued and
unpaid dividends. Redemption prices are at reduced premiums in future years. Redemption may not be made through certain
refunding operations prior to February 1, 1984 for the 8.75% Series, April 1, 1990 for the 14.75% Series and October 15, 1991
for the 12.52% Series.

The Company has agreed to indemnify the holders of the 12.52% Series against the loss of certain income tax benefits. Hoover,
the Company has the option to redeem the entire series should payments under such indemnification increase the effective dividend
rate on the stock by more than one-half of one percent.



Mandatory redemption requirements for 1985, 1986, 1987 and 1988 are $ 1,300,000, $3,300,0%, $5,633,000
and $5,633,000, respectively.

e

The changes in common stock, additional paid-in capital and cumulative preferred stock were as follows:

Cumulative Preferred Stock

Common Stock

Number Aggregate Additional
of Par Paid-in

Shares Value ~Ca ital

With Mandatory
Redemption

Re uirements

Number Aggregate
of Stated

Shares Value

Without Mandatory
Redemption

Re uirements

Number Aggregate
of Stated

Shares Value

Balance at December 31, 1980
Public issue of stock
Stock plans

Balance at December 31, 1981

Public issue of stock
Stock plans

Balance at December 31, 1982
Stock plans
Redemption of stock

Balance at December 31, 1983

(Dollars in thousands)

16,330,304 $ 81,652 $ 195,026 900,000 $ 90,000
7,500,000 37,500 118,196

845,001 4,225 14,403

1,660,000 $106,000

470,477 1,600,000 125,000 1,660,000 106,000
41,298

200 ~13,000 ~1,300

32,040,731 160,204
1,892,078 9,460

33,932,809 $ 169,664 $511,975 1,587,000 $ 123,700 1,660,000 $ 106,000

24,675,305 123,377 327,625 900,000 90,000 1,660,000 106,000
6,000,000 30,000 116,924 700,000 35,000
1,365,426 6,827 25,928

Charter provisions relating to the cumulative preferred stock and the indenture securing the first mortgage bonds impose certain
restrictions upon the payment of cash dividends on common stock of the Company. At December 31, 1983, there were no
retained earnings restricted under such provisions.

(3) Long-Term Debt
The details of the Company's outstanding long-term debt at December 31, 1983 and 1982 are as follows:

Issue and Maturit Interest Rates 1983 1982

First mortgage bonds:
1984 through 1988
1989 through 1993

1994 through 1998

1999 through 2003
2004 through 2008
2009 through 2013
1993 through 2013 —pollution control series,

securing pollution control revenue bonds
Funds held by trustee

Total first mortgage bonds
Pollution control revenue bonds:

1984 through 2013
1985

Funds held by trustee
Other, including unamortized premium and discount

Total long. term debt
Current maturities

Long-term debt, less current maturities

3 5/8% to 12.95%
4 7/8%
5 7/8%
7 1/4% to 8 1/8%
8 1/8% to 10 1/8%
12 7/8% to 17 1/2%

6% to 10 3/4%

5% to 10 1/4%
65% of prime rate

337,000
~11,099)

809,784

208,090
23,500

(70,118)
8,665

979,921
~5,631
$974,290

301,000
~10,153

712,138

207,000

(112,744)
8,951

815,345
~3,692)
$811,653

(In thousands)

$ 60,330 $ 60,470
9,403 9,576

17)367 17,587
50,245 50,638

161,538 163,020
185,000 120,000
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Substantially all utilityplant is pledged to secure the first mortgage bonds. Approximately 25 percent of the original principal
amount of each series of first mortgage bonds willbe redeemed through sinking fund requirements prior to their due dates. The

aggregate amounts (in thousands) of maturities on all long-term debt outstanding at December 31, 1983 are as follows:

1984 $ 5,631
1985 77,302
1986 4,283
1987 4,991
1988 13,257

In August 1977, the City of Farmington, New Mexico issued and sold $77,045,000 principal amount of its 5.9 percent Pollution

Control Revenue Refunding Bonds, Series 1977, the proceeds of which are expected to be used to refund $ 77,000,000 of the presently

outstanding Pollution Control Revenue Bonds due October I, 1984. From and after such retirement, but not before, the Refunding

Bonds willbe payable out of revenues received by the City from the Company. Upon such retirement, the Company also will
guarantee the payment of the Series 1977 Refunding Bonds and secure its guaranty with an equal principal amount of its first

mortgage bonds. In October 1983, the Company defeased $98,910,000 in principal amount of Pollution Control Revenue Bonds,

due June 15, 1984 issued by the City, which are guaranteed by the Company. Accordingly, these refunded bonds are excluded from

the above 1984 maturities.

(4) Short-Term Debt
The Company's interim financing requirements are met through the issuance of commercial paper and notes payable to banks which,

respectively, amounted to $91 millionand $35 millionat December 31, 1983 and $50 millionand $ 14 millionat December 31, 1982.

At December 31, 1983, the Company had unused credit commitments from various banks totaling $ 167 million. These credit
arrangements are used to support the issuance of commercial paper and to provide for short-term borrowings. The Company generally

pays commitment fees or maintains cash balances on deposit with banks to assure availability of its credit commitments. The
commitments consist of both lines of credit and revolving credit agreements ranging in duration from one to six years.

Two of the Company's wholly-owned subsidiaries have pledged $41 million of temporary cash investments to secure $33 millionof
notes payable presently outstanding and $8 millionof notes payable guaranteed by one of the subsidiaries.

At year-end, the Company completed the sale of two pollution control revenue bond issues and the sale of a portion of its interest
in San Juan Unit 4. These three transactions resulted in cash proceeds to the Company totaling approximately $220 million which
are temporarily invested at December 31, 1983 and willbe utilized to repay at maturity $93 million of commercial paper and

notes payable outstanding at year.end. The remaining cash willbe utilized in the construction program of the Company.

(5) Income Taxes
Income taxes consist of the following components:

Current Federal income tax
Current state income tax
Deferred Federal income tax
Deferred state income tax
Amount equivalent to current investment tax credit
Amortization of accumulated investment tax credit

Total income taxes

Charged to operating expenses
Charged to other income and deductions

Total income taxes

1983

$ 3,046
3,989

251350
4,448

18,640
~2,988
$52,515

$31,208
21,307

$52,515

1982

(In thousands)
$ 1,262

2,349
7,332

980
16,785

~2,699
$26,069

$34,855
~8,786
$26,069

1981

$ 6,887
4,798
7,019

302
20,660

~1,925
$37,741

$21,932
15,809

$37,741
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The Company, for tax purposes, has investment tax credit carryforwards of approximately $51 million as of December 31, 1983

which would, ifunused, expire in 1995 through 1998 and a charitable contribution carryfonvard of $8 million which would,'funused, expire in 1987.

Deferred income taxes result from certain timing differences beechen the recognition of income and expense for tax and financial
reporting purposes, as described in note (1). The major sources of these differences and the tax effects of each are as follows:

Deferred fuel costs
Depreciation and cost recovery timing differences
Charitable contribution carry forward
Income taxes on equity interest in trust
Other

1983

$ (140)
17,587
3,926

10,287
~1,862
$29,798

1982

(In thousands)
$ (6,566)

16,153
(6,915)

741
4,899

$ 8,312

1981

$ 737
10,386

(11,028)
7,226

$ 7,321

The current portion of deferred income taxes (included in accrued taxes) results from timing differences on deferred fuel costs.

The Company's effective income tax rate was less than the Federal income tax statutory rate for each of the years shown. The
differences are attributable to the following factors:

Federal income tax statutory rate
Allowance for funds used during construction
Charitable contribution of appreciated property
Taxes recorded at capital gains rate net of

related minimum tax
Amortization of investment tax credits
Other

Company's effective tax rate

1983

46.0%
(15.5)

(3.5)
(1.5)
1.7

27.2%

1982

46 0%
(21.1)

(3 4)

(1)
(1.9)

~1.1
18.4%

1981

46 0%
(15.8)

(5.0)
(1.3)
2.0

25.9%

(6) Pension Plan
The Company and its subsidiaries have a pension plan covering substantially all of their employees, including officers. The plan
is noncontributory and provides for monthly pension payments to participating employees with 30 years of service or at age 65 with
less than 30 years of service. The amounts of such payments are dependent upon length of service and the average salary of the three
highest consecutive years ofemployment. The Company's policy is to fund pension costs which were $8,500,000 in 1983, $ 7,798,000
in 1982 and $6,798,000 in 1981, which include normal costs and amortization of past service costs over thirty years.

As of the two most recent actuarial valuation dates, accumulated plan benefits and plan net assets for the Company's pension

plan are as follows:

January 1

1983 1982

(In thousands)
Actuarial present value of

accumulated plan benefits:
Vested
Nonvested

$29,989
4 086

634,076

$21,014
2,163

$23,177

Net assets available for benefits
(market value) $45,308 $29,301

The weighted average assumed rate of return used in determining the actuarial present value of accumulated plan benefits was

8 percent for 1983 and Si/4 percent for 1982. The effect of this change and a revision in the mortality assumption was an increase in
the actuarial present value of accumulated plan benefits by approximately $3.2 million.
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(7) Construction Program and Jointly-Owned Plants

The Company operates and jointlyowns the steam turbo. electric San Juan Generating Station. In November 1981, the Company
sold 8.475 percent of its 100 percent undivided interest in San Juan Unit 4. Of the approximately $49 million from the sale,

the Company realized a gain of $5 million, net of applicable income taxes. In December 1983, the Company sold an additional
28.8 percent undivided interest in San Juan Unit 4. The Company received approximately $ 170 million from the sale, which
approximates the book value of the assets sold plus a recovery of applicable income taxes. The Company owns an undivided
50 percent interest in the first three units of the San Juan Generating Station and 62.725 percent in Unit 4.

The Company also is participating with several other utilities in the construction of the Palo Verde Nuclear Generating Station
and anticipates that the first unit willbe in commercial operation for the Company's 1985 summer peak.

At December 31, 1983, the Company's ownership interest and investments in the jointly-owned generating facilities were as follows:

Station Fuel T e

Construction
Plant Accumulated Work in

In Service De reciation Pro ress
Ownership

Interest

San Juan Generating Station (Coal)
Palo Verde Nuclear Generating Station (Nuclear)
Four Comers Generating Station Units 4 and 5 (Coal)

$808,017

$ 55,505

(In thousands)

$93,810

$ 9,584

$ 1 7,005 53.8%
$608,450 10.2%

30 340 13.0%

These amounts represent the Company's share of capital costs, for which the Company has provided its own financing. The Company's
share of direct expenses is included in the corresponding operating expenses in the Consolidated Statement of Earnings. The
Company also has undivided interests in transmission facilities which are not significant.

It is estimated that the Company's utilityconstruction expenditures for 1984 willapproximate $312 million, including expenditures
on the jointly-owned projects. In connection therewith, substantial commitments have been made.

(8) Long-Term Power Purchase and Sales Contracts

The Company has entered into contracts for the purchase of electric popover. Under one of these contracts which expires in 1995, the
Company is obligated to pay certain minimum ainounts and a variable component representing the expenses asso'ciated with the
energy purchased and debt service costs associated with capital improvements. There were no payments made under this contract
for the three year period ended December 31, 1983. Total minimum payment for each of the next five years is $22.8 million.

The Company has contracts to sell power to two unaffiliated utilitycompanies which accounted for approximately 12.9 percent and
10.0 percent of total operating revenue during 1983 and 12.5 percent and 10.5 percent during 1982. Sales to these unaA'iliated

utilitycompanies accounted for less than 10 percent of total operating revenues in 1981.

(9) Lease Commitments
The Company leases data processing, communication, office and other equipment, ofFice space, utilitypoles (joint use) and real
estate. The leases for office buildings provide for purchase options equal to fair market value at the end of the primary terms. Other
purchase options, renewal options and contingent rental provisions were not significant.

Leased property under capital leases at December 31, 1983 and 1982 is as follows:

Data processing equipment
Other

Less accumulated amortization

1983 1982

(In thousands)
$5,137 $2,785

409 408

5,546 3,193
1,869 1,302

$~3677 $ 1,891
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Future minimum lease payments at December 31, 1983 are:

~ u ir Capital
Leases

Operating
Leases

1984
1985
1986
1987
1988
Later Years

Total minimum lease payments

Less amount representing executory costs

Net minimum lease payments
Less amount representing interest

Present value of net minimum lease payments

(ln thousands)
$ 1,671 $ 4,330

1,443 3,505
1,141 3,132
1,122 3,023
1,103 3,128
1,062 61,433

7,542 $78,551

284

7,258
3,641

$3,617

Rents charged to operating expenses were $4,616,000 in 1983, $4,539,000 in 1982 and $3,736,000 in 1981. Allsuch amounts
exclude payments made on capital leases. As of December 31, 1983, the aggregate minimum payments to be received in future
periods under noncancelable subleases are approximately $4,290,000.

(10) Gain on Sale of Equity Interest in Trust
The Company held, in a trust, a retained economic interest in a sublease covering various Federal, state and private coal leases at
the mine which is the primary source ofcoal for the San Juan Generating Station. See note (7). On December 31, 1981, the Company
sold 37.5 percent of its interest in the trust to institutional investors for $30 million, resulting in an after-tax gain of approximately

$ 18.8 million, or $ .90 per share of common stock. On June 30, 1983 the remaining interest was sold to institutional investors for

$38.7 million, resulting in an after-tax gain of approximately $24.1 million, or $ .73 per share of common stock.

(11) Charitable Contribution of Appreciated Property
On December 30, 1982, the Company entered into an agreement with the City of Las Vegas, New Mexico whereby the Company
contributed its Las Vegas water system to the City of Las Vegas. The physical assets contributed had a net book value of $6,726,000
and a fair market value of $ 19,600,000. The tmnsaction resulted in a $ 1,171,000 gain in 1982 after recognition of income tax benefits

under the rules governing contributions of appreciated property.

31



SUPPLEMENTARY INFORMATIONCONCERNING THE EFFECTS
OF CHANGING PRICES
The following supplementary information is presented in accordance with the requirements of Statement No. 33 "Financial
Reporting and Changing Prices" of the Financial Accounting Standards Board. Statement No. 33 deals with two different
aspects of inflation: (1) the decline in the purchasing power of the dollar (the "constant dollar" method) and (2) the effects of
changes in specific prices of certain assets of the Company (the "current cost" method).

The Company believes it is important for users of the financial statements to develop an understanding of the more significant
impacts of inflation upon the Company. However, the Company advises readers that the information presented in accordance
with Statement No. 33 is determined through the use of experimental techniques and is not intended to replace traditional
statements based on historical cost.

The constant dollar information represents historical costs stated in terms of dollars of the same general purchasing power as

measured by the average level of the Consumer Price Index for all Urban Consumers for 1983.

The current cost data reflects the change in specific prices of utilityplant and equipment from the date the property was

acquired to the present, as measured primarily by the Handy-Whitman Index of Public UtilityConstruction Costs.

Consolidated Statement of Earnings Adjusted for Changing Prices
Year Ended December 31, 1983

As Reported
in the Primary

Statement

Adjusted
for General

Inflation
(Constant

Dollars)

Adjusted for
Changes in

Specific Prices
(Current

Cost)

Operating revenues

Operating expenses (excluding depreciation
and amortization)

Depreciation and amortization (note A)
Interest charges
Other income and deductions, net

$397,474

214,055
47,172
72,798

~77,070)
256,955

(In thousands)

$397,474

214,055
67,084
72,798

~77,070
276,867

$397,474

214,055
72,799
72,798

~77.070
282,582

Net earnings (excluding reduction to
net recoverable cost) $ 140,519 $ 120,607* $ 114,892

Increase in specific prices of net utilityplant

Reduction to net recoverable cost (note B)

Effects of increase in the general price level

$ (49,928)

$ 79,691

(59,227)

~64,677

Excess of increase in the general price level over
the increase in specific prices of net utility
plant after reduction to net recoverable cost (44,213)

Gain from decline in purchasing power of net
amounts owed (note C) 35,470 35,470

Net ~$ 14.458) ~$ 8,743)

*Including the reduction to net recoverable cost, the net earnings on a constant dollar basis would have been $70,679 for 198%
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Five Year Comparison of Selected Supplementary Financial
Data, Adjusted for Effects of Changing Prices

1983
Year ended December 31

1982 1981 1980 1979

(In thousands of average 1983 dollars except per share amounts)
Constant dollar information:

Revenues
Net earnings excluding reduction

to net recoverable cost
Net earnings per common share
Net assets at year-end, at net

recoverable cost

$397)474

$120,607
S 2.93

$945,413

$440,278

$ 96,001
$ 2.50

$904,795

$368,269

$ 95,578
$ 3.55

$737,272

$339,172

$ 65,658
$ 2.77

$562,993

$335,422

$ 61,823
$ 3.14

$588,400

Current cost information:
Net earnings excluding reduction

to net recoverable cost
Net earnings per common share
Excess of increase in geneml

price level over increase in
specific prices after reduction
to net recoverable cost

Net assets at year-end, at net
recoverable cost

$114,892
S 2.75

S 44,213

$945,413

$ 47,443

$904,795

$ 127,688

$737,272

$ 146,915

$562,993

$ 86,770 $ 94,244 $ 64,854
$ 2.17 $ 3.48 $ 2.72

$ 60,036
$ 3.02

$ 140,652

$588,400

General Information
Purchasing power gain on net

amounts mved

Cash dividends declared per
common share

Market price per common share
at year-end

Consumer price index for all
urban consumers:

Average
Year-end

$ 35,470 $ 43,564 $ 90,810 $ 105,303 $ 86,014

S 24.95 $ 26.53 $ 25.18 $ 22.81 $ 23.69

298.4 289.1
303.5 292.4

272.4
281.5

246.8
258.4

217.4
229.9

S 2.81 $ 2.86 $ 2.94 $ 2.47 $ 2.58

Note A—Depreciation and amortization adjusted for changing prices
In adjusting historical cost income statement items for general inflation, changes were made only to the provision for depreciation
and amortization. Allother revenue and expense items were considered to reflect the current average price level for the year.

Estimated utilityplant was determined under both methods by applying the indices specified to the historical cost of utilityplant by

vintage year. Depreciation expense was then determined for the adjusted amounts of utilityplant by applying the same rates used to
compute the historical amount of depreciation.

Note B—Reduction to net recoverable cost

Under the ratemaking prescribed by the regulatory commissions to which the Company is subject, only historical cost of plant is

recoverable in revenues as depreciation and amortization. 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 amortization, and is

reflected as a reduction to net recoverable cost. While the ratemaking process gives no recognition to the current cost of replacing

property, plant and equipment, the Company believes it willbe allowed to earn on the increased cost of its net investment when

replacement of facilities actually occurs.

Note C—Gain from decline in purchasing power of net amounts owed

During periods of inflation, the holders of monetary assets suffer a loss of general purchasing power because such items willpurchase

less at a future date. Alternatively, holders of monetary liabilities such as long-term debt experience a gain because the amount of
money required to ultimately settle the liabilities represents dollars of diminished purchasing paver.

Since the Company owed net monetary liabilities during a period in which the general purchasing power of the dollar declined, the

Con@any experienced an economic gain in purchasing power. Allassets and liabilities other than utilityplant and amounts

applicable to the cumulative preferred stock not subject to mandatory redemption requirements were treated as monetary items.
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QUARTERLY RESULTS OF OPERATIONS

The unaudited results of operations (in thousands except per share amounts) by quarters for 1983 and 1982 are as follows:

a g (e

Quarter Ended
Operating
Revenues

Operating
Income

Net
Earnings

Net
Earnings
per Share

December 31, 1983

September 30, 1983

June 30, 1983

March 31, 1983

$ 94,479
$ 107,227
$ 93,217
$ 102,551

$ 30,497
$ 39,589
$ 30,277
$ 35,884

$ 18,761 $ .38
$ 40,349 $ 1.03
$ 49,578 $ 1.33
$ 31,831 $ .80

December 31, 1982 $105,962 $ 35,111 $ 32,280 $ .84
September 30, 1982 $118,603 $ 38,515 $ 35,239 $ .97
June 30, 1982 $ 106,647 $ 25,721 $ 26,149 $ .72
March 31, 1982 $ 95,331 $ 18,307 $ 22,154 $ .66

In the opinion of management of the Company, all adjustments (consisting of normal recurring accruals) necessary for a

fair statement of the results of operations for such periods have been included.

STOCK/DIVIDENDDATA
Common Stock:

Range of sales prices of the Company's common stock reported as composite transactions (Symbol:PNM), and dividends paid on
common stock for fiscal 1983 and 1982, by quarters, are as follows:

Range of Sales Prices
Hi h Low

Dividends
Per Share

Fourth Quarter, 1983

Third Quarter, 1983
Second Quarter, 1983
First Quarter, 1983

29s/e
28e/4

287/e

28

22s/4
257/e
26e/4

25'/a

$ 0.71
0.70
0.70
0.70

Fiscal Year 29s/e 22e/4 $ 2.81

Fourth Quarter, 1982
Third Quarter, 1982
Second Quarter, 1982
First Quarter, 1982

28'/e
26e/a

25'/4
247/e

24'/4
22'/4
231/2

21a/e

$ 0.70
0.70
0.70
0.67

Fiscal Year 28'/a 21e/a $ 2.77

Cumulative Preferred Stock:

While isolated sales of the Company's cumulative preferred stock have occurred in the past, the Company is not aware of any active

trading market for its cumulative preferred stock.

Quarterly cash dividends were paid on each series of the Company's cumulative preferred stock at their stated rates during 1983

and 1982.
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