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SUMMARY

The New Mexico Supreme Court considered whether the New Mexico Public Regulation Commission

could permit a public utility to earn a return on operating expenses for energy-efficiency programs.

The Court held that the Commission’s methodology and approved adder rates were authorized by the

Public Utility Act and Efficient Use of Energy Act, consistent with prior precedent, supported by

substantial evidence, and neither arbitrary nor capricious. The Court affirmed the Commission’s final

order.
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Direct appeal from a final order of the New Mexico Public Regulation
Commission under NMSA 1978, § 62-11-1.

The Court reviews an administrative order for arbitrariness,
capriciousness, abuse of discretion, lack of substantial evidence in the
record, or noncompliance with law. Statutory interpretation is
reviewed de novo, although the Court gives some or heightened
deference to an agency's interpretation within its specialized field and
statutory function. Whole-record review applies to the substantial-

evidence inquiry.
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QUESTIONS PRESENTED

1. Whether the Case 308 Final Order was consistent with the Court's prior decision requiring energy-
efficiency rates to be evidence based, cost based, utility specific, and the product of balancing investor

and ratepayer interests.

2. Whether the EUEA authorizes the PRC to allow a utility to earn a profit on energy-efficiency and load-
management expenditures without tying that profit to invested capital or requiring use of the traditional

return-on-rate-base method.

3. Whether the Case 308 Final Order was supported by substantial evidence when the PRC relied on
factual determinations from the Case 280 proceeding.

4. Whether the PRC's use of an operating-ratio approach, explained by analogy to the Motor Carrier Act,

was arbitrary or capricious.

HOLDINGS

1. The PRC was not required to use a particular ratemaking method. The Case 308 Final Order was
consistent with Attorney General v. New Mexico Public Regulation Commission, 2011-NMSC-034,
because the rates were cost based, evidence based, and utility specific and resulted from balancing
investor and ratepayer interests.

2. The EUEA authorizes the PRC to allow utilities to earn a return on expenditures incurred for energy-
efficiency and load-management resource development, and the authorized profit need not be tied to

invested capital.

3. The PRC reasonably relied on the factual record and adjudicated findings from Case 280 because Case

308 involved only the legal sufficiency of the Case 280 Final Order and did not require new fact-finding.
4. The PRC acted within its discretion by using the operating-ratio approach and explaining it by analogy
to the Motor Carrier Act; the Case 308 Final Order was neither arbitrary nor capricious.
KEY QUOTATIONS

“However, it does not prescribe the use of any particular ratemaking method—or restrict the use of others—

as Appellants argue.” (9 16)



“We interpret “profit” in the EUEA according to its ordinary meaning as any return over expenditure.” (9 27)

“Because of the level of complexity involved in setting rates and the number of variables at issue in every rate
proceeding, the [PRC] is not bound to the use of any single formula or combination of formulae in

determining rates.” ( 33)

FACTUAL BACKGROUND

The PRC approved reduced adder rates for Public Service Company of New Mexico's cost-effective energy-
efficiency and load-management programs. The rates were intended to remove regulatory disincentives and
permit PNM to earn a return on expenditures associated with those programs, even though the programs
involved little or no utility capital investment. In Case 308, the PRC relied on the adjudicated factual record

from Case 280 and determined that the rates were cost based, evidence based, and utility specific.

PROCEDURAL HISTORY

The PRC issued the Case 280 Final Order approving reduced adder rates for PNM's energy-efficiency programs.
After the Court vacated the PRC's earlier Case 024 rulemaking order in Attorney General v. New Mexico Public
Regulation Commission, 2011-NMSC-034, the PRC opened Case 308 to determine whether the Case 280 rates
were consistent with that decision. The PRC concluded that the rates were lawful and supported by the existing

record, and the appellants directly appealed the Case 308 Final Order to the New Mexico Supreme Court.

DISPOSITION

affirmed
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