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INDEPENDENT AUDITORS’ REPORT

Hector H. Balderas

New Mexico State Auditor

and :

New Mexico Renewable Energy Transmission Authority

We have audited the accompanying financial statements of the governmental activities, the general fund, and
the budgetary comparison of the general fund of the New Mexico Renewable Energy Transmission Authority
(the Authority), as of and for the year ended June 30, 2012, which collectively comprise the Authority's basic
financial statements as listed in the table of contents. These financial statements are the responsibility of the
New Mexico Renewable Energy Transmission Authority's management. Our responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinions.

As discussed in Note 1, the financial statements of the Authority are intended to present the financial position
and the changes in the financial position of only that portion of the financial reporting entity of the State of
New Mexico that is attributable to the transactions of the Authority. They do not purport to, and do not,
present fairly the financial position of the State of New Mexico as of June 30, 2012, and the respective
changes in the financial position and cash flows, where applicable, thereof, for the year then ended, in
conformity with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities and the general fund of the Authority, as of June 30, 2012,
and the respective changes in financial position and its respective budgetary comparison of the general fund
for the year then ended, in conformity with accounting principles generally accepted in the United States of
America.
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In accordance with Government Auditing Standards, we have also issued our report dated November 16, 2012
on our consideration of the Authority's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 4 through 8 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the basic financial statements, the general
fund financial statement, and the budgetary comparison. The additional schedule listed as “other
supplemental information” in the table of contents is presented for purposes of additional analysis and are not
a required part of the financial statements. Such information is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

W S

November 16, 2012



STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority

Management's Discussion and Analysis
(Unaudited)

June 30, 2012

The New Mexico Renewable Energy Transmission Authority's (Authority) discussion and analysis is
designed to assist the reader in focusing on significant financial issues, provide an overview of the Authority's
financial activity, identify changes in the Authority's financial position (ability to address future year
challenges), identify any material deviations from the financial plan, and identify any fund issues of concern.

The Management's Discussion and Analysis (MD&A) is designed to focus on the past year's activities,

resulting changes and currently known facts; please read it in conjunction with the transmittal letter at the
front of this report and the Authority's financial statements and notes which follow this section.

Financial Highlights

e The Authority's government-wide net assets decreased by $344,454 during the fiscal year 2012.

= The Authority's total revenues were $436,702 during fiscal year 2012.

» The total expenses incurred to conduct the Authority programs was $781,448.
Authority Purpose and Highlights
The Authority was created in 2007 based on the Laws of 2007. The purpose of the New Mexico Renewable
Energy Transmission Authority Act (Act) is to create a governmental instrumentality to finance or plan
electric transmission facilities and storage facilities within the State of New Mexico. The financing or
acquisition of an eligible project would be accomplished through the issuance of renewable energy
transmission revenue bonds of other debt instruments.
Overview of the Financial Statements
This discussion and analysis is intended to serve as an introduction to the Authority's basic financial
statements. The Authority's basic financial statements comprise three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report also
contains other supplementary information in addition to the basic financial statements themselves.
Government-wide Financial Statements
The government-wide financial statements consist of a statement of net assets and a statement of activities.
These statements should report all of the assets, liabilities, revenues, expenses, and gains and losses of the

government. Fiduciary activities whose resources are not available to finance the government's programs are
excluded from the government-wide statements. There were no fiduciary activities in fiscal year 2012.

4 (Continued)



STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority

Management's Discussion and Analysis (Continued)
(Unaudited)

June 30, 2012

Government-wide Financial Statements (Continued)

GASB 34 requires that infrastructure assets (roads, bridges, traffic signals, etc.) be valued and reported within
the Governmental column of the Government-wide Statements. Additionally, the government must elect to
either depreciate these assets over their estimated useful life or develop a system of asset management
designed to maintain the service delivery potential. The Authority does not own any interest in any
infrastructure assets nor any other capital assets as of June 30, 2012, and, therefore, is not required to
implement this portion of GASB 34.

The government-wide financial statements of the Authority consist of governmental activities (General Fund)
of the Authority, established pursuant to NMSA 1978, Section 62-16A-13.

Fund Financial Statements

The fund financial statements consist of the general fund's governmental fund statements that focus on
information about the major funds. Governmental fund financial statements are prepared using the current
financial resources measurement focus and the modified accrual basis of accounting.

Governmental Fund Types

As of June 30, 2012, the Authority only had one fund, the General Fund. The General Fund is the general
operating fund for the Authority and is used to account for all financial resources except those required to be
accounted for in another fund. In 2011, the General Fund was funded primarily by $550,000 of fees from the
sale of $50,000,000 conduit debt for the High Lonesome Mesa Transmission Project. In 2012, the only
revenue source was from the GS Global Infrastructure Partners IT (GSIP) reimbursable expenses of $436,702.

Management's Discussion and Analysis

The Management's Discussion and Analysis (MD&A) should provide an objective and easily readable
analysis of the Authority's financial activities based on currently known facts, decisions or conditions. It
should provide an analysis of the Authority's overall financial position and results of operations to assist users
in assessing whether the financial position has improved as a result of the year's activities.

Notes to the Financial Statements

The notes to the financial statements consist of notes that provide information that is essential to a user's
understanding of the basic financial statements.

Budgetary Comparisons
The Authority does not have any legally adopted budgets by the state legislature but does have a budget
approved by its board of directors and, therefore, does present the budget to actual statement. The Authority

was in compliance with its budget. The significant budget adjustment was for GSIP revenues and expenses of
$436,964.

5 (Continued)



STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority

Management's Discussion and Analysis (Continued)

(Unaudited)
June 30, 2012
Analysis of Financial Position
Total Assets:
2012 2011 Change
Cash and cash equivalents $ 588,142 $ 898,256 $ (310,114)
Accounts receivable 39,474 77,174 (37,700)
Prepaid expenses 2,675 2,675 -
Total assets $ 630,291 $ 978,105 $ (347.814)

Cash decreased by $310,114 from the previous year due to the Authority receiving $550,000 in fee revenue
during the 2011 fiscal year. Accounts receivable consist of the amount owed by GS Global Infrastructure

Partners II (GSIP).

Total Liabilities:

2012 2011 Change
Current liabilities $ 27,936 $ 18,728 $ 9,208
Long term liabilities 12,998 25,566 (12,568)
Total liabilities $ 40,934 $ 44,294 $ (3,360)

Current liabilities increased by $9,208 due to the timing of payments of short term liabilities and the expected
increase of accrued vacation expense to be paid out in 2013. The long-term liabilities decreased by the
amount of $12,568 as most of the balance of compensated absences was classified as long-term liabilities.

Net Assets:
2012 2011 Change
Restricted net assets $ 589,357 $ 933,811 $ (344,454)
Total Net Assets $ 589,357 $ 933,811 $ (344,454)

The change in the net assets is due to the current year deficiency of revenues compared to expenses.

6 (Continued)



STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority

Management's Discussion and Analysis (Continued)
(Unaudited)

June 30, 2012

Analysis of Authority's Overall Financial Position and Result of Operations

Total expenses, revenues and change in net assets:

2012 2011 Change

Expenses

Electronic transmission planning and development $ (781,448)  § (509,457) § (271,991)

Program revenue - 550,000 (550,000)
Reimbursable expenses 436,702 77,174 359,528
Total program revenues (expenses) (344,746) 117,717 (462,463)

General Revenues
State appropriation - . =
Interest on investments 292 962 (670)

Total general revenues 292 962 (670)
Change in Net Assets $ (344,454) $ 118,679 $ (463,133)

Governmental-Type Activities

Total revenues were $514,168 for the year ended June 30, 2012. The $77,174 receivable from GSIP was not
collected within 60 days after the 2011 fiscal year end and was recorded as deferred revenue. The $77,174 is
recorded as 2012 revenue in the general fund. The Authority's total expenditures for governmental-type
activities during the fiscal year 2012 were $781,448, which were $271,991 higher than 2011. GSIP 2012
accounts receivable were collected within 60 days after the fiscal year end and is included in 2012 revenue.

Capital Assets and Debt Administration

The Authority had no long term debt or capital assets as of June 30, 2012. The Authority has $12,998 in long
term compensated absences liability.

Economic Factors and Next Year's Budgets and Rates

The Authority is working with GS Global Infrastructure Partners II (GSIP) to develop the Central New
Mexico Collector Project. GSIP will reimburse the Authority for costs incurred with this project. This will
be the primary revenue source in the 2013 fiscal year.

On September 20, 2012, the Federal Energy Regulatory Commission denied the request for a limited one-time
waiver of PNM’s Open Access Transmission Tariff to start the construction of the Central New Mexico
Collector Project transmission line.



STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority

Management's Discussion and Analysis (Continued)
(Unaudited)

June 30, 2012

Economic Factors and Next Year's Budgets and Rates (Continued)

The Authority is in the process to determine the long range impact on this project and the future direction of
the Authority.

The Authority has sufficient cash to fund its expected 2013 operations.
Contacting the Authority's Financial Management

This financial report is designed to provide citizens, taxpayers, customers, legislators and investors and
creditors with a general overview of the Authority's finances and to demonstrate the Authority's accountability
for the money it receives. If you have any questions about this report or need additional financial information,
contact:
Jeremy Turner, Executive Director
New Mexico Renewable Energy Transmission Authority (RETA)
1516 Paseo de Peralta
Santa Fe, NM 87501



STATE OF NEW MEXICO Exhibit A-1
NEW MEXICO RENEWABLE ENERGY TRANSMISSION AUTHORITY

Statement of Net Assets

June 30, 2012

2012
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 588,142
Accounts receivable 39,474
Prepaid expenses 2,675
Total current assets 630,291
Total assets $ 630,291
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable $ 10,036
Compensated absences 17,900
Total current liabilities 27,936
Long-term compensated absences 12,998
Total liabilities 40,934
NET ASSETS
Restricted net assets 589,357
Total net assets 589,357
Total liabilities and net assets $ 630,291

The accompanying notes are an integral part of this financial statement.
9



STATE OF NEW MEXICO Exhibit A-2
NEW MEXICO RENEWABLE ENERGY TRANSMISSION AUTHORITY

Statement of Activities

Year Ended June 30, 2012

Primary
Government
Governmental
Activities
EXPENSES
Electronic transmission planning and development $ (781,448)
PROGRAM REVENUES
Reimbursable expenses 436,702
Net program revenues (expenses) (344,746)
GENERAL REVENUES
State appropriation -
Interest on investments 292
Total general revenues 292
Decrease in net assets (344,454)
Net assets, beginning of year 933,811
Net assets, end of year $ 589,357

The accompanying notes are an integral part of this financial statement.
10



STATE OF NEW MEXICO
NEW MEXICO RENEWABLE ENERGY TRANSMISSION AUTHORITY

Balance Sheet - Governmental Fund
General Fund

June 30, 2012

General Fund

ASSETS
Assets
Cash and cash equivalents $ 588,142
Accounts receivable 39,474
Prepaid expenses 2,675
Total assets $ 630,291

LIABILITIES AND FUND BALANCE

Liabilities
Accounts payable $ 10,036
Total liabilities 10,036

FUND BALANCE

Non-spendable - prepaid expenses 2,675
Spendable - Restricted 617,580
Total fund balance 620,255
Total liabilities and fund balance $ 630,291

The accompanying notes are an integral part of this financial statement.
11
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STATE OF NEW MEXICO Exhibit B-2
NEW MEXICO RENEWABLE ENERGY TRANSMISSION AUTHORITY

Reconciliation of the Balance Sheet to the Statement of Net Assets

June 30, 2012

Fund Balance - governmental fund $ 620,255

Amounts reported for governmental activities in the
statement of net assets is different because:

Compensated absences recorded in the statement of net
assets, not recorded in the governmental funds (30,898)

Net assets of governmental activities $ 589,357

The accompanying notes are an integral part of this financial statement.
12



STATE OF NEW MEXICO Exhibit B-3
NEW MEXICO RENEWABLE ENERGY TRANSMISSION AUTHORITY

Statement of Revenues, Expenditures and Changes in Fund Balances - Governmental Fund

General Fund

Year Ended June 30, 2012

REVENUES
Program revenues
Reimbursable expenses $ 513,876
Interest income 292
Total revenues 514,168
EXPENDITURES
Current
Personal services and benefits 369,023
Contractual services 302,026
Other costs 108,067
Total expenditures 779,116
Excess of expenditure over revenues (264,948)

OTHER FINANCING SOURCES (USES)
State appropriation =

Total other financing sources (uses) -

Net change in fund balance (264,948)
Fund balance, beginning of year 885,203
Fund balance, ending $ 620,255

The accompanying notes are an integral part of this financial statement.
13



STATE OF NEW MEXICO
NEW MEXICO RENEWABLE ENERGY TRANSMISSION AUTHORITY

Reconciliation of the Statement of Revenues, Expenditures and Changes
in Fund Balances of Governmental Fund to the Statement of Activities

Year Ended June 30, 2012

Net Change in Fund Balance - governmental fund $

Amounts reported for governmental activities
in the statement of activities is different because:

Prior year deferred revenue recorded as revenue in the current year in
the governmental fund.

Some expenses reported in the statement of activities do not require
the use of current financial resources, and therefore, are not reported
as expenditures in governmental funds.

Increase in accrued compensated absences

(Decrease) in Net Assets $

The accompanying notes are an integral part of this financial statement.
14

(264,948)

(77,174)

(2,332)

(344,454)

Exhibit B-4



STATE OF NEW MEXICO Exhibit B-5
NEW MEXICO RENEWABLE ENERGY TRANSMISSION AUTHORITY

Statement of Revenues, Expenditures Budget and Actual
General Fund

Year Ended June 30, 2012

General Fund

Budgeted Amounts
Variance
Final favorable
Original Adjusted Actual (Unfavorable)
REVENUES
Reimbursable expense b - % 436964 $§ 513,876 $ 76,912
Interest on investments 700 700 292 (408)
Total budgeted revenues 700 437,664 $ 514,168 §$ 76,504
Cash balance carry forward 460,321 460,321
Total revenues and budget fund balance $ 461,021 $ 897,985
EXPENDITURES
Personnel services $ 324,750  $ 467,683 $ 369,023 § 98,660
Contractual services 72,371 309,275 302,026 7,249
Other costs 63,900 121,027 108,067 12,960
Total budgeted expenditures $ 461,021 $ 897985 § 779,116 § 118,869

The accompanying notes are an integral part of this financial statement.
15



NOTE 1.

STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority
Notes to Financial Statements

June 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies of the Authority is presented to assist in the
understanding of the Authority's financial statements. The financial statements and notes are the
representation of the Authority's management who is responsible for their integrity and
objectivity. The financial statements of the Authority have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) as applied to
agencies of the government. The Governmental Accounting Standards Board (GASB) is the
accepted standard-setting body for establishing governmental accounting and financial reporting
principles. The financial statements have incorporated all applicable Governmental Accounting
Standards Board (GASB) pronouncements as wells as Financial Accounting Standards Board
(FASB) Statements and Interpretations, Accounting Principles Board Opinions and Accounting
Research Bulletins of the committee on accounting procedures issued on, before and after
November 30, 1989 wunless those pronouncements conflict with or contradict GASB
pronouncements. Governments also have the option of following subsequent private-sector
guidance for their government-wide financial statements, subject to this same limitation. The
Authority has elected not to follow subsequent private-sector guidance. The more significant of
the Authority's accounting principles are described below.

A. Financial Reporting Entity

The Laws of 2007, Chapter 62, created the New Mexico Renewable Energy Transmission
Authority (Authority). The purpose of the New Mexico Renewable Energy Transmission
Authority Act (Act) is to create a quasi-governmental entity to finance or plan the acquisition,
maintenance and operation of certain electric transmission and storage facilities with the State
of New Mexico. The financing or acquisition of the eligible projects would be accomplished
through the issuance of renewable energy transmission revenue bonds and other debt
instruments.

The Authority's governing body is composed of seven voting members and one ex-officio
non-voting member. The Governor, with the advice and consent of the Senate, appoints three
members. The State Treasurer, or its designees, are ex-officio members of the Authority with
voting privileges. One member is appointed by the Speaker of the House of Representatives
and serves at the pleasure of the Speaker of the House. One member is appointed by the
President Pro Tempore of the Senate and serves at the pleasure of the President Pro Tempore.
The Secretary of Energy, Minerals and Natural Resources serves as an ex-officio non-voting
member to the Authority. The Governor shall designate an appointed member of the
Authority to serve as chair, and the Authority may elect annually such other officers as it
deems necessary.

The Authority is not subject to the supervision or control of any other board, bureau,
department or agency of the state, except as specifically provided in the Act. The Act
specifically excludes the Authority from the definition of "state agency" or "instrumentality"
in any other law of the state, unless specifically referred to in the law. The Authority
employees are not covered by any state retirement or post retirement benefit plans.

16 (Continued)



STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority
Notes to Financial Statements (Continued)

June 30, 2012

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

A. Financial Reporting Entity (Continued)

The Act created the Renewable Energy Transmission Bonding Fund, which shall consist of
revenues received by the Authority from operating or leasing eligible facilities, fees and
service charges collected and, if the Authority has provided financing or eligible facilities,
money from payments of principal and interest on loans. Money in the Renewable Energy
Transmission Bonding Fund is pledged for the payment of principal and interest on all bonds
issued pursuant to the Act. Bonds issued pursuant to the Act shall be payable solely from the
Renewable Energy Transmission Bonding Fund or, with the approval of the bondholders,
such other special funds as may be provided by law. These bonds do not create an obligation
or indebtedness of the state within the meaning of any constitutional provision. No bond has
been issued thus this fund has no activity.

The Act established the Renewable Energy Transmission Authority Operation Fund within
the State Treasury. However, due to the State's current accounting system, the Department of
Finance Administration (DFA4) and the State Treasurer have agreed to establish RETA's
Operational Fund outside the State Treasury but under the control mechanisms that apply to
state funds. This fund consists of money appropriated and transferred to the fund. Earnings
from investment of the fund shall be credited to the fund. Money in the fund is appropriated
to the Authority for the purpose of carrying out the provisions of the Act. Any unexpended or
unencumbered balance remaining in the fund at the end of a fiscal year shall not revert to the
general fund of the state.

The Authority is a quasi-governmental entity in accordance with Governmental Accounting
Standards Board (GASB) Statement No. 39. The Authority is a governmental entity because
it was established by statue; its relationship with other governmental entities; the
governmental composition of the Authority's governing board; sources of operational revenue
and its ability to issue tax-exempt debt.

The financial reporting entity as defined by GASB No. 39 consists of the primary
government, organizations for which the primary government is financially accountable and
other organizations for which the nature and significance of their relationship with the
primary government are such that exclusion would cause the reporting entity's financial
statements to be misleading or incomplete. This definition of the reporting entity is based
primarily on the notion of financial accountability as the "cornerstone of all financial
reporting in government". The Authority is, however, presented as a component unit of the
State of New Mexico.

17 (Continued)



STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority
Notes to Financial Statements (Continued)

June 30, 2012

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
A. Financial Reporting Entity (Continued)

The New Mexico Renewable Energy Transmission Authority is a component unit of the
primary government, the State of New Mexico. These financial statements present the
financial position and changes in financial position of that portion of the governmental
activities, each major fund, and aggregate remaining fund information of the State that is
attributable to the transactions of the Authority.

Based upon the application of the criteria in GASB No. 14 and No. 39, the Authority had no
component units as of June 30, 2011

B. Government-wide and fund financial statements

The government-wide financial statements (i.e., the statement of net assets and the statement
of activities) report information on all of the nonfiduciary activities of the Authority. There is
no effect from interfund activity that needs elimination because the Authority has only one
fund. The Authority's governmental activities are supported by project fees from the conduit
bond sale in 2011. The Authority has no business-type activities.

The Statement of Net Assets and the Statement of Activities were prepared using the
economic resources measurement focus and the accrual basis of accounting. Revenues,
expenses, gains, losses, assets and liabilities resulting from exchange-like transactions are
recognized when the exchange takes place. Revenues, expenses, gains, losses, assets and
liabilities resulting from non-exchange transactions are recognized in accordance with the
requirements of GASB Statement No. 33, Accounting and Financial Reporting for Non-
exchange Transactions.

In the government-wide Statement of Net Assets, the governmental activities column is
reported on a full accrual, economic resource basis, which recognized all long-term assets and
receivables as well as long-term debt obligations. The Authority's net assets are only
comprised of restricted net assets as required by the enabling legislation. (Section 62-16A-1
NMSA 1978)

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment is offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function, which is electronic transmission planning and
development. Program revenues include 1) charges to customers or applicants who purchase,
use, or directly benefit from goods, services, or privileges provided by a given function and
2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. The Authority did not receive any federal or
state program revenues for the year ended June 30, 2012. Taxes and other items not properly
included among program revenues are reported as general revenues. The Authority’s policy
is to use restricted resources first, then unrestricted resources as needed.

18 (Continued)



STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority

Notes to Financial Statements (Continued)

June 30, 2012

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
B. Government-wide and fund financial statements (continued)

Separate financial statements are provided for governmental funds, proprietary funds and
fiduciary funds, even though the latter are excluded from the government-wide financial
statements. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements. The Authority did not have any
funds classified as proprietary or fiduciary for the year ended June 30, 2012.

C. Measurement focus, basis of accounting, and financial statement presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when earned
and expenses are recorded when a liability is incurred, regardless of the timing of related cash
flows. Grants and similar items are recognized as revenue as soon as all eligibility
requirements of time, reimbursement and contingencies imposed by the provider are met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available
when they are collectible within the current period or soon enough thereafter to pay liabilities
of the current period. For this purpose, the Authority considers revenues to be available if
they are collected within 60 days of the end of the current fiscal period. The 2012 accounts
receivable balance at year end was collected within the 60 days of the end of the 2012 fiscal
year and accordingly is recorded as revenue in the governmental fund financial statements.
Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to compensated absences
and claims and judgments, are recorded only when payment is due.

The Authority reports the following major governmental fund:

The General Fund is the Authority's operating fund. It is used to account for resources
traditionally associated with government that are not required legally or by sound financial
management to be accounted for in some other fund. The general fund is a non-reverting fund
as stipulated in Section 62-16A-1 NMSA, 1978 and is not part of the state wide accounting
system.

19 (Continued)



NOTE 1.

STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority
Notes to Financial Statements (Continued)

June 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D. Assets, Liabilities and Net Assets or Fund Equity

Cash and Cash Equivalents

Cash and cash equivalents are considered to be cash on hand, demand deposits and short term
investments with original maturities of three months or less from the date of acquisition.

Prepaid Expenses

Prepaid expenses consist of the rental deposit for the current lease of the building that houses
the Authority's operations.

Capital Assets

The Authority has no capital assets that meet the $5,000 requirement to capitalize.

Compensated Absences

Annual leave and other compensated absences with similar characteristics are accrued as a
liability as benefits are earned by employees if: the employees' right to receive compensation
is attributable to services already rendered; and it is probable that the employer will
compensate employees for benefits through paid time off or some other means, such as cash
payments at termination or retirement.

Fund Equity

The Authority follows GASB 54, Fund Balance Reporting and Governmental Fund Type
Definitions for the Authority’s net assets. The effect on GASB 54 on the Authority fund
balance is that the reserve for prepaid expenses is no longer presented but prepaid expenses
are now part of non-spendable fund balance. Fund balance is showed by the most binding
constraint which is restrict by an external resource or enabling legislation. Beginning with
the most binding constraints, fund balance amounts are reported in the following
classifications:

Non-spendable. Amounts that cannot be spent because they are either (a) non-spendable
from or contractually required to be maintained until expended for its restricted purpose.

Restricted. Amounts can be spent only for the specific purposes stipulated by constitution,
external resource providers, or through enabling legislation. The Authority is a non reverting
agency and the funds are restricted by its enabling legislation to carry out the provisions of
the Authority. Accordingly, all of the spendable fund balance is restricted.
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STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority
Notes to Financial Statements (Continued)

June 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
- D. Assets, Liabilities and Net Assets or Fund Equity (Continued)

Fund Equity (Continued)

Committed. Amounts that can be used only for the specific purposes determined by a formal
action of the Authority’s highest level of decision-making authority which is the Board of
Directors.

Assigned. Amounts intended to be used by the Authority for specific purposes but do not
meet the criteria to be classified as restricted or committed.

Unassigned. The residual classification for the Authority’s general fund and includes all
amounts not contained in the other classifications.

BUDGET

The Authority prepares a budget for the General Fund. The budget is approved by the Board of
Directors but is not required to be approved by the State Legislature. It is used as a measuring
mechanism to gauge the Authority’s progress. The budget is not legally binding, but is presented
to inform the reader of the financial statements. The level of budgetary control is at the fund
level.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of cash on deposit with the Bank of America. The bank balance
of $589,750 is in excess of FDIC coverage provided by federal agencies, therefore the Authority
is required to ensure Bank of America provides collateral equal to 50% of the uninsured amount.
The State Treasurer's Office ensures that the Authority's General Fund’s bank account is covered
by the State Treasurer's Collateralization Policy. Accordingly the State Treasurer requires the
depository financial institution provide collateral of State money as necessary to comply with the
State law requirements. The Authority received documentation that the General Fund is therefore
covered by these collateralization requirements at June 30, 2012. The State Treasurer issues
separate financial statements, which disclose the collateral pledge to secure these deposits, the
categories of risk involved and the market value of the collateral.

COMPENSATED ABSENCES

Employees accumulate annual leave at a rate of 15 days per year through the end of the tenth year
of service. Upon the cleventh year, employees will accrue 20 days per year every year after the
tenth. A maximum of 240 hours of annual leave may be carried forward after the pay period
beginning in December and ending in January. When employees terminate, they are compensated
at their current hourly rate for accumulated unpaid annual leave as of the date of termination, up
to a maximum of 240 hours.
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New Mexico Renewable Energy Transmission Authority
Notes to Financial Statements (Continued)

June 30, 2012

COMPENSATED ABSENCES (CONTINUED)
The changes in liabilities for compensated absences are as follows:

Due within
June 30,2011  Additions Deletions  June 30, 2012 one Year

General Fund $ 28,566 $ 20,217 $ (17,885) $ 30,898 $ 17,900

The current liability portion of compensated absences is based on the 2012 deletions.
RISK MANAGEMENT

The Authority is exposed to various risks of losses related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. Section
15-7-2 NMSA 1978 requires the General Services Department, Risk Management Division
(RMD) to be responsible for the acquisition and administration of all insurance purchased by the
state. Since 1977, various state statutes have been passed which allow RMD to insure, self-insure
or use a combination of both. Risk management expenditures for the Office are accounted for in
the general fund. Any claims are processed through RMD. There are no pending or known
threatened legal proceedings involving material matters to which the Authority is a party.

GS GLOBAL INFRASTRUCTURE PARTNERS II

The Authority has a lease agreement with GS Global Infrastructure Partners II (GSIP) to develop
the Central New Mexico Collector Project. $436,702 of current year costs incurred with the
project have been billed to GSIP in accordance with the agreement. This revenue is recorded as
reimbursable expenses in the statement of activities and represents the account receivable balance
in the statement of activities. The balance is deemed fully collectible by the Authority since the
accounts receivable balance of $39,474 was collected after year end. Accordingly, no allowance
for uncollectable accounts receivable has been recorded.

CONDUIT DEBT OBLIGATIONS

The Authority has issued $50,000,000 of bonds for the High Lonesome Mesa Transmission
Project (High Mesa) on November 16, 2010. The bonds are secured by the repayment of the loan
from High Mesa. The Authority or the State of New Mexico is not obligated in any manner for
repayment of the bonds. Accordingly, the bonds are not reported as liabilities in the
accompanying financial statements.

The conduit debt outstanding at June 30, 2012 was $44,015,000.
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Notes to Financial Statements (Continued)

June 30, 2012

COMMITMENTS
Lease

In September 2010 the Authority moved to a new location under a lease agreement for $1,600 a
month that expires on August 31, 2012 and was extended to August 31, 2013. Future lease
payments under the lease are $22,000 and $3,730 in fiscal years 2013 and 2014, respectively.

SUBSEQUENT EVENT

The Authority has evaluated subsequent events through November 16, 2012 which is the date the
financial statements are issued and determined the following subsequent event requires
disclosure.

On September 20, 2012, the Federal Energy Regulatory Commission denied the request for a
limited one-time waiver of PNM’s Open Access Transmission Tariff to allow a new merchant
transmission line to proceed prior to others in delivering renewable energy generated in eastern
and central New Mexico to western markets.

The Central New Mexico Collector Systems is a $350 million transmission project that will
deliver 1,500 megawatts (MW) of renewable energy from eastern and central New Mexico to
PNM’s Rio Puerco switching station northwest of Rio Rancho.

The Authority is pursuing the project through alternatives to the waiver.
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STATE OF NEW MEXICO
NEW MEXICO RENEWABLE ENERGY TRANSMISSION AUTHORITY

Schedule of Deposits

June 30, 2012

Account Type Bank of America
Operational Interest - Bearing $ 589,750
Reconciling items - outstanding checks (1,608)
Reconciled balance $ 588,142

Note 3 to the financial statements for collateral information on this account.

See accompanying independent auditors' report.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Hector H. Balderas

New Mexico State Auditor

and

New Mexico Renewable Energy Transmission Authority

We have audited the accompanying financial statements of the governmental activities of the general fund of
the New Mexico Renewable Energy Transmission Authority (the Authority), as of and for the year ended
June 30, 2012, which collectively comprise the Authority's basic financial statements as listed in the table of
contents, and have issued our report thereon dated November 16, 2012. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

Management of the Authority is responsible for establishing and maintaining effective internal control over
financial reporting. In planning and performing our audit, we considered New Mexico Renewable Energy
Transmission Authority's internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinions on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Authority's internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Authority's internal control over
financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented or detected and corrected on a timely basis.

Our consideration of the internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies or material weaknesses, as defined
above. We did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses as described above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether New Mexico Renewable Energy Transmission
Authority's financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements, noncompliance with which could have
a direct and material effect on the determination of financial statements amounts. However, providing an
opinion on compliance with those provisions was not the objective of our audit and accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

We noted a matter that is required to be reported under Government Auditing Standards Paragraph 5.14 and
5.16 and Section 12-6-5, NMSA 1978 which is described in the accompanying findings and responses as item
11-01.

The Authority's response to the finding identified in our audit is described in the accompanying schedule of
findings and responses. We did not audit their response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of the Authority Board of Directors, management,
the Office of the State Auditor, the New Mexico Legislature and its committees, and the New Mexico
Department of Finance and Administration and is not intended to be and should not be used by anyone other
than these specified parties.

W 54
November 16, 2012
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STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority
Schedule of Findings and Responses

June 30, 2012

A. SUMMARY OF AUDIT RESULTS
Financial Statements:
1. Type of auditors' report issued Unqualified

2. Internal control over financial reporting:

a. Material weakness identified? No
b. Significant deficiencies identified not considered to be material weaknesses? No
c. Noncompliance material to the basic financial statements noted? No
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STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority
Schedule of Findings and Responses (Continued)

June 30, 2012

B. OTHER FINDINGS-FINANCIAL STATEMENT AUDIT

11-01 —Disbursements

Condition: In our sample of 25 disbursements, we noted the following discrepancies in the payment of
goods and services for the Authority:

« There was one instance the Authority was overbilled by $774 due to an incorrect hourly billing rate.
The Authority requested and received the overbilled amount after year end.

«  The Authority modified its policy for per diem reimbursements in December and the new policy is
not specific as to the mileage rate to pay employees. The policy states the approved Internal Revenue
Service rate or the Department of Finance Administration rate which are different.

Criteria:  The Authority’s review of vendors invoices must be followed to maintain sound financial
management and good accounting practices. Per diem policy needs to be specific as to employee mileage
reimbursement rate.

Effect: A disbursement was not in compliance with the Authority’s policies and procedures.

Cause: The Authority did not sufficiently review the vendor’s invoice to ensure compliance with hourly
billing rate.

Auditors' Recommendation: The self audit form needs to include specific steps for a detailed review of
billing rates for legal services. The Authority’s policy needs to be specific as to the mileage rate to pay
employees.

Responsible Official’s Views: RETA staff has revised and implemented a more detailed and thorough review

form to accompany all invoices received for professional services. Staff will present revised mileage policy,
with legal guidance, to full Board for its consideration.
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STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority
Schedule of Findings and Responses (Continued)

June 30, 2012

C. PRIOR YEAR AUDIT FINDINGS

Status

01-01 Review of Vendors Invoices. Repeated
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STATE OF NEW MEXICO
New Mexico Renewable Energy Transmission Authority
Exit Conference

June 30, 2012

OTHER DISCLOSURES

Exit Conference

An exit conference was held on December 12, 2012 to discuss the current report. Those individuals in
attendance were as follows:

New Mexico Renewable Energy Transmission Authority

Mark Valdes Audit and Finance Committee
Robert Apodaca Audit and Finance Committee
Betty Rivera Audit and Finance Committee
Jeremy Tumer Executive Director

Angela Gonzales—Rodarte Assistant Director

Barraclough & Associates, P.C.

Douglas W. Fraser Senior Audit Manager

The financial statements were prepared by Barraclough & Associates, P.C. with assistance provided by the
Authority’s personnel. The Authority is responsible for the fair presentation of the financial statements.
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