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GLOSSARY

Definitions:
Afton Afton Generating Statio
AG New Mexico Attorney Gener:
ALJ Administrative Law Judg
Altura Optim Energy Twin Oaks, LP; formerly known as AiuPower L.P
Altura Cogen Optim Energy Altura Cogen, LLC; formerly known aftka Cogen, LLC (the CoGen Lyondell Po
Generation Facility
AOCI Accumulated Other Comprehensive Inca
APBO Accumulated Postretirement Benefit Obligat
APS Arizona Public Service Company, which is tperator and a co-owner of PVNGS and
Four Corner:
ARO Asset Retirement Obligatic
BART Best Available Retrofit Technolog
Board Board of Directors of PNM
BTU British Thermal Unil
CAIR Clean Air Interstate Rul
Cal PX California Power Exchanc
Cal ISO California Independent System Opere
Cascadt Cascade Investment, L.L.
CcCB Coal Combustion Byproduc
Constellatior Constellation Energy Commodities Group, |
Continenta Continental Energy Systems, L.L.
CRHC Cap Rock Holding Corporation, a subsidiary of Coatital
CTC Competition Transition Char
Decatherrr Million BTUs
Delta Delte-Person Limited Partnersh
DOE Department of Energ
ECJV ECJV Holdings, LLC
EIP Eastern Interconnection Proje
EnergyCc EnergyCo, LLC, a limited liability company, owne@% by each of PNMR and ECJV; now knowi
Optim Energy
EPA United States Environmental Protection Age
EPE El Paso Electrii
ERCOT Electric Reliability Council of Texa
ESPF Employee Stock Purchase P
FASB Financial Accounting Standards Bo:
FERC Federal Energy Regulatory Commiss
FIP Federal Implementation Pl:
First Choice First Choice Power, L. P. and Subsidial
Four Corners Four Corners Power Pla
FPL FPL Energy New Mexico Wind, LL¢
FPPAC Fuel and Purchased Power Adjustment Cl:
GAAP Generally Accepted Accounting Principles in the tddiStates of Americ
GEaR Gross Earnings at Ri¢
GHG Greenhouse Gas Emissic
GWh Gigawatt hour:
IBEW International Brotherhood of Electrical Workers,cab611
IRS Internal Revenue Servic
ISO Independent System Opera
KWh Kilowatt Hour
LBB Lehman Brothers Bank, FSB, a subsidiary of L
LBCS Lehman Brothers Commodity Services, a subsidiatyBH
LBH Lehman Brothers Holdings In
LCC Lyondell Chemical Compan
LIBOR London Interbank Offered Ra
Lordsburg Lordsburg Generating Static




Luna
MD&A
Moody's
MW

MWh
Navajo Acts

NDT

Ninth Circuit
NMGC
NMED
NMPRC
NOX

NOI

NRC

NSR

O&M

OcClI

OPEB
Optim Energy

PBO

PCRBs

PGAC

PG&E

PNM

PNM Facility

PNMR

PNMR Facility

PPA

PRP

PSA

PSD

PUCT

PV

PVNGS

Pyramid

RCRA

RCT

REC

Reimbursemer
Agreemen

REP

RMC

SCE

SCPPA

SEC

SJCC

SJGS

S0O2

SPS

SRP

S&P

TCEQ

TECA

Luna Energy Facility

Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior
Moody's Investor Services, In

Megawatt

Megawatt Houl

Navajo Nation Air Pollution Prevention and ContAait, the Navajo Nation Safe Drinking Water /
and the Navajo Nation Pesticide £

Nuclear Decommissioning Trusts for PVN(

United States Court of Appeals for the Ninth Citc

New Mexico Gas Company, a subsidiary of Contine
New Mexico Environment Departme

New Mexico Public Regulation Commissi

Nitrogen Oxides

Notice of Inquiry

United States Nuclear Regulatory Commiss

New Source Revie\

Operations and Maintenan

Other Comprehensive Incor

Other Post Employment Benef

Optim Energy, LLC, a limited liability company, owd 50% by each of PNMR and ECJV; form
known as EnergyC

Projected Benefit Obligatio

Pollution Control Revenue Boni

Purchased Gas Adjustment Clal

Pacific Gas and Electric C

Public Service Company of New Mexico and Subsidi
PNM's $400 Million Unsecured Revolving Credit Facil
PNM Resources, Inc. and Subsidial

PNMR's $600 Million Unsecured Revolving Credit Facil
Power Purchase Agreeme

Potential Responsible Pal

Power Supply Agreeme

Prevention of Significant Deterioratic

Public Utility Commission of Texa

Photovoltaic

Palo Verde Nuclear Generating Stat

Tri-State Pyramid Unit .

Resource Conservation and Recovery

Reasonable Cost Threshc

Renewable Energy Certificat

PNM’s $100 Million Letter of Credit Facilit

Retail Electricity Provide

Risk Management Committe

Southern Cal Edison Compa

Southern California Public Power Author
United States Securities and Exchange Commis
San Juan Coal Compa

San Juan Generating Stati

Sulfur Dioxide

Southwestern Public Service Compz

Salt River Projec

Standard and Pc’'s Ratings Service

Texas Commission of Environmental Qua
Texas Electric Choice A«

Term Loan AgreemePNM’'s $300 Million Unsecured Delayed Draw Term Loanikisic

Throughput
TNMP

Volumes of gas delivered, whether or not ow
Texa-New Mexico Power Company and Subsidia

TNMP Bridge FacilitTNMP’s $100 Million Bridge Term Loan Credit Agreem




TNMP Facility
TNP
TNMP Revolving
Credit

Facility
Tri-State
Tucson
Twin Oaks
UAMPS
Valencia
VaR
WSPP

TNMP’s $200 Million Unsecured Revolving Credit Facil
TNP Enterprises, Inc. and Subsidiat

TNMP's $75 million Unsecured Revolving Credit Fegil

Tri-State Generation and Transmission Association,
Tucson Electric Power Compa

Assets of Twin Oaks Power, L.P. and Twin Oaks PdWek.P.
Utah Associated Municipal Power Syst

Valencia Energy Facilit

Value at Risk

Western Systems Power Pt
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PART |
ITEM 1. BUSINESS
THE COMPANY
Overview

PNMR is an investor-owned holding company oérgy and energy-related businesses. PNMRimary subsidiaries are PN
TNMP, and First Choice. PNM is a public utilitytiviregulated operations primarily engaged in theegation, transmission and distributior
electricity and, through January 29, 2009, the gmgission and distribution and sale of natural gaM began service to New Mex
customers formerly served by TNMP effective Janudarg007. TNMP is a regulated utility operatingliexas and through December 31, 2
in New Mexico. In Texas, TNMP provides regulateansmission and distribution services. First Cadk a competitive REP operating
Texas. PNMR owns 50% of Optim Energy (formerly eEyyCo), which is focused on unregulated electgerations, principally within tt
areas of Texas covered by ERCOT, including the ldgweent, operation and ownership of diverse geimratssets and wholesale marketing.

On January 12, 2008, PNM entered into an agreetoesell its natural gas operations, which compridee PNM Gas segment,
NMGC, a subsidiary of Continental, for $620.0 naifliin cash, subject to adjustment based on thé ¢éweorking capital at closing. Financ
information regarding PNM' gas operations, which are reflected as discomdimaperations herein, is presented in Note 23a Bepara
transaction conditioned upon the sale of the nhgaa operations, PNMR proposed to acquire CRHGti@entals regulated Texas elect
transmission and distribution business, for $20R2ilSon in cash. On July 22, 2008, PNMR and Coetital agreed to terminate the agreel
for the acquisition of CRHC. The termination agneat provided that Continental pay PNMR $15.0 wnillupon the closing of the PNM (
transaction. PNMR completed the sale of its gasatjpns on January 30, 2009. PNM used proceedstie sale to retire shaerm debt an
paid a dividend of $220.0 million to PNMR. The reniag proceeds were used to pay income taxes ogdhefrom the sale. PNMR used
dividend from PNM and the $15.0 million from Corgital to retire debt.

PNMR’s common stock trades on the New Yorlkcktexchange under the symbol PNM. PNMR was incafeal in the State of
New Mexico in 2000

Other Information

These filings for PNMR, PNM and TNMP include dissiires for PNMR, PNM and TNMP. For discussion pegs, this report w
use the term “Companyihen discussing matters of common applicabilifPtdMR, PNM and TNMP. Discussions regarding only PR|
PNM or TNMP will be indicated as such. A refererioe'MD&A” in this report refers to Part Il, Iltem.7~ Managemens$’ Discussion ar
Analysis of Financial Condition and Results of Gyiems in this report. A reference to a “Noteffers to the accompanying Notes
Consolidated Financial Statements.

Financial information relating to amounts of salesenue, net income and total assets of reportggments is contained in Part Il, I
7. - Management's Discussion and Analysis of Fifer@ondition and Results of Operations and Note 3.

WEBSITES

The PNMR website, www.pnmresources.cpis an important source of Company information BNMR encourages investors, anal
and other interested parties to visit the websgguently. PNMR keeps the site updated and roytipests new or updated information. PN
encourages analysts, investors and other inter@steibs to register on the website to automaticateive Company information byneail.
Once registered, participants can choose from auntenautomatically receive requested informatiorgluding news releases, notices
webcasts and filings with the SEC. Participantsuasubscribe at any time and will not receive infation that was not requested.

PNMR’s Internet address is http://www.pnmresouz@s, PNM’s Internet address is http://www.pnm.cAmMP’s Internet address
http://www.tnpe.com. The contents of these websit® not a part of this Form X0- The filings of PNMR, PNM, and TNMP with the SE
including annual reports on Form 10-K, quarterigads on
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Form 10-Q, current reports on Fornk8and amendments to those reports, filed or fuedsbursuant to Section 13(a) or 15(d) of the S&ee
and Exchange Act of 1934, are accessible free afgehat http://www.pnmresources.com as soon asmably practicable after they are fi
with, or furnished to, the SEC. These reports as® available upon request in print from PNMR fafecharge. Additionally, PNMF
Corporate Governance Principles, code of ethib® (the Right Thing-Principles of Business Conduand charters of its Audit and Eth
Committee, Board Governance and Human Resourcesmiitee, Finance Committee, and Public Policy andt&@nability Committee a
available at http://www.pnmresources.com/invesgmrgérnance.cfm and such information is availablepimt, without charge, to a
shareholder who requests it. The Company willt @eendments to or waivers from its code of etlftosthe extent applicable to 1
Company’s executive officers and directors) at béstion on its website.

OPERATIONS
PNM Electric

PNM Electric is an electric utility that isiprarily focused on providing service to its ratgukated customers. PNM Electsc’
operations consist of generation, transmission distribution of electricity for retail electric ctmners in New Mexico subject to 1
jurisdiction of the NMPRC and for wholesale custosn@ New Mexico and Arizona subject to the jurgiin of FERC. PNM Electric al:
provides transmission services to third partieMPElectric also includes the generation and sdleelectricity into the wholesa
market. PNM Electric provides retail electric deevto a large area of north central New Mexicaluding the cities of Albuquerque and S
Fe, and certain other areas of southern New Mexmduding those formerly served by TNMP. PNM Htexowns or leases transmiss
lines, interconnected with other utilities in Newekco, Texas, Arizona, Colorado and Utah. Thedatrgonaffiliated retail electric custom
served by PNM Electric accounted for 2.5% of theWPHElectric's revenues for the year ended December 31, 20081 Wés incorporated
the State of New Mexico in 1917.

Customer rates for retail electric service arebgehe NMPRC. In February 2007, PNM filed a geheate case with the NMPRC for
of its New Mexico retail customers except thosarferly served by TNMP. Following NMPRC approval®yN? implemented new elect
rates reflecting an annual $34.4 million rate iasein May 2008 and, beginning in June 2008, anrgeney FPPAC through which change
the cost of fuel and purchased power, above onvb#ie costs included in base rates, are passedghro customers on a monthly basik
September 2008, PNM filed its 2008 Electric Ratese€Caequesting an increase in electric rates of 8188llion and a more traditior
FPPAC. In this rate case, PNM proposed that itsaland Lordsburg generating plants, as well a¥#iencia PPA and the portion of PVN
Unit 2 previously owned by another subsidiary ofNPRI and leased to PNM, be included in resourcesestitip NMPRC jurisdiction at
recovered through rates charged to retail custamardune 2009, the NMPRC approved a stipulatesolving all issues in the 2008 Elec
Rate Case, including the inclusion of additionalrses of power in determining rates. The appratgullation allows for an increase in anr
nonfuel revenues of $77.1 million, 65% of which wagplemented for bills rendered beginning July 1, 2668 the remainder of which will
implemented April 1, 2010. As an offset to the fioel revenue increase, PNM implemented a creditustomers totaling $26.3 millic
representing the amount of revenues from past s&l€© , allowances. This amount is being credited to custsnover 21 months beginn

July 1, 2009. PNM is prohibited from requesting a rate incredwse would go into effect prior to January 1, 2044 dustomers formerly serv
by TNMP.

Weather-normalized retail electric loads decredsed.7% in 2009. PNM Electris’system peak demands for its retail customer
firm requirements customers in the summer and thé&ewfor the last three years are shown in thiefdhg table:

System Peak Demands

2009 2008 2007

(Megawatts’
Summel 1,866 1,901 1,933
Winter 1,531 1,643 1,606
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PNM holds long-term, noexclusive franchise agreements for its electriaireperations, with varying expiration dates. 3&dranchis
agreements allow PNM to access public rights-of-faayplacement of PNM electric facilities. Franchise agreements haygred in som
areas PNM serves, including Albuguerque, SantaaRd,the City of Rio Rancho. PNM remains obligatedler New Mexico state law
provide service to customers in these franchisasadespite the absence of an effective franchiseeagent, so the expirations should not he
material adverse impact on PN&business. The Albuquerque, Rio Rancho, and Santaetropolitan areas accounted for 43.7%, 9.1
8.6% of PNM Electrics 2009 revenues and no other franchise area repses®re than 5%. Although PNM does not collecpay franchis
fees in some areas it serves, PNM continues tecatodind pay franchise fees in certain parts ofétwice territory, including Albuquerqt
Santa Fe, and the City of Rio Rancho. A recent Neaxico Court of Appeals decision has raised corsabout the lawfulness of continuing
abide by expired franchise arrangements more tkapers after the franchise was initially entenetb.i The New Mexico Legislature t
passed a bill validating the continuing use of eegbifranchise agreements regardless of age. Ther@Gar of New Mexico has until no
March 10, 2010 to sign or veto the bill. Althouile Company cannot predict what the Governor vaijlidexpects him to sign the bill.

PNM Electric owns or leases 3,170 circuit mileglgfctric transmission lines, interconnected witheotutilities in New Mexico, Arizon
Colorado, Texas and Utah. Due to rapid load groumthPNM Electrics service territory in recent years and the lacktrahsmissio
development, most of the capacity on this transomssystem is fully committed during peak hours dhere is very little or no additior
access available on a firm commitment basis. Thegers result in physical constraints on the syséad limit the ability to wheel power ir
PNM Electric’s service area from outside of New Néex

PNM Electric includes wholesale activities that sish of the generation and sale of electricity ithe wholesale market. PNN
completed its undertaking to move away from certaiolesale merchant activities within PNM Electria. June 2008, PNM completed
sale of certain wholesale power, natural gas amstission contracts. See Note 8. In addition|-thea and Lordsburg assets became incl
in retail rates beginning in July 2009 with theesaset pursuant to PNK2008 Electric Rate Case. See Note 17. BecaMbésPshare of Un
3 at the PVYNGS is excluded from retail rates, it camain within PNM and its power can continue ¢osbld on the wholesale market. In A
2008, PNM entered into three separate contractthioisale of capacity and energy related to itg8eotvnership interest in PVYNGS Unit
which is 135 MW, through December 31, 2010. PNMdHic also engages in activities to optimize itsgng jurisdictional assets and long-
term purchase power agreements through spot métet,ahead, day ahead, week ahead and otherodaeyg excess generation not requ
to fulfill PNM Electric’s retail load and contractual commitments. Reverfuem these sales are credited to retail custortfersigh th
FPPAC.

PNM Electric has entered into various fimeguirements wholesale electric sales contractes& contracts contain fixed capa
charges in addition to energy charges. Capacityges are fixed monthly payments for a commitmédntesources to service the cont
requirements. Energy charges are payments bastte@mount of electricity delivered to the custoiméended to compensate PNM Elec
for its variable costs incurred to provide the gyerPNM Electric’s firmrequirements demand was 110 MW in 2009, and isagde base
solely on existing contracts, to be 108 MW in 20101 MW in 2011, and 115 MW in 2012. No finmaguirements customer of PNM Elec
accounted for more than 1.7% of the PNM Electriel@nues for the year ended December 31, 2009.

TNMP Electric

TNMP Electric consists of all the operations of MIR. TNMP is a regulated utility operating in Texasd, through December :
2006, in New Mexico. TNMP's predecessor was orgathin 1925 and TNMP is incorporated in the Statéeas.

In Texas, TNMP Electric provides regulated transiois and distribution services under the provisioh§ECA and the Texas Puk
Utility Regulatory Act. TNMP Electric serves a rkat of small-to-mediunsized communities most of which have populationses$ tha
50,000. In most areas that TNMP Electric sertds,the exclusive provider of transmission andridigtion services.

TNMP Electric’s Texas territory consists of threenrcontiguous areas. One portion of this territoryears from Lewisville, which

approximately 10 miles north of the Dallgeft Worth International Airport, eastward to mupalities near the Red River, and to commun
north, west and south of Fort Worth. The secontigoof
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its territory includes the area along the Texad Gokst between Houston and Galveston, and the plairtion includes areas of far west Texas
between Midland and El Paso. TNMP Electric's Teapsrations lie entirely within the ERCOT regiodBRCOT is the independent system
operator that is responsible for maintaining rééadperations for the bulk electric power supplgteyn in the ERCOT region, which is located
entirely within Texas. See Rates and Regulatidovbéor more information about ERCOT.

TNMP Electric provides transmission and distribatigervices at regulated rates to various REPs iatrn, provide retail electt
service within TNMP Electris Texas service area. As of December 31, 2009cii@e REPs served customers that receive transmiasi(
distribution services from TNMP Electric. First @be, TNMP Electric’s affiliated REP, was TNMP Higc's largest customer and accoul
for 21.5% of TNMP's revenues for the year endedelddier 31, 2009. Revenues of TNMRIext largest customers accounted for 20.4%
13.0% of revenues. No other customers accountemidoe than 10% of revenues.

In August 2008, TNMP filed with the PUCT for an $8nillion increase in revenues, which would be TNBIRrst increase in rates sir
2002. Hurricane lke, which struck the Texas Guba€t on September 13, 2008, caused extensive datmabe city of Galveston and f
surrounding communities. In March 2009, TNMP filsdpplemental testimony, requesting an additiopsemue increase of $15.7 mill
annually relating to costs incurred during Hurriedke and anticipated increased financing costsulre 2009, TNMP and the other partie
the rate case announced that a unanimous settldradnibeen reached. The settlement permits TNMRd@ase revenues by $12.7 mil
annually. This increase reflects interest and rotiests associated with its March 2009 debt refirapand the settlement adjusts the int:
rate TNMP is allowed to collect on its CTC to refléhose costs. The rate increase includes regovef17.6 million of Hurricane Ik
restoration costs plus carrying costs over fiveryed@ihe settlement was approved by the PUCT in Aug009 and rates went into effect
bills rendered on or after September 1, 2009.

TNMP holds long-term, noexclusive franchise agreements for its electringnaission and distribution services with varyingiextior
dates, including some that have expired. TNMPnidseto negotiate and execute new or amended freagreements with municipalit
where the agreements have expired or will be exgiriSince TNMP Electric is the exclusive providétransmission and distribution servi
in most areas that it serves, the need to reneverggotiate franchise agreements should not havatarial adverse impact on TNMP’
business. TNMP also earns revenues from servioeidad to facilities in its service area that lietside the territorial jurisdiction of t
municipalities with which TNMP has franchise agrests.

PNM Gas

PNM Gas distributed natural gas to most of thedargmmunities in New Mexico, including Albuquercared Santa Fe, through Jant
29, 2009 under rates that were subject to traditicate regulation by the NMPRC. On January 1D82@NM entered into an agreement to
PNM Gas. On January 30, 2009, PNM completeddle sSee Note 2 and Note 23.

PNM Gas had a customer base that included botk-salwice customers and transportation-serviceomests. Saleservice custome
purchased natural gas and received transportatidrdelivery services from PNM Gas for which PNM Geseived both cost-of-gas and cost-
of-service revenues. Cost-of-gas revenues cotlefttem its saleservice customers were recovered in accordance NMPRC regulatior
through the PNM Gas PGAC and represented atpassgh of the cost of natural gas to the customera result, increases or decreases i
revenues resulting from wholesale gas price fluana did not impact gross margin. Additionall\NF Gas made occasional gas sales to off-
system sales customers. Gffstem sales deliveries generally occurred at ipipéhterconnections with the PNM Gas system amditgrwere
shared between PNM Gas and its regulated custamexs30%/70% basis.

Altura
On April 18, 2006, PNMR'’s wholly owned subsidi, Altura, purchased Twin Oaks, which include8d MW coalfired powe
plant located 150 miles south of Dallas, Texas.MRNacquired Twin Oaks to expand its merchant geiteracapacity in order to serve

growing wholesale market in the Southwest. Effectiune 1, 2007, PNMR contributed Altura, includihgin Oaks, to Optim Energy. S
Note 2 and Note 22. The results of T\
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Oaks operations have been included in the Condetidéinancial Statements of PNMR from April 18, 8@Brough May 31, 2007.
Optim Energy

In January 2007, PNMR and ECJV created EnergyCeetoe expanding U.S. markets, principally the amfa3exas covered
ERCOT. In February 2009, the name of EnergyCo etesiged to Optim Energy and references to Optinrdggnierein encompass peri
prior to the name change. ECJV is a wholly owngasiliary of Cascade, which is a large PNMR shddeino PNMR and ECJV each hay
50 percent ownership interest in Optim Energy,naitéd liability company. On June 1, 2007, PNMR fcitnuted its ownership of Altur
including the Twin Oaks plant, to Optim Energy ait fvalue of $549.6 million, as adjusted to reflelsnges in working capital. ECIJV mau
cash contribution to Optim Energy equal to 50%haf fair value amount and Optim Energy distributeat ttash to PNMR. In August 20
Optim Energy completed the acquisition of the Adtu@ogen plant, a cogeneration electric and steamergéng plant. Optim Energy co
developed another electric generating unit at CBagou that was completed in June 2009.

Optim Energy’s strategy had been focused on expgndinregulated operations in one of the naiagrowing power markets. Opl
Energy’s business consisted of development, operationosmrship of diverse generation assets, and whelesarketing to optimize i
assets. In 2009, Optim Energy was affected by oamg adverse market conditions, primarily low matgas and power prices. In respon:
those adverse conditions, Optim Energy changetlitent strategy and netarm focus in October 2009. Optim Energy is cutiefttcused o
utilizing cash flow from operations to reduce debid optimizing its current generation assets agaadslone independent pow
producer. The goal is to position Optim Energypdimize its performance under current market chor$ with the expectation of being a
to take advantage of any economic recovery in tveep and gas markets over the next several years.

PNMR accounts for its 50% ownership interest inti@pEnergy using the equity method of accountingase PNMRS ownershi
interest results in significant influence, but gonhtrol, over Optim Energy and its operations. FHRIMcords as income its percentage she
earnings or losses of Optim Energy and carrieqitsstment at cost, adjusted for its share of uridiged earnings or losses. Accordin
Optim Energy’s revenues and expenses are not iedlidPNMR'’s consolidated revenues and expensesNSe 22,

First Choice

First Choice is a certified REP operating in ERCQOWhich provides electricity to residential, smatinemercial and governmen
customers. First Choicgservices include acquiring retail customersjrggtip retail accounts, handling customer inquiged complaints, ai
acting as a liaison between the transmission asttildlition companies and retail customers. Fidsoi€e focuses its competitive custol
acquisition efforts in the major Texas metropolitaras that are open to electric choice within ERG@cluding DallasFort Worth, Houstol
Corpus Christi, and McAlleitarlingen. Due to the competitive nature of thexd@®market, First Choice, similar to other REPqegience
significant turnover in its customer base. Tharaed provision under Texas regulation that requitetomers to pay their previous REP be
obtaining service from another REP. In 2008 amllye2009, this was exacerbated by the impacts africlane Ike and depressed econc
conditions, which resulted in significant increasesthe levels of uncollectible accounts and babtdexpense. Although First Choice
regulated in certain respects by the PUCT under@RGts business is not subject to traditional iteeturn regulation.

First Choices load fluctuates continuously due to, among othiergs, customer additions and losses, changesstomer usage, a
seasonality of weather. First Choice continuallynitors and revises its load forecast to accountfi@nging competitive customer loads. |
Choice develops short-term load forecasts to iflestiortterm load surpluses and shortages, and to ensard¢ldges are in place to cc
forecasted sales. To the extent these short-tead forecasts identify shortages, First Choice whortages through shaerm powe
purchases or through purchases on the ERCOT batantarket.

First Choice experiences increased sales and apgratvenues during the summer months as a rekiltieeased air conditioner us:
in hot weather. In 2009, approximately 33% of Fhoice’s consolidated annual revenues were recbirdJune, July, and August.
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First Choice is exposed to market risk to the mixtbat its retail rates or cost of supply flucegtvith market prices. Additional
fluctuations in First Choice retail load requirerteethat are greater than anticipated may subjest Bihoice to market risk. First Choiee’
basic strategy is to minimize its exposure to fliations in market energy prices by matching fixddepsales contracts with fixed price supply.

Corporate and Other
PNMR Services Company provides corporate servioemugh shared services agreements to PNMR, tof &#NMR's business uni
including First Choice, PNM and TNMP, and to Optitnergy. These services are charged and billed oromthly basis to the busin

units. Billings are at cost, except for Optim Emerwhich includes a profit element. PNMR Servi€gsnpany is included in the Corporate
Other segment.

SOURCES OF POWER

PNMR

First Choice assumed the energy supply activitteBNMP in Texas in 2002. Constellation was they@iy supplier of power for Fii
Choices customers through the end of 2006. Additiondlgnstellation agreed to supply power in certaimsactions under the PSA bey
the date when that commitment expired. The olibgatof Constellation were extended until JanudryZD08. First Choice currently has
longterm power supply agreements. Therefore, Firsicghis exposed to market risk if power prices iaseefaster or in excess of its abilit:
increase rates to its customers. Power to sergé Ehoice’s customers is being obtained througintsierm market purchases.
PNM

As of December 31, 2009, the total net generatiapacity of faciliies owned or leased by PNM wa83B, MW. See ltem

Properties. PNM also obtains power under long-teRfAs as described below. PNM Electric’s totalegation capacity from these sources is:
Owned and lease 2,336 MW\
Long-term PPAs
New Mexico Wind Energy Cent 200 MW
SPS continger 125 MW
Tri-State 50 MW

Total 2,711 MW

Owned and Leased

SJGS’ equivalent availability was 84.9% and 76.5%the years ended December 31, 2009 and 2008.G%/Bquivalent availabilit
was 87.0% and 83.0% for the years ended Decemhe20®P and 2008. Four Corneegjuivalent availability was 87.5% and 78.8% for
years ended December 31, 2009 and 2008. SJGé&riatep by PNM. Four Corners and PVNGS are opetatedPS.

PNM’s Lordsburg plant was built to serve wholesale amasts and other sales rather than New Mexico retatomers. In 2004,
subsidiary of PNMR purchased a one-third interastuna, a 570 MW, partially constructed, naturas-{jeed power plant near Deming
southern New Mexico. In 2005, the otinérd interest in Luna was transferred to PNM. 3églants became included in retail rates begi
in July 2009 pursuant to the 2008 Electric RateeCaSee Note 17.

In 2007, PNM Electric completed the conversion @oA to a combined cycle plant. The NMPRC approbgdging Afton into reta
rates, with 50% of Afton's capacity designatedetive customers formerly served by TNMP that becanstomers of PNM effective Januar
2007, and the other 50% designated to serve PNktrigls other retail customers.

PNM leases portions of PYNGS and the lease paynsgatsecovered through retail rates approved bNM®RC. In July 2009, PN
acquired the ownership of a portion of PVNGS Unitreviously owned by another
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PNMR subsidiary and leased to PNM, including itates charged to retail customers on an ownerssisb See Item 2. Properties, Note 7,
and Note 17 for additional information.

In 1996, PNM entered into an operating lease ageeéror the rights to all the output of the Deltas§ired generating plant for !
years. The plant received FERC approval for "exewtmlesale generator" status. The maximum depdeadzpacity under the lease is
MW. The gas turbine generating unit is operated glta and is located on PNB!I'retired Person Generating Station sitt
Albuquerque. Primary fuel for the gas turbine gatieg unit is natural gas provided by wholesale parchases. In addition, the unit has
capability to utilize low sulfur fuel oil if natut@as is neither available nor cost effective.

On April 18, 2007, PNM entered into a PPA to pusghall of the electric capacity and energy fromeviala, a natural gd#ed powe
plant near Belen, New Mexico. Valencia became ajgaral on May 30, 2008. A thirgarty built, owns and operates the facility. PNdvthe
sole purchaser of the electricity generated. Tha @& the PPA is for 20 years beginning June 18200@alencia became included in retail r.
charged to customers beginning with the 2008 EHted®tate Case. PNM has evaluated the accountiragntent of this arrangement
concluded that the third party entity that ownseévalia is a variable interest entity and that PNNhes primary beneficiary of the entity un
GAAP since PNM will absorb the majority of the \ahility in the cash flows of the plant. As therpary beneficiary, PNM consolidates
entity in its financial statements. Accordinglfetassets of Valencia are included in the congeliléinancial statements of PNM altho
PNM has no legal ownership interest or voting aaraf the variable interest entity. The 145 MW aaejty of Valencia is reflected as ownel
the above table. See Note 9 and Note 17.

Joint Projects

SJGS, PVNGS, and Four Corners are joint projeats eavned or leased by several different utiliti@me participants in the jo
projects are investor-owned utilities, while othare municipally or camperatively owned. Furthermore, participants iG6Sand Four Corne
may have varying percentage interests in diffegemerating units within the project. The primapemating or participation agreements for
joint projects expire in 2017 for Four Corners, 202r SJGS, and 2027 for PVNGS. In addition, SH»8 Four Corners are c-fired
generating plants that obtain their coal requiresi&éom mines near the plants. The agreementsdfairsupply expire in 2016 for Four Corr
and 2017 for SJGS. Four Corners is situated o lander a lease from the Navajo Nation, which egin 2017, but provides for a 50 y
renewal option. Portions of PNM’s interests in R¥8lUnits 1 and 2 are through leases that expi2®ib and 2016, but contain certain fixed-
rate renewal and fair market value purchase opti@everal of the participants in the joint progeetre located in California. There
legislative and regulatory mandates in Califormattprohibit utilities from entering into new, axtending existing, arrangements for céiedd
generation. It is also possible that the participdn the joint projects have changed circumstsiacel objectives from those existing at the
of becoming participants. The status of the jpirtjects is further complicated by the uncertasyrounding the form of potential legislat
and/or regulation of GHG, CCBs and other air emissj as well as the impacts of the costs of compdiaand operational viability of all
certain units within the joint projects. It is uear how these factors will enter into discussiod aegotiations concerning the status of the
projects as the expiration of basic operationakegrents approaches and PNM can provide no assutiagicés participation in the joi
projects will continue in the manner that curreretkjsts.

PPAs

In addition to generating its own power, PNM Elecpurchases power in the open market under teng- PPAs. PNM also purcha
power in the forward, day-ahead and real-time ntarke

In 2002, PNM entered into an agreement with FPteeelop a 200 MW wind generation facility in New kiteo. PNM began receivit
commercial power from the project in June 2003L BRNns and operates the New Mexico Wind Energy €enthich consists of 136 wind-
powered turbines on a site in eastern New MexNM has a contract to purchase all the power andsRienerated by the New Mexico W
Energy Center for 25 years. In 2003, PNM receiapgroval from the NMPRC for a voluntary tariff thtows PNM retail customers to
wind-generated electricity for a small monthly premiuRower from the New Mexico Wind Energy Center isduso service load under
voluntary tariff and as part of PNM'’s electric sipmix for meeting retail load, as well as for magtwholesale load.
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In addition, PNM has longerm PPAs with SPS to purchase 125 MW of interhlptpower through November 2010, reducing to
MW through May 2011, and with Tri-State to purch&8eMW of firm power and capacity through June 2082eOwned and Leaseabov¢
regarding the Valencia PPA.

A summary of purchased power is as follows:

Year Ended December 31

2009 2008 2007
Purchased under lo-term PPAs
MWh 1,574,06; 2,274,27 2,370,36:
Cost per MWI $ 48.6¢ $ 57.4: $ 47.2:
Other purchased pow
Total MWh 1,083,27; 2,640,13. 6,575,88;
Cost per MWt $ 374: % 68.8: $ 61.97

TNMP
TNMP provides only transmission and distributionvézes and does not sell power.
FUEL AND WATER SUPPLY

PNMR

The coal requirements for Twin Oaks were suppligdablongterm fuel supply agreement during the period PNMied Twir
Oaks. PNMR and Altura are not responsible undisragreement for the decommissioning or reclamatwsts of the supplying mine. Ug
PNMR'’s contribution of Altura to Optim Energy, PNMRs no benefits or obligations under this fuelptppgreement.

PNM

The percentages of PNBIgeneration of electricity (on the basis of KWbgled by coal, nuclear fuel and gas and oil, aedatrerag
costs to PNM of those fuels per million BTU, duritihg past three years were as follows:

Coal Nuclear Gas and Oil
Percent of Average Percent of Average Percent of Average
Generation Cost Generation Cost Generation Cost
2009 61.3% $2.25 27.6% $0.56 11.1% $3.52
2008 58.7% $2.28 27.9% $0.51 13.4% $8.10
2007 65.1% $1.79 27.2% $0.53 7.7% $5.28

The generation mix for 2010 is expected to be 62c6%, 26.0% nuclear and 11.4% gas and oil. Duedally available natural gas ¢
oil supplies, the utilization of locally availabt®al deposits and the generally adequateply of nuclear fuel, PNM believes that adeq
sources of fuel are available for its generatirgtiehs into the foreseeable future. See SourceBowfer - PNM -PPAs for informatio
concerning the cost of purchased power.

Coal
See Note 16 for information about PNM’s coal supply

Natural Gas

The natural gas used as fuel for the electric gaimgr plants is procured on the open market anideteld by third party transportati
providers and PNM Gas (through January 29, 200Qlmreafter by NMGC) through its transportationilfaes.
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Nuclear Fuel
PNM is one of several participants in PVYNGS. SeteNd. The fuel cycle for PVNGS is comprised & following stages:

mining and milling of uranium ore to produce uraniagoncentrates
conversion of uranium concentrates to uranium Heséitle;
enrichment of uranium hexafluorid

fabrication of fuel assemblies;

utilization of fuel assemblies in reactors; and

storage and disposal of spent nuclear fuel.

The PVNGS participants are continually identifyitigeir future fuel needs and negotiating arrangemém fill those needs. T
PVNGS participants have contracted for all of PVN&8quirements for uranium concentrates throughl2Mew contracts are currer
being negotiated that would meet the plamtonversion services needs through 2011, takitmgaocount available inventory. The particip.
have also contracted for all of PVNGS’s enrichmserivices through 2013 and all of PYNGS3uel assembly fabrication services until at |
2015.

PVNGS has sufficient capacity at its on-site indefsnt spent fuel storage installation (“ISFS8)store all of the nuclear fuel that v
be irradiated during the initial operating licem&ziod, through 2027. Additionally, PYNGS has miéint capacity at its osite ISFSI to store
portion of the fuel that will be irradiated durirtge period of extended operation. If uncertaintiegarding the United States government’
obligation to accept and store used fuel are nairfbly resolved, the PVNGS participants will el alternative storage solutions that
obviate the need to expand the ISFSI to accommadladé the fuel that will be irradiated during tperiod of extended operation. See Note

Water Supply
See Note 16 for information about PNM's water syppl
RATES AND REGULATION

The items below describe certain of the more sicgnift rate and regulatory matters that are relet@tite Company. See Notes 16
17 for a discussion of additional rate and regujatpatters.

PNMR
First Choice

First Choice is a member of ERCOT, the ISO resgador maintaining reliable operations of the balkctric power grid in the Tex
deregulated electricity market. ERCOT does notateea centrally dispatched pool and does not peoenergy on behalf of its members o
than to maintain the reliable operation of the sraission system. ERCOT also serves as a cleansghfor procuring ancillary services.

Members of ERCOT include independent REPs, investored utilities, municipals, cooperatives, indegemt generators, indepenc
power marketers, and consumers. The electric madkwed by ERCOT operates under the reliabiligngards set by the North Ameri
Electric Reliability Council. The PUCT has primgyisdictional authority over the electric marksgrved by ERCOT and the reliability
electricity across Texas' main interconnected payviek.

First Choice provides energy to retail customer&ERCOT. As a result of the deregulated electriaitsirket in Texas, there are
provisions for the specific recovery of fuel andghased power costs by First Choice. The ratesyeldato new customers acquired by |
Choice are not regulated by the PUCT, but are natgot by First Choice with each customer. As altepurchased power costs will aff
First Choice’s operating results.
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PNM
Regulation

PNM is subject to the jurisdiction of the NMPRCthvirespect to its retail electric rates, serviagoanting, issuances of securit
construction of major new generation, transmisséomg distribution facilities and other matters meliyag retail utility services provided in N«
Mexico. The NMPRC approved PNM implementing newctic rates reflecting a $34.4 million rate in@ean May 2008 and al
implementing an Emergency FPPAC in June 2008.the 2008 Electric Rate Case, the NMPRC apprd®&t¥ implementing new electi
rates reflecting an increase in annual fgl-revenues of $77.1 million, of which 65% waglemented for bills beginning on July 1, 2009
the remaining 35% will be implemented in rates &sApril 1, 2010. The NMPRC also approved a more traditional FPP&Ee Not
17. FERC has jurisdiction over rates and othettematelated to wholesale electric sales and ezsivery for a portion of PNM’transmissic
network.

Operations Transferred from TNMP

In connection with obtaining the approval of the RRIC for PNMRS acquisition of TNP, including TNMP, PNMR agreedréduc
rates for TNMP$ New Mexico customers, except one large industriatomer, by 1.851 cents per KWh in 2006 throu@®ir2 by an addition
0.1 cents per KWh in 2008, and by a further 0.ltc@er KWh in 2009. No rate increase can be reqdetstat would go into effect prior
January 1, 2011. Effective January 1, 2007, thev Néexico utility operations of TNMP were transfedréo PNM and these provisic
regarding rates remain in effect.

Renewable Portfolio Standa

The Renewable Energy Act of 2004 was enacted towgage the development of renewable energy in Nexidd. The act establist
a mandatory renewable energy portfolio standardireq a utility to acquire a renewable energy faid equal to 5% of retail electric sales
January 1, 2006 and, as amended effective Julyp7,2increasing to 10% by 2011, 15% by 2015 and 29%2020. The act provides
streamlined proceedings for approval of utilitie=ewable energy procurement plans, assuresasiligicovery of costs incurred consistent
approved procurement plans and requires the NMRR&stablish RCT for the procurement of renewaldeueces to prevent excessive ¢
being added to rates.

TNMP
Regulation

In Texas, TNMP provides regulated transmission distribution services and is subject to the judsidin of the PUCT and certe
municipalities with respect to rates and servi€dIMP is subject to traditional cost-of-service rigion in Texas. TNMP transmission ai
distribution activities in Texas are not subjecEteRC regulation, because those activities ocdatswithin the ERCOT system of Texas.

In August 2008, TNMP filed with the PUCT for an %8nillion increase in revenues. TNMP amendedétmuest by $15.7 million
include recovery of costs related to Hurricane Hewell as anticipated debt financing costs. ligést 2009, the PUCT approved a settlel
that permits TNMP to increase revenues by $12.%amiannually. This increase reflects interest atiter costs associated with its March z
debt refinancing and adjusts the interest rate TNd/lowed to collect on its CTC to reflect thasests. The rate increase includes recove
$17.6 million of Hurricane lke restoration costagptarrying costs over five years. See Note 17.

ENVIRONMENTAL MATTERS

Electric and gas utilities are subject to stringemts and regulations for protection of the envinemt by local, state, federal and tr
authorities. In addition, PVNGS is subject to thegdiction of the NRC, which has the authorityigsue permits and licenses and to reg
nuclear facilities in order to protect the healtid &afety of the public from radioactive hazardd semconduct environmental reviews pursi
to the National Environmental Policy Act. The ligkes under these laws and regulations can beeri@@tand, in some instances, may
imposed without regard to fault, or may be impok®doast acts, whether or not such acts were laatftihe time they occurred. See MD&A -
Critical Accounting Policies for a discussion opéipable accounting policies and — Other
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Issues Facing the Company — Climate Change Issuésférmation on greenhouse gas emissions. litiaddsee Notes 16 and 18 for
information related to the following matters, ingorated in this item by reference.

Note 16
PVNGS Decommissioning Fundit

Nuclear Spent Fuel and Waste Dispc¢

Environmental Matters under the capt“The Clean Air Ac”

Santa Fe Generating Station

Environmental Matters under the caption “Coal Costlan Waste Disposal”
Gila River Indian Reservation Superfund Site

Note 18
. Environmental Issues

COMPETITION

Through certain of its subsidiaries, PNMR is a rhart utility and a regulated energy service pravidgegulated utilities are gener:
not subject to competition from other utilities aneas that are under the jurisdiction of state le#¢gty commissions. In New Mexico, PN
does not have competition for services provideitistoetail electric customers. In Texas, TNMP @ aurrently in any direct retail competiti
with any other regulated electric utility. Howey#re Company is subject to customer conservattimites and initiatives to utilize alternati
energy sources. As a merchant utility, PNMR isjectbto competition in the wholesale markets angl deregulated electricity market
Texas. Additional information relating to the coetifive environment in which the Company operatetsicontained in MD&A.

The Company is subject to varying degrees of caitiqre in certain territories adjacent to or withthe areas it serves with ot
utilities in its region as well as with rural eldgctcooperatives and municipal utilities. The Ca@mnyp is involved in the generation and sal
electricity into the wholesale market. It is suthjio competition from regional utilities with sitar opportunities to generate and sell ener
marketbased prices and larger trading entities that down or operate generating assets. The Texagieley market has been open to re
competition since 2002. The Company is exposambiopetition in the unregulated Texas retail eleityrimarket through First Choice, wh
serves customers at competitive rates. In ordeotopete effectively in the Texas retail electyichtarket, First Choice must be able to at
and retain customers on the basis of cost andcsemhile managing the cost of its energy supply.

Since 2002, electric consumers in Texas have baeauraged to switch from their traditional retikergy provider, such as TNM
to a competitive REP, such as First Choice. Ctigremder TECA, consumers whose chosen retail gnergvider has exited the Texas ma
are provided electric service by a “provider oft leesort.” Rates of the provider of last resort are regulétgedhe PUCT and are fixed for |
two-year period that each provider of last reservas. First Choice and other REPs, formerly sulije price-tobeat rates, currently marl
retail electricity at competitive rates, which lasulted in increased pressure on margins.

EMPLOYEES

The following table sets forth the number of emgley of PNMR, PNM and TNMP and for each businesmieagas of December :
2009:

PNMR PNM TNMP
Corporate * 55€ - -
PNM Electric 1,14¢ 1,14¢ -
TNMP Electric 35C - 35C
First Choice 81 - -
Total 2,138 1,14¢ 35C

* Represents employees of PNMR Services Company.
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As of December 31, 2009, PNM Electric had 660 enygds in its power plant and operations areas tteatarrently covered by
collective bargaining agreement with the IBEW thais entered into in May 2009 and expires April 3012. PNMR has no other employ
represented by unions.

DISCLOSURE REGARDING FORWARD LOOKING STATEMENTS

Statements made in this filing that relatefuture events or PNMR’s, PNM’s, or TNM&’expectations, projections, estime
intentions, goals, targets and strategies, are padgiant to the Private Securities Litigation Refd\ct of 1995. Readers are cautioned thi
forwarddooking statements are based upon current expectatind estimates and PNMR, PNM, and TNMP assunobligation to update tr
information.

Because actual results may differ materiaiyrf those expressed or implied by these forwaotting statements, PNMR, PNM, ¢
TNMP caution readers not to place undue reliancthese statements. PNMR'’s, PNM'’s, and TNBIBUsiness, financial condition, cash f
and operating results are influenced by many factehich are often beyond their control, that canse actual results to differ from th
expressed or implied by the forward-looking statetse These factors include:

° Conditions affecting the Comparsyability to access the financial markets and riaggpohew credit facilities for those expiring inl12
and 2012, or Optim Energy'access to additional debt financing following titiéization of its existing credit facility, inclling action
by ratings agencies affecting the Com(’s credit ratings

° The recession, its consequent extreme disruptiothencredit markets, and its impacts on the eldttrusage of the Compary’
customers

° State and federal regulatory and legislative denssiand actions, including appeals of prior reguiaproceedings, and includi
provisions relating to climate change, reductioéfG, CCBs, and other power plant emissic

° The ability of PNM to meet the renewable energyuiemnents established by the NMPRC, including teeource diversi
requirement, within the specified cost parametans, the Compang’ ability to obtain federal and/or state fundingl amcentives fc
the development of alternative or renewable ene

° The ability of PNM to successfully utilize a fututest year in a rate filing with the NMPRC, inclodiPNNV's ability to accurate
forecast operating and capital expenditures anldstéihd challenges by regulators and intervel

° The performance of generating units, including PNSN&JGS, Four Corners, and Optim Energy generatiitg, and transmissi
systems

° The risk that Optim Energy desires to expand itsegation capacity but is unable to identify and lenpent profitable acquisitions
that PNMR and ECJV will not agree to make additiaagital contributions to Optim Energ

° The potential unavailability of cash from PNI's subsidiaries or Optim Energy due to regulatdatusory or contractual restrictior

The impacts of the decline in the values of maftketaequity securities on the trust funds maintairtedprovide nucle:

decommissioning funding and pension and other ptisgment benefits, including the levels of fundargl expense

The ability of First Choice to attract and retaurstomers and collect amounts bill

Changes in ERCOT protoco

Changes in the cost of power acquired by First &h

Collections experience,

Insurance coverage available for claims made igeliton,

Fluctuations in interest rates,

Weather,

Water supply,

Changes in fuel costs,

Availability of fuel supplies,

Uncertainty regarding the requirements and relatsts of decommissioning power plants owned origigrtowned by PNM an

Optim Energy and coal mines supplying certain PNder plants, as well as the ability to recover aegissioning costs throu

charges to customel
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° The risk that replacement power costs incurred RiMAelated to not meeting the specified capacittda for its generating un
under its Emergency FPPAC will not be approvedigyNMPRC,

° The risk that PNM may not be able to renew rigtts«ay on Native American lands or that the costsigifits-ofway are not allowe

to be recovered through rates charged to custol

The effectiveness of risk management and commoiditytransactions

Seasonality and other changes in supply and deinahé market for electric power,

The impact of mandatory energy efficiency measoresustomer energy usage,

Variability of wholesale power prices and naturas grices,

Volatility and liquidity in the wholesale power nkats and the natural gas markets,

Uncertainty regarding the ongoing validity of gowerent programs for emission allowances,

The risk that the resolution of the bankruptcy @@ results in significant adverse impacts on therajons of the Altura Cog

facility and Optim Energy

Changes in the competitive environment in the @eotdustry,

° The risk that the Company and Optim Energy may haweommit to substantial capital investments asditéonal operating costs
comply with new environmental requirements inclgdpossible future requirements to address conadrost global climate chang
and the resultant impacts on the operations andoseic viability of generating plants in which PNMaOptim Energy have interes

° The risks associated with completion of generattcemsmission, distribution, and other projectsgluding construction delays &
unanticipated cost overrur

° Uncertainty surrounding the status of PNM’s papition in jointlyowned projects resulting from the scheduled exijpinabf the
operational documents for the projects beginning0ih5 and potential changes in the objectives eptrticipants in the projec

° The outcome of legal proceedin

° Changes in applicable accounting principles,

° The performance of state, regional, and nationahemies.

See Item 7A. Quantitative and Qualitative Disclesébout Market Risk for information about the riskssociated with the use
derivative financial instruments.

SECURITIES ACT DISCLAIMER

Certain securities described in this report haviebeen registered under the Securities Act of 1833amended, or any state secul
laws and may not be reoffered or sold in the Unfates absent registration or an applicable exemfitom the registration requirements
the Securities Act of 1933 and applicable stateisiées laws. This Form 18-does not constitute an offer to sell or the staton of an offe
to buy any securities.

ITEM 1A. RISK FACTORS

The business and financial results of PNMR, PNM 8N#/P are subject to a number of risks and unacetitsd, including those set fo
below and in MD&A, Note 16 and Note 17. Optim Emerwhich is 50% owned by PNMR, is subject to marfythe same risks a
uncertainties.

The economic recession and its consequent extremisrdption in the credit and capital markets may impact our growth strategy anc
ability to raise capital and negotiate new creditdcilities for those expiring in 2011 and 2012.

What has been characterized as a “credit crides’eloped in the latter part of 2008 in the Uniftdtes, along with the most signific
economic recession in decades. It is generallggiezd that the recession has ended, but thatréitlit enarkets remain fragile. PNMR anc
operating subsidiaries rely on access to both g¢ham money markets and longerm capital markets as a source of liquidity foy @apita
requirements not satisfied by cash flow from operast, which could include capital requirements éolergy infrastructure investments
funding new projects. If PNMR, its operating sulisiies, or Optim Energy are not able to accesgalagi competitive rates, or at all, PNMR’
ability to finance capital requirements, if needadd its ability to implement its growth strategyll e limited. In addition, TNMPS $75.(
million revolving credit facility expires in Apri2011 and PNMR’s $600.0 million and PN#1$400.0 million revolving credit facilities ee
primarily expire in 2012. Also, the bank financiagangement of Optim Energy expires in 2012. stiguexperts suggest that the reductic
the number of banks and currently available crealifpled with numerous bank credit facilities acrbssutility
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industry expiring in 2011 and 2012 could resulsitbstantially higher pricing and shorter maturitésredit facilities. Additional disruptions
in the credit markets, which could negatively impaar access to capital could be caused by:

a further or “double-dip” economic recession,

declines in the health of the banking sector gdlyemnd the failure of specific banks who are fg&rto our credit facilities
the bankruptcy of an unrelated energy comp

increased market prices for electricity and ¢

terrorist attacks or threatened attacks on faeditf PNMF s operating subsidiaries or those of unrelatedggnesmpanies, an
deterioration in the overall health of the utilindustry.

Market disruptions may increase the cost of bomgwar adversely affect our ability to raise capttabugh the issuance of securities or ¢
borrowing arrangements, which could have a matadakrse effect on business, financial positiosults of operations and liquidity.

Additionally, economic recession or downturn may déct the actions of our customers and result in deeased consumption an
increased bad debt expense, and could also negativenpact our suppliers, all of which could negatiely impact us.

In addition to affecting the capital markets getigr recession indicates an overall reduction ke tlevel of econom
activity. Decreased economic activity can leadiéclines in energy consumption, which could advgraffect future revenues, earnings
growth. Rises in unemployment rates both insideseuvice territories and nationwide could resnltdommercial customers ceasing opera
and lower levels of income for our residential casérs, causing them to be unable to pay their dillime, which could impact our cash flc
and increase our bad debt expense, which will impesults of operations. Decreased consumptioa,daabsence of payments and incre
in bad debt expense would all negatively impactresuilts.

Economic conditions also impact the supply of candities and materials needed to construct or aequiility assets or ma
necessary repairs. Recession may affect the sugptpncrete, copper, steel, and aluminum. ThescoEthose items are also affectec
economic conditions and could increase signifigaotler forecasted amounts.

Declines in values of marketable securities held ittust funds for pension and other postretirement lenefits and in the NDT could resul
in sustained increases in costs and funding requineents for those obligations, which may affect ouresults of operations.

The Company targets 57.5% of its pension trusti$uend 70.0% of its trust funds for other posteatient benefits to be investec
marketable equity securities. There has beenrdfisignt decline in the general price levels of kedable equity securities in the second he
2008 and early 2009. Although market prices gehenalproved later in 2009, increased levels of fungdwill be required beginning in 20
and additional amounts will be recorded as expeAtsm, a significant portion of funds held in theDW are invested in marketable eq!
securities. The declines in market values resutigtie recognition of losses as impairments ofdbeain securities held in the NDT in 2
and early 2009. Further declines in market valuddresult in additional impairments.

Any failure to renegotiate our credit facilities caild harm our business, financial condition and reslis of operations.

As of February 15, 2010, the Company had dafeted shortterm debt outstanding of $269.0 million throughstixig revolving
credit facilities. The PNMR Facility and the PNMdlity both primarily expire in 2012 and the TNM®evolving Credit Facility expires
April 2011. These facilities provide shdagrm borrowing capacity and also allow letters médit to be issued, which reduce the avail
capacity under the facilities. These credit féielfi will need to be renegotiated or replaced paaheir expiration in order to provide suffici
liquidity to finance operations and constructiopenditures. The availability of such credit fa@é and their terms and conditions will deg
on the credit markets at that time, as well as @loenpanys credit ratings and operating results. Also, @@npany is projecting tof
construction expenditures for the years 2010-201#et$1,509.8
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million. The Company is exploring financial alternativesnmeet these anticipated expenditures and curremligves that internal ca
generation, credit arrangements, and access toouhdéc and private capital markets will provide f&tiént resources to meet cap
requirements. To cover the difference in the anmand timing of cash generation and cash requinesnéhe Company intends to use short-
term borrowings under current or then existingililify arrangements.

If our cash flow and credit and capital resouraessinsufficient to fund our capital expendituransd, we may be forced to sell as:
seek additional equity or debt capital or restreetour debt. In addition, any failure to make stied payments on our outstanc
indebtedness would likely result in reductions of oredit ratings, which could harm our abilityitwur additional indebtedness on accept
terms and would result in an increase in the isterates applicable under our credit facilitiesur @ash flow and capital resources ma
insufficient to pay interest and principal on oabtlin the future. If that should occur, our cabpitising or debt restructuring measures me
unsuccessful or inadequate to meet our schedulgidsdevice obligations, which could cause us t@adkfon our obligations and further img
our liquidity.

Future reduction in the credit ratings of PNMR or its operating subsidiaries could materially and advesely affect their business
financial position, results of operations and liqudlity.

The credit ratings for the debt of PNMR, PNM, andMP were downgraded in April and May 2008 and imsadinstances are bel
investment grade. PNMR, PNM and TNMP cannot be st any of their current ratings will remaineifiect for any given period of time
that a rating will not be lowered or withdrawn eelly by a rating agency. Any downgrade could reisull

° increased borrowing costs, which would diministafinial results

° required payment of a higher interest rate in ftfinancings and a smaller potential pool of ingestand decreased fund
sources

° required provision of additional support in thenfoof letters of credit or cash or other collatecabarious counterparties, and

° limited access to or increased costs of accedwetodmmercial paper and other credit markets.

Failure of PNMR’s PNM and TNMP subsidiaries, which are subject to ate regulation by state regulators, to adequatelyecover the
costs incurred to provide service to customers antb earn a fair return on invested capital could hae a significant impact on th
Company'’s future financial condition and results ofoperations.

Critical to PNMRS success for the foreseeable future is the fimar®alth of its regulated operating subsidiarighich is highl
dependent on continued favorable regulatory treatnfdthough the NMPRC approved rate increase$féiM in 2008 and 2009 and the PU
approved a rate increase for TNMP in 2009, these Wee first rate increases for the regulated djmersiin a number of years and there ca
no assurance applications for rate increases ifuthee will be approved. Furthermore, the Companticipates a trend toward increasing ¢
of providing electric service resulting from a mefiof plant expansion, primarily from renewable rgyesources, as well as anticipe
increases in costs related to renewals of righvay on Native American lands, pension and beneditsl depreciation. If regulators do
allow the increased costs to be recovered fromoousts in a timely manner, the Companyiquidity and results of operations could
negatively impacted.

PNM intends to file an electric rate case with MdPRC in mid2010. It is anticipated that PNM will utilize atfwe test year in th
filing. As with any forward looking financial infoation, utilizing a future test year in a raténfjj presents challenges that are inherent i
forecasting process. PNM will need to forecasthbaperating and capital expenditures that will ssitate reliance on many assumpt
concerning future conditions and operating resultsthe ratemaking process, PNdvissumptions will be subject to challenge by r&tgus an
intervenors who may assert different interpretationassumptions. If PNM cannot successfully supbpe use of a future test year, incluc
defending its ability to reasonably forecast ofgagatind capital expenditures and to withstand ehaks by regulators and intervenors,
flows and results of operations will be negativielpacted.

The financial performance of PNMR, PNM and TNMP may be adversely affected if their power plants and @nsmission an

distribution system are not successfully operated-urther, the financial performance of PNMR may be alversely affected if Optinr
Energy’s power plants are not successfully operated
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The financial performance of PNMR, PNM and TNMP vl as that of Optim Energy, depends on the sasfaé operation of the
generation, transmission and distribution asséle financial performance of PNMR and PNM may algoadversely affected if the NI
imposes restrictions on operation of PVYNGS or ahthe three units at the plant. Unscheduled ogésrthan expected maintenance oute
other performance problems with the electric getmmaassets, severe weather conditions, accidewt®ther catastrophic events, disruptior
the delivery of fuel and other factors could redgemeration capacity and therefore limit the abitiv sell power. Diminished generat
capacity could also result in PNBaggregate net open forward electric sales paositieluding its retail load requirements, beinggé thai
forecasted generation capacity. If this were twuocpurchases of electricity in the wholesale raaldy PNM would be required under contr.
priced at the time of execution or, if in the spmarket, at the thenurrent market price. There can be no assuraratesttificient electricit
would be available at reasonable prices, or atifafliich a situation were to occur. Failures ohsmission or distribution facilities may a
cause interruptions in the services that PNM and/PNprovide. These potential generation, distrimutand transmission problems, and
potentially related service interruptions, couldui¢in lost revenues and additional costs.

Demand for power could exceed supply capacity, reking in increased costs for purchasing capacity inthe open market or building
additional generation capabilities.

Through its operating subsidiaries, PNMR is culsenbligated to supply power to retail customersl avholesale customers. At p¢
times, the demand for power required to meet thigation could exceed PNMR’available generation capacity. Market or comipetitorce:
may require that PNMR’ operating subsidiaries purchase capacity on pie eanarket or build additional generation capaédit Becaus
regulators or market conditions may not permit tperating subsidiaries to pass all of these pueshas construction costs on to tl
customers, the operating subsidiaries may not ketalrecover any of these costs or may have expdsuregulatory lag associated with
time between the incurrence of costs of purchasecbpstructed capacity and the recovery in custehmates. These situations could h
negative impacts on net income and cash flows ¥R and the affected operating subsidiary.

Costs of environmental compliance, liabilities anditigation could exceed estimates by PNMR and itspeerating subsidiaries and Optin
Energy, which could adversely affect their businesdinancial position, results of operations and ligidity. In addition, while there is
uncertainty about the timing and form of regulation of climate change, CCBs, and other power plant emsions proposed and/c
anticipated forms of regulation could have a matedl impact on operations.

Compliance with federal, state and local environtaelaws and regulations may result in increasqutah operating and other co:
including remediation and containment expensesraaditoring obligations. PNMR, PNM, TNMP and OptiEmergy cannot predict exac
how they would be affected if existing environméngavs and regulations were to be revised, or il mmvironmental laws and regulatic
seeking to protect the environment were to be adbpt

In addition, while there continues to be significatebate regarding the existence and extent ofethéssion of sazalled GHC
(particularly CO,, ) from fossilfired generation facilities, PNMR and its operatigigbsidiaries believe that future governmental legopns

applicable to their operations will limit GHG, atthgh the framework and timing of legislation todeacted is currently unclear. A numbe
bills have been introduced in the U.S. Congresd, warder a number of the bills, it is likely thaetmcurrence of substantial costs acros:
utility industry would be required in order to colppassuming that technology is available. Matectaanges in existing environmental |
and regulations, as well as new environmental lamg regulations, including the regulation of GHGuld increase financing requirement:
otherwise adversely affect the business, finarpisition, results of operations and liquidity of MR, its operating subsidiaries and O
Energy, unless increased environmental costs amveeed in customer rates or otherwise. AlthoubiMFhas begun the process of asses
the impacts of potential climate change legislatwnregulation, the assessment is very prelimirerg is based on numerous specul;
assumptions regarding the final form of legislat@mrregulation. Revised or additional environmerdals and regulations could also resu
additional operating restrictions on facilities andreased compliance costs that may not be fabpverable in rates or otherwise, thei
reducing earnings.

CCBs, consisting of fly ash, bottom ash, and gypsuom operation of PNMs SIGS are currently being disposed of in the senfaine

pits adjacent to the plant. The EPA is considedrmgoposal to regulate CCBs, but the timing ofrilease of EPA proposal is unclear. It
possible that the EPA could classify CCBs as a

A-16




hazardous waste. PNM cannot predict the outcomthefEPAS actions regarding CCB regulation and whether saations will have
material adverse impact on its operations or firdngosition. However, if the regulation ultimategprevents the CCBs from SJGS tc
disposed of in the adjacent mine, the increaset adgisposal could be significant, which wouldyatively impact PNMs customers and t
Company. The Company’s results of operations wbeldegatively impacted unless the costs are reedve PNM’s customer rates.

In addition, PNM or TNMP may be designated as @aasible party for environmental clean up at a Elentified by a regulato
body. PNMR, PNM and TNMP cannot predict with ceryathe amount and timing of all future expendésirelated to environmental mat
because of the difficulty of estimating cleap-and compliance costs, and the possibility thahges will be made to the current environmi
laws and regulations. There is also uncertaintguantifying liabilities under environmental lawsatiimpose joint and several liability on
potentially responsible parties. Failure to complth environmental laws and regulations, everaiised by factors beyond PNM’s or TNMP’
control, may result in the assessment of civilnimal penalties and fines.

Costs of decommissioning, remediation, and restoran of nuclear and fossilfueled power plants, as well as related coal minesuld
exceed estimates of PNMR, its subsidiaries, and Qpt Energy, which could negatively impact results ofoperations and liquidity if
regulators do not allow the increased costs to becovered from customers.

PNM has interests in a nuclear power plant, twd-ficed power plants, and several natural fieesd power plants. PNM is obligated
pay for the costs of decommissioning its sharehefriuclear power plant as well as its share offalssil-fueled power plants. PNM is a
obligated to pay for the costs of decommissionimg mines that supply coal to the cfiedd power plants. Rates charged by PNM t
customers, as approved by the NMPRC, include aigioowvfor recovery of certain costs of decommissignremediation, and restoration.
discussed in Note 17, the NMPRC has establishegp@n surface mine decommissioning cost. In Wemtthe costs exceed current estin
and PNM is unsuccessful in recovering the costautlin increased rates, results of operations wiltdgatively impacted.

Optim Energy has interests in a coal-fired powanphnd two gafired power plants and is obligated for decommisisig of its share «
these facilities. Since Optim Energy is not subjecrate regulation, cost recovery can only beeetd through power sales at markese:
rates. To the extent, marke&ased rates are not adequate to recover the cbsliscommissioning, results of operations will begagvely
impacted.

PNM may not be able to recover the costs of renewgrrights of way, primarily on Native American lands in rates charged to customer:
which could negatively impact its liquidity and resilts of operations.

Many of PNM’s electric transmission and distributidacilities are located on lands that require gmant of rights-ofway fromr
governmental entities, Native American tribes, dwate parties. Several of the agreements grarttiegrights-ofway have expired or w
expire within the next few years. PNM is activedyiewing these matters and negotiating with centairties for the renewal of these rights-of-
way. If rights-ofway on Native American lands are renewed, it iellikhey will be renewed at prices that are higiman historical level
based on current renewal experience. If PNM issootessful in renewing the rightsye&y on Native American lands, it could be force
remove its facilities from or abandon its facil#tien the property covered by the rightsaegfy and seek alternative routes for its transmisei
distribution facilities. If PNM is not successful recovering the costs of the rightswe&y renewals or of removal and securing altern
routes in rates approved by the NMPRC, its liqyiditd results of operations will be negatively iciea.

PNMR may be unable to meet its ongoing and futureifancial obligations and to pay dividends on its ammon and convertible
preferred stock if its subsidiaries are unable to epay funds borrowed from PNMR or if PNMR’s subsidiaries or Optim Energy ar
unable to pay upstream dividends or distributions ®© PNMR.

PNMR is a holding company and has no operatioritssawn. PNMRS ability to meet its financial obligations andgay dividends ¢
its common and convertible preferred stock at tineent rate is primarily dependent on the net ineand cash flows of its subsidiaries
Optim Energy and their ability to pay upstream dénds or distributions or, in the case of PNEIRUbsidiaries, to repay funds borrowed 1
PNMR. Prior to providing funds to PNMR, PNM&KR5ubsidiaries and Optim Energy have financialgatiions that must be satisfied, incluc
among others, debt service and, in the case of Ri¥éferred stock dividends.
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PNM can pay dividends to PNMR from earnings as wsllequity contributions made by PNMR. The NMPRG placed certa
restrictions on the ability of PNM to pay dividendsPNMR, including the restriction that PNM canpeaty dividends that cause its debt ra
to fall below investment grade. The NMPRC has a¢stricted PNM from paying dividends in any yeardatermined on a rolling four qual
basis, in excess of net earnings, including camycamounts, without prior NMPRC approval. Addiadig, PNM has various financ
covenants that limit the transfer of assets, thhadigidends or other means.

In addition, the ability of PNMR to declare dividisis dependent upon the extent to which cash flellssupport dividends, tt
availability of retained earnings, the financialccimstances and performance, the NMPRC’s and P&/@dtisions in various regulatory ce
currently pending and which may be docketed infthere, the effect of federal regulatory decisio@sngressional and legislative acts
economic conditions in the United States. Condgiomposed by the NMPRC or PUCT, future growth plaand the related capi
requirements and business considerations may titsti RNMR’s ability to pay dividends.

PNMR, PNM and TNMP are subject to complex governmenregulation, which may have a negative impact onhieir business, financia
position and results of operations.

PNMR, PNM and TNMP are subject to comprehensiveuleggpn by several federal, state and local regmatagencies, whic
significantly influences their operating environrhemd may affect their ability to recover costsnfrautility customers. In particular, t
NMPRC, PUCT, FERC, NRC, EPA, ERCOT, NMED and TCEfyulate many aspects of their utility operatiomgluding siting an
construction of facilities, the purchase of poweder longterm contracts, conditions of service, the issuaraeecurities, and the rates that
regulated entities can charge customers. PNMR, RNMTNMP are required to have numerous permitssoapgs and certificates from the
agencies to operate their business. The rate®tist and TNMP are allowed to charge for their fedarvices significantly influence PNMR’
and those subsidiariebusiness, financial position, results of operatiand liquidity. Due to continuing federal reguiateeforms, the publ
utility industry continues to undergo change. Aligh Optim Energy operations are generally not subject to regulabg the utility
regulatory agencies, its operations are subjetdalation by other regulators such as environmeuithorities.

The NRC has broad authority under federal tawmpose licensing and safetglated requirements for the operation of nu
generation facilities. In the event of noncomptianthe NRC has the authority to impose monetany pénalties or a progressively increa
inspection regime, which could ultimately resultle shut down of a unit, or both, depending upenNRCSs assessment of the severity ol
situation, until compliance is achieved. PVNGS wabject to this heightened scrutiny until Marct@20when it exited the NR&’enhance
inspection regime. Increased costs resulting fpemalties, a heightened level of scrutiny and immgletation of plans to achieve complia
with NRC requirements, could adversely affect PNEtisncial condition, results of operations, andtcéows.

Under the Energy Policy Act of 2005, FERC has idsaswumber of rules pertaining to preventing undigerimination in transmissi
services and electric reliability standards. PNMBnitors and participates in the FERC and othecgedings involving implementation of
Energy Policy Act, in order to assess the implaradiof the law and rules on its operations.

PNMR and its subsidiaries are unable to predictrigact on their business and operating results fitee future regulatory activities
any agency that regulates them or from the impleéatiem of the Energy Policy Act. Changes in regales or the imposition of additior
regulations may require PNMR and its regulated islidoses to incur additional expenses or changéness operations, and therefore may |
an adverse impact on PNMR’s and those subsidiamssilts of operations.

The operating results of PNMR and its operating subidiaries and Optim Energy are affected by weatheconditions and regiona
drought and may fluctuate on a seasonal and quartér basis.

Electric power generation and distribution are galhe seasonal businesses with demand for powen fNMR’s and Optim Energy’
electric operations traditionally peaking during ot summer months. As a result, the operatingteesf PNMR and its operating subsidia
and Optim Energy will likely fluctuate substantialin a seasonal basis. In addition, the sale of Rbdd on January 30, 2009 and the abs
of revenues from gas operations, which peakedamtihter months, changed quarterly earnings digtion.
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In addition, PNMR and its operating subsidiariesehhistorically sold less power, and consequerdined less income, when wea
conditions are milder. Unusually mild weather I tfuture could reduce the revenues, net earnmgslable cash and borrowing ability
PNMR and its operating subsidiaries.

Drought conditions in New Mexico generally, andexsplly in the “four cornerstegion, in which SJGS and the Four Corners plag
located, may affect the water supply for PNMjenerating plants. If adequate precipitationasreceived in the watershed that supplies
region, PNM may have to decrease generation ae thlsits, which would require the purchase of potweserve PNMs customers andi
reduce PNMS ability to sell excess power on the wholesaleketaaind reduce its revenues. Drought conditiorections taken by regulators
legislators could limit PNM'’s supply of water, aRtNM’s and PNMRS business may be adversely impacted. Although Piddbeen able
maintain adequate access to water through supptafreemtracts and voluntary shortage sharing agea¢srwith tribes and other watesers il
the “four corners” region, PNM cannot be certaiattit will be able to do so in the future.

TNMP, First Choice, and Optim Energy have operationthe Gulf coast area of Texas, which experiereriodic hurricanes.
addition to potentially causing physical damagé&tmpany or Optim Energy owned facilities, whichrdjs the ability to transmit, distribu
and/or generate energy, hurricanes can reducencastbusage and demand for energy. These factdtge revenues and earnings.

The ability of First Choice to attract and retain austomers, its ability to collect amounts billed tawustomers, and its ability to mitigate ths
fluctuation in costs of energy supply could have significant adverse effect on PNMRS business, financial position, results of operatis
and liquidity.

PNMR is exposed to competition in the unregulatecak retail electricity market through First Choieghich serves customers
competitive rates. In order to compete effectivialyhe Texas retail electricity market, First Gt®imust be able to attract and retain custc
on the basis of cost and service, while managiegctist of its energy supply. The rates chargedany of First Choice customers are fix
for the term of the contract and do not includeomadtic adjustments for changes in the cost ofries@y supply. In the event of rapid incre:
in the costs First Choice incurs to obtain the gnesupplied to customers, the results of operatafrisirst Choice will be negatively impac
unless increased costs have been successfully theddpe competitive nature of the Texas marketltesu significant turnover in the custor
base of First Choice. There is no provision uniexas regulation that requires customers to paiy grevious REP before obtaining sen
from another REP. This has been exacerbated biynthects of Hurricane ke and depressed economiditions and has resulted in signific
increases in the levels of uncollectible accounts lsad debt expense. The ability of First Choicedmpete successfully in the Texas me
could have a significant effect on PNMR'’s busindisgncial position, results of operations and iktity.

There are inherent risks in the ownership and operion of nuclear facilities, such as environmentalhealth, fuel supply, spent fue
disposal, regulatory and financial risks, and the isk of a terrorist attack.

PNM has a 10.2% undivided interest in PVNGS, withtions of its interests in Units 1 and 2 held unidases. PVNGS is subjec
environmental, health and financial risks suchheséability to obtain adequate supplies of nuclet,fthe ability to dispose of spent nuc
fuel, the ability to maintain adequate reservesdiecommissioning, potential liabilities arising aftthe operation of these facilities and
costs of securing the facilities against possibteotist attacks and unscheduled outages due ipragat and other problems. PNM mainti
nuclear decommissioning trust funds and exterralrence coverage to minimize its financial exposarsome of these risks; however,
possible that damages could exceed the amounseofdance coverage. See Note 16. Although the dméssioning trust funds are designe
provide adequate funds for decommissioning at thd ef the expected life of the PVNGS units, thesethe risk of insufficiet
decommissioning trust funds in the event of eadgainmissioning of the units.

The NRC has broad authority under federal law tpdse licensing and safetglated requirements for the operation of nut
generation facilities. In the event of noncomptianthe NRC has the authority to impose monetariy penalties or a progressively increa
inspection regime, which could ultimately resultthe shut down of a unit, or both, depending upsnassessment of the severity of
situation, until compliance is achieved. In adiitialthough the PVNGS participants have no reasa@nticipate a serious nuclear incider
PVNGS, if an incident did occur, it could materyadind adversely affect the results of operatiorsfarancial condition of
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PNM and PNMR. A major incident at a nuclear fagianywhere in the world could cause the NRC tatlon prohibit the operation or
licensing of any domestic nuclear unit.

The operation of each of the three PVYNGS unitsiireg an operating license from the NRC. The NBsLied full power operati
licenses for Unit 1 in June 1985, Unit 2 in Aprd86 and Unit 3 in November 1987. The full poweeigting licenses are valid for a periot
approximately 40 years. APS, on behalf of the P\&\garticipants, applied for renewed operating besrfor each unit on December 15, 2
for a period of 20 years beyond the expirationstha current licenses. The NRC is currently revigwihe application. The PVN(
participants do not anticipate any problems rengwvilrese licenses. However, as a result of potetgieorist threats and increased pu
scrutiny of utilities, the licensing process cotggult in increased licensing or compliance cdsas are difficult or impossible to predict.

Impairments of tangible and intangible longlived assets of PNMR, PNM and TNMP could adverselgffect their business, financie
position, liquidity and results of operations.

PNMR, PNM and TNMP evaluate their intangible longetl assets, including goodwill and namortizing intangible assets,
impairment annually or, along with tangible longelil assets, whenever indicators of impairment eXis¢ market capitalization of PNM&’
common stock was significantly below book valueinigir2008, which is an indicator that intangibleetssmay be impaired. Other poter
impairment indicators could include changing custorpurchase commitments and market share; fluomatiarket and commodity pric
resulting from weather patterns; changing fuel gasicreased environmental regulatiomdustry deregulation and other economic and m
conditions and trends. In addition, changes in BRCOT market in which First Choice operates sigaifitly impacted its results
operations. Also, Optim Energy made a strategasitan not to pursue the Twin Oaks expansion anotevoff its development rights as
impairment. After tax impairment losses for PNMR, consolidated subsidiaries, and PNRhare of Optim Energy totaled $212.1 mil
for the year ended December 31, 2008.

Although no impairments were recorded in 2009uitHer indicators of impairment become evident,igmithl analysis could result
future charges. In addition, the impairment anedyalready performed were based on operating sesuitected to occur in the future. If
anticipated future results are not achieved, we tmayequired to perform additional assessments dbatd result in further impairme
charges. Significant impairments adversely affertiness, financial position, liquidity and reswdfperations.

PNM’s PVNGS leases describe certain events, includj “Events of Loss” and “Deemed Loss Events'the occurrence of which couli
require PNM to pay the lessors and the equity invesrs, in return for the investors' interest in PVNGS, cash in the amount provided i
the leases and assume debt obligations relatingttee PVNGS leases.

The “Events of LossQenerally relate to casualties, accidents and ahents at PVNGS, including the occurrence of sgechnuclea
events, which would severely, adversely affectahiity of the operating agent, APS, to operate] tre ability of PNM to earn a return on
interests in, PYVNGS. The “Deemed Loss Evemisist mostly of legal and regulatory changeshsag issuance by the NRC of speci
violation orders, changes in law making the sald Easeback transactions illegal, or changes inrtaaking the lessors liable for nucl
decommissioning obligations). PNM believes thatghabability of such “Events of Loss” or “DeemeddsoEvents’bccurring is remote for tl
following reasons: (1) to a large extent, prevamiid “Events of Loss” and some “Deemed Loss Eveigtsvithin the control of the PVNC
participants, including PNM, and the PVNGS opergatigent, through the general PVNGS operationalsafiety oversight process and (2) \
respect to other “Deemed Loss Eventsiiich would involve a significant change in currémiv and policy, PNM is unaware of any penc
proposals or proposals being considered for inttdn in Congress, or in any state legislativeegulatory body that, if adopted, would ce
any of those events. See Note 7.
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Provisions of PNMR'’s organizational documents, as &l as several other statutory and regulatory factes, will limit another party’ s
ability to acquire PNMR and could deprive PNMR’s shareholders of the opportunity to gain a takeover pemium for shares of PNMR%
common stock.

PNMR’s restated articles of incorporation andlés include a number of provisions that may hdeedffect of discouraging perst
from acquiring large blocks of PNMRBR’common stock or delaying or preventing a changeontrol of PNMR. The material provisions 1
may have such an effect include:

° authorization for the Board to issue PNMRireferred stock in series and to fix rights anefgyences of the series (includi
among other things, whether, and to what exteptstiares of any series will have voting rightsjetttto certain limitations, ai
the extent of the preferences of the shares okarigs with respect to dividends and other matt

° advance notice procedures with respect to any gadmther than those adopted or recommended by P8IBibard, and

° provisions specifying that only a majority of thedd, the chairman of the Board, the presidentotddrs of not less than one-
tenth of all of PNMR's shares entitled to vote ralf a special meeting of stockholde

Under the New Mexico Public Utility Act, NMPRC amwal is required for certain transactions that mesult in PNMRS change i
control or exercise of control. Certain acquisis@f PNMR’s outstanding voting securities woulsioalequire FERC approval.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2.

PNMR

PROPERTIES

The significant properties owned by PNMR includesth owned by PNM and TNMP and are disclosed below.

PNM

Electric

PNM'’s owned and leased capacity in electric geimggadtations in commercial service as of Decemiie2809 is:

Total Net
Generation
Capacity
Type Name Location (MW)

Coal SJGS (a Waterflow, New Mexicc 78<
Coal Four Corners (b Fruitland, New Mexicc 19t
Gas/Oill Reeves Statio Albuquerque, New Mexic 154
Gas/Qil Las Vegas (c Las Vegas, New Mexic 2C
Gas/Qil Afton (combined cycle) (d La Mesa, New Mexici 23t
Gas Lordsburg (e Lordsburg, New Mexict 8C
Nuclear PVNGS (f) Wintersburg, Arizon: 40z
Gas/Qil Delta (g) Albuquerque, New Mexic 13z
Gas/Oill Luna (combined cycle) (t Deming, New Mexicc 19C
Gas Valencia (i) Belen, New Mexicc 14t
2,33¢

(a) SIGS Units 1, 2 and 3 are 50% owned by PNM; SJA64Us 38.5% owned by PNM

(b) Four Corners Units 4 and 5 are 13% owned by PNMitd4 and 5 at Four Corners are jointly owned v8@E, APS, SR
Tucson and EPE and are operated by APS. PNM hawnership interest in Four Corners Units 1, 2.¢

(c) PNM will seek NMPRC approval for the June 1, 20baradonment of the Las Vegas Generating Sta

(d) In 2007, PNM completed the conversion of Afton taambined cycle plant, with 50% of Afton's capadiysignated to ser
customers formerly served by TNMP that became cueste of PNM effective January 1, 2007, and theroB®86 designated
serve PNM's remaining retail custome

(e) PNM’s Lordsburg plant was built to serve wholesale amasts and other sales rather than New Mexico retastomers, b
became included in the retail rates in July 2088e Note 17

(H PNM is entitled to 10.2% of the power and energyegated by PVNGS. PNM has ownership interests3%24n Unit 1, 4.6% i
Unit 2 and 10.2% in Unit 3 and has leasehold irgtisref 7.9% in Unit 1 and 5.6% in Unit

(9) PNM is entitled to the energy and capacity of Dahder a PPA that is deemed to be an operating.|

(h) PNM owns 33.3% of Luna. Luna became included iailreates in July 2009. See Note

(i) PNM has a PPA that entitles it to the entire outpfu¥/alencia. Valencia became included in retates under the 2008 Elec
Rate Case. Valencia is a variable interest erdity is consolidated by PNM as required by GAAPer€fore, Valencia
reflected in the above table as if it were own8&ee Sources of Power above and Note 9 and No
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FossitFueled Plants

SJGS is located in northwestern New Mexico, andsists of four units operated by PNM. Units 1, 2ar&l 4 at SJIGS have net r¢
capacities of 340 MW, 340 MW, 497 MW and 507 MWIGS Units 1 and 2 are owned on a 50% shared b#&sisTucson. SJGS Unit 3
owned 50% by PNM, 41.8% by SCPPA and 8.2% by TateSt SIGS Unit 4 is owned 38.457% by PNM, 28.8%/by S — R Public Powe
Agency, 10.04% by the City of Anaheim, Californ8e475% by the City of Farmington, New Mexico, 7.2%the County of Los Alamos, Nt
Mexico and 7.028% by UAMPS.

Four Corners and a portion of the facilities adjgde SJGS are located on land held under easerfrentsthe United States and &
under leases from the Navajo Nation. The easearahiease for Four Corners expire in 2016. Thedeantains an option to extend fo
additional 25year period from the end of the existing lease tdona rental amount tied to the original rent p@ynt adjusted based on
index. The easement does not contain an expressiat option and it is unclear what conditionsdnawal or extension of the easements
be imposed. The ultimate cost of renewal of therf&orners lease and easement is uncertain.

The power from Reeves, Lordsburg, Delta, and Vageiscused primarily for peaking and transmissiopport. See Item 1. Business.
Sources of Power.

Nuclear Plant
PNM is participating in the three units of PVNG&oaknown as the Arizona Nuclear Power ProjecthwWiPS (the operating agent), ¢
River Project, EPE, SCE, SCPPA and the Departméntvater and Power of the City of Los Angeles. e S¢ote 16 in the Notes

Consolidated Financial Statements for informatiarother PVNGS matters.

Transmission and Distribution

As of December 31, 2009, PNM owned, jointly owneadleased, 3,170 circuit miles of electric transnoisslines, 5,990 miles
distribution overhead lines, 5,448 cable milesmderground distribution lines (excluding streehtigg) and 270 substations.

Other Information

PNM’s electric transmission and distribution liree generally located within easements and rightsay on public, private and Nati
American lands. PNM leases interests in PVNGS 2Jhiand 2 and related property, Delta, EIP andcéstsal equipment, data process
communication, office and other equipment, offipaee, vehicles and real estate. PNM also ownsleas®s service and office facilities
Albuquerque and in other areas throughout its sergrritory. See Note 7 and Note 16.

TNMP

TNMP’s facilities consist primarily of transmissioand distribution facilities located in its thre@ncontiguous Texas servi
areas. TNMP owned New Mexico transmission andridigion facilities which are located in southwestd south central New Mexic
including the cities of Alamogordo, Ruidoso, Silv@ity, Lordsburg and surrounding communities uifNMP’s New Mexico assets wk
transferred to PNM on January 1, 2007. TNMP also®and leases service and office facilities ireotireas throughout its service territory.

As of December 31, 2009, TNMP owned 958 circuitemilof overhead electric transmission lines, 7,08& mpniles of overhe:
distribution lines, 1,045 circuit miles of undergrnal distribution lines, and 103 substations.
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ITEM 3. LEGAL PROCEEDINGS

See Note 16 and Note 17 for information relatedht® following matters for PNMR, PNM and TNMP, inporated in this item
reference.

Note 16
Regional Haz:

Citizen Suit Under the Clean Air Act

Navajo Nation Environmental Issu

Four Corners Federal Implementation Plan Litiga
Santa Fe Generating Station

Sierra Club Allegation

Gila River Indian Reservation Superfund Site
PVNGS Water Supply Litigatio

San Juan River Adjudication

Western United States Wholesale Power Ma

Begay v. PNM et al

Note 17
PNM — 2007 Electric Rate Case
PNM — Emergency FPPA(
TNMP Competitive Transition Charge True-Up Procegdi

TNMP Interest Rate Compliance Tat
[ ]

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
SUPPLEMENTAL ITEM - EXECUTIVE OFFICERS OF PNM RESOU RCES, INC.

All officers are elected annually by the Board df\WR. Executive officers, their ages as of Februzify2010 and offices held with PN}
for the past five years, or other companies if thas five years with PNMR, are as follows:

Name Age Office Initial Effective
Date

J. E. Sterbi 54 Chairman and Chief Executive Offic August 200¢
Chairman, President and Chief Executive Off August 2001

P. K. Collawn 51 President and Chief Operating Offic August 200¢
President, Utilities June 200°
President and CE- Public Service Company October 200:
Colorado, Xcel Energ
President, Customer and Field Operations, Xcel dn July 2003

C. N. Eldrec 56 Executive Vice President and Ch

Financial Officet July 2007

Senior Vice President and Chief Financial Offi January 200!

Vice President and Chief Financial Offic
Omaha Public Power Distri November



1999

P.V. Apodacs 58 Senior Vice President, General Counsel and Segr January 201!
University Counsel, University of New Mexic May 2006
Shareholder and Director, Keleher & McLeod, F October 198¢
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A. A. Cobb 62 Senior Vice President and Chief Administrative €dfi June 200¢
Senior Vice President, Peoples Services

Development December
2001
E. J. Ferlanc 43 Senior Vice President, Utility Operatio May 2007
Vice President of Global Nuclear Field Servi Septembe
2006
Westinghous:t
President and CEO, Louisiana Energy Serv October 200:
T. G. Sategn 56 Vice President and Corporate Contro October 200:

J. E. Sterba has announced his intention to raSr€EO of PNMR as of March 1, 2010, but will conéras Chairman of the Board.
February 16, 2010, the Board selected P.K. Colltavbe PNMRS CEO and a member of the Board effective uponrétieement of J. [
Sterba.

PART I

ITEM5. MARKET FOR PNMR'S COMMON EQUITY, RELAT ED
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

PNMR’s common stock is traded on the New York StBgkhange (Symbol: PNM). Ranges of sales pricdBRNi¥IR's common stoc
reported as composite transactions, and divideadsugd on the common stock for 2009 and 2008 uaytgrs, are as follows:

Range of
Quarter Sales Prices Dividends
Ended

High Low Per Share

2009
March 31 $11.50 $5.94 $0.12¢
June 3( $11.09 $7.68 $0.12¢
September 3 $12.92 $10.36 $0.12¢
December 3: $ 13.08 $9.75 $0.12¢
Fiscal Yeal $13.08 $5.94 $ 0.5(

2008
March 31 $21.69 $ 8.95 $0.23(
June 3( $ 15.52 $11.32 $0.12!
September 3 $ 13.06 $ 9.88 $0.12!
December 3: $10.95 $ 7.56 $0.12!
Fiscal Yeal $21.69 $ 7.56 $ 0.60!

Dividends on PNMRS common stock are declared by its Board. Thentinoif the declaration of dividends is dependenthentiming o
meetings and other actions of the Board. Thishisterically resulted in dividends considered todtiibutable to the second quarter of ¢
year being declared through actions of the Boardnduthe third quarter of the year. The Board desdl dividends on common st
considered to be for the second quarter of $0.E25pare in August 2008 and in July 2009, whichrefiected as being in the second qui
above. The Board declared dividends on commorkstoosidered to be for the third quarter of $0.p25 share in September 2008 an
September 2009, which are reflected as being ihiing quarter above. The dividend of $0.125 pgrexre common stock declared by the B
on August 11, 2008 represents a reduction of 46gmérfrom the previous quarter. PNMRhdicated annual dividend rate is $0.50 per s
The Board took this action to improve the Compatigsidity and set a new foundation for lotgrm value creation. The reduction also b
aligns PNMRS dividend yield with industry averages. On Deben®, 2009 and February 16, 2010, the Board detlquarterly dividends
$0.125 per share. PNMR targets a payout ratidé6 5o 60% of consolidated earning8eginning with the dividend declared on Decemb
2008, the Series A convertible preferred stoclniitled to receive dividends equivalent to any déernds paid on PNMR common stock as it
preferred stock had been converted into commorkstoc
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On February 15, 2010, there were 13,157 holdersaufrd of PNMR’s common stock.

See Note 5 for a discussion on limitations on thgnpents of dividends and the payment of futureddinds, as well as dividends paic
PNM and TNMP.

See Part lll. Item 12. Security Ownership of Ceraeneficial Owners and Management and RelateckBtdder Matters.
Cumulative Preferred Stock

PNMR and PNM are not aware of any active tradingketafor their preferred stock. Quarterly cashidiwds were paid on PNMI’
outstanding cumulative preferred stock at the dtasges during 2009 and 2008. Holders of PNMBonvertible preferred stock, which \
issued in November 2008, receive dividend paymiaiisare equivalent to the dividends that wouldehlagen received on the number of st
of common stock into which the preferred stock wasvertible. TNMP does not have any cumulativdgsred stock outstanding.

Sales of Unregistered Securities

None other than as previously reported on Form 8-K.
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ITEM 6. SELECTED FINANCIAL DATA

The selected financial data and comparative opeyatiatistics for PNMR should be read in conjunctisith the Consolidated
Financial Statements and Notes thereto and Manag&igiscussion and Analysis of Financial Conditenmd Results of Operations. PNMR
results include TNP results, which are includedrfriie date of acquisition on June 6, 2005. PNMsRIlte also include results for the Twin
Oaks business from the date of acquisition on ABil 2006 through May 31, 2007, when it was contgl to Optim Energy. On January
30, 2009, PNM completed the sale of its gas opmrati which are considered discontinued operatiorts excluded from continuing
operations information in the table below.

PNM RESOURCES, INC. AND SUBSIDIARIES

2009 2008 2007 2006 2005
(In thousands except per share amounts &
ratios)
Total Operating Revenues from Continuing
Operations $ 1647,74. $ 195952, $ 1,914,020 $ 1,963,36/ $ 1,566,11!
Earnings (Loss) from Continuing Operations $ 65,93: $ (297,56) $ 50,88¢ $ 108,48t % 54,00:
Net Earnings (Loss) $ 136,73« $ (262,93) $ 75,40: $ 121,34t $ 68,79¢
Net Earnings (Loss) Attributable to PNMR $ 12431 $ (270,64) $ 74,87¢ $  120,81¢ $ 65,93:
Earnings (Loss) from Continuing Operations
Attributable to
PNMR per Common Share
Basic $ 0.5¢ $ (3.66) % 077 $ 158 % 0.7¢
Diluted $ 058 $ (3.66) % 0.7¢ $ 15 ¢ 0.7¢
Net Earnings (Loss) Attributable to PNMR per
Common Share
Basic $ 13€ $ 3249 % 09¢ $ 172 ¢ 1.0C
Diluted $ 13€ % (329 % 0.9€ $ 171 % 0.9¢
Cash Flow Data
Net cash flows from operating activiti $ 87,70¢ $ 88,62t $ 223,060 $ 24495, $  212,97¢
Net cash flows from investing activiti $ 379,72t $ (320,71) $ (73,53) $ (799,57) $ (154,300()
Net cash flows from financing activitit $ (59343) $ 354,94 $ (255,159 $ 609,84! $ (7,672)
Total Assets $ 535992 $ 6,147,998 $ 5,872,131 $ 6,230,83. $ 5,124,70!
Long-Term Debt, including current installments $ 156733 $ 1,584,700 $ 1,681,07¢ $ 1,769,200 $ 1,746,39
Common Stock Data
Market price per common share at year $ 12.65 % 10.0¢ % 214 $ 31.1C $ 24 .4¢
Book value per common share at year $ 19.1¢  $ 19.1: % 22.0: $ 222 % 18.8¢
Tangible book value per share at year $ 153t % 1531 % 145¢ % 14.4¢ % 10.4¢
Average number of common shares outstan 91,43¢ 83,46¢ 76,71¢ 69,82¢ 65,92¢
Dividends declared per common sh $ 0.50C $ 0.60f $ 0.92C $ 0.88C $ 0.78¢
Return on average PNMR common eq 7.C% (16.0) % 4.4% 8.C% 5.5%
Capitalization
PNMR common stockholde’ equity 49.6% 49.2% 50.(% 49.(% 42.5%
Convertible preferred stoc 3.C 3.C - - -
Preferred stock of subsidiary, without mandatory
redemption requiremen 0.2 0.2 0.3 0.3 0.4
Long-term debt 47.1 47.2 49.7 50.7 57.1
100.(% 100.(% 100.(% 100.(% 100.(%

Note —The book value per common share at year end, tenidok value per share at year end, average nuaftmmmon shar
outstanding, and return on average common equigctethe Series A convertible preferred stockfaswas converted into common stoct
the date of its issuance on November 17, 2008.
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PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

2009 2008 2007 2006 2005
(In thousands

PNM Electric Revenues

Residentia $ 320,96 $ 296,12. $ 265,41¢ $ 222,09¢ $ 216,89(
Commercial 330,55: 326,40¢ 294,75! 257,76 254,58(
Industrial 79,54( 100,66! 99,97( 62,51°¢ 61,14¢
Public authority 19,77« 19,13t 15,11: 13,517 13,48«
Transmissior 36,07t 33,16: 32,32t 25,11¢ 20,04¢
Firm requirements wholesa 29,04¢ 46,85¢ 46,25 42,65 40,83¢
Other sales for resa 140,31+ 345,94¢ 396,58 459,86! 520,54¢
Mark-to-market activity 151 56,56( (44,319 3,092 1,817
Other 11,59« 18,09( 30,87: 28,84« 35,40¢
Total PNM Electric Revenue $ 968,00¢ $ 1,24294. $ 1,136,97. $ 1,11546. $ 1,164,75
TNMP Electric Revenues
Residentia $ 74,73¢  $ 71,67 $ 69,48¢ $ 89,37¢ $ 57,14¢
Commercial 73,34¢ 72,78¢ 70,14¢ 88,767 51,67(
Industrial 12,11: 13,84¢ 7,87¢ 40,50: 25,18¢
Other 32,43¢ 31,97« 32,91: 38,34 20,34¢
Total TNMP Revenue $ 192,63: $ 190,28: $ 180,42: $ 256,99( $ 154,35(
Altura Wholesale Revenues
Long- term contracts $ - $ - $ 65,39° $ 125,13: $ =
First Choice Revenues
Residentia $ 349,62¢ $ 407,35( $ 390,32¢ $ 34596. $ 198,21¢
Massmarket 25,65: 52,70( 60,95¢ 81,917 53,11:
Mid-market 133,14! 149,31! 141,58 129,17: 46,58¢
Trading gains (losse: 14 (49,93) (3,559 9,32 5,97(
Other 20,37¢ 22,79( 11,377 18,52¢ 12,44"
Total First Choice Revenu: $ 528,81¢ $ 582,22: $ 600,69' $ 584,89¢ $ 316,33(
Notes:

TNMP and First Choice are reported from the datecgjfuisition, June 6, 2005.

Altura Wholesale includes Twin Oaks from the ddtaaguisition, April 18, 2006 through May 31, 20@%en Altura was contributed
to Optim Energy.

Effective January 1, 2007, TNMP’s New Mexico opinas were transferred to PNM Electric.

PNM Electric revenues have been reclassified todpsistent with the current year presentation.

PNM Gas, which was sold on January 30, 2009, isrted as discontinued operations and has beendsdalisom the above table.
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PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

2009 2008 2007 2006 2005
PNM Electric MWh Sales
Residentia 3,264,37. 3,221,89. 3,208,59. 2,764,29 2,652,47!
Commercial 3,899,12. 4,029,80: 4,006,37. 3,636,63 3,527,26:
Industrial 1,454,438 1,657,58I 1,920,08! 1,327,28 1,277,15!
Public authority 249,55 253,07¢ 236,65 229,30t 228,39:
Firm requirements wholesa 689, 74( 1,123,53! 1,121,69! 1,074,16: 1,019,57.
Other sales for resa 3,996,31 5,095,18. 6,897,30 8,091,141 9,038,28.
Total PNM Electric MWh Sale 13,553,59 15,381,07 17,390,70 17,122,83 17,743,15
TNMP Electric MWh Sales
Residentia 2,582,55! 2,533,02! 2,520,60! 2,734,38! 1,839,74.
Commercial 2,216,87! 2,206,15! 2,195,96: 2,579,85. 1,399,86.
Industrial 1,983,16! 2,094,78! 1,927,93. 2,157,50 1,263,45:
Other 107,09: 107,52- 100,58: 121,22 72,26:
Total TNMP MWh Sale! 6,889,68 6,941,49: 6,745,08; 7,592,97. 4,575,31!
Altura Wholesale MWh Sales
Long-term contracts - - 915,88: 1,683,70 =
First Choice MWh Sales
Residentia 2,441,55I 2,547,49 2,796,86. 2,481,55 1,591,001
Mass-market 145,61¢ 278,30 371,82! 549,14 400,84(
Mid-market 1,063,60: 1,176,84i 1,197,32! 1,159,16! 478,53:
Other 9,72¢ 16,25¢ 21,07¢ 20,92’ 29,78(
Total First Choice MWh Sales 3,660,49! 4,018,89I 4,387,09: 4,210,78: 2,500,15
Notes:

TNMP and First Choice are reported from the dataoojuisition, June 6, 200
Altura Wholesale includes Twin Oaks from the dafeaoquisition, April 18, 2006 through May 31, 20&hen Altura wa
contributed to Optim Energ'
Effective January 1, 2007, TNN's New Mexico operations were transferred to PNMEie
Under TECA, customers of TNMP Electric in Texas canose First Choice or any other REP to providagn However, TNM
Electric delivers energy to customers

within its service area regardless of the REBseh. Therefore, TNMP Electric earns revenue fargy delivery and Fir
Choice earns revenue on the usage of

that energy by its customers. The MWh repodédve for TNMP Electric and First Choice includd 31,907, 1,563,26
2,018,110, 2,332,098, and 1,644,675 MWh

used by customers (TNMP Electric in 2009, 2008, 2007, 2006, and 200®wave chosen First Choice as their R
PNM Electric MWh sales have been reclassified tadgsistent with the current year presentai
PNM Gas, which was sold on January 30, 2009, isrted as discontinued operations and has beendedfuom the above tabl
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PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

2009 2008 2007 2006 2005
PNM Electric Customers
Residentia 445,63 442 .64 438,99( 388,77! 378,11¢
Commercial 53,78’ 53,05¢ 52,78( 45,67¢ 44,72
Industrial 27C 284 27¢€ 27¢ 281
Other sales for resa 44 55 54 75 76
Other 991 991 1,02 82¢ 83¢
Total PNM Electric Customel 500,72¢ 497,03¢ 493,12 435,63t 424,03
TNMP Electric Customers
Residentia 190,96 189,96: 184,30« 224,42: 222,81¢
Commercial 37,83¢ 38,73: 39,97¢ 47 ,56¢ 44 11¢
Industrial 73 74 76 78 12k
Other 2,06( 2,122 2,104 2,22¢ 2,24¢
Total TNMP Customer 230,93( 230,89( 226,46: 274,29 269,30°
Altura Wholesale Customers
Long - term - - 1 1 -
First Choice Customers
Residentia 183,84 192,51 209,83 206,39: 178,15(
Mass-market 9,29( 11,54+ 16,39: 21,85¢ 24,36¢
Mid-market 25,16t 24,76¢ 21,32t 16,05: 6,47¢
Other 6,67¢ 8,60¢ 10,81¢ 9,427 10,53¢
Total First Choice Customers 224,97¢ 237,43 258,36¢ 253,72¢ 219,52¢
PNMR Generation Statistics
Reliable Net Capabilit- MW 2,711 2,71 2,20¢ 1,93¢ 1,74«
Coincidental Peak Demai- MW 1,86¢ 1,901 1,93¢ 1,85¢ 1,77¢
Average Fuel Cost per Million BT! $ 189 $ 240 % 1.753¢ $ 1.714: % 1.471:
BTU per KWh of Net Generatic 10,27 10,26¢ 10,85( 10,64: 10,70¢
Notes:

TNMP and First Choice are reported from the datecgjuisition, June 6, 2005.
Altura Wholesale includes Twin Oaks from the ddtaaquisition, April 18, 2006 through May 31, 20@%en Altura was
contributed to Optim Energy.
Effective January 1, 2007, TNMP’s New Mexico opienas were transferred to PNM Electric.
The customers reported above for TNMP Electric finst Choice include 81,277, 92,792, 127,328, 194,@nd 158,828 customers
of TNMP Electric at

December 31, 2009, 2008, 2007, 2006, and 20@b hdve chosen First Choice as their REP. TheddH Hlectric customers are
also included in the First Choice customers.
First Choice customers have been reclassified tmwhsistent with the current year presentation.
PNM Gas, which was sold on January 30, 2009, isrted as discontinued operations and has beendedliiom the above table.
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF
OPERATIONS

The following Managemerg’ Discussion and Analysis of Financial Conditior d&esults of Operations for PNMR is presented
combined basis, including certain information apgtile to PNM and TNMP. The MD&A for PNM and TNMP presented as permitted
Form 10-K General Instruction | (2). A referenmea “Note” in this Item 7 refers to the accompanying Note<Ctmsolidated Financi
Statements included in Item 8, unless otherwiseiipd. Certain of the tables below may not appésually accurate due to rounding.

MD&A FOR PNMR
BUSINESS AND STRATEGY
Overview

PNMR provides electricity and energy efficignqoroducts and services in core regulated and wiheezd markets to help customers
meet and manage their energy needs. PNM solédét®perations on January 30, 2009 and is now fdouséts regulated electric business
going forward.

PNM

Critical to PNMR'’s success for the foreseeable reitis the financial health of PNM, PNM&'largest subsidiary, which is hig
dependent on continued favorable regulatory treatmAs discussed in Note 17, on September 22, ,2BR8/ filed its 2008 Electric Rate C:
requesting the NMPRC to approve an increase intraleservice rates to all PNM retail customers @tdbose formerly served by TNMP. 1
proposed rates were designed to increase annuedtomerevenue by $123.3 million. PNM also proposechore traditional FPPAC. In Jut
2009, the NMPRC approved a stipulation resolvinigisdues in the rate case, including the inclusidradditional sources of power
determining rates. The approved stipulation alldi@s an increase in annual nduel revenues of $77.1 million, 65% of which \
implemented for bills rendered beginning July 102@nd the remainder of which will be implementgatiAl, 2010. As an offset to the non-
fuel revenue increase, PNM implemented a creditisiomers totaling $26.3 million, representingahgunt of revenues from past sales o
,allowances. This amount is being credited to gusts over 21 months beginning July 1, 2009. PN&bmed an expense for the regula

disallowance and recorded a regulatory liability tee amount to be credited to customers. The Istijpm also provided for a more traditio
FPPAC that went into effect with the new ratese Hliew FPPAC has an annual rather than a monthlys@gnt mechanism, but is baset
forecasted fuel and purchased power costs. Thalation provides that 100% of dffrstems sales revenues from resources includestait
rates be credited against fuel and purchased poosts in the FPPAC.

PNM anticipates a trend toward increasing costgro¥iding electric service and a period of planpaxsion, primarily from renewat
energy sources under the renewable energy portfetiairements established pursuant to New Megid®&newable Energy Act and rele
regulations of the NMPRC. PNM also anticipategeases in costs related to renewals of rights gf evaNative American lands, pension
benefits, and depreciation at SIGS. PNM will seekecover these increased costs of providing serto regulated customers through fu
rate filings, which may occur more frequently tharthe past. The impact that rate increases mag ba customersisage and their ability
pay is unknown.

Senate Bill 477 (“SB 477"pecame effective in June 2009. SB 477 is desigmguiomote more timely recovery of reasonable cot
providing utility service in two ways. First, SBr'4 requires the NMPRC, when setting rates, to hsetést period that best reflects
conditions the utility will experience when newestare anticipated to go into effect. The NMPR@@uired to give due consideration th
future test period may be the one that best méetse@quirement. A future test period is definsdaatwelve month period beginning no |
than the date a proposed rate change is expectakdeffect. Traditionally, the NMPRC has usduistorical test period, adjusted for knc
and measurable changes occurring within five tareaaths after the end of the test period, whiclteot$ costs that could be up to two year:
at the time new rates become effective. It is ipdsshowever, that NMPRC staff or intervenors wbalgue that continued use of a histo
test period, adjusted for known and measurablegggmrbest meets the requirement. Second, SB 4uifes the NMPRC to include
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construction work in progress in rate base, withenutoffset for allowance for funds used during ¢artion, for environmental improvem:
projects and generation and transmission projextsvhich a certificate of public convenience andeassity has been issued. This provi
will allow utilities to collect costs as projecteesbeing built rather than waiting until they aiighed to include them in rate base, so long €
projects will be in service no later than two yeafter the filing date of the rate case.

PNM anticipates filing a rate case with the NMPRCniid 2010 using a future test period as allowedSBy477. The magnitude
amounts to be requested is currently unknown and Eahnot predict the amount that the NMPRC willmgwe. PNM also anticipates filing
rate case with FERC in the fourth quarter of 20diGits firm transmission customers. The magnitafithe rate increase is currently unknc
and PNM cannot predict the amount FERC will approVke rate base for the firm transmission custsnieestimated to be between $
million and $170 million.

The use of a future test year should help PNM tigate the adverse effects of regulatory lag, whéchmherent when using a histori
test year, by focusing on what costs are likelyp¢éovhen new rates go into effect rather than wiey tvere in the past. The mitigation of
adverse effects of regulatory lag should resuRNM'’s earnings more closely approximating the rateetafrn allowed by the NMPRC. PNN
believes that achieving earnings that approxinmtstallowed rate of return is an important factoattracting equity investors, as well as b
an important metric utilized by credit rating agescand financial analysts. PN#debt securities are currently rated below investngrad
by S&P, although Moody’s still rates PNMUdebt at the lowest level of investment grade MRIrrently expects it will access the credit
capital markets in order to finance at least aiporbf the anticipated construction expenditurescdésed in Capital Requirements u
Liquidity and Capital Resources below. To the pki®uch financing includes the issuance of debtiritges that are rated below investrr
grade, the debt would carry a higher interest ttae if the securities were investment grade. &€hogher interest costs would then be inclt
in requests for rate relief, placing additional @pd/pressure on rates charged to customers.

As with any forward looking financial informationfilizing a future test year in a rate filing prese challenges that are inherent in
forecasting process. PNM will need to forecasthbaperating and capital expenditures that will ssitate reliance on many assumpt
concerning future conditions. Among others, theselld include assumptions about future economiaditmms in PNMS5 service territon
levels of employment, load growth and conservatigeather, usage patterns of customers, availaldlity technology regarding renews
energy sources, interest rates and other finaraosts, access to capital markets, inflation, anghitts of regulatory actions. In the rate ma
process, PNM’s assumptions will be subject to emglé by regulators and intervenors who may asgégteht interpretations or assumptions.

PNM has completed the separation of its merchpetations from its regulated operations to compijp\@ 2003 NMPRC order. T
separation of merchant operations was accomplighagveral steps. Afton was transferred from manttplant status and was include:
retail rates in PNM8 2007 Electric Rate Case. In June 2008, PNM cetaplthe sale of certain merchant wholesale pomattral gas ar
transmission contracts. In addition, Luna and kbrdg had been classified as merchant plant bare 2009, the NMPRC approved PNM’
request in its 2008 Electric Rate Case that Lurthlaordsburg be included in retail rates. See NateThis completed the separation reqt
by the NMPRC. The NMPRC did not require that PNNfiterest in PVNGS Unit 3 be separated from PNNIM has entered into contra
for the sale of capacity and energy from its erdgimmership interest in PVNGS Unit 3 through Decengie 2010.

PNM also serves customers in New Mexico formeelywed by TNMP. When PNMR acquired TNMP, PNM waguieed to maintai
the former TNMP customers under rates separate frmmrest of PNM. Pursuant to a stipulation appdoby the NMPRC, PNM w
prohibited from consolidating the cost of service the two areas until January 1, 2015, unlescémsolidation would not result in shifti
more than $1.5 million in revenue requirements fridma former TNMP customers to other PNM customémsaddition, the stipulatic
provided that PNM would not seek rate changesHerformer TNMP customers that would go into efteefore January 1, 2011. During 2C
the NMPRC requested the parties to the stipulatieet to discuss ways and means of mitigating plestiioge rate increases to the for
TNMP customers that may occur when the rate mdratoexpires. The parties have been meeting peadigi under the direction of
NMPRC Hearing Examiner, who was appointed by theFfRZ to serve as mediator for the discussions. Nege 17.
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TNMP

TNMP’s financial health is also highly dependent on ioortd favorable regulatory treatment. On AugustZZ8, TNMP filed wit|
the PUCT for an $8.7 million increase in revenugsbsequently, TNMP supplemented its filing to e=sjuan additional revenue increas
$15.7 million to recover costs caused by Hurriclkgeand costs related to the financing completeMarch 2009. In June 2009, TNMP
the other parties in the rate case reached a upasisettlement resolving all issues in the rate easl permitting TNMP to increase its rate
$12.7 million annually. This increase reflectengist and other costs associated with debt refingric March 2009 and the settlement ad]
the interest rate TNMP is allowed to collect onGEC to reflect those costs. The rate increaskidies recovery of Hurricane Ike restora
costs plus carrying costs over five years. Thiessent was approved by the PUCT in August 200BMP now has the ability to update
transmission rates annually to reflect changetsimivested capital. TNMP anticipates filing auest to update its rates under this provisic
early to mid 2010. Updated rates will reflect iidition and retirement of transmission facilities;sluding appropriate depreciation, fed
income tax and other associated taxes, and the@agprate of return on such facilities.

Environmental Sustainabilit

The Compang focus on the electric businesses also includedroemental sustainability efforts. These -effoiitsclude
environmental upgrades, improving energy efficieneypanding the renewable energy portfolio of gatien resources, and proactiv
addressing climate change. In early 2009, PNM cetedl environmental upgrades to each of the fous @iSJGS. PNM’share of the cot
of these upgrades, which reduced the levels of NGO, , and mercury emissions, amounted to $161 millids.described in Note 17, PN

is subject to the renewable portfolio standard l#istaed by New Mexice Renewable Energy Act and related regulationsecsday thi
NMPRC, which require utilities to achieve certagvéls of energy sales from renewable sources withigeneration mix, including wir
solar, distributed generation, and other sourédd$M is actively engaged in activities to meet titdMRC standard. PNM has also establi
various programs to promote energy efficiency, scbjo the approval of the NMPRC. The Company fteogiinitiatives regarding legislati
or regulation regarding climate change, includingGs and participates in organizations and forunteeening climate change. The Comp
has expressed support for the Waxman-Markey lek (8 D&A — Other Issues Facing the Company) and is generapipative of a feder
program that includes an economide system of limitations on GHG that would inctud cap and trade provision and a system of alloet
and offsets designed to mitigate rate increasestitity customers. The Company is exploring vadomethods to mitigate its GHG
anticipation of climate change legislation or regian, including increasing energy efficiency pragis and increased reliance on renew
energy resources. See Climate Change Issues @ther Issues Facing the Company below for additialigcussion of climate chan
matters. All of these efforts involve costs tha Company believes should be recoverable throaigs charged to customers to the exter
costs are attributable to regulated operationswev¥er, recovery of these costs is subject to thEaal of regulators and will cause upw
pressure on rates.

First Choice

As a REP, First Choice operates in the highly cditipe Texas retail market, which experienced axigeprice volatility an
transmission congestion in 2008. ERCOT controésttansmission of power in the areas that Firsti€gheupplies. ERCOT historically t
operated through a series of geographic zoneshwtds led to congestion of the transmission systéen large volumes of power were be
transmitted between zones. Congestion tends t@ gniices up in the spot market. These situationsera First Choice to incur losses ir
speculative trading portfolio and led First Chdiceexit its speculative activities in the secondger of 2008. These anomalies also negai
impacted the margins realized from end use custamBnese conditions were exacerbated by the impafctHurricane Ike and depres
economic conditions resulting in very high levefscastomer turnover and levels of uncollectible@ots significantly higher than histori
experience. ERCOT has made changes in its cquotdcols and is scheduled to change from the zeysiem to a nodal system in Decen
2010, both of which should reduce congestion amgkeprolatility. During 2009, the Texas retail matkvas more stable and First Choice 1
not anticipate the levels of extreme congestionaizk volatility will reoccur in the near futurén addition, both power and natural gas pt
decreased significantly, resulting in a
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substantial increase in margins realized by Fitsbi€. These factors and increased focus on ggwa@mmercial accounts, customer cr
standards, and improved customer service haveibotgd to an improvement in the results of operatiat First Choice. However, similal
how the ERCOT market conditions - along with Fitstoice's buying and selling positions within thaarket -had a negative impact on
business in 2008, those same factors worked ith Elsices favor in 2009. For 2010, First Choice expectskelaconditions to continue to
a key factor for the business and believes mangithgeturn to more historic levels.

Economic Condition

In the last half of 2008 and early 2009, globabresmic conditions deteriorated dramatically, encasging the U.S. residen
housing market, and global and domestic equity aratlit markets, which resulted in reduced usageele€tricity by the Company’
customers. The tightening of the credit marketspted with extreme volatility in commodity markdias had a direct, negative impac
several of First Choice’s competitors in the ERC®1Ril market.

Although New Mexico and Texas do not seem to bgaicted as greatly as some other areas of the Usftads, with unemployme
rates that are somewhat lower than the rest oh#iien, the territories served by the Comparslectric businesses have been impacted t
recession and general economic downturn. As dtrélse weatheadjusted volume of electric sales decreased in 208%ared to 2008. T
Company believes that electric sales volume wiltddatively flat for the immediate future.

The unprecedented disruption in the credit markelate 2008 and early 2009 had a significant estvé@mpact on humerous finan:
institutions, including several of the financiakiitutions that have dealings with the Company. Elesv, at this time, the Compasyexisting
liquidity instruments have not been materially irofga by the credit environment and management doegxpect that it will be materia
impacted in the near future. The Companigvolving credit facilities expire in 2011 and120and will need to be renegotiated or replaci
order to provide sufficient liquidity to finance e@tions and construction expenditures. The aviditlaof such credit facilities and their ter
and conditions will depend on the credit market¢hat time, as well as the Compascredit ratings and operating results. The Comps
closely monitoring its liquidity and the credit rkats. In late 2008 and early 2009, there was alsignificant decline in the level of prices
marketable equity securities, including those heldrusts maintained for future payments of besefihder pension and retiree mec
plans. Although the general price levels of maaket equity securities has recovered somewhatttiek market decline will likely result
increased levels of funding and expense applicabileese trusts.

Optim Energy

PNMR has previously reported that it intended tpitadize on growth opportunities in its unregulatagdsiness through its participat
and ownership in Optim Energy. PNMR’s 50 percemhership of Optim Energy allows it to participatethe operation of Optim Energy’
assets and business and the formulation of Optierds’s business strategy. Optim Energy owns electritegging assets in one of
nation’s growing power markets, and its strategy has femrsed on acquiring or developing additional asgethat market. Consistent w
this strategy, Optim Energy acquired the Twin Ogliasit in June 2007 and the Altura Cogen plant igusi 2007 and completed developing
an electric generation unit at Cedar Bayou in RG@9.

In 2009, however, Optim Energy was affected by ioaiig adverse market conditions, primarily lowurat gas and power prices.
response to those adverse conditions, in Octob@8,20ptim Energy changed its current strategy asarierm focus. Optim Energy
currently focused on utilizing cash flow from op@ras to reduce debt and optimizing its currentegation assets as a stasdne independe
power producer. The change resulted in staff postbeing eliminated at Optim Energy, as wellrasgration of certain operations. The ¢
is to position Optim Energy to optimize its perf@nte under current market conditions with the etgien of being able to take advantag
any economic recovery in the power and gas markatsthe next several years.

Any decisions in the future to grow capacity wi# bubject to the approval of both of Optim Enesgyiembers and will be based

many therexisting market and other factors, including thestcto acquire or construct capacity, the anticipatemand for power, t
anticipated market prices for power, the abilitg @ost to deliver power to the anticipated markatsl Optim Energy’s financial resources.
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RESULTS OF OPERATIONS — PNMR
Executive Summary

A summary of net earnings (loss) attributable tdvis as follows:

Year Ended December 31 Change
2009 2008 2007 2009/200¢  2008/2007
(In millions, except per share amour
Earnings (loss) from continuing operatic $ 53t $ (305.9) $ 59.¢ $ 358.6 $ (364.€)
Earnings from discontinued operations,
net of income taxes 70.¢ 34.€ 15.5 36.2 19.1
Net earnings (loss) $ 124 $ (270.6) $ 74.¢ $ 394.¢ $ (345.5)
Average common and common equivalent sh 91.7 83.t 77.¢ 8.2 5.6
Earnings (loss) from continuing operations
diluted share $ 0.5¢ $ (3.66) $ 0.7¢ $ 424 % (4.42)
Net earnings (loss) per diluted sh $ 13€ $ 329 $ 0.9€¢ $ 46C $ (4.20)

The components of the changes in earnings (logs) fontinuing operations attributable to PNMR bgreent are:

Change
2009/200¢  2008/2007
(In millions)

PNM Electric $ 86.E $ (89.9)
TNMP Electric 21.C (27.2)
Altura - (5.2
First Choice 222.( (204.9
Corporate and Othe 29.€ (15.1)
Optim Energy (0.3 (22.5)
Net change $ 358.6 $ (364.6

Results of operations improved significantly in 2afue largely to rate increases at our regulatditleg and strong performance at F
Choice. On July 1, 2009, PNM Electric implementkd first phase of a $77.1 million nduel base rate increase for retail customers, &
those formerly served by TNMP. PNM Electric wasoatganted a more traditional FPPAC, which replatiesl Emergency FPPAC ti
terminated on July 1, 2009. On September 1, 200BVIF implemented a $6.8 million base rate incredshlitionally, retail margins at Fir
Choice significantly improved. Increases in 2008rev partially offset by regulatory disallowances &if6.2 million, after income tax
primarily relating to prior sales of SQemission allowances that resulted from the settiero& PNM’s 2008 Electric Rate Case and a $

million aftertax charge related to the settlement of the Califoenergy crisis legal proceeding by PNM. In #ddj Optim Energy reduc:
the value of its held for sale NOx emission alloees) PNMR's share of the after-tax charge was $i#ll®n.

Results of operations were negatively impactedséyeral major factors during 2008. Impairmentggeddwill and other intangib
assets were recorded at PNM, TNMP, and First Chegevell as at Optim Energy. Afteax impairment losses reduced net earnings by $
million. PNM Electric recorded regulatory disallances of $18.3 million afteex resulting from its 2007 Electric Rate Case.n&al decline
in the stock market negatively impacted the valhfeimvestments in the NDT resulting in an aftax-decrease in earnings of $16.2 millio
2008 compared to 2007. As a result of anomaligkeriTexas energy market, First Choice experieafgitax losses in its speculative trac
operations, which were terminated in 2008, thatev##9.8 million greater in 2008 than 2007. In #ddj economic conditions resulted in h
default rates and uncollectible accounts at Firsi€e resulting in First Choice bad debt expensegh$23.6 million greater afteex in 200!
than
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in 2007. Optim Energy wrote-off its inventory ahissions allowances related to CAIR as a resuthaf program being invalidated. PNMR’
share of the aftetax loss was $9.6 million. Income tax expenseendiit for 2008 was significantly impacted by thepairments of goodw
since the expense recorded for the impairmentstigieductible for income tax purposes. The codatdid effective income tax rates for 2
were 23.38% for PNMR, 14.47% for PNM, and 476.65%TNMP. Excluding the losses due to goodwill innpeent, the effective income t
rates would have been 42.43% for PNMR, 55.16% fd¥Pand 30.25% for TNMP. The consolidated effectiveome tax rates for 2009 w
30.41% for PNMR, 30.08% for PNM, and 39.63% for TRM

The increase in the number of common and comeguiivalent shares is primarily due to new isseared PNMR common stock in
connection with the equity-linked units in 2008e3+ote 6.

Segment Information

The following discussion is based on the segmernthaa®logy that PNMRS management uses for making operating decisiod
assessing performance of its various businessititiv See Note 3 for more information on PNMR®emting segments.

The following discussion and analysis should bedréa conjunction with the Consolidated Financialat8tnents and Not
thereto. Trends and contingencies of a materiiraaare discussed to the extent known. Refertal®isclosure Regarding Forward Look
Statements in Iltem 1 and to Part Il, Item 7A. Risictors.

PNM Electric

The table below summarizes operating results faviENectric:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007
(In millions)
Total revenue $ 968.C $ 1,242¢ $ 1,137.C $ 2749 $ 106.(
Cost of energy 378.1 698.1 638. (319.9 59.Z
Gross margir 589.¢ 544.¢ 498.: 45.C 46.€
Operating expenst 420.5 465.5 381.] (45.2) 84.€
Depreciation and amortizatic 92.1 85.7 83.2 6.4 2.3
Operating income (los! 77.5 (6.5) 34.C 83.¢ (40.5)
Other income (deduction 37.4 7.1 53.g 30.4 (46.2)
Net interest charges (69.1) (69.9) (52.7) 0.8 (17.2)
Earnings (loss) before income ta 45.¢ (69.9) 34.€ 115.( (203.9
Income (taxes) benel (13.9) 10.C (11.2) (23.¢) 21.2
Valencia no-controlling interes (11.9 (7.2 - (4.7) (7.2
Preferred stock dividend requireme (0.5) (0.5) (0.5) - -
Segment earnings (los $ 195 (67.0 $ 22¢ % 86.f $ (89.9

The table below summarizes the significant changestal revenues, cost of energy, and gross margin

2009/2008 Chang: 2008/2007 Chang:
Total Cost of Gross Total Costof Gross
Revenues Energy Margin Revenues Energy Margin
(In millions)
Retail rate increase $ 372 $ 162 $ 20.¢ $ 36.2 $ - % 36.2
Retail load, fuel and transmissi (55.9 (102.9) 46.¢ 66.€ 65.€ 1.C
Sales of S, credits - - - (7.2 - (7.2
Unregulated margin (199.9 (163.7) (35.9) (81.)) (89.2) 8.1
Sale of merchant portfoli (56.4) (51.9) (5.2 56.4 51.: 5.1
Net unrealized economic hedc (0.9 (11.2) 10.: 44.¢ 42.1 2.8
Consolidation of Valencia PP - (7.9 7.8 - (20.9) 10.4
Other - - - 0.1 - 0.1
Total increase (decrease) $ (274.9) $ (319.9) $ 450 $ 106.C $ 594 $ 46.6
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The following table shows PNM Electric operatingeeues by customer class, including intersegmemimges and average number of
customers:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007%
(In millions, except customer

Residentia $ 321.C $ 296.1 $ 265.¢ $ 24¢ % 30.7
Commercial 330.¢ 326.¢ 294.¢ 4.2 31.¢
Industrial 79.5 100.7 100.( (21.2) 0.7
Public authority 19.¢ 19.1 15.1 0.7 4.C
Transmissior 36.1 33.2 32 2.8 0.S
Firm requirements wholesa 29.C 46.¢ 46.2 (7.9 0.€
Other sales for resa 140.c 345.¢ 396.¢ (205.6) (50.7)
Mark-to-market activity 0.1 56.¢€ (44.9) (56.5) 100.¢
Other 11.€ 18.( 30.¢ (6.4 (12.7)

$ 968.C $ 1,242.¢ $ 1,137 $ (2749 $ 106.(
Average retail customers (thousands) 499.( 495.: 489./ 3.7 5.6

@) The customer class revenues have been reclassiflee consistent with the current year presentati

The following table shows PNM Electric GWh salescogtomer class:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007%
(Gigawatt hours
Residentia 3,264. 3,221.¢ 3,208.¢ 42.t 13.2
Commercial 3,899.! 4,029.¢ 4,006.+ (130.%) 23.2
Industrial 1,454.! 1,657.¢ 1,920.: (203.)) (262.5
Public authority 249.¢ 253.1 236.7 (3.9 16.
Firm requirements wholesa 689.7 1,123.! 1,121.° (433.9 1.8
Other sales for resale 3,996.: 5,095.. 6,897. (1,098.9 (1,802.)
13,553. 15,381. 17,390.¢ (1,827.9) (2,009.)

(1) The customer class volumes have been reclassified consistent with the current year presemntatio

The results of operations of PNM Electric are priflgadriven by the rate making decisions and othetions of the NMPRC. On July
2009, PNM Electric implemented the first phase 8.1 million nonfuel base rate increase for retail customers, éxbege formerly serve
by TNMP. The first phase allowed PNM to increasstomer bills for 65% of the annual base rate meeeor $50.1 million. PNM w
implement the second phase, or the remaining 35%efnnual base rate increase, beginning Ap2010. In the 2008 Electric Rate Ci
PNM Electric was also granted a more traditionaP A, which replaced the Emergency FPPAC on JuB0D9. PNM Electric revenues ¢
margin further increased because of a rate incrbatevas implemented in the second quarter of 2008

In 2009, decreases in retail revenues were driyelower retail loads, due to milder weather comHbiméth lower usage per custor
and reduced operations of a major industrial custonmn addition, retail revenues were furtheruest by lower economy sales volumes
prices in 2009. These decreases in revenues were timan offset by recovery of fuel costs throulgé EPPAC for retail customers, exc
those formerly served by TNMP, and lower natura gad economy purchase costs improved regulategimsaor those customers withot
FPPAC.

In 2008, PNM Electric revenues and gross margiosemsed compared to 2007 due to a base rate iecaedsthe implementation of -
Emergency FPPAC in second quarter 2008. Thesedres were partially offset due
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to higher coal prices and higher replacement popvieres for market purchases required when resounege not sufficient to meet lo
requirements, largely due to reduced availabilitt$sdGS. These costs were partially offset by arelse in oflsystem sales revenues larg
due to increased availability at PVYNGS, which akalWfor market sales when resources were in exédsadrequirements.

Beginning with the implementation of new rates afy J1, 2009, the retail portion of sales of $@mission allowances are pas
through to retail customers via a rate rider. 00&, lower sales of SQemission allowances reduced revenues and margin.

Prior to May 2009, the revenues and cost assocgithdLuna, Lordsburg, and the Valencia PPA werduded in unregulated margi
Upon approval of the Resource Stipulation (see N@)ethe costs of the Valencia PPA and Luna andidlurg, net of ofsystem revenues ¢
recovered through the regulatory process, whicliges unregulated margins. Unregulated revenuesnangins were further reduced du
pretax charges of $32.0 million associated with aleetnt with California Parties arising out of certeransactions in the California ene
markets during 2000 and 2001 (see Note 16). Gtiweases in unregulated margins due to favorabiténg terms under a forward ss
agreement for power from PNBlinterest in PVNGS Unit 3 are offset by the setdat of favorable pricing from hedge positions take the
prior year.

PNM Electric analyzes results associated with tlaelcia PPA as costs of energy, which prior to aperoval of the Resourc
Stipulation were reflected in unregulated margiAs. discussed above, beginning in May 2009, theiMah PPA is being recovered thro
regulated rates. Under GAAP, the Valencia PPA isobdated, which results in costs being refle@sdperating expenses and rmamtrolling
interest that would have been included in costnefrgy if the Valencia PPA was not consolidated.

In 2008, unregulated revenues and cost of enelgyereto unregulated margins decreased due toalleeo$ the merchant portfolio
June 2008. PNM' merchant portfolio included certain wholesale powatural gas and transmission contracts thégctefl a significa
portion of unregulated activity at PNM. These @ases were partially offset by increased revenuadscast of energy, including dem:
charges, from the dispatch of unregulated gas laased on market profitability. Additionally, egulated revenues increased du
increased PVNGS availability and more favorableipg terms under the forward sales agreement at@®¥,Nesulting in a net increase
margin.

Operating expenses decreased in 2009, primarilytduee $51.1 million impairment loss on goodwill 2008. No impairments we
recorded in 2009. In 2009, PNM Electric recordegutatory disallowances of $26.3 million relatimgprior sales of SQemission allowanct

and $0.5 million of deferred rate case expenses rgulted from the settlement of the 2008 ElecRate Case, compared to regula
disallowances in 2008 as a result of the 2007 EteBRate Case of $10.6 million and $19.6 milliomated to the writesff of deferred costs
RECs and coal mine decommissioning costs. Loweraijng expenses due to reduced planned enviroameuatages at SIGS and plar
outages at PVNGS, the impairment of certain Aftosts above amounts approved in a regulatory ord2008, and labor savings, are
than offset by increases in pension and benefitscascreased allocation of corporate overheads¢a@stid higher taxes other than inci
resulted from technology tax credits taken in 2008.

Depreciation and amortization costs increased 0928nd 2008. These cost increases are primaiierdiby the completion of tl
environmental upgrades on all four units at SJG&iacreases in distribution and transmission plah 2008, depreciation expense incre.
primarily due to the completion of Afton.

In 2009, PNM recognized interest income relatedrtoertain income tax positions associated with gharin book to tax differences
capitalization, compared to a reduction in inteiesbme in 2008. In addition, other income incexh 2009 due to improved performanc
the NDT assets. In 2008, other income and dechstivere reduced due to realized losses as wethpaiiment losses related to the N
assets.

In 2009, higher londerm interest costs on debt are offset by lowestantling debt balances and lower interest ratesrandaction fee

on short-term borrowings. In 2008, interest expsndicreased due to higher borrowings at higheg-term interest rates, along w
transaction fees associated with the refinancindett.
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TNMP Electric

The table below summarizes the operating result$MP Electric:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007
(In millions)
Total revenue $ 192.¢ $ 190.: $ 180« $ 24 % 9.¢
Cost of energ! 34.7 32.7i 29.t 2.1 3.2
Gross margir 157.¢ 157.¢ 150.¢ 0.3 6.7
Operating expenst 75.5 101.t 67.¢ (25.9) 33.€
Depreciation and amortization 37.8 38.7 30.4 (1.9 8.3
Operating incom: 45.1 17.2 52.7 27.1 (35.9)
Other income (deduction 2.¢ 3.2 1.€ (0.9) 1.7
Net interest charge (27.9) (18.9) (25.2) (9.5 6.8
Earnings before income tax 20.2 2.3 29.1 17.¢ (26.7)
Income (taxes (8.0) (11.7) (10.6) 3.1 (0.5)
Segment earnings (los $ 122 $ 8.9 $ 18.£ $ 21.C $ (27.2)

The table below summarizes the significant changestal revenues, cost of energy, and gross margin

2009/2008 Chang: 2008/2007 Changt
Total Cost of Gross Total Cost of Gross
Revenues Energy Margin Revenues Energy Margin
(In millions)

Rate increas $ 45 % - 9% 45 % - $ - $ =
Customer growth/usac 0.2 - 0.2 4.¢ - 4.¢
Hurricane Ike margin impa 1.€ - 1.€ (1.6) - (1.6)
PUCT ordel - - - 4.2 - 4.2
Other (3.9 2.1 (6.0 2.4 3.2 (0.8)
Total increase (decrease) $ 24 $ 21 $ 02 $ 9¢ $ 32 $ 6.7

The following table shows TNMP Electric operatimyenues by customer class, including intersegnesenues, and average nur
of customers:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007
(In millions, except customer
Residentia $ 740 % 710 0% 69.5 $ 3C $ 2.2
Commercial 73.% 72.¢ 70.1 0.t 2.7
Industrial 12.1 13.¢ 7.8 1.7 5.¢
Other 32.5 32.C 32.¢ 0.€ (0.9
$ 192.€¢ $ 190.2 $ 180« $ 24 $ 9.¢
Average customers (thousan¢s) 230.¢ 229.f 226.2 1.4 3.2

(1 Under TECA, customers of TNMP Electric in Texasdéve ability to choose First Choice or any othEPRo provide energy. T
average customers reported above include 86,575638, and 137,015 customers of TNMP Electric atddgber 31, 2009, 20(
and 2007 who have chosen First Choice as their RERese customers are also included in the Firsicglrsegmen:
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The following table shows TNMP Electric GWh salgschistomer class:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007
(Gigawatt hours®

Residentia 2,582.¢ 2,533.( 2,520.¢ 49.€ 12.¢
Commercial 2,216.¢ 2,206.. 2,196.( 10.7 10.Z
Industrial 1,983.: 2,094.¢ 1,927.¢ (111.¢ 166.¢
Other 107.1 107.5 100.¢ (0.4 6.8
6,889.¢ 6,941.! 6,745.. (51.9) 196./

(1 The GWh sales reported above include 1,131.9, 13568d 2,018.1 GWhs for December 31, 2009, 2068, 2007 used |
customers of TNMP Electric who have chosen Firsvi€as their REP. These GWhs are also includemivbie the First Choic
segment

On September 1, 2009, TNMP implemented a $6.8aniltiase rate increase. In addition to the basdnetease, TNMP was allowec
increase the cost of debt on its competitive ttarsicharges as well as to recover Hurricane ligesy restoration costs and rate case exp
through additional rate riders. In 2009, a smadké€ase in average customers and the absence ajbamrricane in 2009 increased revel
and margins. These increases were partially offgehilder weather and lower customer usage. Qthanges to revenues, cost of energy
margin include transmission charges to and fromertihansmission and distribution providers, misoedous service fees, and revel
associated with TNMP’s CTC. Other revenues andyimatecreased primarily due to a rate decreaseNMMP's CTC effective January 20
and lower miscellaneous service fee revenues. &ieds in lower CTC revenues are offset with 10®8iC amortization discussed below.

In 2008, increases in the average customer couhh@mer percustomer usage increased sales volumes, revendeg@ss margin.
2008, warmer temperatures in June and July wertialparoffset by milder temperatures at the begmgnand ending of the year along v
Hurricane Ike, which struck the Gulf Coast in Semter 2008 and resulted in a decrease to custonageus2007 revenues included a
credit to industrial customers, as ordered by tO€P. The conclusion of this credit in December26D7 resulted in increased revenues
gross margin in 2008. Additionally, the collectiohstranded costs incurred by TNMP as part ofdéeegulation of the Texas energy ma
increased revenues slightly, as collections aredas customer usage. These increases are offgatrieases in depreciation and amortize
related to the amortization of these regulatorgtsss

Operating expenses decreased due to an impairrhgobdwill in 2008 of $34.5 million. No impairmentvere recorded in 2009. Ot
than the impairment, increases in operating expEeims@009 resulted from higher distribution mairstece costs for tree trimming, increa
pension and benefit costs, increased allocatiacogiorate overhead costs, higher property andtsteeéal taxes, and writeff of $0.7 millior
in Hurricane Ike restoration costs that were nohatized to be recovered in the rate rider disaligd®ve. These costs were partially offse
the approval and recovery of costs related to aehsgavings associated with the Companyusiness improvement plan which resulted
reduction of administrative and general costs ofL $tillion. Operating expenses increased in 2008 due to anirimgaat of goodwil
amounting to $34.5 million as a result of the armm@airment testing.

Depreciation and amortization expense decreaseZD@® due to lower amortization costs associateth WNMP’s CTC, which i
partially offset with amortization for Hurricanedkestoration costs, which are recovered in ragéssribed above, and higher depreciation
due to increase in transmission plant. Depreciadiod amortization expense increased in 2008 duecteased amortizations of regulat
assets for stranded costs, depreciation on highet palances, and the absence of amortizatiomsre§ulatory liability in 2007 related to
industrial fuel credit.

In 2009, other income and deductions decreasedodoger revenues associated with contributiongidhof construction and the gain

disposal of certain assets recorded in 2008, whiete offset by the recovery of carrying costs om ltturricane Ike restoration costs of §
million. In 2008, other income and deductions
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increased due to gains on the sale of atlity property and higher contributions in aid @fnstruction, partially offset by a decrease teries
income on uncertain income tax positions.

Interest charges increased in 2009 due to highterest rates on long-term debt issued in March 20@8ich repaid shortern
borrowings that were at lower interest rates. Tigher cost of the lonterm debt is reflected in the rate increase effectbeptembi
2009. Interest charges decreased in 2008 due®bO@ million reduction of longerm debt in the second quarter of 2007, along Wit
repayment of $148.9 million of long-term debt ie econd quarter of 2008 utilizing additional stiertn debt with a lower interest cost.

PNM Gas

The table below summarizes the operating resultsPféM Gas, which is classified as discontinued afiens in the Consolidat
Statements of Earnings:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007
(In millions)
Total revenue $ 65.7 $ 507.C $ 508.t $ (4419 $ (1.6
Cost of energ! 44.7 346.¢ 352.¢ (301.9 (6.2)
Gross margir 21.C 160.< 155.7 (239.9 4.€
Operating expenst 11.5 92.2 97.1 (80.9) (4.9
Depreciation and amortization - - 21.€ - (21.€)
Operating incom: 9.7 68.2 37.C (58.5) 31.2
Other income (deduction 0.3 2.€ 1.1 (2.9 14
Net interest charge (2.0 (13.2) (12.2) 12.2 (1.0
Gain on dispose 98.4 - - 98.£ -
Earnings before income tax 107.t 57.¢ 25.¢ 49.¢ 317
Income (taxes (36.7) (23.0 (10.9) (13.7) (12.€)
Segment earning $ 70.6 % 34€ $ 155 $ 36.z $ 19.1

PNM completed the sale of PNM Gas on January 3092@s a result of the sale, the above table ¢ctfleperations from the PNM C
business from January 1 through January 30, 2Gf¥8pared to a full year of operations for 2008 a@@72 The other tables presented b
exclude 2009 since it is not meaningful.

The table below summarizes the significant changestal revenues, cost of energy, and gross margin

2008/2007 Chang:

Total Cost of Gross
Revenues Energy Margin
(In millions)

Gas price $ @7 $ @7 $ =
Rate increas 5.1 - 5.1
Customer growth/usac 4.€ 3.7 0.¢
Off-system activitie: (8.5) (8.2) (0.9
Other (1.2 - (1.2
Total increase (decreas $ (1.6) $ (6.2 $ 4.€
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The following table shows PNM Gas operating revernmecustomer class and average number of customers

Year Ended Decembel

31, Change

2008 2007 2008/200

(In millions, except customer
Residentia $ 342t ¢ 338:f ¢ 4.C
Commercial 103.¢ 102.: 1.6
Industrial 3.9 2.7 1.2
Transportatior® 16.2 15.1 1.1
Other 40.5 49.¢ (9.5
$ 507.C $ 508.t $ (1.6
Average customers (thousands) 496.5 491.¢ 4.9

(1) Custome-owned gas
The following table shows PNM Gas throughput bytooeer class:

Year Ended Decembel

31, Change
2008 2007 2008/200
(Thousands of decathern
Residentia 31,981.( 29,468.: 2,512.¢
Commercial 11,302.: 10,655.¢ 646.5
Industrial 417.% 313.1 104.2
Transportatior® 37,073.. 40,299.: (3,226.)
Other 3,107. 5,356.¢ (2,249.9)

83,881.( 86,092.¢ (2,211.9
(1) Custome-owned gas

Differences between operating results of PNM Gas 2009 and 2008 are primarily due to 2009 only udaig one month «
operations. Milder weather combined with lowergesper customer reduced overall sales volumes in 2@%h compared to the same pe
in the prior year. A préax gain of $98.4 million was recognized on theesafl the PNM gas business. In 2009, PNM expensetl i§illion
primarily associated with retained liabilities frodiscontinued operations in other income and deéolst Implementation of an appro
NMPRC rate increase resulted in an increase tawegand gross margin in 2008. In 2008, a sligirease in the average customer coun
a 2.0% increase in heatimggree days, both of which were mostly offset bgneenic conditions, resulted in increased revenums gros
margin. During 2008, revenues from off-system\aibtis decreased due to a lack of market activity.

PNM Gas purchased natural gas in the open marletsalt it at no profit to its saleservice customers. As a result, increase
decreases in gas revenues driven by gas costotithpact the gross margin or operating incomeNMRGas. Increases or decreases to (
margin caused by changes in sales-service voluapesgented margin earned on the delivery of gasstomers based on regulated rates.

In 2008, operating expenses decreased due to redsidh shared service costs resulting from theriess improvement plan, along w
a reduction for costs incurred in 2007 for dalurance costs and severance and consulting asstsiated with the business improvement
to reduce costs and improve processes in futunesyezertain corporate items that historically wellecated to the PNM Gas segment ca
be included as discontinued operations and wegsigrzed to PNM Electric for 2007. These itemsudel officer compensation, deprecia
on common utility and shared-service assets, anstage costs. The afteax amount of costs reassigned in 2007 totaled
million. Beginning in 2008, these costs were @ated among all PNMR business segments, otheRNah Gas.
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Due to the sale of the gas business, the assetddredale were not depreciated in accordance @AAP. If PNM Gas were not treal
as discontinued operations, depreciation of $1/Bamiand $21.5 million would have been recorde@@®9 and 2008.

Changes in other income and deductions are priyndui¢ to interest on PGAC balances.

Interest charges were primarily allocated from PR increased in 2008 due to higher borrowingsgiten long-term rates.

Altura

The table below summarizes the operating resultéfora:

Year Ended
December 31,
2007

(In millions)
Total revenue $ 65.4
Cost of energ 22.1
Gross margit 43.:
Operating expenst 18.€
Depreciation and amortization 7.7
Operating incomi 17.C
Interest incomt 0.1
Other income (deduction -
Net interest charges (8.5
Earnings before income tax 8.6
Income (taxes) (3.9
Segment earnings $ 5.2

Altura was contributed to Optim Energy on JunedQ72 Forced outages in the first quarter of 2G8fuced earnings, in addition
the impairment of the value of developmental riglotsthe expansion of the plant. See Note 2. Teisrease was partially offset by redt
interest expense associated with the pay downtstanding debt.

First Choice

The table below summarizes the operating resultsifst Choice:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007
(In
millions)

Total revenue $ 528.6 $ 582.; $ 600.7 $ (53.9) $ (18.5)
Cost of energ 346.5 564.: 500.¢ (217.9 63.5
Gross margir 182.¢ 17.¢ 99.¢ 164.k (82.0
Operating expenst 107.¢ 238.¢ 57.% (131.0 181.1
Depreciation and amortization 1.8 2.4 1.6 (0.€) 0.5
Operating income (los 73.2 (222.9) 40.¢ 296.( (263.6)
Other income (deduction (0.9 1.7 2.1 (2.2 (0.9
Net interest charge (2.8) (4.0) (0.8) 1.2 (3.2)
Earnings (loss) before income ta: 70.C (225.)) 42.1 295.2 (267.2)
Income (taxes) benel (25.6) 47.€ (14.9) (73.2) 62.5
Segment earnings (loss) $ 44.4  $ (177.6) $ 272 $ 222.C % (204.%)
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The following table summarizes the significant aipesto total revenues, cost of energy, and grosgima

2009/2008 Chang:

2008/2007 Chang:

Total Cost of Gross Total Cost of Gross
Revenues Energy Margin Revenues Energy Margin
(In millions)

Retail margins $ 47.¢) $ (156.0) $ 108.: $ 78.C $ 941 $ (16.3)
Weathet 7.7 6.2 1.t 0.c 1.1 (0.2
Customer growth/usac (67.9) (59.9) (8.0 (49.5) (37.2) (12.9)
Hurricane lke 4.2 0.¢ 3.3 (4.2) (0.9) (3.9
Trading margin 49.¢ - 49.¢ (46.9) - (46.9)
Unrealized economic hedg - (9.5 9.t 2.€ 6.4 (3.9
Total increase (decrease) $ (53.4) $ (217.9) $ 1645 $ (18.5) $ 635 $ (82.0)
The following table shows First Choice operatingergues by customer class, including intersegmermtnges, and actual numbe

customers:
Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007
(In millions, except customer

Residentia $ 349.¢ $ 407.2  $ 390.: $ (57.7) $ 17.C
Mass«-Market 25.7 52.% 61.C (27.0 (8.9
Mid-Market 133.1 149.: 141.¢ (16.2) 7.7
Trading gains (losse: - (49.9) (3.6) 49.¢ (46.9)
Other 20.4 22.¢ 11.2 (2.9 11.£
$ 528.t $ 582.2 $ 600.7 $ (539 $ (18.5)

Actual customers (thousandsp 225.( 237.2 258.¢ (12.9) (21.0

(1) See note above in the TNMP Electric segment disousdout the impact of TEC/

@  Due to the competitive nature of First Ch's business, actual customer count at December @ksented in the table above .
more representative business indicator than theageecustomers that are shown in the table for TNMd&omers

The following table shows First Choice GWh elecsédes by customer class:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007
(Gigawatt hour®)
Residentia 2,441 ¢ 2,547 2,796.¢ (205.9) (249.9)
Mass«-Market 145.¢ 278.% 371.¢ (132.%) (93.5)
Mid-Market 1,063.¢ 1,176.¢ 1,197.: (113.9) (20.5)
Other 9.7 16.2 21.1 (6.€) (4.9
3,660.! 4,018.¢ 4,387.. (358.9) (368.2)

(1) See note above in the TNMP Electric segment dision about the impact of TECA.

During 2009, a decrease in the average sales poiger MWh sales, and a reduction in the numberustomers resulted in decrea
operating revenues compared to 2008. Howevarifgigntly lower purchased power costs and favaratather in 2009 resulted in decre:
cost of energy and a net increase in gross margitesgins were also higher in 2009 due to the ingpat Hurricane lke and the LB(
bankruptcy in 2008 that did not recur in 2009.

A-44




During 2008, a decrease in customers and lower M@lbs decreased gross margins compared to 280@rage retail sales pric
increased although contractual delays in implemegniirice increases on fixed price term customeewats, coupled with contracti
limitations on monthly price increases for floatirgte customers prevented First Choice from recgupine dramatic increase in purck
power costs in 2008. The impact of Hurricane Ikerdased sales and resulted in an excess purchased supply that had to be sold in
spot market at prices less than cost, which deetegsss margins.

First Choice entered into a series of speculativesdird trades that arbitraged basis differentiad®reg certain ERCOT delivery zor
that decreased trading margins by $49.9 millio@008. This decrease includes a speculative losisigno of $3.3 million related to the LB(
bankruptcy. The LBCS contracts were subsequeeiyaced with other counterparty contracts resultmgo material net change in F
Choices future position. Because of continued markeatidy and concern that the forward basis marketild continue to deteriorate, Fi
Choice ended any further speculative trading in8208o significant additional costs were incurrad2D09 and none are expected in the fi
related to speculative trading. Gains or lossesroralized economic hedges represent unrealizedalae estimates related to forward ent
contracts and are not necessarily indicative oftieunts that will be realized upon settlement.

The allowance for uncollectible accounts and relldtad debt expense is based on collections ane-offitexperience. Bad de
expense decreased $10.7 million in 2009 compar@0@8 which is partially attributable to lower ogténg revenues in 2009. In late 2008
early 2009, the customer default rates experienee@ significantly above historic levels due to me@conomic conditions, higher aver
final bills, and an increase in customer churnisTtesulted in an increase in bad debt expense36f7$million in 2008 compared
2007. Management of First Choice is addressingotitedebt situation through several initiatives ahhilso contributed to a reduction in
debt expense in 2009. These initiatives includertsf to reduce the default rate experienced fatamers switching to another REP
increased focus on identifying new customer prospttat are more likely to demonstrate desired paynbehavior. To accomplish th
initiatives, First Choice is focusing its marketiefforts on commercial customers and customers @gthblished payment patterns. In addi
First Choice is increasing the credit score regui@ become a customer and expanding the circueesawhere customers are require
provide advance deposits to obtain service, or.bbttaddition, possible regulatory changes areeumtiscussion with the PUCT that wo
impede a customer's ability to switch REPs untiitghue balances are paid.

Total operating expenses decreased in 2009 dug0® itnpairments of goodwill of $88.8 million, thé&$t Choice trade name of $4
million, and the First Choice customer list of $4nfllion pre-tax (aggregating $119.6 million afteix) resulting from the annual impairm
testing. No impairments have been recorded in 2(B¥e Note 25. These decreases were partialigtdfy increased operational costs in 2
largely attributable to customer acquisition angrt expenses. Increased operational costs, whidhde expenses related to custo
acquisition and services, as well as employee |gtemsion and benefits, resulted in a decreasegment earnings when comparing 20C
2007.
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Corporate and Other

The table below summarizes the operating result€éoporate and Other:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007
(In
millions)

Total revenue (41.9) (55.9 (69.5) 14.2 13.F
Cost of energ (41.9) (55.2) (69.5) 13.¢ 14.2
Gross margir (0.9 (0.7) - 04 (0.9
Operating expenst (13.5) (0.4) 6.S (13.7) (7.9)
Depreciation and amortization 16.7 17.€ 12.5 (0.8 5.1
Operating income (los (3.6) (17.9 (19.9 14.: 1t
Equity in net earnings (loss) of Optim Enel (30.1) (29.7) 7.€ (0.9 (37.9)
Other income (deduction 15.2 (7.9 (6.4) 23.1 (1.5)
Net interest charge (22.5) (40.9) (33.0 18.2 (7.7)
Earnings (loss) before income ta: (41.1) (96.9) (51.9) 55.2 (45.0
Income (taxes) benel 18.t 44.¢ 37.C (25.9) 7.4
Segment earnings (los $ (22.5) $ (519 $ (14.39) $ 292 $ (37.6)

The Corporate and Other Segment includes consmiidaiminations of revenues and cost of energybeh business segme
primarily related to TNMP’s sale of transmissiorRiost Choice.

Operating expenses decreased $13.1 million in 20@$ared to 2008 and $7.4 million in 2008 compaoe2D07. These decreases v
primarily related to $10.7 million in severances aonsulting charges related to the business ingment plan that were incurred in 2008,
not in 2009 and $3.1 million in 2008 compared t®200ther operating expenses also decreased deelioed consulting expenses an
overall reduction in labor due to the business oupment plan and synergies from the divestiturediM Gas. In 2009, there was an offset
increase in incentive compensation expense. Tleativdecreases include an offset to depreciatxpemrse described below. Opera
expenses in 2008 and 2007 also include a creditetlo the elimination of operating lease expgraée by PNM to PNMR related to a port
of PVNGS Unit 2, which was purchased in 2007, dbotmg a favorable variance of $4.8 million in @ompared to 2007. Operat
expenses includes a $3.1 million loss in 2007 eeldb the contribution of Altura to Optim Energiy addition, 2007 includes $2.8 milli
related to Optim Energy formation costs. Favorafléances were also partially offset by highersdting and legal costs related to the sa
PNM Gas in the amount of $3.4 million in 2008 comgahto 2007.

Depreciation expense decreased $0.8 million 2008peoed to 2008 and increased $5.1 million 2008 @ewpto 2007. These chan
include $0.8 million and $2.9 million increasesspectively, related to increased depreciation @arezhservices asset base, which is offs
operating expenses in the Corporate and Other sdgasea result of allocation of these costs to rothesiness segments. The remai
variances are primarily due to depreciation on rigro of PVNGS Unit 2, which was purchased by asidilary of PNMR in mid 2007 and w
leased to PNM through mid 2009, when beneficial enship was transferred to PNM.

Corporate and Other results include earnings astsatiwith Optim Energy. Further explanation of igqin Optim Energy is show
below.

Other income and deductions increased in 2009 coedpa 2008 primarily due to a $15.0 million feeewed upon termination of t
CRHC acquisition agreement and a gain of $7.3 onillon the repurchase of $157.4 million of PNMM®.25% senior unsecured notes
addition, increases in 2008 compared with 2007uihelthe effects of the elimination of interest im&associated with the PVYNGS lessor r
in the amount of $2.0 million.

Net interest charges decreased by $18.2 millioR0®9 compared to 2008 and increased $7.7 millioB0d8 compared to 2007. 1
decrease in 2009 compared to 2008 was primarilsedrby lower debt borrowing volumes for both loegat and shorterm debt. The increa
in 2008 compared to 2007 was primarily driven by th
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issuance of $350.0 million senior unsecured notes $1.9 million increase in interest on uncertaioome tax positions, partially offset
$10.6 million in savings related to short-term lpaving volumes and rates.

Optim Energy

The table below summarizes the operating result©fdim Energy:

Year Ended December 31 2009/200¢ 2008/2007%
2009 2008 2007 Change Change
(In millions)

Total operating revenut $ 319t % 4727 $ 224 $ (1532 $ 248.¢

Cost of energy 201.t 366.5 147.: (165.0 219.2

Gross margir 118.( 106.Z 77.C 11.¢ 29.2

Operating expenst 123.% 117.¢ 33.t 5.¢ 84.:

Depreciation and amortizatic 37.2 30.5 15.€ 6.7 14.¢

Operating income (los! (42.9 (42.1) 27.¢ (0.8) (70.0

Other income (deduction (0.3 0.7 0.€ (2.0 0.1

Net interest charge (13.9) (19.2) (17.9) 5.4 (1.3

Earnings (loss) before incortaxes (57.0 (60.€) 10.€ 3.€ (71.2)

Income (tax) benefit on margin 0.2 0.1 (0.4) 0.1 0.E

Net earnings (loss) $ (56.) $ (60.5) $ 102 $ 3.7 $ (70.9)

50 percent of net earnings (lo: $ (28.9) $ (30.2) $ 51 $ 18 $ (35.9)
Plus amortization of basis difference

in Optim Energy (1.7) 0.E 2.E (2.2) (2.0)
PNMR Equity in net earnings of

Optim Energy $ (30.)) $ (29.79) $ 7€ $ 0.9 $ (37.9)

Optim Energy has changed its current strategy @&adtarm focus due to current adverse market conditi@gtim Energy is curreni
focused on utilizing cash flow from operations tduce debt and optimizing its generation asseta atandalone independent pov
producer. The goal is to position Optim Energyoftimize its performance in the current market wéttpectation of being able to t:
advantage of any economic recovery in the powergasdnarket over the next several years.

Optim Energy’s management evaluates the resultspefations on an ogeing earnings before interest, income taxes, dégien
amortization, and mark-to-market (“On-going EBITDABasis. Altura (Twin Oaks), Altura Cogen, and CeBayou 4 generating static
comprise Optim Energy’ core business. Cedar Bayou 4, which was contpietdune 2009, ahead of schedule and slightly ubddget
contributed $4.6 million, excluding depreciatioa,dperating income for the year ended Decembe@09. Generation increased from 1,
GWh for the year ended December 31, 2007 to 5,28% @r the year ended December 31, 2008, and 55k% for the year ended Decem
31, 2009. Operating expenses increased as Optiengizrcompleted the buildut of its organization. Revenue related to posaes an
purchases is included net in operating revenuestsCGelated to fuel purchases and sales are estoet in cost of sales.

On-going EBITDA excludes purchase accounting amoitimaincluded in gross margin related to out of neaitontracts and emiss|
allowances that were recorded at the acquisitioAlbfra and Altura Cogen. Amortization relateddat of market contracts decreased -
operating revenues $6.7 million in 2009 and incedagotal operating revenues by $2.2 million and .&3fillion in 2008 an
2007. Amortization for out of market contracts Ivaibntinue through the expiration of each contradtijch is 2010 for Altura and 2021 -
Altura Cogen. In addition, 2009, 2008, and 2003t @ energy includes $4.7 million, $11.2 millionda$2.3 million of amortization related
emission allowances acquired in the 2007 transastidhe amortizations for emission allowancesracerded as the allowances are use
plant operations, sold or expire.
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Optim Energy has a mulgear hedging program. The level of hedging at giwen time varies depending on current me
conditions and other factors. Economic hedgesdbatot qualify for or are not designated as céslv hedges or normal purchases/sale:
derivative instruments that are required to be mdio market. Due to the extreme market volatéitperienced in the first quarter of 200:
the ERCOT market, Optim Energy made the decisioextbthe speculative trading business and closelmuspeculative trading positions
early 2008. Optim Energy incurred $2.4 milliongpieculative trading losses and has since settlepedulative positions. Ogeing EBITDA
excludes the forward mark-to-market losses of $6ilBon for 2009, gains of $6.3 million for 2008nd losses of $0.3 million for 2007.

Optim Energy has emission allowance inventory fitti purchase of Altura Cogen and contribution alife, a portion of which fal
under the CAIR program. In July 2008, a federadegts court ruling by the U.S. Court of Appealsttog District of Columbia Circuit Cot
invalidated CAIR. This ruling appeared to remolre heed for emissions allowance credits under thiR@rogram. In 2008, Optim Ener
recorded a préax write off, included in operating expenses, 8LF million for all inventory held under the CAltogram. Optim Ener
values its remaining emission allowances at theetawé cost or market. In December 2009, Optim Bneeduced the value of its held for ¢
NOx emission allowances by $51.6 million becaussigifificant price declines in an illiquid markeAt December 31, 2009, Optim Energy
$4.9 million remaining held for sale allowancesinwentory. As of December 31, 2009, Optim Energgoahas $54.6 million remaining
inventory for emission allowances that are helthtet the emission requirements of its generatioijtfas.

The assets of Altura transferred to Optim Energjuided the development rights for a possible 8@@yawatt expansion of the Ty
Oaks plant, which was classified as an intangibket In the year ended December 31, 2008, Optiengy made a strategic decision nc
pursue the Twin Oaks expansion and wrote off theeld@ment rights as an impairment of intangibleetssmounting to $21.8 million.
addition, Optim Energy expensed $1.2 million in ylear ended December 31, 2008, of deferred admitiist and general costs related to
project.

LCC is Optim Energys counterparty in several agreements for powerségain sales. In addition, LCC leases Optim Engrgyand fo
the Altura Cogen facility and provides other seegicincluding water, to that facility. On Januéry2009, LCC filed for bankruptcy protect
under Chapter 11 of the US Bankruptcy Code. Tleeptition amount due from LCC is immaterial and Vil reserved as of December
2008. LCC has continued to perform under the exjstontracts since the filing.

The contribution of Altura created a basis differefetween PNMR' recorded investment in Optim Energy and 50 perck@ptinr
Energys equity. The PNMR net earnings impact does natak®0 percent of the Optim Energy amortization dose of this bas
difference. While the portion of the basis diffiece related to contract amortization will only dooe through 2010, other basis differen
including a difference related to emission allowes)awill continue to exist through the life of tAltura plant. The basis difference adjustn
reflected above relates primarily to contract aimation with insignificant offsets related to théher minor basis difference components.
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LIQUIDITY AND CAPITAL RESOURCES
Statements of Cash Flows

The information concerning PNMR’s cash flows is suamnized as follows:

Year Ended December 31 Change
2009 2008 2007 2009/200¢ 2008/2007
(In millions)
Net cash flows from
Operating activitie $ 87.1 $ 88.t $ 2231 % 09 $ (234.%)
Investing activitie: 379.7 (320.%) (73.5) 700.4 (247.2)
Financing activities (593.9) 355.( (255.2) (948.9) 610.2
Net change in cash and cash equivalents $ (126.0 $ 122.¢ $ (105.6) $ (248.9 $ 228.t

The changes in PNMR’cash flows from operating activities relate priitgeto increased margins and reduced collaterqliirements ¢
First Choice in 2009. PNMR also received a $9.lionilaftertax settlement in 2009 due to the termination ef@RHC acquisition agreeme
Increases were partially offset by the paymentasks$ related to earnings and the sale of PNM G&9@9, as well as only one montt
operations from the PNM Gas segment. In 2008, loeaenings primarily due to results of operationd arcreased collateral requirement
First Choice decreased cash flows from operatitigities. Higher interest payments in 2008 compared009 and 2007 also contributed ta
changes.

The changes in cash flows from investing activitigate primarily to the proceeds from the sal®NM Gas in 2009 as well as redu
utility plant additions at PNM, including for theNR1 Gas segment. The contribution of Altura resgtin net cash distributions to PNMR fr
Optim Energy in 2007 (see Note 22) and higher edjperes for utility plant additions in 2007, incing the purchase of assets underlyil
portion of PVYNGS leased by PNM (see Note 2), exjpemsf Afton, environmental upgrades at SJGS, agtdr purchases of nuclear fuel
PVNGS also contributed to the changes.

The changes in cash flows from financing activitielate primarily to the 2009 use of the proceedmfthe sale of PNM Gas to re
shortterm borrowings at PNM and PNMR. In 2008, the issm@aof common stock by PNMR in connection with gagtlement of equi
purchase obligations of the holders of publiclydchefuity-linked units and the issuance of lagagn debt by PNMR and PNM was partii
offset by the redemption of long-term debt by PNIWMNMP issued new long-term debt in 2009 using tteegeds to retire both lortgrm an
short-term debt. In 2008, the redemption of loagrt debt by TNMP was offset by new shtatm borrowings. Cash used for the redemptic
long-term debt by TNMP in 2007 was partially offegtproceeds from the issuance of PCRBs by PNM.

Financing Activities
See Note 6, for additional information concernihng €Company’s financing activities.

On January 5, 2009, PNMR commenced a tender offereby it offered to repurchase up to $150.0 onillbf its 9.25% seni
unsecured notes due 2015. Prior to expiratiomefaffer, $157.5 million of notes were tenderedPdMR for purchase. Under the applic:
rules for this type of arrangement, PNMR was ablg@urchase $157.0 million of notes at 93% of faaki®. On February 5, 2009, PNI
repurchased and retired these notes for $146.@mijtllus accrued interest. On February 26, 200vVIRNMurchased an additional $0.4 mill
of the 9.25% senior unsecured notes at 93% ofvfaluee in a private transaction.

On March 23, 2009, TNMP issued $265.5 million agate principal amount of 9.50% First Mortgage Bortige 2019, Series 200
(the “Series 2009A Bonds”) at a price equal to 93% of their face value. The
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bonds bear interest at the rate of 9.50% per arofuheir face value. TNMP may redeem some or athefSeries 2009A Bonds at any time
redemption price that reflects a makbele provision, plus accrued interest. The SeP@89A Bonds are secured by a first mortgag
substantially all of TNMP’s property.

On March 25, 2009, TNMP entered into a $50.0 milliban agreement with Union Bank, N. A. (th€009 Term Loa
Agreement”). TNMP borrowed $50.0 million under this agreementhdarch 30, 2009. Borrowings under the 2009 TernarLé\greemel
must be repaid by March 25, 2014 and are secure$bBy0 million aggregate principal amount of TNMPBstf mortgage bonds (theSérie:
2009B Bonds”). Through hedging arrangements, TNM® established fixed interest rates for the 2G&®nTLoan Agreement.

TNMP used the proceeds received from the Serie®R2@onds and the 2009 Term Loan Agreement to repay$100.0 millio
borrowed under the TNMP Bridge Facility and the G05million outstanding under the TNMP Facilityhéremaining proceeds, after offer
expenses, were used to reduce intercompany bomgsviiom PNMR.

On April 30, 2009, TNMP entered into a new $75.0lioni revolving credit facility (the “TNMP Revolvig Credit Facility”)and th
existing TNMP Facility was terminatedorrowings under the TNMP Revolving Credit Faciligye secured by $75.0 million aggres
principal amount of TNMP first mortgage bonds (tBeries 2009C Bonds”). The TNMP Revolving CreditcHity will expire in April 2011.

On May 23, 2003, PNM issued $36.0 million of 4.0886RB senior unsecured notes, which had a schedudglrity in 2038, b
were subject to mandatory repurchase and remagketiduly 1, 2009. PNM repurchased these note$3®:0 million on July 1, 2009 utilizii
available cash balances and borrowings under thd Phkility. PNM held these bonds (without legatlgnceling them) until December
2009, on which date they were remarketed. The rested bonds bear interest at 6.25% and maturamumady 1, 2038.

On February 10, 2010, PNM filed an application wilte NMPRC requesting approvals and authorizatiomefund up to $403.8 millic
of callable PCRBs issued by the City of Farmingtdew Mexico and Maricopa County, Arizona PollutiGontrol Corporation to replace
current bonds with new tasxempt pollution control revenue bonds. The curbemds have been used to support a portion aidkeof certai
pollution control systems, facilities and relatetbrovements at SJGS and PVNGS. The nevetaxpt bonds will be collateralized by Pl
senior unsecured notes, similar to the current son@iming of any refunding and issuing new bowdls depend on approval of the NMPF
as well as market and other conditions.

PNMR offers new shares of PNMR common stock thraighPNMR Direct Plan. On July 15, 2009, PNMR lrepgarchasing shares
its common stock on the open market rather tharnirigsadditional shares to satisfy subscriptionseurtie PNMR Direct Plan. PNMR t
offered new shares of its common stock throughaarite distribution agreement, which was terminateduly 2009.

As discussed in Note 2, on January 12, 2008, Péidhred a definitive agreement to sell its natusal@perations, which comprise
PNM Gas segment. The sale was completed on Jar8ar2009. PNM used the proceeds of approxima$&§0 million, including
preliminary adjustment for the level of working @apat closing, to retire shoterm debt and pay a dividend to PNMR of $220.0iamll The
remaining funds were used to pay income taxes @gan from the sale.

Capital Requirements

Total capital requirements consist of constructexpenditures and cash dividend requirements foh lmaimmon and preferr
stock. The Series A convertible preferred stocknstled to receive dividends equivalent to anyidiénds paid on PNMR common stock ¢
the preferred stock had been converted into comstock. The main focus of PNMR'current construction program is upgrading gef
resources, including renewable energy resourcdstowned by PNM, upgrading and expanding the étettmnsmission and distributi
systems, and purchasing nuclear fuel. Projecfionttal capital requirements for 2010 are $33milBion, including construction expenditul
of $285.1 million. Total capital requirements foe years 201@014 are projected to be $1,770.4 million, inclgd@onstruction expenditut
of $1,509.8 million. See Commitments and Contralctu
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Obligations below. These amounts do not includedasted construction expenditures of Optim Eneijyese estimates are under contin
review and subject to on-going adjustment, as astio Board review and approval.

During the year ended December 31, 2009, PNMRzetilcash generated from operations and cash ah harnwell as its liquidi
arrangements and proceeds from the sale of PNMiGasddition to the financing activities descridad\Note 6, to meet its capital requireme
and construction expenditures.

TNMP’s $50.0 million in borrowings under the 2009 Teromh Agreement, which is secured by the Series 2@®@RIs, are due
2014. PNMR and its subsidiaries have no other-tengn debt that comes due prior to 2015, excep$®8 million that is due in installmel
through 2013.

As discussed in Note 22, Optim Energy co-dgwedl a generating unit, which was completed in 2089. Optim Energg share ¢
the construction costs was $209.6 million, whichswviimanced through Optim Energy ’s credit facilapd operating cash flows. @ptim
Energy undertakes additional projects, which regyfimds that would exceed the capacity of its eurmeedit facility and Optim Energig
unable to obtain additional financing capabilitif®yMR and ECJV may be asked to provide additionating, but such funding would be
the option of PNMR and ECJV and no assurance caivea that such funding will be available to Optiinergy. PNMR is unable to prec
if additional funding will be requested or, if rezgted, the amount or timing of additional fundd thauld be provided to Optim Energy .

Liquidity

PNMR's liquidity arrangements include the PNMR Facibityd the PNM Facility both of which primarily expine 2012 and tt
TNMP Revolving Credit Facility, which expires in Apb2011. These facilities provide shdagrm borrowing capacity and also allow letter
credit to be issued, which reduce the availablecidyp under the facilities. Commercial paper peogs previously available under the PN
and PNM facilities were terminated on July 2, 200%ese credit facilities will need to be renegetibor replaced prior to their expiration:
order to provide sufficient liquidity to finance eqations and construction expenditures. The awiéithaof such credit facilities, including the
amounts for borrowing thereunder and their ternts@mnditions, will depend on the credit marketthat time, as well as the Compasgredi
ratings and operating results. Both PNMR and PN&6 have lines of credit with local financial irigtions. As of February 15, 2010,
Company had short-term debt outstanding of $269llibm

Although accessing the capital markets at theeotiime could be difficult as well as costly, tBempany currently believes that
internal cash generation, existing credit arrangemend access to public and private capital niankél provide sufficient resources to m
the Companys capital requirements. To cover the differencthénamounts and timing of cash generation and i@ghirements, the Compe
intends to use shotérm borrowings under its current and future lidgyidrrangements. However, if market difficultiesperienced during tl
recession resurge or worsen, the Company may nablgeto access the capital markets or renew cfediiities when they expire. In st
event, the Company would seek to improve cash floyeeducing capital expenditures and PNM wouldsoder seeking authorization for
issuance of first mortgage bonds in order to impragcess to the capital markets, as well as amy atternatives that may remedy the situe
at that time.

In addition to cash received from the sale of PNMis@nd its internal cash generation, the Compatigiates that it will b
necessary to obtain additional lotegm financing in the form of debt refinancing, neebt issuances, and/or new equity in order to fts
capital requirements during the 2010-2014 period.

The Companyg ability, if required, to access the credit angitzh markets at a reasonable cost and to providether capital needs
largely dependent upon its ability to earn a faturn on equity, its results of operations, itddreatings, its ability to obtain required regulgi
approvals and conditions in the financial markets.

On April 18, 2008, S&P lowered the credit ratings PNMR, PNM, and TNMP and placed them on negativook for possibl
additional downgrades. On May 6, 2008, S&P agaiveled the credit ratings for PNMR, PNM, and TNM#RI dhe outlook was changec
stable for all entities. On April 25, 2008, Moodyfowered the credit ratings for PNMR and PNM amthtmued a review for possil
downgrade, while reaffirming TNMP’s
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ratings with a negative outlook. On May 23, 20P®ody’s changed the outlook for PNMR and PNM from ratimgler review for possikt
downgrade to negative outlook. On December 9, 2888 changed the outlook for PNMR, PNM, and TNMéni stable to negative. T
ratings actions have increased borrowing cost®M¥R and PNM and could increase future borrowingtedor PNMR, PNM, and TNMP.
addition, certain contractual arrangements requihed following downgrades the Company obtain comumaé insurance for risks that we
previously selfinsured. On October 2, 2008, Fitch Ratings annedmeedit ratings for PNMR, PNM, and TNMP. On Deber 9, 2009, S&
revised its outlook to stable from negative on PNN®RIM and TNMP. As of February 15, 2010, ratingslte Company debt securities we
as follows:

PNMR PNM TNMP

S&P

Senior secure & BB+ BBB-

Senior unsecure BB- BB+ *

Preferred stoc & B kd
Moody's

Senior secure & & Baa2

Senior unsecure Ba2 Baa3 *

Preferred stoc & Ba2 &
Fitch Ratings

Senior secure & BBB- BBB

Senior unsecure BB BB+ *

Preferred stoc & BB- &

* Not applicable

Investors are cautioned that a security ratingoisanrecommendation to buy, sell or hold securitibat it is subject to revision
withdrawal at any time by the assigning rating oigation, and that each rating should be evaluisigependently of any other rating.

A summary of liquidity arrangements as of Februbsy2010 is as follows:

PNMR PNM TNMP PNMR
Separate Separate Separate Consolidated
(In millions)
Financing Capacity
Revolving credit facility $ 600.C $ 400.C $ 75.C $ 1,075.(
Local lines of credit 5.C 5.C - 10.C
Total financing capacit $ 605.C $ 405.C $ 75.C $ 1,085.(
Amounts outstanding as of February 15, 2(
Revolving credit facility $ 107.C $ 162.C $ - $ 269.(
Local lines of credit - - - -
Total shor-term debt outstandin 107.( 162.( - 269.(
Letters of credi 67.€ 13.: 1.t 82.4
Total short terr-debt and letters of crec $ 174.¢ $ 175.2 $ 1 $ 351.
Remaining availability as of February 15, 2010 $ 430.2  $ 229.7 $ 735 3 733.€
Invested cash as of February 15, 2 $ 16.4 $ 2€ $ - $ 19.C
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The above table excludes intercompany debt. Timairgng availability under the revolving credit fidees varies based on a numbe
factors, including the timing of collections of acmts receivables and payments for construction gpetating expenditures. LBB wa
lender under the PNMR Facility and the PNM FaciliyBH, the parent of LBB, has filed for bankruptpyotection. Subsequent to
bankruptcy filing by LBH, LBB declined to fund a tvowing request under the PNMR Facility amounting$5.3 million. The abov
availability includes $29.9 million that represetiie unfunded portion of the PNMR Facility attriaote to LBB. PNMR is discussing with -
participants in the PNMR Facility amending the PNI&ility to remove LBB, which would reduce thealotapacity under the PNMR facil
to $568.0 million. In addition the PNMR Facilitpéithe PNM Facility will reduce by $26.0 million@$14.0 million in 2010 and an additio
$25.0 million and $18.0 million in 2011 accordirmtheir terms. The Company does not believe anngnitie PNMR Facility to remove LB
the scheduled reduction in the facilities, or tieH bankruptcy will have a significant impact on PIRM and PNM’s liquidity.

For offerings of debt securities registered wita 8EC, PNMR has an effective shelf registratiotestant expiring in April 2011. Tt
shelf registration statement has unlimited avalitgband can be amended to include additional sgesy subject to certain restrictions
limitations. PNMR can offer new shares of PNMR ooom stock through the PNM Resources Direct Planeurad separate SEC st
registration statement that expires in August 202April 2008, PNM filed a new shelf registratistatement for the issuance of up to $7
million of senior unsecured notes that expires pril®2011. As of February 15, 2010, PNM had $6Q@ilion of remaining unissued securit
registered under this and a prior shelf registresimtement.

As discussed above and in Note 6, disruption indteglit markets has had a significant adverse itnpaca number of financi
institutions and several of the financial instituits that the Company deals with have been impa¢tediever, at this point in time, t
Company'’s liquidity has not been materially impacéad management does not expect that it will bieriadly impacted in the near-future.

Information concerning PNMR’common stock, dividends, and recent financiniyigéies is set forth above as well as in Note 5 Alude
6.

Off-Balance Sheet Arrangements

PNMR’s off-balance sheet arrangements include PNbfierating lease obligations for PYNGS Units 1 anthe EIP transmissi
line and Delta, a 132 MW gas-fired generating plant

In 1985 and 1986, PNM consummated sale and ledsdtzansactions for its interest in PVNGS Units H & The original purpose
the sale-leaseback financing was to lower revergairements and to levelize the ratemaking imp&&8\WINGS being placed iservice. Th
lease payments reflected lower capital costs agdéy investors were able to capitalize the itwent with greater leverage than PNM
because the sale transferred tax benefits that BOIMI not fully utilize. Under traditional ratenial, the capital costs of ownership of a m
rate base addition, such as a nuclear plant, art-¢nd loaded. The revenue requirements are higheimnitial years and decline over the
of the plant as depreciation occurs. On the offamd, the lease payments are level over the lease {The leases, which expire in 2015
2016, contain options to renew the leases at @ fixece or to purchase the property for fair mankadtie at the end of the lease terms. PN
exploring its alternatives.

Additionally, in 1996, PNM entered into an opergtilease agreement for the rights to all the outguhe Delta generating ple
through June 2020. The gas turbine generatingisiiperated by Delta, which is a variable inteedity. See Note 9. The plant is ma
used as a peaking plant to meet peak load requirtsme

These arrangements help ensure PNM the availabfiiigwer-cost generation needed to serve custamers

For reasons similar to the above, PNM built the Et@nsmission Line and sold it in sale and leade@ansactions in 1985. The E
line is 216 miles long and runs from near Albuqueertp the Texadlew Mexico border. It is a 345 kilovolt line withcapacity of 200 MW ai
is one of two interconnections in New Mexico lingithe Western regional electrical grid with the Wesxas grid. PNM currently owns 6l
and operates 40% of the EIP line under the ternsslease agreement extending into 2015 with fisegd-and fair market value renewal opti
and a fair market value purchase option.
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In addition to operating costs, PNM is reqdite make payments under these leases. The flease payments shown below for the
PVNGS and EIP leases have been reduced by ambantsitl be returned to PNM through its ownershiprélated lessor notes.

Delta
PVNGS Person
Units 1&2 EIP PPA Total
(In thousands
2010 $ 12,74: $ 11z $ 5,95¢ $ 18,81
2011 13,43¢ 54 5,95¢ 19,44
2012 25,07¢ 49¢ 5,95¢ 31,53
2013 27,427 2,84¢ 5,95¢ 36,22¢
2014 32,23¢ 2,84¢ 5,95¢ 41,03"
Thereafter 20,35 1,42: 33,25! 55,027
Total $ 131,27 $ 7777 $ 63,03. $ 202,08(

See Sources of Power, Investments in Note 1, and Rfor additional information.
Commitments and Contractual Obligations

The following table sets forth PNMR'’s lortgrm contractual obligations as of December 31,92@ee also Note 7 for further det
about the Company’s significant leases, includhmgse for PNM and TNMP:

Payments Due

2015 and
Contractual Obligations 2010 2011-2012 2013- 2014  Thereafter Total
(In thousands
Long-term debt (a $ 2,12 $ 4,63¢ $ 52,53(C $ 1,513,96. $ 1,573,25
Interest on lon-term debt (b’ 116,23¢ 232,47. 232,47. 606,59: 1,187,771
Operating leases (i 27,791 68,94" 95,01( 56,66 248,411
PPAs (d) 22,19¢ 30,06¢ 16,62( 20,29¢ 89,18(
Coal contracts (€ 55,32: 115,60° 122,19 181,33. 474,45t
Outsourcing 24,54 39,48¢ 27,32¢ - 91,35¢
Pension and retiree medical 22,69¢ 133,99¢ 134,99¢ - 291,69!
Construction expenditures ( 285,10( 741,20( 483,50( - 1,509,801
Other 15,97« 8,26¢ - - 24,23
Total (h) $ 571,99 $ 137467 $ 1,164,65 $ 2,378,84 $ 5,490,16.

(@) Represents total long-term debt excludingnoréized discount of $5.9 million.

(b) Represents interest payments during the gerio

(c) The operating lease amounts are net of arsdariie returned to PNM as payments on its investsria related lessor notes. See

Investments in Note 1 and Note 7.

(d) PPA amounts do not include amounts for Vaketitat PNM is obligated to pay since Valenciadasolidated by PNM in

accordance with GAAP. See Note 9.

(e) Represents only certain minimum paymentsrtieat be required under the coal contracts if noveeés are made.

() The Company only forecasts funding for ithgien and retiree medical plan for the next fivarge

(g) Represents forecasted capital expenditureggruwvhich substantial commitments have been matie. Company only forecasts

capital expenditures for the next five years.

(h) PNMR is unable to reasonably estimate théntnof liability and interest payments for uncenté@icome tax positions in individual
years due to uncertainties in the timing of theetff/e settlement of tax positions. Therefore, AFNMliability of $22.6 million and
interest payable of $1.1 million are not refleciedhis table.
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Contingent Provisions of Certain Obligations

PNMR, PNM and TNMP have a number of debt obligatiand other contractual commitments that contaitiiegent provisions. Sor
of these, if triggered, could affect the liquiddfthe Company. PNMR, PNM or TNMP could be reqgdite provide security, immediately
outstanding obligations or be prevented from drawin unused capacity under certain credit agreesiktite contingent requirements wer:
be triggered. The most significant consequencastirg from these contingent requirements areiléetén the discussion below.

The PNMR Facility, the PNM Facility, and the TNMRWIving Credit Facility contain “ratings triggetrdor pricing purposes only.
PNMR, PNM, or TNMP is downgraded or upgraded by tatngs agencies, the result would be an increaséecrease in interest c«
respectively. In addition, these facilities contaiontingent requirements that require the maimeaaf debt-tozapital ratios, including fi
PNMR and PNM the present value of payments undePMNGS and EIP leases as debt, of less than #686.ch ratio were to exceed 6&
the entity could be required to repay all borrovginmder its facility, be prevented from drawingtbe unused capacity under the facility,
be required to provide security for all outstandietgers of credit issued under the facility.

If a contingent requirement were to be triggeredasrthe PNM Facility resulting in an acceleratidnttee outstanding loans under
PNM Facility, a cross-default provision in the PVE@ases could occur if the accelerated amounttipaid. If a crosslefault provision i
triggered, the lessors have the ability to accedetteeir rights under the leases, including acedien of all future lease payments.

PNM's standard purchase agreement for the procunteafiegas for its fuel needs contains a contingeqtuirement that could requ
PNM to provide security for its gas purchase olilages if the seller were to reasonably believe tRBM was unable to fulfill its payme
obligations under the agreement.

The master agreement for the sale of electricitthenWSPP contains a contingent requirement thtatimes PNM to provide security
its debt falls below investment grade rating. Aidaially, both PNM and FCP utilize standard deiivatcontracts to financially hedge and tr
energy. These agreements contain contingent reqgeires that require PNM or PNMR to provide secuifitits debt falls below investme
grade rating. The Company has provided the requiexlirity under these agreements. The WSPP agneéeats® contains a conting
requirement, commonly called a material adversegéarovision, which could require PNM to provigeugrity if a material adverse chang
its financial condition or operations were to occur

No conditions have occurred that would result ip ahthe above contingent provisions being impletadn
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Capital Structure

The capitalization tables below include the curmestturities of long-term debt, but do not includeiterm debt and do not inclu
operating lease obligations as debt.

December 31

PNMR 2009 2008
PNMR common equit 49.€% 49.2%
Convertible preferred stoc 3.0% 3.C%
Preferred stock of subsidia 0.3% 0.2%
Long-term debt 47.1% 47./%

Total capitalizatior 100.(% 100.(%

PNM
PNM common equit 51.9% 55.7%
Preferred stoc 0.5% 0.5%
Long-term debt 47.€% 43.8%

Total capitalizatior 100.(% 100.(%

TNMP
Common equity 59.2% 71.€%
Long-term debt 40.7% 28.4%

Total capitalizatior 100.(% 100.(%

OTHER ISSUES FACING THE COMPANY
Climate Change Issues

In April 2007, the U.S. Supreme Court held that BfRA has the authority to regulate GHG under thea@lAir Act. This decisio
coupled with an increased focus in Congress orslitipn to address climate change, has heightdreethtportance of this issue for the ent
industry. Although there continues to be debater dhe details and best design for state and &geograms, increased state and fe«
legislative and regulatory activities calling f@gulation of GHG indicate that climate change priida legislation and regulation are likely
the future.

In July 2008, the EPA published the Greenhouse hsnced Notice of Proposed Rulemaking. The eotitentified, but did ni
choose among, options for GHG regulation and réqdesomments on the options presented. Absenti@ssignal action, in due course
Company expects the EPA to adopt regulations rglat GHG.

In December 2009, the EPA released its final endangnt finding stating that the atmospheric corregioins of six key greenhot
gases (carbon dioxide, methane, nitrous oxide,dilxdirocarbons, perfluorocarbons, and sulfur hexaftle) endanger the public health
welfare of current and future generations. Thdifig does not by itself impose any requirementprmducers of GHG, but the finding does
the groundwork for the EPA to regulate GHG from reawd existing stationary sources such as powetgkamd for new motor vehicles. 1
EPA proposed several rules regulating GHG in guaigdon of the final endangerment finding. In Sepber 2009, the EPA proposed G
motor vehicle standards and expects to finalizesdhstandards in March 2010. Promulgation of théomeehicle standards will trigger t
applicability of Prevention of Significant Deterégion (“PSD”)and operating permit requirements for stationayrees that emit GHG. Wi
respect to PSD and operating permit requirememtsEPA proposed a rule that focuses on large tiasilemitting
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over 25,000 metric tons of GHG per year. Thesditias would be required to obtain air permits ttlilemonstrate they are using the
available control technology to minimize GHG. Eaxlthe Company’s fossildeled electric generating plants emit over 25,6@4ric tons ¢
GHG per year. At this time, the Company cannotljstewhat the impact of the proposed rule will be tbe operation of our fosdilielec
power plants, although it could require the Compémyincur capital costs and increased operatindsciws order to fulfill the applicab
standard.

In addition, several legislative initiatives areden consideration in Congress that would regulatdsGThese initiatives range frc
general limitations on GHG to the imposition ofcaczalled “cap and tradesystem to the imposition of a tariff on GHG. Iuisclear whether
when legislation will be passed, although the Obadministration and several leading members of @sgycontinue to express their inter
pass legislation.

In June 2009, the United States House of Repratest passed H.R. 2454, the American Clean Enargly Security Act ¢
2009. This bill, commonly referred to as the WarnhMdarkey Bill, if ultimately passed into legislatipwould establish an economee
program, with cap and trade as its cornerstonajlagigg GHG. The bill defines specific emissiomgluctions requirements and timelit
provides for the allocation of free allowances lectic utilities in the early years of the progrémnhelp mitigate cost impacts to ratepayers
allows for compliance flexibility through cost coat mechanisms including the establishment of aisebfprogram that will further he
mitigate costs to consumers.

On November 5, 2009, the Senate Environment atid®W/orks Committee reported the Clean Energy Juix$ American Pow
Act (S. 1733) out of committee. While the billbsoadly similar to the climate change frameworkhe WaxmanMarkey Bill, it includes
more aggressive GHG reduction target for 202(apltears unlikely that S. 1733 has the bipartisgap@t required to pass the Senate.
December 10, 2009, Senator Kerry (D, MA), an omflinosponsor of S. 1733, Senator Graham (R, SC)Sawator Lieberman (I, C
announced a framework for climate change legistatiat may be the basis for a bipartisan suppoatfature bill.

The Company has assessed, and continues to abseBapacts of potential climate change legistatio regulation on its busine:
This assessment is preliminary, and changes itetfislative or regulatory process could impactdssessment significantly. The Company’
assessment includes assumptions regarding theisggeienhouse gas emission limits, the timingnopliementation of these limits, the leve
emissions allowances allocated and the level thatrbe purchased, the development of technologiesehewable energy and to red
emissions, the cost of emissions allowances, tlyeedeto which offsets may be used for complianog, rovisions for cost containme
Moreover, the assessment assumes various marlkaioreasuch as with respect to the price of coa gas and regional plant econom
These assumptions, at best, are preliminary andufgieve. However, based upon these assumptidres,ehactment of climate chai
legislation would likely, among other things, rdsul significant compliance costs, including sigeeint capital expenditures, and cc
jeopardize the economic viability of certain getieig facilities. For example, see the discussibfraur Corners in Note 16 under the cap
The Clean Air Act —Regional Haze. In turn, these consequences waad to increased costs to customers and couldtaésalts ¢
operations, cash flows, and financial conditiorihié incurred costs are not fully recovered throoggulated rates. Higher rates could
contribute to reduced demand for electricity. Twmpanys assessment process is ongoing but too prelimaratyspeculative at this time
the meaningful prediction of financial impact.

Pursuant to New Mexico law, each utility must subam integrated resource plan to the NMPRC evamgetlyears to evaluate renew:
energy, energy efficiency, load management, disteith generation and conventional supgilye resources on a consistent and comps
basis. The integrated resource plan is requirethke into consideration risk and uncertainty oflfgsupply, price volatility and costs
anticipated environmental regulations when evahgatiesources options to meet supply needs of BNdstomers. The NMPRC issuec
order in June 2007, requiring that New Mexico ti&§ factor a standardized cost of carbon emisdiaiostheir integrated resource plans u
prices ranging between $8 and $40 per metric toB®f, emitted and escalating these costs by 2.5% per ydader the NMPRC order, et

utility must analyze these standardized pricesraggted operating costs in 2010 and thereaftafleBting the developing nature of this is:
the NMPRC order states that these prices may begeltbin the future to account for additional infation or changed circumstances. PN
required, however, to use these prices for purpofés integrated resource plan, and the priceg nwd reflect the costs that it ultimately v
incur. PNM’s integrated resource plan filed with the NMPRCSiEptember 2008 showed that incorporation of the RRIRequired carbc
emissions costs did not significantly change tlspalich of existing facilities or the resource decis regarding future facilities over the nex
years. Much higher GHG costs than assumed in MPRIC analysis are necessary to impact the disj
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of existing resources or future resource decisidhg primary consequence of GHG costs was an isergageneration portfolio costs. -
public involvement phase of PNM’s next integratedaurce plan will begin by July 2010.

Seven western states, including New Mexico andeti@anadian provinces have entered into an accafigdcthe Western Regiot
Climate Action Initiative (the “WCI”)to reduce GHG from automobiles and certain indestrincluding utilities. The WCI released de
recommendations for elements of a regional capteadk program in September 2008, and has createtatesubcommittees to deve
detailed implementation recommendations. The suintittees are slated to complete their work in 20W@der the WCI recommendatio
GHG from the electricity sector and fossil fuel saumption of the industrial and commercial sectoilklve capped at then current levels
subject to regulation starting in 2012. Over tipmducers will be required to reduce their GHGaplementation of the design elements
GHG reductions will fall to each state and provinde New Mexico, the Company believes this willquge new legislation ai
rulemaking. The Company will not be able to fullgsess the implications of the recommendationd inmplementing legislation and rul
have been enacted. In the event federal cap add tegislation is adopted, it may replace stateragional initiatives.

In December 2008, New Energy Economy (“NEE”), a -poofit environmental advocacy organization, petigd the New Mexic
Environmental Improvement Board (“EIBtp amend existing regulations and adopt new reiguigitrequiring a cap on GHG, includin
statewide GHG limit of 25% below 1990 levels by @0Z'he proposal provides for an absolute cap withioe ability to purchase allowan:
from other entities to cover GHG. The EIB ordekeghl briefs to be filed on the issue of the EHRuthority to regulate GHG. After review
the briefs and a hearing in April 2009, the EIBided it does have authority to regulate GHG. Dgiriine hearing, NEE agreed to amen
proposal to be a cap and trade program. At theri¢®ting held in July 2009, the NMED outlined itsgosed schedule for the adoption
implementation of regulations necessary to implantée proposals under the WCI. PNM and other istee parties filed a motion
temporarily stay further action on the NEE petitjgending introduction of the NMEB'WCI regulatory proposals so that the NMED prot
could be considered together with the NEE propobalAugust 2009, the EIB denied the motion for teenporary stay. The EIB w
commence a hearing on the NEE proposal beginnintuite 2010 and a public comment session to begiklanch 1, 2010. NEE and t
NMED sought to bifurcate the proceeding to consttiefscience of climate changeit an initial hearing and proposals to implemegutatior
to reduce GHG at a subsequent hearing. The EIBttawissue of bifurcation under advisement andddetagainst bifurcating the hearing.
January 13, 2010, PNM along with a diverse grouptbér New Mexico businesses, legislators, anccaljure interests filed a lawsuit in st
court against the EIB challenging its authorityrémulate GHG as proposed in the NEE petition. 3hi¢ also requests a preliminary
permanent injunction enjoining the EIB from condugtfurther proceedings on the NEE petition. Waraga predict the outcome of t
proceeding.

In February 2009, a bill was introduced in the Ndexico legislature proposing to require the implema¢ion by EIB of a cap and tre
system designed to reduce GHG. This legislatiod diecommittee during the session. The New MeXiowuse of Representatives did pa
memorial, which requests the New Mexico Legislati@euncil to direct the appropriate committee todgtuhe WCI final desig
recommendations as well as federal proposals mglati reducing GHG. The memorial is a study ofaetp and not a regulation. The memt
further states that the committee is requestedgort its findings and recommendations to the Nesxikb legislature by December 2010.

In January 2010, a similar bill was introducedtie New Mexico House of Representatives that woakkttallowed EIB to adopt rul
for implementing particular portions of WCI, incind rules of early reduction allowances and offséwances and mandatory reporting
GHG emission for persons importing electricity eating or transportation fuels. The bill was tailedommittee where it died.

Approximately 82.6% of PNM’s owned and leased gatileg capacity consists of coal or gasd generation that produces GHG. Al
Optim Energys owned generation produces GHG. Based on ouwerdLiiorecasts, we do not expect our output of Gbl{hdrease significant
in the neaterm. Many factors affect the amount of GHG, idéhg plant performance. For example, if PVNGS eigmeed prolonge
outages, it may require PNM to utilize other posegpply resources such as gas-fired generationhwduald increase GHG.
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Because of our dependence on foigiled generation, any legislation that imposesnit lor cost on GHG will impact the cost at whicle
produce electricity. While PNM expects to be daditto recover that cost through rates, the timamgl outcome of proceedings for ¢
recovery is uncertain. In addition, to the extdrat we recover any additional costs through rates,customers may reduce their dem
relocate facilities to other areas with lower eyergsts or take other actions that ultimately ailversely impact us.

Given the geographic location of our facilities anustomers, we generally have not been exposeldet@xtreme weather events
other physical impacts commonly attributed to clienehange, with the possible exception of drouginid@ions periodically, and we gener:
do not expect physical changes to be of materinteguence to us in the neéarm. Drought conditions in northwestern New Mexamuulc
impact the availability of water for cooling codapts. Water shortage sharing agreements haveibg#ace since 2003, although no shor
has been declared due to sufficient snow packénSn Juan Basin. PNM also has a supplementat w@atéract in place with the Jicari
Tribe to help address any water shortages fromapsiraources. The contract expires December 31,.2016

In 2006, the Company became a founding member efuhited States Climate Action Partnership (“USCAR’ coalition currentl
consisting of 35 businesses and national envirotmh@nganizations calling on the federal governmeneénact national legislation to red
GHG at the earliest practicable date. USCAP seldA Call To Action a set of principles and recommendations outlimnmplicy framewor
for federal climate protection legislation in Janua007, and released iBueprint for Legislative Action to the U.S. Conggeand the Oban
Administrationin December 2008. As a member of USCAP, it is @wnpany’s position that a mandatory, economy-widarketdriver
approach that includes a cap and trade programbioech with other complementary state and federétips, is the most cost effective ¢
environmentally efficient means of addressing Gle@uctions. The Company intends to continue workiith USCAP, government agenci
and Congress to advocate for federal action toesddthis challenging environmental issue thatdsedy linked with the U.S. economy, ene
supply, and energy security. The basic frameworkhefpart of the Waxmaktarkey Bill described above that addresses glotshving i
consistent with the framework proposed by USCARsiBlueprint for Legislative Action

In 2008, PNMRS interests in generating plants, through PNM aptifdEnergy, emitted approximately 7.9 million metions of carbo
dioxide, the vast majority of its GHG. By compans the total GHG in the United States in 2007, ltest year for which the EPA |
compiled this data, were approximately 7.2 billmetric tons, of which approximately 6.1 billion mettons were carbon dioxide. Electric
generation accounted for approximately 2.4 billioetric tons of the carbon dioxide emissions.

PNM has several programs underway to mitigate K&sGand thereby to reduce its climate change ri&e Note 17. On January
2010, PNM filed with the NMPRC its revised renewaptocurement plan that, if approved, will resolup to 80 MWs of new solar generas
on PNM’s system. In 2008, PNM filed requests for appreeainplement additional electric energy efficieranyd load management progr:
with the NMPRC, which approved the programs in N2@p9. Over the next 19 years, PNM projects theardpd energy efficiency and Ic
management programs will provide the equivalergpgroximately 15,000 GWh of electricity, which waloid about 8.5 million metric tons
GHG. These estimates are subject to change giwarittis difficult to estimate avoidance accuratecause of the many variables that im
it, including changes in demand for electricity.

The Board is updated by management and regulamgiders the issues around climate change, our GH{ patential financii
consequences that might result from climate chamgethe possible regulation of GHG. In particuragnagement periodically reports to
Board on all of the matters discussed in this sactin December 2008, the Board established astamdalone committee, the Public Pol
and Sustainability Committee. This committee masitGompany practices and procedures to assesagtanability impacts of our operatic
and products on the environment. This committee Bhs responsibility to review the Companghvironmental management systems, mc
the implementation of the Compasycorporate environmental policy, monitor the prtiovo of energy efficiency, and the use of renew
energy resources. The committee will report toBbard on a periodic basis regarding the Compaagtivities and initiatives in these areas.
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The regulation of GHG is expected to have a mdtemipact on the utility industry both in terms oicreased costs associated with f
fuels and increased opportunities associated wighsfother than fossil fuels, but it is prematwettempt to quantify the possible costs
other implications of these impacts on the Company.

Other Matters

See Notes 16, 17 and 18 for a discussion of comemitsnand contingencies, rate and regulatory maatetsenvironmental issues fac
the Company. See Note 21 for a discussion of adtewy pronouncements that have been issued, butairget effective and have not b
adopted by the Company.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in accocdawith GAAP requires management to apply accagngiolicies and to ma
estimates and judgments that best provide the framieto report the results of operations and finanposition for PNMR, PNM ar
TNMP. As a result, there exists the likelihoodttmaterially different amounts would be reporteder different conditions or using differ
assumptions. Management has identified the follgwancounting policies that it deems critical to fwetrayal of the financial condition a
results of operations and that involve significanbjectivity. The following discussion providesdmation on the processes utilized
Management in making judgments and assumptiortsegsaipply to its critical accounting policies.

Unbilled Revenues

As discussed in Note 1, the Company records wthitevenues representing management's assessmtrd e$timated amot
customers will be billed for services rendered lestw the metereading dates in a particular month and the enthatf month. Manageme
estimates unbilled revenues based on sales recirdied billing system, taking into account weathmepacts. The method is consistent with
approach to normalization employed for rate caimdpideterminants and the load forecast. To thembthe estimated amount differs from
amount subsequently billed, revenues will be affiéctUnbilled revenues are separately reported @iCtinsolidated Balance Sheets of PN
PNM and TNMP.

Regulatory Accounting

The Company is subject to the provisions ofABAfor rateregulated enterprises, as discussed in Note 1.rdoayly, the Compar
has recorded assets and liabilities resulting ftben effects of the ratemaking process, which wowdt be recorded under GAAP for non-
regulated entities. The Company's continued gbiiit meet these provisions may be affected in theiré by competitive forces a
restructuring in the electric industry. In the etvirese provisions no longer apply to all or a salpl@ portion of the Company's operations
related regulatory assets and liabilities wouldvoigten off unless an appropriate regulatory reecgwaechanism is provided.

The Company evaluates whether or not recovergaiiatory assets through future rates is probaidenzakes various assumption
those analyses. The expectations of future recomengenerally based on orders issued by regulatmmmissions or historical experience
well as discussions with applicable regulatory atittes. If future recovery of these costs ceases to begineb the utility would be requir
to record a charge in current period earningstfergortion of the costs that were not recoverable.

Impairments

Tangible londived assets and amortizable intangible assets\akiated for impairment when events and circunegtaimdicate th
the assets might be impaired in accordance with BAAhese potential impairment indicators includmagement's assessment of fluctu:
market conditions as a result of industry deredutatplanned and scheduled customer purchase conemis; future market penetrati
fluctuating market prices resulting from factorslirding changing fuel costs and other economic itmmd; weather patterns; and other ms
trends. The amount of impairment recognized, if,anyhe difference between the fair value of thsed and the carrying value of the asse
would reduce both the asset and current periodreggn Variations in the
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assessment of potential impairment or in the astongpused to calculate an impairment could rasutiifferent outcomes, which could leac
significant effects on the consolidated financtatsments.

Goodwill and noramortizable other intangible assets are evaluatedrfpairment at least annually, or more frequeiitigvents an
circumstances indicate that the goodwill and intialegassets might be impaired. Note 25 containserinftion on the impairment test
performed by the Company on goodwill and intangdssets. No impairments were indicated in the Goms annual goodwill testing, whi
was performed as of April 1, 2009. Since the ahewualuation, there have been no indications thatfair values of the reporting units w
recorded goodwill have decreased below the carryirdues. The annual testing was based on certaiticat estimates ar
assumptions. Changes in the estimates or the fudéferent assumptions could affect the determorapf fair value and the conclusion
impairment for each reporting unit.

Application of the impairment test requires judgrencluding the identification of reporting unissignment of assets and liabili
to reporting units and determination of the failueaof each reporting unit. The fair value otleaeporting unit is estimated usin
discounted cash flow methodology. This analysigiires significant judgments, including estimatafrfuture cash flows, which is depenc
on internal forecasts, estimation of lotggm growth rates for the business and determinaifoappropriate weighted average cost of ce
(“WACC™) for each reporting unit.

In determining the fair value of each reportingtuthe WACC is a significant factor. The Compaognsiders many factors
selecting a WACC, including the market view of risk each individual reporting unit, the appropeiagpital structure, and the borrowing
appropriate for each reporting unit. The Compamys@ders available markegsed information and may consult with third partie help us 1
determine the WACC. The selection of a WACC isjsctive and modifications to this rate could sigeahtly increase or decrease the
value of a reporting unit.

The other primary factor impacting the determimatof the fair value of each reporting unit is #stimation of future cash flows. 1
Company consider budgets, lotegm forecasts, historical trends and expected tjroates in order to estimate future cash flowswy forecas
contains a degree of uncertainty and modificatitm¢hese cash flows could significantly increasedecrease the fair value of a repor
unit. For the reporting units subject to radgulation, a fair recovery of and return on costadently incurred to serve customer
assumed. Should the regulators not allow recowérmertain costs or not allow these reporting utotearn a fair rate of return on inves
capital, the fair value of the reporting units abdlecrease. For the unregulated reporting unitjnagons regarding customer usage, pric
retention and payment behavior, in addition totflations in the cost of energy, significantly impastimates of future cash flows. Nega
impacts of changes in these assumptions would ¢aedair value of this reporting unit to decrease.

The Company believes that the WACCs and cash fimjections utilized in the 2009 testing appromfatreflect the fair value
each reporting unit. Since any cash flow projetticontains uncertainty, the Company adjusted the C@# used to reflect tt
uncertainty. The Company does not believe thaktlaee indications of goodwill impairment in anyitsf reporting units, but this analysit
highly subjective. Summarized below are the rasoiitthe 2009 impairment testing. The fair valfie&ach reporting unit exceeded its carn
value by less than ten percent as of April 1, 20D8e to the subjectivity and sensitivities of dmsumptions and estimates underlying
impairment analysis, there can be no assuranceduhat analyses, which will be based on the appatg assumptions and estimates at
time, will not result in impairments.

Percent by which Fair Valt

Goodwill Exceeded Carrying Value in
Reporting Unii (in millions) Annual Tes!
PNM $ 51.6 9.6%
TNMP Electric $226.7 4.2%
First Choice $ 43.0 1.5%
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Decommissioning Costs

Accounting for decommissioning costs for nacland fossikuel generation involves significant estimates tedlato costs to t
incurred many years in the future after plant dlesiChanges in these estimates could significantlyact PNMR's and PNM's financ
position, results of operations and cash flows. Pbivhs and leases nuclear and fofis#l generation facilities. In accordance with GA
PNM is only required to recognize and measure deassioning liabilities for tangible lonfived assets for which a legal obligation ex
Nuclear decommissioning costs are based o-specific estimates of the costs for removing adlioactive and other structures at PVN&f
are dependent upon numerous assumptitAANGS Unit 3 is excluded from PNM's retail ratasile PVYNGS Units 1 and 2 are included. P
collects a provision for ultimate decommissionifgP& NGS Units 1 and 2 and its fos$ilel generation facilities in its rates and recagsi
corresponding expense and liability for these anouRNM believes that it will continue to be abte dollect in rates for its legal as
retirement obligations for nuclear generation atigs included in the ratemaking process. Assdirement obligations and nucle
decommissioning costs are discussed in Note 15.

In connection with both the SIGS coal agreementtla@d-our Corners fuel agreement, the owners apgred to reimburse the mini
companies for the cost of contemporaneous reclamat$ well as the costs for final reclamation ef toal mines. The reclamation costs
based on sitspecific studies that estimate the costs to beriadun the future and are dependent upon numeassismptions. PNM consid
the contemporaneous reclamation costs part ofdbedt its delivered coal costs. See Note 16 fseubsion of the final reclamation costs.

Derivatives

The Company follows the provisions set forth in &Ato account for derivatives. These provisionatdsth accounting and report
standards requiring derivative instruments to lm®med in the balance sheet as either an assethdity measured at their fair value. GA
also requires that changes in the derivatives\iaine be recognized currently in earnings unlesific hedge accounting or normal purct
and sale criteria are met. Special accounting falifying hedges requires that a company must fiyntlocument, designate, and asses:
effectiveness of transactions that receive hedgeuatting. These rules allow derivative gains arsbés for fairvalue hedges to offset rela
results on the hedged item in the statement ofieggn GAAP provides that the effective portiontleg gain or loss on a derivative instrun
designated and qualifying as a cash flow hedgisgrument be reported as a component of accumutdtest comprehensive income anc
reclassified into earnings in the period during ebhihe hedged forecasted transaction affects eggnirhe results of hedge ineffectiveness
the portion of the change in fair value of a detiiv@that an entity has chosen to exclude from besffectiveness are required to be prese
in current earnings.

Pension and Other Postretirement Benefits

The Company maintains qualified defined benefitgo@m plans, postretirement benefit plans providimgdical and dental benefits, ¢
executive retirement program$he net periodic benefit income (cost) and the waton of the projected benefit obligations areth
recognized in the Compargyfinancial statements and depend on investmeribrpaance, the level of contributions made to thanp| an
employee demographics. They both require the usa ofimber of actuarial assumptions and estimaths. most critical of the actuar
assumptions are the expected ldagn rate of return, the discount rate, and pregbdtealth care cost trend rates. The Companywesvéen(
evaluates its actuarial assumptions annually ajustdthem as necessary. See Note 12.

Accounting for Contingencies
The financial results of the Company may be affécby judgments and estimates related to loss nggeticies. A significa
contingency the Company accounts for is the los®a@ated with uncollectible trade accounts recdevabhe determination of bad d

expense is based on factors such as historicaé-uffitexperience, aging of accounts receivable baancegulatory rulings and gent
economic conditions and customer behavior.
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Contingencies related to litigation and claims,wadl as environmental and regulatory matters, absuire the use of significe
judgment and estimation. The Company attemptsake into account all known factors when determirting proper accrual, however
actual outcomes can vary from the amount accrued.

Income Taxes

The Companys income tax expense and related balance sheetngsniauolve significant judgment and use of estesatAmount ¢
deferred income tax assets and liabilities, as waglcurrent and noncurrent accruals, involve judgnaad estimates related to timing
probability of the recognition of income and dedmes by taxing authorities. In addition, some temnsgpy differences are accorded flow-
through treatment by the Company’s regulators amgact the Companyg’effective tax rate. In assessing the likelihobdhe realization ¢
deferred tax assets, management considers theagstiramount and character of future taxable incoAwtual income taxes could vary fri
estimated amounts due to the future impacts ofouaritems, including changes in income tax laws, @ompanys forecasted financi
condition and results of operations in future pesicas well as the final review from taxing auttiesi.
Market Risk

See Item 7A. Quantitative and Qualitative Discles@bout Market Risk for discussion regarding therany's accounting polici
and sensitivity analysis for the Company's finahicistruments and derivative energy and other @ditre contracts.

MD&A FOR PNM
RESULTS OF OPERATIONS
PNM'’s continuing operations are presented in the PN&dtEt segment, which is identical to the segmeesg@nted above in Resl
of Operations for PNMR. PNM'discontinued operations are presented in the [l segment, which is identical to the total egmifton
discontinued operations, net of income taxes, shawthe Consolidated Statements of Earnings fdr B&tM and PNMR. See Note 23.
MD&A FOR TNMP
RESULTS OF OPERATIONS

TNMP operates in one reportable segment, TNMP Etgets presented above in Results of OperationBXMR.

A-63




ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSU RE ABOUT MARKET RISK

PNMR controls the scope of its various forms df tisrough a comprehensive set of policies and ghaes and oversight by senior le
management and the Board. The Boarfgihnance Committee sets the risk limit parametétee RMC, comprised of corporate and busi
segment officers, oversees all of the risk managéraetivities, which include commodity risk, credisk, interest rate risk, and busin
risk. The RMC has oversight for the ongoing evatueof the adequacy of the risk control organimatand policies. PNMR has risk con
organizations, which are assigned responsibility stablishing and enforcing the policies, proceduand limits and evaluating the ri
inherent in proposed transactions, on an enterpride basis.

The RMC's responsibilities specifically include: establiggmh of policies regarding risk exposure levels aotlvities in each of tt
business segments; authority to approve the typetervatives entered into; authority to establaslyeneral policy regarding counterp:
exposure and limits; authorization and delegatibtramsaction limits; review and approval of cotdrand procedures for derivative activit
review and approval of models and assumptions tsemhlculate mark-tonarket and market risk exposure; authority to apprand ope
brokerage and counterparty accounts for derivatirasew of hedging and risk activities; the extand type of reporting to be performed
monitoring of limits and positions; and quartergporting to the Audit and Finance Committees oselectivities. The RMC also proposes
limits, such as VaR and GEaR, to the Finance Cotamfor its approval.

It is the responsibility of each business segmemtéate its own control procedures and policidbiwithe parameters established by
Corporate Financial Risk Management Policy, appddwe the Finance Committee. The RMC reviews amar@pes these policies, which
created with the assistance of the Risk ManageDepartment and the Vice President and Treasurach Business segmesnpolicies addre
the following controls: authorized instruments andrkets; authorized personnel; policies on segi@mgaf duties; policies on mark-tmarke
accounting; responsibilities for deal capture; aomdtion responsibilities; responsibilities for oeping results; statement on the role
derivative transactions; and limits on individuartsaction size (nominal value).

To the extent an open position exists, fluctuatiognmodity prices can impact financial results andricial position, either favorably
unfavorably. As a result, the Company cannot ptedith certainty the impact that its risk managetgecisions may have on its busines
operating results or financial position.

Information concerning accounting for derivativesl ahe risks associated with commodity contractseisforth in Note 8. Note 8 a
contains a summary of the fair values of mark-tokebenergy related derivative contracts includethe Consolidated Balance Sheets.
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The following table details the changes in the asget or liability balance sheet position for mrknarket energy transactions ot
than cash flow hedges:

Economic
Trading Hedges Total
Year Ended December 31, 200 (In thousands
PNMR
Sources of fair value gain (los:
Net fair value at beginning of year $ 2,55¢ $ (5,427 $ (2,86€)
Amount realized on contracts delivered during e (1,419 23,24¢ 21,83t
Changes in fair value 97 (12,362) (12,265
Net change recorded as m-to-market (1,319 10,88’ 9,57(
Unearned/prepaid option premiul - (565%) (56%)
Transfer of de-designated cash flow hedges - (2,685 (2,685
Net fair value at end of ye $ 1,23¢ $ 2217 % 3,45¢
PNM
Sources of fair value gain (los:
Net fair value at beginning of ye $ 261 $ (3,300 $ (3,039
Amount realized on contracts delivered during e (345) 11,74: 11,39¢
Changes in fair value 84 (6,995 (6,910
Net change recorded as m-to-market (267) 4,74¢ 4,48
Transfer of de-designated cash flow hedges - (17) (17)
Net fair value at end of year $ - $ 1431 $ 1,431
Year Ended December 31, 200
PNMR
Sources of fair value gain (los:
Net fair value at beginning of ye $ @a,57) $ (13,13¢) $ (14,719
Adoption of amendment to GAAP regarding fair vatloeasurement - 17,25: 17,25:
Adjusted beginning fair valu (1,577) 4,117 2,54(
Amount realized on contracts delivered during ok 44 54( 97¢ 45,51¢
Changes in fair valu (41,707 (10,895 (52,596
Net change recorded as m-to-market 2,83¢ (9,919 (7,080
Unearned/prepaid option premiums 1,29¢ 38C 1,674
Net fair value at end of year $ 2,55¢ $ (5,422) $ (2,866
PNM
Sources of fair value gain (los:
Net fair value at beginning of ye $ 2 $ (13,669 $ (13,667)
Adoption of amendment to GAAP regarding fair vatneasuremer - 17,25! 17,25
Adjusted beginning fair value 2 3,59( 3,59:
Amount realized on contracts delivered during ok (4,28]) (1,049 (5,325
Changes in fair value 4,54( (5,552) (1,012
Net change recorded as mark-to-market 25¢ (6,596 (6,337
Unearned/prepaid option premiul - (294 (294
Net fair value at end of ye $ 261 $ (3,300 $ (3,039
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The following table provides the maturity of the mssets (liabilities) other than cash flow hedgggng an indication of when the
mark-to-market amounts will settle and generate)(gash. The following values were determinedgibioker quotes and option models:

Fair Value of Mark-to-Market Instruments at December 31, 2009

Less than
1 year 1-3 Years 4+ Years Total

PNMR (In thousands
Trading $ 1,23¢ $ - $ - $ 1,23¢
Economic hedges 4,35% (2,155 19 2,21
Total $ 559: $ (2,155 $ 18 $ 3,45¢

PNM
Economic hedges $ 1,987 $ (575 $ 18 $ 1,431
Total $ 1987 $ (578 $ 18 3 1,431

The fair value of PNMR’s and PNI'commodity derivative instruments designated ab daw hedging instruments decreased $
million and $20.2 million for year ended Decembér 3009 and increased $38.2 million and $40.8 amillior the year ended December
2008.

Risk Management Activities

PNM measures the market risk of its lomegm contracts and wholesale activities using a MadRulation to measure pr
movements. The VaR calculation reports the possitdrket loss for the respective transactionss Thlculation is based on the transactdon’
fair market value on the reporting date. Accortlinghe VaR calculation is not a measure of theeptal accounting mark-torarke
loss. PNM utilizes the Monte Carlo VaR simulatioodel. The Monte Carlo model utilizes a randomegated simulation based on histor
volatility to generate portfolio values. The qutative risk information, however, is limited byehparameters established in creating
model. The instruments being evaluated may triggeotential loss in excess of calculated amodntanges in commodity prices exceec
confidence level of the model used. The VaR matlamy employs the following critical parameterdstbrical volatility estimates, mark
values of all contractual commitments, appropriaterket-oriented holding periods, and seasonallysidfl and crossemmodity correlatio
estimates. The VaR calculation considers P8lfédrward positions, if any. PNM uses a holdingiqut of three days as the estimate of
length of time that will be needed to liquidate thesitions. The volatility and the correlationiesttes measure the impact of adverse
movements both at an individual position level adlwas at the total portfolio level. The twaied confidence level established is 95%.
example, if VaR is calculated at $10.0 millionisitestimated that in 950 out of 1,000 market simaite the preax gain or loss in liquidatir
the portfolio would not exceed $10.0 million in ttigee days that it would take to liquidate thetfodio.

PNM measures VaR for all transactions that aredmetctly assetelated and have economic risk. For the year emdkstember 3
2009, the average, high, and low VaR amounts fesdahransactions were less than $0.1 million. Y&B amount for these transaction
December 31, 2009 was zero. For the year endedritear 31, 2008, the average VaR amount for thassdctions was $0.3 million with hi
and low VaR amounts for the period of $1.4 millemd zero. The total VaR amount for these transastat December 31, 2008 was less
$0.1 million.

First Choice measures the market risk of its resaiés commitments and supply sourcing activitEagia GEaR calculation to moni
potential risk exposures related to taking congramtsettiement and a VaR calculation to measurg-sérm market price impacts.

Because of its obligation to serve customers, Egiice must take certain contracts to settleméwstordingly, a measure that evalui
the settlement of First Choicepositions against earnings provides managemehtamiseful tool to manage its portfolio. Firstoife uses
hold-to-maturity at risk for 12 months calculation for iEaR measurement. The calculation utilizes theesdfonte Carlo simulatic
approach described above at a 95% confidence denkincludes the retail load and supply portfolldanagement believes
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the GEaR results are a reasonable approximatiotmeofpotential variability of earnings against fasted earnings. The quantitative
information, however, is limited by the parametessablished in creating the model. The instrumbeiag evaluated may trigger a potet
loss in excess of calculated amounts if changesommodity prices exceed the confidence level ofrttadlel used. The GEaR calcula
considers First Choicg’forward position for the next twelve months amddk each position to settlement. The volatilibdahe correlatic
estimates measure the impact of adverse price mavsnboth at an individual position level as wsllad the total portfolio level. For exam|
if GEaR is calculated at $10.0 million, it is estitad that in 950 out of 1,000 market scenariosutatied by the model the losses agains
Company'’s forecasted earnings over the next tweleeths would not exceed $10.0 million.

For the year ended December 31, 2009, the aver&g® Gmount was $5.0 million, with high and low GEaRounts for the period
$11.4 million and $1.7 million. The total GEaR ambat December 31, 2009 was $1.9 million. Forybar ended December 31, 2008,
average GEaR amount for these transactions wad $dilion, with high and low GEaR amounts for theripd of $44.3 million and $6
million. The total GEaR amount for these trangattiat December 31, 2008 was $10.2 million.

First Choice utilizes a shotérm VaR measure to manage its market risk. THe Nfait is based on the same total portfolio apptoa:
the GEaR measure; however, the VaR measure igdledeto capture the effects of changes in markeeprover a 1@ay holding period. Th
holding period is considered appropriate given rihture of First Choice’ supply portfolio and the constraints faced bystEhoice in th
ERCOT market. The calculation utilizes the samentdoCarlo simulation approach described above @5% confidence level. The Vi
amount for these transactions was $0.7 million etdnber 31, 2009. For the year ended Decemb&089, the high, low and average mark-
to-market VaR amounts were $2.0 million, $0.2 millexmd $0.8 million. The VaR amount for these tratisas was $1.0 million at Deceml|
31, 2008. For the year ended December 31, 208&ith, low and average marktaoarket VaR amounts were $12.1 million, $0.9 millemc
$3.8 million.

The Company's risk measures are regularly monitbsethe Company's RMC. The RMC has put in placeg@dures to ensure t
increases in risk measures that exceed the presdcliiinits are reviewed and, if deemed necessatgdagpon to reduce exposures. In the
quarter of 2008, First Choice experienced fapespeculative trading losses of $47.1 millione3é transactions triggered exceedences
GEaR limit and the 1@ay VaR limit, which contributed to the decisiondwit the basis transactions and speculative teadirhere were r
such exceedences in 2009.

The VaR and GEaR limits represent an estimate efpthtential gains or losses that could be recognirethe Companyg’ portfolios
subject to market risk, given current volatility tihe market, and are not necessarily indicativaatfial results that may occur, since a
future gains and losses will differ from those mstied. Actual gains and losses may differ duectoad fluctuations in market prices, opera
exposures, and the timing thereof, as well as akmtmthe underlying portfolios during the year.

Credit Risk
The Company conducts counterparty risk analysigsacbusiness segments and uses a credit managemesss to assess the finar

conditions of counterparties. Credit exposuresgutarly monitored by the RMC. The RMC has put prhaes in place to ensure that incre
in credit risk that exceed the prescribed limits mviewed and, if deemed necessary, acted up@utae exposures.
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The following table provides information relateda@dit exposure as of December 31, 2009. The tabther delineates that expos
by the credit worthiness (credit rating) of the wtarparties and provides guidance as to the coratemt of credit risk to individu
counterparties.

Schedule of Credit Risk Exposure
December 31, 2009

Net
Number Exposure
(b) of of
Credit Counter Counter-
Risk -parties parties
Rating (a) Exposure >10% >10%
(Dollars in thousands
PNMR
External ratings
Investment grad $ 48,367 3 $ 13,77¢
Non-investment grad 4,98: -
Internal ratings
Investment grad 67 -
Non-investment grade 46C -
Total $ 53,87¢ $ 13,77¢
PNM

External ratings
Investment grad $ 44,23¢ 3 $ 13,77¢
Nor-investment grad - -
Internal ratings

Investment grad 67 -
Non-investment grade 46C -
Total $ 44,76 $ 13,77¢

(@) The Rating included in “Investment Grade” is for counterpastigith a minimum S&P rating of BBB3r Moody's rating of Baa3.
the counterparty has provided a guarantee by aehigited entity (e.g., its parent), determinatienbased on the rating of
guarantor. The category “Internal Ratings - Inrestt Grade’includes those counterparties that are internatgd as investme
grade in accordance with the guidelines establighéite Company’s credit policy.

(b) The Credit Risk Exposure is the grosditrexposure, including long-term contracts, fadvaales and shotérm sales. Tt
exposure captures the amounts from receivabledfes/for realized transactions, delivered and lebilevenues, and mark-toarke
gains/losses (pursuant to contract terms). Exmssare offset according to legally enforceableimgtarrangements but are
reduced by available credit collateral. Creditlatelral includes advance payments, cash depositgrd of credit, and parer
guarantees received from counterparties. Amourgspaesented before the application of such crediftateral instruments. .
December 31, 2009, PNMR and PNM held advance paggr@n$27.8 million and PNMR held credit collaterd $3.4 million tc
offset its credit exposure. PNM held no creditatelral.
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The following table provides an indication of thaturity of credit risk by credit ratings of the cuarparties.

Maturity of Credit Risk Exposure
December 31, 2009

Greater Total
Less than than Net
Rating 2 Years 2-5 Years 5 Years Exposure
(In thousands
PNMR
External ratings
Investment grad $ 48,08: $ 145 $ 13¢ % 48,36
Non-investment grad 4,98: - - 4,98:
Internal ratings
Investment grad 67 - - 67
Non-investment grade 46C - - 46C
Total $ 53,59: $ 14 $ 13¢  $ 53,87¢
PNM

External ratings
Investment grad $ 44,09¢ $ - $ 13¢ $ 44,23¢
Nor-investment grad -

Internal ratings

Investment grad 67 - - 67
Nor-investment grad 46( - - 46(
Total $ 44,620 $ - $ 13¢ $ 44,76:

The Company provides for losses due to market asditaisk. Credit risk for PNMR's and PNMlargest counterparty as of Decen
31, 2009 and December 31, 2008 was $7.3 milliongs®3 million.

Interest Rate Risk

PNMR has longerm debt which subjects it to the risk of lossoagsted with movements in market interest ratelse Majority o
PNMR’s long-term debt is fixed-rate debt and does expose PNMR earnings to a major risk of loss due to advetsmges in mark
interest rates. However, the fair value of allggerm debt instruments would increase by 2.97%mtérest rates were to decline by 50
points from their levels at December 31, 2009 gémeral, an increase in fair value would impachiegs and cash flows to the extent
recoverable in rates if all or a portion of debdtimments were acquired in the open market prighéir maturity. As described in Note
TNMP has longerm debt of $50.0 million that bears interest abeable rate. However, TNMP has also entereal énhedging arrangem
that effectively results in this debt bearing ietdrat a fixed rate, thereby eliminating interasé risk. At February 15, 2010, PNMR has $2
million of consolidated shoterm debt outstanding under its revolving creddilfides and local lines of credit, which allow far maximur
aggregate borrowing capacity of $1,085.0 millidrhese facilities bear interest at variable ratdsichvaveraged 1.12% of February 15, Z
borrowings, and the Company is exposed to inteedstrisk to the extent of future increases inalalg interest rates.

The securities held by PNM in the NDT and in trufsts pension and other postaployment benefits had an estimated fair valt
$556.7 million at December 31, 2009, of which 29.0re fixedrate debt securities that subject PNM to risk afslof fair value wit
movements in market interest rates. If interesavere to increase by 50 basis points from the#ls at December 31, 2009, the decrea
the fair value of the fixed-rate securities woulel 4%, or $7.2 million. The securities held byMR in trusts for pension and other post-
employment benefits had an estimated fair valug6af.9 million at December 31, 2009, of which 24.@84re fixedrate debt securities tt
subject TNMP to risk of loss of fair value with n@wents in market interest rates. If interest rateie to increase by 50 basis points from
levels at December 31, 2009, the decrease in thedlae of the fixed-rate securities would be 5,8%%$0.9 million.

A-69




PNM and TNMP do not directly recover or return thgh rates any losses or gains on the securitieghaéntrusts for nucle
decommissioning or pension and other paraployment benefits. However, the overall perfarogof these trusts does enter into the pet
determinations of expense and funding levels, which factored into the rate making process to tkeené applicable to regulat
operations. PNM and TNMP are at risk for shorsfatl funding of obligations due to investment legssecluding those from the equity mai
and alternatives investment risks discussed babava extent not ultimately recovered through ratesrged to customers.

Equity Market Risk

The NDT and trusts established for PNM’s pensiod gostemployment benefits hold certain equity securitiésDecember 3
2009. These equity securities expose PNM to lossksr value should the market values of the ulyileg securities decline. Equity securit
comprised 57.0% of the securities held by the waiBNM trusts as of December 31, 2009. PNM doéseumver or earn a return throt
rates on any losses or gains on these equity siesuriThe trusts established for TNMP’s pensiod pastemployment benefits hold cert
equity securities. These equity securities expdBBMP to losses in fair value should the market galwf the underlying securit
decline. Equity securities comprised 56.3% ofdbeurities held by the TNMP trusts as of Decemlie2B09. There was a significant dec
in the general price levels of marketable equityusigies in late 2008 and in early 2009. The impauftthese declines were considered ir
funding and expense valuations performed for 200fch resulted in reduced amounts of income reltdetie pension plans being recorde
2009 and will require increased levels of fundimgiipning in 2010. See Note 12.

Alternatives Investment Risk

The Company has a target of investing 20% of itssjpm assets in the alternatives asset class, velnhunted to 21.4% as of Decen
31, 2009. This includes real estate, private gquihd hedge funds. These investments are limiggth@r structures that are muitianage
multi-strategy funds. This investment approach gives cdigersification and minimizes risk compared talieect investment in any o
component of the funds. The general partner overtiee selection and monitoring of the underlyingnagers. The Compars/'Corporat
Investment Committee, assisted by its investmensuitant, monitors the performance of the funds gmgeral partnes’ investment proce:
There is risk associated with these funds due @éontiture of the strategies and techniques andsthefuinvestments that do not have re¢
determinable fair value. The valuation of the ral&give asset class has also been impacted byghiéicant decline in the general price lex
of marketable equity securities.
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Management’s Annual Report on Internal Control Over Financial Reporting

Management of PNM Resources, Inc. and subsidiéiid¢MR”) is responsible for establishing and maintainingjadge internal contr
over financial reporting as defined in Rule 13afjl6(der the Securities Exchange Act of 1934, asrated.

Management assessed the effectiveness of PNMRemaitcontrol over financial reporting based on ltiternal Control —Integratec
Frameworkset forth by the Committee of Sponsoring Organizeti of the Treadway Commission. Based on the sisses performe
management concludes that PNMR’s internal contret éinancial reporting was effective as of Decentiie 2009.

Deloitte & Touche LLP, an independent registereblipuaccounting firm, has issued an attestatiororepn PNMRS internal contrc
over financial reporting which is included herein.

s/ Jeffry E. Sterba
Jeffry E. Sterba,
Chairman and

Chief Executive Officer

/s/ Charles Eldred

Charles Eldred

Executive Vice President and
Chief Financial Officer
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Management’s Annual Report on Internal Control Over Financial Reporting

Management of Public Service Company of New Mexarm subsidiaries (“PNM”)s responsible for establishing and maintai
adequate internal control over financial reportasgdefined in Rule 13a-15(f) under the SecuritieshBnge Act of 1934, as amended.

Management assessed the effectiveness of PNM'maiteontrol over financial reporting based on theernal Control —Integratec
Frameworkset forth by the Committee of Sponsoring Organizeti of the Treadway Commission. Based on the sisses performe
management concludes that PNM'’s internal contref dwancial reporting was effective as of Decemkiker2009.

Deloitte & Touche LLP, an independent registeredlistaccounting firm, has issued an attestatiorrepn PNMS internal control owi
financial reporting which is included herein.

/s/ Patricia K. Collawn
Patricia K. Collawn,
President and Chief Executive Officer

/s/ Charles Eldred

Charles Eldred

Executive Vice President and
Chief Financial Officer
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Management’s Annual Report on Internal Control Over Financial Reporting

Management of Texas-New Mexico Power Company abdidiaries (“TNMP”)is responsible for establishing and maintainingyadd
internal control over financial reporting as defirie Rule 13a-15(f) under the Securities Exchangeoh 1934, as amended.

Management assessed the effectiveness of TNMRésnait control over financial reporting based on ltiternal Control —Integratec
Frameworkset forth by the Committee of Sponsoring Organizeti of the Treadway Commission. Based on the sisses performe
management concludes that TNMP’s internal contvel dinancial reporting was effective as of Decenti, 2009.

/s/ Patricia K. Collawn
Patricia K. Collawn,
President and

Chief Executive Officer

/sl Thomas G. Sategna
Thomas G. Sategnha
Vice President and Controller
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

To the Board of Directors and Stockholders of
PNM Resources, Inc.
Albuquerque, New Mexico

We have audited the internal control over financéplorting of PNM Resources, Inc. and subsidigities "Company") as of December 31,
2009, based on criteria establishedhiternal Control — Integrated Framewoiksued by the Committee of Sponsoring Organizatidribe
Treadway Commission. The Company's managemeesjmnsible for maintaining effective internal cohtrver financial reporting and for i
assessment of the effectiveness of internal coatret financial reporting, included in the accomyiag Management’s Annual Report on
Internal Control Over Financial Reporting. Ourpessibility is to express an opinion on the Compaimternal control over financial reporti
based on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightfg&@nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal corgvar financial reporting, assessing the risk
that a material weakness exists, testing and etiagutne design and operating effectiveness oftiratecontrol based on the assessed risk, and
performing such other procedures as we considezeessary in the circumstances. We believe thadadit provides a reasonable basis for our
opinion.

A company's internal control over financial repiogtis a process designed by, or under the supenvidi the company's principal executive
and principal financial officers, or persons pemfiorg similar functions, and effected by the compafpard of directors, management, and
other personnel to provide reasonable assuraneedieg the reliability of financial reporting anltkt preparation of financial statements for
external purposes in accordance with generallymedeaccounting principles. A company's internaltoa over financial reporting includes
those policies and procedures that (1) pertaiheataintenance of records that, in reasonableldataurately and fairly reflect the transacti
and dispositions of the assets of the companypr@jide reasonable assurance that transactioneereded as necessary to permit preparation
of financial statements in accordance with gengmaadcepted accounting principles, and that receiptsexpenditures of the company are being
made only in accordance with authorizations of ngangent and directors of the company; and (3) peowédsonable assurance regarding
prevention or timely detection of unauthorized asigjon, use, or disposition of the company's astwit could have a material effect on the
financial statements.

Because of the inherent limitations of internaltcohover financial reporting, including the positlp of collusion or improper management
override of controls, material misstatements duertor or fraud may not be prevented or detected timely basis. Also, projections of any
evaluation of the effectiveness of the internaltorover financial reporting to future periods ateject to the risk that the controls may
become inadequate because of changes in conditibtigt the degree of compliance with the policeprocedures may deteriorate.

In our opinion, the Company maintained, in all mialerespects, effective internal control over figal reporting as of December 31, 2009,
based on the criteria establishedriternal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatidrike
Treadway Commission.

We have also audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@nited States), the consolidated
financial statements and financial statement sdesdf the Company as of and for the year ende@bber 31, 2009 and our reports dated
February 27, 2010 relating to the consolidatedrfoia statements and financial statement scheddilbee Company expressed an unqualified
opinion on those consolidated financial statemantsfinancial statement schedules.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 27, 2010




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

To the Board of Directors and Stockholders of
Public Service Company of New Mexico
Albuquerque, New Mexico

We have audited the internal control over finanoéplorting of Public Service Company of New Mex&mal subsidiaries (the "Company") as
December 31, 2009, based on criteria establishédeémal Control — Integrated Framewoissued by the Committee of Sponsoring
Organizations of the Treadway Commission. The Camgs management is responsible for maintainingctffe internal control over financ
reporting and for its assessment of the effectigsered internal control over financial reportingglinded in the accompanying Management’s
Annual Report on Internal Control Over FinanciapBeing. Our responsibility is to express an opinon the Company's internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightfq&@nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal corgvar financial reporting, assessing the risk
that a material weakness exists, testing and etiagutne design and operating effectiveness oftiratecontrol based on the assessed risk, and
performing such other procedures as we considezeéessary in the circumstances. We believe thadadit provides a reasonable basis for our
opinion.

A company's internal control over financial repiogtis a process designed by, or under the supenvidi the company's principal executive
and principal financial officers, or persons pemfiorg similar functions, and effected by the compafpard of directors, management, and
other personnel to provide reasonable assuraneedieg the reliability of financial reporting anltket preparation of financial statements for
external purposes in accordance with generallymedeaccounting principles. A company's internaltoa over financial reporting includes
those policies and procedures that (1) pertaiheataintenance of records that, in reasonableldataurately and fairly reflect the transacti
and dispositions of the assets of the companypr@jide reasonable assurance that transactioneereded as necessary to permit preparation
of financial statements in accordance with gengmaadcepted accounting principles, and that receiptsexpenditures of the company are being
made only in accordance with authorizations of ngangent and directors of the company; and (3) peowédsonable assurance regarding
prevention or timely detection of unauthorized asigjon, use, or disposition of the company's astwit could have a material effect on the
financial statements.

Because of the inherent limitations of internaltcohover financial reporting, including the positlp of collusion or improper management
override of controls, material misstatements duertor or fraud may not be prevented or detected timely basis. Also, projections of any
evaluation of the effectiveness of the internaltorover financial reporting to future periods ateject to the risk that the controls may
become inadequate because of changes in conditibtigt the degree of compliance with the policeprocedures may deteriorate.

In our opinion, the Company maintained, in all mialerespects, effective internal control over figal reporting as of December 31, 2009,
based on the criteria establishedriternal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatidrike
Treadway Commission.

We have also audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@nited States), the consolidated
financial statements and financial statement sdesdf the Company as of and for the year ende@bber 31, 2009 and our reports dated
February 27, 2010 relating to the consolidatedrfoia statements and financial statement scheddilbee Company expressed an unqualified
opinion on those consolidated financial statemantsfinancial statement schedules.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 27, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

To the Board of Directors and Stockholders of
PNM Resources, Inc.
Albuquerque, New Mexico

We have audited the accompanying consolidated balgineets of PNM Resources, Inc. and subsidiahes'‘Company”) as of December 31,
2009 and 2008, and the related consolidated statsméearnings (loss), changes in common stoclensléquity, comprehensive income
(loss), and cash flows for each of the three yemaiise period ended December 31, 2009. These fiabstatements are the responsibility of the
Company's management. Our responsibility is to@sgan opinion on these financial statements basedr audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those standards
require that we plan and perform the audits toiolf@asonable assurance about whether the finasteigdments are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting principged and significant estimates made by managenentelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetagresent fairly, in all material respects, tinarficial position of PNM Resources, Inc. and
subsidiaries as of December 31, 2009 and 2008treniesults of their operations and their cash $léov each of the three years in the period
ended December 31, 2009, in conformity with accimgnprinciples generally accepted in the United&taf America.

As discussed in Note 8 to the consolidated findrste&gements, the Company changed the methodafounting for fair value measurement
2008.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the Company's
internal control over financial reporting as of Batber 31, 2009, based on the criteria establighbddrnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidrise Treadway Commission and our report datdauzey 27, 2010 expressed an
unqualified opinion on the Company's internal cohtiver financial reporting.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 27, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

To the Board of Directors and Stockholders of
Public Service Company of New Mexico
Albuquerque, New Mexico

We have audited the accompanying consolidated balgineets of Public Service Company of New Mexiwb subsidiaries (the “Company”)
as of December 31, 2009 and 2008, and the relatesbtidated statements of earnings (loss), chainggsmmon stockholder’s equity,
comprehensive income (loss), and cash flows foh efthe three years in the period ended Decembe2@9. These financial statements are
the responsibility of the Company's management.r@sponsibility is to express an opinion on thésarfcial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those standards
require that we plan and perform the audits toiolf@asonable assurance about whether the finasteiidments are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting principged and significant estimates made by managenentelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, such consolidated financial stateteg@resent fairly, in all material respects, tinaficial position of Public Service Company
New Mexico and subsidiaries as of December 31, 20092008, and the results of their operationstheid cash flows for each of the tht
years in the period ended December 31, 2009, ifoomity with accounting principles generally acapin the United States of Americ

As discussed in Note 8 to the consolidated findrste&ements, the Company changed the methodafounting for fair value measurement
2008.

We have also audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@snited States), the Company's
internal control over financial reporting as of Betber 31, 2009, based on the criteria establighkddrnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidrise Treadway Commission and our report datdauey 27, 2010 expressed an
unqualified opinion on the Company's internal cohtrver financial reporting.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 27, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

To the Board of Directors and Stockholder of
Texas-New Mexico Power Company
Lewisville, Texas

We have audited the accompanying consolidated balgineets of Texas-New Mexico Power Company ansidiabies (the “Company”) as of
December 31, 2009 and 2008, and the related coiaset! statements of earnings (loss), statememfsasfges in common stockholder’s equity,
comprehensive income (loss), and cash flows foh efthe three years in the period ended Decembe2(9. These financial statements are
the responsibility of the Company's managementr r€sponsibility is to express an opinion on thigsancial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamlaUnited States). Those stand:
require that we plan and perform the audits toiolrf@asonable assurance about whether the finasteiidments are free of material
misstatement. The Company is not required to hawewere we engaged to perform, an audit of iesriral control over financial reporting.

Our audits included consideration of internal cohtrver financial reporting as a basis for desigranidit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsaimopinion on the effectiveness of the Companiesnal control over financial reporting.
Accordingly, we express no such opinion. An autitudes examining, on a test basis, evidence stipgghe amounts and disclosures in the
financial statements. An audit also includes agsgghe accounting principles used and signifiemtimates made by management, as well as
evaluating the overall financial statement predéna We believe that our audits provide a reabtmbasis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tinarficial position of Texas-New Mexico Power
Company and subsidiaries as of December 31, 2002@08, and the results of their operations and tash flows for each of the three years
in the period ended December 31, 2009, in confgrmith accounting principles generally acceptethie United States of America.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 27, 2010
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PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS (LOSS)

Operating Revenues
Electric
Other

Total operating revenut

Operating Expenses:
Cost of energ!
Administrative and gener.
Energy production cos
Impairment of goodwill and other intangible ass
Regulatory disallowance
Depreciation and amortizatic
Transmission and distribution co:
Taxes other than income tax
Total operating expens:

Operating income (loss)

Other Income and Deductions:
Interest incomt
Gains (losses) on investments held by N
Other income
Equity in net earnings (loss) of Optim Enel
Other deductions
Net other income (deduction

Interest Charges

Earnings (Loss) before Income Taxe
Income Taxes (Benefit,

Earnings (Loss) from Continuing Operations

Earnings from Discontinued Operations, net of Incore
Taxes of $36,687, $22,957, and $10,2

Net Earnings (Loss)
Earnings Attributable to Valencia Non-controlling Interest
Preferred Stock Dividend Requirements of Subsidian

Net Earnings (Loss) Attributable to PNMR

Earnings (Loss) from Continuing Operations Attributable to PNMR per Common
Share:
Basic
Diluted
Net Earnings (Loss) Attributable to PNMR per CommonShare:
Basic
Diluted

Dividends Declared per Common Shar:

Year Ended December 31

2009 2008 2007

(In thousands, except per share amot
$ 164748 $ 1,959,24 $ 1,912,82
25¢ 281 1,20¢
1,647,74 1,959,52; 1,914,02!
717,98¢ 1,239,85. 1,121,52!
262,28. 253,31: 214,58t
185,22¢ 193,89¢ 201,48:
- 221,76¢ -
27,54. 30,24¢ -
147,94¢ 144,36. 135,69!
63,31: 58,70: 57,77
51,50: 47,19: 57,92:
1,455,80: 2,189,33 1,788,98
191,94. (229,814 125,04.
28,38¢ 24,09¢ 43,15«
4,502 (15,239 11,59¢
31,62¢ 6,47¢ 7,44:
(30,14Y (29,68Y) 7,581
(9,367 (11,266 (11,557
25,01« (25,617) 58,22¢
122,20! 132,95! 120,15!
94,75 (388,38) 63,11:
28,81¢ (90,816 3,22¢
65,93 (297,56)) 59,88t
70,80 34,62¢ 15,51¢
136,73« (262,93) 75,40:
(11,89() (7,179 -
(52¢) (52¢) (52¢)
$ 124,31« $ (270,649 $ 74,87¢
$ 05¢ $ (3.66) $ 0.7
$ 05¢ % (3.66) $ 0.7¢
$ 13 $ 3.2 $ 0.9¢
$ 13 $ 3.2 $ 0.9¢
$ 0.50C $ 0.60t $ 0.92(

The accompanying notes, as they relate to PNMRamiiategral part of these financial statements.
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PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31

2009 2008

(In thousands

ASSETS
Current Assets:
Cash and cash equivale $ 14,64. $ 140,61
Special deposit 52 3,48(
Accounts receivable, net of allowance for uncoil#etaccounts of $12,783 and $21,¢ 106,59: 119,17
Unbilled revenue 78,27¢ 81,12¢
Other receivable 77,67: 73,08:
Materials, supplies, and fuel sto 50,63 49,39°
Regulatory asse 7,47¢ 1,541
Derivative instrument 50,61¢ 51,25(
Income taxes receivab 129,17: 49,58¢
Current assets of discontinued operati - 107,98t
Other current asse 63,07¢ 75,39
Total current asse 578,20! 752,63:
Other Property and Investments:
Investment in PVNGS lessor not 137,51: 168,72¢
Equity investment in Optim Ener 195,66t 239,95(
Investments held by ND 137,03: 111,67:
Other investment 25,52¢ 32,96¢
Non-utility property, net of accumulated depreciatidr$d,779 and $2,58 7,92: 9,13t
Total other property and investme 503,66( 562,45
Utility Plant:
Plant in service and plant held for future | 4,693,53 4,476,74!
Less accumulated depreciation and amortize 1,611,49 1,545,95I
3,082,03. 2,930,79!
Construction work in progre: 181,07¢ 202,55t
Nuclear fuel, net of accumulated amortization d #5656 and $16,018 69,331 58,67+
Net utility plant 3,332,44! 3,192,02!
Deferred Charges and Other Assets
Regulatory asse 524,13t 629,14
Goodwill 321,31( 321,31(
Other intangible assets, net of accumulated anatitiz of $5,272 and $4,6" 26,56" 27,16°
Derivative instrument 2,41: 25,62(
Non-current assets of discontinued operati - 561,91!
Other deferred charges 71,18: 75,72(
Total deferred charges and other assets 945,60° 1,640,87.

$ 535992 $ 6,147,98

The accompanying notes, as they relate to PNMRamiategral part of these financial statements.
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PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31

2009 2008
(In thousands, except share
information)
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current Liabilities:
Shor-term debt $ 198,00 $ 744,66
Current installments of loi-term debi 2,12t 205,69
Accounts payabl 111,43: 174,06¢
Accrued interest and tax 45,34 51,61¢
Regulatory liabilities 90¢ 1,74¢
Derivative instrument 24,02¢ 33,95:
Current liabilities of discontinued operatic - 77,08:
Other current liabilitie: 181,44 139,56:
Total current liabilities 563,27: 1,428,38!
Long-term Debt 1,565,201 1,379,01.
Deferred Credits and Other Liabilities:
Accumulated deferred income tay 531,16t 572,71¢
Accumulated deferred investment tax cre 20,51¢ 23,83«
Regulatory liabilities 350,32« 327,17"
Asset retirement obligatior 70,96: 63,49:
Accrued pension liability and postretirement benefist 281,92: 246,13t
Derivative instrument 4,54¢ 6,93¢
Non-current liabilities of discontinued operatic - 94,61t
Other deferred credits 121,39: 149,23
Total deferred credits and other liabilities 1,380,83 1,484,14.
Total liabilities 3,509,31 4,291,54.
Commitments and Contingencies (See Note 1
Cumulative Preferred Stock of Subsidiary
without mandatory redemption requirements ($10tdtaalue, 10,000,000 shares authori:
issued and outstanding 115,293 sha 11,52¢ 11,52¢
Equity:
PNMR Convertible Preferred Stock, Series A, withmaindatory redemption requireme
(no stated value, 10,000,000 shares authorizeakdsand outstanding 477,800 sha 100,00( 100,00(
PNMR common stockholde’ equity:
Common stock outstanding (no par value, 120,000sb@@es authorized: issu
and outstanding 86,673,174 and 86,531,644 sh 1,289,89I 1,288,16!
Accumulated other comprehensive income (loss)phigtcome taxe: (46,059 30,94¢
Retained earning 405,88 327,29
Total PNMR common stockhold¢ equity 1,649,71 1,646,401
Non-controlling interest in Valencia 89,35¢ 98,50¢
Total equity 1,839,07! 1,844,911

$ 535992 $ 6,147,98

The accompanying notes, as they relate to PNMRamiategral part of these financial statements.
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PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31

2009 2008 2007
(In
thousands
Cash Flows From Operating Activities:
Net earnings (loss $ 136,73: $ (262,93) $ 75,40:
Adjustments to reconcile net earnings (loss) tocash flows from operating activitie
Depreciation and amortizatic 173,44t 167,11: 179,39t
Amortization of prepayments on PVNGS f-sales contract (26,150 (16,637 -
Bad debt expens 44,07: 59,63t 20,26¢
Deferred income tax expense (bene 27,721 (46,697) 35,42
Equity in net (earnings) loss of Optim Enel 30,14¢ 29,681 (7,582
Net unrealized (gains) losses on derivati (9,570 7,37( 9,13¢
Realized (gains) losses on investments held by | (4,502 15,23: (11,599
Realized loss on Altura contributic - - 3,08¢
Impairment of goodwill and other intangible ass - 221,76¢ 3,38(
Impairment of utility plan - - 19,50(
Gain on sale of PNM G¢ (98,425 - -
Gain on reacquired de (7,31%) - -
Amortization of fair value of acquired Twin Oakdesacontrac - - (35,079
Stock based compensation expe 2,18¢ 3,261 7,55
Regulatory disallowance 27,54: 30,24¢ -
Settlement of legal proceedil 31,96¢ - -
Other, ne (5,789 (6,345 (5,132
Changes in certain assets and liabilit
Accounts receivable and unbilled reven (79,54¢) (42,702 (41,13)
Materials, supplies, and fuel sto (1,087) (9,92)) (104)
Other current asse 47,55¢ (34,399 19,14°
Other asset 72t (28,300 (4,31¢)
Accounts payabl (70,540 2,51¢ 4,42:
Accrued interest and tax (94,99¢) (16,05)) (6,402)
Other current liabilitie: (20,980 3,314 (26,589
Other liabilities (15,507 12,46 (15,72%)
Net cash flows from operating activiti 87,70¢ 88,62¢ 223,06:
Cash Flows From Investing Activities:
Utility plant additions (288,03) (344,95) (455,94,
Proceeds from sales of investments held by ! 124,05 180,29t 163,64:
Purchases of investments held by N (129,83) (185,439 (172,32)
Proceeds from sale of PNM G 652,93: - -
Transaction costs for sale of PNM C (11,162) - -
Proceeds from sales of utility ple - 1,45¢ 55,04:
Return of principal on PVNGS lessor no 27,06¢ 22,50¢ 22,84
Investments in Optim Ener¢ - - (45,040
Distributions from Optim Energ - - 362,28
Change in restricted special depo 35¢ 7,49: (7,852)
Other, ne 4,33¢ (2,07¢) 3,82t
Net cash flows from investing activities 379,72t (320,719 (73,53)

The accompanying notes, as they relate to PNMRamiiategral part of these financial statements.
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PNM RESOURCES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows From Financing Activities:
Shor-term borrowings (repayments), t
Long-term borrowings
Repayment of lor-term debt
Issuance of common sto
Proceeds from stock option exerc
Purchase of common stock to satisfy stock aw
Excess tax benefits (tax shortfall) from st-based payment arrangeme
Payments received on PVYNGS f-sales contract
Dividends paic
Equity transactions with Valencs owner
Debt issuance costs and other

Net cash flows from financing activities

Change in Cash and Cash Equivalent
Cash and Cash Equivalents at Beginning of Yee

Cash and Cash Equivalents at End of Yea

Supplemental Cash Flow Disclosures
Interest paid, net of capitalized interest
Income taxes paid (refunded), net

Supplemental schedule of noncash investing and finaing activities:

Year Ended December 31

2009 2008 2007
(In thousands

(546,66) 78,767 (98,44Y)

345,24: 452,75( 20,00(
(352,08) (450,82() (102,28)

1,24¢ 250,95t 4,281

- 86 11,00:
(951) (1,407 (18,267

(760) (560) 12

30,737 88,50¢ -
(46,229 (58,02¢) (70,869

(13,639 - -
(10,329 (5,312) (592)
(593,43) 354,94 (255,15
(126,007 122,85! (105,62f)

140,64« 17,79: 123,41

$ 1464, $ 140,64 $ 17,79:

$ 118,79¢ $ 144,94: $ 121,84!
$ 118,16( $ (2,75) $ (21,390

As of June 1, 2007, PNMR contributed its ownersififltura to Optim Energy at a fair value of $54@n@lion after an adjustment for
working capital changes. See Note 22. In conjunctidh the contribution, PNMR removed Altura’s assand liabilities from its balance

sheet as follows

Current asse!
Utility plant, net
Deferred charges

Total assets contribut

Current liabilities

Deferred credits and other liabilities
Total liabilities contribute

Other comprehensive income
Total liabilities and OCI contributed

Net contribution to Optim Energy

Utility plant purchased in 2007 through assumptibtong-term debt that eliminate
a portion of investment in PVNGS lessor notes insodidation. See Note 2.

Activities related to consolidation of Valenc
Initial consolidation at May 30, 200
Utility plant addition:
Increase in sh-term borrowings
Nor-controlling interest transactions as of July 1M&(
Reduction in she«-term borrowings
Increase in n-controlling interest in Valenci

Convertible preferred stock issued under forwanatipase contract upc
tender of senior unsecured no

$ 87,31(
82,46¢
88,05¢
90,14¢

$ 100,00

The accompanying notes, as they relate to PNMRamiiategral part of these financial statements.

$ 22,52¢
575,90t
46,01¢

63,26¢
38,09t
101,36

(12,659

88,71:

$ 555,74

$ 41,15:
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PNM RESOURCES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN PNMR COMMON S TOCKHOLDERS’ EQUITY

Balance at December 31, 20C

Purchase of common stock to satisfy stock aw

Tax benefit from stock-based compensation

arrangement

Stock based compensation expe

Sale of common stoc

Common stock issued to ES

Net earnings attributable to PNN

Total other comprehensive income (lo

Adoption of amendment to GAAP regarding uncer
tax positions

Dividends declared on common stock

Balance at December 31, 20C

Adoption of amendment to GAAP regarding fair va
measurement

Purchase of common stock to satisfy stock aw

Tax shortfall from stoc-based compensatic

arrangement

Stock based compensation expe

Sale of common stoc

Stock issuance cos

Common stock issued to ES

Net earnings (loss) attributable to PNM

Total other comprehensive incor

Dividends declared on common stock

Balance at December 31, 20C

Purchase of common stock to satisfy stock aw
Tax shortfall from stoc-based compensatic
arrangement

Stock based compensation expe

Sale of common stoc

Common stock issued to ES

Net earnings attributable to PN

Total other comprehensive income (lo
Dividends declared on common stock

Balanceat December 31, 200!

Accumulated Total PNMR
Common Stock Other Common
Number of Aggregate  Comprehensive Retained Stockholder¢
Shares Value Income (LosS) Earnings Equity
(Dollars in thousands

76,648,47 $ 1,04045 $ 28,90¢ $ 635,55( $ 1,704,91
- (9,329 - - (9,329
- 12 - - 12
- 7,551 - - 7,551
110,13« 2,91¢ - - 2,91¢
55,88t 1,367 - - 1,367
- - - 74,87 74,87¢
- - (17,707 - (17,70
- - - (1,57¢) (1,57¢)
- - - (70,619 (70,619
76,814,49 1,042,97. 11,20¢ 638,22 1,692,41.
- - - 10,42: 10,42:
- (1,28%) - - (1,28%)
- (560) - - (560)
- 3,261 - - 3,261
9,624,92! 249,97 - - 249,97
- (7,177 - - (7,177
92,22¢ 97¢ - - 97¢
- - - (270,64:) (270,649
- - 19,74( - 19,74(
- - - (50,7179 (50,717
86,531,64 1,288,16: 30,94¢ 327,29( 1,646,401
- (952) - - (952)
- (760) - - (760)
- 2,18¢ - - 2,18¢
93,32¢ 81¢ - - 81¢
48,20: 427 - - 427
- - - 124,31¢ 124,31¢
- - (77,00 - (77,00%)
- - - (45,727) (45,727
86,673,17. $ 1,289,891 $ (46,057) $ 405,88 $  1,649,71

The accompanying notes, as they relate to PNMRamiiategral part of these financial statements.
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PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)

Net Earnings (Loss)

Other Comprehensive Income (Loss)

Unrealized Gain (Loss) on Investment Securitie:
Unrealized holding gains (losses) arising dul
the period, net of income tax (expense) bel
of $(7,462), $1,949,and $(3,02
Reclassification adjustment for (gains) lossesudet! in
net earnings (loss), net of income tax expensee(ity
of $1,538, $5,433, and $4,9

Pension liability adjustment, net of income
tax (expense) benefit of $43,542, $2,642, and $(p

Fair Value Adjustment for Designated Cash Flow Hedgs:

Change in fair market value, net of income tax énge)
benefit of $(7,471), $(26,184), and $11,¢

Reclassification adjustment for (gains) lossesuded in
net earnings (loss), net of income tax expensee(ity
of $20,421, $2,893, and $(9¢

Total Other Comprehensive Income (Loss

Comprehensive Income (Loss

Comprehensive Income Attributable to Valencia No-controlling Interest

Preferred Stock Dividend Requirements of Subsidiar

Comprehensive Income (Loss) Attributable to PNMRK

Year Ended December 31

2009 2008 2007
(In
thousands
$ 136,73: $ (262,93) $ 75,40:
11,38¢ (2,979 4,621
(2,34¢) (8,290 (7,497
(66,449 (4,204 1,44¢
9,47: 40,37¢ (17,889
(29,06¢) (5,16¢) 1,61¢
(77,009 19,74( (17,70)
59,72¢ (243,19) 57,70:
(11,890 (7,179 -
(52¢) (52€) (52€)
$ 47,31 $ (250,90 $ 57,17:

The accompanying notes, as they relate to PNMRamiiategral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF EARNINGS (LOSS)

Year Ended December 31

2009 2008 2007

(In thousands

Electric Operating Revenues $ 968,00¢ $ 1,24294; $ 1,136,97:
Operating Expenses:
Cost of energy sol 378,14! 698,05¢ 638,67!
Administrative and gener. 135,02 120,71: 122,00:
Energy production cos 190,63: 203,41¢ 190,82¢
Impairment of goodwil - 51,14: -
Regulatory disallowance 26,87: 30,24¢ -
Depreciation and amortizatic 92,14( 85,72« 83,22
Transmission and distribution co: 41,02: 37,61¢ 39,137
Taxes other than income taxes 26,91¢ 22,54: 29,13t
Total operating expens: 890, 75¢ 1,249,45! 1,103,00.
Operating income (los: 77,25 (6,517) 33,97
Other Income and Deductions:
Interest incomt 30,54: 24,67 41,65¢
Gains (losses) on investments held by N 4,502 (15,239 11,59¢
Other income 6,00z 2,47 5,13
Other deductions (3,617 (4,857) (5,089
Net other income (deduction 37,43¢ 7,061 53,30:
Interest Charges 69,05¢ 69,86¢ 52,66:
Earnings (Loss) before Income Taxe 45,627 (69,329 34,61
Income Taxes (Benefit 13,72¢ (10,029 11,22(
Earnings (Loss) from Continuing Operations 31,90: (59,299 23,39:
Earnings from Discontinued Operations, net of Incone
Taxes of $36,687, $22,957, and $10,: 70,80: 34,62¢ 15,51¢
Net Earnings (Loss) 102,70: (24,66") 38,901
Earnings Attributable to Valencia Non-controlling Interest (11,890 (7,179 -
Net Earnings (Loss) Attributable to PNM 90,81 (31,84¢) 38,901
Preferred Stock Dividends Requirements (52¢) (52¢) (52¢)
Net Earnings (Loss) Available for PNM Common Stocl $ 90,28: $ (32,379 $ 38,37¢

The accompanying notes, as they relate to PNMaatategral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
Current Assets:
Cash and cash equivalel
Special deposit

Accounts receivable, net of allowance for uncoll#etaccounts of $1,483 and $1,2

Unbilled revenue

Other receivable

Affiliate accounts receivabl

Materials, supplies, and fuel sto
Regulatory asse

Derivative instrument

Income taxes receivab

Current assets of discontinued operati
Other current assets

Total current asse

Other Property and Investments:
Investment in PVNGS lessor noi
Investments held by ND
Other investment
Non-utility property

Total other property and investments

Utility Plant:
Plant in service and plant held for future |
Less accumulated depreciation and amortize

Construction work in progre:
Nuclear fuel, net of accumulated amortization 0®, #5656 and $16,018

Net utility plant

Deferred Charges and Other Assets
Regulatory asse
Derivative instrument
Goodwill
Non-current assets of discontinued operati
Other deferred charges

Total deferred charges and other assets

ES

December 31
2009 2008
(In thousands
$ 137 % 46,59¢
2 3,43(
70,51 74,25
38,06 37,35(
74,12( 72,09¢
33 -
47,78¢ 47,25¢
7,47¢ 1,541
24,49¢ 28,85:
59,29¢ -
- 107,98t
40,197 49,69(
363,36¢ 469,05
137,51: 200,71:
137,03: 111,67:
7,47: 9,951
97¢€ 97€
282,99. 323,30¢
3,677,97. 3,448,21.
1,260,90: 1,204,42.
2,417,07. 2,243,79
159,79: 156,99°
69,33} 58,67
2,646,20. 2,459,46!
375,13: 494,48:
- 17,74«
51,63: 51,63:
- 561,91!
55,84 51,13:
482,60« 1,176,90!
$ 3,775,161 $ 4,428,73

The accompanying notes, as they relate to PNMaatategral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED BALANCE SHEETS

December 31

2009 2008
(In thousands, except share
information)
LIABILITIES AND STOCKHOLDER 'S EQUITY
Current Liabilities:
Shor-term debt $ 118,00 $ 340,00(
Current installments of lor-term debt - 36,00(
Accounts payabl 57,47: 90,50:
Affiliate accounts payabl 13,48 17,60°
Accrued interest and tax 24,12« 50,12¢
Regulatory liabilities 90¢ 1,74¢
Derivative instrument 1,50¢ 7,88¢
Current liability of discontinued operatio - 77,08
Other current liabilitie: 126,27: 93,13:
Total current liabilities 341,76t 714,07
Long-term Debt 1,055,73. 1,019,71
Deferred Credits and Other Liabilities:
Accumulated deferred income tay 364,49¢ 414,99!
Accumulated deferred investment tax cre 20,51¢ 23,83¢
Regulatory liabilities 316,21! 292,14t
Asset retirement obligatior 70,09¢ 62,69¢
Accrued pension liability and postretirement betnadist 265,79: 229,68:
Derivative instrument 55€ 56¢
Non-current liabilities of discontinued operatic - 94,61¢
Other deferred credi 90,42¢ 124,92¢
Total deferred credits and liabilitis 1,128,10; 1,243,46
Total liabilities 2,525,60. 2,977,26.
Commitments and Contingencies (See Note 1
Cumulative Preferred Stock
without mandatory redemption requirements ($10f@dtaalue, 10,000,000 authorizt
issued and outstanding 115,293 sha 11,52¢ 11,52¢
Equity:
PNM common stockhold’s equity:
Common stock outstanding (no par value, 40,000sb@0es authorized: issu
and outstanding 39,117,799 shai 1,018,771 932,52:
Accumulated other comprehensive income (loss)phegtcome tax (51,809 17,74¢
Retained earnings 181,70t 391,17(
Total PNM common stockholc’s equity 1,148,67! 1,341,43!
Nor-controlling interest in Valenci 89,35¢ 98,50¢
Total equity 1,238,03 1,439,94!

$ 3,775160 $ 4,428,73

The accompanying notes, as they relate to PNMamiiategral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31

2009 2008 2007

(In thousands
Cash Flows From Operating Activities:

Net earnings (loss $ 102,70: $ (24,667 $ 38,90°
Adjustments to reconcile net earnings (loss) tocash flows from operating activitie
Depreciation and amortizatic 108,50! 101,45¢ 126,25!
Amortization of prepayments on PVNGS f-sales contract (26,150 (16,637 -
Deferred income tax expense (bene 4,64¢ (7,85€) 16,70«
Net unrealized (gains) losses on derivati (4,487) 6,62¢ 8,49¢
Realized (gains) losses on investments held by | (4,502 15,23: (11,599
Gain on sale of PNM Ge (98,425 - -
Impairment of utility plan - - 19,50(
Regulatory disallowance 26,87: 30,24¢ -
Settlement of legal proceedil 31,96¢ - -
Impairment of goodwil - 51,14 -
Other, ne 1,61« 4,27: 2,94t
Changes in certain assets and liabilit
Accounts receivable and unbilled reven (50,557 (1,289 12,02:
Materials, supplies, and fuel sto (385) (9,319 1,29:
Other current asse 17,67¢ (21,359 13,85:
Other asset 10,82: 20,57: (8,937
Accounts payabl (40,937 (3,466 (2,68¢)
Accrued interest and tax (88,187 24,64 (1,689
Other current liabilitie: (12,919 4,957 (17,909
Other liabilities (17,589 (6,989 (8,249
Net cash flows from operating activities (39,309 167,57: 188,92t
Cash Flows From Investing Activities:
Utility plant additions (256,769 (277,08) (352,147
Proceeds from sales of NDT investme 124,05 180,29! 163,64:
Purchases of NDT investmer (129,83) (185,439 (172,32)
Proceeds from sale of PNM G 652,93: - -
Transaction costs for sale of PNM C (11,162 - -
Proceeds from sales of utility ple - 837 55,04:
Return of principal on PVNGS lessor no 30,87: 26,07: 24,63¢
Change in restricted special depo 35¢ 7,49: (7,852
Other, ne 2,041 41¢ 2,361
Net cash flows from investing activities 412,49: (247,409 (286,639

The accompanying notes, as they relate to PNMamiategral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
Year Ended December 31

2009 2008 2007

(In thousands
Cash Flows From Financing Activities:

Shor-term borrowings (repayments), t (222,001) 24,59: 70,72t
Long-term borrowings 36,00( 350,00( 20,00
Repayment of lor-term debt (36,000 (300,000 -
Payments received on PVYNGS f-sales contract 30,731 88,50¢ -
Equity contribution from paret 86,25 - -
Equity transactions with Valencs owner (13,639 - -
Dividends paic (300,27¢) (40,529 (52¢)
Other, net 491 (451 (39
Net cash flows from financing activities (418,43 122,12: 90,15¢

Change in Cash and Cash Equivalent (45,249 42,29( (7,55%)
Cash and Cash Equivalents at Beginning of Yee 46,62 4,331 11,88¢
Cash and Cash Equivalents at End of Yea $ 1,37 $ 46,62 $ 4,331

Supplemental Cash Flow Disclosures
Interest paid, net of capitalized interest

Income taxes paid (refunded), net

»
»

68,48¢ 80,14« $ 59,41
126,52 $ 2,05C $ 5,60

»

Supplemental schedule of noncash investing and finaing activities:
As of January 1, 2007, TNMP transferred its New Meoperational assets and liabilities to PNMR tlgio a redemption of TNV's
common stock. PNMR contemporaneously contributedltiMP New Mexico operational assets and liabgite PNM. See Note :

Current assel $ 15,44
Other property and investmer 1C
Utility plant, net 96,46¢
Goodwill 102,77"
Deferred charges 1,37
Total assets transferred from TNM 216,07
Current liabilities 17,31
Long-term debi 1,06t
Deferred credits and other liabiliti 30,67
Total liabilities transferred from TNMP 49,05!
Net assets transferred — increase in common sttadd® equity $ 167,02

Activities related to consolidation of Valenc
Initial consolidation at May 30, 200

Utility plant addition: $ 87,31(
Increase in shi-term borrowings 82,46¢
Nor-controlling interest transactions as of July 1M&(
Reduction in sh-term borrowings 88,05¢
Increase in non-controlling interest ial&hcia 90,14¢
Utility plant purchased through assumption of I-term debt (see Note 1 $ 31,98

The accompanying notes, as they relate to PNMamiategral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN PNM COMMON ST OCKHOLDER'’S EQUITY

Balance at December 31, 20C

Equity contribution from paret

Net earnings attributable to PN

Total other comprehensive income (lo

Adoption of amendment to GAAP regarding uncertail

tax positions
Dividends on preferred stot
Balance at December 31, 20C

Adoption of amendment to GAAP regarding fair valu

measurement
Net earnings (loss) attributable to PN
Total other comprehensive incot
Dividends on preferred stot
Dividends on common stoc
Balance at December 31, 20C
Net earnings attributable to PN
Total other comprehensive income (lo
Equity contributions from pare!
Dividends on preferred stot
Dividends on common stock

Balance at December 31, 20C

Accumulated Total PNM
Common Stock Other Common
Number of Aggregate  Comprehensive Retained Stockholder's
Shares Value Income (Loss) Earnings Equity
(Dollars in thousands
39,117,79 $ 765,500 $ 8,761 $ 415,87 $ 1,190,13i
- 167,02 - - 167,02
- - - 38,90" 38,907
- - (1,187 - (1,187
- - - (1,137 (1,137
- - - (52¢€) (528)
39,117,79 932,52: 7,58( 453,12: 1,393,22!
- - - 10,42: 10,42:
- - - (31,84¢) (31,84¢)
- - 10,16¢ - 10,16¢
- - - (52¢) (529)
- - - (40,000 (40,000
39,117,79 932,52: 17,74¢ 391,17( 1,341,43
- - - 90,81: 90,81:
- - (69,559) - (69,557)
- 86,25 - - 86,25
- - - (52¢) (528)
- - - (299,749 (299,749
39,117,79 $ 1,018,771 $ (51,807) $ 181,70¢ $  1,148,67

The accompanying notes, as they relate to PNMaatategral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)

Year Ended December 31

ES

2009 2008 2007
(In
thousands
Net Earnings (Loss) $ 102,70. $ (24,667 $ 38,90°
Other Comprehensive Income (Loss)
Unrealized Gain (Loss) on Investment Securitie:
Unrealized holding gains (losses) arising dul
the period, net of income tax (expense) bei
of $(7,462), $1,949, and $(3,0z 11,38¢ (2,979 4,621
Reclassification adjustment for (gains) lossesuded in
net earnings (loss), net of income tax expenseeiie
of $1,538, $5,433, and $4,9 (2,34¢) (8,290) (7,497)
Pension liability adjustment, net of income
tax (expense) benefit of $43,510, $2,123, and $(¥ (66,397) (3,239 1,18¢
Fair Value Adjustment for Designated Cash Flow Hedgs:
Change in fair market value, net of income tax ésqe)
benefit of $(6,634), $(16,415), and $(9 10,12:¢ 25,04¢ 1,48¢
Reclassification adjustment for (gains) lossesuded in
net earnings (loss), net of income tax expensee(iig
of $14,629, $248, and $639 (22,329 (379 (975)
Total Other Comprehensive Income (Loss (69,559 10,16¢ (1,187
Comprehensive Income (Loss 33,14¢ (14,50 37,72¢
Comprehensive Income Attributable to Valencia No-controlling Interest (11,890 (7,179 -
Comprehensive Income (Loss) Attributable to PNV $ 21,25¢ $ (21,680 $ 37,72¢

The accompanying notes, as they relate to PNMaatategral part of these financial statements.
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF EARNINGS (LOSS)

Year Ended December 31

2009 2008 2007
(In thousands
Electric Operating Revenues
Nor-affiliates $ 151,29: $ 135,06¢ $ 109,81¢
Affiliate 41,33¢ 55,21« 70,60:
Total electric operating revent 192,63: 190,28: 180,42:
Operating Expenses:
Cost of energy sol 34,72¢ 32,67 29,52¢
Administrative and gener. 33,46¢ 27,35¢ 29,11
Impairment of goodwil - 34,45¢ -
Regulatory disallowance 67C - -
Depreciation and amortizatic 37,26: 38,69¢ 30,40:
Transmission and distribution co: 22,28* 21,06¢ 18,61¢
Taxes, other than income taxes 19,127 18,58 20,09:
Total operating expens 147,53( 172,83: 127,75
Operating incom: 45,10z 17,45( 52,67(
Other Income and Deductions:
Interest incomt 9 63 85
Other income 2,62 3,33¢ 1,61¢
Other deduction 23¢ (172 (147)
Net other income (deduction 2,86¢ 3,22F 1,55:
Interest Charges 27,82( 18,34( 25,16¢
Earnings Before Income Taxe: 20,15: 2,33t 29,05t
Income Taxes 7,98¢ 11,12¢ 10,64
Net Earnings (Loss) $ 12,16¢ $ (8,799 $ 18,40¢

The accompanying notes, as they relate to TNMParategral part of these financial statements.
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED BALANCE SHEETS

December 31

2009 2008
(In thousands
ASSETS
Current Assets:
Cash and cash equivale $ 13¢ $ 124
Special deposit 5C 5C
Accounts receivabl 11,77 11,45°
Unbilled revenue 7,23¢ 6,421
Other receivable 57¢ 48(
Affiliate accounts receivabl 5,151 7,11C
Materials and supplie 2,591 1,62¢
Income taxes receivab 10,76: 9
Other current assets 1,012 95¢
Total current assets 39,29t 28,23¢
Other Property and Investments:
Other investment 27C 55C
Non-utility property 2,111 2,111
Total other property and investments 2,381 2,661
Utility Plant:
Plant in service and plant held for future | 864,26( 816,07t
Less accumulated depreciation and amortization 292,60t 291,22t
571,65. 524,84¢
Construction work in progress 9,83z 30,94¢
Net utility plant 581,48« 555,79t
Deferred Charges and Other Assets
Regulatory asse 149,00! 134,66(
Goodwill 226,66! 226,66!
Other deferred charges 10,22t 23,98:
Total deferred charges and other as 385,89! 385,30°
$ 1,009,05 $ 971,99¢

The accompanying notes, as they relate to TNMPaiategral part of these financial statements.
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED BALANCE SHEETS

December 31

2009 2008
(In thousands, except share
information)
LIABILITIES AND STOCKHOLDER 'S EQUITY
Current Liabilities:
Shor-term debt $ - $ 150,00
Shor-term deb+ affiliate 23,50( 14,10(
Current installments of loi-term debi - 167,69(
Accounts payabl 6,24 11,84¢
Affiliate accounts payabl 2,281 1,23¢
Accrued interest and tax 16,50¢ 35,11¢
Other current liabilitie: 2,19¢ 3,111
Total current liabilities 50,72 383,10:
Long-term Debt 309,71. -
Deferred Credits and Other Liabilities:
Accumulated deferred income tay 136,94 111,19¢
Regulatory liabilities 34,10¢ 35,02¢
Asset retirement obligatior 772 711
Accrued pension liability and postretirement benefist 16,13: 16,45
Other deferred credits 8,87 1,82(
Total deferred credits and other liabilities 196,82¢ 165,20!
Total liabilities 557,26« 548,30¢
Commitments and Contingencies (See Note 1
Common Stockholde’s Equity:
Common stock outstanding ($10 par value, 12,000sb@Bes authorize:
issued and outstanding 6,358 sha 64 64
Paic-in-capital 443,18 427,32
Accumulated other comprehensive income (loss)phitcome tax (74) (142)
Retained earnings (defici 8,614 (3,552)
Total common stockhold’s equity 451,79: 423,69(

$ 1,009,05 $ 971,99¢

The accompanying notes, as they relate to TNMPaiategral part of these financial statements.

B-26




TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31
2009 2008 2007
(In thousands

Cash Flows From Operating Activities:
Net earnings (loss $ 12,16¢ $ (8,797 $ 18,40¢
Adjustments to reconcile net earnings (loss

net cash flows from operating activitie

Depreciation and amortizatic 42 ,58¢ 42,41¢ 35,38
Regulatory disallowance 67C - -
Impairmentof goodwill - 34,45¢ -
Deferred income tax expense (bene 31,85¢ (7,719 (8,727
Other, ne 59z (2,50¢) (2,929

Changes in certain assets and liabilit
Accounts receivable and unbilled reven (1,139 (4,697) (10,097
Materials and supplie (96€) (200) (46)
Other current asse (712) 30¢ 3,56%
Other asset (3,467) (33,439 (257)
Accounts payabl (5,609 6,181 (2,849
Accrued interest and tax (29,259 93¢ 52,92
Other current liabilitie: 2,145 1 (13,70¢)
Other liabilities (2,679 14,63¢ (461)
Net cash flows from operating activiti 46,20« 41,59t 71,21¢

Cash Flows From Investing Activities:

Utility plant additions (53,069 (51,116 (42,725
Net cash flows from investing activiti (53,069 (51,116 (42,725

The accompanying notes, as they relate to TNMParategral part of these financial statements.
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31

2009 2008 2007

(In thousands
Cash Flow From Financing Activities:

Shor-term borrowings (repayments), (150,0010) 150,00( -
Shor-term borrowings, n- affiliate 34,60¢ 10,69¢ 3,40¢
Long-term borrowings 309,24. - -
Repayment of lor-term debt (167,69() (148,939 (100,501)
Equity contribution by parer - - 101,24¢
Dividends paic (9,339 - (35,000
Debt issuance costs and other (9,946 (2,309 1

Net cash flows from financing activities 6,87: 9,45¢ (30,846
Change in Cash and Cash Equivalent 14 (63) (2,355
Cash and Cash Equivalents at Beginning of Yee 124 187 2,54
Cash and Cash Equivalents at End of Yea $ 136 $ 124 $ 187

Supplemental Cash Flow Disclosures
Interest paid, net of capitalized interest

Income taxes paid, (refunded) net

»

24,46 $ 17,24¢ $ 23,62¢
588i $ 16,611 $ (15,529

»

Supplemental schedule of noncash investing and finaing activities:
As of January 1, 2007, TNMP transferred its New Meoperational assets and liabilities to PNMR tlgio a redemption of TNV's
common stock. PNMR contemporaneously contributedltiMP New Mexico operational assets and liabgite PNM. See Note :

Current assel $ 15,44¢
Other property and investmet 1C
Utility plant, net 96,46¢
Goodwill 102,77!
Deferred charges 1,37
Total assets transferred to PM 216,07
Current liabilities 17,31
Long-term debt 1,06¢
Deferred credits and other liabiliti 30,67
Total liabilities transferred to PNM 49,05

Net assets transferred — common stock redeemed $ 167,02:

Equity contribution from parent through forgiveness
short-term debt $ 25,20¢

The accompanying notes, as they relate to TNMParategral part of these financial statements.
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKH OLDER’S EQUITY

Balance at December 31, 20C

Redemption of common stor

Equity contribution from paret

Adoption of amendment to GAA
regarding uncertain tax positio

Income taxes on goodwill adjustme

Net earning:

Total other comprehensive incot

Dividends on common stock

Balance at December 31, 20C

Net earnings (loss

Total other comprehensive incot

(loss)

Balance at December 31, 20C

Equity contribution from parer

Net earning:

Total other comprehensive incor

Dividends on common stock

Balance at December 31, 20C

Accumulated Total
Common Stock Other Retained Common
Number of Aggregate Paid-in Comprehensive Earnings Stockholder's
Shares Value Capital Income (Loss) (Deficit) Equity
(Dollars in thousand:s
9,61t $ % $ 492,81 $ 56z $ 21,14¢ $ 514,61
(3,257 (32 (166,99) - - (167,02)
- - 101,24¢ - - 101,24¢
- - - - 684 684
- - 25C - - 25C
- - - - 18,40¢ 18,40¢
- - - 261 - 261
- - - - (35,000 (35,000
6,35¢ 64 427,32( 822 5,241 433,44¢
- - - - (8,799 (8,799
- - - (965) - (965)
6,35¢ 64 427,32( (142) (3,552 423,69(
- - 25,20¢ - - 25,20¢
- - - - 12,16¢ 12,16¢
- - - 68 - 68
- - (9,339 - - (9,339
6,35¢ $ 64 $ 443,18 $ (74) $ 8,614 $ 451,79:

The accompanying notes, as they relate to TNMPaiategral part of these financial statements.
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)

Year Ended December 31

2009 2008 2007

(In thousands

Net Earnings (Loss) $ 12,16¢ $ (8,799 $ 18,40¢

Other Comprehensive Income (Loss)

Pension liability adjustment, net of income
tax (expense) benefit of $32, $520, and $(1¢ (57 (965) 261

Fair Value Adjustment for Designated Cash Flow Hedg:
Change in fair value, net of income tax (expel

benefit of $182, $0, and § (329 - -
Reclassification adjustment for (gains) lossetuitled in net earnings (loss), net of
income tax
expense (benefit) of $(252), $0, and 454 - -
Total Other Comprehensive Income (Loss 68 (965) 261
Comprehensive Income (Loss $ 1223 $ (9,756 $ 18,66¢

The accompanying notes, as they relate to TNMParategral part of these financial statements.
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PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

(1) Summary of the Business and Significant Accountingolicies
Nature of Business

PNMR is an investor-owned holding company oérgy and energy-related businesses. PNMMRimary subsidiaries are PN
TNMP, and First Choice. PNM is a public utilitytiviregulated operations primarily engaged in theegation, transmission and distributior
electricity and, through January 29, 2009, thedmginsion, distribution and sale of natural gas.déscribed in Note 2, PNM completed the
of its natural gas operations on January 30, 2609M began service to TNM®New Mexico customers effective January 1, 20DMMP anc
First Choice are wholly owned subsidiaries of TMijch is a holding company that is wholly owned PMMR. TNMP provides regulat
transmission and distribution services in TexasstFChoice is a competitive retail electric prosticbperating in Texas. PNMR owns 509
Optim Energy (formerly EnergyCo), which is focused unregulated electric operations, principallyhivitthe areas of Texas covered
ERCOT, including the development, operation and ership of diverse generation assets and wholesaf&ating. PNMRS common stoc
trades on the New York Stock Exchange under thebsyPNM.

Financial Statement Preparation and Presentation

The preparation of financial statements in conftynwith accounting principles generally acceptedtlie United States requil
management to make estimates and assumptionsfteet the reported amounts of assets and lialslittésclosure of contingent assets
liabilities at the date of the financial statemeiatsd the reported amounts of revenues and expensieg the reporting period. Actual res
could ultimately differ from those estimated.

The Notes to Consolidated Financial Statementaidecisclosures for PNMR, PNM, and TNMP. For déston purposes, this rep
will use the term “CompanyWhen discussing matters of common applicabilityPldMR, PNM and TNMP. Discussions regarding t
PNMR, PNM or TNMP will be indicated as such.

Certain amounts in the 2008 and 2007 Consolidatean€ial Statements and Notes thereto have beéassdted to conform to the 20
financial statement presentation. At December28)7, PNM Gas, a segment of PNM, became classifietield for sale and is showr
discontinued operations for all periods presentgde Note 2 and Note 23.

GAAP defines subsequent events as events or titamsathat occur after the balance sheet date dfotrd financial statements are iss
or are available to be issued. Based on theirr@atnagnitude, and timing, certain subsequent sveraty be required to be reflected at
balance sheet date and/or required to be disclivs#tk financial statements. The Company has et@dlisubsequent events as require
GAAP.

Principles of Consolidation

The Consolidated Financial Statements of each afiIRNPNM, and TNMP include their accounts and thafssubsidiaries in which th
entity owns a majority voting interest. PNMRrimary subsidiaries are PNM, TNMP, First Chaeel, through May 31, 2007, Altura. PI
consolidates the PVNGS Capital Trust and ValenBiBM owns undivided interests in several jointlyr®d power plants and records its pro-
rata share of the assets, liabilities and expefosghose plants.

PNMR shared servicegidministrative and general expenses, which repteseats that are primarily driven by corporate leaivities
are charged to the business segments, includingnCirtergy. These services are billed at cost, gxf@r Optim Energy, which includes
profit element. Other significant intercompanynsactions between PNMR, PNM, and TNMP include energchases and sales, transmis
and distribution services, lease payments, dividepdid on common stock, and interest paid by PVNGital Trust to PNM. A
intercompany transactions and balances have beeimaled. See Note 20.
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PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

Accounting for the Effects of Certain Types of Reglation

The Company maintains its accounting records im@ance with the uniform system of accounts prescriby FERC and adopted
the NMPRC and PUCT.

Certain of the Company's operations are regulajethb NMPRC, PUCT and FERC and the provisions ofABAfor rateregulate:
enterprises are appliedto its regulated operations. Regulators may ass@gts to accounting periods that differ from acctmgnmethod
applied by nonregulated utilities. When it is pable that regulators will permit recovery of coteough future rates, costs are deferre
regulatory assets that otherwise would be expenséidewise, regulatory liabilities are recognizedhem it is probable that regulators
require refunds through future rates or when regeisucollected for expenditures that have not yegnbincurred. Regulatory assets
liabilities are amortized into earnings over théhadized recovery period. Accordingly, the Compédmrag deferred certain costs and reca
certain liabilities pursuant to the rate actionsFERC, the NMPRC and the PUCT. Information on Ulatpry assets” andrégulaton
liabilities” is contained in Note 4.

Cash and Cash Equivalents

Investments in highly liquid investments withiginal maturities of three months or less atdaé of purchase are considered cash
equivalents.

Utility Plant

Utility plant is stated at cost, which includes italized payrollrelated costs such as taxes, pension and othegefrivenefit:
administrative costs and an allowance for fundsl uhkging construction where authorized by rate legtgan.

Repairs, including major maintenance activities] arinor replacements of property are expensed \ilanred, except as required
regulators for ratemaking purposes. Major replaars are charged to utility plant. Gains or loseesulting from retirements or otl
dispositions of regulated property in the normalrse of business are credited or charged to thamadated provision for depreciation.

Allowance for Funds Used During Construction

As provided by the FERC uniform systems of accquatsallowance for funds used during construct®eharged to utility plant fi
construction projects included in rate base. Hflswance is a nosash item designed to enable a utility to capigafinancing costs duril
periods of construction of property subject to reggulation. It represents the cost of borroweldfu (allowance for borrowed funds u
during construction) and a return on other fundls\isnce for equity funds used during construction)

In 2009, 2008, and 2007, PNM recorded $8.0 mill®n.9 million, and $7.7 million of allowance forrfds used during construction
certain projects and TNMP recorded $1.1 million0illion, and $0.4 million.

Capitalized Interest
PNMR capitalizes interest on its construction petgeand major computer software projects not stillieche computation of i
allowance for funds used during construction. regéewas capitalized at the overall weighted avetagrowing rate of 6.9%, 6.5%, and 6

for 2009, 2008, and 2007. PNMR's capitalized ies¢iwas $0.7 million, $0.8 million, and $4.1 miflian 2009, 2008, and 2007; PN&iva:
$0.2 million, $0.5 million, and $3.7 million; andNMP’s was zero in 2009 and less than $0.1 millim2008 and 2007.
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PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007
Carrying Charges on Stranded Costs

TNMP’s estimate of allowable carrying charges on strdrubsts that it may recover from its transmissiod distribution customers
based on a Texas Supreme Court ruling, and the Pd{Epplication of that ruling.

Materials, Supplies, Fuel Stock, and Natural Gas &ted

Materials and supplies relate to transmission ridigtion and generating assets. Materials and Iggpre charged to inventory wt
purchased and are expensed or capitalized as apgeopwhen issued. Materials and supplies are edalusing an average cosi
method. Obsolete materials and supplies are egdenken identified.

Natural gas in underground storage was valued wsweighted average method. Withdrawals were @uhtg sales service custon
through the PGAC.

Coal is valued using a rolling weighted averagedingsnethod that is updated based on the currembgeost per ton. Periodic ae
surveys are performed on the coal piles and adprstsnare made. In addition to coal delivered amthided in inventory, PNM prepays
SJGS coal supplier for coal mined but not yet @ebd. At December 31, 2009 and 2008, prepaymenisoll amounted to $32.1 million ¢
$30.7 million

Inventories consisted of the following at Dexter 31:

PNMR PNM TNMP
2009 2008 2009 2008 2009 2008
(In thousands

Coal $ 15,07¢ $ 16,88¢ $ 15,07¢ $ 16,88¢ $ - $ =

Gas in underground stora - 9,88¢ - 9,88¢ - -

Materials and supplies 35,55 35,36: 32,71( 33,21¢ 2,591 1,62¢

50,63: 62,13: 47,78¢ 59,98¢ 2,591 1,62¢

Discontinued operatior - 12,73¢ - 12,73¢ - -

Continuing operations $ 50,63 $ 49,397 $ 47,78¢ $ 47,25 $ 2,591 $ 1,62¢
Investments

In 1985 and 1986, PNM entered into eleven operaages for interests in certain PVNGS generatamilifies (see Note 7). T
remaining 10.3% and 10.15% lessor notes that vestged by the owners of the assets subject to thases were subsequently purchase
and are now held by the PVYNGS Capital Trust, wiigctonsolidated by PNM. Eight leases continue amedclassified as operating leases.
PVNGS Capital Trust intends to hold the lessor siotetil such notes mature. Similarly, in 1985, PEMered into two operating leases fol
EIP transmission line for which the owners hadeasslessor notes. In 2003, PNM acquired a 60% ostmgiinterest in the EIP, collapsing
lease relating to it, and in 2004 purchased thstantling lessor note relating to the remaining 4068érest. The remaining EIP lessor t
bears interest at 10.25%, matures in 2012, andrited on the Consolidated Balance Sheet in otherstments at $6.7 million and $8.6 mill
as of December 31, 2009 and 2008. Both the PVYNGIIAP lessor notes are carried at amortized cost.

The Companys other investments, including the NDT, are pritgadomprised of United States, state, and municgalernmer
obligations and corporate securities. All investiseare held in the Compaisyhame and are in the custody of major financtititions. Th
specific identification method is used to determtime cost of securities disposed of, with realigaths and losses reflected in other income
deductions. At December 31, 2009 and 2008, sutisligrall of these investments were classifiechaailable for sale. PNM holds investm
securities in the NDT. PNM evaluates these investnsecurities for impairment on an gaing basis. Since third party investment man
have sole discretion over the purchase and salk®MDT securities, PNM records a
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PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

realized loss as an impairment for any security ti@s a market value that is less than cost aettieof each quarter. For the years e
December 31, 2009, 2008 and 2007, PNM recordedifmpat losses on securities held in the nucleapaeaissioning trust of $8.1 millio
$12.3 million, and $1.8 million. No gains or lossare deferred as regulatory assets or liabilitidsrealized gains on these investment:
included in other comprehensive income, net of retgted tax effect.

Investment in Optim Energy (formerly known as Energ/Co)

PNMR accounts for its investment in Optim Energing the equity method of accounting because PNIMRInership interest results
significant influence, but not control, over Optitnergy and its operations. PNMR records as incibsngercentage share of earnings or lo:
Optim Energy and carries its investment at cogusted for its share of undistributed earningsossés. The difference between PNIgIRbol
value of its investment in Optim Energy and itsgodionate share of Optim Energyéquity is being amortized into results of operaiove
the useful lives of the underlying assets and eatial periods of the liabilities that resultedhie difference. See Note 22.

Goodwill and Other Intangible Assets

Under the provisions of GAAP, the Company doesarobrtize goodwill. Certain intangible assets areoiized over their estimat
useful lives. Goodwill and noamortizable other intangible assets are evaluatednipairment annually, or more frequently if evemin
circumstances indicate that the goodwill and inifalegassets might be impaired. Amortizable otmtangible assets are amortized ovel
shorter of their economic or legal lives and araleated for impairment when events and circumstancdicate that the assets might
impaired. Impairments recorded in 2008 are disedigs Note 25.

Asset Impairment

Tangible longlived assets are evaluated in relation to the &tumdiscounted cash flows to assess recoverabilitgn events at
circumstances indicate that the assets might baimegh Impairment testing of power generation @se&cluded from jurisdictional rates
performed periodically in response to changes irkataonditions.

Revenue Recognition

First Choice, PNM and TNMP record electric and gasrating revenues, as applicable, in the perfodetivery, which include
estimated amounts for service rendered but unbéitetie end of each accounting period.

The determination of the energy sales by PNM, TNaffd First Choice to individual customers is basadthe reading of the
meters, which occurs on a systematic basis thrautghe month. At the end of each month, amountnefgy delivered to customers since
date of the last meter reading and the correspgnalibilled revenue are estimated. Unbilled eleatevenue is estimated based on the
generation volumes, estimated customer usage byg,cleather factors, line losses and applicabl®mes rates based on regression ana
reflecting historical trends and experience.

PNM's gas operations, which were sold on January 309 20d are reflected as discontinued operationshpged gas on behal
its end-use sales-service customers while othelketens or producers purchased gas on behalf of #hmi-use transportatigervice
customers. PNM collected a cost of service revebuehe transportation, delivery, and customewiser provided to all on-system einde
customers. Cost of service tariffs were set byNIMPRC while gas commodity rates were subject totdrms of the PGAC with oversi
provided by the NMPRC.

PNM's wholesale electricity sales are recorded as tipgreevenues and the wholesale electricity purebase recorded as cost

energy sold. In accordance with GAAP, derivativatcacts that are net settled or “booked-out” amrded net in earnings. A bookt is the
planned or unplanned netting of off-setting purehasd sale
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transactions. A bookut is a transmission mechanism to reduce congestiothe transmission system or administrative &urtsee furth
discussion below in Derivatives). For accountingpmses, a bookut is the recording of net revenues upon theeseéht of a derivati
contract.

Unrealized gains and losses on contracts thatlgumlify for the normal purchases or normal sabeseption or are not designe
for hedge accounting are classified as tradingstrations or economic hedges. Trading transactomslefined as derivative instruments 1
to take advantage of existing market opportuniti@sanges in the fair value of trading transactiares reflected on a net basis in opere
revenues. The Company stopped entering into satdeeltrading transactions during 2008. Economicldes are defined as deriva
instruments, including lonterm power agreements, used to hedge generatietsamsd purchased power costs. Changes in thediie o
economic hedges are reflected in results of omeratiwith changes related to economic hedges @s $atluded in operating revenues
changes related to economic hedges on purchadededdn cost of energy sold.

Depreciation and Amortization

PNM’s provision for depreciation and amortizatidnudility plant, other than nuclear fuel, is basgabn straightine rates approved
the NMPRC. Nuclear fuel is based on units-of-paiun. TNMP's provision for depreciation and amortization dfitytplant is based upc
straight-line rates approved by the PUCT. Deptexisof non-utility property is computed based ba straightine method. The provision {
depreciation of certain equipment is allocated leenw depreciation expense and construction projéetsed on the use of -
equipment. Average rates used are as follows:

2009 2008 2007

PNM
Electric plant 2.31% 2.35% 2.42%
Gas plant (see Note - - 2.82%
Common, intangible, and general pl. 4.29% 4.24% 6.32%
TNMP 3.44% 3.44% 3.48%

Amortization of Debt Acquisition Costs

Discount, premium and expense related to the ismuahlongterm debt are amortized over the lives of the rethpe issues. Gains a
losses incurred upon the early retirement of lterga debt are recognized in other income or dedastiexcept for amounts attributable
NMPRC or PUCT regulation, which are amortized awerlives of the respective issu

Derivatives

The Company records derivative instruments in thlrdre sheet as either an asset or liability medsat their fair value. GAA
requires that changes in the derivativies' value be recognized currently in earnings sslspecific hedge accounting or normal purchas
sale criteria are met. Special accounting for ifginty hedges allows derivative gains and lossesftget related change in value of the het
item in the statement of earnings, and requiresdhl@mpany must formally document, designate, assess the effectiveness of transac
that receive hedge accounting. GAAP provides ttateffective portion of the gain or loss on a dalive instrument designated and qualify
as a cash flow hedging instrument be reported @srgonent of AOCI and be reclassified into earniinghe period during which the heds
forecasted transaction affects earnings. The tesfilhedge ineffectiveness and the portion ofdh@nge in fair value of a derivative that
entity has chosen to exclude from hedge effectiseiaee required to be presented in current earniBgs Note 8.

The Company treats all forward electric purchasas sales contracts subject to unplanned nettingook-out by the transmissi
provider as derivative instruments subject to markaarket accounting, unless the contract
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qualifies for the normal exception by meeting thefimition of a capacity contract. Under this defioim, the contract cannot permit
settlement, the seller must have the resourcesrte she contract and the buyer must be a loadnggentity.

In addition, all energy contracts held for tradimgrposes are presented on a net margin basi® istétement of earnings. Ene
contracts that do not meet the definition of adsive are recognized in current earnings and atenarked to market.

GAAP gives guidance on whether realized gains asdds on derivative contracts not held for tragingoses should be reported «
net or gross basis and concludes such classificégia matter of judgment that depends on the aslefacts and circumstances. PNM net
realized gains and losses on derivative transagtitniat do not physically deliver and that are dffeg similar transactions duri
settlement. For the years ended December 31, Z@B, and 2007, wholesale purchases of $2.8 mjlid2.6 million, and $122.0 millic
were netted with electric revenues in the Constdid&tatements of Earnings (LosSS).

Decommissioning Costs

PNM owns and leases nuclear and fos#l generating facilities. In accordance with GARAPNM is only required to recognize
measure decommissioning liabilities for tangibleddived assets for which a legal obligation exidthuclear decommissioning costs .
related accruals are based on sjecific estimates of the costs for removing allisactive and other structures at PYNGS and arert#gn
upon numerous assumptions. PNMiccruals for PVNGS Units 1, 2 and 3 have beeremhaded on such estimates, the guidelines of the
and the probability of a license extension. PVN@H 3 is excluded from PNM retail rates while PVYNGS Units 1 and 2 are inetlildPNNM
collects a provision for ultimate decommissionifd®®NGS Units 1 and 2 and its foséileled generation facilities in its rates and redpgs
corresponding expense and liability for these antmuBee Note 15.

In connection with both the SJIGS coal agreementlaadour Corners fuel agreement, the owners auéinesl to reimburse the mini
companies for the cost of contemporaneous reclamat well as the costs for final reclamation & tioal mines. The reclamation costs
based on site-specific studies that estimate teesdo be incurred in the future and are dependgeoh numerous assumptionBNM consider
the contemporaneous reclamation costs part ofabedt its delivered coal costs. See Note 16 foisaussion of the final reclamation costs.

Pension and Other Postretirement Benefits

See Note 12 for a discussion of pension and postnegnt benefits expense, including a discussigh®fctuarial assumptions.
Stock-Based Compensation

See Note 13 for a discussion of stock-based comagiensexpense.
Income Taxes

Income taxes are accounted for using the assdtadnility method for accounting for income taxeBeferred tax assets and liabilities
recognized for the estimated future tax consequeattabutable to differences between the finamsialement carrying value of existing as
and liabilities and their respective tax basis.rr@t NMPRC and PUCT approved rates include theeffgcts of the majority of the
differences. GAAP requires that rate-regulatecemgmises record deferred income taxes for tempodifferences accorded flothwougt
treatment at the direction of a regulatory commissiThe resulting deferred tax assets and ligdsliare recorded at the expected cash fl¢
be reflected in future rates. Because the NMPRE tae PUCT have consistently permitted the recowdryax effects previously flowed-

through earnings, the Company has establishedatgulliabilities and assets offsetting such defétax assets and liabilities. Items acco
flow-through
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treatment under rate orders, deferred income tandghe future ratemaking effects of such taxesyedlsas corresponding regulatory assets
liabilities, are recorded in the financial statetsen

The Company recognizes only the impact of tax sitthat, based on their merits, are more likefntnot to be sustained upon an
audit. See Note 11.

Excise Taxes

The Company pays certain fees or taxes which ahereconsidered to be an excise tax or similamt@xcise tax. Substantially all
these taxes are recorded on a net basis in theofiiated Statements of Earnings.

(2) Acquisitions, Dispositions and Impairments
PNM Gas Sale

On January 12, 2008, PNM reached a definitive ages to sell its natural gas operations, which aisep the PNM Gas segment
NMGC, a subsidiary of Continental, for $620.0 naifliin cash, subject to adjustment based on thealalevel of working capital at closir
PNM received an additional $32.9 million relatedamorking capital true-ups.In a separate transaction conditioned upon thedfalee nature
gas operations, PNMR proposed to acquire CRHC, iGemtal's regulated Texas electric transmission disttibution business, for $20:
million in cash. On July 22, 2008, PNMR and Contita agreed to terminate the agreement for the isitigm of CRHC. Under tt
termination agreement, Continental agreed to payIRI$15.0 million upon the closing of the PNM Gaansaction. PNM completed the
of PNM Gas on January 30, 2009 and recognized ra@fa$65.3 million, after income taxes of $33.1lmil, in 2009, which is included i
discontinued operations on the Consolidated Statesraf Earnings (Loss). This gain reflects theuain for the increase in the PBO of
PNM pension plan related to the retirement of erygds transferred to NMGC. See Note 12. PNMR neieegl an additional pr&x gain o
$15.0 million ($9.1 million after income taxes) dicethe CRHC termination payment, which is includieather income on the Consolida
Statements of Earnings (Loss). In connection Withsale, PNM retained obligations under the fro28iM pension and executive retirerr
plans for employees transferred to NMGC. PNM hadgulatory asset related to these plans, whichremmgved from regulatory assets on
date of the sale and transferred to AOCI. The déercharge to AOCI was $64.8 million. PNM alscameed obligations for certain conting
liabilities that existed at the date of sale. PMddognized $5.4 million in expense related to tHessilities in 2009, which is included
discontinued operations on the Consolidated Stattsm# Earnings (LosS).

PNM used proceeds from the sale to retire stesrtr debt and paid a dividend of $220.0 millionPNMR. The remaining funds we
used to pay income taxes on the gain from the IMMR used the dividend from PNM and the $15.0iomilfrom Continental to retire de
There were no material prior relationships betw#enPNMR and Continental parties other than ineespf the transactions described he
PNM and PNMR Services Company provided certain @@fe administrative and customer service suppgarvst to NMGC under a transiti
services agreement. The agreement term began yaB0a2009 and terminated in July 2009 with theegtion of shared meter read
services, which will continue through 2010. Seed\®8 for financial information concerning PNM Gasich is classified as discontint
operations in the accompanying financial statements

Twin Oaks

On April 18, 2006, PNMR’s wholly owned subsidiaBdtura, purchased the Twin Oaks business, whictuded a 305 MW codlired
power plant located 150 miles south of Dallas, Bewa $480.0 million in cash plus the assumptiocaftracts and liabilities. Effective Jun
2007, PNMR contributed Altura, including the Twirak3 business, to Optim Energy. See Note 22. &tlts of Twin Oaks operations h.
been included in the Consolidated Financial Statgsef PNMR from April 18, 2006 through May 31, Z00Beginning June 1, 2007,
Twin Oaks operations are included in Optim Enexmgyich is accounted for by PNMR using the equity moelt
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The Twin Oaks purchase agreement included thelalewent rights for a possible 6@8egawatt expansion of the plant, which PN
classified as an intangible asset with a value2&.@ million at the date of acquisition. PNMR reassed this valuation as of April 1, 2007
determined that the asset was impaired, resulting pretax loss of $3.4 million, which was recorded in myeproduction costs. In 20(
Optim Energy made a strategic decision not to putte Twin Oaks expansion and wrote off the devakmt rights as an impairment
intangible assets.

As part of the acquisition of Twin Oaks, PNMR detéred the fair value of two contractual obligatidnssell power. The first contri
obligated PNMR to sell power through September 280which time the second contract began and egtéardthree years. In comparing
pricing terms of the contractual obligations agathe forward price of electricity in the relevantarket, PNMR concluded that the contr
were below market. In accordance with GAAP, that@axts were recorded at fair value to be amort&gén increase in operating reve
over the contract periods. The amortization matdhe difference between the forward price curve gne contractual obligations for ei
month in accordance with the contract as of theiiaitipn date. For the first contract, $94.9 noifliwas recorded in other current liabilities
$52.4 million was recorded in other deferred cetbir a total of $147.3 million. For the seconadhitact, $29.6 million was recorded in ot
deferred credits. As of May 31, 2007, PNMR had dimed $105.9 million for the first contract andthing for the second contract.

TNMP — New Mexico

In connection with the 2005 acquisition of TNP atsdprincipal subsidiaries, TNMP and First Choittee NMPRC stipulated that
TNMP’s New Mexico operations would transfer to the owhgr of PNM. This transfer took place on Janugrgd07 when TNMP transferr
its New Mexico operational assets and liabilities RNMR through redemption of TNM®& common stock. PNMR contemporaneo
contributed the TNMP New Mexico operational asseis liabilities to PNM.

Due to the fact the net assets were distributetNMP’s parent, PNMR, the assets and liabilities eveonsidered “held and usedf
until the date of transfer. No gain or loss or &nments were recognized on the disposition dubedact the transfer was among entities u
common control. Furthermore, the TNMP New MexipeKations are subject to traditional rate of retaigulation. Subsequent to the tran:
the NMPRC regulates these operations in the sanmm@nas prior to the transfer. Under GAAP for nagulated enterprises, the assets
liabilities were recorded by PNM at TNMP’s carryiamounts, which represent their fair value witlia tegulatory environment.

The asset transfer did not meet the definition ¢€teange in reporting entity” since PNBIfinancial statement composition remai
unchanged after the transfer. The assets andtaperdaransferred from TNMP are in the same linduginess as PNM and are immaterii
both PNM’s assets and net earnings. Information conceri@gr NMP New Mexico assets and liabilities transfdrto PNM is set forth «
their Consolidated Statements of Cash Flows.

Other
See Note 25, for a discussion of impairments afrigtble assets recorded in 2008.

In 2006, the NMPRC approved a stipulation to allPMM to convert its 14tnegawatt combustion turbine Afton Generating Statm:
combined cycle plant and bring Afton into retailemin its next rate case, which was anticipatebdet@ffective January 1, 2008. The A
costs, including the costs of conversion, allowdbleratemaking were stipulated to be the lowerthaf actual cost or $187.6 million. 1
combined cycle plant was declared commercial oml@at12, 2007 and was included in PNMetail rates beginning in May 2008. During
final startup stages, problems were encountered that reqpipgth modifications and significant problems werecountered with the cont
software and interfaces. Furthermore, the newirtariand generator experiencptbblems that required inspection of all five begs. Thi
combination of these issues caused delays andas®iecosts. The total Afton costs exceeded thalated maximum amount and the ex
will not be recoverable in
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rates. Therefore, the Afton asset has been impaedefined under GAAP. A ptax impairment charge of $19.5 million ($11.8 noilli afte
income taxes) was recorded in 2007 by PNM in enprgguction costs.

On June 29, 2007, a wholbywned subsidiary of PNMR purchased 100% of a thet owns a 2.27% undivided interest, represe
29.8 MW, in PVNGS Unit 2 and a 0.76% undivided ias# in certain PVYNGS common facilities, as welbdease under which such facilii
are leased to PNM. The beneficial interest intthst was purchased for $44.0 million in cash dredassumption of $41.2 million in lorgrrr
debt payable to PVNGS Capital Trust. This ldagn debt offsets a portion of the investment inNR35 lessor notes and is eliminate:
PNMR’s consolidated financial statements. The fundstifier purchase were provided by PNMR. The leaseaireed in effect and tl
transaction had no impact on PNdVconsolidated financial statements. As describedote 17, the Resource Stipulation allowed thét @
interest to be transferred to PNM and the acquisitiosts to be recovered in PNdWates beginning with the 2008 Electric Rate Cdseluly
2009, PNM purchased the trust from the other PNMBSHEliary for $39.1 million in cash. The purch@sie was equal to the book value
the underlying assets less deferred taxes and lhiseeus accruals. The other PNMR subsidiary pattivadend of that same amount
PNMR. PNMR then made an equity contribution ofttamount to PNM. The trust had $32.0 million obtlewing to the PVNGS Capi
Trust, which is consolidated by PNM. The transfad no impact on the financial statements of PNV impacts on the financial statem:
of PNM were to increase net plant in service by.$#8illion, increase common stock by $39.1 millioeduce investment in the PVNGS le:
notes by $32.0 million, reflecting the eliminatiohthe debt owed by the trust to the PVNGS Cafitakt, and increase deferred income t
and other accruals by $2.6 million .

3) Segment Information

The following segment presentation is based onntkéhodology that management uses for making opgratécisions and assess
performance of its various business activitieste@onciliation of the segment presentation to the\B financial statements is provided.

PNM Electric

PNM Electric includes the retail electric utilitperations of PNM that are subject to traditionaé reegulation by the NMPRC. PN
Electric provides integrated electricity servicdmtt include the generation, transmission and digion of electricity for retail electr
customers in New Mexico as well as the sale ofsimr@esion to third parties. PNM Electric also ird#s the generation and sale of electr
into the wholesale market. This includes the asgéitnization of PNMS jurisdictional assets as well as the capacitjuebeti from reta
rates. FERC has jurisdiction over wholesale rates

TNMP Electric

TNMP Electric is an electric utility operating ireXas. TNMP$ operations are subject to traditional rate reguiegby the PUCT. TNM
provides regulated transmission and distributianises in Texas under the TECA.

Through December 31, 2006, TNMP provided integratiedtric services that included the transmissitistribution, purchase and s
of electricity to its New Mexico customers as wagltransmission to third parties and to PNM. EifecJanuary 1, 2007 TNMB'New Mexict
business was transferred to PNM. PNM was TNMPIs sopplier for TNMP’s load in New Mexico prior the transfer of assets to PNM.

PNM Gas
PNM Gas distributed natural gas to most of the mammmunities in New Mexico, subject to traditionalte regulation by tt
NMPRC. The customer base of PNM Gas included Bath-service customers and transportatsamvice customers. PNM Gas purchi

natural gas in the open market and sold it at twoi$ salesservice customers. As a result, increases or deesain gas revenues resulting f
gas price fluctuations did not
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impact gross margin or earnings. As described ateN2, PNM completed the sale of its gas operatmmganuary 30, 2009. PNM Ga
reported as discontinued operations in the accowipgnfinancial statements and is not included ie gegment information presen
below. Financial information regarding PNM Gagplissented in Note 23.

Altura

The Altura segment includes the results of Twin ©f&m the date of its acquisition by PNMR on A@@, 2006 until its contribution
Optim Energy as of June 1, 2007. See Note 2 and Rt

First Choice

First Choice is a certified retail electric providgperating in Texas, which allows it to providedticity to residential, small commerc
and governmental customers. Although First Chi@icegulated in certain respects by the PUCT ribissubject to traditional rate regulation.

Optim Energy

Upon the contribution of Altura to Optim Energy, t®p Energy became a separate segment for PNMRtieedune 1, 2007. PNMR’
investment in Optim Energy is held in the Corporatel Other segment and is accounted for using gnéyemethod of accounting. Opt
Energy’s revenues and expenses are not includedlMR’s consolidated revenues and expenses or tloevfog tables. See Notes 2 and 22.

Corporate and Other

PNMR Services Company is included in the Corpoaaig Other segment.
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The following tables present summarized finanai&imation for PNMR by operating segment. ExcludiigM Gas, which is present
as discontinued operations, PNM has only one ojpgraegment. TNMP operates in only one reportabgment. Therefore, tabular segn
information is not presented for PNM and TNMP. Exations for footnotes follow the tables.

PNMR SEGMENT INFORMATION

PNM TNMP First Corporate
Consolidate
2009 Electric Electric Choice and Other d
(In thousands

Operating revenue $ 967,99¢ $ 151,29: $ 528,81¢ $ (366) $ 1,647,74
Intersegment revenu 11 41,33¢ - (41,349 -
Total revenues 968,00 192,63: 528,81¢ (41,714 1,647,74.
Cost of energ 378,14! 34,72¢ 346,45: (41,339 717,98!
Gross margin 589,86 157,90« 182,36: (377 929,75!
Other operating expens 420,47 75,54( 107,35¢ (13,509 589,86«
Depreciation and amortization 92,14( 37,26 1,80¢ 16,73¢ 147,94¢
Operating income (loss 77,25 45,10: 73,20 (3,612 191,94.
Interest incom: 30,54: 9 56 (2,219 28,38¢
Equity in net earnings (loss) of Optim Enel - - - (30,145 (30,145
Other income (deduction 6,891 2,86( (43¢) 17,457 26,77(
Net interest charge (69,05¢) (27,82() (2,782 (22,545 (122,20
Earnings (loss) before income taxe 45,621 20,15: 70,03: (41,069 94,75
Income taxes (benefi 13,72¢ 7,98¢ 25,62: (18,515 28,81¢
Earnings (loss) from continuing operations 31,90: 12,16¢ 44,41¢ (22,549 65,93:
Valencia no-controlling interes (11,890 - - - (12,890
Subsidiary preferred stock dividends (52¢) - - - (52¢)
Segment earnings (loss) from continuin

operations attributable to PNMR $ 19,48: $ 12,16¢ $ 44,41F $ (22,549 $ 53,51¢
Gross property additions@®) $ 253,33 $ 53,06 $ 86z $ 16,46: $ 284,59°
At December 31, 2009
Total Assets $ 3,775160 $ 1,009,05 $ 197,06: $ 378,63t $ 5,359,922
Goodwill $ 51,63. $ 226,66' $ 43,011 % - $ 321,31(
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2008

Operating revenue
Intersegment revenues
Total revenues

Cost of energy

Gross margin

Other operating expens
Depreciation and amortizatic
Operating income (loss’

Interest incomt

Equity in net earnings (loss) of Optim Ene!
Other income (deduction

Net interest charge

Earnings (loss) before income taxe

Income taxes (benefit)

Earnings (loss) from continuing operations
Valencia no-controlling interes

Subsidiary preferred stock dividen

Segment earnings (loss) from continuin
operations attributable to PNMR

Gross property additions®)
At December 31, 2008
Total Assets®)
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PNM TNMP First Corporate
Consolidate
Electric Electric Choice and Other d
(In thousand:
$ 124283 $ 135,06¢ $ 582,22: $ (607) $ 1,959,522
10E 55,21« - (55,319 -
1,242,94. 190,28: 582,22: (55,92¢) 1,959,52;
698,05 32,67: 564,32t (55,19 1,239,85.
544,88 157,61: 17,89¢ (729 719,66¢
465,68: 101,46¢ 238,38t (413 805,12(
85,72« 38,69¢ 2,36( 17,58: 144,36.
(6,517 17,45( (222,84 (17,899 (229,81
24,67« 63 1,587 (2,22¢) 24,09¢
- - - (29,68°) (29,68Y)
(17,619 3,162 112 (5,682) (20,02)
(69,869 (18,340 (3,985 (40,767 (132,959
(69,32¢) 2,33t (225,13) (96,25%) (388,38)
(10,029 11,12¢ (47,567 (44,359 (90,816
(59,295 (8,799 (177,57) (51,90¢) (297,569
(7,179 - - - (7,179
(528) - - - (528)
$ (67,009 $ (8,799 & (177,57) $ (51,909 $ (305,27)
$ 240,26: $ 51,11¢ $ 3,87: $ 12,87¢ $ 308,12¢
$ 3,758,83 $ 971,99¢ $ 253,04¢ $ 494,20. $ 5,478,08:
$ 51,63: $ 226,66 $ 43,01: % - $ 321,31(

Goodwill
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PNM TNMP Corporate
2007 Electric Electric Altura First Choice and Other Consolidated
(In thousands

Operating revenue $ 1,136,97. $ 109,81 65,39 $ 600,61 $ 1,22t $ 1,914,022
Intersegment revenu - 70,60: - 78 (70,68) -
Total revenues 1,136,97. 180,42: 65,39¢ 600,69! (69,45¢) 1,914,02!
Cost of energ! 638,67! 29,52¢ 22,06: 500, 75! (69,497 1,121,52!
Gross margin 498,29¢ 150,89: 43,33: 99,94( 41 792,50
Other operating expens 381,10¢ 67,82. 18,63¢ 57,26: 6,94: 531,76
Depreciation and amortization 83,22 30,40: 7,684 1,881 12,50¢ 135,69!
Operating income (loss 33,97 52,67( 17,01: 40,797 (19,409 125,04
Interest incomt 41,65¢ 85 14¢€ 2,13 (869) 43,15¢
Equity in net earnings of Optim Ener - - - - 7,581 7,581
Other income (deduction 11,64% 1,46¢ 1 (56) (5,570 7,49(
Net interest charge (52,662) (25,16%) (8,529 (769 (33,039 (120,159
Earnings (loss) before income taxe 34,61 29,05¢ 8,63¢ 42,11t (51,309 63,11:
Income taxes (benefi 11,22( 10,64" 3,41¢ 14,92¢ (36,989 3,22¢
Earnings (loss) from continuing

operations 23,39 18,40¢ 5,21 27,18t (14,316 59,88t
Subsidiary preferred stock dividen (52€) - - - - (528)
Segment earnings (loss) fron
continuing

operations attributable to PNMR $ 22,86: $ 18,40¢ $ 5217 $ 27,18t $ (14,316 $ 59,35¢
Gross property additions (@) $ 312,98 $ 42,728 $ 91¢ $ 184 $ 61,77C $ 418,58t
At December 31, 2007
Total Assets®) $ 3,456,800 $ 972,79: $ - $ 367,83t $ 428,10¢ $ 5,225,53i
Goodwill $ 102,77 $ 261,12: $ - $ 131,76¢ $ - $ 495,66¢

Footnote explanations for the above tables arelbss:

(1) Excludes gross property additions related to PNNM @iacontinued operations of $3,434, $36,825, 888154 for December :
2009, 2008, and 200

(2) Includes PNN's purchase of an interest in PVNGS Unit 2 from hapsubsidiary of PNMR of $39,12

(3) Excludes total assets related to PNM Gas discoatiruperations of $669,901 and $646,600 at DeceB81he2008 and 200

Major Customers
No individual customers accounted for more than ¥%he operating revenues of PNMR or PNM. FirBbiCe is a customer of TNN
and accounted for 21% of its operating revenuas frontinuing operations in 2009, 29% in 2008, a@%3n 2007. One unaffiliated custor

of TNMP accounted for 20% of its operating revenfresn continuing operations in 2009, 22% in 2008%lin 2007. Another unaffiliats
customer of TNMP accounted for 13% of its operatiempnues from continuing operations in 2009 asd than 10% in 2008 and 2007.
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(4) Regulatory Assets and Liabilities

Certain of the Company's operations are regulajethb NMPRC, PUCT and FERC and the provisions ofABAfor rateregulate:
enterprises are appliedo its regulated operations. Regulatory asset®sept probable future recovery of previously inedrcosts, which wi
be collected from customers through the ratemakgnogess. Regulatory liabilities represent probdiblere reductions in revenues associ
with amounts that are to be credited to custonterugh the ratemaking process. Regulatory asseltiabilities reflected in the Consolida
Balance Sheets are presented below. On JanuaB089, PNM completed the sale of its gas operatidfizon the sale, the regulatory asst
$107.3 million for pension obligations not transéel to NMGC was removed from regulatory assets @rarged, net of income taxes
AOCI. See Note 2 and Note 23.

PNMR
December 31
2009 2008
Assets: (In thousands
Current:
Underground rat $ ST 1,311
Fuel and purchased power adjustment cli 7,19¢ -
Rate case expense 26 23C
7,47¢ 1,541
Non-Current:
Coal mine reclamation cos 63,82¢ 69,74’
Deferred income taxe 57,15¢ 74,90:
Financing cost 26,44¢ 28,15¢
Pension and OPE 237,58( 329,48
Loss on reacquired de 6,56¢ 11,70¢
Stranded cost 103,61t 112,00¢
Hurricane recovery cos 17,70; -
Rate case expens 5,39¢ 2,48(
Other 5,83 65€
524,13t 629,14
Total regulatory assets $ 531,61: $ 630,68
Liabilities:
Current - other $ (908) $ (1,74¢€)
Non-Current:
Cost of remova (269,86 (261,079
Deferred income taxe (14,220 (16,339
Asset retirement obligatic (40,709 (40,929
SO, credits (19,319 -
Pension and OPE (2,120 (1,577
Other (4,105 (7,258
(350,329 (327,179
Total regulatory liabilities $ (351,23) $ (328,92)
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PNM

Assets:

Current:
Underground rat
Fuel and purchased power adjustment cli
Rate case expens

Non-Current:
Coal mine reclamation cos
Deferred income taxe
Financing cost
Loss on reacquired de
Pension and OPE
Rate case expens
Other

Total regulatory assets

Liabilities:
Current - other

Non-Current:
Cost of remova
Deferred income taxe
Asset retirement obligatic
SO, credits

Other

Total regulatory liabilities
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December 31
2009 2008

(In thousands
$ PAST 1,311
7,19t -
26 23(
7,47¢ 1,541
63,82¢ 69,74’
52,16¢ 70,23}
26,44¢ 28,15¢
6,56¢ 11,70¢
219,73: 313,48
1,50« 49¢
4,88¢ 65€
375,13: 494,48:
$ 382,600 $ 496,02:
$ (908) $ (1,74¢€)
(238,30 (229,73)
(14,220) (16,339
(40,709 (40,929
(19,319 -
(3,677) (5,157
(316,219 (292,140
$ (317,12) $  (293,89)
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TNMP
December 31
2009 2008
(In thousands
Assets:
Non-Current:
Stranded cost $ 103,61¢ $ 112,00t
Deferred income taxe 4,99: 4,66¢
Pension and OPE 17,85( 16,00:
Hurricane recovery cos 17,70; -
Rate case expens 3,89: 1,98¢
Other 94¢€ -
Total regulatory asse $ 149,00 $ 134,66(
Liabilities:
Non-Current:
Cost of remova $ (31,56() $ (31,34
Pension and OPE (2,120 (1,577)
Other (429) (2,106
Total regulatory liabilities $ (34,109 $ (35,029

The Companys regulatory assets and regulatory liabilities ea#ected in rates charged to customers or have bellressed in
regulatory proceeding. The Company does not receivpay a rate of return on the following regutatassets and regulatory liabilities (i
their remaining amortization periods): coal mieelamation costs (through 2020); deferred incomesdover the remaining life of the taxe
item, up to the remaining life of utility plantinfincing costs (over the life of the related déripugh 2038); pension and OPEB costs (thr
2033); asset retirement obligations (to be deteohin a future regulatory proceeding); and Siedits (through April 2011).

The Company is permitted, under rate regulatiomcitrue and record a regulatory liability for ttetirmated cost of removal and salv
associated with certain of its assets through aégien expense. Under GAAP, actuarial losses @it service costs for pension plans
required to be recorded in AOCI; however, to theeekauthorized for recovery through the regulajmmycess these amounts are record:
regulatory assets or liabilities. Based on priegulatory approvals, the amortization of these amwwvill be included in the Comparsy’
rates. See Note 17 for information related to TN&Btranded costs and 2009 regulatory decisionghwigisulted in additions to regulat
assets and liabilities.

Based on a current evaluation of the various facamid conditions that are expected to impact futast recovery, the Company belie
that future recovery of its regulatory assets aobable.

(5) Stockholders Equity
Common Stock and Equity Contributions
See Note 6 for details related to PNMR’s issuarfe@mmmon stock.

As described in Note 2, the New Mexico customer§MP were transferred to PNM effective JanuargdQ7. In connection with tl
transfer, TNMP transferred those operations to TyRredeeming a portion of its common stock. TNEnthransferred those operation
PNMR, which transferred them to PNM as an equitptgbution. PNMR also made cash equity contribngsido PNM of $86.3 millio
including the transaction relating to the transféran interest in PVNGS Unit 2 as described in N&tén 2009. PNMR made an eqt
contribution to TNMP by forgiving intercompany bowings of $25.2 million in 2009 and made a cashitgqu
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contribution of $101.2 million in 2007.
Dividends on Common Stock

The declaration of common dividends by PNMR is aelemt upon a number of factors including the gbiit PNMR’s subsidiaries
pay dividends. PNMR’s primary sources of divideads its operating subsidiaries.

Following the sale of PNM Gas, PNM paid a dividelmdPNMR of $220.0 million on February 5, 2009 araidpadditional cas
dividends of $79.7 million in 2009. PNM paid cadiridends of $40.0 million to PNMR in 2008. PNMddnot pay any cash dividends
PNMR in 2007. TNMP paid cash dividends to PNMR 8f3tmillion in 2009 and $35.0 million in 2007. TNM#d not pay any cash divider
to PNMR in 2008.

Each of the PNMR Facility, the PNM Facility, ané&dthNMP Revolving Credit Facility contain covenatitat require the maintenance
debt-toeapital ratios of less than or equal to 65%. AYMR and PNM these ratios reflect the present vafygayments under the PVNGS i
EIP leases as debt. The NMPRC has placed cedsiriations on the ability of PNM to pay dividenadgsPNMR, including the restriction tf
PNM cannot pay dividends that cause its debt ratinfgll below investment grade. The NMPRC prais allow PNM to pay dividends frc
equity contributions previously made by PNMR andrent earnings, determined on a rolling four quabiasis, without prior NMPR
approval. The Federal Power Act also imposes icergstrictions on dividends by public utilitie®NM also has other financial covenants
limit the transfer of assets, through dividendtirer means, including a requirement to obtain @gdrof certain financial counterparties
transfer more than five percent of PNdviissets. As of December 31, 2009, none of thesricah tests would restrict the payment of divide
from the retained earnings of PNMR, PNM, or TNMfowever, PNM would not be able to distribute amsuntexcess of its retained earni
and TNMP would not be able to distribute amountsextess of approximately $176 million without ap@oof regulators or financi
counterparties. Other PNMR subsidiaries have soiict¢ed net assets.

In addition, the ability of PNMR to declare dividisis dependent upon the extent to which cash flellssupport dividends, tt
availability of retained earnings, the financiaiccimstances and performance, the NMPRC’s and P&/@dtisions in various regulatory ce
currently pending and which may be docketed infthere, the effect of federal regulatory decisio@sngressional and legislative acts
economic conditions in the United States. Condgiomposed by the NMPRC or PUCT, future growth plaand the related capi
requirements and business considerations may tiestt BNMR’s ability to pay dividends.

Preferred Stock

PNMR had no preferred stock outstanding prior taovéober 17, 2008, when it issued 477,800 share®iésSA convertible preferr
stock in connection with the purchase obligatiorttef holder of PNMR’s private equitijrked units. See Note 6. The Series A conves
preferred stock is convertible into PNMR commorcktin a ratio of 10 shares of common stock for esttdre of preferred stock. The Serie
convertible preferred stock is entitled to receaieidends equivalent to any dividends paid on PNMRamon stock as if the preferred st
had been converted into common stock. The Seriesrivertible preferred stock is entitled to vote alhmatters voted upon by comn
stockholders, except for the election of the Bodrdthe event of liquidation of PNMR, preferrediders would receive a preference of $!
per common share equivalent. After that preferecommon holders would receive an equivalent ligtich preference per share anc
remaining distributions would be shared ratablydeetn common and preferred holders using the nuoiftgrares of common stock into wh
the Series A convertible preferred stock is conblkest The terms of the Series A convertible prefdrstock result in it being substanti
equivalent to common stock. Therefore, for earsipgr share purposes the number of common sharesviich the Series A convertil
preferred stock is convertible is included in theigihted average number of common shares outstarfdingeriods after the Series
convertible preferred stock was issued. Similadiyjdends on the Series A convertible preferretistare considered to be common divide
in the accompanying Consolidated Financial Statésnen
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PNM’s cumulative preferred shares outstanding beadelinds at 4.58% per annum. PNM preferred stock doesiave a mandatc
redemption requirement but may be redeemed, at BNigfion, at 102% of the stated value plus accdigidends. The holders of the P!
preferred stock are entitled to payment beforehtiiders of
common stock in the event of any liquidation osdlation or distribution of assets of PNM. In i, PNM’s preferred stock is not entitled
to a sinking fund and cannot be converted into@hgr class of stock of PNM.

TNMP has no preferred stock outstanding. The nurabauthorized shares of TNMP cumulative prefesttk is 1 million shares.
(6) Financing
Impacts of Difficulties of Financial Institutions

Disruptions in the credit markets in 2008 and e&®99 had a significant adverse impact on a nurobdinancial institutions, whic
resulted in certain institutions being restructuoedormulating plans to be acquired by other fitiahinstitutions. This includes some finan
institutions that are lenders under the PNMR Rac¢ilPNM Facility, and Term Loan Agreement (whichsatarminated effective January
2009), which are described below. Other than asrized below, the flux in the banking industry Ima$ impacted these credit agreemen
date and the Company does not anticipate it wilehea significant impact on TNMB’2009 Term Loan Agreement, the TNMP Revolving @
Facility, the PNMR Facility or the PNM Facility, mach case prior to their expirations.

LBB was a lender under the PNMR Facility and the MPNracility. LBH, the parent of LBB, has filed fobankruptc
protection. Subsequent to the bankruptcy filing-BH, LBB declined to fund a borrowing request unttee PNMR Facility amounting to $*
million. The PNMR Facility and the PNM Facility aggments contain procedures for substituting andthancial institution to take the ple
of any lender who defaults under the agreementeepfacement bank has taken the place of LBB utidePNM Facility. PNMR is discussi
with the participants in the PNMR Facility amenditige PNMR Facility to remove LBB, which would reduthe total capacity under -
PNMR Facility to $568.0 million. PNMR does not ieele amending the PNMR Facility to remove LBB oe thBH bankruptcy will have
significant impact on the liquidity provided by tRAIMR Facility.

LBCS, another subsidiary of LBH, has also decldradkruptcy and was a counterparty to various engegysactions with First Choi
and Optim Energy. First Choice had no receivafita® LBCS, but as a result of the bankruptcy, FThbice terminated its contract effec
September 24, 2008 and recognized a $3.9 millisa &s settled purchase power contracts. Theser goyply contracts were replaced v
other counterparties, which partially offset the.%3nillion loss. Optim Energy had a receivablenfrd. BCS, which has been writt
off. PNMR’s equity share of the write off was $0.6 milliohhe bankruptcy of LBCS is not expected to havegaitant impact on futu
operations of the Company.

Financing Activities

On June 26, 2007, the City of Farmington, New Mexgsued $20.0 million of its PCRBs to finance @nburse PNM for expenditu
incurred in connection with pollution control eqoipnt at the SJGS. PNM is obligated to pay amoemqdsil to the principal and interest on
PCRBs. In addition, PNM issued $20.0 million ohige unsecured notes to secure and guarantee tRB&®oth the PCRBs and the se
unsecured notes mature in 2037 and bear inter&st z%o.

Effective June 15, 2007, TNMP redeemed $100.0 onillbf its 6.125% senior notes due 2008 at a redemptice of 100.5% of tt
principal amount redeemed, plus accrued interestagtilitate the redemption, PNMR made a cash duution, recorded as equity, of $10
million to TNP, which then made an equity contribntto TNMP in the same amounOn March 7, 2008, TNMP entered into a $150.0 mm
shortterm bank loan agreement with two lenders. TNMRdwed $150.0 million under this agreement on ABri2008 and used the proce
to redeem the remaining $148.9 million of its 6. %®2Senior unsecured notes prior to the maturity datdune 1, 2008. The $150.0 mill
borrowing under this agreement was repaid in Oc¢t@b88, through

B-48




PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

borrowing $150.0 million under the TNMP Facilitysigibed under Short-term Debt below.

On May 5, 2008, PNM entered into a $300.0 oillunsecured delayed draw term loan facility (tfiertn Loan Agreement"yith
Merrill Lynch Bank USA, Morgan Stanley Senior Funglj Inc. and Wachovia Bank, National Associatione TTerm Loan Agreement allow
PNM to borrow up to $300.0 million. The Term LoAgreement provided that if PNM received net casitpeds from the sale of certain ¢
securities or the sale of assets, the amount afaghenitments under the Term Loan Agreement woulceldeced. As described below, on |
13, 2008, PNM completed the offering of $350.0 imillaggregate principal amount of senior unsecuaids. On May 28, 2008, PNM v
notified that the lenders under the Term Loan Agreet had reduced their commitments to $150.0 milli&s provided by the Term Lo
Agreement, upon the closing of the sale of PNM @escribed in Note 2, the Term Loan Agreement teseith. No borrowings were me
under the Term Loan Agreement.

On May 8, 2008, PNM entered into a $100.0 milliamsecured letter of credit facility pursuant to @anfeursement agreement
amended, the “Reimbursement Agreementith Deutsche Bank AG and Royal Bank of Canadae Reimbursement Agreement alloy
PNM to obtain, from time to time, standby lettefscoedit up to the aggregate amount of $100.0 arillat any time prior to April 3
2009. Upon the sale of PNM Gas on January 30, ,20R® voluntarily requested the termination of Reimbursement Agreement. No let
of credit were issued under this arrangement.

On May 13, 2008, PNM issued $350.0 million reggte principal amount of senior unsecured ndties.notes pay interest semi-
annually at a rate of 7.95% per year, payable op Maand November 15 of each year, beginning Nowertib, 2008, and mature on May 15,
2018.

On May 15, 2008, TNMP entered into a credit agregmeath eight lenders for the TNMP Facility, whitlad a stated maturity of M
13, 2009. The TNMP Facility provided TNMP with evolving credit facility for up to $200.0 millionln connection with entering into t
TNMP Facility, TNMP withdrew as a borrower undee tANMR Facility and is no longer a party underPNMR Facility. Upon entering in
the TNMP Revolving Credit Facility described beldtve TNMP Facility was terminated.

On October 31, 2008, TNMP entered into a $10dllion term loan credit agreement with two leral@he “TNMP Bridge Facilityy
to provide an additional source of funds to rep&MP’s $167.7 million of senior unsecured notes thauneat January 15, 2009. On Jani
14, 2009, TNMP borrowed $100.0 million under theM® Bridge Facility. On January 15, 2009, TNMP ridhe entire principal and inter
due on the $167.7 million principal amount outsiagdf 6.25% senior unsecured notes utilizing thecpeds from the TNMP Bridge Faci
and inter-company borrowings from PNMR.

PNM had $300.0 million aggregate principal amoohsenior unsecured notes that matured in Septe2®@8. PNM repaid the
notes by utilizing cash on hand and borrowing $240illion under the PNM Facility.

PNMR previously issued 4,945,000 6.75% puplield equity-linked units. Each of these eqliitked units consisted of a purch
contract and a 5.0% undivided beneficial ownerghigrest in one of PNMR'senior notes with a stated amount of $1,000, kvbarresponde
to a $50.00 stated amount of PNMRSenior notes. The senior notes were scheduledatare in May 2010 (subject to the remarke
described below) and bore interest atte of 4.8% per year. The purchase contractfiezhtiheir holders to contract adjustment paymef
1.95% per year on the stated amount of $50.00h Rachase contract contained a mandatory obligdtiothe holder to purchase, and PN
to sell, at a purchase price of $50.00 in cashieshaf PNMRS common stock on or before May 16, 2008. Generidie number of shares e
holder of the equity-linked units was obligatedptorchase depended on the average closing pricehpee of PNMRS common stock ovel
20-day trading period ending on the third trading dagnediately preceding May 16, 2008, with an adjdsteximum price of $32.08 per sh
and minimum price of $26.29 per share. In accardamith the terms of the equitiytked units, the senior note components were rketad o
May 16, 2008. The proceeds from the remarketetbsantes amounted to $247.3

B-49




PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

million and were utilized by the holders of the gyplinked units to satisfy their obligations tonghase 9,403,412 shares of PNMR’s common
stock for the same aggregate amount on May 16,.2008onnection with the remarketing, PNMR soldaalditional $102.7 million of senior
notes with the same terms for a total offering @®&0 million. The senior notes pay interest samually at a rate of 9.25% per year, payable
on May 15 and November 15 of each year, beginniogelhber 15, 2008, and mature on May 15, 2015.

PNMR also had outstanding 4,000,000 privatedid 6.625% equity-linked units. Each of theseitgglinked units consisted of
purchase contract and a 2.5% undivided benefisiadenship interest in one of PNM®&'senior notes with a stated amount of $1,000, h
corresponds to a $25.00 stated amount of PNdVB®nior notes. The senior notes aggregating 819dlion were scheduled to mature
August 2010 (subject to the remarketing descriledvig) and bore interest at the annual rate of 5.1%e purchase contracts entitled the hc
to quarterly contract adjustment payments of 1.528%year on the stated amount of $25.00. Eacbhpse contract contained a mande
obligation for the holder to purchase, and PNMRsédl, at a purchase price of $25.00 in cash, shafr@NMR’s common stock (or PNN
preferred stock in a ratio of one preferred shame dach 10 shares of common stock) aggregating .8160Gllion on November 1
2008. Generally, the number of shares the holdes wbligated to purchase depended on the averagmg@lprice per share of PNMR’
common stock over a 2y trading period ending on the third trading daynediately preceding November 16, 2008, with a imaxn price
of $25.12 per share and minimum price of $20.93 gfe&re. In accordance with the terms of the edinked units, PNMR attempted
remarket the senior note components in NovembeB,2B0t was unable to complete the remarketing.pAwided in the agreement un
which the equitylinked units were originally issued, the holderdered the $100 million of senior unsecured noteBNMR to satisfy it
obligations under the purchase contracts. The haitiese to receive 477,800 shares of PNMR Seriesodvertible preferred stock
November 17, 2008 in lieu of 4,778,000 shares dfiRNcommon stock. See Note

On January 5, 2009, PNMR commenced a tender wffreby it offered to repurchase up to $150.0 omllof its 9.25% seni
unsecured notes due 2015. The tender offer regpi¢isé holders of the notes to submit the amoumotds they would be willing to sell
PNMR and at the price they would be willing to selithin the range of 83% to 93% of face value)uding additional compensation of 3%
face value for those holders that tendered thdgsand did not withdraw them prior to the statadyeparticipation date. Prior to expiratior
the offer, $157.5 million of notes were tenderedPdMR for purchase. Under the applicable rulestliis type of arrangement, PNMR v
able to purchase $157.0 million of notes at the 928 price. On February 5, 2009, PNMR repurchasetiretired these notes for $1¢
million plus accrued interest. On February 26, 209MR purchased an additional $0.4 million of h25% senior unsecured notes at 93'
face value in a private transaction. PNMR recogpghia pretax gain on these transactions of $7.3 million, afetelated transaction costs
write-off of the proportionate amount of the deferredtsasf the original issuance of the notes, whicliniduded in other income on t
Consolidated Statements of Earnings (LosS).

On March 23, 2009, TNMP issued $265.5 million agate principal amount of 9.50% First Mortgage Bortiee 2019, Series 200
(the “Series 2009A Bondsgt a price equal to 97.643% of their face valube Honds bear interest at the rate of 9.50% pearrarof their fac
value. TNMP may redeem some or all of the bondargt time at a redemption price that reflects a makele provision, plus accru
interest. The Series 2009A Bonds are securedfiogtanortgage on substantially all of TNMP’s profye

On March 25, 2009, TNMP entered into a $50.0 milliban agreement with Union Bank, N. A. (th@009 Term Loa
Agreement”). TNMP borrowed $50.0 million under this agreementhMarch 30, 2009. Borrowings under the 2009 TernarLédgreemel
must be repaid by March 25, 2014 and are secure$bBy0 million aggregate principal amount of TNMPstf mortgage bonds (theSérie:
2009B Bonds”). Through hedging arrangements, TNMP has establifked interest rates for the 2009 Term Loan Agreenod 6.05% for th
first three years and 6.30% thereafter. In Jangadp, the hedging relationship was modified taucedthe fixed interest rate to 4.80% thra
March 31, 2012 and to 5.05% thereafter. The hepgbligations are also secured by the Series 2@@Ris. The hedge is accounted for
cash-flow hedge and its December 31, 2009taxefair value of $0.2 million is included in otheeferred charges and in AOCI on
Consolidated Balance Sheets.
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Amounts reclassified from AOCI are included in otlieterest expense. The fair value determinati@s wade using Level 2 inputs ur
GAAP.

TNMP used the proceeds received from the Seri@@/&2M®Bonds and the 2009 Term Loan Agreement to reépay$100.0 millio
borrowed under the TNMP Bridge Facility, which titerminated, and the $150.0 million outstandingarttde TNMP Facility. The remaini
proceeds, after offering expenses, were used teesithtercompany borrowings from PNMR.

On April 30, 2009, TNMP entered into the TNMP Rexng Credit Facility, a new $75.0 million revolvingredit facility, and th
existing TNMP Facility was terminated. Borrowingsder the TNMP Revolving Credit Facility are secutey $75.0 million aggrege
principal amount of TNMP first mortgage bonds (tBeries 2009C Bonds”). The TNMP Revolving CreditcHity will expire in April 2011.

On May 23, 2003, PNM issued $36.0 million of 4.0886RB senior unsecured notes, which had a schedudglity in 2038, b
were subject to mandatory repurchase and remagketirduly 1, 2009. PNM repurchased these note®38:10 million on July 1, 2009 utilizii
available cash balances and borrowings under thd Phkility. PNM held these bonds (without legatlgnceling them) until December
2009, on which date they were remarketed. The megted bonds bear interest at 6.25% and maturammady 1, 2038.

PNMR offers new shares of PNMR common stock thraighPNMR Direct Plan. On July 15, 2009, PNMR lregarchasing shares
its common stock on the open market rather thaunrigsadditional shares to satisfy subscriptionseurtie PNMR Direct Plan. PNMR F
offered new shares of its common stock throughaarite distribution agreement, which was terminateduly 2009.

In August 2009, PNMR filed an automatically effgetishelf registration statement with the SEC fangwn stock and in April 200
PNMR filed an automatically effective shelf regéton statement for debt securities. These redistr statements expire three years fron
date of filing and can be amended at any time ¢tude additional securities of PNMR. As a restiigse shelf registration statements |
unlimited availability, subject to certain restigsis and limitations.

In April 2008, PNM filed a shelf registration statent for the issuance of $750.0 million of seninsecured notes that was decl;
effective on April 29, 2008. As of February 15120 PNM had $600.0 million of remaining unissuedusiies registered under this and a f
shelf registration statement.

Borrowing Arrangements Between PNMR and its Subsidiries

PNMR has onerear intercompany loan agreements with its subdédiaIndividual subsidiary loan agreements varyamount fror
$20.0 million to $100.0 million and have eitheripgocal or non reciprocal terms. Interest charggethe subsidiaries is equivalent to inte
paid on the PNMR Facility. On January 8, 2009, TRIBhtered into an agreement for an additional $80llion borrowing from PNMR th:
was subordinated to the TNMP Bridge Facility desedi above. The agreement for additional borrovtergninated in April 2009. As
December 31, 2009 and 2008, TNMP had outstandimgpwongs of $23.5 million and $14.1 million from RAR. At February 15, 201
TNMP has borrowings of $26.1 million from PNMR.

On February 26, 2009, the Finance Committee ofIN®R Board authorized PNMR to provide supporttfoe debt of TNMP &
approving one or more additional loans to TNMP asmtingency in the event TNMP was unable to obgéxiternal financing sufficient to p
amounts borrowed under the TNMP Facility and theMMBridge Facility when they came due. With the ptetion of the financing
described above, the PNMR support terminated oril 29y 2009.

Short-term Debt
PNMR and PNM have revolving credit facilities fasrbowings up to $600.0 million under the PNMR
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Facility and $400.0 million under the PNM Facilityat primarily expire in 2012. In addition to theduction in the PNMR Facility related to
LBB discussed above, the PNMR Facility and the PRAdility will reduce by $26.0 million and $14.0 fivh in 2010 and an additional $25.0
million and $18.0 million in 2011 according to th@rms. The Company does not believe amendin@ MR Facility to remove LBB or the
scheduled reduction in the facilities will haveignfficant impact on PNMR’s and PNM’s liquidity.

In addition, PNMR and PNM each have a local lifeciedit amounting to $5.0 million. TNMP has a obaung credit facility fo
borrowings up to $75.0 million under the TNMP Rexoy Credit Facility that expires in April 2011.NMR and PNM had commercial pa
programs under which they could have issued upd@D® million and $300.0 million of commercial pap®&o commercial paper has b
issued since March 11, 2008 and the programs \eem@rtated on July 2, 2009.

At December 31, 2009, the weighted average inteststwas 1.48% for the PNMR Facility, 0.88% foe tANM Facility. The TNM
Revolving Credit Facility had no borrowings outstarg at December 31, 2009Short-term debt outstanding consists of:

December 31
Short-term Debt 2009 2008
(In thousands

PNM
Commercial pape * $ -
Revolving credit facility $ 118,00( 340,00(

Delayed draw term loan facilit - -
Local lines of credi - -

118,00( 340,00(

TNMP
Revolving credit facility - 150,00(
Bridge facility - -
- 150,00(

PNMR
Commercial pape * -
Revolving credit facility 80,00( 254,66°

Local lines of credi - -

$ 198,000 $ 744,66
* The commercial paper programs were terminatedudy 2, 2009.

In addition to the above borrowings, PNMR, PNM, aidMP had letters of credit outstanding of $61.1liom, $22.3 million and $1.
million at December 31, 2009 that reduce the abkelaapacity under their respective revolving dréatilities.

At February 15, 2010, PNMR, PNM, and TNMP had $43@illion, $229.7 million, and $73.5 million of alability under thei
respective revolving credit facilities and localds of credit, including reductions of availabildye to outstanding letters of credit. TNMP
had availability of $23.9 million under its interopany borrowing agreements with PNMR. Total avmlity at February 15, 2010, or
consolidated basis, was $733.6 million for PNMRucl$ availability includes $29.9 million that repeess the unfunded portion of the PN
Facility attributable to LBB. At February 15, 20BNMR, PNM, and TNMP had invested cash of $16.lanj $2.6 million, and none.
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Long-Term Debt

December 31, 2009, 2008 and 2007

Information concerning long-term debt outstandimgs follows:

Long-term Debt

PNM Debt

First Mortgage Bonds, Pollution Control Revenue &

5.70% due 201 $ 65,000 $ 65,00(
Senior Unsecured Notes, Pollution Control Revenoeds:
6.30% due 201 77,04¢ 77,04*
5.75% due 202 37,30( 37,30(
5.80% due 202 100,00 100,00
6.375% due 202 90,00( 90,00(
6.30% due 202 23,00( 23,00(
6.60% due 202 11,50( 11,50(
4.875% due 203 46,00( 46,00(
4.875% due 203 100,00 100,00
5.15% due 203 20,00( 20,00(
4.00% due 203 - 36,00(
6.25% due 203 36,00( -
Senior Unsecured Note
7.95% due 201 350,00( 350,00(
7.50% due 201 100,02 100,02!
Other, including unamortized discou (137) (159)
1,055,73: 1,055,71
Less current maturitie - 36,00(
1,055,73: 1,019,71
TNMP Debt
First Mortgage Bonds
6.05% due 2014, Series 200 50,00( -
9.50% due 2019, Series 200 265,50( -
Senior Unsecured Not- 6.25% due 200 - 167,69(
Other, including unamortized discounts (5,789 -
309,71 167,69(
Less current maturities - 167,69(
309,71: -
PNMR Debt
Senior unsecured notes, 9.25% due 2 192,59: 350,00(
Other 9,29 11,29¢
201,88t 361,29¢
Less current maturities 2,12¢ 2,00¢
199,76: 359,29:
Total Consolidated PNMR Debt 1,567,33: 1,584,70!
Less current maturitie 2,12¢ 205,69
$ 1565200 $ 1,379,01
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Interest Rate Swaps

PNMR entered into three fixed-fteating interest rate swaps with an aggregateonati principal amount of $150.0 million, wh
matured September 15, 2008. Under these swapsRPi¢bkived a 4.40% fixed interest payment on tht@nal principal amount on a semi-
annual basis and paid a floating rate equal tostkemonth LIBOR plus 58.15 basis points (0.5815%)tbe notional amount. The init
floating rate was 1.91% and was reset to 6.09%eapteBnber 15, 2007 and 3.28% on March 17, 2008. sWaps were accounted for as fair-
value hedges.

See Financing Activities above for information ceming a TNMP interest rate swap.

In January 2010, PNM entered into a floatingik®d interest rate swap with a notional amoun$®©00.0 million. The effect of tr
swap is to convert $100.0 million of borrowings anthe PNM Facility from an interest rate basedr@nonemonth LIBOR rate to a fixed re
of 1.245% through January 14, 2011. This swapheilaccounted for as a cash-flow hedge.

New Mexico Energy Investments LLC

In 2002, PNM entered into an agreement with FPdeweelop a 200 MW wind generation facility in New ¥e. PNM began receivit
commercial power from the project in June 2003L BRNns and operates the New Mexico Wind Energy €enthich consists of 136 wind-
powered turbines on a site in eastern New MexRNM has a PPA to purchase all the power generateithdo New Mexico Wind Ener
Center for 25 years.

PNMR entered into purchase and sale agreementB@ttNortheast Energy LP, Inc., an affiliate of FRhd acquired an interest in
New Mexico Wind Energy Center by the purchase d¥amembership interest in New Mexico Energy Investts, LLC for $21.2 million. /
closing, PNMR paid $6.2 million in cash and issaepgromissory note for $15.0 million at an annu#tiiest rate of 6%. PNMR will make
annual payment of $2.7 million for principal andeirest until the final maturity date of the pronoissnote on December 31, 2013. PNMR
receive state and federal tax benefits from itsenahip interest. PNMR’s ownership interest terrféaan December 31, 2013.

(7) Lease Commitments

PNMR leases office buildings and other equipmemntenmperating leases. PNM leases interests in Wrdatsd 2 of PVNGS, an interes
the EIP transmission line, office buildings, vebglnd other equipment under operating leases. Filakes radio tower antenna space, ¢
buildings, vehicles and other equipment under dpeydeases.

PNM has a PPA for the entire output of Delta, a-fif@sl generating plant in Albuquerque, New Mexiedyich is classified as
operating lease with imputed annual lease paymeht$6.0 million. See Note 9 for additional infortiten about the Delta operati
lease. PNM also had a PPA for 40 MW of capacibynfiPyramid Unit 4, which was classified as an ojiegdease and was sold in 2008.
Note 8.

A portion of PVNGS Unit 2 was leased by PNM fronotrer subsidiary of PNMR from June 2007 until JRG09, at which time tt
leased assets were transferred to PNM and becabjecsto rates established by the NMPRC. See N@teThe table below includes le
expense for PNM of $5.4 million in 2009, $9.6 naitliin 2008, and $4.8 million in 2007 paid to thabsidiary of PNMR. After the July 20
transfer, PNM stopped recognizing lease expensthéotransferred assets.
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Operating lease expense was:

PNMR PNM TNMP
(In
thousands
2009 $ 76,30: $ 74470 % 2,49
2008 $ 83,25 % 82,10 % 2,121
2007 $ 86,53: $ 80,49: $ 3,23:

The amounts included in the above table refleetidital amount of expense for the lease paymentd Ridkes under the PYNGS ¢
EIP leases, excluding payments made related tefeaed assets explained above. As discussed undestments in Note 1, the PVN
Capital Trust, which is consolidated by PNM, acgdithe lessor notes that were issued by the PVN&sdIs and PNM acquired the remai
lessor note issued by the remaining EIP lessorth®fotal annual payments of $69.1 million madePbyM under the PVNGS and EIP lea
$55.0 million in 2009, $50.0 million in 2008, an&8 million in 2007 was returned in cash to PNMthe form of principal and intere
payments on the lessor notes and through its owipeo$ the PVNGS Unit 2 leased assets.

Future minimum operating lease payments at Decerdbef009 shown below have been reduced by RNkHRse payments for 1
owned portion of PVYNGS Unit 2 and amounts that Wélreturned to PNM on the lessor notes, which ansovary but are approximately §
million annually thru 2011 reducing thereafter ppeoximately $33 million annually in 2015:

PNMR PNM TNMP
(In
thousands

2010 $ 27,797 $ 21,26¢ $ 3,324
2011 28,40: 21,90: 3,311
2012 40,54: 33,99( 3,311
2013 45,27 38,68¢ 3,30¢
2014 49,73¢ 43,49: 3,30z
Later years 56,66 55,11¢ -
248,41 214,45 16,55¢

Future payments under non-cancelable subleases 1,902 - -
Net minimum lease paymer $ 246,51 $ 21445 $ 16,55¢

The PVNGS leases, which expire in 2015 and 2046tain options to renew the leases at a fixed ide purchase the property
fair market value at the end of the lease termidMRnust give notice to the lessors if it wishesete@rcise, or not exercise, these optiol
dates, varying by lease, through January 15, 2@NM is exploring its alternatives. Covenants inMP&l PVNGS Units 1 and 2 le¢
agreements limit PNM's ability, without consentttoé owner participants in the lease transactioh§ enter into any merger or consolidat
or (ii) except in connection with normal dividenaligy, to convey, transfer, lease or dividend mtran 5% of its assets in any sir
transaction or series of related transactions. Hbllxposed to losses under the PVNGS lease amsrge upon the occurrence of cer
events that PNM does not consider to be reasoridgly to occur. Under certain circumstances (faample, the NRC issuing specif
violation orders with respect to PVNGS or the ocence of specified nuclear events), PNM would lmpiired to make specified payment
the equity participants, and take title to the éebmterests, which, if appropriate, may be requteebe written down in value. If such an e
had occurred as of December 31, 2009, PNM coule leeen required to pay the equity participantscupgdproximately $186.2 million.
such event, PNM would record the acquired assdtsedbwer of their fair value or the aggregatethsf amount paid and PNBlcarrying valu
of its investment in PVNGS lessor notes. If PNM reiges its renewal options under the leases, theuatrithat would be payable to eq:
participants under the circumstances describedeatvmuld increase to the fair market value as ofémewal date.
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(8) Fair Value of Derivative and Other Financial Instruments
Energy Related Derivative Contracts
Overview

The Company is exposed to certain risks relatingst ongoing business operations. The primargahbje for the use of derivati
instruments, including energy contracts, optioms] futures, is to manage price risk associated foitbcasted purchases of energy or fuel
to generate electricity, or to manage anticipatekegation capacity in excess of forecasted denrama éxisting customers. Substantially a
the Companys energy related derivative contracts are enteredtd manage commodity risk and the Company do¢surrently engage
speculative trading, which it ceased in the secguarter of 2008. Effective January 1, 2009, thenfany adopted amendments to GA
which enhanced disclosures for derivative instrumand hedging activities.

Commodity Risk

Marketing and procurement of energy often involvarket risks associated with managing energy comtiesdand establishing of
positions in the energy markets, primarily on arsterm basis. The Company routinely enters intooweiderivative instruments such
forward contracts, option agreements and pricestmagap agreements to economically hedge price alutine risk on power commitments ¢
fuel requirements and to minimize the risk of markectuations in wholesale portfolios. The Compampnitors the market risk of
commodity contracts using VaR and GEaR calculatiormeaintain total exposure within management-pibeed limits.

PNM'’s unregulated operations are managed pilyntarough a net asset-backed marketing stratedyereby PNM$ aggregate n
open forward contract position is covered by itseefasted excess generation capabilities or mankethpses. PNM would be expose:
market risk if its generation capabilities werebt® disrupted or if its retail load requirements eves be greater than anticipated. If all «
portion of the net open contract position were neglito be covered as a result of the aforementiamexpected situations, commitme
would have to be met through market purchasesdigaussed in Note 17, effective July 1, 2009, aold#l resources that had been pa
unregulated operations were included in rates stibjethe jurisdiction of the NMPRC pursuant to RResource Stipulation thereby mitigai
PNM'’s exposure to market risk.

First Choice is responsible for energy supply teglato the sale of electricity to retail customersTexas. TECA contains
provisions for the specific recovery of fuel andqghased power costs. The rates charged to FirsicEltustomers are negotiated with ¢
customer. As a result, changes in purchased powsts can affect First Choicedperating results with respect to margins andgésiin reta
customer load requirements. First Choice is exgpdsenarket risk to the extent that it has not teetifixed price load commitments or to
degree that market price movements affect custoetention, customer additions or customer attritidmlditionally, volumetric fluctuations
First Choice retail load requirements due to weathieother conditions may subject First Choice tarket risk. First Choics’ strategy is |
minimize its exposure to fluctuations in market rgryeprices by matching sales contracts with supmyruments designed to preserve targ
margins.

Accounting for Derivatives

Under derivative accounting and related rules fogrgy contracts, the Company accounts for its variderivative instruments for 1
purchase and sale of energy based on the Conmpartght. Energy contracts that meet the definitb a derivative under GAAP and do
qualify for the normal sales and purchases excepatie recorded on the balance sheet at fair valeach period end. The changes in fair v
are recognized in earnings unless specific hedgeuating criteria are met. Derivatives that méetmormal sales and purchases exceptic
not marked to market but rather recorded in resiltgperations when the underlying transactiontieset
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For derivative transactions meeting the definitida cash flow hedge, the Company documents thgaeships between the hedg
instruments and the items being hedged. This deatation includes the strategy that supports eksguhe specific transaction and
methods utilized to assess the effectiveness ohéldges. Changes in the fair value of contrac#difging for cash flow hedge accounting
included in AOCI to the extent effective. Ineffeeiness gains and losses were immaterial for albge presented. The amounts show
current assets and current liabilities relate totiats that will be settled in the next twelve rthen Gains or losses related to cash flow h
instruments are reclassified from AOCI when thedeelitransaction settles and impacts earnings. dBasemarket prices at December
2009, aftertax gains of $11.2 million for PNMR and $12.7 nailli for PNM would be reclassified from AOCI into pings during the ne
twelve months. However, the actual amount reclizskiinto earnings will vary due to future changesriarket prices. As of December
2009, the maximum length of time over which the @any is hedging its exposure to the variabilityuture cash flows is through Decem
2010.

The contracts recorded at fair value that do natlifyuor are not designated for cash flow hedgeoanting are classified as eitl
economic hedges or trading transactions. Econtmidlges are defined as derivative instruments, direfulongterm power agreements, u
to economically hedge generation assets, purchpeeer and fuel costs, and customer load requiresnégdhanges in the fair value
economic hedges are reflected in results of omeratind are classified between operating revemesast of energy according to the inter
the hedge. Trading transactions include spec@atignsactions, which the Company ceased in 280 included in this category ¢
transactions that lock in margin with no forwardrk& risk and are not economic hedges; changeleirfair value of these transactions
reflected on a net basis in operating revenues.

Fair value is defined under GAAP as the price thatild be received for an asset or paid to tranaféability (an exit price) in tr
principal or most advantageous market for the assdiability in an orderly transaction between ketr participants on the measuren
date. Fair value is based on current market quageavailable and is supplemented by modeling fgokes and assumptions made by
Company to the extent quoted market prices or Vitiles are not available. External pricing inpanailability varies based on commao
location, market liquidity, and term of the agre@teAs stated in GAAP, valuations of derivativesets and liabilities must take into accc
nonperformance risk including the effect of the @amy’s own credit standing. The Company regularly agsethe validity and availability
pricing data for its derivative transactions. Altlgh management uses its best judgment in estighdtefair value of these instruments, tl
are inherent limitations in any estimation techeiqu

At December 31, 2009, amounts recognized for thbtrio reclaim cash collateral are $4.2 million XNMR and $1.4 million fc
PNM. PNMR and PNM had no obligations to returnhcesllateral at December 31, 2009.
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The following tables do not include activity reldtes PNM Gas. See Note 23.
Commodity Derivatives

Commodity derivative instruments are summarizefbbews:

Qualified Cash

Economic Hedges Trading Transactions Flow Hedges
December 31 December 31 December 31
2009 2008 2009 2008 2009 2008
(In thousands
PNMR
Current asset $ 15,72¢ $ 569¢ $ 13,88¢ $ 19,46¢ $ 21,00: $ 26,08:
Deferred charge 2,418 2,06( - 7,59¢ - 15,96¢
18,14: 7,75¢ 13,88¢ 27,06: 21,00: 42,04¢
Current liabilities (11,379 (12,630) (12,650) (18,14 - (3,179
Long-term liabilities (4,549 (557 - (6,365 - (18)
(15,929 (13,187 (12,650 (24,507 - (3,199
Net $ 2217 $ (5,427 $ 1,23¢ $ 2556 $ 21,00: $ 38,85!
PNM
Current asset $ 3,49¢ $ 2,97¢ $ - 8 347 $ 21,00: $ 25,52¢
Deferred charge - 2,06( - - - 15,684
3,49¢ 5,03¢ - 347 21,00: 41,21%
Current liabilities (1,509 (7,78%) - (86) - (13
Long-term liabilities (55€) (557 - - - (18)
(2,065 (8,336 - (86) - (31)
Net $ 1431 $ (3,300 $ -3 261 $ 21,00: $ 41,18

In 2007, First Choice entered into a series of &uwtrades that arbitraged basis differentials amnoartain ERCOT delive
zones. During the three months ended March 318,20(@se trades were negatively affected by extreamsmission congestion within
ERCOT market. This congestion resulted in histdlgdaigh basis differences between the variousvéeli zones. As a result, in the first que
of 2008, First Choice recorded a total pag-loss of $47.1 million in the trading marginerfr these speculative trades that is reflectedectet
revenues. Because of continued market volatilitg Hre concern that the forward basis market wouwldtinue to deteriorate, First Chao
decided to end any further speculative trading fialened remaining speculative positions. At Deber 31, 2009 and 2008, the trac
transactions column of the above table includes®idllion and $19.1 million of current assets,@and $7.6 million of deferred charc
$12.7 million and $18.1 million of current liabiés, and zero and $6.4 million of loterm liabilities related to the flattened specwie
positions of First Choice. No significant additibitosts are expected related to speculative tgadin
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The following table presents the effect of PNMRsI&@NM’s commodity derivative instruments, excluglgualified cash flow hedging
instruments, on earnings:

Year ended Decembe

31, 2009
Economic  Trading
Location Hedges Transactions
(In thousands
PNMR Electric operating revenu $ 4331 % 97
Cost of energ; (16,697 -
Total gain (loss $ (12,369 $ 97
PNM Electric operating revenur $ 4331 % 84
Cost of energ' (11,326 -
Total gain (loss) $ (6,99 % 84

The following table presents the impact, excludiamg effects, of PNMR’s and PNM'qualified commodity cash flow hedge instrum
on OCI, as well as the location and amount of inesatlassified from AOCI as the hedged transactietited and impacted earnings:

Year ended December 31, 20C

Gain (Loss)
Recognizec Reclassified from AOCI into Earnings
In OCI Location Amount

(In thousands
PNMR $ (18,767 Electric operating revenues $ 36,98:
Cost of energy (20,359
Total $ 16,62¢
PNM $ (20,19%) Electric operating revenues $ 36,98:
Cost of energ (29
Total $ 36,95

Commodity contract volume positions are presemtdddcatherms for gas related contracts and in MYipdéwer related contracts. 1
table below presents PNMR’s and PNM’s net buy Ysellume positions at December 31, 2009:

Decatherms MWh
Qualified Qualified
Economic Trading Cash Flow Economic Trading Cash Flow
Hedges Transactions Hedges Hedges Transactions Hedges
PNMR 17,852,50 (1,963,29) - 1,658,10. - (788,40()
PNM 6,087,50! - - 468,52! - (788,40()

In connection with managing its commodity riskse tBompany enters into master agreements with nedaiinterparties. If tl
Company is in a net liability position under an egmnent, some agreements provide that the countiespaan request collateral from
Company if the Compang’credit rating is downgraded; other agreementgigeecthat the counterparty may request collatergdrovide it witt
“adequate assurance” that the Company will perf@na others have no provision for collateral.
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The table below presents information about the Gomjs contingent requirements to provide collateralasncommodity contrac
having an objectively determinable collateral psom that are in net liability positions as of Dedxer 31, 2009 and are not fully collaterali
with cash. Contractual liability represents comihodlerivative contracts recorded at fair value tie balance sheet, determined or
individual contract basis without offsetting amaafdr individual contracts that are in an asseftipzsand could be offset under master ne’
agreements with the same counterparty. The tatlle reflects cash collateral that has been postetbuthe existing contracts and does
reflect letters of credit under the Compamnyévolving credit facilities that have been issasdcollateral. Net exposure is the net contrd
liability for all contracts, including those desaad as normal purchases and sales, offset byrexcsish collateral and by any offsets avalil
under master netting agreements, including botetas® liability positions.

Contractual Existing Cash
Contingent Feature Liability Collateral Net Exposure
(In thousands
PNMR
Credit rating downgrac $ 17,12« $ 1,00 $ 14,10«
PNM
Credit rating downgrac $ 1,211 $ 1,000 $ 37

Sale of Wholesale Contracts

On January 18, 2008, PNM entered into an agreemoeséll certain wholesale power, natural gas aadsimission contracts. Thi
contracts represented a significant portion ofvthelesale activity portfolio of PNM Electric, andcluded several lonterm sales and purch:
power agreements. Included in the sales agreemerg the TriState Pyramid Unit 4 operating lease and certainsmission agreemer
which were not considered derivative instrumemtsconnection with an amendment to GAAP, fag-gains on these contracts amountir
$17.2 million were recorded as an adjustment taudgnl1, 2008 retained earnings. On June 19, 2008 Bompleted the sale for $¢
million. PNM recognized gains on the sale of thesetracts of $5.1 million in the year ended Decengi, 2008.

Sale of Power from PVNGS Unit 3

In April 2008, PNM entered into three separate @mts for the sale of capacity and energy relateistentire ownership interest
PVNGS Unit 3, which is 135 MW. Under two of thent@cts, PNM will sell 90 MW of firm capacity andhergy. Under the remaini
contract, PNM will sell 45 MW of unit contingentpacity and energy. The term of the contracts is [Ma2008 through December 31, 20
Under the two firm contracts, the two buyers madgpayments of $40.6 million and $30.0 million. Teeamounts wenecorded as deferr
revenue and are being amortized over the life efdbntracts. At December 31, 2009 and 2008, $2@l®n and $29.1 million were includ:
in other current liabilities related to these cants. The prepayments received under the firmraoist as well as required subsequent mo
payments on them, are shown as a financing aciivitie Consolidated Statement of Cash Flows asined|by GAAP. The firm contracts i
considered energy derivatives and a loss of $4l@mivas recognized at inception. The firm contsaare accounted for as cash flow he
and changes in fair value are included in AOCl.e Thntingent contract is accounted for as a nosalal

Non-Derivative Financial Instruments

The carrying amounts reflected on the Consolid&aldnce Sheets approximate fair value for cashpéeary investments, receivabl
and payables due to the short period of matudtyailable-for-sale securities are carried at faitue.
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Available-forsale securities for PNMR and PNM consist of PNMe&séeld in trust for its share of decommissioringts of PVYNG
and, in 2008, PNMs executive retirement program. The trusts holdgitgcand fixed income securities. The carryingueglgross unrealiz
gains and losses and estimated fair value of invests in available-for-sale securities are as ¥adto

Unrealized Unrealized

Gains (Losses) Fair Value
(In
thousands

December 31, 200!

Equity securities
Domestic valut $ 1,68, $ - % 21,45¢
Domestic growtl 8,901 - 38,13:
International and otht 1,55¢ - 9,98t

Fixed income securitie:

Municipals 1,71¢ - 36,90!
U.S. Governmer 25 - 20,45
Corporate and oth 30¢ - 8,00¢
Cash investmenti - - 2,09¢
$ 14,19: $ - $ 137,03

December 31, 200:
Equity securitiet $ 1,181 $ - $ 50,94

Fixed income securitie:

Municipal bond: 70¢ - 31,50¢
U.S. Governmer 9C - 14,26:
Corporate and oth 144 - 6,42¢
Cash investmenti - - 9,34F
$ 2,12 $ - $ 112,48

The proceeds and gross realized gains and losseée atisposition of available-farale securities for PNMR and PNM are shown ir
following table. Realized gains and losses arerd@hed by specific identification of costs of seties sold.

Year Ended December 31
2009 2008 2007
(In thousands

Proceeds from salt $ 124,51¢ $ 183,61t $ 165,33
Gross realized gair $ 6,00¢ $ 11,27¢ $ 19,48:
Gross realized (losse $ (7,359) $ (14,200 $ (7,016

Held-to-maturity securities are those investments in dedstusties that the Company has the ability and ninte hold unti
maturity. Held-tomaturity securities consist of the investment inN@S lessor notes and certain items within otheestiments, including tl
EIP lessor note.

The Company has no available-for-sale or heldhtdurity securities for which carrying value exceefdir value. There are
impairments considered to be “other than temportrgt are included in AOCI and not recognized imegs.
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ES

At December 31, 2009, the available-for-sale arld-tee maturity debt securities had the followingdl maturities:

Within 1 year

After 1 year through 5 yea
After 5 years through 10 yee
Over 10 years

Fair Value
Available-
for-Sale Held-to-Maturity
PNMR and
PNM PNMR PNM
(In thousands
$ 323¢ $ 6 $ 69
16,38t 70,10¢ 51,94¢
7,93¢ 131,19: 125,57:
37,79¢ - -
$ 65,35¢ $ 201,37 $ 177,58¢

The carrying amount and fair value of other nonixdgive financial instruments (including current tundties) are:

December 31, 200!

December 31, 200:

Carrying Carrying
Amount Fair Value Amount Fair Value
(In thousands
PNMR
Long-term debt $ 1,567,33. $ 1,627,98 $ 1,584,700 $ 1,310,77:
Investment in PVNGS lessor not $ 15993t $ 169,86: $ 185,637 $ 190,07
Other investment $ 25,52¢ $ 34,07¢ $ 32,96¢ $ 42,45¢
PNM
Long-term debt $ 1,055,73: $ 1,044,511 $ 1,055,717 $ 834,15
Investment in PVNGS lessor not $ 159,93¢ $ 169,86: $ 221,42: $ 225,98
Other investment $ 747 $ 8,457 $ 9951 % 10,94¢
TNMP
Long-term debt $ 309,71: $ 368,35( $ 167,69C $ 167,69(
Other investment $ 27C % 27C % 55C $ 55C

The fair value of longerm debt shown above was primarily determinedgusjnoted market values, as were certain items dieclur
other investments. To the extent market valueswet available, fair value was determined by disting the cash flows for the instrum

using quoted interest rates for comparable instrisne

Other Fair Value Disclosures

The Company determines the fair values of its @deifre and other instruments based on the hieraesigblished in GAAP, whit
requires an entity to maximize the use of obsewéphuts and minimize the use of unobservable mpihien measuring fair value. GA
describes three levels of inputs that may be usethdasure fair value. Level 1 inputs are quotédepr(unadjusted) in active markets
identical assets or liabilities that the reportegtity has the ability to access at the measuremiat®. Level 2 inputs are inputs other 1
guoted prices included within Level 1 that are obakle for the asset or liability, either directy indirectly. Level 3 inputs are unobserv:
inputs for the asset or liability. Level 3 inpuised in determining fair values for the Companyststrof internal valuation models.
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Derivatives and Investments

The fair values of derivatives and investments #ratrecorded at fair value on the Consolidateciidad Sheets at December 31, ¢
and 2008 are as follows:

Quoted
Prices Significant
in Active Other Significant
Market for  Observable Unobservable
Identical
Assets Inputs Inputs
Total () (Level 1) (Level 2) (Level 3)
December 31, 200! (In thousands
PNMR
Assets
Commodity derivative $ 53,03 $ 9,097 $ 4351 $ 32C
Interest rate sws 194 - 194 -
NDT investment:
Cash and equivaler 2,09¢ 2,09¢ - -
Equity securities
Domestic valu 21,45¢ 21,45¢ - -
Domestic growt| 38,13: 38,13: - -
International and oth: 9,98t 9,98¢ - -
Fixed income securitie
U.S. governmet 20,45! 15,13¢ 5,31¢ -
Municipals 36,90! - 36,90: -
Corporate and other 8,00¢ - 8,00¢ -
Total NDT investments 137,03: 86,80¢ 50,22! -
190,25¢ 95,90¢ 93,921 32C
Liabilities
Commodity derivatives (28,579 (10,539 (17,869 (72)
Net $ 161,68: $ 85,37. $ 76,06. $ 24¢
PNM
Assets
Commodity derivative $ 2449 3 - $ 24,49 $ -
NDT investment:
Cash and equivaler 2,09¢ 2,09¢ - -
Equity securities
Domestic valu 21,45¢ 21,45¢ - -
Domestic growt| 38,13: 38,13: - -
International and oth: 9,98t 9,98t - -
Fixed income securitie
U.S. governmer 20,45! 15,13¢ 5,31¢ -
Municipals 36,90! - 36,90: -
Corporate and oth 8,00¢ - 8,00¢ -
Total NDT investment 137,03: 86,80¢ 50,22: -
161,53( 86,80¢ 74,72: -
Liabilities
Commodity derivatives (2,06%) (95¢) (1,090 (17)
Net $ 159,46 $ 85,85! $ 73,63. $ (17)
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December 31, 200:

PNMR
Assets
Commodity derivative $ 76,87C $ 9,39C $ 66,95: $ 13
NDT 111,67: 69,15( 42,52 -
Rabbi trust 811 811 - -
189,35: 79,35! 109,47 13
Liabilities
Commodity derivative (40,88%) (12,052 (27,89 (422)
Net $ 148,460 $ 67,29¢ $ 81577 $ (409)
PNM
Assets
Commodity derivative $ 4659 $ - $ 4551¢ % 13
NDT 111,67 69,15( 42,521 -
Rabbi trusi 811 811 - -
159,07¢ 69,96 88,04( 13
Liabilities
Commodity derivatives (8,457 (510 (6,457) (422)
Net $ 150,62 $ 69,45. $ 81,58! $ (409)

() The Level 1, 2 and 3 columns in the above tablgpegsented based on the nature of each instruridwt.total column is presen
based on the balance sheet classification of teuiments and reflect unit of account reclassiiicet between commodity derivat
assets and commodity derivative liabilities of $tillion for PNMR and zero for PNM at December 2009 and $0.5 million fq
PNMR and $1.1 million for PNM at December 31, 2C

A reconciliation of the changes in Level 3 fairmalmeasurements is as follows:

Year ended Decembe
31, 2009
PNMR PNM
(In thousands

Level 3 Fair Value Assets and Liabilities

Balance at December 31, 2C $ (409) $ (409)
Total gains (losses) included in earnii (2,129 (2,389
Total gains (losses) included in other comprehensigome (1,04¢) -
Purchases, issuances, and settlerénts 3,82¢ 2,78(
Balance at December 31, 2009 $ 248 $ (17
Total gains (losses) included in earnings attribletéo the change in unrealized gains or

losses relating to assets still held at the ertti@period $ 24t $ (17
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Year ended Decembe
31, 2008

PNMR PNM
(In thousands

Level 3 Fair Value Assets and Liabilities

Balance at December 31, 2C $ 2,061 $ 2,67¢
Adoption of amendment to GAAP regarding fair vatoeasurements 16,40° 16,40°
Balance at beginning of peri 18,46¢ 19,08¢
Total gains (losses) included in earnii (8,55 (7,949
Total gains (losses) included in other comprehengigcome (29 -
Purchases, issuances, and settlerr( (11,389 (12,62%)
Transfers into Level & 1,08( 1,08(
Balance at December 31, 2008 $ (409 $ (409
Total gains (losses) included in earnings attriblet#o the change in unrealized gains or

losses relating to assets still held at the ertti@period $ (409 $ (409

(1) Includes fair value reversal of contracts setti@dearned and prepaid option premiums received aml guring the period fi
contracts still held at end of period and, in 2008, sale of PNM Electric wholesale contra
(2) Transfers into Level 3 from Level 2 are at fairued as of July 1, 200

Gains and losses (realized and unrealized) for IL2¥&ir value measurements included in earningg@ported in operating revenues
and cost of energy as follows:

Year ended December 31, 20C
Operating Cost of

Revenues Energy Total
(In
PNMR thousands)
Total gains (losses) included in earni $ 237 $ (23600 $ (2,129
Change in unrealized gains or losses relatinggetastill held a
reporting date $ - $ 248 % 24§
PNM
Total gains (losses) included in earni $ 237 $ (2,625 $ (2,389
Change in unrealized gains or losses relatingdetasstill held at
reporting date $ - $ 17 $ (17
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Year ended December 31, 20C
Operating Cost of

Revenues Energy Total
(In
PNMR thousands
Total gains (losses) included in earnii $ 11,51 $ (20,066 $ (8,55%)
Change in unrealized gains or losses relatinggetastill held at
reporting date $ 13 $ (422) $ (409)
PNM
Total gains (losses) included in earni $ 10,89¢ $ (18,840 $ (7,949

Change in unrealized gains or losses relatingdetasstill held at
reporting date

©

13 $ (422) $ (409
Investments Held by Employee Benefit Plans

As discussed in Note 12, PNM and TNMP have truséd hold investment assets for their pension ahérgpostretirement bene
plans. The fair value of the assets held by thsté¢rimpacts the determination of the funded statwsach plan, but the assets are not refl
on the Consolidated Balance Sheets. Both the PEhiBn Plan and the TNMP Pension Plan hold unifadicipation in the PNM Resourc
Inc. Master Trust (the "PNMR Master Trust"), whislas established for the investment of assets opéimsion plans. Fair value of alterna
investments is determined based on net asset aalteported by fund managers.

The fair values of investments held by the empldyeeefit plans at December 31, 2009 are as follows:

Quoted
Prices in
Active Significant
Market for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

(In thousands
PNM Pension Plan

Alternative real estate investmel $ 2,16¢ $ - % - $ 2,16¢
Participation in PNMR Master Tru 358,76: 140,00 144,65 74,10¢
Total Assets $ 360,93( $ 140,000 $ 14465 $ 76,27
TNMP Pension Plan
Participation in PNMR Master Trust $ 57,757 $ 21,62¢ $ 23,70: $ 12,42¢
PNM OPEB Plan
Cash and equivalen $ 6,201 $ 6,201 $ - $ =
Equity securities
Internationa 7,84¢ 3,99« 3,85k -
Domestic valut 3,967 3,961 - -
Domestic growtl 2,74¢ 2,74¢ - -
Mutual funds 21,54¢ - 21,54¢ -
Fixed income securitie:
Corporate 83¢ - 83¢ -
Mutual funds 14,89: 14,89: - -
Total Assets $ 58,03¢ $ 31,80C $ 26,23¢ $ -
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TNMP OPEB Plan

Cash and equivalen $ 57¢ $ 57¢ % - $ -
Equity securities
Internationa 97t 97t - -
Domestic valut 471 471 - -
Domestic growtl 493 49¢ - -
Mutual funds 2,462 - 2,46° -
Fixed income securitie:
Corporate 26 - 26 -
Mutual funds 2,124 2,12¢ - -
Total Assets $ 7131 $ 464: $ 2,48¢ $ -

The fair values of investments in the PNMR Masterst are as follows:

Quoted
Prices in
Active Significant
Market for Other Significant
Identical Observable  Unobservable
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

(In thousands
PNMR Master Trust

Cash and equivalen $ 21,42¢  $ 21,42¢ % - 8 =
Equity securities
Internationa 44,60¢ - 44,60¢ -
Domestic valut 69,86 66,19 3,67(C -
Domestic growtl 70,53¢ 70,53¢ - -
Mutual funds 47,74 - 47,74 -
Fixed income securitie:
Corporate 17,77¢ - 17,77¢ -
U.S. governmer 3,461 3,461 - -
Municipals 2,50¢ - 2,50¢ -
Foreign government and ot 714 12 702 -
Mutual funds 51,35! - 51,35! -
Alternative investments
Private equity fund 26,88: - - 26,88:
Hedge fund 34,92 - - 34,92:
Real estate func 24,72, - - 24,72%
Total Assets $ 416,51¢ $ 161,63: $ 168,35¢ $ 86,53!
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A reconciliation of the changes in Level 3 fairvalmeasurements is as follows:

Year ended December 31
2009

(In thousands

Level 3 Fair Value Assets and Liabilities

Master Real estate
PNM Pension Trust funds
Balance at December 31, 2C $ 95,56: $ 3,12¢
Actual return on assets sold during the pe (2,99) -
Actual return on assets still held at period 3,817 (961)
Purchases, issuances, and settlements (22,279 -
Balance at December 31, 2C $ 74,108 $ 2,16¢
TNMP Pension
Balance at December 31, 2C $ 16,02¢
Actual return on assets sold during the pe (502)
Actual return on assets still held at period 64C
Purchases, issuances, and settlen (3,736)
Balance at December 31, 2009 $ 12,42¢

Additional information concerning changes in Le8dhir value measurements for the PNMR Master Tisuas follows:

Year ended December 31, 20C
(In thousands

Level 3 Fair Value Assets and Liabilities

Real
Private Hedge estate
PNMR Master Trust equity funds funds funds Total
Balance at December 31, 2C $ 27,59 $ 49,46¢ $ 34,527 $ 111,58t
Actual return on assets sold during the pe (237) (3,239 (23) (3,499
Actual return on assets still held at period (3,742 8,68t (497 4,45%
Purchases, issuances, and settlements 3,27 (20,000 (9,286) (26,019
Balance at December 31, 2C $ 26,88: $ 34,92. $ 24,727 $ 86,53!

(9) \Variable Interest Entities

Under the model for consolidation promulgated byAPAa PPA may qualify as a variable interest iftégns expose the purchase
variability in supply or operating costs and thattact is for a significant portion of the ent#ygenerating capacity. PNM evaluated its F
and determined that one purchase contract entatedpiior to December 31, 2003 qualifies as a Wdeianterest. PNM has been unabl
obtain the necessary information needed to deterfiiPNM was the primary beneficiary and if condalion was needed despite ongt
efforts, including formal written requests to thgecator of the entity supplying power under the PHAe operator cited legal and competi
reasons for refusing to provide the information.
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This variable interest PPA is a contract expiringline 2020 to purchase 132 MW of capacity andggnerhich is the full output of tt
Delta generating plant. The contract is accoufdeds an operating lease by PNM. See Note wifme information about the Delta opera
lease. The contract contains a fixed capacitygehaa fixed O&M charge, and a variable energy ohdngt subject PNM to the changes in
costs to produce energy and operate the plant.capacity and O&M charges were $6.4 million in 20$9.0 million in 2008, and $8.0 milli
in 2007. The energy charges were $0.4 million062, $0.8 million in 2008, and $1.0 million in 200These charges represent all of PNM’
obligations under this PPA, PNM has no other fin@rexposure related to the Delta operating lease.

On April 18, 2007, PNM entered into a PPA to pusghall of the electric capacity and energy fromeviala, a natural gd#ed powe
plant near Belen, New Mexico. Valencia became ajmaral on May 30, 2008. A thirgarty built, owns and operates the facility whildN® is
the sole purchaser of the electricity generatee. tkal construction cost for the facility was $illion. The term of the PPA is for 20 ye
beginning June 1, 2008, with the full output of fiiant estimated to be 145 MW. During the ternthef PPA, PNM has the option to purct
and own up to 50% of the plant or the variablergdgeentity. PNM estimates that the plant will tglly operate during peak periods of ent
demand in summer (less than 18% of the time onnama basis). PNM is obligated to pay fixed O&Mdaszapacity charges in addition
variable O&M charges under this PPA. For the yaated December 31, 2009 and 2008, PNM paid $1dlibmand $7.5 million for fixe
charges as well as $0.6 million and $2.6 millionvariable charges. PNM does not have any othanfiial obligations related to Valencia
creditors of Valencia do not have any recoursers&®NM'’s assets.

PNM has evaluated the accounting treatment ofahingement and concluded that the third partyyettitat owns Valencia is a varia
interest entity and that PNM is the primary beriefi¢ of the entity under GAAP since PNM will absdtie majority of the variability in tt
cash flows of the plant. As the primary benefigjd?NM has consolidated the entity in its finandtdtements beginning on the comme
operations date. Accordingly, the assets, liaéditoperating expenses, and cash flows of Valesaancluded in the consolidated finan
statements of PNM although PNM has no legal owrigristterest or voting control of the variable irgst entity. The ownes’equity and n
income of Valencia are considered attributabledn-controlling interest. PNM did not consolidate tregiable interest entity prior to May <
2008 since PNM had no financial risk.

Summarized financial information for Valencia siriday 30, 2008 is as follows:
Results of Operations
Year ended May 30, 2008 t¢

December 31 December 31
2009 2008

(In thousands

Operating revenue $ 18,17F $ 10,40(
Operating expenst (6,28%) (2,99¢)
Interest expense - (225)

Earnings attributable to non-controlling irestr $ 11,89 $ 7,17¢

Financial Position

December 31
2009 2008
(In thousands

Current assel $ 3981 $ 9,92t
Net property, plant and equipme 86,34¢ 89,01!
Total asset 90,33( 98,93¢
Current liabilities 971 43C
Owner’ equity— nor-controlling interes $ 89,35¢ $ 98,50¢
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Changes in Owners’ Equity — Non-controlling Interes

May 30, 2008
Year ended to
December 31 December 31
2009 2008
(In thousands
Balance at beginning of peri $ 98,50¢ $ (1,15
Earnings attributable to n-controlling interes 11,89( 7,17¢
Net equity transactions with Valen’s owner (21,039 92,48:
Balance at end of peri $ 89,35¢ $ 98,50¢

(10) Earnings Per Share

In accordance with GAAP, dual presentation of basid diluted earnings (loss) per share has beesepied in the Consolidal
Statements of Earnings (Loss) of PNMR. Informatiegarding the computation of earnings (loss) paresis as follows:

Year Ended December 31
2009 2008 2007
(In thousands, except per share amot

Earnings (Loss) Attributable to PNMR:

Earnings (loss) from continuing operatic $ 65,931 $ (297,56 $ 59,88t
Earnings from continuing operations attributabl&&dencia Nor-controlling Interes (11,89() (7,179 -
Preferred stock dividend requirements of subsidiary (528) (528) (528)
Earnings from continuing operations attributable to

PNMR 53,51t (305,277) 59,35¢
Earnings (loss) from discontinued operati 70,80: 34,62¢ 15,51¢
Net Earnings (Loss) Attributable to PNMR $ 124,31« $ (270,649 $ 74,87¢
Average Number of Common Shares
Outstanding during ye: 86,63 82,87¢ 76,71¢
Equivalents from convertible preferred stock (N6} 4,77¢ 58¢ -
Vested awards of restricted stock 23 - -
Average Shares- Basic 91,43¢ 83,46¢ 76,71¢
Dilutive Effect of Common Stock Equivalents (a):

Stock options and restricted stc 23¢€ - 537

Equity-linked units - - 672
Average Shares« Diluted 91,67 83,46¢ 77,92¢

Per Share of Common Stoc}- Basic:
Earnings (loss) from continuing operatic $ 05¢ $ (3.66) $ 0.77
Earnings (loss) from discontinued operati 0.7¢ 0.42 0.21
Net Earnings (Loss) $ 1.3¢ $ (3.29) $ 0.9¢
Per Share of Common Stocl Diluted:
Earnings (loss) from continuing operatic $ 05¢ % (3.66) $ 0.7¢
Earnings(loss) from discontinued operati 0.7¢ 0.4z 0.2C
Net Earnings (Loss) $ 1.3¢ $ (3.29) $ 0.9¢

(a) Excludes the effect of c-of-the-money options of 3,275,542 shares at December 3029.2Due to losses in the year er
December 31, 2008, no potentially dilutive secesitare reflected in the average number of commarestused to compute earni
(loss) per share since any impact would be-dilutive.
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(11) Income Taxes
PNMR

PNMR’s income taxes (benefit) from continuing opienas consist of the following components:

Year Ended December 31
2009 2008 2007
(In thousands

Current federal income te $ (8196) $ (3162H) $ (21,439
Current state income t: (3,770 2,29( (10,117
Deferred federal income t: 112,70 (22,722) 28,58:
Deferred state income t: 4,39: (35,859 9,517
Amortization of accumulated investment tax cre (2,549 (2,909 (3,329

Total income taxes (benef $ 28,81¢ $ (90,816 $ 3,22¢

PNMR'’s provision for income taxes from continuing opierag differed from the federal income tax compud¢dhe statutory rate 1
each of the years shown. The differences ardattile to the following factors:

Year Ended December 31
2009 2008 2007
(In thousands

Federal income tax at statutory ra $ 33,161 $ (135,93) $ 22,08¢
Impairment of goodwil - 61,02« -
Investment tax credi (2,549 (2,909 (3,329
Flow-through of depreciation iten 3,77 2,68 2,14
Earnings attributable to n-controlling interest in Valenci (4,162) (2,519 -
Gains on the sale and leaseback of PVNGS Unitd 2 (55) (55) (64)
Reversal of deferred income taxes accrued at fajorates (2,109 (2,109 (2,109
Research and development cre (424 (220) -
Affordable housing cred (750) (750) (750)
Allowance for funds used during construct (734) (399 (529
State income ta 344 (6,23¢) (828)
Favorable IRS settleme - - (16,039
Texas margin tax and related deferred tax adjuss - (2,499 -
Other 1,311 (1,912 1,63(
Total income taxes (benefit) $ 28,81¢ $ (90,816 $ 3,22¢
Effective tax rate 30.41% 23.3t% 5.11%
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The components of PNMR’s net accumulated deferredme tax liability were:

December 31
2009 2008
(In thousands

Deferred tax asset

Pensiol $ 61,28 $ =
Other 114,05! 106,71
Total deferred tax assets 175,33! 106,71
Deferred tax liabilities
Depreciation and plant relat: (432,099 (394,49
Investment tax cred (20,519 (23,839
Regulatory assets related to income te (57,419 (84,06)
Stranded cosl (36,26¢) (39,209
Optim Energy (25,520 (39,379
Other (155,20:) (122,296
Total deferred tax liabilities (727,019 (703,270
Net accumulated deferred income tax liabilii $ (551,689 $ (596,55)

The following table reconciles the change in PNBIRet accumulated deferred income tax liabilitthite deferred income tax ben
included in the Consolidated Statement of Earnings:

Year Ended
December 31
2009

(In thousands
Net change in deferred income tax liability perbtable $ (44,869
Change in tax effects of income tax related regnjadssets and liabilitie 3,02(
Tax effect of mar-to-market adjustment 7,18
Tax effect of excess pension liabil 43,54(
Adjustment for uncertain income tax positic 6,022
Deferred tax expense related to discontinued opers 99,86
Other (21€)
Deferred income tax (benef $ 114,55!

The Company defers investment tax credits reladedhte regulated assets and amortizes them ovegstiraated useful lives of thc
assets.
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PNM
PNM'’s income taxes (benefit) from continuing opimas consist of the following components:

Year Ended December 31
2009 2008 2007
(In thousands

Current federal income te $ (64,34:) $ 10,44¢ $ (5,29%)
Current state income t: (13,62 2,167 (1,225
Deferred federal income te 77,26¢ (16,627 16,79¢
Deferred state income t: 16,97« (3,30%) 3,85(
Amortization of accumulated investment tax credits (2,549 (2,719 (2,90%)

Total income taxes (benefit) $ 13,72¢ $ (10,029 $ 11,22(

PNM’s provision for income taxes from continuing opieras differed from the federal income tax compudéthe statutory rate for ec
of the years shown. The differences are attridatebthe following factors:

Year Ended December 31
2009 2008 2007
(In thousands

Federal income tax at statutory ra $ 15,96¢ $ (24,267 $ 12,11
Impairment of goodwil - 17,90( -
Investment tax credit (2,549 (2,719 (2,905
Flow-through of depreciation iten 3,77¢ 2,68z 2,14:
Earnings attributable to n-controlling interest in Valenci (4,162) (2,519 -
Gains on the sale and leaseback of PVNGS Unitgl D (55 (55 (64)
Reversal of deferred income taxes accrued at faiorates (969) (969) (969)
Research and development cre - - -
Allowance for funds used during construct (739) (339 (472)
State income ta 1,93 (8249 1,78¢
Other 51€ 1,06( (415
Total income taxes (benef $ 13,72¢ $ (10,029 $ 11,22(
Effective tax rate 30.08% 14.47% 32.42%
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The components of PNM'’s net accumulated deferrednre tax liability were:

December 31
2009 2008
(In thousands

Deferred tax asset

Pensiol $ 63,227 $ -
Other 85,93¢ 61,19(
Total deferred tax assets $ 149,16. $ 61,19(
Deferred tax liabilities
Depreciation and plant relat (340,95) (294,029
Investment tax cred (20,519 (23,839
Regulatory assets related to income te (45,960 (72,302)
Pensior - (27,13))
Other (126,749 (82,7279
Total deferred tax liabilitie (534,179 (500,019
Net accumulated deferred income tax liabilii $ (385,010 $ (438,829

The following table reconciles the change in PNNMet accumulated deferred income tax liabilitytite deferred income tax ben
included in the Consolidated Statement of Earnings:

Year Ended
December 31
2009

(In thousands
Net change in deferred income tax liability perabtable $ (53,819
Change in tax effects of income tax related regmeassets and liabilitie 3,131
Tax effect of mar-to-market adjustment 2,07z
Tax effect of excess pension liabil 43,51(
Adjustment for uncertain income tax positic (339
Deferred tax expense related to discontinued ojpeis 99,86
Other (2,740
Deferred income tax (benef $ 91,68¢

TNMP

TNMP’s income taxes from continuing operations éstnsf the following components:

Year Ended December 31
2009 2008 2007

(In thousands

Current federal income te $ (2523) $ 17,23: $ 18,71¢
Current state income t: 1,58¢ 1,60¢ 973
Deferred federal income t: 31,66¢ 11,28t (9,162)
Deferred state income t: (26) (18,80¢) 53¢
Amortization of accumulated investme
tax credits - (197) (418)
Total income taxe $ 7,98 $ 11,12¢  $ 10,647
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TNMP’s provision for income taxes, from continuing opierss differed from the federal income tax compusdhe statutory rate 1
each of the periods shown. The differences aribathble to the following factors:

Year Ended December 31
2009 2008 2007

(In thousands

Federal income tax at statutory ra $ 7,05 $ 817 $ 10,16¢
Impairment of goodwil - 12,05¢ -
Investment tax credit - (297) (418)
Reversal of deferred income taxes acct

at prior tax rate (141) (142 (142)
Allowance for funds used during construct - (20 (45)
State income ta 1,03: 1,04t 98t
Texas margin tax and related deferred tax adjuss - (2,499 -
Other 41 43 97

Total income taxe $ 7,98t $ 11,12¢  $ 10,64
Effective tax rate 39.6:% 476.65% 36.6%

The components of TNMP’s net accumulated defemedre tax liability at December 31 were:

December 31
2009 2008
(In thousands

Deferred tax asset

Regulatory liabilities related to income ta: $ 6,68z $ 7,10¢
Deferred Tax Assets — other 16,20¢ 29,04:
Total deferred tax ass: 22,89( 36,14¢

Deferred tax liabilities

Depreciation and plant relat: (96,627 (94,682)
Stranded cosi (36,26¢) (39,209
Regulatory assets related to income te (11,459 (11,76%
Other (15,489 (1,699
Total deferred tax liabilities (159,839 (147,34)
Net accumulated deferred income tax liabili $ (136,949 $ (111,19)
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The following table reconciles the change in TNEBIRet accumulated deferred income tax liabilityhte deferred income tax ben
included in the Consolidated Statement of Earnings:

Year Ended
December 31
2009
(In thousands
Net change in deferred income tax liability perabtable $ 25,75
Change in tax effects of income tax related regnjadssets and liabilitie (112
Tax effect of excess pension liabil 30
Adjustments for uncertain income tax positit 6,25¢
Other (286€)
Deferred income tax (benefit) $ 31,63¢

As of January 1, 2007, the Company adopted an amemidto GAAP, which requires that the Company recaonly the impact of t:
positions that, based on their technical merits,raore likely than not to be sustained upon antdaydihe taxing authority. As a result, PNI
decreased the January 1, 2007 balance of retaarathgs by $1.6 million, PNM decreased the JandaB007 balance of retained earning
$1.1 million, and TNMP increased the January 1,7288lance of retained earnings by $0.7 million.

As a result of settlements with the IRS, PNMR redpgd $16.3 million of income tax benefit during0Z0 Including this benef
PNMR’s effective tax rate was 5.11% for the yeadexhDecember 31, 2007. This non-recurring benefitced PNMRS effective tax rate t
25.76% for the year ended December 31, 2007.

A reconciliation of unrecognized tax benefits (exges) is as follows:

PNMR PNM TNMP
(In thousands

Balance at January 1, 20 $ 33,89 $ (3,569 $ -
Additions based on tax positions related to 2 15,72: (29 -
Reductions for tax positions of prior yei (15,78¢) - -
Settlements (15,579 3,34¢ -
Balance at December 31, 20 18,25: (247) -
Additions based on tax positions related to 2 (1,111 31€ 541
Reductions for tax positions of prior yei (759) - -
Settlements - - -
Balance at December 31, 20 16,38¢ 69 541
Additions based on tax positions related to 2 6,63: (287) 6,25¢
Reductions for tax positions of prior yei (430) - -
Settlements - - -
Balance at December 31, 2C $ 22,59. $ (219 $ 6,79¢€

Included in the balance at December 31, 2009 ar@ i®8lion and $0.1 million of unrecognized tax leéits that, if recognized, wol
affect the effective tax rate for PNMR and PNM. ngcof TNMP's unrecognized tax benefits at December 31, 2008dnaffect the effectiv
tax rate if recognized. The Company believes th@ reasonably possible that approximately $1i8ion of PNMR’s unrecognized t:
benefits, $0.2 million of PNM’s unrecognized taxperses, and $0.5 million of TNM$unrecognized tax benefits will be reduced ofexkit
2010 as a result of the conclusion of income taan@rations.

Estimated interest income related to refunds themfiamy expects to receive is included in Other Ine@nd estimated inter:
expense and penalties related to potential catibreents are included in Interest Expense in thesClidated Statements of Earnings (L0sSS).
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Interest income (expense) related to income texas follows:

PNMR PNM TNMP
(In
thousands
2009 $ 6,41¢ $ 7,746 $ (6)
2008 $ (2,450 $ (4,879 $ 537
2007 $ 17,17 % 10,73: $ 47)

Accumulated accrued interest receivable (payakla}ed to income taxes is as follows:

PNMR PNM TNMP
(In thousands

December 31, 2009

Accumulated accrued interest receive $ 14,267 $ 14,267 $ -

Accumulated accrued interest paya $ (1,109 $ (23) $ (107
December 31, 2008

Accumulated accrued interest receive $ 6,987 $ 6,521 $ -

Accumulated accrued interest paya $ (2449 $ 22 $ (102)

The Company files a federal consolidated and sécerssolidated and separate state income tax i=turhe tax years prior to 2001
closed to examination by either federal or stakéntpauthorities. 2001 and 2002 are open for eration only for certain items. Tax y
2004 is closed to examination by federal taxingharities, but open for some states. Other taxsyase open to examination by federal
state taxing authorities.

(12) Pension and Other Postretirement Benefits

PNMR and its subsidiaries maintain qualified defireenefit pension plans, postretirement benefihplproviding medical and der
benefits, and executive retirement programs (“PN&h&” and “TNMP Plans”)PNMR maintains the legal obligation for the bersetitved t
participants under these plans. As discussed ir RpPNM completed the sale of its gas operationdMGC on January 30, 2009. PI
retained the obligations under the defined bempefitsion plans and executive retirement plans nglat employees that transferred to NV
upon the sale. NMGC assumed the postretiremenicalexhd dental obligations for the transferred lExyges. The periodic costs or incom
the PNM Plans and TNMP Plans are included in regdlaates to the extent attributable to regulatgerations. In addition, PNM receive
regulated return on the amount it has funded fopénsion plan in excess of the periodic cost@orime.

Participants in the PNM Plans include eligible eoyples and retirees of PNMR and other subsidiafie@NMR. Participants in tt
TNMP Plans include eligible employees and retieENMP, First Choice and other subsidiaries of TNRe PNM pension plan was frozel
the end of 1997 with regard to new patrticipantéargaevels and benefits. Through December 31, 2@@ditional credited service could
accrued under the PNM pension plan up to a limiereined by age and service. The TNMP pension plas frozen at December 31, 2
with regard to new participants, salary levels badefits.

GAAP requires a plan sponsor ta § recognize in its statement of financial positamasset for a plasioverfunded status or a liabi
for a plan’s underfunded statusy § measure a plan’s assets and its obligationsdistarmine its funded status as of the end of thgl@rar's
fiscal year; and ¢ ) recognize changes in the funded status of a eléfirenefit postretirement plan in the year in whiah changes occur. St
changes are reported in other comprehensive income.

GAAP also requires unrecognized prior service c@std unrecognized gains or losses to be recordeflO€l and subsequen
amortized. The amortization of these incurred ceslisultimately be included as pension and posteatent benefits expenses in subsec
years. To the extent the amortization of thesesteiifl

B-77




PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

ultimately be recovered in future rates, PNM andvVilNrecords the costs as a regulatory asset oratgylliability.

The Company has in place, for the PNM Plans and PNMans, a policy that defines the investment divjes, establishes performal
goals of the asset managers and provides procefiurdse manner in which investments are to beeneeid. The plans implement investrr
strategies to achieve the following objectives:

° Maximize the return on assets, commensurate wéihiglk that the Corporate Investment Committee deappropriate to: me
the obligations of the pension plans and otherrpti@ment benefits plans; minimize the volatility expense; and account
contingencies; an

° Generate a rate of return for the total portfdfiattequals or exceeds the actuarial investmenasstemption

Management is responsible for the determinatiothefasset target mix and the expected rate ofrretlthe target asset allocations
determined based on consultations with externastment advisors. The expected Idaegn rate of return on pension and postretireméan
assets is calculated on the mariedtted value of assets. GAAP requires that agamls and losses on pension and postretirementasisel
be recognized in the market-related value of assgislly over a period of not more than five yearsich reduces year-tgear volatility. Fo
the PNM Plans and TNMP Plans, the market-relatddevaf assets is equal to the prior yeamarket related value of assets adjuste
contributions, benefit payments and investmentgaind losses that lie within a corridor of plusvonus 4.0% around the expected retur
market value. Gains and losses that lie outsidedhneédor are amortized over five years. This neérklated valuation recognizes the portio
return that is outside the range over a fpear period from the year in which the return oscuks such, the future value of assets wil
impacted as previously deferred returns are recbrde

Pension Plans

For defined benefit pension plans, including thecesive retirement plans, the PBO represents theagal present value of all bene
attributed by the pension benefit formula to empyservice rendered prior to that date using astomnspregarding future compensat
levels. The accumulated benefit obligation represéiee PBO without considering future compensakiwels. Since the plans are frozen,
PBO and accumulated benefit obligation are equiak following table presents information about #BO, fair value of plan assets,
funded status of the plans:

PNM Plan TNMP Plan
Year Ended December 31 Year Ended December 31
2009 2008 2009 2008
(In thousands
PBO at beginning of ye: $ 491,75¢ $ 498,85¢ $ 64,02¢ $ 66,61¢
Service cos - - - -
Interest cos 34,43¢ 33,26¢ 4,39¢ 4,24:
Actuarial (gain) los 55,49: (8,289 6,181 27¢
Benefits paid (35,94 (32,089 (5,969 (7,119
PBO at end of yee 545,74 491,75¢ 68,63¢ 64,02¢
Fair value of plan assets at beginning of \ 332,76¢ 501,71¢ 53,42« 81,53¢
Actual return on plan asse 64,02¢ (136,86 10,28¢ (21,00
Benefits paid (35,949 (32,089 (5,969 (7,119
Fair value of plan assets at end of year 360,85¢ 332,76¢ 57,744 53,42¢
Funded statt-asset (liability) for pension benef $ (184,89) $ (158,99) $ (10,897 $ (10,604
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The following table presents pre-tax informatiomatyprior service cost and net actuarial (gain iosAOCI as of December 31, 2009.

PNM Plan TNMP Plan
December 31
December 31, 200! 2009
Net
Prior service actuarial Net actuarial
cost (gain) loss (gain) loss

(In thousands

Amounts in AOCI not yet recognized in net periodast (income) at beginning

year $ 93 $ 11,34¢  $ 294
Experience loss (gait - 20,59 1,98¢
Regulatory asset (liability) adjustme - 89,92¢ (1,889
Amortization recognized in net periodic cost (143) (1,729 -
Amounts in AOCI not yet recognized in net periodast (income) at end of ye ~ $ (50 $ 120,13¢ $ 39C
Amortization expected to be recognized in AOCI @i@ $ (143 $ (2,92) $ -

The following table presents the components ofeeibdic cost (income) recognized in the Consolidddtatements of Earnings:

Year Ended December 31
2009 2008 2007
(In thousands

PNM Plan
Service cos $ - 8 - $ 144
Interest cos 34,43¢ 33,26¢ 31,81
Long-term rate of return on plan ass (38,769 (41,349 (40,780
Amortization of net (gain) los 3,81¢ 1,92¢ 3,89(
Amortization of prior service cost 317 317 317
Net periodic benefit (income) cc $ (189) $ (5,830 $ (4,619
TNMP Plan
Service cos $ - 8 - $ =
Interest cos 4,39¢ 4,247 4,22¢
Long-term rate of return on plan ass (6,099 (6,635 (6,840
Amortization of net (gain) los - (14¢€) @)
Amortization of prior service cost - - -
Net periodic benefit (income) cc $ (1,697 $ (2,536 $ (2,619

The following significant weightedverage assumptions were used to determine theaPB@et periodic cost (income). Should ac
experience differ from actuarial assumptions, tBORnd net periodic cost (income) would be affected
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Year Ended December 31

PNM Plan 2009 2008 2007
Discount rate for determining projected benefitigdtion

at December 3 6.47% 7.25% 6.88%
Discount rate for determining net periodic cost¢ime) 7.25% 6.88% 6.10%
Long-term rate of return on plan ass 8.75% 8.50% 8.75%
Rate of compensation incree N/A N/A N/A
TNMP Plan
Discount rate for determining projected benefitigdtion
at December 3 6.31% 7.25% 6.72%
Discount rate for determining net periodic cost¢ime) 7.25% 6.72% 6.10%
Long-term rate of return on plan ass 8.75% 8.50% 8.75%
Rate of compensation incree N/A N/A N/A

The assumed discount rate for determining RBO was determined based on a review of long-teigh-grade bonds ai
managemens$ expectations. The change in discount rate residtan increase in the PNM and TNMP PBO of $38ilian and $4.7 million ¢
December 31, 2009, which are reflected as actu@gaih) loss above. The PNM PBO also increaseddd®2by $16.3 million, reflected
actuarial (gain) loss, due to changes in demogeapcluding $9.6 million associated with earljirement of PNM Gas employees transfe
to NMGC. Although the transferred employees do mesult in a significant reduction in the expectexhrs of future service of pres
employees covered by the pension plan and, therefmder GAAP, a curtailment does not occur, GAA&uires measuring the effects of
reduction in the work force in the same manner esrtailment for purposes of determining the gaitogs on the sale of gas operations.
$9.6 million, which is not included in net periodienefit (income) cost above, was recognized assreducing the gain on the sale of F
Gas.

The expected longerm rate of return on plan assets reflects theaaeerate of earnings expected on the funds ingdesteto b
invested, to provide for the benefits included hie PBO. Factors that are considered include, tunat limited to, historic returns on p
assets, current market information on long-ternurret (e.g., londerm bond rates) and current and target assetasibms between as:
categories. The expected lotegm rate of return assumption for the PNM and TNp#nsion plans compares to the actual return (lof
20.3% and 20.4% for the year ended December 38.20all other factors were to remain unchangeti%adecrease in the expected ldag¥
rate of return would cause PNM’s and TNMR2010 net periodic cost to increase $4.3 milliod $0.7 million (analogous changes would re
from a 1% increase).

The Companys overall pension investment strategy is to inwest portfolio that is diversified by asset classl style strategies. T
targeted asset allocation is 57.5% equities, 2Zi%ét income, and 20% alternative investments. dbjective is over the long term to achi
the actuarial rate of return. Equity securitiesyanily include investments in large, mid, and snealp domestic companies. The pension |
targeted allocation of 10% to equities of comparmemiciled primarily in developed countries outsidfethe United States. This categ
comprises of actively managed international and ekiio equity securities that are benchmarked apainsriety of style indices. Equ
mutual funds are enhanced index funds that attempeat the S&P 500 index. Fixed income investsiemé primarily corporate bonds
companies from diversified industries and governnsecurities. Fixed income mutual funds are fuldd attempt to match the duration of
pension liability. Alternative investments includevestments in hedge funds and private equity $urichese funds are structured as multi-
strategy multi-manager fund-@finds to achieve a diversified position in thesseaslasses. The plans have invested in funds hiéne
investments in a diversified portfolio of assetsliling timber, commercial property, and mdémily housing. The hedge funds pur
various absolute return strategies such as relatige, longshort equity, and event driven. Private equity fstichtegies include mezzan
financing, venture capital and buy-outs.

See Note 8 for fair value information concerningets held by the pension plans.
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The following pension benefit payments, which reflexpected future service, are expected to be paid

2010
2011
2012
2013
2014
Years 201+ 2018

There has been a significant decline in the gengied levels of marketable equity securities Hgtdhe pension plans in late 2008
in early 2009. PNM and TNMP made no contributidosthe pension plans in 2009. Based on current dad estimates of portfo
performance, PNM anticipates making contributiomst$ pension plan trust of approximately $19.5lioml in 2010 and a total of $18!
million for 20112013 and TNMP anticipates making contributionstégiension plan trust of approximately $0.3 millior2010 and a total
$8.0 million for 20112013. These anticipated contributions were delagsing a probabilistically weighted average distoate of 6.2% f
determine the projected benefit obligation undergknsion plan. Actual amounts to be funded irfuhge will be dependent on the actue
assumptions at that time, including the appropiiédeount rate.

For postretirement benefit plans, the APBO isgbeiarial present value as of a date of all fubeeefits attributed under the term:

Other Postretirement Benefit Plans

the postretirement benefit plan to employee semgoéered to that date.

PNM
Plan

TNMP
Plan

(In thousands

38,23(
39,07¢
40,02¢
41,00:
41,90¢
218,07+

h PP PAHAB

$

$
$
$
$
$

6,49(
6,414
6,582
6,02¢
6,151
27,11

The following table presents information abting APBO, the fair value of plan assets, and tineléd status of the plans:

APBO at beginning of yez
Service cos
Interest cos
Participant contribution
Actuarial (gain) los:
Benefits paic
Liability transferred with sale of PNM Gas
APBO at end of yee
Fair value of plan assets at beginning of \
Actual return on plan asse¢
Employer contribution
Participant contribution
Benefits paid
Fair value of plan assets at end of y
Funded stati-APBO net (liability)

PNM Plan TNMP Plan

Year Ended December 31 Year Ended December 31
2009 2008 2009 2008
(In thousands

$ 120,84: $ 123,67 $ 10,56 $ 10,77¢
41¢ 713 25¢ 284
7,38¢ 8,34« 732 71E
1,70¢€ 1,57¢ 38¢ 34¢&
16,76¢ (5,237 26¢ (869)
(9,050 (8,232) (659 (692
(15,659 - - -
122,41" 120,84 11,55¢ 10,56
49,48( 71,567 5,692 7,907
12,04« (20,63 1,37¢ (2,299
2,94¢ 5,20: 294 42¢
1,70¢ 1,57¢ 38¢ 34¢
(9,050 (8,232 (659 (692)
57,12¢ 49,48( 7,097 5,697
$ (65,29]) $ (71,369 $ (4,460 $ (4,879

B-81




PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

As a result of the sale of gas operations on JgnB@r 2009, $15.7 million of the APBO liability wasansferred to the purchaser
PNM recognized unamortized prior service costslti@suin a $2.9 million gain, which is not includéu net periodic benefit cost below.

The following table presents pre-tax informatiomatprior service cost and net actuarial (gain iosAOCI as of December 31, 2009.

PNM Plan TNMP Plan
December 31, 200 December 31, 200!
Prior service  Net actuarial Prior Net actuarial
cost/(credit) (gain)/loss service cost (gain)/loss

(In thousands

Amount in AOCI not yet recognized in net periodast(income) a

beginning of yea $ 971) $ 4,01¢ $ 15 $ (89)
Experience loss (gait - 10,55¢ - (61€)
Regulatory asset (liability) adjustme - (10,209 - 60z
Amortization recognized in net periodic cost 14C (10€) (2) 6
Amounts in AOCI not yet recognized in net periodast (income) €

end of year $ (831) $ 4,25¢  $ 13 $ (97)
Amortization expected to be recognized in AOCI @1@ $ 136 $ arn $ 1 $ 4

The following table presents the components ofeeibdic cost recognized in the Consolidated Statemof Earnings:

Year Ended December 31
2009 2008 2007
(In thousands

PNM Plan
Service cos $ 417 $ 712 $ 2,53(
Interest cos 7,38¢ 8,34¢ 7,712
Long-term rate of return on plan ass (5,8372) (6,12¢) (5,85€)
Amortization of net (gain) los 3,29( 4,81¢ 5,84:
Amortization of prior service crec (4,262) (5,687 (5,687
Net periodic benefit cost $ 1,001 $ 2,05¢ $ 4,541
TNMP Plan
Service cos $ 26C $ 284 % 394
Interest cos 738 71€ 661
Long-term rate of return on plan ass (495) (48€) (45€)
Amortization of prior service co: 60 60 60
Amortization of net (gain) loss (26%) (277) (15€)
Net periodic benefit co $ 29: $ 30 $ 50z

The following significant weightedverage assumptions were used to determine thenatated postretirement benefit obligation
postretirement benefit cost. Should actual expegediffer from actuarial assumptions, the APBO aodtretirement benefit cost would
affected.
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Year Ended December 31

PNM Plan 2009 2008 2007
Discount rate for determining accumulated poseeatint

benefit obligation at December 6.42% 7.25% 6.91%
Discount rate for determining postretirement berwfst 7.25% 6.91% 6.10%
Long-term rate of return on plan ass 8.75% 8.50% 8.75%
Rate of compensation incree N/A N/A N/A
TNMP Plan
Discount rate for determining accumulated pos&eatint

benefit obligation at December 6.42% 7.25% 6.91%
Discount rate for determining postretirement berwfst 7.25% 6.91% 6.10%
Long-term rate of return on plan ass 6.70% 6.50% 6.70%
Rate of compensation incree N/A N/A N/A

The assumed discount rate for determining the ARB&3 determined based on a review of long-term Qiglde bonds al
managemens$ expectations. The change in discount rate ebift an increase in the PNM and TNMP APBO oblganf $8.8 million an
$0.8 million.

The expected longerm rate of return on plan assets reflects theageerate of earnings expected on the funds indesteto b
invested, to provide for the benefits includedhe APBO. Factors that are considered include, trihat limited to, historic returns on p
assets, current market information on long-ternurreg (e.g., longerm bond rates) and current and target assetasitms between as:
categories. The expected lotegm rate of return assumption for the PNM and TNpBtretirement benefit plans compares to the hottarr
(loss) of 25.5% and 24.2% for the year ended Deeer@b, 2009. If all other factors were to remaiichanged, a 1% decrease in the expt
long-term rate of return would cause PNM’s and TNMPO010 postretirement benefit cost to increase Sllen and $0.1 million (analogo
changes would result from a 1% increase).

TNMP’s exposure to cost increases in the postragrg benefit plan is minimized by a provision thaits TNMP’s share of costs unc
the plan. Costs of the plan in excess of the lan& wholly borne by the participants. TNMP reactiesl cost limit at the end of 2001. A
result, a one-percentage-point change in assunadthteare cost trend rates would have no effectitrer the net periodic expense or the year-
end APBO.

The following table shows the assumed health caseteend rates:

PNM Plan
December 31
2009 2008
Health care cost trend rate assumed for next 8.5% 9.C%
Rate to which the cost trend rate is assu
to decline (the ultimate trend ra 5.C% 5.C%
Year that the rate reaches the ultimate trend 2017 201<
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The following table shows the impact of a one-petage-point change in assumed health care cost tedes:

PNM Plan
1- 1-
Percentage- Percentage-
Point Point
Increase Decrease

(In thousands

Effect on total of service and interest c $ 68C $ (58€)
Effect on APBC $ 9,30¢ $ (8,10¢)

The Companys other postretirement benefit plans invest in dfpla that is diversified by asset class and estgirategies. The ott
postretirement benefit plans use the same pensied income and equity investment managers andatihe same overall investment stra
as described above for the pension plans, excep th no allocation to alternative investmentse ©ther postretirement benefit plans hav
asset allocation of 70% equities and 30% fixed ineo See Note 8 for fair value information concegriissets held by the other postretirel
benefit plans.

The following other postretirement benefit paymentsich reflect expected future service, are exgetd be paid:
PNM TNMP
Plan Plan

(In thousands

2010 $ 8,27¢ $ 95¢
2011 $ 8,73¢ § 96C
2012 $ 9,10z $ 93¢
2013 $ 9,331 $ 91¢
2014 $ 9,73t $ 90¢€
Years 2015 2019 $ 52,01 $ 4,747

PNM expects to make contributions totaling $2.5lioml to the PNM postretirement benefit plan in 20T0NMP expects to mal
contributions totaling $0.4 million to the TNMP gietirement benefit plan in 2010.

Executive Retirement Programs

For the executive retirement programs, the foll@nizble presents information about the PBO andddradatus of the plans:

PNM Plan TNMP Plan
Year Ended Year Ended
December 31, December 31,
2009 2008 2009 2008
(In thousands

PBO at beginning of ye: $ 16,38¢ $ 17,26: $ 1,12 $ 1,19¢
Service cos 59 57 - -
Interest cos 1,13¢ 1,13¢ 76 75
Actuarial gain 914 (555) (183 14
Benefits paid (1,492 (1,517 (157 (163)
PBO at end of ye-funded statu 17,00« 16,38¢ 867 1,12¢
Less current liability 1,39¢ 1,404 88 14¢
Non-current liability $ 15,60¢ $ 1498 $ 77¢  $ 97¢€
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PNM has an irrevocable grantor “Rablhitist established in connection with the executatirement program. Under the terms of
trust, PNM may, but is not obligated to, provideds to the trust, which was established with arfpethdent trustee, to aid it in meeting
obligations under the program. The trust is reedrds an asset of PNM. Marketable securities witliravalue of $0.8 million were in the tn
at December 31, 2008 and cash equivalents of $lidnmwvere held at December 31, 2009. Amountsvghas benefits paid in the above t:
are considered to be contributions to the execusiti;ement programs.

The following table presents pre-tax informatiomatoprior service cost and net actuarial loss inCA@s of December 31, 2009.

Amount in AOCI not yet recognized in net periodast(income) at beginning

year

Experience loss (gait
Regulatory asset (liability) adjustme
Amortization recognized in net periodic c

Amount in AOCI not yet recognized in net periodast(income) at end of ye
Amortization expected to be recognized in AOCI @1@

The following table presents the components ofpeeibdic cost recognized in the Consolidated Statemof Earnings:

PNM Plan

Service cos

Interest cos

Amortization of net los:
Amortization of prior service cost

Net periodic benefit cost

TNMP Plan

Service cos

Interest cos

Amortization of actuarial los
Amortization of prior service co:

Net periodic benefit cost
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PNM Plan TNMP Plan
December 31
December 31, 200! 2009
Net
Prior actuarial Net actuarial
service cosl loss loss
(In thousands
$ 2 % 165 % =
- 914 1832
- (38) (183)
- 1) -
$ 2 % 1,04C $ =
$ - $ (32) $ =

Pension Benefits

Year Ended December 31

2009 2008 2007
(In thousands

$ 58 § 56 $ 57
1,13¢ 1,13¢ 1,08¢

27 52 93

10 13 13

$ 1,231 $ 1,257 $ 1,257
$ - % - % =
7€ 75 76

$ 76 $ 75 $ 76




PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007
The following significant weightedverage assumptions were used to determine thecpedj benefit obligation and net periodic

(income). Should actual experience differ fronuadial assumptions, the projected benefit obligatind net periodic cost would be affected.

Year Ended December 31

PNM Plan 2009 2008 2007
Discount rate for determining projected benefitigdtion

at December 3 6.47% 7.25% 6.88%
Discount rate for determining net pension ¢ 7.25% 6.88% 6.10%
Long-term rate of return on plan ass N/A N/A N/A
Rate of compensation incree N/A N/A N/A
TNMP Plan
Discount rate for determining projected benefitigdtion

at December 3 6.31% 7.25% 6.72%
Discount rate for determining net periodic ¢ 7.25% 6.72% 6.10%
Long-term rate of return on plan ass N/A N/A N/A
Rate of compensation incree N/A N/A N/A

The assumed discount rate for determining the PB#£3 wetermined based on a review of long-term biglile bonds al
managemens$ expectations. The change in discount rate resuit@ decrease in the PNM and TNMP PBO of $1.0ianiland less than $C
million at December 31, 2009.

The following executive retirement plan paymenthjch reflect expected future service, are expected:

PNM TNMP
Plan Plan

(In thousands

2010 $ 1,44: $ 91
2011 $ 1,42z $ 90
2012 $ 1,40¢ $ 89
2013 $ 1,382 $ 88
2014 $ 1,362 $ 86
Years 201+ 2018 $ 6,381 % 392

Other Retirement Plans

PNMR sponsors a 401(k) defined contribution planefligible employees, including those of its sulemigs. PNMRS contributions t
the 401(k) plan consist of a discretionary matchoogtribution equal to 75% of the first 6% of elii compensation contributed by
employee on a before-tax basis. PNMR also makesanatching contribution ranging from 3% to 10% ofydle compensation based on
eligible employee’s age.

PNMR also provides executive deferred compensdténefits through an unfunded, nqoalified plan. The purpose of this plan i
permit certain key employees of PNMR who participat the 401(k) defined contribution plan to deé@empensation and receive cre
without reference to the certain limitations on tritnutions. In December of 2008, an earlier versibthis plan, which was frozen in 2004, \
merged into this plan. Effective January 1, 2009MR allowed eligible employees to save on an afterbasis.
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A summary of expenses for these other retirememtsis as follows:

Year ended December 31

2009 2008 2007
(In
thousands

PNMR

401(k) plar $ 16,74 $ 16,76¢ $ 17,05(

Nor-qualified plan 2,07: (1,449 1,72z
PNM

401(k) plar 11,69¢ 10,84« 11,80:

Nor-qualified plan 1,29¢ (979 52E
TNMP

401(Kk) plar 3,32¢ 2,86¢ 3,061

Nor-qualified plan 40¢% (289 157

(13) Stock-Based Compensation Plans

PNMR has various types of stoblased compensation programs, including stock opti@stricted stock and performance shares gr.
under the Performance Equity Plan (“PEP”). Allcktdpased compensation is granted through sbaded employee compensation p
maintained by PNMR. Although certain PNM and TNMmployees participate in the PNMR plans, PNM andPNdo not have separ:
employee stock-based compensation plans.

Performance Stock Plan

PNMR’s Performance Stock Plan (“PSP”) expired irc®aber 2000. The PSP was a mpified stock option plan, covering a grc
of management employees. Options to purchasesb&fNMR's common stock were granted at the fair value efstares at the close
business on the date of the grant. Although thkaaily to grant options under the PSP expired @cdnber 31, 2000, the options that v
granted continue to be effective according to theims.

Performance Equity Plan

The PEP provides for the granting of ngualified stock options, restricted stock righteyfprmance shares, performance units,
stock appreciation rights to officers, key emplajegnd noremployee board members. Generally, the awardsrasly over three yes
from the grant date of the award. However, plaovisions provide that upon retirement, participabecome 100% vested in stc
awards. The total number of shares of PNMR comstook subject to all awards under the PEP may rot¢edd 12.32 million, subject
adjustment under certain circumstances definethénREP. The number of shares of PNMR common stobject to the grant of restrict
stock rights, performance shares and units andk séppreciation rights is limited to 1.56 million esles. Repricing of stock options |
prohibited unless specific shareholder approvabisined.

Source of Shares

The source of shares for exercised stock optioeléyety of vested restricted stock, and performasitares is shares acquired on
open market, rather than newly issued shares.

Accounting for Stock Awards
The Company accounts for stock awards utilizingrttuelified prospective approach for all new awanad awards that were outstanc
on January 1, 2006 that are subsequently modifegglirchased or cancelled. Compensation expensgmieed after January 1, 2006 is bt

on the grant-date fair value estimated in
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accordance with GAAP and includes compensation foostll sharebased payments granted prior to, but not yet vesteaf January 1, 20(
and for all share-based payments granted subsetuéatuary 1, 2006.

The unearned stodkased compensation related to stock options aridcted stock awards is being amortized to compémsaxpens
over the requisite vesting period, which is gergradjually over three years. However, compensatiqrense for stock options and restri
stock awards to participants that are retiremegtbdé on the grant date is recognized immedia&lyhe grant date and is not amortized
the vesting period. The Company records compensatist for performance stock awards based upoogierestimates of the levels that
performance targets will be achieved.

Total compensation expense for stdidsed payment arrangements recognized by PNMmhéoyaars ended December 31, 2009, :
and 2007 was $2.2 million, $3.3 million, and $7.8lion. Of this total expense, $1.4 million, $2illion, and $6.1 million were charged
PNM and $0.5 million, $0.6 million, and $1.1 miltiavere charged to TNMP.

PNMR receives a tax deduction for certain stockampéexercises during the period the options areased, generally for the exces:
the price at which the options are sold over ther@ge prices of the options and a tax deductioinimeases in the value of equity instrum
issued under stock-based payment arrangements. RPRNGbnsolidated Statements of Cash Flows presentamrts the tax benefits from
exercise of stock options and stock-based paynanfimancing cash flows.

At December 31, 2009, PNMR had $1.8 million of wognized compensation expense related to dbaskd payments that is expe:
to be recognized over a weighted-average peridd/oyears.

Stock Options

The Company uses the Black-Scholes option pricingehto estimate the fair value of stock-based dwavrith the following weighted-
average assumptions for the indicated periods:

2009 2008 2007
Dividend yield 6.21% 6.99% 3.02%
Expected volatility 42.0% 28.3%% 18.6¢%
Risk-free interest rate 1.5€% 2.6% 4.72%
Expected life (years 4.5 4, 4.2

The assumptions above are based on multiple fadtehiding historical exercise patterns of empkgén relatively homogenec
groups with respect to exercise and pasiting employment termination behaviors, expedigdre exercising patterns for these s
homogeneous groups and both the implied and histiorolatility of PNMR’s stock price.
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The following table summarizes activity in stocktiop plans:

Weighted Weighted
Stock Average Aggregate Average
Option Exercise Intrinsic Remaining
Shares Price Value Contract Life
Outstanding at December 31, 200 2,999,600 $ 21.02
Grantec 766,400 $ 30.47
Exercisec (442,25) $ 20.32
Forfeited (40,1779 $ 27.4¢
Expired (18,679 $ 20.4¢
Outstanding at December 31, 200 3,264,89: $ 23.2¢
Grantec 558,26: $ 11.9(
Exercisec (5,000 $ 16.1:
Forfeited (19,07%) $ 26.4¢
Expired (73,179 $ 22.0¢
Outstanding at December 31, 200 3,725,900 $ 21.5¢
Grantec 790,06: $ 8.2
Exercisec (6,23¢) $ 10.27
Forfeited (69,200 $ 16.4(
Expired (166,510 $ 21.32
Outstanding at December 31, 200 4,274,01' $ 19.1¢ $3,966,376* 5.97 years
Exercisable at December 31, 20C 3,054,84' $ 26.8¢ $ 269,64¢ 4.93 year:
Options available for future grant ** 5,133,79:

* At December 31, 2009, the exercise price of 8,242 outstanding stock options is greater tharctbging price of PNMR commi
stock on that date so those options have no iftriredue.
** Includes shares available for grants of reséd stock.

The following table summarizes stock option acyifidr the years ended December 31:

Stock Options 2009 2008 2007

(In thousands,
except per share amoun

Weighte-average grant date fair value of options grai $ 163 $ 13¢ $ 4.7C
Total fair value of options that vested during gegiod $ 1,17¢ % 4,00 $ 4,67(
Total intrinsic value of options exercised durihg perioc $ 15 $ 15 $ 4,931
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Restricted Stock and Performance Shares

The PEP allows for the issuance of restricted sawirds. As noted above, “restricted stoiskthe name of these awards providec
in the PEP and refers to awards of stock subjeeetting. It does not refer to restricted sharéh wontractual postesting restrictions ¢
defined in GAAP. Compensation expense for resticitock and performance stock awards was detedntiesed on the market price
PNMR stock on the date of grant reduced by thegmtegalue of future dividends applied to the totaber of shares that were anticipate
fully vest with the following weighted-average aswgtions for the indicated periods:

2009 2008 2007
Expected quarterly dividends per sh $0.12¢ $0.2¢ $0.2:
Risk-free interest rat 3.11% 2.93% 4.71%

The following table summarizes nonvested restristedk activity for the year ended December 319200

Weighted-
Average

Grant-

Date
Nonvested Restricted Stocl Shares Fair Value
Nonvested at beginning of peri 195,62¢ $ 17.4:
Granted 102,000 $ 7.81
Vested (99,349 $ 19.13
Forfeited (4,33 $ 12.2¢
Nonvested at end of peric 193,94. $ 11.62

The following table summarizes restricted stochkvéygtfor the year ended December 31.:
Nonvested Restricted Stocl 2009 2008 2007

(In thousands
except per share amoun
Weightec-average grant date fair value of shares gra $ 781 $ 11.5C $ 28.7¢
Total fair value of shares that vested during thequl $ 1,900 $ 2,36F $ 1,961

During 2009, the Company issued performance shgreements to certain executives that are based tirCompany achievil
specified performance targets, partly for 2009 aadtly for the 2009 through 2011 period. The deieation of the number of sha
ultimately issued depends on the levels at whiehparformance criteria are achieved and cannoteberrdined until after the performal
periods end. For the targets based only on 200f@mpesince, the optimal level was attained and 105,8itares were earned and will »
through 2013. The Company would issue an additioveximum of 46,317 shares if all of the performamciteria based on the 2009 thro
2011 period are achieved at the maximum level #irtieexecutives remain eligible.

ESPP
PNMR terminated the ESPP effective June 30, 200®der the ESPP, employees were allowed to purchizmes of PNMR commo

stock at a 5% discount from the market price. EB®P was not considered to be a compensatory plader the ESPP, 48,202, 92,224,
55,885 were issued during the years ended Decedih@009, 2008, and 2007. The source of shardbddESPP was newly issued shares.
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(14) Construction Program and Jointly-Owned Electric Generating Plants
Joint Projects

PNMR'’s construction expenditures for 2009 were $@88illion, including expenditures on PNM'’s jointtywned projects and includi
$3.4 million for PNM Gas. TNMP does not participdh the ownership or operation of any generatitepts, but incurred constructi
expenditures of $53.1 million during 2009.

PNM'’s construction expenditures for 2009 were $&5@iillion, including expenditures on jointiywned projects, including $3¢
million for the purchase of an interest in PVYNGSitUnfrom another subsidiary of PNMR (see Note 1@nhder the agreements for the jointly-
owned projects, PNM has an undivided interest icheasset and liability of the project and recortdsprorata share of each item in
corresponding asset and liability account on PNEI&nsolidated Balance Sheets. Likewise, PNM recdsdpro+ata share of each item
operating and maintenance expenses for its jomtlyed plants within the corresponding operatinge@se account in its Consolida
Statements of Earnings.

At December 31, 2009, PNM'’s interests and investmgnjointly — owned generating facilities are:

Construction
Plant in Accumulated Work in Composite
Station (Fuel Type) Service Depreciation Progress Interest

(In thousands)

SJGS (Coal $ 926,58( $ (424,42) $ 26,99( 46.3(%
PVNGS (Nuclear) * 423,58t (110,049 41,17¢ 10.2(%
Four Corners Units 4 and 5 (Co 144,42¢ (103,530) 7,73¢ 13.0(%
Luna (Gas 56,82 (8,187 274 33.3%%

* Includes interest in PYNGS Unit 3, interest inmumon facilities for all PVNGS units, and owned mtsts in PVNGS Units 1
and 2.

San Juan Generating Station

PNM operates and jointly owns the SJGS. SJGS Unéad 2 are owned on a 50% shared basis with iucSdGS Unit 3 is own
50% by PNM, 41.8% by SCPPA, and 8.2% by Tri-St&88GS Unit 4 is owned 38.457% by PNM, 28.8% by M-&ublic Power Agenc
10.04% by the City of Anaheim, California, 8.475%the City of Farmington, New Mexico, 7.2% by theudty of Los Alamos, New Mexic
and 7.028% by UAMPS.

Palo Verde Nuclear Generating Stati
PNM is a participant in the three units of PVNG&oanown as the Arizona Nuclear Power ProjecthwdiPS (the operating age!

SRP, EPE, SCE, SCPPA and The Department of WatePawer of the City of Los Angeles. PNM has a ¥ uhdivided interest in PVNG
with portions of its interests in Units 1 and 2chahder leases.
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Operation of each of the three PVNGS units reguae operating license from the NRC. The NRC dsud power operatin
licenses for Unit 1 in June 1985, Unit 2 in Aprd86 and Unit 3 in November 1987. The full poweemgting licenses are valid for a periot
approximately 40 years. APS, on behalf of the P\&\garticipants, applied for renewed operating besrfor each unit on December 15, 2
for a period of 20 years beyond the expirationghef current licenses. The NRC is currently revigwthe application. The current NI
schedule for the applications estimates a finalsitat in the fall of 2011. The PVNGS patrticipaxis not anticipate any problems renev
these licenses. However, as a result of potetgtiabrist threats and increased public scrutinytifties, the licensing process could resu
increased licensing or compliance costs that dfiewli or impossible to predict.

Four Corners Power Plar

PNM is a participant in two units of Four CornershwAPS (the operating agent), EPE, SRP, SCE, amzsdn. PNM has a 13.(
undivided interest in Units 4 and 5 of Four Cornefhie Four Corners plant site is leased from tlaedjb Nation and is also subject tc
easement from the federal government.

Luna Energy Facility

Luna is a combinedycle power plant near Deming, New Mexico. Lunavened 33.3% by PNM, 33.3% by Tucson and 33.3¢
Freeport McMoran, (formerly Phelps Dodge). PriorJuly 2009, Luna was operated as a PNM wholesaliéity and PNM’s 190megawal
share of its power was sold to wholesale elecuigtamers in the Southwest. Beginning in July 20Q@fha is included in rates subject to
jurisdiction of the NMPRC. See Note 17. The ofieraand maintenance of the facility has been emtéd to North American Enet
Services.

Construction Program
The Company anticipates making substantial capipenditures for the construction and acquisitibatiity plant and other proper

and equipment. A summary of the budgeted construaxpenditures, including expenditures for joirtlvned projects, renewable ene
projects, and nuclear fuel, is as follows:

2010 2011 2012 2013 2014 Total
(In millions)
PNM $ 228.¢ $ 412¢ $ 190.¢ $ 183.¢ $ 167.« $  1,183.
TNMP 41.4 60.4 45.C 41.4 55.F 243.5
Other 14.¢ 16.2 16.1 18.1 17.2 82.t
Total PNMR $ 285.1 $ 489.2 $ 252.C $ 243.2  $ 240.1 $  1,5009.¢
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(15) Asset Retirement Obligations
The ARO is recorded based on the determinatfamnderlying assumptions, such as the Compadiscount rate, estimates of

future costs for decommissioning, and the timingha&f removal activities to be performed. Any chem@n these assumptions underlying
required calculations may require revisions todbémated ARO when identified. A reconciliationARO is as follows:

PNMR PNM TNMP
(In thousands
Liability at December 31, 200¢ $ 61,33¢ $ 60,49: $ 68€
Liabilities incurred 204 20t -
Liabilities settlec (8) - (8
Accretion expens 5,20¢ 5,14z 52
Asset transferred with TNMP New Mexico asset trangh PNM - 68 (68)
Asset transferred with Twin Oaks contribution toti@pEnergy (89) - -
Liability at December 31, 2007(%) 66,64¢ 65,90¢ 662
Liabilities incurred 54¢ 54¢ -
Liabilities settlec (49 (42 @)
Accretion expens 4,92¢ 4,86¢€ 56
Revisions to estimated cash flo2) (8,407 (8,407 -
Liability at December 31, 200&®) 63,67¢ 62,87¢ 711
Liabilities incurrec 3,46¢ 3,46¢ -
Liabilities settlec (8 8 -
Accretion expens B, 73] 5,68: 60
Revisions to estimated cash flo(@ (1,919 (1,919 -
Liability at December 31, 200¢ $ 70,96 $ 70,09¢ $ 771

(1) ARO for PNMR and PNM includes $0.2 million and $0r2lion at December 31, 2008 and 2007 for PNM Galsich is
reflected as discontinued operatio
(2) Based on studies to estimate amount and timingtafé ARO expenditure:

(16) Commitments and Contingencies
Overview

There are various claims and lawsuits pending afjaine Company. The Company is also subject terééd state and loc
environmental laws and regulations, and is curyep#rticipating in the investigation and remediatiof numerous sites. In addition,
Company periodically enters into financial commitrtgein connection with its business operationse Tmmpany is also involved in varic
legal proceedings in the normal course of its bessn It is not possible at this time for the Comypt determine fully the effect of all litigati
and other legal proceedings on its results of dfmera or financial position. It is the Compagsypolicy to accrue for expected liabilities
accordance with GAAP when it is probable that &iliy has been incurred and the amount to be imetliis reasonably estimable. -
Company cannot make any assurances that the ambresterves or potential insurance coverage wikkifficient to cover the cash obligatic
that might be incurred as a result of litigatiorregulatory proceedings. Outside legal costdifese and regulatory matters are recorded
the expenses are incurred. The Company does petesthat any known lawsuits, environmental casts] commitments will have a mate
adverse effect on its financial condition, resaitoperations, or cash flows, although the outcarhlitigation, investigations, and other le
proceedings is inherently uncertain.
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With respect to some of the items listed below,@lmnpany has determined that a loss is not prolmbileat, to the extent probable
not reasonably estimable. In some cases, the Qomipanot able to predict with any degree of cettathe range of possible loss that coul
incurred. Notwithstanding these facts, the Complaay assessed these matters based on currentatifiomrand made judgments conceri
their potential outcome, giving due consideratiortite nature of the claim, the amount and naturdaofiages sought, and the probabilit
success. Such judgments are made subject to tvenkancertainty of litigation. The Company hasabished appropriate reserves for ma
where it is probable a loss has been incurred lam@mount of loss is reasonably estimable. Thehoutcomes of the items listed below c«
ultimately differ from the judgments made and tfiféedences could be material.

Commitments and Contingencies Related to the Environment
PVNGS Decommissioning Funding

PNM has a program for funding its share of decomioisng costs for PVNGS. The nuclear decommisspritmding program
invested in equities and fixed income instrumentgualified and non-qualified trusts.

PNM provided an additional $3.0 million, $3.5 nlt, and $7.9 million funding for the years endedc&wsber 31, 2009, 2008, ¢
2007 into the qualified and nanualified trust funds. The estimated market vadfiehe trusts at December 31, 2009 and 2008 wag.§
million and $111.7 million.

Nuclear Spent Fuel and Waste Disposal

Nuclear power plant operators are required to énterspent fuel disposal contracts with the DO the DOE is required to accept
dispose of all spent nuclear fuel and other Heylel radioactive wastes generated by domestic poectors. Although the Nuclear We
Policy Act required the DOE to develop a permanempiository for the storage and disposal of spemiean fuel by 1998, the DOE t
announced that the repository cannot be complegfdrd at least 2017. In November 1997, the U.QurCof Appeals for the District
Columbia Circuit issued a decision preventing tt@EDfrom excusing its own delay, but refused to pittie DOE to begin accepting sp
nuclear fuel. Based on this decision and the BQiglay, a number of utilities, including APS (ahhlf of itself and the other PYNGS owr
including PNM), filed damages actions against ti@EDin the Court of Federal Claims and are curreptlysuing those damages claims
August 2008, the United States Court of Appealstifier Federal Circuit issued decisions in three dgsactions brought by other nuc
utilities that could result in a decrease in theoam of PNM’s recoverable damages; however, additional appeieose actions are possi
and APS continues to monitor the status of thosierssz The trial in the APS matter began on Jan@&; 2009 and closing arguments v
heard in late May. The court has not indicated whewill reach its decision in the matter. In dary 2010, on appeal of another utility’
damages case in which the DOE successfully ralsedinavoidable delays defense, the U.S. Court pleAls for the Federal Circuit rever
the lower courts decision and concluded that the U.S. Court oeFRddClaims, which is the court handling the APSterais bound by tt
November 1997 District of Columbia Circuit Courtcggon that prevents the DOE from excusing its ylétaperformance. PNM curren
estimates that it will incur approximately $46.1lran (in 2007 dollars) over the current life of RIGS for its share of the fuel costs relate
the onsite interim storage of spent nuclear fuel during operating life of the plant. PNM accrues thessts as a component of fuel expe
meaning that the charges are accrued as the fhatied. At December 31, 2009 and 2008, PNM h&d0bhillion and $14.5 million record
as a liability on its Consolidated Balance Sheetsrfterim storage costs.
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The Clean Air Act
Regional Hazt

The EPA has established rules addressing regi@za and guidelines for BART determinations. The kadlls for all states to establ
goals and emission reduction strategies for impvisibility in national parks and wilderness arealn particular, the alternatives rule def
how an SQ, emissions trading program developed by the WesRemiional Air Partnership, a voluntary organizat@nvestern states, trib

and federal agencies, can be used by western.stdeag Mexico will be participating in the S{program, which is a trading program that
be implemented if SQreduction milestones, which are still being develhpare not met.

In November 2006, the NMED requested a BART analfsi NO, and particulates for each of the four units at SJIBEM submitte

the analysis to the NMED in early June 2007, recemaing against installing additional pollution catequipment on any of the SJGS u
beyond those planned at that time, the installatiowhich was recently completed. PNM has providdditional data in response to requ
from the NMED. The NMED is presently reviewing taealysis and supplemental data. Potentially,tiidil NO, emissionreductions coul

be required. The nature and cost of complianck thise potential requirements cannot be deternah#ds time.

The EPA previously requested APS to perform a BA®R&lysis for Four Corners. APS submitted an amalp the EPA concludil
that certain combustion control equipment con®&UBART for Four Corners. Based on the analysdscamments received through ERA’
rulemaking process, the EPA will determine whdttelieves constitutes BART for Four Corners. Thé\E&cently issued an Advanced No
of Proposed Rulemaking (“ANPR'3eeking public comments on its BART determinatidihe public comment period initially expired
October 2009, but the EPA has extended the compenidd until March 20, 2010. APS anticipates thHeABwill issue proposed and fir
BART determinations for Four Corners in 2010. Tdeeticipant owners of Four Corners will have fiveays after the EPA issues its fi
determination to achieve compliance with their egdjve BART requirements. In addition, on Februa6y 2010, a group of environmer
organizations filed a petition with the U.S. Depaehts of Interior and Agriculture requesting thagencies to certify to the EPA that visibi
impairment in sixteen national park and wildernassas is reasonably attributable to emissions fr@ur Corners. If the agencies cel
impairment, the EPA is required to evaluate andeidessary, determine BART for Four Corners. ARBbmmended plan for Four Corr
includes the installation of combustion control ipguent with an estimated cost to PNM, based onimmeary engineering estimates,
approximately $6.8 million. If the EPA determinéat post-combustion controls are required, PBlkdtal costs could be up to approxims
$69.0 million for Four Corners. The obligation domply with the EPAS final BART determinations, coupled with the fic#@l impact o
future climate change legislation, other environtakregulations, and other business consideratiomgd jeopardize the economic viability
the Four Corners plant or the ability of individusdrticipants to continue their participation in ih order to coordinate with Four Corners
other scheduled activities, APS is currently impdating portions of its recommended plan on a veapntbasis. Costs related to
implementation of these portions of the recommergled are included in PNM’s 2009, 2010 and 201 Istroiction expenditure estimates.

While the Company continues to monitor these msittatrthe present time, the Company cannot prediether the agencies will ag
with either PNM’s or APSBART recommendations. If the agencies disagreé wibse recommendations for SJIGS or Four Cornkee
Company cannot predict the nature of the BART aistthe agencies may ultimately mandate or thetiegdinancial or operational impact.

Citizen Suit Under the Clean Air Act

The operations of the SJGS are covered by a conlgenée with the Grand Canyon Trust and Sierra @b with the NMED thal
includes a provision whereby stipulated penaltiesassessed for naompliance with specified emissions limits. Stgited penalty amour
are placed in escrow on a quarterly basis pendiagw of SJIGS’s emissions performance for eachtguaAs of December 31, 2008, PN&WI’
share of the total amount of stipulated penaltiess 3.4 million, which had been deposited into éserow account and was paic
2009. Subsequent penalties have been insignificant
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Ozone Non-Attainment

In March 2009, the NMED published its draft reconmal&tion of area designations for the 2008 revisszhe national ambient .
quality standard. The draft recommended that $@m Lounty, New Mexico be designated as attainment for ozone. SJGS is situate
San Juan County. However, the NMED subsequentigradéned that the monitor indicating high ozoneelewas not reliable and did |
recommend to the EPA that San Juan County be deeidgras non-attainment. On January 6, 2010, ERAuwrced it would strengthen the 8-
hour ozone standard by setting the standard imgeraf 0.060-0.070 parts per million (“ppm”yhe EPA will make its final determination
the exact number by August 31, 2010. If EPA detsstandard at 0.070 ppm, it is projected thatJsam County and Dona Ana County wil
designated as naattainment for ozone. If the standard is set lothan 0.070 ppm, other counties in the state, dioty Bernalillo County
may be designated as non-attainment. A non-ateimnrdesignation for San Juan County could resulth requirement to reduce NO

emissions from San Juan Generating Station by 20hé. Company cannot predict the outcome of thitenar if additional NO, controls
would be required as a result of ozone non-attaimrmesignation.

Navajo Nation Environmental Issu

Four Corners is located on the Navajo Reservatimhia held under an easement granted by the fedevarnment as well as a le
from the Navajo Nation. The Navajo Acts, enacted 995 by the Navajo Nation, purport to give thes&ya Nation Environmental Protecti
Agency authority to promulgate regulations coveraigquality, drinking water, and pesticide aciegt including those activities that occu
Four Corners. In October 1995, the Four Cornersgizants filed a lawsuit in the District Court tife Navajo Nation, Window Rock Distri
challenging the applicability of the Navajo ActstasFour Corners. The District Court stayed thes®eedings pursuant to a request by
parties and the parties are seeking to negotisgdtiement.

In 2000, the Navajo Tribal Council approved oper@ipermit regulations under the Navajo Nation Adtlition Prevention and Conti
Act. The Four Corners participants believe thatribgulations fail to recognize that the Navajoittatlid not intend to assert jurisdiction o
Four Corners. Each of the Four Corners particpéifed a petition with the Navajo Nation Supremeu@ for review of the operating per
regulations. Those proceedings have been stagedjm the outcome of the settlement negotiatioastioned above.

In May 2005, APS and the Navajo Nation signed audtdry Compliance Agreement (“VCA'esolving the dispute regarding
Navajo Nation Air Pollution Prevention and ContAadt portion of the lawsuit. On March 21, 2006, tBieA determined that the Navajo Na
was eligible for “treatment as a stafef the purpose of entering into a supplementadgiion agreement with the EPA to administer trea¢
Air Act Title V, Part 71 federal permit program a@vEour Corners. The EPA entered into the suppléahetelegation agreement with
Navajo Nation on the same day. Because the’s approval was consistent with the requirementthefVCA, APS sought dismissal of
pending litigation in the Navajo Nation Supreme @pas well as the pending litigation in the Navajation District Court to the extent 1
claims relate to the Clean Air Act, and the Coldse dismissed the claims accordingly. The agreedwss not address or resolve any dis
relating to other aspects of the Navajo Acts.

The Company cannot currently predict the outcomih@$e matters.
Four Corners Federal Implementation Plan Litigati

On April 30, 2007, the EPA adopted a source speEifiP to set air quality standards at Four Cornd@tse FIP essentially federalizes
requirements contained in the New Mexico State émantation Plan, which Four Corners has histosidallowed. The FIP also include:
requirement to maintain and enhance dust suppressathods. APS filed a petition for review in tHeS. District Court of Appeals for t
Tenth Circuit seeking revisions to the FIP to dladertain requirements and allow operational #éiy. The Sierra Club intervened in t
action and with other parties filed a petition feview with the same court challenging the Blebmpliance with the Clean Air Act. A
intervened in that action. In APS’ lawsuit, APSltbnged two key provisions of the
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FIP: a 20% opacity limit on certain fugitive deshissions and a 20% stack opacity limit on Uniesd 5. During 2008, the EPA volunta
moved to vacate the fugitive dust provisions of EE, and on April 14, 2009, the court granted E&iotion. The court also rejected
Sierra Clubs challenges to the FIP and ruled in favor of th@o2stack opacity limit. APS filed a petition faghearing related to the st
opacity limit finding because APS did not beliehatt EPA properly established that limit. The calehied APSS petition on July 24, 20C
and APS does not intend to appeal the matter furtibe Company does not believe that compliandke this limit will have a material advel
impact on the Company’s financial position, resofteperations or cash flows.

Section 114 Request

On April 6, 2009, APS received a request from tiARINder Section 114 of the Clean Air Act seekiegaded information regardil
projects at and operations of Four Corners. Tédgiest is part of an enforcement initiative tha BPA has undertaken under the Clear
Act. The EPA has taken the position that manyitietl have made certain physical or operationahgka at their plants that should h
triggered additional regulatory requirements urtlerNSR provisions of the Clean Air Act. Othero#iie utilities have received and respon
to similar Section 114 requests, and several ahthave been the subject of notices of violation kamgsuits by the EPA. APS has respor
to the EPA’s request. The Company is currentlyolenéo predict the timing or content of EPA’s respe or any resulting actions.

Santa Fe Generating Station

PNM and the NMED conducted investigations of gamolnd chlorinated solvent groundwater contaminadietected beneath the sit
the former Santa Fe Generating Station to deterthiaesource of the contamination pursuant to a F@@fement agreement between PNM
the NMED.

PNM believes that the data compiled indicates alexbgroundwater contamination originated from gifé sources. However, to avoi
prolonged legal dispute, PNM entered into settlenagmeements with the NMED under which PNM agreethstall a remediation system
treat water from a City of Santa Fe municipal syppkll and install an additional extraction welldatwo new monitoring wells to addrt
gasoline contamination in the groundwater at anthévicinity of the site. PNM will continue to emte the remediation facilities until
groundwater meets applicable federal and statelatds or until such time as the NMED determines dldalitional remediation is not requir
whichever is earlier. The well continues to operatd meets federal drinking water standards. R&Mt able to assess the duration of
project.

The Superfund Oversight Section of the NMED hagdooted multiple investigations into the chlorinatsdvent plume in the vicinity
the site of the former Santa Fe Generating Statinr-ebruary 2008, a NMED site inspection repcatswubmitted to the EPA, which states
neither the source nor extent of contaminationbieen determined and also states that the sourcenaidye the former Santa Fe Genere
Station. The NMED investigation is ongoing. Then@pany is unable to predict the outcome of thistenat

Coal Combustion Waste Disposal
Regulation

SJGS does not operate any CCB impoundments. Su€énty disposes of CCBs consisting of fly ashttdrm ash, and gypsum frc
SJGS in the surface mine pits adjacent to the plARS currently disposes of CCBs in ash pondsdagdstorage areas at Four Corners,
also sells a portion of its fly ash for benefiaigles, such as a constituent in concrete producfibie. Mining and Minerals Division of the N
Mexico Energy, Minerals and Natural Resources Diepamt currently regulates mine placement of agheatnine with federal oversight by
U.S. Department of Interior’s Office of Surface Mig (‘OSM”). The OSM has developed draft proposed regulationthéomine placement
CCBs. OSM's rulemaking effort is currently tablegithe Obama Administration.
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The EPA is considering a proposal to regu@Bs, but the timing of the release of EBAYoposal is unclear. It is possible tha
EPA could classify CCBs as a hazardous waste. RNMinues to advocate for the nbazardous regulation of CCBs, believing the pr
place for oversight of mine placement of CCBs itigh the OSM and state mining and mining reclammatigencies. PNM cannot predict
outcome of the EPA’ actions regarding CCB regulation and whether s@aatlons will have a material adverse impact onojterations ¢
financial position. However, if the regulationiniately prevents the CCBs from SJGS to be dispaded the adjacent mine, the increa
costs of disposal could be significant, which wonddjatively impact PNM. The Compasyesults of operations would be negatively impd
unless the costs are recovered in PNM'’s custones.ra

Sierra Club Allegations

In December 2009, PNM received a Notice of IntentSue (“RCRA Notice”)under the Resource Conservation and Recover
("RCRA") from the Sierra Club. The RCRA Notice walso sent to all SJIGS owners and to SJCC, whiehatgs the San Juan Mine.
Sierra Club alleges that activities at SJGS andShe Juan Mine are causing imminent and substdmiah to the environment, includi
ground and surface water in the region, and tretgrhent of CCBs at the San Juan Mine constituted'@umping” in violation of RCR#
Additionally, PNM has been informed that SJICC haxeived a separate Notice of Intent to Sue (“SMOWRAice”) under the Surface Mil
Control and Reclamation Act ("SMCRA") from the S&rClub. The SMCRA Notice alleges similar damagetite environment due
activities at the San Juan Mine, including the efaent of CCBs from SJGS in the surface pits atiree. Both Notices state Sierra Ch
intent to file citizens’suits to pursue these claims upon expiration osthtutory notice period. If suits are filed, putal remedies include t
imposition of civil penalties and injunctive reliePNM plans an aggressive defense of the RCRAnesland cannot predict the outcom
these matters at this time.

Gila River Indian Reservation Superfund Site

In April 2008, the EPA informed PNM that it may BePRP in the Gila River Indian Reservation SupetfS8ite in Maricopa Count
Arizona. PNM, along with SRP, APS and EPE, owmsel of property on which a transmission pole anmbrtion of a transmission line
located. The property abuts the Gila River Indimmunity boundary and, at one time, may have Ipeehof an airfield where crop dust
took place. Currently, the EPA is only seekingmant from PNM and other PRPs for past clearelpted costs involving contamination fr
the crop dusting. Based upon the total amountiexrup costs reported by the EPA in its letter MR the resolution of this matter is |
expected to have a material adverse impact on PXiNdsicial position, results of operations, or cistvs.

Other Commitments and Contingencies
Coal Supply
Twin Oaks
Altura is the owner of Twin Oaks, a coal-fired povpdant, which is being supplied by a loterm coal supply agreement. Altura is
responsible under this agreement for the decomamisgj or reclamation costs of this mine. PNMR wrddly guaranteed Altura’ performanc

under this agreement. On June 1, 2007, when PNMRibuted its ownership interest of Altura to @ptEnergy, the guarantee obligatiot
PNMR was released.
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PNM

The coal requirements for SIGS are being suppfe8ICC, a wholly owned subsidiary of BHP BillitoBJCC holds certain fedel
state and private coal leases under an undergroo@idsales agreement pursuant to which it will $umpocessed coal for operation of
SJGS through 2017. The coal agreement is a costqantract. SJCC is reimbursed for all costsnfioring and delivering the coal plus
allocated portion of administrative costs. In diddi, SICC receives a return on its investment.PBHnerals International, Inc. has guaran
the obligations of SJCC under the coal agreem€he coal agreement contemplates the delivery ofcqipately 61 million tons of co
during its remaining term, which would supply s@bdgially all the requirements of the SJIGS througpraximately 2017. The coal agreen
replaced two surface mining operations with a gingiderground mine located adjacent to the plant.

APS purchases all of Four Corners’ coal rexqugnts from a supplier with a longrm lease of coal reserves with the Na
Nation. The Four Corners coal contract runs thhod§16, with options on AF part to extend the contract for five to fifteen hiddal
years. The Four Corners plant site is leased fleNavajo Nation and is also subject to an easefrmm the federal governmet

In 2003, PNM completed a comprehensive reviewheffinal reclamation costs for both the surfaceesithat previously provid
coal to SJGS and the current underground mine girayicoal. Based on this study, PNM revised itsvestes of the final reclamation costs.
addition, the mining contract for Four Corners basn renewed until 2016 and the estimate for dedssiwning the Four Corners mine \
also revised. In 2009, these studies were updd@eded on the most recent estimates, the total fiast of surface and underground r
reclamation are estimated to be $141.1 million $28.3 million in future dollars excluding contrdmtyout costs paid to SJICC. During the "
ended December 31, 2009, 2008 and 2007, PNM maytagrds of $7.6 million, $12.7 million, and $11.4lliloh against the surface mi
liability. As of December 31, 2009, and 2008, gations of $26.6 million and $33.8 million for sack mine reclamation and $2.3 million
$1.6 million for underground mining activities waezognized on PNM' Consolidated Balance Sheets using the fair vakthod to determit
the liability.

In 2003, the NMPRC granted PNM permission to ablkes a part of its rates up to $100.0 million mfface mine final reclamatis
costs. In the 2007 Electric Rate Case, PNM regdescovery of increased surface mine decommisgiocists, as well as underground r
reclamation costs. Recovery of the final undergdoomine reclamation costs was allowed; however NMPRC denied recovery of amou
for surface mine decommissioning in excess of ¥10Ailion. PNM appealed this decision to the Newxide Supreme Court, which
September 1, 2009 issued its ruling that the NMRRE properly denied recovery of these costs. PNid fa motion with the court seeki
rehearing of this issue, which was denied in Noven2®09 concluding this matter.

PVNGS Liability and Insurance Matters

The PVNGS participants have insurance for puliibility resulting from nuclear energy hazards tte full limit of liability unde
federal law. This potential liability is covereg primary liability insurance provided by commeildi@surance carriers in the amount of $
million and the balance by an industiyde retrospective assessment program. If lossesyanuclear power plant covered by the prog
exceed the accumulated funds, PNM could be assessedpective premium adjustments. The maximusessnent per reactor under
program for each nuclear incident is $117.5 millisabject to an annual limit of $17.5 million percident, to be periodically adjusted
inflation. Based on PNM’s 10.2% interest in theeth PVNGS units, PNM’ maximum potential assessment per incident fothadle units i
$36.0 million, with an annual payment limitation$8.4 million.

The PVNGS participants maintain “all riskh¢luding nuclear hazards) insurance for propeggndge to, and decontamination
property at PVNGS in the aggregate amount of $illlon, a substantial portion of which must firbe applied to stabilization a
decontamination. The participants have also sedasirance against
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portions of any increased cost of generation oclpased power and business interruption resultiom fa sudden and unforeseen accid
outage of any of the three units. The property algan decontamination, and replacement power cogsrage provided by Nuclear Elec
Insurance Limited (“NEIL"). PNM is subject to respective assessments under all NEIL policies ifLN& losses in any policy year exc
accumulated funds. The maximum amount of retrdspgecassessments PNM could incur under the curtdBiL policies total
$6.7 million. The insurance coverage discussetlimand the previous paragraph is subject to pa@anditions and exclusions.

Natural Gas Supply

PNM Gas contracted for the purchase of ganaily to serve its retail customers. The majoafythese contracts were sheetim ir
nature, supplying the gas needs for the currentiftgegdeason and the following off-season monthise Price of gas was a pagseugh
whereby PNM recovered 100% of its cost of gas.r&heas also occasion for PNM Gas to purchase gaduece offsystem sales.
discussed in Note 2, PNM completed the sale of PEM on January 30, 2009 at which time all commitsnéor PNM Gas future g
purchases were assumed by the buyer.

PNM Electric procures gas supplies for its powlants from thirgparty sources and contracts with third party transpior
providers, including NMGC, and PNM Gas (throughukay 29, 2009).

Water Supply

Because of New Mexice’arid climate and periodic drought conditionsyehis a growing concern in New Mexico about the of
water for power plants. PNM has secured watertsigih connection with the existing plants at Aftdwuna and Lordsburg. Water availabi
does not appear to be an issue for these plattissdime.

The “four cornerstegion of New Mexico, in which SJIGS and Four Cosree located, experienced drought conditions du2bo:
through 2004 that could have affected the wateplyufor PNM’s generation plants. In future years, if adegpegeipitation is not received
the watershed that supplies the four corners redi@nplants could be impacted. Consequently, PARS and BHP Billiton have undertal
activities to secure additional water suppliesS66GS, Four Corners and related mines. PNM habedssn agreement for a voluntary shor
sharing agreement with tribes and other water uisethe San Juan Basin for a term ending Decemhe2@12. Further, PNM and Bl
Billiton have reached agreement on a ldegn supplemental contract relating to water foeSJdwith the Jicarilla Apache Nation that end
2016. APS and BHP Billiton have entered into ailsincontract for Four Corners. Although the Compaoes not believe that its operati
will be materially affected by the drought conditsoat this time, it cannot forecast the weathemasion or its ramifications, or how regulati
and legislation may impact the Company’s situatiothe future, should the shortages occur in thearéu

PVNGS Water Supply Litigation

A summons was served on APS in 1986 that requiledtader claimants in the Lower Gila River Waterdhef Arizona to assert a
claims to water on or before January 20, 1987,niraetion pending in the Maricopa County Superioul@oPVNGS is located within t
geographic area subject to the summons. ARSBts and the rights of the other PVNGS partictpan the use of groundwater and effluel
PVNGS are potentially at issue in this action. SAfited claims that dispute the court’s jurisdictiover PYNGS'groundwater rights and th
contractual rights to effluent relating to PVYNGSlaalternatively, seek confirmation of those righits 1999, the Arizona Supreme Court iss
a decision finding that certain groundwater rightay be available to the federal government andamdribes. In addition, the Arizo
Supreme Court issued a decision in 2000 affirmirgylower courts criteria for resolving groundwater claims. Liigpn on both these isst
has continued in the trial court. No trial datesvdr been set in these matters. PNM does not exipatcthis litigation will have a mater
adverse impact on its results of operation, finalngosition, or cash flows.
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NRC Matters

Because of several NRC findings relating to situret at PVNGS Unit 3 in 2004 and 2006, PVNGS wdgesi to a heightened ley
of oversight by the NRC. On March 24, 2009, theQNiRformed APS that it was removing PVNGS Unit 8nfr the "multiple/repetitiv
degraded cornerstone" column of the NRC's Actiontrdd#@‘Column 4”), removing PVYNGS Units 1 and 2 frothe “one degraded cornerstone”
column (“Column 3”),and returning all three units of the plant to roatinspection and oversight by the NRC. This iaatfon follows th
NRC's completion of its inspections of the corneetactions taken by PVNGS to address performanfieietecies that caused the NRC to pl
Unit 3 into Column 4 and Units 1 and 2 into Colu®nThe NRC has closed the confirmatory actiorefethat outlined the performar
deficiencies and associated corrective actions.

San Juan River Adjudication

In 1975, the State of New Mexico filed an actiotited “State of New Mexico v. United States, et ah the District Court of San Ju
County, New Mexico, to adjudicate all water rightgthe San Juan River Stream System. The Compasymade a defendant in the litiga
in 1976. The action is expected to adjudicate magts used at Four Corners and at SJGS. In 20@5Navajo Nation and various par
announced a settlement of the Nat®réserved surface water rights. On March 30, 2808sident Obama signed legislation confirming
settlement with the Navajo Nation. The Companyncandetermine the effect, if any, of any water tigladjudication on the pres
arrangements for water at SJIGS and Four Corneéngl fesolution of the case cannot be expecteddoeral years. The Company is unab
predict the ultimate outcome of this matter. Ameggnent reached with the Navajo Nation in 1985, éwm, provides that if Four Corners Ic
a portion of its rights in the adjudication, theMsdp Nation will provide, for an agreed upon casffficient water from its allocation to off:
the loss.

Conflicts at San Juan Mine Involving Oil and Gas Laseholders

SJCC, through leases with the federal governmedtthe State of New Mexico, owns coal interests wihpect to the San J
underground mine. Certain gas producers haveddaste area of the underground coal mine and haserted claims against SJCC the
coal mining activities are interfering with gas guotion. SICC has reached settlement with segasmleaseholders and has other clain
and potential claimants. PNM cannot predict thieame of existing or future disputes between SJGCgas leaseholders.

Rights-of-Way Matters

Many of PNM'’s electric transmission and distributidacilities are located on lands that require thant of rights-ofway fromr
governmental entities, Native American tribes, dwvate parties. Several of the agreements grarttiegrights-ofway have expired or w
expire within the next few years. PNM is activetyiewing these matters and negotiating with cenpairties, as appropriate, for the renew
these rights-of-way. However, there can be norasse that all of these rights-afay will be renewed. If PNM is not successful @mewing
the rights-ofway on Native American lands, it could be forceddmove its facilities from or abandon its facdiion the property covered
the rights-of-way and seek alternative routes fertiansmission or distribution facilities. If hts-ofway on Native American lands
renewed, it is likely they will be renewed at padbat are higher than historical levels, basedwmnent renewal experience. With respe:
non-tribal government land and private land, PNM/rhave condemnation rights. Rightswé&y costs have historically been recovered in
charged to customers. PNM will seek to recovehsasts in future rates.

Republic Savings Bank Litigation

In 1992, Meadows Resources, Inc. (“MRI”), an inaetsubsidiary of PNMR, and its subsidiaries (“Piiéis’) filed suit against tt
Federal government in the United States Court @fin®, alleging breach of contract arising from #®zure of Republic Savings Be
(“RSB”). RSB was seized and liquidated after Federal ldgpsigrohibited certain accounting practices prasly authorized by contracts w
the Federal government.
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The Federal government filed a counterclaim allgdireach of obligation to maintain RSB’s net watid moved to dismiss Plaintiffs’ claims
for lack of standing.

Plaintiffs filed a motion for summary judgmentlirecember 1999 on the issue of liability and onitiseie of damages. The Fed
government filed a cross motion for summary judgnaerd opposed Plaintiffs’ motion.

On January 25, 2008, the court entered its opigianting the Federal governmentnotion to dismiss MRI, denying the Fed
government’s motion for summary judgment and granthe remaining Plaintiffanotion for summary judgment on the issues of ligb#nc
damages, awarding the Plaintiffs damages in theuaimaf $14.9 million. MRI had previously receivedyment from the FDIC in the amo!
of $0.3 million. This payment reduces the amodmtaonages owed to $14.6 million.

The federal government appealed this matter toul®& Court of Appeals for the Federal Circuit andififfs crossappealed. C
October 21, 2009, the Federal Circuit issued iigiop, affirming in part and reversing in part thecision of the Court of Claims, resulting
an award to the Plaintiffs of $9.7 million. Theripe for requesting rehearing and for filing a peti for certiorari in the United States Suprt
Court expired in January 2010, and the Circuit €biais issued its mandate, returning the case t&€thet of Claims. The government :
Plaintiffs intend to file a Joint Motion for Entigf Final Judgment, after which the Court of Claiwil issue its final judgment for $9.7 millic
and the claim should be paid shortly thereafteecaise the procedural posture of this case elipsnidite possibility of further review, 1
amount will be recorded, net of legal expensethérfirst quarter of 2010.

Western United States Wholesale Power Market

Various circumstances, including electric power@ypshortages, weather conditions, gas supply castasmission constraints ¢
alleged market manipulation by certain sellersylted in the well-publicized California and Westemnarkets energy crisis of 20@D01 an
the bankruptcy filings of the Cal PX and PG&E. #sesult of the conditions in the Western markeitsng this time period, between 1a280(
and mid-2003, FERC, the California Attorney Genemad private parties (collectively, the “CalifornRarties”) initiated investigation
litigation, and other proceedings relevant to PNl ather sellers in the Western markets at FERCimrmbth California State and Fede
District Courts, seeking a determination whethdese of wholesale electric energy during the erigériod, including PNM, should be orde
to pay monetary refunds to buyers of such enefigese proceedings were pending at FERC as webkfasebthe U.S. Court of Appeals for
Ninth Circuit. PNM participated in these proceepirat FERC, the Federal District Courts and theiN@ircuit, including filing appeals to tt
court.

In December 2009, PNM and the California PartieEhed an agreement in principle to settle all remgiclaims against PNM in the
proceedings and on February 11, 2010, PNM enteredd “Settlement and Release of Claims Agreem@hg “Settlement Agreement”
which was filed with FERC on February 12, 2010he Bettlement contemplated by this agreement igsiuto FERC approval. The terms
the Agreement provide, among other things, for Pldlpay to the California Parties the amount of 844illion, consisting of the assignm
of PNM receivables plus interest as of Decembe2809 from the Cal ISO and the Cal PX in the amafii13.1 million plus a cash paym
of $31.9 million and for the California Parties release PNM from claims arising from the Califoreiaergy crisis of 2000 and 2001.
account for the settlement, PNM recorded atpreaggregate of $32.0 million ($19.3 million afiacome taxes) as reductions of opere
revenue in 2009. PNM'liability for the settlement is included in othaurrent liabilities at December 31, 2009. PNM regsly denies ai
wrongdoing or culpability with respect to the claimgainst it that are released by the Settlemerdgekgent and, in entering into the settler
does not admit any fault or liability.

On January 15, 2010, PNM transferred the cash patytaean escrow account established by the Calddparties, pending entry into-
Settlement Agreement. Pursuant to the Settlemgneeéinent, upon approval by FERC satisfactory toptiréies, the receivables and the
payment will be distributed to the California Pasti
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and other entities that purchased electricity thtothe Cal ISO and Cal PX during the relevant tpreod as settlement funds in accord:
with the terms and conditions of the Settlemente&gnent.

In certain circumstances the Settlement Agreemeayt be terminated, in which case, the receivableseamtrued interest will not
transferred into the Escrow Account and the Caghmat together returned to PNM. The Agreement baterminated a) by its own term
FERC by final order rejects the settlement; b) by party adversely affected by a FERC order apmgtie settlement but imposing a matt
condition or modification that adversely affectslsyparty; c) by the California Parties based orfélilare of FERC to approve the settlemen
or before April 30, 2010; or d) by PNM based onfiiture of FERC to approve the settlement on dotgeSeptember 30, 2010.

Complaint Against Southwestern Public Service Compay

In September 2005, PNM filed a complaint underRhderal Power Act against SPS. PNM argued that &®&S for sale of interruptit
energy were excessive and that SPS had been ovgirdn®NM for deliveries of energy through its fuelst adjustment clause practices. F
also intervened in a complaint proceeding broughother customers raising similar arguments redatm SPS’fuel cost adjustment clat
practices (the “Golden Spread complaint proceedingdditionally, in November 2005, SPS filed an electate case at FERC proposing
unbundle and raise rates charged to customerstigéfetuly 2006. PNM intervened in the case and abjkto the proposed rate increast
September 2006, PNM and SPS filed a settlemeneagget providing for resolution of issues relatingdtes for sales of interruptible ene
but not resolving the fuel clause issues. In Septer@008, FERC issued its order approving theesettht between PNM and SPS.

In April 2008, FERC issued its order in the Goldggread complaint proceeding. FERC affirmed in pad reversed in part an AlsJ’
initial decision, which had, among other thinggjeyed SPS to pay refunds to PNM with respect tdubkclause issues. FERC affirmed
decision of the ALJ that SPS violated its fuel cadjustment clause tariffs. However, FERC shadethe refund period applicable to
violation of the fuel cost adjustment clause issueBNM and SPS have filed petitions for rehearing aladification of the scope of t
remedies that were ordered and reversal of variglisgs in the order. FERC has not yet acted upenréquests for rehearing or clarifica
and they remain pending further decision. PNM caipnedict the final outcome of the case at FERC.

Begay v. PNM et al

A putative class action was filed against PNM aritep utilities on February 11, 2009 in the Unitetht8s District Court i
Albuquerque. Plaintiffs claim to be allottees, newrs of the Navajo Nation, who pursuant to the BDaet of 1887, were allotted owners
in land carved out of the Navajo Nation. Plaintifiscluding an allottee association, make broadega assertions that defendants, inclu
PNM, are right-of-way grantees with rightsagéy across the allotted lands and are either Bpags or have paid insufficient fees for the ¢
of rights-ofway or both. The plaintiffs, who have sued theeddfnts for breach of fiduciary duty, seek a caomsire trust. They have al
included a breach of trust claim against the UnBe¢ates and its Secretary of the Interior. PNM tmedother defendants have filed motior
dismiss this action. PNM is unable to determireedhtcome of this case but intends to defend @raigsly.

(17) Regulatory and Rate Matters
PNMR
First Choice Pric-to-Beat Base Rate Reset
Based on the terms of the Texas stipulation relate¢de acquisition of TNP, First Choice made mdjlto reset its price-tbeat base rat
in 2005. First Choice’s price-to-beat base rate esass consolidated with TNMP’s 60-day rate revieege(“60-Day Rate Reviewelow). Firs

Choice requested that the PUCT recognize in its pigee-tobeat base rates the TNMP rate reduction and thergyrsavings credit provid
for in the TNP acquisition
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stipulation. In 2006, TNMP, First Choice, the PUS&ff and other parties filed a non-unanimous emigint agreement (“NUS"JThe PUC”
unanimously approved the NUS on November 2, 20@6raade First Choice’s new pricedeat base rates effective on December 1, 20!
First Choice had requested. As pricedtEat rates expired on December 31, 2006, the apgnates are no longer applicable. In January,
TNMP’s 60-Day Rate Review proceeding and the underlying NiéSevappealed by various Texas cities to a Texasi®@i€ourt. TNMP an
First Choice had intervened in this appeal. Ogust 31, 2009, the Texas District Court dismissasl matter for lack of prosecution ther
affirming the PUCT decision as requested by Filsbi€Ce and TNMP.

First Choice Request for ERCOT Alternative Dispgrésolutior

In June 2008, First Choice filed a request forraliéve dispute resolution with ERCOT alleging tlEERCOT incorrectly applied i
protocols with respect to congestion managemerihgluhe first quarter of 2008. First Choice rededsthat ERCOT resolve the dispute
restating certain elements of its first quarter@0ngestion management data and by refundingréd €hoice allegedly overstated conges
management charges. The amount at issue in Hi@ic€s claim can only be determined by running ERCOTketamodels with correct
inputs but First Choice believes that the amoursigsificant. ERCOT protocols provide that ERCOIll wotify potentially impacted mark
participants and subsequently consider the mefrisrst Choice’s allegations. The Company is uedblpredict the outcome of this matter.

PNM
Gas Rate Case

In May 2006, PNM filed a general gas rate case dskéd the NMPRC to approve an increase in theécgefees charged to its 481,(
natural gas customers, including the set monthdy fiee charge tied to monthly usage, and miscalam®ndemand service fees. Those -
are separate from the cost of gas charged to cessorwhich would not be affected by the fee inage@bhe petition requested an increas
base gas service rates of $22.6 million and areas® in miscellaneous alemand service rates of $0.2 million. In June 20@& NMPR(
unanimously approved an increase in annual reveoiuapproximately $9 million for PNM. PNM and thes filed appeals on various issl
with the New Mexico Supreme Court. In connectidthwhe acquisition of PNM's gas assets by NMGENM and the AG moved to dism
their respective gas rate case appeals, which moti@re granted on February 6, 2009.

2007 Electric Rate Case

On February 21, 2007, PNM filed a general electite case (“2007 Electric Rate Caseuesting the NMPRC approve an increa:
service fees to all of PNM’s retail customers excdbpse formerly served by TNMP. The request wasighed to provide PNM’ electris
utility an opportunity to earn a 10.75 percent neton equity. The application also requested aightion to implement a FPPAC throt
which changes in the cost of fuel and purchasedepoabove or below the costs included in base ratifide passed through to customers
monthly basis. On April 24, 2008, the NMPRC isswefinal order that resulted in a revenue increafs$34.4 million. The rate incree
provides for a 10.1 percent return on equity. Nates reflecting the $34.4 million increase weffeative for bills rendered on and after Ma
2008. In its final order, the NMPRC disallowedaeery of costs associated with the RECs used td theeNew Mexico Renewable Ene
Portfolio Standards that were being deferred aslaggry assets. The NMPRC also ruled that recoeérsurface coal mine decommissior
costs be capped at $100 million. The order redultePNM being unable to assert it is probabledafined under GAAP, that the cc
previously deferred on PNM’balance sheet will be recoverable through futates charged to its customers. Accordingly, aMafch 31
2008, PNM recorded regulatory disallowances fortprewrite offs of $19.6 million for coal mining demmissioning costs and $10.6 mill
for deferred REC costs. PNM appealed the NMPR@atment of coal mine decommissioning and th€&R® the New Mexico Supre!
Court. Under the terms of the stipulation in ti#®& Electric Rate Case described below, PNM disdi$s appeal of the treatment of the F
costs. The New Mexico Supreme Court affirmed th&RC order on coal
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mine decommissioning in September 2009. PNM fdadotion for rehearing, which was denied in Noven#899 concluding this matter.
Emergency FPPA!

On March 20, 2008, PNM and the IBEW filed a jombtion in the 2007 Electric Rate Case requestingPR@ authorization
implement an Emergency FPPAC on an interim bagls. May 22, 2008, the NMPRC issued a final ordet #mproved the Emergency FPP
with certain modifications. PNM implemented the &gency FPPAC from June 2, 2008 through the effeaiate of the 2008 Electric R
Case order described below.

The Albuquerque Bernalillo County Water Utility Adrity and the New Mexico Industrial Energy Consuninc. filed notices «
appeal to the New Mexico Supreme Court, which sediave vacated the NMPRC order approving the Eemeng FPPAC. The appeals h
been consolidated and PNM has been granted pattysstOral argument was held October 13, 2009M BN\unable to predict the outcome
these appeals.

The NMPRC order approving the Emergency FPRéqlired PNM to pay for an audit of PN8#monthly FPPAC reports ant
prudence review of PNM'fuel and purchased power costs, to be condugtedidiitors selected by the NMPRC. Costs of thetaocurred b
PNM will be recoverable through future rate prodegd. The NMPRC has selected an auditor and tt# has begun. On February 19, 2(
the audit report of findings and recommendations s@bmitted to the NMPRC. The report recommendgatovements in several areas
did not identify any imprudent activities or finkdatt PNM’s fuel or purchased costs were unreasonable. Timgtegs and recommendations
subject to NMPRC review and approval. PNM is uaablpredict the outcome of this matter.

The Emergency FPPAC provided that if PNdNdase load generating units subject to NMPRCdigti®n did not operate at or abov
specified capacity factor and PNM was requirediitaim replacement power to serve jurisdictionatauers, PNM would be required to m.
a filing with the NMPRC seeking approval of the leggment power costs. In its required filing, PiSMted that the costs of the replacer
power amounting to $8.0 million were prudently inred and made a motion that they be approved. NM®RC staff filed opposition
PNM'’s motion and recommended that PNM be required ficndethe amount collected. On January 12, 2018,NMPRC directed tt
Emergency FPPAC auditor to investigate whetheréptacement power costs were prudently incurre@. diider also directed PNM to fil¢
response to the auditorséport, to provide certain additional informaticemd to show cause why it should not be fined faovering
replacement power costs without prior NMPRC applto¥NM filed its response to the show cause omteFebruary 12, 2010. On Febru
19, 2010, the auditas’report on replacement power costs was submittetlet NMPRC. The report concludes that the metlagjolised t
estimate the cost of replacement power was reakartabt PNM purchased power at the lowest reader@dst, and that outage planniagc
scheduling and plant operations were reasonaliesd findings are subject to NMPRC review and aggdrd®NM intends to file a response
the report and will continue to assert that itkeey of replacement power costs was proper andadid/iolate the NMPRG order. PNM |
unable to predict the outcome of this matter.

2008 Electric Rate Case

On September 22, 2008, PNM filed a general rate ¢&008 Electric Rate Casefgquesting the NMPRC to approve an increa
electric service rates to all PNM retail customexsept those formerly served by TNMP. The propasées were designed to increase ar
operating revenue by $123.3 million, based on ack&d, 2008 test period and calculating base fogliscusing a projection of costs for the
months ending March 31, 2009. PNM also propose®RAC in the general form authorized by the NMPR@,with PNM retaining 25% 1
off-system sales margins and crediting 75% agéiredtand purchased power costs.

On March 6, 2009, PNM, the NMPRC staff and mosthef intervening parties filed a stipulation to dgsoall issues in the ca:
including the approval of the Resource Stipulatiescribed below. No party opposed the
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stipulation. The stipulation provided for an iease in annual nofel revenues of $77.3 million, of which 65% ($50rilion) would be
implemented for bills beginning on July 1, 2009 dhd remaining 35% ($27.1 million) to be implemehte rates as of April 1, 2010. T
stipulation was amended to reduce the rate increa$&7.1 million and was approved by the NMPRCJane 18, 2009. The new rates v
into effect for bills rendered beginning July 1,080 As an offset to the ndoel revenue increase, PNM implemented a creddustomer
totaling $26.3 million, representing the amountefenues from past sales of $@llowances. This amount will be credited to rayepsa ove

21 months beginning July 1, 2009. The crediting Ima&tsm will also be used to credit customers wétbenues received by PNM from fut
sales of SO, allowances. PNM recorded a regulatory disallowagggense and a regulatory liability for the $26.8iom to be credited t

ratepayers. The stipulation also provides thagtditional FPPAC go into effect with the new rat@he stipulation provides that 100% of off-
systems sales margins be credited against fuelpanchased power costs in the FPPAC. PNM implentetite new FPPAC on July
2009. The new FPPAC does not include a recovepyocdhe capacity factor target of the Emergenc&€. The FPPAC factor will be <
annually beginning July 1, 2010.

Resource Stipulatio

In anticipation of the 2008 Electric Rate Case Saptember 10, 2008, a stipulation (the “Resourgauldtion”) executed by PNM, tt
NMPRC staff, the AG and the Coalition for Clean éflable Energy, and later joined by the New Mexiwdustrial Energy Consumers Ir
was filed with the NMPRC. The NMPRC approved thip@8ation on May 26, 2009. The Resource Stipufatitlowed recovery in rates
costs related to and resolves all issues in theggaings regarding 1) the Valencia PPA, 2) PhliEquisition of an ownership interest in Ur
of PVNGS that was being leased, including carrydogts, and 3) the application to own and operatedlmrg and PNM interest in Luna
jurisdictional asset:

In June 2007, a whollgwned subsidiary of PNMR purchased 100% of a tmbich owns a 2.26% undivided interest, represg
29.8 MW, in PVNGS Unit 2 and a 0.76% undivided iegt in certain PVYNGS common facilities, as welbdsase under which such facil
were leased to PNM. The Resource Stipulation @tbthe Unit 2 interest to be transferred to PNM tiredacquisition costs to be recove
beginning with the 2008 Electric Rate Case. On 2dl, 2009, PNM purchased the trust from the oBéMR subsidiary for $39.1 million
cash. The purchase price was equal to the boale\aflthe underlying assets less deferred taxesrasekllaneous accruals. The other PN
subsidiary paid a dividend of that same amountNMR. PNMR then made an equity contribution of taatount to PNM. The trust has $:
million of debt owing to the PVNGS Capital Trusthieh is consolidated by PNM. The transfer had mpdct on the financial statement:
PNMR. The impacts on the financial statements oMPMere to increase net plant in service by $73.lfiani increase common stock by $3
million, reduce investment in the PVNGS lessor adig $32.0 million, reflecting the elimination dfet debt owed by the trust to the PVN
Capital Trust, and increase deferred income tardsther accruals by $2.6 million.

Renewable Portfolio Standa

The Renewable Energy Act of 2004 was enacted towage the development of renewable energy in Nesxiéd. The act,
amended, establishes a mandatory renewable enertglip standard requiring a utility to acquireenewable energy portfolio equal to 5%
retail electric sales by January 1, 2006, increpsin10% by 2011, 15% by 2015 and 20% by 2020. NRE°RC requires renewable ene
portfolios to be “fully diversified”’beginning in 2011 when no less than 20% of the waide portfolio requirement must be met by v
energy, no less than 20% by solar energy, no hess 10% by other renewable technologies, and reothesn 1.5% by distributed generat
The act provides for streamlined proceedings farayal of utilities’ renewable energy procurement plans, assuresadilidgcovery of cos
incurred consistent with approved procurement ptargsrequires the NMPRC to establish a RCT foptioeurement of renewable resource
prevent excessive costs being added to rates. MieRC has established a RCT that began at 1% acliatbmersaggregated overall ann
electric charges, increasing by 0.2% annually @@, at which time it will be 2%, and then ingieg by 0.25% annually until reaching
in 2015.
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On July 1, 2009, PNM filed its annual Renewable rgpdortfolio Procurement Plan for 2010 with the RRIC. Under the plan, PN
proposed to rely on a mixture of solar, wind, afagbs resources and the purchase of RECs to rseenitwable energy requirements for 2
and 2011. The plan described that PNM could nteeenewable energy requirements in 2010 with iexjstesources, but required additic
resources for 2011 compliance. The plan alsocstiétat PNM would not be able to fully meet the NMPR resource diversity requireme
without exceeding the RTC and the plan proposethfnto certain previously approved me¢tered, PV distributed generation programs.
plan also committed PNM to file for additional prois later in the year.

In September 2009, PNM entered into settlementudi&ons with various parties to address issuesettla the distributed generat
programs, the RCT, and PNMprospective additional projects. In recognitidrihese settlement negotiations, the NMPRC issuredrder o
September 22, 2009 that rejected PNM'’s Ju$iplan, with the exception of two procurements conitey the acquisition of RECs from a w
resource and from biogas resources, and orderedPtilsl file a revised plan. A public hearing on thequisition of RECs from the wi
resource and the biogas program was held in Octaheran order approving these projects was issoddegember 17, 2009. On Januat
2010, PNM announced that the negotiations had aded and a settlement had been reached. PNMtfikedettlement and its revised
with the NMPRC on January 25, 2010. Under thesex¥i2010 procurement plan, PNM would invest appnakely $205.7 million on solar F
facilities through the first quarter of 2012 andpiement a customesited PV distributed generation program to replacerent P\
programs. On February 1, 2010, motions were fitedismiss the revised plan and to extend the peréd for NMPRC action on the revis
plan. PNM and other settling parties filed theinjaesponse in opposition to these motions on laalyr15, 2010. Under a previous NMP
order, proceedings on the revised plan are to beplmied within six months from the date of fililgNM cannot predict the outcome of
NMPRC's proceedings on the revised plan.

NMPRC Inquiry on Fuel and Purchased Power Adjustn@auses

In October 2007, the NMPRC issued a NOI that céeddl to the adoption of an amended rule for thdempntation of FPPACs for
investor-owned utilities and electric cooperativiesNew Mexico. The investoowned utilities and electric cooperatives have oesie(
to a series of questions and the NMPRC staff mdidm@ dealing with the need for consistency off&Cs, streamlining FPPACs, and whe
a single FPPAC methodology should be applied tatdities. Workshops have been held to discusscttimments filed by PNM and others
the proposed changes. The workshop process hakidedand the Hearing Examiner presented propagdecamendments to the NMPRC
its consideration. The NMPRC has not taken aatiothe proposed amendments.

NMPRC Rulemaking on Disincentives to Energy EfiijePrograms

In January 2008, the NMPRC issued a NOI to iderdi§incentives in utility expenditures on energffoéncy and measures to addi
those disincentives, including specific rate malattgrnatives, and appointed a Hearing Examineotaluct workshops to develop propo
for possible rule changes. Based on the workstarpsndments were proposed to the NMPRC energyegftig rule that would allow utilitie
to collect $0.01 per KWh for energy savings and &0 kilowatt for demand savings related to enexfficiency programs and an alterna
proposal that would add a decoupling mechanismhéortile. PNM filed comments and testimony addrgsshe proposed rule. A puk
hearing was held on June 26, 2009 and a decisipending. PNM is unable to predict the outcomthie proceeding.

PNM Electric Energy Efficiency and Load Managenfeémigrams

The NMPRC requires public utilities to obtain apmbto implement energy efficiency and load managetprograms. Costs
implement approved programs are recovered througitearider. On September 15, 2008, PNM filed anpiahich included new prograr
modifications to existing programs and a requesetmver program costs. After proceedings befoeeNMPRC, a final order approving
programs was issued on May 19, 2009. In AugusB280M began recovering the costs of the programmugh a rate rider amounting
1.881% of
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customers’ bills, before taxes and franchise feeet8 on program costs of $14.1 million. The nevgrms are being implemented.

On July 7, 2009, the NMPRC ordered an investigatido whether it is prudent for PNM to continuertag load manageme
programs initiated in 2008 with NMPRC approval, sidlering its recent addition of suppdide resources. PNM offers these progi
through contracts with thirgarty vendors that contain substantial fees folygarmination. PNM and the NMPRC staff filed fesbny
recommending continuing these programs and a pukkicing was held on January 12, 2010. A recometeécision, which recommenc
continuation of the programs, was issued by theriHg&xaminer on February 15, 2010. The recommeémi#eision is subject to the apprc
of the NMPRC. PNM is unable to predict the outcarhéhis proceeding.

Investigation on Establishing a Policy Linking ilEarnings to Quality of Customer Serv

On May 28, 2009, the NMPRC ordered an investigatioconsider the development of a service quatientive mechanism for utiliti
in New Mexico, including PNM. The parties were tmk at quality of service mechanisms establisheottier NMPRC orders, as well as
mechanisms that have been implemented in othersstatworkshop process concluded with the filingaafeport that concludes that pre:
circumstances do not warrant the implementatioa pérformance based ratemaking mechanism to eglerd or penalize utilities for qual
of service. The workshop participants agreed timliaaced reporting requirements would allow the NMIPf& monitor important custon
service metrics to determine if service qualityéteriorating so that the Commission can identifg address any adverse trends before
become a problem. The report recommends thatiesiliie required to file customer service reportéater than April 30" of each year for
threeyear period commencing April 30, 2011. A timetafde the NMPRC to act on this recommendation hasheen established. PNM
unable to predict the outcome of this proceeding.

Rates for Former TNMP Customers in New Me:

PNM serves the former New Mexico customer§NMP (“TNMP-NM") under rates approved by the NMPRC in its order @ppg
PNMR’s acquisition of TNMP. Under that order, ratesrgbed to customers were set through December 310.20i January 2009, t
NMPRC directed PNM to estimate the revenue requergnncrease that would be reflected in a TM-NM rate application for rates effect
January 2011. PNM estimated that the rate increasl be between 40% and 56% depending on fueb.cos April 2009, the NMPR
directed PNM, the NMPRC staff, and other partieattempt to reach consensus on ways to mitigatémpact of this potential rate incre
and appointed a mediator. Several mediations Heeen held and discussions are ongoing. No datebbas set for completion of tl
process. PNM cannot predict the outcome of thitena

Third-Party Arrangements for Renewable Distribu@eheration

On June 16, 2009, the NMPRC initiated a proceedimdj requested legal briefs on the topic of whethied-party arrangements for t
sale of renewable energy from custoraited distributed generation facilities are pertibigsunder New Mexico law. Initial briefs and resyse
briefs were filed by utilities, the NMPRC staff aimdervenors. In its initial brief, PNM stated theuch arrangements that involve the sa
electricity to retail customers in the service itery of existing utilities were not legally permsible. Other utilities’ and the NMPRC staff’
briefs reached similar conclusions. Certain intéexrs argued in their briefs that such arrangemeste generally permissible. The Hea
Examiner issued a recommended decision on OctadeP@09 analyzing a number of different scenaridmong her findings, the Heari
Examiner recommended that the NMPRC determine dbaelopers who sell electricity to a single hostt@multiple hosts from differe
systems each located on the hegitemises, without transporting electricity fromedocation to another, are not public utilitiesdan Nev
Mexico law. On December 31, 2009, the NMPRC issaredrder that declared that a third party thatoovemewable generation equipment
is installed on a utility customer’s premises, piarg to a long term contract with the customerujopdy a portion of that customsrelectricity
use, payments for which are based on a kilowattr charge, is not a public utility subject toukgion by the NMPRC. The order also decl
that a third party developer that owns renewabteegaion equipment installed on a utility custoragnemises, which is used
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to serve multiple customers for a portion of eaastemers electricity use is not a public utility subjeotregulation by the NMPRC. Howev
the order declares that a third party developer matyuse a public utilitys distribution lines or equipment in order to roetectricity tc
multiple customers. On January 21, 2010 PNM fdewbtice of appeal of this order in the New Mex&upreme Court. Other parties have
appealed. Although PNM believes there are suliatdrdses for reversal of the NMPRC order, it cammedict the outcome of this proceedi

In early 2010, both houses of the New Mexico Legisle passed a bill that would supersede the NMBiRI€Er. The Governor of Ne
Mexico has not acted on the bill. If signed by @avernor, the bill would allow nouatility power generators to be excluded from clfisaiion
as public utilities under state law provided thatts generators use renewable energy resourceshéhgenerators are located on the site ¢
power consumer, do not involve retail wheeling ofver, and that any adverse cost affects to othktywtustomers are minimized. The |
encourages the development and use of renewabigyemeit will safe guard against unreasonable shiting to other utility customers wh
protecting the financial integrity of utilities.

Application to Hedge Fuel and Purchased Power C

In August 2009, PNM filed an application for appabwf a plan to manage fuel and purchased powds dms entering into certe
forward market transactions relating to the promest of fuel and purchased power and the sale aéssxelectrical energy in the whole:
market. PNM$ application seeks NMPRC authorization to condliese activities, which involve hedging practicasd to pass through 1
costs and benefits of the transactions to jurigmhel customers using PNBI'FPPAC. The NMPRC staff filed testimony recomnieg
approval of PNMS$ application with minor modifications. PNM file@buttal testimony agreeing with the proposed madifons. A hearin
was held on February 23, 2010. PNM cannot predebutcome of this proceeding.

TNMP
TNMP Competitive Transition Charge True-Up Procegdi

The purpose of the trugs proceeding was to quantify and reconcile thewarhof stranded costs that TNMP may recover fra
transmission and distribution customers. A 200£PUlecision established $87.3 million as TNBtranded costs. TNMP and other pa
have made a series of appeals on the ruling asditrrently before the Texas Supreme Court. TNBBnable to predict if the Texas Supr
Court will review the decision or the ultimate oortee of this matter.

Interest Rate for Calculating Carrying Charges ddMP’s Stranded Cost

The PUCT approved an amendment to the tquieule in 2006, which results in a lower intenege that TNMP is allowed to collect
the unsecuritized truep balance through a CTC. The PUCT concluded thmatcbrrect rate at which a utility should accrueryiag cost
through a CTC is the weighted average of an adjukiem of its marginal cost of debt and its unatidshistorical cost of debt, with t
weighting based on the utility’'most recently authorized capital structure. fidwised rate affects TNMP by lowering the previgusbprove:
carrying cost rate of 10.93%. After regulatory ggedings, the PUCT issued an order approving tB&98.rate proposed by TNMP and
PUCT staff. Various municipal intervenors (“Citi¢sdppealed the PUC3 order to the District Court in Austin, Texas, WiENMP as a
intervenor. The District Court affirmed the PUCTHscision and the Cities filed an appeal in theaBexd Court of Appeals. On May 1, 20!
the Court of Appeals affirmed the decisions of ltheer court as requested by TNMP. No party appetidednatter to the Texas Supreme C
and it is now concluded.
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Interest Rate Compliance Tar

Following the revision of the interest rate on TN®IParrying charge, TNMPfiled a compliance tariff to implement the new 8@tate
TNMP’s filing proposed to put the new rates into efi@etFebruary 1, 2008. Intervenors asserted objextio the compliance filing. PU(
staff urged that the PUCT make the new rate effectis of December 27, 2007 when the PWCdrder establishing the correct rate bec
final. After regulatory proceedings, the PUCT Edwan order making the new rate retroactive to 20ly2006. TNMP filed an appeal of 1
order in the District Court in Austin, Texas. Whihere is inherent uncertainty in this type ofgeeding, TNMP believes it will ultimately
successful in overturning any ruling that the difexdate should be prior to December 27, 2007.

60-Day Rate Review

In 2005, TNMP made a required 60-day rate reviéwgi TNMP'’s case establishes a CTC for recovdrhe trueup balance. As not
above, TNMP’s 60-day rate review, along with Figitoice’s price-tdseat rate reset filing, were consolidated. In 2a6& PUCT issued
signed order which would allow TNMP to begin cotleg its true-up balance, which includes carryif@arges, over a 1yjear period. Tt
order also allows TNMP to collect expenses assediatith several cases over a thyear period. TNMP began collecting its CTC and-s
case expenses on December 1, 2006. In January 208proceeding was appealed by various Texa&ssdiv the District Court, in Austi
Texas. TNMP and First Choice have intervened. ADgust 31, 2009, the Texas District Court dismised matter for lack of prosecuti
thereby affirming the PUCT decision as requeste#ist Choice and TNMP.

2008 Rate Case

On August 29, 2008, TNMP filed with the PUCT for &8.7 million increase in revenues, requesting tieaw rates go into effect
September 2009. In its request, TNMP also askegdamission to implement a catastrophe reservd &imilar to those approved for ot
transmission and distribution companies in Texaga&trophe funds help pay for a utility systemécovery from natural disasters and ac
terrorism. On October 10, 2008, the PUCT issugmtediminary order permitting TNMP to file supplentehtestimony on costs caused
Hurricane lke.

In December 2008, the parties in the TNMP rate cagaested that the case be abated and the ALtedrdre request. The abaten
suspended procedural deadlines until after the gtadrof supplemental testimony by TNMP relatingctosts incurred during Hurricane Ike
anticipated increased financing costs. In MarcBR0TNMP filed its supplemental testimony, requesgtan additional revenue increas:
$15.7 million annually. In June 2009, TNMP and titleer parties in the rate case announced thatrimpas settlement had been reached.
settlement resolves all issues in the rate casegamdits TNMP to increase revenues by $12.7 mildaonually. This increase reflects inte
and other costs associated with its March 2009 defistancing and the settlement adjusts the inteege TNMP is allowed to collect on
CTC to reflect those costs. The rate increaselited recovery of $17.6 million of Hurricane Iketogation costs plus carrying costs over
years although $0.7 million of the costs incurrgdidDlMP were not included and were written off ir tinree months ended June 30, 2009.
settlement authorizes a catastrophe reserve of §illion funded over an eight year period. The Isatent was approved by the PUCT
August 2009 and rates went into effect for billadered on or after September 1, 2009. No party alpgethe decision and the matte
concluded.

TNMP now has the ability to update its transmisgiates annually to reflect changes in its investapital. Updated rates would refl

the addition and retirement of transmission fdetit including appropriate depreciation, federabime tax and other associated taxes, ar
approved rate of return on such facilities.
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Senate Bill 769

On April 16, 2009, Senate Bill 760'SB 769") concerning the recovery of hurricane costs bytigdiwas enacted. SB 769 author
the PUCT, after a full review, to permit an electutility to obtain timely recovery of system resttion costs, and permits utilities to
securitization financing for the recovery of sudsts. Appropriately incurred costs can be appraoweahy future proceeding.

Energy Efficienc

On October 28, 2009, TNMP filed an application &pproval of its 2010 energy efficiency programs eegliested recovery through
energy efficiency cost recovery factor. TNMREstimated the costs of its 2010 energy efficigmrograms to be $2.6 million and requeste
collect this amount based on a per customer charge 11 months. The PUCT staff and intervenors tookssue with TNMPs applicatior
TNMP implemented the factor effective February Q1@

(18) Environmental Issues

The normal course of operations of the Company sssréy involves activities and substances thabsgpthe Company to poten
liabilities under laws and regulations protectitng tenvironment. Liabilities under these laws aegutations can be material and in s
instances may be imposed without regard to faulinay be imposed for past acts, even though theguas may have been lawful at the t
they occurred. Sources of potential environmeliilities include the Federal Comprehensive Eowinental Response Compensation
Liability Act of 1980 and other similar statutes.

The Company records its environmental liabilitigsew site assessments or remedial actions are pectvadh a range of reasonably lik
cleanup costs can be estimated. The Company rs\ievsites and measures the liability quartenyabsessing a range of reasonably li
costs for each identified site using currently &alde information, including existing technologyrepently enacted laws and regulati
experience gained at similar sites, and the prebkevel of involvement and financial condition dher potentially responsible parties. Tt
estimates include costs for site investigationsiediation, operations and maintenance, monitorivdysite closure. Unless there is a prok
amount, the Company records the lower end of seelsanably likely range of costs (classified as rotheferred credits at undiscoun
amounts).

The Company’s recorded liability estimated to reraggits identified sites was as follows:

PNMR PNM TNMP
December 31 December 31 December 31
2009 2008 2009 2008 2009 2008
(In thousands

$1,894 $5,308 $1,894 $5,308 $ - $-

The Company expended the following for remediationluding payments related to the Citizen Suitemithe Clean Air Act describ
in Note 16:

Year Ended December 31
2009 2008 2007
(In thousands

PNMR $ 363t $ 190 $  46¢
PNM $ 3,63 $ 19C $  46¢
TNMP $ - 3 - 8 _
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The ultimate cost to clean up the Compangentified sites may vary from its recorded lipidue to numerous uncertainties inherel
the estimation process, such as the extent andenatwwontamination, the scarcity of reliable dataidentified sites, and the time periods ¢
which site remediation is expected to occur. Tlen@any expects that the majority of the December2809 environmental liability will t
paid over the next five years, funded by cash gegadrfrom operations. Future environmental obiliget are not expected to have a mat
impact on the results of operations or financialdibon of the Company.

(19) Accumulated Other Comprehensive Income (Loss

AOCI reports a measure for accumulated changeguiityethat result from transactions and other ecoic@vents other than transacti
with shareholders. The following table sets fa#ith component of AOCI, net of income taxes:

Mark -to-
Unrealized market for  Accumulated
gain (loss) Pension cast-flow other
on liability hedge comprehensivt

securities  adjustment transactions income (loss’
(In thousands

PNMR
Balance at December 31, 2C $ 1,721 $ (8,99¢) $ 38,22F $ 30,94¢
Balance at December 31, 2C $ 10,75¢ $ (75449 $ 18,62¢ $ (46,057
PNM
Balance at December 31, 2C $ 1,721 $ (8,859 $ 24,87¢ $ 17,74¢
Balance at December 31, 2C $ 10,75¢ $ (75,24H % 12,67¢ $ (51,807
TNMP
Balance at December 31, 2C $ - 3 (142) $ - $ (142
Balance at December 31, 2C $ - $ (199) $ 12t $ (74)

(20) Related Party Transactions

PNMR, PNM, TNMP, and Optim Energy are considerddteel parties as defined under GAAP. PNMR Servicempany provide
corporate services to PNMR, its subsidiaries, aptinr®Energy in accordance with shared servicesesgemts. These services are billed
monthly basis to the business units. Billings areost, except for Optim Energy, which includeprafit element. There is also a serv
agreement for Optim Energy to provide servicesN¢R.

PNMR files a consolidated federal income tax retuith its affiliated companies. A tax allocatiograement exists between PNMR
each of its affiliated companies. These agreemprdside that the subsidiary company will compute taxable income on a staatbne
basis. If the result is a net tax liability, sumtmount shall be paid to PNMR. If there are netrajiey losses and/or tax credits, the subsi
shall receive payment for the tax savings from PNidfhe extent that PNMR is able to utilize thosedfits.

See Note 6 for information on intercompany borrapémrangements and Note 7 for intercompany leasagements.
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See Note 22 for information concerning Optim Ener@ge Note 23 for information concerning the tfanef operations from TNMP

PNM and the sale of PNM Gas. The table below surnzesmthe nature and amount of related party tictimses of PNMR, PNM and TNMP:

Year Ended December 31

2009 2008 2007
(In
thousands

Electricity, transmission and distribution relatatvices billings

PNM to TNMP $ - $ - $ 12€

TNMP to PNMR 41,33¢ 55,21« 72,57¢
Services billings

PNMR to PNM* 80,14: 81,72¢ 93,91(

PNMR to TNMP 22,91¢ 19,04: 23,83

PNM to TNMP 69¢ 12¢ 23t

TNMP to PNMR 63€ 994 872

PNMR to Optim Energ; 6,51¢ 8,972 8,31¢

Optim Energy to PNMF 30¢ 672 11€
PNMR Services capital expenditures fe

PNM to (from) PNMR - - 99

TNMP to (from) PNMR - - 18
Income tax sharing paymen

PNM to PNMR 126,52 2,05(C 5,60/

TNMP to PNMR 4,32 15,07¢ -

PNMR to TNMP - - (15,529
Interest payment:

PNM to PNMR 8 - 3

TNMP to PNMR 84¢ 8 1,16¢

* PNM Shared services include billings to PNM G&$0.9 million, $16.1 million, and $31.6 million @009, 2008, and 2007.
(21) New Accounting Pronouncement:

Information regarding recently issued accountingnpuncements, including those that have not beeptad by the Company coi
have a material impact, is set forth below.

Accounting Standard Update 2009-01 -- Generally A@pted Accounting Principles: amendments based onStatement of Financia
Accounting Standards No. 168—Thd-ASB Accounting Standards Caodification ™ and the Hierarchy of Generally Accepted Accountin
Principles

Effective September 15, 2009, tRASB Accounting Standards Codificati®ASC”) combined all of the FASB’s, and its predssers;
technical accounting pronouncements into a singl&rce of authoritative GAAP. As a result, refeeha@re no longer made to techr
accounting pronouncements but instead to GAAP er AIBC topic. The ASC will be updated thru an Acuing Standard Upde
(“ASU"). ASU'’s that affect the current reportinggod or may affect the Comparsyfuture financial statements or disclosure requéets ar
described in this section.
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Accounting Standard Update 2009-17 -Consolidation: Improvements to Financial reporting by Enterprises Involved with Variable
Interest Entities

The FASB amended GAAP through ASU 2009-17 to regjeintities to perform an analysis of a compandriable interest entities
determine whether a controlling interest exists tradefore require consolidation. This amendmeaviges additional guidance and ongc
reassessments of the status of variable interdisiesrand is effective for interim and annual repm periods beginning after November
2009. The Company is evaluating the impact of afmendment on the Company'’s financial statements.

Accounting Standard Update 2010-06 --Fair Value Measurements and Disclosures: ImprovingDisclosures about Fair Valui
Measurements

The FASB released amended guidance related toodises of fair value measurements. The updateresgentities to enhance intel
and annual disclosures about fair value measureangmecifically:
-Further disaggregate the level presented for detitequity securities (i.e. U.S. Treasuries, mpaisi, etc.)
-Disclose the amount and reason for significamtdfers between fair value categories level 1 anel 2
-Disclose information about the purchases, satssiginces, and settlements for items in level Beofdir value measurements on a
gross basis rather than net

The enhanced disclosure will be effective for thieiim period ended March 31, 2010 for the first fitems. The third item regardi
level 3 information will be effective for the inter period ended March 31, 2011. The Company withply with the disclosure requireme
as they become effective.

(22) Optim Energy

In January 2007, Optim Energy was created by PNMB BCJV, a wholly owned subsidiary of Cascade twese@xpanding U.!
markets, principally the areas of Texas coveredBRCOT. PNMR and ECJV each have a 50 percent oWipensterest in Optim Energy,
limited liability company. Optim Energy’s name wesanged from EnergyCo on February 2, 2009.

On June 1, 2007, Optim Energy entered into a bardn€ing arrangement with a term of five years,chhincludes a revolving line
credit. This facility also provides for bank letteof credit to be issued as credit support fotadercontractual arrangements entered int
Optim Energy. Cascade and ECJV have guaranteeich@tergy’s obligations on this facility and, toceee Optim Energy obligation t:
reimburse Cascade and ECJV for any payments matkr tle guaranty, have a first lien on all assé@pmim Energy and its subsidiaries.
June 2007, Optim Energy distributed $87.5 millioreach of PNMR and ECJV from a long-term borrowingler this facility.

In January 2010, Optim Energy entered into floatmdixed interest rate swaps with an aggregate noti@mount of $650.
million. The effect of these swaps is to convé&b@®.0 million of borrowings under Optim Energycredit facility from an interest rate baset
the onemonth LIBOR rate to a fixed rate of 1.33% througinuJary 7, 2011, exclusive of loan guaranty feeses€ swaps will be accounted
as cash-flow hedges.

On June 1, 2007, PNMR contributed its ownershig\ltdira to Optim Energy at fair value of $549.6 naifi (after the working capit
adjustment described below). ECJV made a cashibatitn to Optim Energy equal to 50% of the failueaamount, and Optim Enel
distributed that cash to PNMR. PNMR accountedHc transaction by (1) removing the assets arddlili@s transferred to Optim Energy frc
its consolidated financial statements; (2) recaydam additional investment in Optim Energy for amoant equal to 50% of the net carry
value of the Altura assets and liabilities transfdy reflecting that 50% of the items transferreel ia effect still owned by PNMR; and
reflecting in results of operations the differefmween the cash received and 50% of the net ogrmyélue of the items transferred the
effect were sold to ECJV, which resulted in a f@edoss of $3.1 million being reflected in enengyduction costs. As provided under
contribution agreement, subsequent to
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June 1, 2007, an adjustment to the contributionuartsowas made for changes in June 1, 2007, astatat to the contribution amounts
made for changes in components of working capiéivben the date for which fair value was determiaed closing. The result of tl
adjustment was a payment by PNMR of $2.1 million.

Effective August 1, 2007, Optim Energy completeel dlequisition of Altura Cogen, a 614 MW natural-§iesd cogeneration electric a
steam plant, located near Houston, Texas. Thehpaecprice of $477.9 million, after working capitaljustments, was funded through «
contributions of $42.5 million from each of PNMRdaECJIV and the remaining amount was financed thHroogrrowings under Opti
Energy’s credit facility.

In June 2009, Optim Energy and NRG Cedar Bayou ¢etenp a jointly developed 550 MW combinegele natural gas unit at 1
existing NRG Cedar Bayou Generating Station nearsttm. Optim Energg’ share of this unit is 275 MW and its share ofdhestructio
costs was $209.6 million. Optim Energy financedpbrtion of the Cedar Bayou construction with baings under its existing credit facil
and operating cash flows.

PNMR has no commitments or guarantees with regpe@ptim Energy.

Summarized financial information for Optim Energyais follows:

Year Ended December 31

2009 2008 2007
(In thousands

Operating revenue $ 31950 $ 472,66 $ 224,33
Cost of sales 201,54 366,47 147,31.
Gross margir 117,96( 106,18¢ 77,027
Non-fuel operations and maintenance expe! 33,11¢ 26,05: 13,25
Administrative and general expen: 27,91( 26,23: 15,44t
Impairment of intangible asse - 21,79 -
Write down of emission allowanc 51,58¢ 31,73¢ -
Depreciation and amortization expel 37,17: 30,54¢ 15,66¢
Taxes other than income tax 11,08¢ 11,954 4,80¢
Operating income (los (42,91 (42,129 27,86(
Other income (deduction (31¢) 74C 635
Net interest charge (13,759 (19,189 (17,907
Earnings (loss) before income ta (56,98 (60,572) 10,58¢
Income taxes (benefi® (167 (88) 434
Net earnings (loss) $ (56,820 $ (60,489 $ 10,15¢
50 percent of net earnings (lo: $ (28,417 $ (30,247 $ 5,077
Amortization of basis difference in Optim Energy (1,732 55k 2,504
PNMR equity in net earnings (loss) of Optim Energy $ (30,14 $ (29,687 $ 7,581

(1) Represents the Texas Margin Tax, which is icemed an income tax.
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December 31

2009 2008
(In thousands
Current assel $ 128,61¢ $ 151,67
Net property plant and equipme 951,75’ 946,42(
Deferred asse! 137,38 224,77t
Total asset 1,217,76! 1,322,87.
Current liabilities 66,19( 104,82t
Long-term debi 755,00( 730,77¢
Other long-term liabilities 5,71C 7,76%
Total liabilities 826,90( 843,36’
Owners’ equity $ 390,86( $ 479,50¢
50 percent of owne’ equity 195,43( 239,75:
Unamortized PNMR basis difference in Optim Energy 23€ 197
PNMR equity investment in Optim Ener $ 19566¢ $ 239,95(

Revenue related to power sales and purchasedusi@ttnet in operating revenues. Costs relatédeiopurchases and sales are recc
net in cost of sales.

The contribution of Altura created a basis differebetween PNMR' recorded investment in Optim Energy and 50 percE@ptinm
Energys equity. While the portion of the basis differenelated to contract amortization will only comginthrough 2010, other ba
differences, includin@ difference related to emission allowances, watitimue to exist through the life of the Altura pia The basis differen
adjustment detailed above relates mainly to cohteanortization with insignificant offsets related the other minor basis differer
components.

Optim Energy individually valued each asset aadility received in the Altura (Twin Oaks) and AlauCogen transactions and initic
record them on its balance sheet at the deternfmied/alue. For both transactions, this accountiagults in amortization since contr:
acquired were out of market and emission allowamatile acquired from government programs withoastdo Optim Energy, have mar
value. During 2009, 2008, and 2007, Optim Energgorded, as a increase (decrease) to operatingueseincome from amortization
contracts acquired of $(6.7) million, $2.2 millioand $36.4 million and amortization expense on simisallowances of $4.7 million, $1.
million, and $2.3 million, which is recorded in ¢a@d sales.

In July 2008, a federal appeals court ruling by th&. Court of Appeals for the District of Columb@ircuit Court invalidate
CAIR. This ruling appears to remove the need foissions allowance credits under the CAIR progrelowever, in December 2008, CA
was temporarily reinstated by the courts. Optinedgg has inventory of emissions allowances frompiiehase of the Altura Cogen plant
contribution of the Twin Oaks plant. During 20@ptim Energy recorded a ptax write off of $31.7 million for all inventory wuter the CAIF
program. Optim Energy values its remaining emissittowances at the lower of cost or market. Ic&eber 2009, Optim Energy reduced
value of its held for sale NOx emission allowanbgs$51.6 million because of significant price deeb in an illiquid market. At December
2009, Optim Energy has $4.9 million remaining higidsale allowances in inventory. As of December Z109, Optim Energy also has $t
million in inventory for emission allowances thatedeld to meet the emission requirements of iteging facilities.

The assets of Altura transferred to Optim Energyjuided the development rights for a possible 6@@awatt expansion of the Ty
Oaks plant, which was classified as an intangibkea Optim Energy made a strategic decisionmpttsue the Twin Oaks expansion an
2008, wrote off the development rights as an
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impairment of intangible assets amounting to $24il8on. In addition $1.2 million of deferred castelated to this project were written off as
administrative and general expense.

Optim Energy has a muliiear hedging program. The level of hedging at gingn time varies depending on current market dor
and other factors. Economic hedges that do ndifgdar or are not designated as cash flow hedgesormal purchases/sales are derivi
instruments that are required to be marked to nafRee to the extreme market volatility experieshae the first quarter of 2008 in the ERC
market, Optim Energy made the decision to exitgheculative trading business and close out theusgtdée trading positions. Optim Enel
incurred $2.4 million of speculative trading losg@2008 and has since settled all speculativetiposi

See Note 6 for a discussion of the impacts of #rkhuptcy of LBCS.

LCC is Optim Energy’s counterparty in several agnents for power and steam salds. addition, LCC leases Optim Energy the |
for the Altura Cogen facility and provides othemngees, including water, to that facility. On Jamy 6, 2009, LCC filed for bankrupt
protection under Chapter 11 of the US BankruptcyléCoThe pregpetition amount due from LCC is immaterial and vialy reserved as i
December 31, 2008. LCC has continued to perfordeuthe existing contracts.

(23) Discontinued Operations
PNM Gas

As discussed in Note 2, PNM sold its gas operatiaéch comprised the PNM Gas segment, on Januarg@9. Under GAAP, tl
assets and liabilities of PNM Gas are considereletdeld-forsale as of December 31, 2007 and presented astiimoed operations on t
accompanying balance sheets and statements ohgarnin accordance with GAAP, no depreciatioretorded on assets held for sale in :
and 2008. PNM also retained obligations for cer@intingent liabilities that existed at the datesafe. PNM recognized $5.4 million
expense related to these liabilities in the 2008uRe of Operations for PNM Gas. Summarized fit@ninformation for PNM Gas is
follows:

Financial Position

December
31, 2008
(In
thousands
ASSETS

Cash and cash equivale $ 25
Accounts receivable and unbilled revenues, 64,02:
Regulatory and other current assets 43,93¢
Total current asse 107,98t
Gas plant in servic 775,83¢
Accumulated depreciation and amortizat (239,28()
Construction work in progress 22,57¢
Net utility plant 559,13(
Regulatory and other assets 2,78k
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LIABILITIES AND EQUITY

Accounts payable and accrued expel $ 44,99:

Regulatory and other current liabilities 32,08

Total current liabilities 77,08

Regulatory liabilities 75,29¢

Deferred credits and other liabiliti 19,31¢

Total deferred credits and other liabiliti 94,61¢

Equity 498,20

Results of Operations
Year Ended December 31
2009 2008 2007
(In
thousands

Operating revenue $ 6569 $ 506,95 $ 508,54¢
Cost of energy 44,69¢ 346,57 352,80°
Gross margin 20,99: 160,38 155,73¢
Operating expenst 11,26« 92,17: 97,10:
Depreciation and amortization - - 21,64¢
Operating income 9,73: 68,20" 36,98¢
Other income (deduction 292 2,59( 1,147
Net interest charge (962) (13,210 (12,22%)
Gain on disposal 98,42¢ - -
Segment earnings before income ta 107,48t 57,58t 25,91(
Income taxes (benefi 36,68 22,95 10,39«
Segment Earnings $ 70,80 $ 34,62¢ $ 15,51¢

Information on the regulatory assets and liabgitiéd PNM Gas is as follows:

Assets:

Current:
PGAC
Other

Non-Current:
OPEB
Other

Total regulatory asse
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Liabilities:
Current:
PGAC $ =
Off-system sales marg (30%)
Other (579)
(882)
Non-Current:
Cost of Removal (75,299
Total regulatory liabilitie: $ (76,17

PNM Gas'’s cost-of-gas revenues collected from ssdegice customers were recovered in accordanceNWRRC regulations throut
the PGAC and represented a pdssugh of the cost of natural gas to the custoriére NMPRC approved an agreement regarding thgiig
strategy of PNM Gas and the implementation of egopmanagement fund program which included a cootiaumonthly balancing account w
a carrying charge. This carrying charge had tliecebf keeping PNM Gas whole on purchases of gaedt was compensated for the t
value of money that existed due to any delay ifectibns from customers.

PNM Gas used a variety of hedging instruments tfioly fixed price contracts, call options and finahswaps to facilitate the hec
strategy. PNM Gas also entered into physical gasracts to meet the needs of its retail saksdce customers. Due to the agreement t
PNM Gas, the contracts that extended beyond Deaegihe2008 no longer qualified for the normal puashs exception pursuant to GAAF
of December 31, 2007 and were markedrtarket. Costs and gains and losses for the abstiments are deferred and recovered throug
PGAC with no income statement effect. At Decengier2008, PNM Gas had $7.0 million of current asseitd current liabilities and no long-
term assets and long-term liabilities related &sthinstruments.

(24) Business Improvement Plar

In 2007, the Company began a business improvenmenégs that included a comprehensive cost struanabysis of its operations an
benchmarking analysis to similaized utilities. During 2007 and 2008, the Companglemented a series of initiatives designed tmagge
future operational costs, maintain financial sttengnd strengthen its regulated utilities. Theltimhase process included a busii
improvement plan to streamline internal processed @duce the Company’s work force. The utiiéyated process enhancements 1
designed to improve and centralize business funstidctivities contemplated under the business awpment plan have been completed
no significant costs were incurred during 2009.

The Company has existing plans providing sever&ecefits to employees who are involuntarily teraén due to elimination of th:
positions. Severance benefits payable under tmep@ays existing plans are recorded when it is probdide a liability has been incurred ¢
the amount can be reasonably estimated. At DeceBibe2008 and 2007, the Company assessed thes sifithe business improvem
process and the positions that were probable ofgbeliminated. The Company calculated the severaeaefits associated with those posit
and recorded preax expense of $3.4 million in 2008 and $10.5 miillin 2007. In 2008 and 2007, severance experises@and $5.0 millic
were recorded by PNM and $0.1 million and $0.6 ionllwere recorded by TNMP. The Company also iredirother costs, primar
consulting fees, related to the business improvémplan of $7.5 million and $2.1 million in 2008 ag@07.

(25) Goodwill and Other Intangible Assets; Impairments

The excess purchase price over the fair valueehtisets acquired and the liabilities assumed byifRfor its June 6, 2005 acquisiti
of TNP was recorded as goodwilhind was pushed down to the businesses acquire2D0h, the TNMP assets that were included in ite/
Mexico operations, including goodwill of $102.8 haih, were transferred to PNM. See Note 2. Of$i8.3 million of other intangible ass
acquired in the TNP acquisition, $68.8 million tethto the trade name “First ChoiceThe trade name is considered to have an inde
useful
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

life; therefore, no amortization is recorded. Tleer $10.5 million intangible asset related to st Choice customer list. The useful life
the customer list was estimated to be approximatiglygt years.

The Company evaluates its goodwill and rammertizing intangible assets for impairment annuall the reporting unit level or mc
frequently if circumstances indicate that the goitider intangible assets may be impaired. Applicatof the impairment test requi
judgment, including the identification of reportingits, assignment of assets and liabilities toriépg units and determination of the fair ve
of each reporting unit. The fair value of eachompg unit is estimated using a discounted castv finethodology. This analysis requ
significant judgments, including estimation of frewcash flows, which is dependent on internal fasex; estimation of lontgrm growth rate
for the business and determination of appropriadégited average cost of capital for each reporting. Changes in these estimates
assumptions could materially affect the determaratf fair value and the conclusion of impairmemtéach reporting unit.

For nonamortizing intangibles other than goodwill, the Gmmy compares the fair value of the intangible tasseits recorde
value. For goodwill, the first step of the impaém test requires that the Company compare thevédire of each reporting unit with
carrying value, including goodwill. If as a resaftthis analysis, the Company concludes thera imdication of impairment in a reporting t
having goodwill, the Company is required to perfothe second step of the impairment analysis, deétémm the amount of goodw
impairment to be recorded. The amount is calcdlatecomparing the implied fair value of the gooldhta its carrying amount. This exerc
requires the Company to allocate the fair valuemeined in step one to the individual assets atdllifies of the reporting unit. Any remaini
fair value would be the implied fair value of goadwn the testing date. To the extent the recdrdeount of goodwill of a reporting u
exceeds the implied fair value determined in stap in impairment loss is reflected in results pém@tions.

The market capitalization of PNMR’common stock was significantly below book valueiy 2008, which is an indicator t
intangible assets may be impaired. In additiomnges in the ERCOT market significantly impactes tbsults of operations of First Cho
The Company performed its annual testing of inthlegassets as of April 1, 2008. As a result of gmalysis, the Company concluded t
was an indication of impairment in the reportingtsirhaving goodwill and that the First Choice tratleme was impaired and recor
impairments of $135.0 million for goodwill and $9million for the First Choice trade name. The final challenges facing First Cho
continued throughout 2008 and were exacerbatedéynipacts of Hurricane ke and depressed econonriditions resulting in significa
increases in the levels of uncollectible accoumliae to these conditions, additional impairmentingswas performed for First Choice as
December 31, 2008. As a result, the Company recbadiditional impairment losses of $39.4 milliom forst Choice goodwill and $3:
million for the First Choice trade name at Decem®&y 2008. Although the impairments of goodwilljgeegating $174.4 million, have
income tax effects, the impairment of the First i€adrade name amounting to $42.6 million does ravéncome tax effect and results ir
after-tax impact of $27.7 million. The impairmemts not impact the Compars/cash flows. Other than the 2008 impairments Gbmpan
has not recorded any impairments of goodwill.

The 2009 annual evaluation did not indicate impainta of any of PNMR’s reporting units. While thanket capitalization of PNMR’
common stock was still significantly below book walat April 1, 2009, PNMR' stock price has increased since that date. dlitiaa,
improved regulatory treatment has been experiebgedNM in New Mexico and by TNMP in Texas. Furtinere, the First Choice busin
has stabilized in 2009, primarily due to more peceable power and fuel price patterns in the ERCCaFket. These factors have resulte
more predictable earnings and increased fair vadfiese reporting units. Since the annual evalumtibere have been no indications tha
fair values of the reporting units with recordeddwill have decreased below the carrying values.
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The changes in the carrying amount of goodwill bgartable segment for the years ended Decembet08®B, 2008, and 2007 were
follows:

TNMP First Total
PNM Electric Choice PNMR
(In thousands

Balance as of December 31, 2( $ - $ 363,76c0 $ 131,97¢ $ 495,73¢
Adjustments during 2007 102,77" (102,647 (20€) (74)
Balance as of December 31, 2( 102,77* 261,12: 131,76¢ 495,66
Impairments during 2008 (51,149 (34,45¢) (88,755 (174,359
Balance as of December 31, 2008 and 2009 $ 51,63: $ 226,66! $ 43,01: $ 321,31(

The components of PNMR’s other identifiable intdnigiassets are as follows:

December 31
2009 2008
(In thousands

First Choice trade nan $ 26,157 $ 26,15}
First Choice customer list 5,68 5,682

Total other intangible asse 31,83¢ 31,83¢
Accumulated amortization 5,27 4.67:

The Company evaluates its amortizing intangibleetss&r impairment only when circumstances indi¢hatg the intangible assets n
be impaired. Due to conditions at First Choicecdbgsd above, the Company performed an impairmesttdf the First Choice customer
asset as of December 31, 2008 and as a resultdezta pre-tax impairment of $4.8 million ($3.1 linit after-tax) for this asset.

See Note 22 for a discussion of impairments reablyeOptim Energy.
(26) Quarterly Operating Results (Unaudited)
Unaudited operating results by quarters for 2008 2008 are presented below. In the opinion of mamegnt of the Company,
adjustments (consisting of normal recurring ac&uakcessary for a fair statement of the resultepafrations for such periods have k

included. On January 30, 2009, PNM completed t#ile sf PNM Gas, which is considered discontinueé@rations and excluded frc
continuing operations in the tables below. SeesNoand Note 23.
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Quarter Ended

September December
March 31 June 30 30 31
(In thousands, except per share amot
PNMR
2009

Operating revenue $ 385,86! $ 401,11¢ $ 477,720 $ 383,04:
Operating incomi 29,90 24.,87¢ 101,53t 35,62¢
Earnings from continuing operatio 16,40" 3,41¢ 58,22 (12,116
Earnings from continuing operations attributabl®tMR 13,69¢ 51z 55,55¢ (16,249
Net earning: 92,26( 80¢ 56,86 (13,19
Net earnings (loss) attributable to PN} 89,54¢ (2,099 54,19: (17,32)

Earnings from Continuing Operations Attributable to PNMR per
Common Share:

Basic 0.1t 0.01 0.61 (0.1¢)

Diluted 0.1t 0.01 0.6(¢ (0.1¢)
Net Earnings (Loss) Attributable to PNMR per CommonShare:

Basic 0.9¢ (0.02) 0.5¢ (0.19)

Diluted 0.9¢ (0.02) 0.5¢ (0.19)

2008

Operating revenue $ 364,50 $ 580,31( $ 607,07t $ 407,63:
Operating income (los (58,97 (122,76() 33,66 (81,74
Earnings (loss) from continuing operatic (71,009 (145,114 (1,269 (80,189
Earnings (loss) from continuing operations attréinlé¢ to PNMFE (71,13 (146,249 (4,847) (83,042
Net earnings (los: (48,509 (142,35) (1,902) (70,17¢)
Net earnings (loss) attributable to PNM (48,63¢) (143,48¢) (5,48¢) (73,03)

Earnings (Loss) from Continuing Operations Attributable to PNMR
per Common Share:

Basic (0.99) (1.79) (0.0¢) (0.99
Diluted (0.99) (1.79) (0.0¢) (0.99
Net Earnings (Loss) Attributable to PNMR per CommonShare:
Basic (0.6%) (1.7¢) (0.0¢) (0.82)
Diluted (0.6%) (1.7¢) (0.0¢) (0.82)
PNM
2009
Operating revenue $ 231,95 $ 226,54. $ 275,02 % 234,48t
Operating income (los 10,48¢ (10,44 58,95: 18,25«
Earnings (loss) from continuing operatic (2,349 (5,14¢) 33,44% 5,94¢
Net earnings (loss 73,50¢ (7,757) 32,08¢ 4,86¢
Net earnings (loss) attributable to PN 70,93( (10,537 29,54¢ 86t
2008
Operating revenue $ 252,66: $ 386,05¢ $ 356,39° $ 247,82:
Operating income (los (30,587 (29,63 47,38t 6,31
Earnings (loss) from continuing operatic (26,97 (46,007 19,38¢ (5,69¢)
Net earnings (loss (4,47°%) (43,24% 18,747 4,30¢
Net earnings (loss) attributable to PN (4,47% (44,24¢) 15,29¢ 1,582
TNMP
2009
Operating revenue $ 41,228 % 46,81¢ $ 55,66 $ 48,92!
Operating income (lost 6,08t 10,43: 16,73: 11,85:
Net earnings (loss 1,421 1,76¢ 6,151 2,82¢
2008
Operating revenue $ 42,22¢  $ 47,11 $ 51,097 $ 49,83¢
Operating income (los: 10,58 (21,569 15,50¢ 12,92
Net earnings (loss 3,73( (28,759 8,09: 8,13
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As discussed in Note 12, the actuarial determinatiothe PBO for the PNM pension plan at Decemider2B09 revealed that there t
been an increase in the PBO of $9.6 million duaéoretirement of employees transferred to NMG®fuing the sale of PNM Gas in Janui
2009. This increase was expensed, similar to a platailment, as required by GAAP and reducedghim recognized on the sale. 1
expense for the PBO increase is reflected througgtraactive adjustment of the March 31, 2009 arart the above table and PNMR ¢
PNM will restate that quarter on its Form Q8- during 2010. The retroactive adjustment is padiscontinued operations for PNMR &
PNM and does not impact earnings from continuingragions or earnings per share from continuing atfmrs. The retroactive adjustmi
had the following impact on the March 31, 2009 ameyresented above:

Quarter Ended March 31,
2009

As
previously
Reported As Restated
(In thousands, except p
share amount:

PNMR
Net earnings (loss $ 98,08: $ 92,26(
Net earnings (loss) attributable to PN} 95,37: 89,54¢
Net Earnings (Loss) Attributable to PNMR per ComnSirare;
Basic 1.04 0.9¢
Diluted 1.04 0.9¢
PNM
Net earnings (los: 79,33 73,50¢
Net earnings (loss) attributable to PN 76,75 70,93(
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINRERM

To the Board of Directors and Stockholders of
PNM Resources, Inc. and Public Service Companyext NMexico
Albuquerque, New Mexico

We have audited the consolidated financial statésneffPNM Resources, Inc. and subsidiaries andi®&lgrvice Company of New Mexico
and subsidiaries (collectively, the “Companies”pé®ecember 31, 2009 and 2008, and for each dhitee years in the period ended
December 31, 2009, and have issued our reportsdhetated February 27, 2010 (which reports expessqualified opinion and include an
explanatory paragraph regarding changes in theadethaccounting for fair value measurements in@@hd internal control over financial
reporting as of December 31, 2009 and have issuetkports theron dated February 27, 2010; suchalmlated financial statements and
reports are included elsewhere in this Form 10-t. &udits also included the financial statemenedadkes of the Companies listed in Iltem 15.
The financial statement schedules are the respbtysdf the Companiesmanagement. Our responsibility is to express aniopibased on ot
audits. In our opinion, such financial statemefiestules, when considered in relation to the basisalidated financial statements taken as a
whole, present fairly, in all material respect® thformation set forth therein.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 27, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

To the Board of Directors and Stockholder of
Texas-New Mexico Power Company
Lewisville, Texas

We have audited the consolidated financial statésnefiiTexas-New Mexico Power Company and subselaigollectively, the “Companygs
of December 31, 2009 and 2008, and for each ahtfee years in the period ended December 31, 20@Phave issued our report thereon
dated February 27, 2010; such consolidated finhetagements and report are included elsewhefgsrForm 10-K. Our audit also included
the financial statement schedule of the Compangdis Item 15. The financial statement scheduthé responsibility of the Company's
management. Our responsibility is to express amia@pbased on our audit. In our opinion, suclaficial statement schedule, when consid
in relation to the basic consolidated financiatet@ents taken as a whole, presents fairly, in atiemial respects, the information set forth
therein.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 27, 2010
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SCHEDULE |
PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
BALANCE SHEETS

December 31

2009 2008

(In thousands

Assets
Cash and cash equivalel $ 6,65: $ 75,09¢
Intercompany receivable 98,59¢ 102,51:
Income taxes receivab 57,85¢ 64,98
Other current asse - 1,26¢
Total current asse 163,11( 243,85t

Property, plant and equipment, net of accumul

depreciation of $10,916 and $9,7 22,21¢ 23,45¢
Long-term investment 16,40( 21,15
Investment in subsidiaries (including discontinaperations’ 1,648,33 1,805,041
Equity investment in Optim Ener 195,66¢ 239,95(
Other lon¢-term asset 3,43¢ 6,83
Total long-term assets 1,886,05 2,096,43!

$ 2049,16 $ 2,340,29

Liabilities and Stockholders' Equity

Shor-term debt $ 40,00 $ 154,66°
Shor-term det-affiliate 6,80( 3,60(
Current maturities of lor-term debt 2,12¢ 2,004
Current liabilities 17,07 16,84.

Total current liabilities 65,99¢ 177,11
Long-term debi 199,76: 359,29
Other long-term liabilities 33,69 57,48:

Total liabilities 299,45( 593,88
Convertible preferred stock (no stated valueQ@0,000 shares authorize

issued and outstanding 477,800 shares) 100,00( 100,00(
Common stock outstanding (no par value, 120,000sb@@es authorize:

issued and outstanding 86,673,174 and 86,531,643 1,289,89I 1,288,16!
Accumulated other comprehensive income, net o (46,05 30,94¢
Retained earnings 405,88 327,29

Total common stockholders' equity 1,649,71 1,646,401

$ 2049,16 $ 2,340,29
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SCHEDULE |
PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
STATEMENTS OF EARNINGS

Year ended December 31

2009 2008 2007

(In thousand

Operating Revenues $ - $ - $ -
Operating Expenses 8,15¢ 23,81¢ 22,43¢
Operating income (loss) (8,156 (23,819 (22,434
Other Income and Deductions:
Equity in earnings (loss) of subsidiar 76,49: (254,09)) 78,58(
Equity in net earnings (loss) of Optim Enel (30,144 (29,687 7,581
Other income 22,91¢ 3,35¢ 2,76¢€
Other deductions (26,850 (45,782 (47,217
Net other income (deductions) 42,41 (326,20) 41,71(
Income (Loss) Before Income Taxe 34,257 (350,02¢) 19,27¢
Income Tax Expense (Benefit (19,259 (44,759 (40,082
Earnings (Loss) from Continued Operations 53,51¢ (305,277) 59,35¢
Earnings from Discontinued Operations, net of incora
taxes of $36,687, $22,957, and $10,: 70,80: 34,62¢ 15,51¢
Net Earnings (Loss) $ 124,31« $ (270,649 $ 74,87
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SCHEDULE |
PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
STATEMENTS OF CASH FLOWS

Year Ended December 31
2009 2008 2007
(In thousands

Cash Flows From Operating Activities:
Net earnings (loss $ 124,31¢ $ (270,649 $ 74,87+
Adjustments to reconcile net earnings (loss) tocash flows
from operating activities

Depreciation and amortizatic 4,89: 4,24¢ 4,94:
Deferred income tax expen (16,959 (13,78)) (41€)
Equity in (earnings) loss of subsidiar (147,29) 219,46! (94,09¢)
Equity in net (earnings) loss of Optim Ene 30,14¢ 29,68 (7,58))
Impairment of intangible asse - - 3,38(
Gain on reacquired de (7,317%)
Realized loss on Altura contributic - - 3,08¢
Stock based compensation expe 2,18¢ 3,261 7,551
Other, ne - - -
Changes in certain assets and liabilit
Other current asse 8,391 10,99 (1,36€)
Other asset 634 33 3,37t
Accounts payabl (97) 71 (641)
Accrued interest and tax (1,080 (3,709 (73,37¢)
Other current liabilitie: 1,38 (3,009 42,15(
Other liabilities (22,359 (29,289 (10,099
Net cash flows from operating activiti (23,149 (52,67%) (48,209

Cash Flows From Investing Activities:

Additions to property, plant and equipmi - - (8)
Investments in subsidiaris (86,257 - (148,349
Investments in Optim Energ - - (45,040
Distributions from Optim Energ - - 362,28
Cash dividends from subsidiari 347,01. 40,04: 101,30(
Other, ne 3 - 592
Net cash flows from investing activities 260,76: 40,04 270,77
Cash Flows From Financing Activities:
Shor-term borrowings (repayments), r (114,66 (202,229 (158,08¢)
Shor-term borrowings (repaymer- affiliate) 3,20( - -
Long-term debt repaymen (148,42) - -
Long-term debt borrowing - 102,75( -
Issuance of common sto 1,24t 250,95¢ 4,281
Exercise of employee stock optic (957) (2,315 (7,26¢€)
Excess tax benefit from stc-based payment arrangeme (760) (560) 12
Dividends paic (45,70)) (56,970 (69,807
Other, ne - (5,259 (404)
Net cash flows from financing activities (306,05¢) 87,38¢ (231,270)
Change in Cash and Cash Equivalent (68,447 74,75! (8,700
Cash and Cash Equivalents at Beginning of Perio 75,09¢ 344 9,04t
Cash and Cash Equivalents at End of Perio $ 6,65 $ 75,098 $ 344
Supplemental Cash Flow Disclosures
Interest paic $ 32,09: $ 54,74¢ $ 39,93¢
Income taxes paid (refunded), | $ 116,59. $ (5,936) $ (2,909
Supplemental schedule of non cash investing and &ncing activities:
Convertible preferred stoc issued under forward purchase cont
upon tender of senior unsecured notes $ 100,00(
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SCHEDULE I

PNM RESOURCES, INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions
Balance a Charged tc Charged tc
beginning of costs anc other Balance a
Description year expense: accounts Write-offs end of yea
(In thousands
(@) Allowance for doubtful accoun
year ended December :

2007 $ 584(C $ 17,04: $ - 3% 16,86: $ 6,021
2008 $ 6,021 $ 56,13t $ - $ 40,69. $ 21,46¢
2009 $ 21,466 $ 43937 $ - $ 52,62( $ 12,78

(a) Totals reflect continuing operatior
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SCHEDULE I
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions

Balance a Charged tc Charged tc

beginning of costs an( other Balance a
Description year expense: accounts Write-offs end of yea
(In thousands
(@) Allowance for doubtful accoun
year ended December &

2007 $ 72¢ % 1967 $ - $ 1,967 $ 72¢
2008 $ 72¢ % 4,18¢ $ - 3% 357C $ 1,34¢
2009 $ 1,34t $ 253 % - $ 2,39% $ 1,48:

(a) Totals reflect continuing operatior
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SCHEDULE I
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions

Balance a Charged tc Charged tc
beginning of costs an( other
Description year expense: accounts Write-offs

Balance a
end of yea

(In thousands
Allowance for doubtful account

year ended December &

2007 $ 31 $ 3 9 - $ 34
2008 $ - $ 144 % - $ 144
2009 $ - % 23¢ % - $ 23¢

B-131




ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES
PNMR
(a) Evaluation of disclosure controls and proceslure

As of the end of the period covered by this anmepbrt, PNMR conducted an evaluation under thersigien and with the participatit
of PNMR’s management, including the Chief Executive Offmed the Chief Financial Officer, of the effectiess of the design and opera
of the disclosure controls and procedures (as ééfin Regulation 13A, Sections 13a-15(e) and 15@) of the Securities Exchange Ac
1934). Based upon this evaluation, the Chief EtteguOfficer and the Chief Financial Officer condkd that the disclosure controls
procedures are effective.

(b) Management’s report on internal control ovaaficial reporting.

“Management’s Annual Report on Internal Con®wer Financial Reporting” appears on page B-2sTéport is incorporated by
reference herein.

(c) Changes in internal controls.

There have been no changes in PNMR'’s interoiatirol over financial reporting (as such termedimed in Rules13a-15(f) and 15d-15
(f) under the Securities Exchange Act of 1934) niyrihe quarter ended December 31, 2009 that haverially affected, or are reasona
likely to materially affect, PNMR'’s internal controver financial reporting.
PNM
(a) Evaluation of disclosure controls and proceslure

As of the end of the period covered by this anmeglort, PNM conducted an evaluation under the rsigien and with th
participation of PNM$ management, including the Chief Executive Offiaed the Chief Financial Officer, of the effectiess of the desic
and operation of the disclosure controls and procedl (as defined in Regulation 13A, Sections 13a)18nd 15dt5(e) of the Securiti
Exchange Act of 1934). Based upon this evaluatioa,Chief Executive Officer and the Chief Finah€¥ficer concluded that the disclos
controls and procedures are effective.

(b) Management'’s report on internal control ovaaficial reporting.

“Management’s Annual Report on Internal Coh@®wer Financial Reporting” appears on pagé&.BFhis report is incorporated
reference herein.

(c) Changes in internal controls.
There have been no changes in PNM’s interoadrol over financial reporting (as such term isimkd in Rules13a-15(f) and 15d-15

(H under the Securities Exchange Act of 1934) niyiihe quarter ended December 31, 2009 that hateriaily affected, or are reasona
likely to materially affect, PNM’s internal controler financial reporting .
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TNMP
(a) Evaluation of disclosure controls and proceslure

As of the end of the period covered by this anmeplort, TNMP conducted an evaluation under theesugion and with th
participation of TNMP$ management, including the Chief Executive Offimed the Chief Financial Officer, of the effectiess of the desi
and operation of the disclosure controls and procesl (as defined in Regulation 13A, Sections 13@)18nd 15dt5(e) of the Securiti
Exchange Act of 1934). Based upon this evaluatioa,Chief Executive Officer and the Chief Finah€¥ficer concluded that the disclos
controls and procedures are effective.

(b) Management'’s report on internal control ovaaficial reporting.

“Management’s Annual Report on Internal Coh@®wer Financial Reporting” appears on pagd.BFhis report is incorporated
reference herein.

(c) Changes in internal controls.

There have been no changes in TNMP'’s intazoatrol over financial reporting (as such termedimed in Rules13a-15(f) and 15d-15
(f) under the Securities Exchange Act of 1934) niyrihe quarter ended December 31, 2009 that haverially affected, or are reasona
likely to materially affect, TNMP’s internal controver financial reporting.

ITEM 9B. OTHER INFORMATION
None.
PART Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS OF PNMR AND CORPORATE GOVERNANCE

Reference is hereby made to “Proposal 1: Elect Daectors” in PNMRS Proxy Statement relating to the annual meetir
stockholders to be held on May 18, 2010 (the “2Bidxy Statement”), to PART |, SUPPLEMENTAL ITEM*“EXECUTIVE OFFICERS O
THE COMPANY” in this Form 10-K, “Other Matters” -Section 16(a) Beneficial Ownership Reporting Commie”, “Code of Ethicsanc
“Board Committees and Their Functions”-“Audit anthies Committee’in the 2010 Proxy Statement. The Company intendsatisfy th
disclosure requirements of Form 8-K relating to admeents to the Comparg/code of ethics applicable to its senior execuding financie
officers by posting such information on its Intermeebsite. Information about the Company’s websgiténcluded under Part I, Item 1 -
“Company Website.”

PNMR’s common stock is listed on the New York Stéoichange. As a result, PNM&RChief Executive Officer is required to make
annual certification to the New York Stock Exchargjating that he was not aware of any violationsPNMR of the New York Stoc
Exchange corporate governance listing standartiBvifPs Chief Executive Officer made the most recentifigation to the New York Stoc
Exchange on May 28, 2009.
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ITEM 11. EXECUTIVE COMPENSATION

Reference is hereby made to “Executive Compensatin all subheadings thereunder from “Compengdiiscussion and Analysis”
to “Potential Payments Upon Termination or ChangeControl”, “Director Compensation”, and “Board Cuonittees and Their Functions”-
“Board Governance and Human Resources Committeg&fibcks” in the 2010 Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Reference is hereby made to “PNM Resources Comrtak ®wned by Executive Officers and Directorsgdwnership of More The
Five Percent of PNM Resources Common Stock” anditffCompensation Plan Information” in the 2010 Br&tatement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE
Reference is hereby made to “Related Person Traosatand “Director Independence” in the 2010 Br&tatement.
ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
Reference is hereby made to “Audit and Ethics Cadhemi Report” and “Independent Auditor Feesi the 2010 Prox

Statement. Independent auditor fees for PNM antiPNire reported in the 2010 Proxy Statement for RNMII such fees are fees of PN
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a) - 1. See Index to Financial Statements under Item 8.

(a) - 2. Financial Statement Schedules for the years, 28008, and 2007 are omitted for the reason thegt #ine not required or the
information is otherwise supplied under Item 8.

(a) — 3-A. Exhibits Filed:

Exhibit Description

No.

10.1*  PNMR Changes in Director Compensati

12.1 PNMR Ratio of Earnings to Fixed Charg

12.2 PNM Ratio of Earnings to Fixed Charg

12.3 TNMP Ratio of Earnings to Fixed Charg

21 PNMR Certain subsidiaries of PNM Resources,

231 PNMR Consent of Deloitte & Touche LLP for PNM Resourdes,

23.2 PNM Consent of Deloitte & Touche LLP for Public Servicempany of New Mexic:

311 PNMR Chief Executive Officer Certification Pursuant tecBon 302 of the Sarbar-Oxley Act of 200z
31.2 PNMR Chief Financial Officer Certification Pursuant tecsion 302 of the Sarbar-Oxley Act of 200z
31.3 PNM Chief Executive Officer Certification Pursuant teclon 302 of the Sarbar-Oxley Act of 200z
314 PNM Chief Financial Officer Certification Pursuant teciion 302 of the Sarbar-Oxley Act of 200z
31.5 TNMP Chief Executive Officer Certification Pursuant teclon 302 of the Sarbar-Oxley Act of 200z
31.6 TNMP Chief Financial Officer Certification Pursuant teciion 302 of the Sarbar-Oxley Act of 2002
32.1 PNMR Chief Executive Officer Certification Pursuant tecBon 906 of the Sarbar-Oxley Act of 200z
32.2 PNMR Chief Financial Officer Certification Pursuant tecsion 906 of the Sarbar-Oxley Act of 200z
32.3 PNM Chief Executive Officer Certification Pursuant tecBon 906 of the Sarbar-Oxley Act of 200z
32.4 PNM Chief Financial Officer Certification Pursuant teciion 906 of the Sarbar-Oxley Act of 200z
325 TNMP Chief Executive Officer Certification Pursuant teclBon 906 of the Sarbar-Oxley Act of 200z
32.6 TNMP Chief Financial Officer Certification Pursuant teciion 906 of the Sarbar-Oxley Act of 200z

Note: Separate financial statements of 50 permelgss owned persons will be filed by amendmemNdIR’'s Form 10-K to the extent
required by Article 3.09 of SEC Regulation S-X.
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(a) - 3-B. Exhibits Incorporated By Reference:

The documents listed below are being filed (as shabove) or have been previously filed on behalPbfM Resources, PNM
TNMP and are incorporated by reference to thed#liset forth below pursuant to Exchange Act Rule-32 and Regulation &B-section 1C
paragraph (d).

Exhibit No. Description of Exhibit Filed as Exhibit: Registrant(s)
File No:

Plan of Acquisition

2.0 Asset Purchase Agreement dated Januar 2.0 to PNN' s Annual Report on Form -K for 1-6986
2008 among PNM, Continental Energy Systemsthe year ended December 31, 2007 PNM
LLC and New Mexico Gas Company, Inc.

2.1 Agreement and Plan of Merger among PNM 2.1 to the Company’s Annual Report on Form 10- 1-32462
Resources, PNM Merger Sub LLC, Continental K for the year ended December 31, 2007 PNMR

Energy Systems, LLC and Cap Rock Holding
Corporation dated as of January 12, 2008

2.2 Contribution Agreement, dated as of June 1, z 2.1 to the Compar's Quarterly Report on For 1-32462
among EnergyCo, LLC, PNM Resources, and 10-Q for the quarter ended June 30, 2007 PNMR
ECJV Holdings, LLC

2.3 Purchase and Sale Agreement, dated as of J¢ 2.1 to the Company’s Annual Report on Form 10- 1-32462
14, 2006 among Twin Oaks Power LP, Twin K for the year ended December 31, 2005 PNMR

Oaks Power lll, LP, Sempra Energy, Altura
Power L.P. and PNM Resources (Confidential
treatment was requested for portions of the
exhibit, and such portions were omitted from this
exhibit filed and were filed separately with the
Securities and Exchange Commissi

Articles of Incorporation and By-laws

3.1 Articles of Incorporation of PNM Resources, as 3.1 to the Company’s Current Report on Form 8- 1-32462
amended to date (Certificate of Amendment d K filed November 21, 2008 PNMR
October 27, 2008 and Restated Articles of
Incorporation dated August 3, 20(

3.2 Restated Articles of Incorporation of PNM, 3.1.1 to the Compar's Quarterly Report on For 1-6986
amended through May 31, 20 1C-Q for the quarter ended June 30, 2 PNM
3.3 Articles of Incorporation of TNMP, as amenc  3.1.2 to the Compar's Quarterly Report on For 2-97230
through July 7, 200 1C-Q for the quarter ended June 30, 2 TNMP
3.4 Bylaws of PNM Resources, Inc. with all 3.1 to the Company’s Current Report on Form 8- 1-32462
amendments to and including December 8,z K filed December 11, 200 PNMR
3.5 Bylaws of PNM with all amendments to and 3.1.2 to the Company’s Report on Form 10-Q for 1-6986
including May 31, 200: the fiscal quarter ended June 30, 2 PNM
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Exhibit No.

3.6

Indentures t
PNMR

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

Description of Exhibit Filed as Exhibit: Registrant(s)

File No:

Bylaws of TNMP as adopted on August 4, 2005 3.2.3 to the Company'Quarterly Report on For 2-97230
1C-Q for the quarter ended June 30, 2 TNMP

Indenture, dated as of March 15, 2005, between10.2 to PNMR’s Current Report on Form 8-K 1-32462
PNMR and JPMorgan Chase Bank, N.A., as filed March 31, 2005 PNMR

Trustee

Supplemental Indenture No. 1, dated as of Marc10.3 to PNMR’s Current Report on Form 8-K 333-32170
30, 2005, between the Company and JPMorganfiled March 31, 2005 PNMR
Chase Bank, N.A. as Trustee, with Form of Se

Note included as Exhibit A there

Supplemental Indenture No. 2, dated as of May 4.3 to PNMR’s Current Report on Form 8-K filed 1-32462
16, 2008 between PNMR and The Bank of New May 21, 2008 PNMR
York Trust Company, N.A. (successor to

JPMorgan Chase Bank, N.A.), as trus

Underwriting Agreement dated May 9, 2008 1.3 to the Company’s Current Report on Form 8-
among PNMR and Lehman Brothers Inc. and K filed May 12, 2008

Merrill Lynch, Pierce, Fenner & Smith

Incorporated, as representatives of the

Underwriters named there

Amended and Restated Purchase Contract 4.1 to the Company’s Quarterly Report on Form  1-32462
Agreement dated as of August 4, 2008, betweenl0-Q for the quarter ended September 30, 2008 PNMR
PNMR and U.S. Bank National Association, as

purchase contract age

Amended and Restated Pledge Agreement, datdd? to the Company’s Quarterly Report on Form  2-43573
as of August 4, 2008, between PNMR and U.S. 10-Q for the quarter ended September 30, 2008  PNMR
Bank National Associatio

Indenture, dated as of October 7, 2005, betwee 4.11 to the Company’s Quarterly Report on Form 1-32462
PNMR and U.S. Bank National Association, as 10-Q for the quarter ended September 30, 2005 PNMR
trustee

Supplemental Indenture, dated as of Octob 4.12 to the Compar's Quarterly Report on For 1-32462
2005, between PNMR and U.S. Bank National 10-Q for the quarter ended September 30, 2005 PNMR
Association, as trustee, with Form of Senior Note

included as Exhibit A theret

Supplemental Indenture No. 2, dated as of Au 4.3 to PNMF's Quarterly Report on Form -Q 1-32462

4, 2008 between PNMR and U.S. Bank Nationalfor the quarter ended September 30, 2008 PNMR
Association, as truste
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Exhibit No. Description of Exhibit Filed as Exhibit: Registrant(s)

File No:

4.10 Remarketing Agreement, dated as of October 74.9 to the Company’s Annual Report on Form 10- 1-32462
2005, among PNMR, Banc of America SecuritieK for the year ended December 31, 2005 PNMR
LLC, as remarketing agent and U.S. Bank
National Association as purchase contract a(

4.11 Supplemental Remarketing Agreement dated 10.1 to PNMR’s Current Report on Form 8-K 1-32462
November 7, 2008 among PNMR, remarke! filed November 13, 2008 PNMR
agents named therein and U.S. Bank National
Association, as purchase contract a(

412 Registration Rights Agreement, dated as of 4.10 to the Company’s Annual Report on Form 1-32462
October 7, 2005, between PNMR, as issuer and10-K for the year ended December 31, 2005 PNMR
Cascade Investment, LLC, as initial holc

PNM

413 Indenture of Mortgage and Deed of Trust date 4-(d) to PNV’ s Registration Statement N¢- 2-99990
of June 1, 1947, between PNM and The Bank 0f99990 PNM
New York (formerly Irving Trust Company),

Trustee, together with the Ninth Supplemental
Indenture dated as of January 1, 1967, the Tw
Supplemental Indenture dated as of Septemb
1971, the Fourteenth Supplemental Indenture
dated as of December 1, 1974 and the Twenty-
Second Supplemental Indenture dated as of
October 1, 1979 thereto relating to First Mortg
Bonds of PNM

4.14 Fifty-third Supplemental Indenture, datedfis 4.3 to PNM’s Quarterly Report on Form 10-Q for  1-6986
March 11, 1998, supplemental to Indenture of the quarter ended March 31, 1998 PNM
Mortgage and Deed of Trust, dated as of June 1,

1947, between PNM and The Bank of New York
(formerly Irving Trust Company), as trust

4.15 Indenture (for Senior Notes), dated as ofdilar 4.4 to PNM'’s Quarterly Report on Form 10-Q for  1-6986
11, 1998, between PNM and The Chase the quarter ended March 31, 1998 PNM
Manhattan Bank, as Trust

4.16 First Supplemental Indenture, dated as of Mi 4.5 to PNN' s Quarterly Report on Form -Q for 1-6986
11, 1998, supplemental to Indenture, dated as othe quarter ended March 31, 1998 PNM
March 11, 1998, Between PNM and The Chase
Manhattan Bank, as Trust

4.17 Second Supplemental Indenture, dated ¢ 4.6 to PNN's Quarterly Report on Form -Q for 1-6986
March 11, 1998, supplemental to Indenture, datete quarter ended March 31, 1998 PNM

as of March 11, 1998, Between PNM and The
Chase Manhattan Bank, as Trus
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Exhibit No.

4.18

4.19

4.20

4.21

4.22

4.23

4.24

4.25

4.26

4.27

Description of Exhibit Filed as Exhibit: Registrant(s)
File No:
Third Supplemental Indenture, dated as of 4.6.1 to PNM’s Annual Report on Form 10-K for  1-6986
October 1, 1999 to Indenture dated as of March the fiscal year ended December 31, 1999 PNM

11, 1998, between PNM and The Chase
Manhattan Bank, as Trust

Fourth Supplemental Indenture, dated as of Ma 4.6.2 to PNM'’s Quarterly Report on Form 10-Q 1-6986
1, 2003 to Indenture dated as of March 11, 1998for the quarter ended June 30, 2003 PNM
between PNM and JPMorgan Chase Bank

(formerly The Chase Manhattan Bank), as Tru

Fifth Supplemental Indenture, dated as of May 4.6.3 to PNM’s Quarterly Report on Form 10-Q 1-6986

2003 to Indenture dated as of March 11, 1998, for the quarter ended June 30, 2003 PNM
between PNM and JPMorgan Chase Bank, as

Trustee

Sixth Supplemental Indenture, dated as of Me 4.6.4 to PNN's Quarterly Report on Form -Q 1-6986
2003 to Indenture dated as of March 11, 1998, for the quarter ended June 30, 2003 PNM
between PNM and JPMorgan Chase Bank, as

Trustee

Seventh Supplemental Indenture, dated as of 4.23 to PNN's Quarterly Report on Form -Q 1-6986
1, 2007 to Indenture dated as of March 11, 1998for the quarter ended June 30, 2007 PNM

between PNM and The Bank of New York Trust
Company, N.A. (successor to JPMorgan Chase
Bank), as Truste

Indenture (for Senior Notes), dated as of Au¢ 4.1 to PNN s Registration Statement No.- 333-53367
1, 1998, between PNM and The Chase Manhatt&3367 PNM
Bank, as Truste

First Supplemental Indenture, dated August 1, 4.3 to PNM'’s Current Report on Form 8-K Dated  1-6986
1998, supplemental to Indenture, dated as of  August 7, 1998 PNM
August 1, 1998, between PNM and The Chase

Manhattan Bank, as Trust

Second Supplemental Indenture, dated Septem#Be7.1 to PNM’s Quarterly Report on Form 10-Q 1-6986
1, 2003, supplemental to Indenture, dated as of for the quarter ended September 30, 2003 PNM
August 1, 1998, between PNM and JPMorgan

Chase Bank (formerly, The Chase Manhattan

Bank), as Truste

Third Supplemental Indenture, dated as of May 4.2 to PNM’s Current Report on Form 8-K filed 1-6986
13, 2008 between PNM and The Bank of New May 15, 2008 PNM
York Trust Company, N.A. as trust

Underwriting Agreement dated May 8, 2C 1.2 to the Compar's Current Report on Forn-
among PNM and Lehman Brothers Inc. and K filed May 12, 2008

Merrill Lynch, Pierce, Fenner & Smith

Incorporated, as representatives of the

Underwriters named there
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TNMP

4.28 The First Mortgage Indenture dated as of Marc 4.1 to TNMP’s Current Report on Form 8-K filed  2-97230
23, 2009, between TNMP and The Bank of NewMarch 27, 2009 TNMP
York Mellon Trust Company, N.A., as Trust

4.29 The First Supplemental Indenture dated a 4.2 to TNMF's Current Report on Forn-K filed 2-97230
March 23, 2009, between TNMP and The Ban March 27, 2009 TNMP
New York Mellon Trust Company, N.A., i
Trustee

4.30 The Second Supplemental Indenture dated 4.3 to TNMF s Current Report on Forn-K filed 2-97230
March 25, 2009, between TNMP and The Ban March 27, 2009 TNMP
New York Mellon Trust Company, N.A., i
Trustee

4.31 The Third Supplemental Indenture dated a 4.1 to TNMF's current Report on Forn-K filed 2-97230
April 30, 2009 between TNMP and The Bank of May 6, 2009 TNMP
New York Mellon Trust Company, N.A., i
Trustee

4.32 Indenture, dated January 1, 1999 between TNM&Aw) to TNMP’s Annual Report on Form XOfor 2-97230
and JPMorgan Chase Bank (successor to The the year ended December 31, 1998 TNMP
Chase Bank of Texas, N. A.), as Trus

4.33 First Supplemental Indenture, dated Janua 4(x) to TNMF's Annual Report on Form -K for 2-97230
1999, to Indenture, dated January 1, 1999, the year ended December 31, 1998 TNMP

between TNMP and JPMorgan Chase Bank
(successor to The Chase Bank of Texas, N. A

Trustee
4.34 Second Supplemental Indenture, dated Ju 4 to TNMF's Quarterly Report on Form -Q for 2-97230
2003, to Indenture, dated January 1, 1999, the quarter ended June 30, 2003 TNMP

between TNMP and JPMorgan Chase Bank
(successor to The Chase Bank of Texas, N. A
Trustee

Material Contracts

10.1 Amended and Restated Credit Agreement, d  10.1 to the Compar's Current Report on Forn- 1-32462
as of August 15, 2005, among PNM Resources, K filed August 19, 2005 as Exhibit 10.1 (refiled PNMR
Inc. and First Choice Power, L.P., as borrowers,with exhibits thereto as Exhibit 10.1 to Form 8-
the lenders party thereto, Bank of America, N.A.K/A filed January 5, 2010)
as administrative agent and Wachovia Bank,
National Association, as syndication age

10.2 First Amendment to Credit Agreement dated ¢ 10.2 to the Company’s Annual Report on Form 1-32462
November 3, 2006 among PNM Resources, |  10-K for the year ended December 31, 2006 PNMR
Choice Power, L.P. and TNMP, as borrowers, the
lenders party thereto and Bank of America, N.A.,
as administrative age




10.3 Second Amendment to Credit Agreement date 10.3 to the Compar' s Quarterly Report on For 1-32462
of December 20, 2006 among PNM Resources, 10-Q for the quarter ended March 31, 2007 PNMR
First Choice Power, L.P. and TNMP, as
borrowers, the lenders party thereto and Bank of
America, N.A., as administrative age

104 Third Amendment to Credit Agreement, datec  10.1 to PNMF s Current Report on Forn-K 1-32462
of March 11, 2009, among PNMR, First Choice filed March 13, 2009 PNMR
Power, L.P., the lenders party thereto, and Bank
of America, N.A., as administrative age

10.5 Consent Agreement, dated as of August 11, 2 10.1 to PNMFs Current Report on-K filed 1-32462 Forn
among PNMR, First Choice Power, L.P., the  August 13, 2008
lenders party thereto and Bank of America, N.A.,
as administrative agent for the lenders named

therein
10.6 Amended and Restated Guaranty Agreerr 10.1 to the Compar's Current Report on Forn- 1-32462
dated as of August 15, 2005, executed by PNM K filed August 19, 2005 PNMR

Resources, Inc., as Guaran

10.7 Joinder Agreement, dated as of September 30, 10.3 to the Company’s Quarterly Report on Form 2-97230
2005, between TNMP, as borrower and Bank of 10-Q for the quarter ended September 30, 2005  TNMP
America, as administrative age

10.8 Term Loan Agreement, dated April 17, 20 10.4 to PNM Resour('s Quarterly Report o 1-32462
among PNM Resources, as borrower, the lendersorm 10-Q for the quarter ended June 30, 2006 PNMR
identified therein and Lehman Commercial Pa
Inc., as administrative age

10.9 Unit Purchase Agreement dated as of Augus 99 to PNM Resourc’ Current Report on Forrr- 33232170
2004 between PNM Resources and Cascade K filed August 19, 2004 PNMR
Investment, L.L.C

10.10 First Supplement to Unit Purchase Agreement, 99.2 to the Company’s Current Report on Form 8- 1-32462
dated as of June 4, 2005, between PNMR and K filed June 10, 2005 PNMR
Cascad¢

10.11 Second Supplement to Unit Purchase AgreemefB.1 to the Company’s Current Report on Form 8- 1-32462
dated as of July 1, 2005, between PNMR and K filed July 8, 2005 PNMR
Cascad¢

10.12 Third Supplement to Unit Purchase Agreement,10.4 and 10.5 to the Company’s Quarterly Report 1-32462

dated as of August 12, 2005, between PNMR angh Form 10-Q for the quarter ended September PNMR
Cascade and Fourth Supplement to Unit Purcha88, 2005

Agreement, dated as of September 30, 2005,

between PNMR and Cascade
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10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

Credit Agreement dated as of August 17, 2( 10.3 to the Compar's Current Report on Forn-
among PNM, the lenders party thereto, Wachovi filed August 19, 2005 (refiled with exhibits
Bank, National Association, as administrative  thereto as Exhibit 10.3 to Form 8-K/A filed
agent and Union Bank of California, N.A., as  January 5, 2010)

syndication ager

Consent Agreement, dated as of August 12, 2 10.2 to PNN's Current Report on Forn-K filed
among PNM, the lenders party thereto, and August 13, 2008

Wachovia Bank, National Association, as

Administrative Agent for the lenders named

therein

Delayed Draw Term Loan Agreement, dated ¢ 10.1 to PNM’s Current Report on Form 8-K filed
May 5, 2008, among PNM, as borrower, the May 7, 2008

lenders party thereto and Merrill Lynch Capital

Corporation, as administrative agent (terminated

January 30, 2009)

First Amendment to the Delayed Draw Te 10.3 to PNN's Current Report on Forn-K filed
Loan Agreement, dated as of August 7, 2008, August 13, 2008

among PNM, the lenders party thereto and certain

other partie:

Reimbursement Agreement, dated as of May 8,10.1 to PNM’s Current Report on Form 8-K filed
2008, among PNM, as borrower, the lenders May 9, 2008

thereto, Deutsche Bank AG New York Branch, as

administrative agent and RBC Capital Markets as

syndication agent (terminated January 30, 2009)

First Amendment to the Reimbursem 10.4 to PNN's Current Report on Forn-K filed
Agreement, dated as of August 7, 2008, among August 13, 2008

PNM, the lenders party thereto and Deutsche

Bank AG New York Branch as Administrative

Agent

Transitional Services Agreement among PNM, 10.12 to PNM’s Annual Report on Form 10-K for
PNMR Services Company and New Mexico Gasthe year ended December 31, 2007
Company, Inc. dated as of January 12, 2

Credit Agreement, dated as of April 30, 20 10.1 to TNMF's Currentt Report on Form-K
among TNMP, the lenders identified therein andfiled May 6, 2009

JPMorgan Chase Bank, N.A.., as administrative

agent

Term Loan Credit Agreement, dated as of Marc10.1 to TNMP’s Current Report on Form 8-K
25, 2009, among TNMP, the lenders identified filed March 27, 2009

therein and Union Bank, N.A., as administrative

agent
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10.22

10.23

10.24

10.25**

10.26**

10.27**

10.28**

10.29**

10.30**

10.31**

Term Loan Agreement, dated as of Marcl 10.1 to TNMF's Quarterly Report on Form -Q 2-97230
2008, among TNMP, as borrower, the lenders for the quarter ended March 31, 2008 (and 10 TNMP
named therein, and JPMorgan Chase Bank, N.ATNMP’s Current Report on Form 8-K filed

as administrative agent, as amended by October 16, 2008 for Amendment No. 1 thereto)
Amendment No. 1 dated May 15, 2008

(terminated March 23, 200

Credit Agreement, dated as of May 15, 2008, 4.4 to TNMP’s Current Report on Form 8-K filed 2-97230
among TNMP, the lenders named therein, May 21, 2008 (and 10.2 to Form 8-K filed TNMP
JPMorgan Chase Bank, N.A., as administrative November 4, 2008 for Amendment No. 1 thel
agent, and Union Bank of California, N.A., as  and 10.2 to Form 8-K filed March 13, 2009 for
syndication agent, as amended by Amendment Amendment No. 2 thereto)

No. 1 dated October 31, 2008 and Amendn
No. 2 dated March 10, 2009 (terminated April

2009)
Credit Agreement, dated as of October 31, 2 10.1 to TNMF s Current report on Forn-K filed 2-97230
among TNMP, as borrower, Union Bank of November 3, 200 TNMP

California, N.A., as administrative agent and as a
lender, and JPMorgan, as a lender (terminated
March 23, 2009

PNM Resources, Inc. Second Amended 4.1 to PNM Resourc’ Form £-8 Registratior 333159361
Restated Omnibus Performance Equity Plan ¢ Statement filed May 20, 2009 PNMR
May 19, 2009“PEF")

Form of Stock Option Award Agreement fam  10.3 to PNMR’s Current Report on fornkgfiled 1-32462

qualified stock options granted under PEP in z May 26, 2009 PNMR
and latel

Form of Performance Restricted Stock Ri¢ 10.4 to PNMF's Current Report on form-K filed 1-32462
Award Agreement for performance-based, time-May 26, 2009 PNMR

vested restricted stock rights awards based on
adjusted cash earnings granted under PEP in

Form of Performance Cash Award Agreement f 10.5 to PNMR’s Current Report on formk8filed 1-32462
performance cash awards based on adjusted cadlay 26, 2009 PNMR
earnings granted under PEP in 2(

Form of Performance Share Award Agreemen 10.6 to PNMFs Current Report on form-K filed 1-32462

performance share awards based on special  May 26, 2009 PNMR
purpose performance criteria granted under the

PEP in 200¢

Form of Performance Cash Award Agreement 10.7 to PNMFs Current Report on forn-K filed 1-32462
performance cash awards based on special May 26, 2009 PNMR
purpose performance criteria granted under the

PEP in 200¢

Form of Restricted Stock Rights Award 10.8 to PNMR’s Current Report on fornksfiled 1-32462
Agreement for time-vested stock rights awards May 26, 2009 PNMR

granted under PEP in May 20
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10.32**

10.33**

10.34**

10.35**

10.36**

10.37**

10.38**

10.39**

10.40**

10.41**

10.42**

10.43**

10.44**

10.45**

10.46**

Form of the award agreement for -qualified 10.2 to the Company's Current Report on Fo- 1-32462

stock options granted under the PEP in 2009 K filed February 16, 200 PNMR
Form of award agreement for restricted st 10.3 to the Compar's Current Report on Forn- 1-32462
rights granted under the PEP in 2007, 2008 andK filed February 16, 2007 PNMR
February 200!

Form of award agreement for performancarel  10.4 to PNM Resources' Current Report on Form 1-32462
granted for the 2004-2006 performance period 8-K filed February 16, 2007 PNMR
under the PEP and a description of the Ldegm

Performance Share Program Amended Effective

January 1, 200

Long-Term Performance Cash Program 10.5 to PNM Resources' Current Report on Form 333-125010
description effective January 1, 20 8-K filed February 16, 200 PNMR
First Amendment to Lor-Term Performanc 10.2 to PNMF's Annual Report on Form -K for 1-32462
Loan Plan Program executed December 8, : fiscal year ended December 31, 2( PNMR
Changes in Director Compensati 10.1 to the Compar' s Annual Report on Forl 1-32462
1C-K for the fiscal year ended December 31, 2 PNMR
PNM Resources, Inc. Executive Savings F 10.75 to PNM Resources and PI's Annual 333-32170
dated December 29, 2003 Report on Form 10-K for the fiscal year ended PNMR

December 31, 200

First Amendment to PNMR'’s Executive Savdng 10.6 to PNMR’s Annual Report on Form KCfor 1-32462
Plan executed December 17, 2( he fiscal year ended December 31, 2 PNMR

PNM Resources, Inc. Executive Savings Plan 4.1 to PNMR’s Registration Statement on Form 333-156243

(amended and restated effective January 1, z  S-8 (333-156243) filed December 17, 20 PNMR
PNM Resources, Inc. After-Tax Retiremetar®  10.5 to PNMR’s Annual Report on Form KCfor 1-32462
effective January 1, 20( he fiscal year ended December 31, 2 PNMR
2009 Officer Incentive Plan 10.2 to PNM Resources' Current Report on Form 1-32462
8-K filed May 26, 200¢ PNMR
2008 Officer Incentive Plan (as amended 10.1 to the Company’s Annual Report on Form 1-32462
December 16, 200¢ 1C-K for the fiscal year ended December 31, 2 PNMR
Performance Cash Program for the Utilit 10.2 to the Compar's Quarterly Report on For 1-32462
President (Patricia K. Collawi 10-Q for the quarter ended June 30, 2 PNMR
Summary of Executive Time Off Policy Effectr 10.31 to the Compar's Quarterly Report o 1-32462
January 1, 2006 Form 10-Q for the quarter ended September 30, PNMR
2005
Restated and Amended Public Service Compan 10.23 to PNM’s Annual Report on Form 10-K for  1-6986
of New Mexico Accelerated Management fiscal year ended December 31, 1998 PNM
Performance Plan (1988) (August 16, 1988)
(refiled)
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10.47**

10.48**

10.49**

10.50**

10.51**

10.52**

10.53**

10.54**

10.55**

10.56**

10.57**

10.58**

First Amendment to Restated and Amen 10.23.1 to PNNs Annual Report on Form -K 1-6986
Public Service Company of New Mexico for fiscal year ended December 31, 1998 PNM
Accelerated Management Performance Plan

(1988) (August 30, 1988) (refile:

Second Amendment to Restated and Amet 10.23.2 to PNV s Annual Report on Form -K 1-6986
Public Service Company of New Mexico for fiscal year ended December 31, 1998 PNM
Accelerated Management Performance Plan

(1988) (December 29, 1989) (refile

Second [Third] Amendment to the Restadad  10.22.1 to PNM's Annual Report on Form 10-K 1-6986
Amended Public Service Company of New for fiscal year ended December 31, 2004. PNM
Mexico Accelerated Management Performance

Plan (1988) dated December 8, 1¢

Fourth Amendment to the Restated and Aneeind 10.23.4 to PNM'’s Quarterly Report on Form QO- 1-6986
Public Service Company of New Mexico for the quarter ended March 31, 1999 PNM
Accelerated Management Performance Plan, as

amended effective December 7, 1¢

Fifth Amendment dated November 27, 200: 10.23.5 to the Compa’s Annual Report on For 33332170
the Restated and Amended PNM Resources, Ind.0-K for the fiscal year ended December 31, 2 PNMR
Accelerated Performance Management |

Sixth Amendment dated December 9, 200thé 10.23.6 to the Compars/Annual Report on For 333-32170
PNM Resources, Inc. Restated and Amended 10-K for the fiscal year ended December 31, 2 PNMR
Accelerated Performance Management |

Seventh Amendment dated November 21, 20( 10.4 to PNMF s Annual Report on Form -K for 1-32462
the PNM Resources, Inc. Accelerated the fiscal year ended December 31, 2008 PNMR
Management Performance P

PNM Resources, Inc. Non-Union Severancg Pa 10.3 to the Company's Quarterly Report on Form 1-32462
Plan effective August 1, 2007 (amended and  10-Q for the quarter ended September 30, 2007 PNMR
restated

First Amendment to the PNM Resources - 10.3 to PNMF's Annual Report on Form -K for 1-32462
Union Severance Pay Plan executed November the fiscal year ended December 31, 2008 PNMR
20, 2008

PNM Service Bonus Plan dated October 2841 19.4 to PNM’s Quarterly Report on Form Qer 1-6986
the quarter ended September 30, 1 PNM

First Amendment dated November 20, 1985 to 10.11.1 to PNM’s Annual Report on Form 10-K 1-6986
PNM Service Bonus Pl for the fiscal year ending December 31, 1! PNM

Second Amendment dated December 29, 1889 t10.27.2 to PNM’s Annual Report on Form 10-K 1-6986
PNM Service Bonus Pl for the fiscal year ending December 31, 1! PNM
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10.59**

10.60**

10.61**

10.62**

10.63**

10.64**

10.65**

10.66**

10.67**

10.68**

10.69**

10.70**

10.71**

10.72**

Second [Third] Amendment dated Decembe  10.45 to PNN's Quarterly Report on Form -Q 1-6986

1998 to PNM Service Bonus PI for the quarter ended March 31, 1¢ PNM
Fourth Amendment dated November 27, 200  10.45.4 to the Compa’s Annual Report on For ~ 33332170
PNM Resources, Inc. Service Bonus F 1C-K for the fiscal year ended December 31, 2 PNMR
Fifth Amendment dated December 9, 200: 10.45.5 to the Compa’s Annual Report on For ~ 333-32170
PNM Resources, Inc. Service Bonus F 1C-K for the fiscal year ended December 31, 2 PNMR

Public Service Company of New Mexico OBRA 10.4 to PNM’s Quarterly Report on Form 10-Q 1-6986
‘93 Retirement Plan for the quarter ended September 30, 1993 PNM
effective November 15, 19¢

First Amendment to the Public Service Camp 10.48.1 to PNM’s Quarterly Report on FormQ0-  1-6986
of New Mexico OBRA '93 Retirement Plan, as for the quarter ended March 31, 1999 PNM
amended effective December 7, 1¢

Second Amendment dated November 27, 20(  10.48.2 to the Compa’s Annual Report on For 33332170
the PNM Resources, Inc. OBRA '93 Retirement 10-K for the year ended December 31, 2002 PNMR
Plan

Third Amendment dated December 9, 2008 10.48.3 to the Compars/Annual Report on For 333-32170
PNM Resources, Inc. OBR'93 Retirement Pla  10-K for the year ended December 31, 2| PNMR

Public Service Company of New Mexico Senti 10.50 to PNM’s Annual Report on Form 10-K for  1-6986
415 Plan dated January 1, 1¢ fiscal year ended December 31, 1¢ PNM

First Amendment dated December 7, 1998 10.50.1 to the Compa’s Annual Report in Forr 33232170
Second Amendment dated August 7, 1999 to 10K for the fiscal year ended December 31, 2 PNMR
PNM Section 415 Plan and Third Amendment

dated November 27, 2002 to the PNM Resources,

Inc. Section 415 Pla

Fourth Amendment dated December 9, 200 10.50.2 to the Compa’s Annual Report in Forr 33332170
the PNM Resources, Inc. Section 415 F 1C-K for the fiscal year ended December 31, 2 PNMR

PNM Resources, Inc. Officer Retention P 10.1 to the Compar's Quarterly Report in Fori 1-32462
executed September 2, 2008 (amended and 10-Q for the quarter ended September 30, 2008 PNMR
restated effective January 1, 20!

First Amendment to PNM Resources, Inc.i€ff 10.8 to the Company’s Annual Report in Form 1-32462
Retention Plan executed November 20, 2 1C-K for the fiscal year ended December 31, 2 PNMR

PNM Resources Executive Spending Account 10.52 to the Company’s Annual Report on Form 333-32170
Plan dated December 9, 20 1C-K for fiscal year ended December 31, 2! PNMR

First Amendment to PNM Resources Executive 10.52.1 to PNM’s Quarterly Report on FormQ0- 333-32170
Spending Account Plan effective January 1, 2 for the quarter ended March 31, 2( PNMR
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10.73**

10.74**

10.75**

10.76**

10.77**

10.78**

10.79**

10.80**

10.81**

10.82**

10.83**

10.84**

Second Amendment to PNN's Executive
Spending Account Plan executed August 28

Third Amendment to PNM’s Executive
Spending Account Plan effective January 1,

Third Restated and Amended Public Sen

10.2 to PNMF' s Quarterly Report on Form -Q
, « for the quarter ended September 30, 2

10.7 to PNMF's Annual Report on Form -K for
2 the year ended December 31, 2

10.74 to PNM's Quarterly Report on Forn-Q

Company of New Mexico Performance Stock for the quarter ended March 31, 1998

Plan effective March 10, 19¢

First Amendment to the Third Restated and
Amended Public Service Company of New

10.74.1 to PNM's Quarterly Report on FormQO-
for the quarter ended March 31, 2000

Mexico Performance Stock Plan Dated February

7,2000

Second Amendment to the Third Restated and 10.74.2 to PNM's Annual Report on Form 10-K

Amended Public Service Company of New
Mexico Performance Stock Plan, effective
December 7, 199

Third Amendment to the Third Restated ¢
Amended Public Service Company of New
Mexico Performance Stock Plan, effective
December 10, 200

Fourth Amendment to Third Restated ¢
Amended Public Service Company of New

for the fiscal year ended December 31, 2000

10.74.3 to PNV s Annual Report on Form -K
for the fiscal year ended December 31, 2000

4.3.5 to PNM Resourc’ Pos-Effective
Amendment No. 1 to Form S-8 Registration

Mexico Performance Stock Plan dated DecembeBtatement filed December 31, 2001

31, 2001

Fifth Amendment to the Third Restated ¢

10.74.5 to the Compa’s Quarterly Report o

Amended PNM Resources, Inc. Performance  Form 10-Q for the quarter ended September 30,

Stock Plan dated September 6, 2

PNM Resources, Inc.
Director Retainer Plan,
dated December 31, 20!

First Amendment dated
February 17, 2003 to
PNM Resources, Inc. Director Retainer F

Supplemental Employee Retirement Agreen
for Patrick T. Ortiz (amended and restated
effective January 1, 200!

Retainer Agreement between the Company

2002

4.3 to PNM Resources, Inc.

Post-Effective Amendment No. 1 to Form S-8
Registration Statement filed December 31, 2

10.40.1 to the Company’s Quarterly Report on

1-32462
PNMR

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

33E-03303
PNMR

33E-32170
PNMR

333-03289
PNMR

333-32170

Form 10-Q for the quarter ended March 31, 2003 PNMR

10.3 to the Compar's Quarterly Report on For
10-Q for the quarter ended September 30, 2008

and10.1 to PNMR'’s Current Report on Form 8-K

Patrick T. Ortiz dated July 28, 2009 (assigned orfiled July 30, 2009
December 10, 2009, for billing and collection

purposes only, to Cuddy & McCarthy, LL
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10.85**

10.86**

10.87**

10.88**

10.89**

10.90**

10.91**

10.92**

10.93**

10.94**

10.95**

10.96

Executive Transition Agreement between the
Company and Patrick T. Ortiz dated July 28, 2

10.2 to PNMR’s Current Report on Form 8-K 1-32462

filed July 30, 200¢ PNMR

Supplemental Employee Retirement Agreement10.9 to the Company’s Annual Report on Form 1-32462

for Jeffry E. Sterba (amended and restated
effective January 1, 200

Amended and Restated Retention Ba
Agreement for Jeffry E. Sterba executed
September 7, 20C

First Amendment to the Retention Bonus

10K for the fiscal year ended December 31, 2 PNMR

10.4 to the Compar' s Quarterly Report on For 1-32462
10-Q for the quarter ended September 30, 2007 PNMR

10.11 to the Company’s Annual Report on Form  1-32462

Agreement between PNMR and Jeffrey E. Sterb&0XK for the fiscal year ended December 31, 2 PNMR

effective January 1, 20(

PNM Resources Officer Life Insurance Plan d:
April 28, 2004

First Amendment to PNM Resources Officer L
Insurance Plan dated December 16, 2004

Second Amendment to PNM Resources Officer
Life Insurance Plan executed April 15, 2(

Third Amendment to the PNMR Officer Life
Insurance Plan effective January 1, 2!

Fourth Amendment to the PNMR Officer Life
Insurance Plan effective January 1, 2!

Long Term Care Insurance Plan effectiveuay
1, 2003

Executive Long Term Disability effectivaduary

10.24.1 to the Compa’s Quarterly Report o 333-32170
Form 1(-Q for the quarter ended March 31, 2( PNMR
10.27 to the Compar's Annual Report on Fori 333-32170
10-K for the fiscal year ended December 31, PNMR
2004.

10.5 to the Compang’Quarterly Report on Fot 1-32462
10-Q for the quarter ended September 30, 2 PNMR

10.10 to PNMR'’s Annual Report on Form 10-K  1-32462
for the fiscal year ended December 31, 2 PNMR

10.15 to PNMR'’s Annual Report on Form 10-K  1-32462
for the fiscal year ended December 31, 2 PNMR

10.87 to the Company’s Annual Report on Form 333-32170
10-K for the year ended December 31, 2 PNMR

10.88 to the Company’s Annual Report on Form 333-32170

1, 2003 1C-K for the year ended December 31, 2 PNMR
Supplemental Indenture of Lease dated aslpf  4-D to PNM’s Registration Statement No. 2- 2-26116
19, 1966 between PNM and other participants in 26116 PNM

the Four Corners Project and the Navajo Indian
Tribal Council
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10.97

10.98

10.99

10.100

10.101

10.102

10.103

10.104

10.105

10.106

Amendment and Supplement No. 1 to 10.1.1 to PNM’s Annual Report on Form KCfor
Supplemental and Additional Indenture of Leasefiscal year ended December 31, 1995

dated April 25, 1985 between the Navajo Tribe of

Indians and Arizona Public Service Company, El

Paso Electric Company, Public Service Company

of New Mexico, Salt River Project Agricultural

Improvement and Power District, Southern

California Edison Company, and Tucson Electric

Power Company (refilec

Water Supply Agreement between the Jica 10.5 to PNN's Quarterly Report of Form -Q for
Apache Tribe and Public Service Company of the quarter ended September 30, 2001
New Mexico, dated July 20, 20(

Arizona Nuclear Power Project Participation  5-T to PNM’s Registration Statement No. 2-
Agreement among PNM and Arizona Public 50338

Service Company, Salt River Project Agricultural

Improvement and Power District, Tucson Gas &

Electric Company and El Paso Electric Company,

dated August 23, 197

Amendments No. 1 through No. 6 to Arizc 10.8.1 to PNN's Annual Report on Form -K for
Nuclear Power Project Participation Agreemr fiscal year ended December 31, 1¢

Amendment No. 7 effective April 1, 1982, to1  10.8.2 to PNNs Annual Report on Form -K for
Arizona Nuclear Power Project Participation fiscal year ended December 31, 1991
Agreement (refiled

Amendment No. 8 effective September 123198 10.58 to PNM’s Annual Report on Form 10-K for
to the Arizona Nuclear Power Project fiscal year ended December 31, 1993
Participation Agreement (refiles

Amendment No. 9 to Arizona Nuclear Pov 10.8.4 to PNN's Annual Report of the Registre
Project Participation Agreement dated as of Junen Form 10K for fiscal year ended December !
12, 1984 (refiled 1994

Amendment No. 10 dated as of November 21, 10.8.5 to PNM’s Annual Report of the Registrant
1985 and Amendment No. 11 dated as of Juni  on Form 10K for fiscal year ended December .
1986 and effective January 10, 1987 to Arizona 1994

Nuclear Power Project Participation Agreem

(refiled)

Amendment No. 12 to Arizona Nuclear Power 19.1 to PNM's Quarterly Report on Form QCer
Project Participation Agreement dated June 14, the quarter ended September 30, 1990
1988, and effective August 5, 19

Amendment No. 13 to the Arizona Nuclear Po  10.8.10 to PNNs Annual Report on Form -K

Project Participation Agreement dated April 4, for the fiscal year ended December 31, 1990
1990, and effective June 15, 1¢
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10.107

10.108

10.109

10.110

10.111

10.112

10.113

Amendment No. 14 to the Arizona Nuclear Por  10.8.9 to PNN's Annual Report on Form -K for
Project Participation Agreement effective June the fiscal year ended December 31, 2000
2000

Underground Coal Sales Agreement, dated At 10.85 to PNM'’s Quarterly Report on Form 10-Q

31, 2001 among San Juan Coal Company, PNM for the quarter ending September 31,

and Tucson Electric Power Company 2001 (Confidential treatment was requested for
portions of this exhibit, and such portions were
omitted from this exhibit filed and were filed
separately with the Securities and Exchange
Commission’

Amendment One to Underground Coal Sales  10.9.1 to PNM’s Amended Report on Form 10-K

Agreement dated December 15, 2003 among Safor fiscal year ended December 31, 2003

Juan Coal Company, PNM and Tucson Electric (Confidential treatment was requested for port

Coal Company of this exhibit, and such portions were omitted
from this exhibit filed and were filed separately
with the Securities and Exchange Commiss

Amendment Two to Underground Coal S¢ 10.9.2 to PNN's Quarterly Report on Form -Q
Agreement effective September 15, 2004 amongfor the quarter ended September 30, 2004
San Juan Coal Company, PNM and Tucson

Electric Coal Compan

Amendment Three to Underground Coal Sales 10.86.1 to the Company’s Quarterly Report on
Agreement executed April 29, 2005 among San Form 10-Q for the quarter ended June 30, 2005
Juan Coal Company, PNM and Tucson Electric
Coal Company (Confidential treatment was
requested for portions of this exhibit, and such
portions were omitted from this exhibit filed and
were filed separately with the Securities and
Exchange Commissiol

Amendment Four to Underground Coal S¢ 10.89 to PNN's Quarterly Report on Form -Q
Agreement effective March 7, 2007 among San for the quarter ended March 31, 2007

Juan Coal Company, PNM and Tucson Electric

Coal Compan

Amendment Five to Underground Coal Sales  10.95 to PNM’s Annual Report on Form 10-K for
Agreement executed December 21, 2007 amongthe year ended December 31, 2007

San Juan Coal Company, PNM and Tucson

Electric Power Company (Confidential treatment

was requested for portions of this exhibit, and

such portions were omitted from this exhibit filed

and were filed separately with the Securities and

Exchange Commissiol
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10.114

10.115

10.116

10.117

10.118

10.119

10.120

10.121

10.122

San Juan Unit 4 Early Purchase and Particip:  10.11 to PNN's Quarterly Report on Form -Q
Agreement dated as of September 26, 1983 for the quarter ended March 31, 1994
between PNM and M-S-R Public Power Agency,

and Modification No. 2 to the San Juan Project

Agreements dated December 31, 1983 (refil

Amendment No. 1 to the Early Purchase 10.11.1 to PNNs Annual Report on Form -K
Participation Agreement between Public Service for fiscal year ended December 31, 1997
Company of New Mexico and M-S-R Public

Power Agency, executed as of December 16,

1987, for San Juan Unit 4 (refile

Amendment No. 3 to the San Juan Unit 4yEarl 10.11.3 to PNM’s Annual Report on Form 10-K
Purchase and Participation Agreement between for fiscal year ended December 31, 1999
Public Service Company of New Mexico and M-

SR Public Power Agency, dated as of Octobe

1999

Amended and Restated San Juan Unit 4 Fagchal0.12 to PNM’s Annual Report on Form 10-K for
and Participation Agreement dated as of fiscal year ended December 31, 1994
December 28, 1984 between PNM and the

Incorporated County of Los Alamos (refile

Amendment No. 1 to the Amended and Restated0.12.1 to PNM’s Annual Report Form 10-K for
San Juan Unit 4 Purchase and Participation fiscal year ended December 31, 1999
Agreement between Public Service Company of
New Mexico and MS-R Public Power Agency,
dated as of October 27, 19

Amendment No. 2 to the San Juan Unit 4 10.13 to PNM’s Annual Report on Form 10-K for
Purchase Agreement and Participation Agreemeffiscal year ended December 31, 1999

between Public Service Company of New Mexico

and The Incorporated County of Los Alamos,

New Mexico, dated October 27, 19

Participation Agreement among PNM, Tucson 10.14 to PNM’s Annual Report on Form 10-K for
Electric Power Company and certain financial fiscal year ended December 31, 1992
institutions relating to the San Juan Coal Trust
dated as of December 31, 1981 (refil

San Juan Unit 4 Purchase and Participation 19.2 to PNM’s Quarterly Report on Form @QCfor
Agreement Public Service Company of New the quarter ended March 31, 1991

Mexico and the City of Anaheim, California da
April 26, 1991

Amendment No. 1 to the San Juan Unit 4 10.36.1 to Annual Report PNM’s on Form 10-K
Purchase and Participation Agreement between for fiscal year ended December 31, 1999
Public Service Company of New Mexico and The

City of Anaheim, California, dated October 27,

1999
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10.123

10.124

10.125

10.126

10.127*

10.128*

10.129

10.130

Restated and Amended San Juan Unit 4 Purc  10.2.1 to PNN s Quarterly Report on Form -Q
and Participation Agreement between Public for the quarter ended September 30, 1993
Service Company of New Mexico and Utah

Associated Municipal Power Systel

Amendment No. 1 to the Restated and Amer 10.38.1 to PNNs Annual Report on Form -K
San Juan Unit 4 Purchase And Participation for fiscal year ended December 31, 1999
Agreement between Public Service Company of

New Mexico And Utah Associated Municif

Power Systems, dated October 27, 1

Participation Agreement dated as of June 30,  10.61 to PNN's Annual Report on Form -K for
among Security Trust Company, as Trustee, F  fiscal year ended December 31, 1993
Tucson Electric Power Company and certain

financial institutions relating to the San Juan ICoa

Trust (refiled)

Amended and Restated San Juan Prt 10.119 to PNM's Quarterly Report on Forn-Q
Participation Agreement dated as of March 3,  for the quarter ended March 30, 2006

2006, among Public Service Company of New

Mexico, Tucson Electric Power Company, The

City of Farmington, New Mexico, M-S-R Public

Power Agency, The Incorporated County of Los

Alamos, New Mexico, Southern California Public

Power Authority, City of Anaheim, Utah

Associated Municipal Power System and $tate

Generation and Transmission Association,

Facility Lease dated as of December 16, 1 10.18 to PNN's Annual Report on Form -K for
between The First National Bank of Boston, as fiscal year ended December 31, 1995

Owner Trustee, and Public Service Company of

New Mexico together with Amendments No. 1

and 3 thereto (refilec

Amendment No. 4 dated as of March 8, 1895, 10.18.5 to the PNM's Quarter Report on Form10-

Facility Lease between Public Service Company Q for the quarter ended March 31, 1995
of New Mexico and the First National Bank of
Boston, dated as of December 16, 1

Facility Lease dated as of July 31, 1986, betw  10.19 to PNN's Annual Report on Form -K for
the First National Bank of Boston, as Owner fiscal year ended December 31, 1996
Trustee, and Public Service Company of New

Mexico together with Amendments No. 1, 2 and 3

thereto (refiled

Facility Lease dated as of August 12, 1986, 10.20 to PNM’s Annual Report on Form 10-K for

between The First National Bank of Boston, as fiscal year ended December 31, 1996
Owner Trustee, and Public Service Company of

New Mexico together with Amendments Na

and 2 thereto (refilec
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10.131

10.132

10.133

10.134

10.135

10.136

10.137

10.138

Amendment No. 2 dated as of April 10, 198' 10.20.2 to PNNs Annual Report on Form -K
Facility Lease dated as of August 12, 1986, as for fiscal year ended December 31, 1998
amended, between The First National Bank of

Boston, not in its individual capacity, but solels

Owner Trustee under a Trust Agreement, dated as

of August 12, 1986, with MFS Leasing Corp.,

Lessor and Public Service Company of New

Mexico, Lessee (refilec

Amendment No. 3 dated as of March 8, 1895, 10.20.4 to PNM'’s Quarterly Report on Form QO-
Facility Lease between Public Service Company for the quarter ended March 31, 1995

of New Mexico and the First National Bank of

Boston, dated as of August 12, 1¢

Facility Lease dated as of December 15, 1! 10.21 to PNN's Annual Report on Form -K for
between The First National Bank of Boston, as fiscal year ended December 31, 1996

Owner Trustee, and Public Service Company of

New Mexico (Unit 1 Transaction) together w

Amendment No. 1 thereto (refile

Facility Lease dated as of December 15, 1 10.22 to PNN's Annual Report of the Registre
between The First National Bank of Boston, as on Form 10-K for fiscal year ended December 31,
Owner Trustee, and Public Service Company of 1996

New Mexico Unit 2 Transaction) together w

Amendment No. 1 thereto (refile

Amendment No. 2 dated as of April 10, 1887 10.53 to PNM’'s Annual Report on Form 10-K for
the Facility Lease dated as of August 12, 1986 fiscal year ended December 31, 1987

between The First National bank of Boston, as

Owner Trustee, and PNM. (Unit 2 transaction.)

(This is an amendment to a Facility Lease whi

substantially similar to the Facility Lease filesl a

Exhibit 28.1 to the Company’s Current Report on

Form &K dated August 18, 198!

Master Decommissioning Trust Agreement for 10.68 to PNM's Quarterly Report on Form 10-Q
Palo Verde Nuclear Generating Station dated  for the quarter ended March 31, 1996

March 15, 1996, between Public Service

Company of New Mexico and Mellon Bank, N.

Amendment Number One to the Master 10.68.1 to PNM's Annual Report on Form 10-K
Decommissioning Trust Agreement for Palo for fiscal year ended December 31, 1997
Verde Nuclear Generating Station dated January
27, 1997, between Public Service Company of
New Mexico and Mellon Bank, N.£

Amendment Number Two to the Master 10.68.2 to PNM's Annual Report on Form 10-K
Decommissioning Trust Agreement for Palo for fiscal year ended December 31, 2003
Verde Nuclear Generating Station between Public
Service Company of New Mexico and Mellon
Bank, N.A.
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10.139

10.140

10.141

10.142

10.143

10.144

10.145

10.146

10.147

Refunding Agreement No. 8A, dated as of 10.73 to PNM's Quarterly Report on Form 10-Q
December 23, 1997, among PNM, the Owner  for the quarter ended March 31, 1998
Participant Named Therein, State Street Bank and
Trust Company, as Owner Trustee, The Chase
Manhattan Bank, as Indenture Trustee, and First
PV Funding Corporatio

PVNGS Capital Tru—Variable Rate Trus 10.76 to PNM's Quarterly Report on Form-Q
Note—PVNGS Note Agreement dated as of Julyfor the quarter ended September 30, 1998
31, 199¢

New Mexico Public Service Commission Ort 10.67 to PNM’s Annual Report on Form 10-K for
dated July 30, 1987, and Exhibit | thereto, in fiscal year ended December 31, 1997

NMPUC Case No. 2004, regarding the PVN

decommissioning trust fund (refile

Stipulation in the matter of PN's transition plar  10.86 to the Compar’s Annual Report on Forl
Utility Case No. 3137, dated October 10, 2002 asl0-K for the year ended December 31, 2002
amended by Amendment to Stipulated Agreement

dated October 18, 20(

Settlement Agreement between Public Ser 10.34 to PNN's Quarterly Report on Form -Q
Company of New Mexico and Creditors of for quarter ended June 30, 2000

Meadows Resources, Inc. dated November 2,

1989 (refiled)

First Amendment dated April 24, 1992 to 1 10.34.1 to PNINs Quarterly Report on Form -Q
Settlement Agreement dated November 2, 1989 for quarter ended June 30, 2000

among Public Service Company of New Mexico,

the lender parties thereto and collateral agent

(refiled)

Amendment dated April 11, 1991 among Pu 19.1 to PNN' s Quarterly Report on Form -Q for
Service Company of New Mexico, certain banks the quarter ended September 30, 1991

and Chemical Bank and Citibank, N.A., as agents

for the bank:

Stipulation dated February 28, 2005 in NMPR  10.134 to the Company’s Quarterly Report on
Case No. 04-00315-UT regarding the applicationForm 10-Q for the quarter ended March 31, 2005
of PNM Resources and TNMP for approval of the
TNP acquisitior

Settlement Agreement dated February 3,,2005 10.1-10.1.7 to the Company’s Current Report on
between PNM Resources, Inc. and Texas-New Form 8-K filed February 7, 2005
Mexico Power Company, the cities of Dickenson,
Lewisville, La Marque, Ft. Stockton and
Friendswood, Texas, the Legal and Enforcement
Division of the Public Utility Commission of
Texas, the Office of Public Utility Counsel, the
Texas Industrial Energy Consumers and the
Alliance for Retail Market:
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10.148

10.149

21

99.2*

99.3

99.3.3

99.4*

Consent Decree entered into by PNM on Méych 10.135 to the Company’s Quarterly Report on
2005 relating to the citizen suit under the Clean Form 10-Q for the quarter ended March 31, 2005
Air Act and the excess emissions report matter for
SJGS

Stipulation in the matter of PN's application for  10.132 to the Compa’s Annual report on Fon
approval of a certificate of public convenience 10-K for the year ended December 31, 2005
necessity for the Afton Generating Station, Case

No. 05-0027¢-UT, dated November 30, 20!

Certain subsidiaries of PNM Resourt 21 to the Compar's Annual Report on Form -
K for the year ended December 31, 2!

Participation Agreement dated as of Decembe 99.2 to PNN's Annual Report on Form -K for
1985, among the Owner Participant named fiscal year ended December 31, 1995
therein, First PV Funding Corporation. The First

National Bank of Boston, in its individual capat

and as Owner Trustee (under a Trust Agreement

dated as of December 16, 1985 with the Owner

Participant), Chemical Bank, in its individual

capacity and as Indenture Trustee (under a Trust

Indenture, Mortgage, Security Agreement and

Assignment of Rents dated as of December 16,

1985 with the Owner Trustee), and Public Service

Company of New Mexico, including Appendix A

definitions together with Amendment No. 1 dated

July 15, 1986 and Amendment No. 2 dated

November 18, 1986 (refilec

Trust Indenture, Mortgage, Security Agreem 99.3 to PNN's Quarterly Report on Form -Q for
and Assignment of Rents dated as of December the quarter ended March 31, 1996

16, 1985, between the First National Bank of

Boston, as Owner Trustee, and Chemical Bank, as

Indenture Trustee together with Supplemental

Indentures Nos. 1 and 2 (refile

Supplemental Indenture No. 3 dated as os€Ma 99.3.3 to PNM’s Quarterly Report on Form 10-Q
8, 1995, to Trust Indenture Mortgage, Security for the quarter ended March 31, 1995
Agreement and Assignment of Rents between
First National Bank of Boston and Chemical Bi
dated as of December 16, 1¢

Assignment, Assumption and Further Agreement99.4 to PNM’s Annual Report on Form 10-K for
dated as of December 16, 1985, between Public fiscal year ended December 31, 1995

Service Company of New Mexico and The First

National Bank of Boston, as Owner Trus

(refiled)
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99.5

99.6

99.7

99.8

99.8.1*

Participation Agreement dated as of July 31,1 99.5 to PNM’s Annual Report on Form 10-K for
among the Owner Participant named herein, Firsfiscal year ended December 31, 1996
PV Funding Corporation, The First National B¢

of Boston, in its individual capacity and as Owner

Trustee (under a Trust Agreement dated as of July

31, 1986, with the Owner Participant), Chemical

Bank, in its individual capacity and as Indenture

Trustee (under a Trust Indenture, Mortgage,

Security Agreement and Assignment of Rents

dated as of July 31, 1986, with the Owner

Trustee), and Public Service Company of New

Mexico, including Appendix A definitions

together with Amendment No. 1 thereto (refil:

Trust Indenture, Mortgage, Security Agreement 99.6 to PNM’s Annual Report on Form 10-K for
and Assignment of Rents dated as of July 31, fiscal year ended December 31, 1996

1986, between The First National Bank of Bos

as Owner Trustee, and Chemical Bank, as

Indenture Trustee together with Supplemental

Indenture No. 1 thereto (refile

Assignment, Assumption, and Further Agreen  99.7 to PNN's Annual Report on Form -K for
dated as of July 31, 1986, between Public Servicliscal year ended December 31, 1996
Company of New Mexico and The First National

Bank of Boston, as Owner Trustee (refils

Participation Agreement dated as of August 99.8 to PNN's Quarterly Report on Form -Q for
1986, among the Owner Participant named the quarter ended March 31, 1997
therein, First PV Funding Corporation. The First

National Bank of Boston, in its individual capat

and as Owner Trustee (under a Trust Agreement

dated as of August 12, 1986, with the Owner

Participant), Chemical Bank, in its individual

capacity and as Indenture Trustee (under a Trust

Indenture, Mortgage, Security Agreement and

Assignment of Rents dated as of August 12, 1986,

with the Owner Trustee), and Public Service

Company of New Mexico, including Appendix A

definitions (refiled)

Amendment No. 1 dated as of November 99.8.1 to PNN's Quarterly Report on Form -Q

1986, to Participation Agreement dated as of  for the quarter ended March 31, 1997
August 12, 1986 (refilec
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99.9*

99.9.2

99.10*

99.11*

99.12

99.13

Trust Indenture, Mortgage, Security Agreerr 99.9 to PNN's Annual Report of the Registrant
and Assignment of Rents dated as of August 12 Form 10-K for fiscal year ended December 31,
1986, between the First National Bank of Boston]1996

as Owner Trustee, and Chemical Bank, as

Indenture Trustee together with Supplemental

Indenture No. 1 thereto (refile

Supplemental Indenture No. 2 dated as oEMa 99.9.1 to PNM’s Quarterly Report on Form 10-Q
8, 1995, to Trust Indenture, Mortgage, Security for the quarter ended March 31, 1995
Agreement and Assignment of Rents between
First National Bank of Boston and Chemical B
dated as of August 12, 19

Assignment, Assumption, and Further Agreetme 99.10 to PNM'’s Quarterly Report on Form 10-Q
dated as of August 12, 1986, between Public  for the quarter ended March 31, 1997

Service Company of New Mexico and The First

National Bank of Boston, as Owner Trus

(refiled)

Participation Agreement dated as of Decembe 99.1 to PNN's Quarterly Report on Form -Q
1986, among the Owner Participant named for the quarter ended March 31, 1997
therein, First PV Funding Corporation, The First

National Bank of Boston, in its individu

capacity and as Owner Trustee (under a Trust

Agreement dated as of December 15, 1986, with

the Owner Participant), Chemical Bank, in its

individual capacity and as Indenture Trustee

(under a Trust Indenture, Mortgage, Security

Agreement and Assignment of Rents dated as of

December 15, 1986, with the Owner Trustee),

Public Service Company of New Mexico,

including Appendix A definitions (Unit 1

Transaction) (refiled

Trust Indenture, Mortgage, Security Agreeimen 99.12 to PNM’s Quarterly Report on Form 10-Q
and Assignment of Rents dated as of Decemberfor the quarter ended March 31, 1997

15, 1986, between The First National Bank of

Boston, as Owner Trustee, and Chemical Ban

Indenture Trustee (Unit 1 Transaction) (refil:

Assignment, Assumption and Further Agreemerfi9.13 to PNM’s Quarterly Report on Form 10-Q
dated as of December 15, 1986, between Publicfor the quarter ended March 31, 1997

Service Company of New Mexico and The First

National Bank of Boston, as Owner Trustee (1

1 Transaction) (refiled
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99.14

99.15

99.16

99.17*

99.18*

99.19

99.20

Participation Agreement dated as of Decembe 99.14 to PNN's Quarterly Report on Form -Q
1986, among the Owner Participant named for the quarter ended March 31, 1997
therein, First PV Funding Corporation, The First

National Bank of Boston, in its individu

capacity and as Owner Trustee (under a Trust

Agreement dated as of December 15, 1986, with

the Owner Participant), Chemical Bank, in its

individual capacity and as Indenture Trustee

(under a Trust Indenture, Mortgage, Security

Agreement and Assignment of Rents dated as of

December 15, 1986, with the Owner Trustee),

Public Service Company of New Mexico,

including Appendix A definitions (Unit 2

Transaction) (refiled

Trust Indenture, Mortgage, Security Agreeimen 99.15 to PNM’s Annual Report on Form 10-K for
and Assignment of Rents dated as of Decemberfiscal year ended December 31, 1996

31, 1986, between the First National Bank of

Boston, as Owner Trustee, and Chemical Ban

Indenture Trustee (Unit 2 Transaction) (refil:

Assignment, Assumption, and Further Agreemef9.16 to PNM’s Quarterly Report on Form 10-Q
dated as of December 15, 1986, between Publicfor the quarter ended March 31, 1997

Service Company of New Mexico and The First

National Bank of Boston, as Owner Trustee (1

2 Transaction) (refiled

Waiver letter with respect *Deemed Los 99.17 to PNN's Annual Report on Form -K for
Event” dated as of August 18, 1986, between thdiscal year ended December 31, 1996
Owner Participant named therein, and Public

Service Company of New Mexico (refile

Waiver letter with respect to Deemed LoserE” 99.18 to PNM’'s Annual Report on Form 10-K for
dated as of August 18, 1986, between the Ownefiscal year ended December 31, 1996
Participant named therein, and Public Service

Company of New Mexico (refilec

Agreement No. 13904 (Option and Purchase 0f99.19 to PNM’s Annual Report on Form 10-K for
Effluent), dated April 23, 1973, among Arizona fiscal year ended December 31, 1996

Public Service Company, Salt River Project

Agricultural Improvement and Power District, the

Cities of Phoenix, Glendale, Mesa, Scottsdale,

and Tempe, and the Town of Youngtown (refil

Agreement for the Sale and Purchas 99.20 to PNN's Annual Report on Form -K for
Wastewater Effluent, dated June 12, 1981, An fiscal year ended December 31, 1996
Arizona Public Service Company, Salt River

Project Agricultural Improvement and Power

District and the City of Tolleson, as amended

(refiled)
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99.21* 1996 Supplemental Indenture dated a 99.21 to PNN's Quarterly Report on Form -Q 1-6986
September 27, 1996 to Trust Indenture, Mortg for the quarter ended September 30, 1996 PNM
Security Agreement and Assignment of Rents
dated as of December 16, 1985 between State
Street Bank and Trust Company, as Owner
Trustee, and The Chase Manhattan Bank, as
Indenture Truste

99.22 1997 Supplemental Indenture, dated a 99.22 to the Compar's Annual Report on Forl 1-6986
December 23, 1997, to Trust Indenture, Mortg 10-K for the year ended December 31, 2006 PNM
Security Agreement and Assignment of Rents,
dated as of August 12, 1986, between State Street
Bank and Trust, as Owner Trustee, and The C
Manhattan Bank, as Indenture Trus

* One or more additional documents, suligfiy identical in all material respects to thiehéit, have been entered into, relating to one or
more additional sale and leaseback transactiortsogih such additional documents may differ in ptileepects (such as dollar amounts
and percentages), there are no material detaihich such additional documents differ from thigigt.

*x Designates each management contract ompemsatory plan or arrangement required to be ifilecipursuant to paragraph 3 of Item 15
(@) of Form 10 -K.

¥ Certain instruments defining the rights ofdesb of long-term debt of the registrants inclugtethe financial statements of registrants filed
herewith have been omitted because the total anafwsatcurities authorized thereunder does not ekit8&o of the total assets of registrants.
The registrants hereby agree to furnish a copygfsaich omitted instrument to the SEC upon request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Regidthas duly caused this repol
be signed on its behalf by the undersigned, theoeduly authorized.

PNM RESOURCES, INC.
(Registrant’

Date: February 27, 201 By /sl J. E. Sterb
J. E. Sterbi
Chairman ant
Chief Executive Office

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed béipwhe following persons
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature Capacity Date
/sl J. E. Sterb Principal Executive Officer ar February 27, 201
J. E. Sterba Chairman of the Board

Chairman and
Chief Executive Office
/s/ C. N. Eldrec

C. N. Eldred
Executive Vice President and
Chief Financial Office
/s/ T. G. Sategn

T. G. Sategna
Vice President and
Corporate Controlle
/s/ A. E. Archulet:

A. E. Archulets
/s/ J. A. Dobsol

J. A. Dobsor
/s/ R. R. Nordhau

R. R. Nordhau:
/s/ M. T. Pachec

M. T. Pachect
/s/ R. M. Price

R. M. Price
/s/ B. S. Reit:

B. S. Reitz
/s/ D. K. Schwan:

D. K. Schwan:
/s/ J. B. Woodart

J. B. Woodart

Principal Financial Office

Principal Accounting Officer

Director
Director
Director
Director
Director
Director
Director

Director
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February 27, 201

February 27, 2010

February 27, 2010
February 27, 2010
February 27, 2010
February 27, 2010
February 27, 2010
February 27, 201

February 27, 201

February 27, 201




SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Regidthas duly caused this repol
be signed on its behalf by the undersigned, theoeduly authorized.

PUBLIC SERVICE COMPANY OF NEW MEXICO
(Registrant’

Date: February 27, 201 By /s P. K. Collawr
P. K. Collawn
President an
Chief Executive Office

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed béipwhe following persons
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature Capacity Date
/s/ P. K. Collawr Principal Executive Officer and February 201Q
P. K. Collawn Director

President and
Chief Executive Office
/s/ C. N. Eldrec Principal Financial Officer and February 20102
C. N. Eldrec Director
Executive Vice President and
Chief Financial Office
/s/ T. G. Sategn Principal Accounting Office February 27, 201
T. G. Sategn.
Vice President and
Corporate Controlle

/sl A. A. Cobb Director February 27, 201
A. A. Cobb

/sl E. J. Ferlan Director February 27, 201
E. J. Ferlanc

/sl J. E. Sterb Chairman of the Boar February 27, 201
J. E. Sterbi
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Regidthas duly caused this repol
be signed on its behalf by the undersigned, theoeduly authorized.

TEXAS-NEW MEXICO POWER COMPANY
(Registrant’

Date: February 27, 201 By /s/ P. K. Collawr

P. K. Collawn
President an
Chief Executive Office

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed béipwhe following persons
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature Capacity Date
/s/ P. K. Collawr Principal Executive Officer ar February 27, 201
P. K. Collawn Director

President and
Chief Executive Office

/s/T. G. Sategn. Principal Financial Officer an February 27, 201
T. G. Sategna Principal Accounting Officer
Vice President and
Controller
/s/ A. A. Cobhb Director February 27, 2010
A. A. Cobb
/sl J. E. Sterb Chairman of the Board February 27, 2010
J. E. Sterbi
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Exhibit 10.1
Change in Director Compensation

Non-employee directors of PNM Resources, Inc. (the@any”) receive their annual retainer in the forieash and stock-based
compensation as determined by the Company’s Bddbirectors. At the December 2009 Board meetthg,Board approved increasing the
2010 annual retainer for non-employee directorsiftbe 2009 annual retainer reported in the Coma2@09 Proxy Statement by increasing
the amount of time-vested restricted stock righiaef2,500 to 4,000. No other changes were matieetamount of stock options, amount of
annual cash retainer, or meeting and chair fedsis,Texcept as described below for Mr. Sterba (retices as the Company’s Chief Executive
Officer (“CEQ”) effective March 1, 2010), the 20&a@nual retainer for non-employee directors is #evs:

Annual Retainer : $35,000, 1,000 stock options* and 4,000 restristedk rights*

Annual Committee Chair Fee: $ 5,000 paid in quarterly installments (irdiidn to meeting attendance
fees), except that the Annual Audit and Ethics Catea Chair Fee is
$10,00C

Attendance Fees $ 1,750 per Board meetil

(no attendance fee for teleconference meetings $ 1,500 per Board Committee meeting

less than 1 hour in duratio

* Stock options and restricted stock rights granteder the Company’s Omnibus Performance Equity PREP”) each vest in three
equal annual installments beginning on the firsthagrsary of the grant date. These awards aredilpimade at the annual meeting of
directors, unless the meeting occurs during a btathkperiod for trading in the Company’s securitissspecified in the Company’s Insider
Trading Policy. As set forth under the Companytack Option Grant Policy, under those circumstanttes Board will either (a) schedule a
special meeting after the expiration of the black{zeriod, (b) make awards pursuant to a unanimgiien consent executed after the
expiration of the black-out period, or (c) pre-apg the equity awards with an effective date dfterexpiration of the black-out period. The
date of the awards is the date on which the Boppdawves the awards, unless (i) the approval daenen-trading day, in which case the date is
the immediately preceding trading date or (ii)ie tase of pre-approval during a black-out peii@hich case the grant date is the first
trading date after the expiration of the black-petiod. The exercise price of the stock optioageal to the closing price of the common stock
on the New York Stock Exchange on the date of thetg The PEP prohibits option re-pricing.

Directors are also reimbursed for any Board-relatquenses, such as travel expenses incurred rald@t@ard and Board committee meetings
and director educational programs.

While employed as CEO, Mr. Sterba receives no amtdit compensation for serving as a director ahasChairman of the Board and is only
reimbursed for any travel related expenses to Bowetings. As reported in a Current Report on Féiifiled February 19, 2010, in
February 2010, the Board asked Mr. Sterba to coettn serve as Chairman following his retirementB®. In his role as Chairman,

Mr. Sterba will, among other things, provide suppor strategic and public policy issues to the Canyp He will also continue to serve as the
Chairman of the First Choice Power board of marmgad as a PNMR representative on the board ofrOptiergy, LLC and as its

Chairman. As compensation, Mr. Sterba will rece\separate annual retainer of $250,000. Mrb8&twill not receive any separate Board
attendance fees but is eligible to receive the ahequity award of 1,000 stock options and 4,0@fricted stock rights typically made at the
annual meeting of directors. In addition, Mr. 8tewill be reimbursed for any Board-related expenseach as travel expenses incurred to
attend Board meetings.







Exhibit 12.1
PNM RESOURCES, INC. AND SUBSIDIARIE

Ratio of Earnings to Fixed Charg
(In thousands, except rati

Year Ended December 3

2009 2008 2007 2006 2005

Fixed charges, as defined by the Securities and
Exchange
Commission
Interest on lon-term debt (including intere
capitalized) $ 113,57 $ 98,45 $ 85,757 $ 87,75 $ 67,46:
Amortization of debt premium, discount and expet 5,43( 6,38¢ 6,56¢ 4,72¢ 3,96:
Other interest (including interest capitaliz 10,25¢ 36,50: 38,54: 48,06¢ 15,93¢
Interest from discontinued operations (including
capitalized interest 1,027 13,75¢ 12,54¢ 11,79( 10,65¢
Estimated interest factor of lease rental cha 7,034 7,894 8,80¢ 7,124 7,56¢
Preferred dividend requirements of subsidiary 75¢ 68¢ 55€ 79¢ 4,068

Total Fixed Charges $ 138,080 $ 163,68! $ 152,77 $ 160,26( $ 109,65:
Earnings, as defined by the Securities and Exch
Commission
Earnings from continuing operations before incom:
taxes and nc-controlling interes $ 94,757 $ (388,38) $ 63,11: $ 164,01t $ 76,50:
(Earnings) loss of equity investee 30,14¢ 29,68 (7,587 - -
Earnings from continuing operations before incc
taxes, no-controlling interest, and investee earni 124,89¢ (358,699 55,53! 164,01¢ 76,50:
Fixed charges as abo 138,08: 163,68! 152,77: 160,26( 109,65:
Interest capitalize (7,74%) (8,849 (10,740 (6,509 (4,025
Non-controlling interest in earnings of Valent (11,890 (7,179 - - -
Preferred dividend requirements of subsid (759 (68S) (55€) (798) (4,067)
Earnings Available for Fixed Charg $ 242,58° $ (211,720 $ 197,00¢ $ 316,977 $ 178,06°
Ratio of Earnings to Fixed Charges 1.7¢€ N/M * 1.2¢€ 1.9¢ 1.6z

* The ratio of earnings to fixed charges for tharyended December 31, 2008 is not meaningful saceings available for fixed charges it
negative. The shortfall in the earnings availablefiked charges to achieve a ratio of earning#exd charges of 1.00 amounted to $375.4
million for the year ended December 31, 2C







Exhibit 12.2
PUBLIC SERVICE COMPANY OF NEW MEXICC(

Ratio of Earnings to Fixed Charg
(In thousands, except rati

Year Ended December 3

2009 2008 2007 2006 2005

Fixed charges, as defined by the Securities antid&hge
Commission

Interest on lon-term debt (including interest capitalize $ 70,57 $ 58,00: $ 42,27 $ 42,487 $ 40,46:

Amortization of debt premium, discount and expet 1,33¢ 4,34¢ 4,61¢ 2,871 2,85¢

Other interest (including interest capitaliz 2,52¢ 14,42« 15,77 6,892 3,98(

Interest from discontinued operations (including

capitalized interest 1,027 13,75¢ 12,54¢ 11,79( 10,65¢

Estimated interest factor of lease rental cha 4,517 4,55 4,661 4,331 4,58¢
Total Fixed Charge $ 79,98: $ 95,08! $ 79,87C $ 68,377 $ 62,54+

Earnings, as defined by the Securities and Exch
Commission

Earnings from continuing operations before income$

and nor-controlling interes $ 45,627 $ (69,329 $ 34,61 $ 89,651 $ 51,03¢
Fixed charges as abo 79,98¢ 95,08: 79,87( 68,377 62,54+
Non-controlling interest in earnings of Valent (11,890 (7,179 - - -
Interest capitalize (6,067) (7,36%) (10,039 (5,257) (3,512
Earnings Available for Fixed Charg $ 107,65: $ 11,217* $ 104,44¢ $ 152,77 $ 110,06t
Ratio of Earnings to Fixed Charges 1.3F 0.12 1.31] 2.2% 1.7¢

* The shortfall in the earnings available for fixeldarges to achieve a ratio of earnings to fixeat@és of 1.00 amounted to $83.9 million fc -
the year December 31, 20(







TEXAS-NEW MEXICO POWER COMPANY
Ratio of Earnings to Fixed Charg
(In thousands, except rati

Exhibit 12.3

Year Ended December 2

2009 2008 2007 2006 2005
Fixed charges, as defined by the Securities antdhge
Commission
Interest on long-term debt (including interest
capitalized) $ 2223 $ 12420 $ 2239« $ 25728 $ 25,727
Amortization of debt premium, discount and
expense: 3,35¢ 1,504 1,92¢ 1,69¢ 2,111
Other interest (including interest capitaliz 3,37 5,43¢ 1,12¢ 1,64¢ 17¢
Estimated interest factor of lease rental chai 831 571 844 367 377
Total Fixed Charges $ 29,79F $ 1993 $ 2629 $§ 29,43¢ $ 28,39/
Earnings, as defined by the Securities and
Exchange
Commission
Earnings from continuing operations before
income taxe: $ 20,15 $ 2,33t $ 29,058 $ 17,90¢ $ 25,18t
Fixed charges as abo 29,79t 19,93¢ 26,29: 29,43¢ 28,39«
Interest capitalized (1,144 (1,025) (332) (209) (200
Earnings Available for Fixed Charges $ 48,80: $ 21,24¢ $ 5501f $ 47,13 $ 53,37
Ratio of Earnings to Fixed Charges 1.64 1.07 2.0¢ 1.6C 1.8¢







EXHIBIT 21
Subsidiaries of PNM Resources, Inc.

As of December 31, 2009, PNM Resources, Inc. directindirectly owns all of the voting securitie§the following subsidiaries:

Public Service Company of New Mexico, a New Mexiooporation that does business under the nameditFegrvice Company of New
Mexico” and “PNM”.

Texas-New Mexico Power Company, a Texas corpordtiandoes business under the name “Texas-New M&aever Company” and
“TNMP”.

First Choice Power Special Purpose, LP, a Texagelthpartnership that does business under its @attip name.
First Choice Power, LP, a Texas limited partnershit does business under its partnership name.

FCP Enterprises Inc., a Delaware corporation tbasdusiness under its corporate name.

TNP Enterprises, Inc., a Texas corporation thasdaesiness under its corporate name.

The remaining subsidiaries of PNM Resources, lonsitered in the aggregate as a single subsidiargpt constitute a "significant
subsidiary" (as defined in Rule 1-02(w) of ReguatB5-X) as of the end of the year covered by irt.







EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inifeggion Statement Nos. 333-150101 and 333-16521Borm S-3ASR and Registration
Statement Nos. 333-76288, 333-139108, 333-1294%+03303, 333-03289, 333-88372, 333-121371, 33®1@5333-141282, 333-156243,
333-159361, and 333-159362 on Forr8 8f our reports dated February 27, 2010 relatintdpe consolidated financial statements (whiclort
expresses an unqualified opinion and includes afaaatory paragraph regarding the change in methadcounting for fair value
measurements in 2008), financial statement schedaifel internal control over financial reporting®M Resources, Inc. and subsidiaries,
appearing in this Annual Report on Form 10-K of PIRglsources, Inc. and subsidiaries for the yearceBéeember 31, 2009.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 27, 2010







EXHIBIT 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference ini®esgion Statement No. 333-150024 on Form S-3uwfreports dated February 27,

2010 relating to the consolidated financial steats (which report expresses an unqualified opiaied includes an explanatory paragraph
regarding the change in method of accounting foniue measurements in 2008), financial stateraehédule, and internal controls over
financial reporting of Public Service Company ofiNBlexico and subsidiaries, appearing in this AnrReport on Form 10-K of Public
Service Company of New Mexico and subsidiariedtieryear ended December 31, 2009.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 27, 2010







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 31.1

CERTIFICATION

I, Jeffry E. Sterba, certify that:

1.

2.

I have reviewed this Annual Report on Forn-K of PNM Resources, Inc

Based on my knowledge, this report does not cortayjnuntrue statement of a material fact or ométste a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, ntgadisg with respect to t
period covered by this repo

Based on my knowledge, the financial statementd,adher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’ other certifying officer and | are responsible éstablishing and maintaining disclosure conteoigl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtites defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and ha

a)

b)

d)

Designed such disclosure controls and proceduresauwsed such disclosure controls and procedurbs tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared

Designed such internal control over financial réipgr, or caused such internal control over finahmégporting to be design
under our supervision, to provide reasonable assaraegarding the reliability of financial repogimnd the preparation
financial statements for external purposes in atanoce with generally accepted accounting princijj

Evaluated the effectiveness of tbgistrants disclosure controls and procedures and presémtdds report our conclusio
about the effectiveness of the disclosure contots procedures, as of the end of the period cougydtis report based on st
evaluation; ant

Disclosed in this report any change in the regid's internal control over financial reporting thatcomed during th
registrant’'s most recent fiscal quarter (each tesyig's fourth fiscal quarter in the case of an annupbrg that has materia
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &




5. The registrang’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrdaver financie

reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theweden
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contralsrdinancial reporting whic

are reasonably likely to adversely affect the regig’s ability to record, process, summarize and refiancial informatior
and

b) Any fraud, whether or not materthlt involves management or other employees whke hasignificant role in the registrant’
internal control over financial reportin

Date: February 27, 2010

s/ Jeffry E. Sterba

Jeffry E. Sterba

Chairman and Chief Executive Officer
PNM Resources, Inc.







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 31.2

CERTIFICATION

I, Charles N. Eldred, certify that:

1.

2.

I have reviewed this Annual Report on Forn-K of PNM Resources, Inc

Based on my knowledge, this report does not cortayjnuntrue statement of a material fact or ométste a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, ntgadisg with respect to t
period covered by this repo

Based on my knowledge, the financial statementd,adher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’ other certifying officer and | are responsible éstablishing and maintaining disclosure conteoigl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtites defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and ha

a)

b)

d)

Designed such disclosure controls and proceduresauwsed such disclosure controls and procedurbs tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared

Designed such internal control over financial réipgr, or caused such internal control over finahmégporting to be design
under our supervision, to provide reasonable assaraegarding the reliability of financial repogimnd the preparation
financial statements for external purposes in atanoce with generally accepted accounting princijj

Evaluated the effectiveness of tbgistrants disclosure controls and procedures and presémtdds report our conclusio
about the effectiveness of the disclosure contots procedures, as of the end of the period cougydtis report based on st
evaluation; ant

Disclosed in this report any change in the regid's internal control over financial reporting thatcomed during th
registrant’'s most recent fiscal quarter (each tesyig's fourth fiscal quarter in the case of an annupbrg that has materia
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &




5. The registrang’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrdaver financie

reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theweden
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contralsrdinancial reporting whic

are reasonably likely to adversely affect the regig’s ability to record, process, summarize and refiancial informatior
and

b) Any fraud, whether or not materthlt involves management or other employees whke hasignificant role in the registrant’
internal control over financial reportin

Date: February 27, 2010

/s/ Charles N. Eldred
Charles N. Eldred

Executive Vice President and
Chief Financial Officer

PNM Resources, Inc.







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 31.3

CERTIFICATION

I, Patricia K. Collawn, certify that:

1.

2.

I have reviewed this Annual Report on Forn-K of Public Service Company of New Mexic

Based on my knowledge, this report does not cortayjnuntrue statement of a material fact or ométste a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, ntgadisg with respect to t
period covered by this repo

Based on my knowledge, the financial statementd,adher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’ other certifying officer and | are responsible éstablishing and maintaining disclosure conteoigl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtites defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and ha

a)

b)

d)

Designed such disclosure controls and proceduresauwsed such disclosure controls and procedurbs tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared

Designed such internal control over financial réipgr, or caused such internal control over finahmégporting to be design
under our supervision, to provide reasonable assaraegarding the reliability of financial repogimnd the preparation
financial statements for external purposes in atanoce with generally accepted accounting princijj

Evaluated the effectiveness of tbgistrants disclosure controls and procedures and presémtdds report our conclusio
about the effectiveness of the disclosure contots procedures, as of the end of the period cougydtis report based on st
evaluation; ant

Disclosed in this report any change in the regid's internal control over financial reporting thatcomed during th
registrant’'s most recent fiscal quarter (each tesyig's fourth fiscal quarter in the case of an annupbrg that has materia
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &




5. The registrang’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrdaver financie

reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theweden
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contralsrdinancial reporting whic

are reasonably likely to adversely affect the regig’s ability to record, process, summarize and refiancial informatior
and

b) Any fraud, whether or not materthlt involves management or other employees whke hasignificant role in the registrant’
internal control over financial reportin

Date: February 27, 2010

/s/ Patricia K. Collawn

Patricia K. Collawn

President and Chief Executive Officer
Public Service Company of New Mexico







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 31.4

CERTIFICATION

I, Charles N. Eldred, certify that:

1.

2.

I have reviewed this Annual Report on Forn-K of Public Service Company of New Mexic

Based on my knowledge, this report does not cortayjnuntrue statement of a material fact or ométste a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, ntgadisg with respect to t
period covered by this repo

Based on my knowledge, the financial statementd,adher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’ other certifying officer and | are responsible éstablishing and maintaining disclosure conteoigl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtites defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and ha

a)

b)

d)

Designed such disclosure controls and proceduresauwsed such disclosure controls and procedurbs tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared

Designed such internal control over financial réipgr, or caused such internal control over finahmégporting to be design
under our supervision, to provide reasonable assaraegarding the reliability of financial repogimnd the preparation
financial statements for external purposes in atanoce with generally accepted accounting princijj

Evaluated the effectiveness of tbgistrants disclosure controls and procedures and presémtdds report our conclusio
about the effectiveness of the disclosure contots procedures, as of the end of the period cougydtis report based on st
evaluation; ant

Disclosed in this report any change in the regid's internal control over financial reporting thatcomed during th
registrant’'s most recent fiscal quarter (each tesyig's fourth fiscal quarter in the case of an annupbrg that has materia
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &




5. The registrang’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrdaver financie

reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theweden
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contralsrdinancial reporting whic

are reasonably likely to adversely affect the regig’s ability to record, process, summarize and refiancial informatior
and

b) Any fraud, whether or not materthlt involves management or other employees whke hasignificant role in the registrant’
internal control over financial reportin

Date: February 27,2010

/s/ Charles N. Eldred

Charles N. Eldred

Executive Vice President and

Chief Financial Officer

Public Service Company of New Mexico







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 31.5

CERTIFICATION

I, Patricia K. Collawn, certify that:

1.

2.

I have reviewed this Annual Report on Forn-K of Texa-New Mexico Power Compan

Based on my knowledge, this report does not cortayjnuntrue statement of a material fact or ométste a material fact necessar
order to make the statements made, in light oftcttmmstances under which such statements were,matenisleading with respe
to the period covered by this repc

Based on my knowledge, the financial statementd,adher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’ other certifying officer and | are responsible éstablishing and maintaining disclosure conteoigl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtites defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and ha

a)

b)

d)

Designed such disclosure controls and proceduresauwsed such disclosure controls and procedurbs tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared

Designed such internal control over financial réipgr, or caused such internal control over finahmégporting to be design
under our supervision, to provide reasonable assaraegarding the reliability of financial repogimnd the preparation
financial statements for external purposes in atanoce with generally accepted accounting princijj

Evaluated the effectiveness of tbgistrants disclosure controls and procedures and presémtdds report our conclusio
about the effectiveness of the disclosure contots procedures, as of the end of the period cougydtis report based on st
evaluation; ant

Disclosed in this report any change in the regid's internal control over financial reporting thatcomed during th
registrant’'s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbrg that has material
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &




The registrang’ other certifying officer and | have disclosedsdih on our most recent evaluation of internal @raver financie
reporting, to the registrant’s auditors and theitte@mmmittee of the registrastboard of directors (or persons performing theveden:

functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting whic
are reasonably likely to adversely affect the regig’s ability to record, process, summarize and refaioahcial informatior
and

b)

Any fraud, whether or not matertait involves management or other employees whke hasignificant role in the registrant’
internal control over financial reportin

Date: February 27, 2010

/s/ Patricia K. Collawn

Patricia K. Collawn

President and Chief Executive Officer
Texas-New Mexico Power Company







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 31.6

CERTIFICATION

I, Thomas G. Sategna, certify that:

1.

2.

I have reviewed this Annual Report on Forn-K of Texa-New Mexico Power Compan

Based on my knowledge, this report does not cortayjnuntrue statement of a material fact or ométste a material fact necessar
order to make the statements made, in light oftcttmmstances under which such statements were,matenisleading with respe
to the period covered by this repc

Based on my knowledge, the financial statementd,adher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’ other certifying officer and | are responsible éstablishing and maintaining disclosure conteoigl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtites defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and ha

a)

b)

d)

Designed such disclosure controls and proceduresauwsed such disclosure controls and procedurbs tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared

Designed such internal control over financial réipgr, or caused such internal control over finahmégporting to be design
under our supervision, to provide reasonable assaraegarding the reliability of financial repogimnd the preparation
financial statements for external purposes in atanoce with generally accepted accounting princijj

Evaluated the effectiveness of tbgistrants disclosure controls and procedures and presémtdds report our conclusio
about the effectiveness of the disclosure contots procedures, as of the end of the period cougydtis report based on st
evaluation; ant

Disclosed in this report any change in the regid's internal control over financial reporting thatcomed during th
registrant’'s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbrg that has material
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &




5. The registrang’ other certifying officer and | have disclosedsdih on our most recent evaluation of internal @raver financie
reporting, to the registrant’s auditors and theitte@mmmittee of the registrastboard of directors (or persons performing theveden:
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting whic
are reasonably likely to adversely affect the regig’s ability to record, process, summarize and refaioahcial informatior
and

b) Any fraud, whether or not matertait involves management or other employees whke hasignificant role in the registrant’
internal control over financial reportin

Date: February 27, 2010

/s/ Thomas G. Sategna

Thomas G. Sategna

Vice President and Controller
Texas-New Mexico Power Company







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOFED PURSUANT TO § 906 OF THE SARBANES-OXLEY ACT OF
2002

In connection with the Annual Report on Form 10eK the period ended December 31, 2009, for PNM &ess, Inc. (“Company”as filec
with the Securities and Exchange Commission onuer27, 2010 (“Report”), Jeffry E. Sterba, Chairman and Chief ExecutifBo®r of the
Company, certify pursuant to 18 U.S.C. §1350, aptatl pursuant to § 906 of the Sarbanes-Oxley A2002, that:

(1) the Report fully complies with the requirementgdf3(a) or 15(d) of the Securities Exchange Act284, as amended; a

(2) the information contained in the Report fairly mets, in all material respects, the financial ctadiand results of operations
the Company

Date: February 27, 20: By: [s/ Jeffry E. Sterba
Jeffry E. Sterbi
Chairman and Chief Executive Offic
PNM Resources, In







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOFED PURSUANT TO § 906 OF THE SARBANES-OXLEY ACT OF
2002

In connection with the Annual Report on Form 10eK the period ended December 31, 2009, for PNM &ess, Inc. (“Company”as filec
with the Securities and Exchange Commission on Wehr27, 2010 (“Report”)|, Charles N. Eldred, Executive Vice President &tdel
Financial Officer of the Company, certify pursuémtl8 U.S.C. §1350, as adopted pursuant to § 9@itecbarbanes-Oxley Act of 2002, that:

(1) the Report fully complies with the requirementgdf3(a) or 15(d) of the Securities Exchange Act284, as amended; a

(2) the information contained in the Report fairly mets, in all material respects, the financial ctadiand results of operations
the Company

Date: February 27, 20: By: [s/ Charles N. Eldred
Charles N. Eldre:
Executive Vice President ai
Chief Financial Office
PNM Resources, Ini







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 32.3

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOFED PURSUANT TO § 906 OF THE SARBANES-OXLEY ACT OF
2002

In connection with the Annual Report on Form K@er the period ended December 31, 2009, for RuBkrvice Company of New Mexi
(“Company”), as filed with the Securities and Exepa Commission on February 27, 2010 (“Repott”Ratricia K. Collawn, President &
Chief Executive Officer of the Company, certify puant to 18 U.S.C. 81350, as adopted pursuan®@b ®f the Sarbanedxley Act of 200z

that:

(1) the Report fully complies with the requirementgdf3(a) or 15(d) of the Securities Exchange Act@84, as amended; a

(2) the information contained in the Report fairly grets, in all material respects, the financial ctadiand results of operations
the Company

Date: February 27, 20: By: [s/ Patricia K. Collawn
Patricia K. Collawr

President and Chief Executive Offic
Public Service Company of New Mexi







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 32.4

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOFED PURSUANT TO § 906 OF THE SARBANES-OXLEY ACT OF
2002

In connection with the Annual Report on Form K@er the period ended December 31, 2009, for RuBkrvice Company of New Mexi
(“Company”), as filed with the Securities and Exepa Commission on February 27, 2010 (“Repott”Charles N. Eldred, Executive Vi
President and Chief Financial Officer of the Comparertify pursuant to 18 U.S.C. §1350, as adopteduant to § 906 of the Sarbar@sley
Act of 2002, that:

(1) the Report fully complies with the requirementgdf3(a) or 15(d) of the Securities Exchange Act@84, as amended; a

(2) the information contained in the Report fairly grets, in all material respects, the financial ctadiand results of operations
the Company

Date: February 27, 201 By: [s/ Charles N. Eldred
Charles N. Eldre:
Executive Vice President al
Chief Financial Office
Public Service Company of New Mexi







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 32.5

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOFED PURSUANT TO § 906 OF THE SARBANES-OXLEY ACT OF
2002

In connection with the Annual Report on Form 10-4¢ the period ended December 31, 2009, for Té&das- Mexico Power Compa
(“Company”), as filed with the Securities and Exepa Commission on February 27, 2010 (“Repott”Ratricia K. Collawn, President &
Chief Executive Officer of the Company, certify puant to 18 U.S.C. 81350, as adopted pursuan®@b ®f the Sarbanedxley Act of 200z
that:

(1) the Report fully complies with the requirementgdf3(a) or 15(d) of the Securities Exchange Act@84, as amended; a

(2) the information contained in the Report fairly grets, in all material respects, the financial ctadiand results of operations
the Company

Date: February 27, 20: By: [s/ Patricia K. Collawn
Patricia K. Collawr
President and Chief Executive Offic
Texa-New Mexico Power Compar







PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWWw.pnmresources.com

EXHIBIT 32.6

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOFED PURSUANT TO § 906 OF THE SARBANES-OXLEY ACT OF
2002

In connection with the Annual Report on Form 10-4¢ the period ended December 31, 2009, for Té&das- Mexico Power Compa
(“Company”), as filed with the Securities and Exega Commission on February 27, 2010 (“Repofit")fhomas G. Sategna, Vice Presid
Controller of the Company, certify pursuant to 1&1C. §1350, as adopted pursuant to 8 906 of tHeaBas-Oxley Act of 2002, that:

(1) the Report fully complies with the requirementgdf3(a) or 15(d) of the Securities Exchange Act284, as amended; a

(2) the information contained in the Report fairly mets, in all material respects, the financial ctadiand results of operations
the Company

Date: February 27, 20: By: /s/ Thomas G. Sategna
Thomas G. Sategr
Vice President, Controlle
Texa-New Mexico Power Compar







