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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended December 31, 2012

Commission Names of Registrants, State of Incorporation, I.R.S. Employer
File Number Address and Telephone Number Identification No.
001-32462 PNM Resources, Inc. 85-0468296

(A New Mexico Corporation)
414 Silver Ave. SW
Albuquerque, New Mexico 87102-3289
(505) 241-2700
001-06986 Public Service Company of New Mexico 85-0019030
(A New Mexico Corporation)
414 Silver Ave. SW
Albuquerque, New Mexico 87102-3289
(505) 241-2700
002-97230 Texas-New Mexico Power Company 75-0204070
(A Texas Corporation)
577 N. Garden Ridge Blvd.
Lewisville, Texas 75067
(972) 420-4189

Securities Registered Pursuant To Section 12(b) Ghe Act:

Name of Each Exchange

Reaqistrant Title of Each Class on Which Reqistered
PNM Resources, Inc. Common Stock, no par value New York Stock Exchange

Securities Registered Pursuant To Section 12(g) @he Act:

Registrant Title of Each Class
Public Service Company of New Mexico 1965 Series, 4.58% Cumulative Preferred Stock

($100 stated value without sinking fund)

Indicate by check mark whether each registranwglitknown seasoned issuer, as defined in Ruleo@®be Securities Act.

PNM Resources, Inc. (“PNMR”) YES ¥ NO _
Public Service Company of New Mexico (“PNM”) YES __ NO ¥
Texas-New Mexico Power Company (“TNMP”) YES __ NO ¥

Indicate by check mark if each registrant is nquieed to file reports pursuant to Section 13 atide 15(d) of the Act.

PNMR YES NO ¥

PNM YES NO v
TNMP YES v NO
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Indicate by check mark whether each registranhgs) filed all reports required to be filed by Sewti3 or 15(d) of the Securities Exchange A«
1934 during the preceding 12 months (or for suabrteh period that the registrant was required l® $uch reports) and (2) has been subject to siich

requirements for the past 90 days.

PNMR YES v NO _
PNM YES v NO _
TNMP YES _ NO v

(NOTE: As a voluntary filer, not subject to therfiy requirements, TNMP filed all reports under 8ettl3 or 15(d) of the Securities Exchange A«
1934 during the preceding 12 months.)

Indicate by check mark whether each registrantsudmitted electronically and posted on its corgoiatebsite, if any, every Interactive Data
required to be submitted and posted pursuant te R0b of Regulation $-during the preceding 12 months (or for such srgoeriod that the registrant v
required to submit and post such files).

PNMR YES v NO _
PNM YES v NO _
TNMP YES v NO _

Indicate by check mark if disclosure of delinquéilers pursuant to Item 405 of RegulationkSis not contained herein, and will not be contdinte
the best of registrants’ knowledge, in definitivexy or information statements incorporated by mefiee in Part Il of this Form 18-or any amendment
this Form 10-K. v/

Indicate by check mark whether registrant is adaagcelerated filer, an accelerated filer, or aaccelerated filer or a smaller reporting compars
defined in Rule 12b-2 of the Act).

Large accelerated Accelerated Non-accelerated Smaller Reporting
filer filer filer Company
PNMR v _ _ _
PNM _ _ v _
TNMP v _

Indicate by check mark whether the registrantsaasieell company (as defined in Rule 12b-2 of thehérge Act). YES__ NO v

As of February 22, 2013 , shares of common stot&tanding were:

PNMR 79,653,62
PNM 39,117,79
TNMP 6,35¢

On June 29, 2012, the aggregate market value ofdtieg common stock held by naffiliates of PNMR as computed by reference toNesv York
Stock Exchange composite transaction closing mfc®19.54 per share reported by The Wall Streetn®duwas $1,556,431,813. PNM and TNMP hav
common stock held by non-affiliates.

PNM AND TNMP MEET THE CONDITIONS SET FORTH IN GENER AL INSTRUCTIONS (1) (1) (a) AND (b) OF FORM 10-K AND ARE
THEREFORE FILING THIS FORM WITH THE REDUCED DISCLOS URE FORMAT PURSUANT TO GENERAL INSTRUCTION (1) (2).

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the following document are incorporavgdeference into Part 11l of this report:

Proxy Statement to be filed by PNMR with the SE@spant to Regulation 14A relating to the annual tingeof stockholders of PNMR to be held
May 9, 2013.

This combined Form 18-is separately filed by PNMR, PNM, and TNMP. Infation contained herein relating to any individtedistrant is filed b
such registrant on its own behalf. Each registraakes no representation as to information relatmghe other registrants. When this FormKL@s
incorporated by reference into any filing with tBEC made by PNMR, PNM, or TNMP, as a registram,phrtions of this Form 1K-that relate to each ott
registrant are not incorporated by reference therei
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Definitions:
ABO

Afton
AFUDC
ALJ

AMS

AOCI
APBO
APS

ARO
BACT
BART

BHP

Board

BTU

CAA
Cascade
CCB

CO.
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D.C. Circuit
Delta

DOE

DOI

ECJV

EIB

EIP

EPA

EPE
ERCOT
ESA
Exchange Act
FASB
FERC

FIP

First Choice
Four Corners
FPL
FPPAC
GAAP
GEaR
GHG

GWh
IBEW

IRP

IRS

KW

KWh

GLOSSARY

Accumulated Benefit Obligation

Afton Generating Station

Allowance for Funds Used During Construction
Administrative Law Judge

Advanced Meter System

Accumulated Other Comprehensive Income
Accumulated Postretirement Benefit Obligation

Arizona Public Service Company, which is the opmrand a co-owner of PVYNGS and Four Corners

Asset Retirement Obligation

Best Available Control Technology

Best Available Retrofit Technology

BHP Billiton, Ltd, the parent of SICC

Board of Directors of PNMR

British Thermal Unit

Clean Air Act

Cascade Investment, L.L.C.

Coal Combustion Byproducts

Carbon Dioxide

Competition Transition Charge

United States Court of Appeals for the DistricGaflumbia Circuit
Delta-Person Generating Station

United States Department of Energy

United States Department of Interior

ECJV Holdings, LLC

New Mexico Environmental Improvement Board
Eastern Interconnection Project

United States Environmental Protection Agency
El Paso Electric

Electric Reliability Council of Texas
Endangered Species Act

Securities Exchange Act of 1934

Financial Accounting Standards Board

Federal Energy Regulatory Commission
Federal Implementation Plan

FCP Enterprises, Inc. and Subsidiaries

Four Corners Power Plant

FPL Energy New Mexico Wind, LLC

Fuel and Purchased Power Adjustment Clause

Generally Accepted Accounting Principles in the tgdiStates of America

Gross Earnings at Risk

Greenhouse Gas Emissions

Gigawatt hours

International Brotherhood of Electrical Workers,cab611
Integrated Resource Plan

Internal Revenue Service

Kilowatt

Kilowatt Hour
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LIBOR London Interbank Offered Rate
Lordsburg Lordsburg Generating Station
Luna Luna Energy Facility
MD&A Management’s Discussion and Analysis of Financ@dition and Results of Operations
MMBTU Million BTUs
Moody’s Moody'’s Investor Services, Inc.
MW Megawatt
MWh Megawatt Hour
NAAQS National Ambient Air Quality Standards
Navajo Acts Navajo Nation Air Pollution Prevention and Contlalt, Navajo Nation Safe Drinking Water Act, and by
Nation Pesticide Act
NDT Nuclear Decommissioning Trusts for PVNGS
NEC Navopache Electric Cooperative, Inc.
NERC North American Electric Reliability Council
Ninth Circuit United States Court of Appeals for the Ninth Citcui
NMAG New Mexico Attorney General
NMED New Mexico Environment Department
NMIEC New Mexico Industrial Energy Consumers Inc.
NMPRC New Mexico Public Regulation Commission
NOx Nitrogen Oxides
NOI Natice of Inquiry
NOPR Notice of Proposed Rulemaking
NRC United States Nuclear Regulatory Commission
NSPS New Source Performance Standards
NSR New Source Review
ocClI Other Comprehensive Income
OPEB Other Post Employment Benefits
Optim Energy Optim Energy, LLC, a limited liability company, foerly known as EnergyCo, LLC
OsM United States Office of Surface Mining Reclamat o Enforcement
PBO Projected Benefit Obligation
PCRBs Pollution Control Revenue Bonds
PG&E Pacific Gas and Electric Co.
PNM Public Service Company of New Mexico and Subsid&ri
PNM Revolving Credit
Facility PNM's $400.0 Million Unsecured Revolving Credit Fiac
PNMR PNM Resources, Inc. and Subsidiaries
PNMR Revolving Credit
Facility PNMR's $300.0 Million Unsecured Revolving CreditHity
PNMR Term Loan
Agreement PNMR'’s $100 Million Unsecured Term Loan Facility
PPA Power Purchase Agreement
PSD Prevention of Significant Deterioration
PUCT Public Utility Commission of Texas
PV Photovoltaic
PVNGS Palo Verde Nuclear Generating Station
RCRA Resource Conservation and Recovery Act
RCT Reasonable Cost Threshold
REA New Mexico's Renewable Energy Act of 2004
REC Renewable Energy Certificates
REP Retail Electricity Provider

RMC Risk Management Committee
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RPS
SCE
SCPPA
SCR
SEC
SIP
SJCC
SJGS
SNCR
SO;
SPS
SRP
S&P
TCEQ
TECA
Tenth Circuit
TNMP

TNMP 2011 Term Loan

Agreement

TNMP Revolving Credit

Facility
TNP
Tri-State
Tucson
UAMPS
Valencia
VaR
WACC
WEG
WSPP

Renewable Energy Portfolio Standard

Southern California Edison Company

Southern California Public Power Authority
Selective Catalytic Reduction

United States Securities and Exchange Commission
State Implementation Plan

San Juan Coal Company

San Juan Generating Station

Selective Non-Catalytic Reduction

Sulfur Dioxide

Southwestern Public Service Company

Salt River Project

Standard and Poor’s Ratings Services

Texas Commission on Environmental Quality
Texas Electric Choice Act

United States Court of Appeals for the Tenth Circui
Texas-New Mexico Power Company and Subsidiaries

TNMP's $50 Million Secured Term Loan

TNMP’s $75 Million Revolving Credit Facility

TNP Enterprises, Inc. and Subsidiaries

Tri-State Generation and Transmission Associafion,
Tucson Electric Power Company

Utah Associated Municipal Power System

Valencia Energy Facility

Value at Risk

Weighted Average Cost of Capital

WildEarth Guardians

Western Systems Power Pool
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PART |
ITEM 1. BUSINESS

THE COMPANY
Overview

PNMR is an investoowned holding company of utilities providing elécitty and energy efficiency products and servicesNiew
Mexico and Texas. With PNMR's exit from its unreggetl businesses in 2011, PNMR is now fully repmséd as a holding company
regulated electric utilities focused on achievihg following strategic goals:

. Earning authorized returns on its regulated busi
. Continuing to improve credit ratin
. Providing a top quartile total return to inves

PNMR's success in accomplishing these strategils goaighly dependent on continued favorable ramuy treatment for its regulai
utilities. Both PNM and TNMP seek cost recovery fbeir investments through general rate cases anidus rate riders. The PUCT |
approved mechanisms that allow for recovery of tedymvested in transmission and distribution pct§ewithout having to file a general r
case. In 2011, PNM and TNMP completed generalpeieeedings before their state regulators. In Aug0%2, PNM implemented a rate ri
to collect renewable energy procurement costsat@not otherwise being collected in rates. On dgnB, 2013, FERC approved a settler
for an increase in rates PNM charges its transomssistomers and, in December 2012, PNM filed foadditional increase in rates charge
those customers based on a formula rate methodotaggh is pending before FERC. PNM has also redehsettlement for an increass
rates charged to its largest fimaguirements wholesale customer, which is pendafgre FERC. In September 2012, TNMP received P
approval for an increase in its rates to reflectéases in its transmission cost of service. Aoiéti information about rate filings is providet
Note 17.

PNMR's common stock trades on the New York Stocgharge under the symbol PNM. PNMR was incorporatdtie State of Ne
Mexico in 2000.

Other Information

These filings for PNMR, PNM, and TNMP include dsslires for each entity. For discussion purposés,réport will use the ter
“Company”when discussing matters of common applicabilitPddMR, PNM, and TNMP. Discussions regarding only FRINPNM, or TNMF
will be indicated as such. A reference to “MD&A” this report refers to Part Il, ltem 7Management's Discussion and Analysis of Fina
Condition and Results of Operations. A referenca thote” refers to the accompanying Notes to Ctidated Financial Statements.

Financial information relating to amounts of salesjenue, net income, and total assets of repertsdagments is contained in MD«¢
and Note 2.

WEBSITES

The PNMR websitewww.pnmresources.comis an important source of Company informationwiNg updated information for pub
access is routinely posted. PNMR encourages asalpsestors, and other interested parties testegbon the website to automatically rec
Company information by eail. This information includes news releases, aestiof webcasts, and filings with the SEC. Pardicip ca
unsubscribe at any time and will not receive infation that was not requested.

Our Internet addresses are:

. PNMR:www.pnmresources.cc

. PNM: www.pnm.con
. TNMP: www.thmp.con

The contents of these websites are not a partiofFthrm 10K. The SEC filings of PNMR, PNM, and TNMP, includimnnual repor
on Form 10-K, quarterly reports on Form 10-Q, coirneports on Form &, and amendments to those reports filed or fuedspursuant 1
Section 13(a) or 15(d) of the Exchange Act, aressible free of charge on the PNMR website as asaasonably practicable after they
filed with, or furnished to, the SEC. These repares also available in print upon request from PN of charge.
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Also available on the Company's websitewatw.pnmresources.com/investors/governance.afid in print upon request from ¢
shareholder are our:

. Corporate Governance Princig
. Code of Ethics Do the Right Thing-Principles of Business Conduct
. Charters of the Audit and Ethics Committee, Nonintatand Governance Committee, Compensation and HUR&source

Committee, and Finance Committee

The Company will post amendments to or waivers fitntode of ethics (to the extent applicable ® @ompany's executive offic
and directors) on its website.

OPERATIONS AND REGULATION
Regulated Operations

PNM

PNM is an electric utility that provides electrierggration, transmission, and distribution servicés rateregulated customers. In N
Mexico, the utility's retail electric service teaiy covers a large area of north central New Mexiacluding the cities of Albuquerque, |
Rancho, and Santa Fe, and certain other areasitifesa New Mexico. PNM also provides electricityfiton-requirements wholesale custon
in New Mexico and Arizona. Service to retail elactustomers is subject to the jurisdiction of M&PRC. Service to wholesale custome!
regulated by FERC. Regulation encompasses theylstiglectric rates, service, accounting, issualfescurities, construction of major r
generation, transmission, and distribution faeititiand other matters.

Other services provided by PNM include transmisservices to third parties as well as the generadind sale of electricity into t
wholesale market, which services are regulated BRE. The utility owns or leases transmission linetgrconnected with other utilities
New Mexico, Texas, Arizona, Colorado, and Utah. Tégest retail electric customer served by PNMoaoted for 3.6% of the utility
revenues for the year ended December 31, 2012. RB¥vincorporated in the State of New Mexico in 1917

Rate Proceedings

Customer rates for retail electric service arebyethe NMPRC. PNM made a general rate case filinguine 2010. On August 8, 20
the NMPRC issued a final order modifying a stipiolatreached by PNM and other parties in this céle.modified stipulation provides:

. $72.1 million increase in annual néurel revenues for all New Mexico retail customénsplemented August 21, 20
. Customers formerly served by TNMP prior to itgaisition by PNMR (“PNM South”being covered by the same FPF
utilized for other retail customers of PNM (“PNM Nio")

. Subject to further NMPRC approvals, recovery ofte@ssociated with NMPRC approved renewable enamggurement plar
through a rate rider beginning no earlier than Aai012

. No new general rate adjustment effective prioruty 1, 2013, unless PNM needs to file for recovefycosts to comply wit
any federal or state environmental law or requineneéfective after June 30, 2010

. Limit on annual recovery of costs for fuel, reneleaknergy, and energy efficiency, with recoveryaafditional amoun

deferred for collection to future periods

As permitted by the above NMPRC order, PNM filedaaplication in January 2012 for a rate rider tthexd costs for renewable ene
procurements incurred after December 31, 2010ahamnot otherwise being collected in rates. Thestscinclude the procurement of s
RECs from customers, wind resource procurementsitenrevenue requirements for PNdMmed solar PV facilities and a solar battery sje
demonstration project that went into service dur@ll. On August 14, 2012, the NMPRC issued anroapproving the rider. PN
implemented the rider on August 20, 2012. The rigdl terminate upon a final order in PNM's nextngeal rate case unless that o
authorizes a continuation of the rider. Amountg tten be collected under the rider are capped &O%illion in 2012 and $24.6 million
2013. Any amounts above the caps are deferredufard recovery without carrying costs. Collectiamsler the rider during 2012 were be
the cap. As a separate component of the rideMMB earned return on jurisdictional equity in 20&8justed for weather and other items
representative of normal operation, exceeds 10it546l] refund to customers during May through Dedger 2014 the amount over 10.5%.
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PNM has entered into firmequirements wholesale contracts to provide eldttrio various customers. These contracts cortaih
capacity charges and energy charges. Capacity ehaage monthly payments for a commitment of ressuro service the contri
requirements. Energy charges are payments bastt @mount of electricity delivered to the custoraed are intended to compensate fo
variable costs incurred to provide the energy. PNfiiim-requirements demand was 109 MW in 2012, and isa&gdebased solely on exist
contracts, to be 106 MW in 2013, 106 MW in 2014d 408 MW in 2015. No firnrequirements customer of PNM accounted for mora
2.5% of PNM's revenues for the year ended DeceBibe?012.

In September 2011, PNM filed with FERC to increestes for electric service and ancillary servicesvjgled to NEC, PNM's large
firm-requirements wholesale customer. PNM also ested a traditional FPPAC and full recovery of @@rthirdparty transmission charg
FERC issued an order allowing the increased ratée tcollected beginning April 14, 2012, subjectdfund. The parties agreed to a settlel
providing for an increase in rates of $5.3 milliem extension of the contract for 10 years, andgreement that PNM will be able to file
application for formula based rates to be effectiv@015. The settlement has been filed with FER@ ia pending FERC approval. PNN
unable to predict the outcome of this proceedingMPprovides both energy and power services to titye & Gallup, New Mexico, its seco
largest firmrequirements wholesale customer, under an elesgriice agreement that expires June 30, 2013. Bhdvthe City of Gallup a
in discussions regarding PNM continuing to provddevices after the current agreement expires.

In October 2010, PNM filed a notice with FERC ter@ase its wholesale electric transmission ratealfof PNM's wholesale elect
transmission service customers, which include otitidities, electric cooperatives, and entitiestthae PNM's transmission system to tran
power at the wholesale level. The proposed ratae wnplemented on June 1, 2011, subject to ref@mdJanuary 2, 2013, FERC approwv
settlement among the parties providing for an iaseein transmission service revenues of $2.9 mildanually. PNM refunded amou
collected in excess of the settled rates in JanR@iy3. In addition, the parties agreed that if PNIbs for a formula based rate change wi
one year from FERC's approval of the settlementemgent, no party will oppose the general princgfla formula rate, although the par
may still object to particular aspects of the folaxI'he rate increase does not impact PNM's retaifomers.

In December 2012, PNM filed a notice with FERC mtarease its wholesale electric transmission ratesall of its transmissic
customers. The proposed increase is $3.2 milliorually and is a formula based rate as contemplayetthe approved settlement in the ¢
described above. FERC has not taken action orilthg &nd PNM is unable to predict the outcomehi$ proceeding.

Operational Information

Weather-normalized retail electric loads decrealsgdd.7% in 2012. The system peak demands for retad firm+equirementi
customers were:

System Peak Demands

2012 2011 2010
(Megawatts)
Summer 1,94¢ 1,93¢ 1,97:
Winter 1,52 1,70¢ 1,551

PNM holds long-term, noexclusive franchise agreements for its electri@iretperations, with varying expiration dates. Té
franchise agreements allow the utility to acceddipuights-ofway for placement of its electric facilities. Fraige agreements have expire
some areas PNM serves, including Albuquerque, RinocRo, and Santa Fe. Because PNM remains obligaiger New Mexico state law
provide service to customers in these areas, thigations should not have a material adverse impawt Albuquerque, Rio Rancho, and S
Fe metropolitan areas accounted for 48.5%, 11.3%b,%5% of PNM's 2012 revenues and no other fraechrea represents more than
Although PNM is not required to collect or pay fchise fees in some areas it serves, the utilityicoes to collect and pay such fees in ce
parts of its service territory, including Albuquesy Rio Rancho, and Santa Fe.

PNM owns or leases 3,189 circuit miles of electramsmission lines that interconnect with otheliti#s in New Mexico, Arizon:
Colorado, Texas, and Utah. Although there has lmeedest load growth in the utility's service temjtan recent years, there has been
development of new transmission facilities. Therefonost of the capacity on PNM's transmissionesygs fully committed during peak hot
with very little to no additional access availablea firm commitment basis. These factors resufthiysical constraints on the system and
the ability to wheel power into PNM's service afieen outside of New Mexico.

A-3




Table of Contents

PNM also generates and sells electricity into thelesale market. Because PNM's 134 MW share of 8JattPVNGS is excluded frc
retail rates, that unit's power is being sold ia thholesale market. In April 2008, PNM entered itlicee separate contracts for the sa
capacity and energy related to its entire intere®tVNGS Unit 3 through December 31, 2010. Subsetyighe utility has sold its share of
unit output daily at market prices. PNM has estdigd fixed rates for all of these sales throughetigk of 2013 through hedging arrangem
that are accounted for as economic hedges. PNNaspartially hedged for 2014. Because of lowestxg market prices, margins associ
with sales subsequent to 2010 were significantlyelothan those achieved in the 2008 agreementriBiethe PVNGS contracts, PNM ¢
engages in activities to optimize its existing gdictional assets and logrm purchase power agreements through spot méwiet,ahead, d:
ahead, week ahead, and other sales of any excessatien not required to fulfill retail load andntcactual commitments. Revenues from tl
sales, other than those from PVNGS Unit 3, areitzeédo retail customers through the FPPAC.

Use of Future Test Year

Senate Bill 477 (“SB 477"was passed by the New Mexico legislature and begaifeetive in June 2009. SB 477 is designe
promote more timely recovery of reasonable cosfra¥iding utility service in two ways.

. The NMPRC must set rates using the test periodltest reflects the conditions the utility will exjgmce when new rates
anticipated to go into effect. The NMPRC is reqdite consider that a future test period may beothe that best meets t
requirement. A future test period is a twelmenth period beginning no later than the date pgsed rate change is expecte
take effect.

. The NMPRC must include certain construction warkprogress (“CWIP")for environmental improvement, generation,
transmission projects in rate base, without anebffsr AFUDC. With this provision, PNM will be abl® collect costs
projects are being built rather than waiting uthtdy are finished to include them in rate base.

The use of a future test year should help PNM miéghe adverse effects of regulatory lag, whicimli®rent when using a histori
test year. Accordingly, the utility's earnings sldoonore closely reflect the rate of return allowdthe NMPRC. PNMR believes that achie\
earnings that approximate its allowed rate of retaran important factor in attracting equity inees, as well as being considered favorabl
credit rating agencies and financial analysts. lmvéinber 2012, the NMPRC issued an order promulgatides that clarify the filin
requirements for public utility rate applicatiornssed on a future test year.

PNM previously announced it anticipated filing guest for a general rate increase with the NMPRRioh2013. With the uncertain
related to environmental capital spending describelote 16 and improved operating results, PNMeigvaluating when it will file its ne
general rate case. As with any forward looking riicial information, utilizing a future test yearanrate filing presents challenges that exi
the forecasting process. These include forecastsotf operating and capital expenditures that reisgs reliance on many assumpti
concerning future conditions and operating resiittghe rate making process, PNM's assumptionsalogect to challenge by regulators
intervenors who may assert different interpretationassumptions.

Renewable Portfolio Standard

The REA was enacted to encourage the developmentnafwable energy in New Mexico. The act establishemandatory RF
requiring a utility to acquire a renewable energytiplio equal to 10% by 2011, 15% by 2015, and 26%62020. The act provides
streamlined proceedings for approval of utilitiesiewable energy procurement plans, assuresasiliéicovery of costs incurred consistent
approved procurement plans, and requires the NM@RSStablish a RCT for the procurement of renewedseurces to prevent excessive (
being added to rates. PNM files required renewabbrgy plans with the NMPRC annually. See Note 17.

TNMP
TNMP is a regulated utility operating in Texas. TR predecessor was organized in 1925. TNMP igpocated in the State of Tex
TNMP provides transmission and distribution sersige Texas under the provisions of TECA and theaBeRublic Utility Regulatol
Act. TNMP is subject to traditional cost-eérvice regulation with respect to rates and seruizder the jurisdiction of the PUCT and cel
municipalities. Because its transmission and distidbn activities are solely within ERCOT, TNMPrist subject to traditional rate regulat

by FERC. TNMP serves a market of small to mediuragsicommunities, most of which
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have populations of less than 50,000. TNMP is #twdusive provider of transmission and distributgervices in most areas it serves.

TNMP's service territory consists of three rmmtiguous areas. One portion of this territoryeers from Lewisville, which
approximately 10 miles north of the Dallgert Worth International Airport, eastward to mupalities near the Red River, and to commun
north, west, and south of Fort Worth. The secontiguo of its service territory includes the areara the Texas Gulf Coast between Hou
and Galveston, and the third portion includes aofdar west Texas between Midland and El Paso. BR@G the independent system oper
that is responsible for maintaining reliable opera for the bulk electric power supply systemtiregion.

TNMP provides transmission and distribution sersieg regulated rates to various REPs that, in ferovide retail electric service
consumers within TNMP's service area. As of Decandie 2012, 89 active REPSs receive transmissiondistdbution services from TNM
The acquirer of First Choice, including the forntérst Choice operations, accounted for 19% of TNdRRvenues in 2012. Two ot
unaffiliated customers of TNMP accounted for opegatevenues of 17% in 2012 and 10% in 2012. Nemtlustomer accounted for more t
10% of revenues.

Regulatory Activities

In August 2010, TNMP filed with the PUCT for a gealerate increase. On January 27, 2011, the PUQ@foapd a stipulation th
settles the case. Key components of the settlemern:

* Arevenue increase of $10.25 million, effective feglny 1, 201
e Areturn on equity of 10.125
. A hypothetical 55%/45% delaguity capital structu

The PUCT approved interim adjustments to TNMP'sdnaission rates of $5.5 million on May 14, 2010 &2db million on Septemb
27, 2012.

Franchise Agreements

TNMP holds long-term, noexclusive franchise agreements for its electringnaission and distribution services. These agrets
have varying expiration dates and some have expifdiMP intends to negotiate and execute new or aeerfranchise agreements v
municipalities where the agreements have expiredilbbe expiring. Since TNMP is the exclusive piger of transmission and distributi
services in most areas that it serves, the nesghtaw or renegotiate franchise agreements shotldave a material adverse impact on TN}
business. TNMP also earns revenues from serviceidao to facilities in its service area that lietside the territorial jurisdiction of tl
municipalities with which TNMP has franchise agresns.

Competitive Businesses

First Choice

As discussed in Note 3, PNMR completed the saleirst Choice on November 1, 2011 receiving $270il0an, plus $59.3 million fo
estimated working capital. The latter amount wasgjestt to adjustment based on the actual amourtsertdin components of working capita
October 31, 2011. PNMR recognized a tar-gain of $174.9 million on the sale in 2011. Teeties could not agree on the working ca
amount and, in accordance with the agreement forstie, this matter was submitted to an indepengiany for a decision binding on 1
parties. A decision was received in August 2012iltigy in an additional préax gain of $1.0 million in 2012. PNMR used the petceed
from the sale of First Choice to repurchase sonNi¥IR's outstanding debt and equity and for otleeparate purposes, including repayn
of borrowings under the PNMR Revolving Credit Fayil

First Choice, operating as a certified REP in ERCrbvided electricity to residential, small comeial and governmental custom
First Choice focused its competitive customer agitjoh efforts in major Texas metropolitan areagropo electric choice within ERCC
including Dallas-Fort Worth, Houston, Corpus Chyiahd McAllenHarlingen. Although First Choice was regulated émtain respects by t
PUCT, its business was not subject to traditioatd of return regulation. Rates were negotiateHilst Choice with each customer. No spe:
provisions existed for the recovery of First Ch&iqaurchased power costs and changes in thoseaffestsed operating results.

During the period it was a subsidiary of PNMR, EE$oice's operating results were pressured byrakfaztors. Due to the competit
nature of the Texas market, First Choice, simdaother REPs, experienced significant turnovetsrcustomer
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base, which along with the impacts of Hurricane #rel depressed economic conditions resulted inifsignt increases in the levels
uncollectible accounts and bad debt expense. Eivsice's load fluctuated due to customer additandslosses, changes in customer usage
seasonality of weather. First Choice experiencedesed sales and operating revenues during thmeumonths as a result of increase:
conditioner usage. First Choice monitored and exligs load forecast to account for changing custotoads and entered into hedc
arrangements to cover forecasted sales.

Optim Energy

In January 2007, PNMR and ECJV, a wholly owned Elidny of Cascade, which until late in 2011 wasaggé PNMR sharehold
created Optim Energy to serve expanding energy etgririncipally the areas of Texas covered by ERQQptim Energy's business consit
of development, operation, and ownership of divgeseeration assets, complemented by wholesale tiregke optimize those assets. PN
and ECJV each had a 50 percent ownership interé@ptim Energy, a limited liability company. OptiEnergy had interests in three elec
generating resources located within the ERCOT area.

Beginning in 2009, Optim Energy was affected byttanng adverse market conditions, primarily lowtural gas and power prices.
response to those adverse conditions, Optim Engltgpged its strategy to focus on utilizing caskvffoom operations to reduce debt. O
Energy also concentrated on optimizing generates®eis as a stand-alone independent power producer.

As discussed in Note 21, PNMR determined its irmesit in Optim Energy was fully impaired at DecemBgr 2010 and reduced
carrying value of the investment to zero by reaugda pretax loss of $188.2 million. PNMR, ECJV, and Cascadtered into agreements
September 23, 2011, whereby Optim Energy was isiied and ECJV made an equity contribution to @pinergy in exchange for
increased ownership interest, which resulted in FR&bwnership in Optim Energy being reduced fro®50 1%. On January 4, 2012, EC
exercised its option to acquire PNMR's remainingd®fership interest in Optim Energy at fair mankaiue, which was determined to be z
PNMR accounted for its investment in Optim Energyng the equity method of accounting through Sepgm23, 2011 and used the «
method thereafter. In accordance with GAAP, PNM&ribt record income or losses associated witmitegtment in Optim Energy in 2011.

Corporate and Other

The Corporate and Other segment includes PNMR igldompany activities, primarily related to corgeréevel debt and PNV
Services Company. PNMR Services Company providegocate services through shared services agreenembIMR and all of PNMR
business units, including PNM and TNMP, and throtrghsition services agreements with First Choiog @ptim Energy. These services
charged and billed on a monthly basis to the bssinmits. Billings are at cost, except for serviges/ided to Optim Energy, which include
profit element.

SOURCES OF POWER
PNM

Generation Capacity

As of December 31, 2012, the total net generatapacity of facilities owned or leased by PNM wa333 MW. PNM also obtains 2
MW of power under a long-term PPA with the New MexWind Energy Center.
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PNM's owned and leased capacity in electric geimgr&acilities in commercial service as of DecemBgy 2012 is:

Generation
Capacity
Type Name Location (MW)

Coal SJGS Waterflow, New Mexico 783
Coal Four Corners Fruitland, New Mexico 20C
Gas Reeves Station Albuquerque, New Mexico 154
Gas Afton (combined cycle) La Mesa, New Mexico 23C
Gas Lordsburg Lordsburg, New Mexico 80
Gas Luna (combined cycle) Deming, New Mexico 18t
Gas/Oil Delta Albuquerque, New Mexico 132
Gas Valencia Belen, New Mexico 14t
Nuclear PVNGS Wintersburg, Arizona 40z
Solar PNM-owned solar Five sites in New Mexico 22

2,33:

Fossil-Fueled Plants

SJGSconsists of four units operated by PNM. Units 132and 4 at SIGS have net rated capacities oM3#0340 MW, 496 MW an
507 MW. SJGS Units 1 and 2 are owned on a 50% dhzasis with Tucson. SJIGS Unit 3 is owned 50% bivPAL.8% by SCPPA, and 8.:
by Tri-State. SJGS Unit 4 is owned 38.457% by PNM, 28.89MISR Public Power Agency, 10.04% by the City ofaleim, Californic
8.475% by the City of Farmington, New Mexico, 7.2 the County of Los Alamos, New Mexico, and 7.02B90UAMPS. See Note 16 1
additional information about SJGS.

Four CornersUnits 4 and 5 are 13% owned by PNM. Units 4 antlFoar Corners are jointly owned with SCE, APS, SRison, an
EPE and are operated by APS. PNM has no ownerstepest in Four Corners Units 1, 2, or 3. Four @msrand a portion of the faciliti
adjacent to SJGS are located on land held undereags from the United States and also under Ides®sthe Navajo Nation. APS, on bel
of the Four Corners participants, has negotiatedraiments to an existing facility lease with the &awWation that would extend the leasel
interest in the plant to 2041. The amendments baea approved by the Navajo Nation Council andezigoy the Nation's President. DOI n
also approve the amendments as well as a relatbetaferights-ofway grant that the Four Corners participants wilkque. A feder:
environmental review will be conducted as parthaf DOI review process.See Note 16 for additional information about Foorr@rs.

PNM owns 100% oReeves, Afton, and Lordsbuagd 33.3% ot.una. The remaining interests in Luna are owned equajlyrucsol
and Freeport McMoran. PNM is entitled to the eneagg capacity oDelta under a PPA that is deemed to be an operating.|@a8d has
PPA that entitles it to the entire output\¢dlencia. Valencia is a variable interest entity and issmidated by PNM as required by GA/
Therefore, Valencia is reflected in the above tadéf it were owned. Reeves, Lordsburg, Delta, dabtbncia are used primarily for peak
power and transmission support. See Note 9 fortiaddl information about the Delta operating leaseluding the potential purchase of De

Nuclear Plant

PNM is participating in the three units BVNGS, also known as the Arizona Nuclear Power Projeitt APS (the operating ager
Salt River Project, EPE, SCE, SCPPA, and the Deymant of Water and Power of the City of Los AngeleBIM is entitled to 10.2% of tl
power and energy generated by PVNGS. PNM has oWipeirgerests of 2.3% in Unit 1, 4.6% in Unit 2,dah0.2% in Unit 3 and has leasel
interests of 7.9% in Unit 1 and 5.6% in Unit 2. Thaase payments for the leased portions of PVN@Seovered through retail rates apprc
by the NMPRC. See Note 7 for additional informat@mncerning the PVNGS leases, including noticesmyito the lessors under the PVN
Unit 1 leases in 2013 that PNM would renew thedeaSee Note 16 for information on other PVNGS engit

On March 11, 2011, a 9.0 magnitude earthquake catwoff the northeastern coast of Japan. The as#egproduced tsunamis t
caused significant damage to the Fukushima Dalcttlear Power Station in Japan. Following theseesyehe NRC established a task forc
conduct a systematic and methodical review of NR@cgsses and regulations to determine whether geacgt should make additiol
improvements to its regulatory system. In March2the NRC issued the first regulatory requiremdrased on the recommendations of
task force. With respect to PVNGS, the NRC isswem drders requiring safety enhancements regardigmitigation strategies to responc
extreme natural events resulting in the loss of
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power at plants; and (2) enhancement of spentgdael instrumentation. The NRC has issued a seffigaterim staff guidance docume
regarding implementation of these requirements. Oube developing nature of these requirement§ ARd PNM cannot predict the finan
or operational impacts on PVNGS; however PVNGSiooets to comply with regulatory requirements andteal reporting.

Solar

In 2011, PNM completed its first major utility-owsheenewable energy project when five utilggale solar facilities in New Mexi
went online. The five solar sites are located iarAbgordo, Deming, Los Lunas, Las Vegas, and Albiguee In addition to these facilitis
PNM completed its solastorage demonstration project in Albuquerque, wiiah a generation capacity of 0.5 MW that is noluited in th
above table. The NMPRC has approved PNM's 2013wn@&nle energy procurement strategy that includeadatitional 21.5 MW of utility-
owned solar capacity.

Plant Operating Statistic

Equivalent availability of PNM's major base-loadchgeating stations were:

Plant Operator 2012 2011 2010
SJGS PNM 81.7% 86.9% 73.5%
Four Corners APS 83.5% 81.5% 75.3%
PVNGS APS 90.6% 89.1% 88.6%

Joint Projects

SJGS, PVNGS, Four Corners, and Luna are joint pt®jeach owned or leased by several differentiasli Some participants in 1
joint projects are invest-owned utilities, while others are municipally ar-aperatively owned. Furthermore, participants in SJhd Fou
Corners may have varying percentage interestdfiereint generating units within the project. Thevnary operating or participation agreems
for the joint projects expire in 2016 for Four Cers, 2022 for SJIGS, and 2027 for PVNGS. In addit®IGS and Four Corners are cfiad
generating plants that obtain their coal require&om mines near the plants. The agreementso@rsupply expire in 2016 for Four Corr
and 2017 for SJGS. As described above, Four Coisaituated on land under a lease from the NaMajion. Portions of PNM's interests
PVNGS Units 1 and 2 are through leases that expi2015 and 2016, but contain certain fixede renewal and fair market value purcl
options. As discussed in Note 7, PNM gave notictheolessors in 2013 that PNM would renew the PVNG®& 1 leases andiould retai
control of the assets subject to the PVYNGS Unédaés at the expiration of the leases. Severhkgfadrticipants in the joint projects are loc.
in California. There are legislative and regulatamgndates in California that prohibit utilities finoentering into new, or extending existi
arrangements for coéired generation. It is also possible that the ipgrénts in the joint projects have changed cirdamses and objectiv
from those existing at the time of becoming pgpticits. The status of these joint projects is furdoenplicated by the uncertainty surrounc
the form of potential legislation and/or regulatiohGHG, CCBs, and other air emissions, as wethaimpacts of the costs of compliance
operational viability of all or certain units withithe joint projects. It is unclear how these festwill enter into discussion and negotiati
concerning the status of the joint projects asetxy@ration of basic operational agreements appremdANM can provide no assurance thi
participation in the joint projects will continue ihe manner that currently exists. See Note 16.

PPAs

In addition to generating its own power, PNM pulssgpower under long-term PPAs. PNM also purchasesr in the forward, day-
ahead, and real-time markets.

In 2002, PNM entered into an agreement with FPdaweelop the New Mexico Wind Energy Center. PNM leggceiving power froi
the project in June 2003. FPL owns and operatedléve Mexico Wind Energy Center, which consists 86 Windpowered turbines on a ¢
in eastern New Mexico. PNM has a contract to pwetall the power and RECs generated by the New ddeiind Energy Center for
years. The NMPRC has approved a voluntary tarét tilows PNM retail customers to buy w-generated electricity for a small mont
premium. Power from the New Mexico Wind Energy @eris used to service load under the voluntanyfftarid as part of PNM's elect
supply mix for meeting retail load.

PNM's 2013 renewable energy procurement plan irslwd20year agreement to purchase energy from a geothdacibfy to be buil
near Lordsburg. The 10 MW facility will be the firgeothermal project for the PNM system and is dalesl to be completed by December
2013.
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A summary of purchased power, excluding Delta aatéNCcia, but including power purchased under l@rgitcontracts that have
expired by their terms, is as follows:

Year Ended December 31,

2012 2011 2010
Purchased under long-term PPAs
MWh 546,32: 794,86 1,360,99.
Cost per MWh $ 27.28 $ 29.9: $ 34.3¢
Other purchased power
Total MWh 948,91: 988,56« 1,083,54!
Cost per MWh $ 27.3C $ 3147 % 40.61

TNMP
TNMP provides only transmission and distributiorvézes and does not sell power.

First Choice

First Choice bought electricity and entered intddirg arrangements to purchase quantities of ptoveratch the supply obligations
customers that were under fixed price contractswd? was purchased long-term in the overdbanter market or using futures. In the s
term, hedges were adjusted to load changes by dpayid selling power in the over-the-counter madkéERCOT day-ahead market.

FUEL AND WATER SUPPLY
PNM

The percentages of PNM's generation of electri@ty the basis of KWh), including Valencia and Dgefizeled by coal, nuclear fu
and gas and oil, and the average costs to PNMosgtfuels per MMBTU were as follows:

Coal Nuclear Gas and Oil
Percent of Average Percent of Average Percent of Average
Generation Cost Generation Cost Generation Cost
2012 59.2% $ 2.9¢ 31.2% $ 0.8¢ 9.(% $ 3.2t
2011 61.8% $ 2.7¢ 29.1% $ 0.8C 8.4% $ 4.47
2010 58.¢% $ 2.4¢ 31.2% $ 0.6€ 9.8% $ 4.54

In 2012 and 2011, 0.5% and 0.1% of PNM's generatias from utility owned solar, which has no fuektadrhe generation mix f
2013 is expected to be 60.2% coal, 28.5% nuclénB% gas and oil, and 0.5% utility owned solar. Duécally available natural gas and
supplies, the utilization of locally available caldposits, and the generally adequate supply déautuel, PNM believes that adequate sot
of fuel are available for its generating stationt®ithe foreseeable future. See Sources of Pow&iM - PPAs for information concerning 1
cost of purchased power.

Coal

The coal supply contracts that provide fuel for Sd&hd Four Corners expire in 2017 and 2016. Cqgaplgthas not been arranged
periods after the existing contracts expire. PNNlebes there is adequate availability of coal reses to continue to operate these pl
although extended or new contracts could resuitgher prices. See Note 16 for additional informatabout PNM's coal supply.

Natural Gas

The natural gas used as fuel for the electric geimgy plants is procured on the open market anideteld by third party transportati
providers.
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Nuclear Fuel and Was!

PNM is one of several participants in PVNGS. TheN®3S participants are continually identifying th&iture nuclear fuel resour
needs and negotiating arrangements to fill thoselfneThe PVNGS participants have contracted foofatVNGS's requirements for urani
concentrates through 2016, 95% of its requiremfEmt2017, and 80% of its requirements for 2018. Phdicipants have contracted for al
PVNGS's conversion services through 2016, 90%safeijuirements in 2017, and 95% of its requiremien2918. All of PYNGS's enrichme
services are contracted through 2020 and all of B8N fuel assembly fabrication services through6201

In August 2012, one of PVNGS's suppliers that caisvaranium concentrates to uranium hexafluorideolked the force majeu
provision in its contract when it shut down its gersion plant due to regulatory compliance issié® PVNGS participants have suffici
strategic reserves of enriched uranium such that tto not anticipate a short term impact on nucfeal supplies as a result of the fc
majeure declaration. The uranium conversion suppbs undertaken the necessary upgrades to itgyfdciaddress the regulatory complia
issues and anticipates resuming operations in @ fiame that will not result in an adverse impattRVNGS's ability to secure lorigfrr
conversion services. However, the participantcarginuing to evaluate alternate long-term optifamssecuring conversion services.

The Nuclear Waste Policy Act of 1982 required tHeEDto begin to accept, transport, and dispose @fitspuclear fuel and high le
waste generated by the nation's nuclear power playnt1998. The DOE failed to begin accepting spemiear fuel by 1998, and APS |
behalf of itself and the other PVNGS participariiig)d a lawsuit for DOE's breach in the United 8&aCourt of Federal Claims. The Cout
Federal Claims ruled in favor of APS and in OctoB810 awarded $30.2 million in damages to the PVNf@8icipants for costs incurr
through December 2006. APS filed a subsequent iaagainst DOE in the Court of Federal Claims orc®waber 19, 2012. The lawsuit alle
that from January 1, 2007, through June 30, 20P1S Aas a cowner of PVNGS, incurred additional damages due@®@tk's continuing failut
to remove spent nuclear fuel and high level wastmfPVNGS. See Note 16.

The DOE had planned to meet its disposal obligatiby designing, licensing, constructing, and opegat permanent geolog
repository at Yucca Mountain, Nevada. In March 20th@ DOE filed a motion to dismiss with prejudi¢® Yucca Mountain constructi
authorization application that was pending befoeeNRC. Several interested parties have interventte NRC proceeding, but the matter
not been conclusively decided by either the NRG@hercourts. Additionally, a number of interestedtipa have filed a variety of lawsuits
different jurisdictions around the country challemg the DOE's authority to withdraw the Yucca Maint construction authorizati
application. None of these lawsuits has been csiwdly decided by the courts.

All spent nuclear fuel from PVNGS is being storedsite. PVNGS has sufficient capacity at itssite independent spent fuel stor
installation (“ISFSI")to store all of the nuclear fuel that will be irfaigd during the initial operating license periogfich end in Novemb
2027. Additionally, PVNGS has sufficient capacityita onsite ISFSI to store a portion of the fuel that vadl irradiated during the extenc
license periods, which end in November 2047. Ifartainties regarding the United States governmebtigation to accept and store spent
are not favorably resolved, the PVNGS patrticipavitsevaluate alternative storage solutions. Thess obviate the need to expand the I¢
to accommodate all of the fuel that will be irragdduring the extended license periods.

Water Supply
See Note 16 for information about PNM's water syppl
ENVIRONMENTAL MATTERS

Electric utilities are subject to stringent lawsdaregulations for protection of the environment lbgal, state, federal, and tril
authorities. In addition, PVNGS is subject to thagdiction of the NRC, which has the authorityiteue permits and licenses and to reg
nuclear facilities in order to protect the healttd safety of the public from radioactive hazardd smconduct environmental reviews pursi
to the National Environmental Policy Act. The lilitiés under these laws and regulations can benmhtén some instances, liabilities may
imposed without regard to fault, or may be imposed past acts, whether or not such acts were laafuthe time they occurred. T
construction expenditure projection includes envinental upgrades at Four Corners, but does natdechiny amounts related to environme
upgrades at SJGS that may be required by EPA tessldegional haze described in Note 16. See MD&#her Issues Facing the Company
Climate Change Issues for information
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on GHG. In addition, Note 16 contains informatietated to the following matters, incorporated iis item by reference:

. PVNGS Decommissioning Fundi

. Nuclear Spent Fuel and Waste Disp

. Environmental Matters under the caption “TheaBléir Act”

. Endangered Species /

. Cooling Water Intake Structur

. Santa Fe Generating Stat

. Environmental Matters under the caption “Coaibastion Byproducts Waste Disposal’
. Hazardous Air Pollutants (“HAPsRulemaking

COMPETITION

Regulated utilities are generally not subject tmpetition from other utilities in areas that arelenthe jurisdiction of state regulat
commissions. In New Mexico, PNM does not have cditipa for services provided to its retail electdastomers. In Texas, TNMP is
currently in any direct retail competition with amther regulated electric utility. However, PNM aidlMP are subject to custon
conservation activities and initiatives to utiliakernative energy sources or otherwise bypasPid and TNMP systems.

PNM is subject to varying degrees of competitiorcéntain territories adjacent to or within the aréaserves. This competition con
from other utilities in its region as well as ruedéctric cooperatives and municipal utilities. N¥Ns involved in the generation and sale
electricity into the wholesale market. It is sudtjeo competition from regional utilities with silai opportunities to generate and sell ener
market-based prices and larger trading entitielsdtbanot own or operate generating assets.

EMPLOYEES

The following table sets forth the number of emgley of PNMR, PNM, and TNMP as of December 31, 2012

PNMR PNM TNMP
Corporate? 461 — —
PNM 1,091 1,091 —
TNMP 357 — 357
Total 1,90¢ 1,091 357
Q) Represents employees of PNMR Services Company.

As of December 31, 2012PNM had 592 employees in its power plant and atpers areas that are currently covered by a dolk
bargaining agreement with the IBEW that was entéreadin July 2012 and expires April 30, 2015. PNM&s no other employees represe
by unions.

DISCLOSURE REGARDING FORWARD LOOKING STATEMENTS

Statements made in this filing that relate to fatavents or PNMR's, PNM's, or TNMP's expectatipnsjections, estimates, intentio
goals, targets, and strategies are made pursudm trivate Securities Litigation Reform Act ofdH Readers are cautioned that all forware
looking statements are based upon current expectatand estimates. PNMR, PNM, and TNMP assume tdigatbn to update th
information.

Because actual results may differ materially fravose expressed or implied by these forwlanking statements, PNMR, PNM, ¢
TNMP caution readers not to place undue reliancéhese statements. PNMR's, PNM's, and TNMP's bssjrimancial condition, cash flo
and operating results are influenced by many factahich are often beyond their control, that canse actual results to differ from th
expressed or implied by the forward-looking stateteeThese factors include:

. The ability of PNM and TNMP to recover costs anthedlowed returns in regulated jurisdictis

. The ability of the Company to successfully forecasli manage its operating and capital expend

. State and federal regulatory, legislative, anddiadlidecisions and actions on ratemaking, tax,ahdr matter

. State and federal regulation or legislation refatim environmental matters, including the resultaosts o
compliance and other impacts on the operationseandomic viability of PNM's generating plants

. The risk that recently enacted reliability standareharding available transmission capacity andrdefERC
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rulemakings may negatively impact the operatioRNM's transmission system

. The performance of generating units, transmissimtesns, and distribution systems, which could bgatieely affected b
operational issues, extreme weather conditionsgriem, and cybersecurity breaches

. Variability of prices and volatility and liquiditin the wholesale power and natural gas ma

. Changes in price and availability of fuel andevaupplies, including the ability of the minegplying coal to PNM's codired
generating units and the companies involved in lsimgp nuclear fuel to provide adequate quantitiefuel

. Uncertainty surrounding the status of PNM's ipguation in jointly-owned generation projects resulting from the scles
expiration of the operational agreements for tlegguts

. The risks associated with completion of generati@msmission, distribution, and other proj

. Regulatory, financial, and operational risks inimerén the operation of nuclear facilities, includirspent fuel dispos
uncertainties

. Uncertainty regarding the requirements and relatests of decommissioning power plants and coal snBwplying certa
power plants, as well as the ability to recoverosemissioning costs from customers

. The impacts on the electricity usage of the Comjsaoystomers due to performance of state, regiamal,national economi
and mandatory energy efficiency measures, weatkasonality, and other changes in supply and demand

. The Company's ability to access the financial matkiacluding disruptions in the credit marketsti@ats by ratings agencit
and fluctuations in interest rates

. The potential unavailability of cash from PNMR'bsidiaries due to regulatory, statutory, or coritrakrestriction

. The impacts of decreases in the values of marletdplity securities maintained to provide for degossioning, reclamatio
pension benefits, and other postretirement benefits

. Commaodity and counterparty credit risk transactiand the effectiveness of risk manager

. The outcome of legal proceedings, including themixbf insurance covera

. Changes in applicable accounting princi

For information about the risks associated with tise of derivative financial instruments see Phritém 7A. “Quantitative an
Quialitative Disclosures About Market Risk.”

SECURITIES ACT DISCLAIMER

Certain securities described in this report havebeen registered under the Securities Act of 18833mended, or any state secul
laws and may not be reoffered or sold in the UnBéamtes 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 s@ion of an offe
to buy any securities.

ITEM 1A. RISK FACTORS

The business and financial results of PNMR, PNM] ahMP are subject to a number of risks and ung#its, including those <
forth below and in MD&A, Note 16, and Note 17. TNNyRovides transmission and distribution serviceREPs that provide electric service
consumers in TNMP's service territories. Refererioesustomers in the risk factors discussed bel®o ancompass the customers of tl
REPs who are the ultimate consumers of electricitysmitted and distributed through TNMP's fa@bti

Regulatory Factors

The profitability of PNMR's utilities depends on bang able to recover their costs through regulated ates and earn a fair return or
invested capital.

The rates PNM charges its customers are regulatédebNMPRC and FERC. TNMP is regulated by the PUTHe Company is in
period requiring significant capital investment daagrojecting total construction expenditures thee years 2012017 to be $1,781.9 millio
See Note 14. The Company anticipates a trend toimardasing costs, for which it will have to seelulatory recovery. These include or
related to:

. Environmental compliance expenditL
. New asset construction related to generation, tnégsson, and distribution systems necessary toigeoslectric servic
. The regulatory mandate to generate power from rabkaresource
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. Increased regulation related to nuclear si

. Fuel cost

. Costs related to pension and ben

. Increased interest costs to finance capital investt
. Depreciatiol

At the same time the Company's costs are increaiiege are factors placing downward pressuresherdémand for power, there
reducing load growth in the Company's servicetmigs. These include:

. Adverse economic conditio

. Reductions in costs of energy efficiency techno
. Unpredictable weather patte

. Reduced new sources of dem

. Changing customer behavi

The combination of costs increasing relatively dapand the slowing of customer demand places ug\weessure on the per unit pri
that must be charged by the Company to recoveroists. This upward pressure on unit prices resuledditional efforts by customers
reduce consumption. Without timely cost recovergt #re authorization to earn a reasonable returimeested capital, the Company's liqui
and results of operations could be negatively irgzhc

Under New Mexico law, utilities may propose the o$a future test year in establishing rates. Aghwainy forward looking financi
information, a future test year presents challentpeg are inherent in the forecasting process. dests of both operating and cay
expenditures necessitate reliance on many assumsptioncerning future conditions and operating tesélccordingly, if PNM chooses
request rates based on a future test year, bubtauoccessfully support it, cash flows and resoftsperations may be negatively impac
This could result from not being able to withstacithllenges from regulators and intervenors reggrdire utility's capability to mal
reasonable forecasts.

PNM recovers the cost of fuel for its generatiocilfées through its FPPAC. The coal supply contsatat provide fuel for SIGS &
Four Corners expire in 2017 and 2016. Coal supply tot been arranged for periods after the existorgracts expire. It is possible t
extended contracts with the existing suppliers ew wontracts for coal from alternative sources @owebkult in higher prices. Although P!
believes such costs would continue to be recoviérszligh the FPPAC, there can be no assurance ulliaetovery would continue to
allowed.

PNMR's utilities are subject to numerous federal, fte, and local environmental laws and regulationshat may significantly limit or
affect their operations and financial results.

Compliance with federal, state, and local environtaklaws and regulations, including those addressiimate change, air quali
CCBs, discharges of wastewater and streams originffiom fly ash and bottom ash handling facilifiesoling water, and other matters, r
result in increased capital, operating, and othestsc These costs could include remediation, com@int, civil liability, and monitorin
expenses. PNMR, PNM, and TNMP cannot predict hogy twould be affected if existing environmental laarsd regulations were to
revised or reinterpreted, or if new environmentatiges and rules were to be adopted. See Note 16.

EPA has issued its BART determinations for both SHad Four Corners under the program to addressnedghaze in thefour
corners” area, which would reduce the levels of NOx emitigdboth plants. Significant capital expendituresuldobe required for tt
installation of SCR technology at both generatitegiens and operating costs would increase. Onugaeprl5, 2013, PNM, NMED, and El
agreed to pursue a revised plan regarding SJG8hvidhidiscussed in Note 16.

EPA, environmental advocacy groups, other orgaioizat and some other federal and state agenciqeedected to focus considera
attention to GHG from power generation faciliti@scluding their role in climate change. PNM depems fossilfueled generation for
significant share of its electricity. Thereforec@uld be exposed to possible future GHG regulatioiposed by New Mexico and/or the fed
government. Any such regulations could result idiohal operating restrictions on facilities amdtieased generation and compliance costs.

CCBs from the operation of SIGS are currently beisgd in the reclamation of a surface coal mines€hCCBs consist of fly a:

bottom ash, and gypsum. Any new regulation thatldvaffect the reclamation process, including CCBmy classified as hazardous wast
EPA, could significantly increase the costs ofdisposal of CCBs.

A-13




Table of Contents

A regulatory body may identify a site requiring @ommental cleanup and designate PNM or TNMP aspansible party. There is @
uncertainty in quantifying exposure under environtaklaws that impose joint and several liability @l potentially responsible parties. Fail
to comply with environmental laws and regulatioeen if caused by factors beyond PNM's or TNMPrgrad, may result in the assessmer
civil or criminal penalties and fines.

PNMR and its operating subsidiaries may underestint@e costs of environmental compliance, lialgi$itiand litigation due to t
uncertainty currently inherent in these factorghaligh there is uncertainty about the timing armdhfof regulations regarding climate chat
CCBs, and other power plant emissions, such ragaktould have a material impact on operationis possible that requirements to con
with the final BART determinations, combined witietfinancial impact of possible future climate ap@megulation or legislation, if any, otl
environmental regulations, the result of litigatitine adequacy and timeliness of cost recovery arésims, and other business consideralt
could jeopardize the economic viability of Four @ers and/or SJGS or the ability of individual papants to continue participation in th
plants. Timely regulatory recovery of costs assedavith any environmentaklated regulations would be needed to maintainoag financia
and operational profile. The above factors coubldeaskly affect the Company's business, financiaitigm, results of operations, and liquidity.

PNMR, PNM, and TNMP are subject to complex governmet regulation unrelated to the environment, which may have a negativ
impact on their businesses, financial position antesults of operations.

To operate their businesses, PNMR, PNM, and TNMPequired to have numerous permits and approkats & variety of regulato
agencies. Regulatory bodies with jurisdiction otrer utilities include the NMPRC, NMED, PUCT, TCERRCOT, FERC, NRC, EPA, a
NERC. Oversight by these agencies cover many asmpédhe Company's utility operations includingirg, construction, and operation
facilities; the purchase of power under long-tenteacts; conditions of service; the issuance ofisges; and rates charged to customers.

FERC has issued a number of rules pertaining teemteng undue discrimination in transmission sesi@and electric reliabili
standards. A rule issued in 2011 revised the démation of total transmission capability under trediability standards for transmiss|
systems. The order could potentially reduce thal toansmission capacity that we use to deliver grmeration resources to customers. .
reductions could require us to acquire additionahgmission rights or assets, which could involvessantial investments and a signific
amount of time to accomplish.

PNMR and its subsidiaries are unable to predictitiygact on their business and operating results fiature actions of any ager
regulating us. Changes in existing regulationsher adoption of new ones could result in additiemglenses and/or changes in our bus
operations. In turn, operating results could becaskly impacted.

Operational Factors

The financial performance of PNMR, PNM, and TNMP mg be adversely affected if power plants and transmgion and distribution
systems do not operate reliably and efficiently.

Our financial performance depends on the succesgkiation of PNM's generation assets, as weladransmission and distribut
systems of PNM and TNMP. Unscheduled or longer #agrected maintenance outages, breakdown or faifueguipment or processes du
aging infrastructure, other performance problenth Wie electric generation assets, severe weatimglittons, accidents and other catastro
events, acts of war or terrorism, disruptions ia slupply and delivery of fuel, and other factoraldaesult in PNM's load requirements b
larger than available system generation capadaitaddition, unplanned outages of generating umitsextensions of scheduled outages c
from time to time and are an inherent risk of th@Pany's business. If these were to occur, PNM avbal required to purchase electricit
either the wholesale market or spot market at tiem¢urrent market price. There can be no assurandestlificient electricity would k
available at reasonable prices, or available afTak failure of transmission or distribution fétaéls may also affect PNM's and TNMP's ab
to deliver power. These potential generation, itistion, and transmission problems, and any sernvitgruptions related to them, could re
in lost revenues and additional costs.

PNMR, PNM, and TNMP are subject to information secuity breaches and risks of unauthorized access tdeir systems.

The Company functions in a highly regulated industrat requires the continued operation of soptastid information technolo
systems and network infrastructure, some of whiehdeemed to be critical infrastructure under NEfR@Ielines. Certain of the Compar
systems are interconnected with external netwdrkghe regular course of business, the utilitieadi@ a range of sensitive security
customer information. PNM and TNMP are subject tffecknt agencies' laws and rules concerning safeting and maintaining t
confidentiality of this information.
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In the event a party desires to disrupt the bullwgroor transmission systems in the United States,Gompany's computer syste
could be subject to cyber attack. Despite impldiaiéon of security measures, the technology systems/ulnerable to disability, failures,
unauthorized access. A successful cyber attaakther similar failure of the systems could impawot reliability of PNM's generation a
PNM's and TNMP's transmission and distribution exyst, including the possible unauthorized shutdofvouo facilities. Such an event co
lead to significant disruptions of business operaj including the Company's ability to serve aitidcistomers and to process other finar
information. A major cyber incident could lead tacieased regulatory oversight, litigation, finethens remedial action, and reputatic
damage. The costs incurred to investigate and riatged cyber security attack could be significéfnthe technology systems were to fail ol
breached and not recovered in a timely way, ctiticsiness functions could be impaired and sersitonfidential data could be compromi:
A security breach of the Company's information eyst could have a material adverse impact on theatipes and financial condition
PNMR, PNM, and TNMP.

Customer electricity usage could be reduced by ineases in prices we charge and other factors. Thisould result in
underutilization of PNM's generating capacity, as \ell as the capacities of PNM's and TNMP's transmigsn and distribution systems

Should this occur, operating and capital costs mig not be fully recovered, and financial performane thus negatively impacted.

Many factors influence customers' electricity p@és. These include, but are not limited to:

. Rates charged by PNM and TNI

. Rates charged by REPs utilizing TNMP's facilitiesleliver powe
. Availability and cost of alternative sources of o

. National, regional, or local economic conditi

These factors and others may prompt customersstiute energy efficiency measures or take oth&ome that would result in low
power consumption. If customers bypass or underetibur facilities through setfeneration, through renewable or other energy ress
technological change, or other measures, our re@gewould be negatively impacted.

PNM's and TNMP's service territories include sebanititary bases and federally funded national labories, as well as large indust
customers that have significant direct and indinegtacts on the local economies where they opelate.do not directly provide service to i
of the military bases or national laboratories, @otprovide service to large industrial custom@&sr business could be hurt from the imp
on the local economies associated with these cestgnoups, as well as directly from the large indakcustomers, for a number of reas:
including:

. Federallymandated base closures or significant curtailmétiteoactivities at the bases or national laborat
. Closure of industrial facilities or significant ¢ailment of their activitie

Another factor that could negatively impact us hattinitiatives are periodically undertaken in eais localities to municipalize
otherwise take over Company facilities. If anytsatunicipalization initiative is successful, theu# could be a material reduction in the u:
of our facilities.

Should any of the above factors result in our fed being underutilized, our financial positiorperational results, and cash flc
could be significantly impacted.

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

PNM is obligated to supply power to retail custosmand certain wholesale customers. At peak timewep demand could exce
PNM's available generation capacity. Market or cetitipe forces may require PNM to purchase capaoitythe open market or bu
additional generation capabilities. Regulators arkat conditions may not permit PNM to pass alhafse purchases or construction costs
their customers. If that occurs, PNM may not bedblrecover these costs fully. Or, there may begdbetween when costs are incurred
when regulators permit recovery in customers' rathese situations could have negative impactesults of operations and cash flows.

There are inherent risks in the ownership and operon of nuclear facilities.

PNM has a 10.2% undivided interest in PVNGS, regmsg 17.2% of PNM's total owned and leased g¢imgraapacity. Portions
the interests in Units 1 and 2 are held under d@eNGS is subject to environmental, health, amattial risks,
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including, but not limited to:

. The ability to obtain adequate supplies of nucfaal and wate
. The ability to dispose of spent nuclear

. Decommissioning of the ple

. Securing the facilities against possible terraattack:

. Unscheduled outages due to equipment fai

PNM maintains trust funds designed to provide adésjfinancial resources for decommissioning ateth@ of the expected life of t
PVNGS units. However, if the units are decommisstbbefore their planned date, these funds may pimve insufficient. PNM also h
external insurance coverage to minimize its finaheixposure to some risks. However, it is possib& liabilities associated with nucl
operations could exceed the amount of insurancerege. See Note 16.

The NRC has broad authority under federal law tpdse licensing and safetglated requirements for the operation of nut
generation facilities. In the event of noncomplienthe NRC has the authority, depending upon th€'slRssessment of the severity of
situation, to impose monetary civil penalties goragressively increased inspection regime. Thidccaltimately result in the shutdown o
unit, the removal of a unit from service until cdiapce is achieved, or both. Increased costs iiaguftom penalties, a heightened leve
scrutiny, and/or implementation of plans to achiegmpliance with NRC requirements could adverséfigcathe financial condition, results
operations, and cash flows of PNMR and PNM.

The PVNGS participants have no reason to anticipaterious nuclear incident at PVNGS. Howevernifreident did occur, it cou
materially and adversely affect the results of apens and financial condition of PNM and PNMR. Agjor incident at a nuclear facil
anywhere in the world could cause the NRC to lioniprohibit the operation or licensing of any dotiesuclear unit. For example, as a re
of the March 2011 earthquake and tsunami that cesigaificant damage to the Fukushima Daiichi Nacleower Plant in Japan, there ma
additional regulations or other changes that waidflect PVNGS.

Costs of decommissioning, remediation, and restorain of nuclear and fossilfueled power plants, as well as related coal minespuld
exceed the estimates of PNMR and PNM, which couldegatively impact results of operations and liquidiy.

PNM has interests in a nuclear power plant, twd-fioed power plants, and several natural §ieesd power plants. PNM is obligated
pay for the costs of decommissioning its sharéhefgower plants. PNM is also obligated to pay fershare of the costs of decommissio
the mines that supply coal to the cfiedd power plants. Rates charged by PNM to ittamsrs, as approved by the NMPRC, inclu
provision for recovery of certain costs of deconsiusing, remediation, and restoration. The NMPRG lestablished a cap
decommissioning costs for the surface coal minesthe event any of these costs exceed current astimand PNM is unsuccessfu
recovering the expenses through increased ratwdig®f operations will be negatively impacted.

General Economic and Weather Factors

General economic conditions of the state, regionnd nation can affect our customers and suppliers. @®nomic recession or downtur
may result in decreased consumption and increasedll debt expense, and could also negatively impaatrosuppliers, all of which coulc
negatively impact us.

Economic activity is a key factor in PNMR subsidéat performance. Decreased economic activity ead fto declines in ener
consumption, which could adversely affect futureeraies, earnings, and growth. Higher unemploymaas both in our service territories
nationwide could result in commercial customersssgnoperations and lower levels of income for msidential customers. These custor
might then be unable to pay their bills on time,iclhhcould increase bad debt expense and negativglgct results of operations and c
flows. Economic conditions also impact the supphg/ar cost of commodities and materials neededotwsttuct or acquire utility assets
make necessary repairs.

The operating results of PNMR and its operating susidiaries fluctuate on a seasonal and quarterly bés as well as being affected |
weather conditions, including regional drought.

Electric generation, transmission, and distributioa generally seasonal businesses that vary hétldémand for power. With pov
consumption typically peaking during the hot summmemths, revenues traditionally peak during thatooe As a result, quarterly operat
results of PNMR and its operating subsidiaries thrgughout the year. In addition, PNMR and itsrafiag subsidiaries have historically |
less revenues resulting in earning less income whegther conditions are milder. Unusually mild viresitin the future could reduce
revenues, net earnings, and cash flows of the coiepa
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Drought conditions in New Mexico, especially in tHeur corners’region, where SJGS and Four Corners are locatey affifect the
water supply for PNM's generating plants. If inguigte precipitation occurs in the watershed thapkes that region, PNM may have
decrease generation at these plants. This wouldreeBNM to purchase power to serve customers amnednice the ability to sell excess po
on the wholesale market and reduce revenues. Dragyiditions or actions taken by regulators ordigors could limit PNM's supply
water, which would adversely impact PNM's and PN$Risiness. Although PNM has in place supplemeuatairacts and voluntary short:
sharing agreements with tribes and other watersusethe “four cornerstegion, PNM cannot be certain these contractstveilenforceable
the event of a major drought or that it will beeabd renew these contracts in the future.

TNMP's service areas are exposed to extreme weatlvhrding high winds, drought, flooding, and melic hurricanes. These sev
weather events can physically damage TNMP's owaetlities. Such an occurrence both disrupts thétwlio deliver energy and increa:
costs. Extreme weather can also reduce custonsagewand demand for energy. These factors coultively impact results of operations i
cash flows.

Financial Factors
Disruption in the credit and capital markets may impact our growth strategy and ability to raise capitl.

PNMR and its subsidiaries rely on access to botiitderm money markets and longerm capital markets as sources of liquidity
any capital requirements not satisfied by cash fimm operations, including energy infrastructuredgstments and new projects. In genera
Company relies on its sharrm credit facilities as the initial source todirce construction expenditures. This results ine@®ed borrowing
under the facilities over time. The Company is ently projecting total construction expenditures floe years 2012017 to be $1,781
million. If PNMR or its operating subsidiaries amet able to access capital at competitive rategtall, PNMR's ability to finance capi
requirements and implement its strategy will beitieh Disruptions in the credit markets, which @bakgatively impact our access to cag
could be caused by:

. An economic recessii

. Declines in the health of the banking sector gdherand the failure of specific banks who are arto our credit facilitie
. The bankruptcy of an unrelated energy com,

. War, terrorist attacks or threatened atti

. Deterioration in the overall health of the utilitydustry

If our cash flow and credit and capital resources iasufficient to fund our capital expenditure ndawe may be forced to de
important capital investments, sell assets, sedltiadal equity or debt capital, or restructure debt. In addition, insufficient cash flows
capital resources may result in reductions of gadit ratings. This could harm our ability to in@otditional indebtedness on acceptable t
and would result in an increase in the interessrapplicable under our credit facilities. Our clistv and capital resources may be insuffic
to pay interest and principal on our debt in theifel. If that should occur, our capital raisingdebt restructuring measures may be unsucct
or inadequate to meet our scheduled debt serviggatibns. This could cause us to default on odigaltions and further impair our liquidity.

Future reduction in our credit ratings or changing rating agency requirements could materially and adersely affect our growth
strategy, business, financial position, results afperations, and liquidity.

PNMR, PNM, and TNMP cannot be sure that any ofrtharrent ratings will remain in effect for any giv period of time or that
rating will not be put under review for a downgrattevered, or withdrawn entirely by a rating agenPpwngrades or changing requiremt
could result in increased borrowing costs due théi interest rates in future financings, a smalleential pool of investors, and decre:
funding sources. It also could require the provisid additional support in the form of letters oédit and cash or other collateral to var
counterparties.

PNMR may be unable to meet its ongoing and futureifancial obligations and to pay dividends on its ammon stock if its subsidiarie:
are unable to pay dividends or distributions to PNMR.

PNMR is a holding company and has no operatiorissafwn. PNMR's ability to meet its financial okdiipns and to pay dividends
its common stock primarily depends on the net ine@and cash flows of PNM and TNMP and their capattitpay upstream dividends
distributions. Prior to providing funds to PNMR, RINand TNMP have financial and regulatory obligaidhat must be satisfied, includ
among others, debt service and, in the case of RiWderred stock dividends.
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The NMPRC has placed certain restrictions on thiktyabf PNM to pay dividends to PNMR, includingghPNM cannot pay dividen
that cause its debt rating to fall below investngmaide. The NMPRC has also restricted PNM frommagdividends in any year, as determi
on a rolling fourquarter basis, in excess of net earnings withoiaor MMPRC approval. PNM is permitted to pay dividerto PNMR fror
prior equity contributions made by PNMR. AdditiolyalPNM has various financial covenants that lithi transfer of assets, through divide
or other means.

Further, the ability of PNMR to declare dividenaspdnds upon:

. The extent to which cash flows will support divide

. The Company's financial circumstances and perfoca

. NMPRC's and PUCT's decisions in various regulatases currently pending and which may be docketéuki futur
. Conditions imposed by the NMPRC or PL

. The effect of federal regulatory decisions anddkgive act

. Economic conditions in the United Ste

. Future growth plans and the related capital requeére:

. Other business consideratir

Impairments of goodwill and longlived assets of PNMR, PNM, and TNMP could adverselgffect the Company's business, financi
position, liquidity, and results of operations.

PNMR, PNM, and TNMP annually evaluate their recdrdmodwill for impairment. They also assess Idingd assets whene\
indicators of impairment exist. Factors that afféet longterm value of these assets as well as other ecenand market conditions cot
result in impairments. Significant impairments ababversely affect our business, financial posijtimuidity, and results of operations.

Declines in values of marketable securities held imust funds for pension and other postretirement enefits and in the NDT could resul
in sustained increases in costs and funding requineents for those obligations, which may affect opet@nal results.

The Company targets 31% of its pension trust fumad 70% of its trust funds for other postretirembenefits to be invested
marketable equity securities. Over dmaf of funds held in the NDT are typically invedtan marketable equity securities. Declines in rai
values could result in increased funding of thetswas well as the recognition of losses as imgaitsnfor the NDT and additional expense
the benefit plans.

PNM's PVNGS leases describe certain events, includj “Events of Loss” and “Deemed Loss Events"the occurrence of which coul
require PNM to take ownership of the underlying assts and pay the lessors for the assets.

The “Events of LossYenerally relate to casualties, accidents, andr @hents at PVNGS, including the occurrence of figecnuclea
events, which would severely adversely affect thiéty of the operating agent, APS, to operate, traability of PNM to earn a return on
interests in PVNGS. The “Deemed Loss Everisist primarily of legal and regulatory changasch as issuance by the NRC of spec
violation orders, changes in law making the sald Easeback transactions illegal, or changes inrt@king the lessors liable for nucl
decommissioning obligations). PNM believes thatghebability of such “Events of Loss” or “DeemeddsoEvents’bccurring is remote for tl
following reasons: (1) to a large extent, prevemtid “Events of Loss” and some “Deemed Loss Evergsitithin the control of the PVNC
participants through the general PVNGS operatiaral safety oversight process; and (2) other “Deeimess Events”would involve
significant change in current law and policy. PNd/unaware of any proposals pending or being coreid®r introduction in Congress, ol
any state legislative or regulatory body thatdiépted, would cause any of those events. See Note 7

Governance Factors
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 stareholders of the opportunity to receive a takeoveipremium for shares o

PNMR's common stock.

PNMR's restated articles of incorporation anddoys include a number of provisions that may hdneedffect of discouraging perst
from acquiring large blocks of PNMR's common stamkgelaying or preventing a change in control of
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PNMR. The material provisions that may have suckféact include:

. Authorization for the Board to issue PNMR's preddrstock in series and to fix rights and prefersrafethe series (includin
among other things, voting rights and preferenciéls rgspect to dividends and other matters)

. Advance notice procedures with respect to any malpather than those adopted or recommended bydas

. Provisions specifying that only a majority of thedd, the chairman of the Board, the chief exeeutifficer, or holders of

least one-tenth of all of PNMR's shares entitleddt® may call a special meeting of stockholders

Under the New Mexico Public Utility Act, NMPRC amwal is required for certain transactions that mesult in PNMR's change
control or exercise of control, including ownersbipl0% or more of PNMR's voting stock. Certain @siions of PNMR's outstanding voti
securities also require FERC approval.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

PNMR

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

See Sources of Power in Part |, Item. 1 Businessalfor information on PNM owned and leased capacity in electric genel
stations. As of December 31, 201PNM owned, jointly owned, or leased, 3,189 citauiles of electric transmission lines, 5,843 mitd
distribution overhead lines, 5,631 cable miles mderground distribution lines (excluding streehtigg), and 276 substations. PNdvelectrit
transmission and distribution lines are generadlyated within easements and rightsagfy on public, private, and Native American lal
PNM leases interests in PVNGS Units 1 and 2 anatedlproperty, Delta, EIP and associated equipnug processing, communicati
office and other equipment, office space, vehices] real estate. PNM also owns and leases saniteffice facilities in Albuquerque anc
other areas throughout its service territory. SeteN for additional information concerning leasesluding notices given to the lessors ul
the PVNGS Unit 1 leases in 2013 that PNM would vertiee leases. See Note 9 for additional informatbout the Delta operating le¢
including the potential purchase of Delta. As d&sad in Note 16, PNM has agreed to exercise iisropd purchase the leased portion of
EIP at expiration of the lease at fair market vatig7.7 million.

TNMP

TNMP’s facilities consist primarily of transmission adidtribution facilities located in its service asedNMP also owns and lea
service and office facilities in other areas thrioougf its service territory. As of December 31, 20 TAMP owned 966 circuit miles of overhe
electric transmission lines, 7,060 pole miles otntnead distribution lines, 1,083 circuit miles afderground distribution lines, and :
substations. Substantially all of TNMP's propestypledged to secure its first mortgage bonds. See 6l

ITEM 3. LEGAL PROCEEDINGS

See Note 16 and Note 17 for information relateth® following matters for PNMR, PNM, and TNMP, imporated in this item t
reference.

Note 16

. The Clean Air Act - Regional HazeSJG¢

. The Clean Air Act - Regional Haze~eur Corner

. The Clean Air Act +our Corners BART FIP Challen

. The Clean Air Act WildEarth Guardians' Petition for Review of EPA'sphoval of New Mexico Regional Haze
. The Clean Air Act SJGS Operating Permit Challel

. The Clean Air Act Citizen Suit Under the Clean Air A

. The Clean Air Act Navajo Nation Environmental Isst
. The Clean Air Act Four Corners New Source Revi
. Endangered Species /

A-19




Table of Contents

. Santa Fe Generating Stat
. Coal Combustion Byproducts Waste Disposaierra Club Allegatior
. PVNGS Water Supply Litigatic

. San Juan River Adjudicati
. Complaint Against Southwestern Public Service Camg
. Navajo Nations Allottee Matte
. Transmission Issu
Note 17

. PNM -Renewable Portfolio Stand:

. PNM -Renewable Energy Ric

. PNM -Energy Efficiency and Load Managem
. PNM-2011 Integrated Resource F

. PNM -Emergency FFPA

. PNM - Transmission Rate Ce

. PNM - Application for Approvals to Purchase Dt

. PNM -Formula Transmission Rate C

. PNM - FirmRequirements Wholesale Customer Rate

. TNMP - Advance Meter System Deployment and Surcharge R4
. TNMP -Remand of ERCOT Transmission Rates for 1999 an@
. TNMP -Transmission Cost of Service Re

ITEM 4. MINE SAFETY DISCLOSURES

Not Applicable.

SUPPLEMENTAL ITEM - EXECUTIVE OFFICERS OF PNM RESOU RCES, INC.

All officers are elected annually by the Board ™NPR. Executive officers, their ages as of Februzy 2013and offices held wit
PNMR for the past five years, or other companides$ than five years with PNMR, are as follows:

Name Age Office Initial Effective Date
P. K. Collawn 54 Chairman, President, and Chief Executive Officer January 2012
President and Chief Executive Officer March 2010
President and Chief Operating Officer August 2008
President, Utilities June 2007
C. N. Eldred 59 Executive Vice President and Chief Financial
Officer July 2007
P. V. Apodaca 61 Senior Vice President, General Counsel and
Secretary January 2010
University Counsel, University of New Mexico May 2006
R. E. Talbot 52 Senior Vice President and Chief Operating Office January 2012
Chief Operating Officer, Power Supply and Powe
Delivery - Indianapolis Power and Light Compe June 2011
Senior Vice President, Power Supply - Indianapc
Power and Light Company February 2007
R. N. Darnell 55 Senior Vice President, Public Policy December 2011
Vice President, Regulatory Affairs April 2008
Director, Regulatory Administration South - Xcel
Energy January 2007
T. G. Sategna 59 Vice President and Corporate Controller October 2003
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PART Il

ITEM 5. MARKET FOR PNMR’'S COMMON EQUITY, RELATED STOCKHOLDE R MATTERS, AND ISSUER
PURCHASES OF EQUITY SECURITIES

PNMR’s common stock is traded on the New York StBgkhange (Symbol: PNM). Ranges of sales pricd8Ni¥IR’s common stoc
reported as composite transactions, and divideadsced on the common stock for 2012 and 2011quayters, are as follows:

Range of
Quarter Ended Sales Prices Dividends
High Low Per Share
2012
March 31 $ 189« % 1752 % 0.14¢
June 30 19.5¢ 17.8¢ 0.14:¢
September 30 21.4: 19.7¢ 0.14¢
December 31 22.32 20.0¢ 0.14:
Fiscal Year 22.3: 17.52 0.58(
2011
March 31 $ 15.1¢ $ 129¢ $ 0.12¢
June 30 17.1C 14.4¢ 0.12¢
September 30 17.1¢ 12.7¢ 0.12¢
December 31 19.17 15.81 0.12¢
Fiscal Year 19.17 12.7¢ 0.50(

Dividends on PNMRS common stock are declared by its Board. The gmithe declaration of dividends is dependenthantiming o
meetings and other actions of the Board. This lsterically resulted in dividends considered todttibutable to the second quarter of ¢
year being declared through actions of the Boarthduhe third quarter of the year. The Board dextdadividends on common stock consids
to be for the second quarter of $0.125 per sharkiiy 2011 and $0.145 per share in July 20%hich are reflected as being in the se«
guarter above. The Board declared dividends on camstock considered to be for the third quarteb@iL25 per share in September 2@ht
$0.145 per share in September 2Q1hich are reflected as being in the third quaatesve. On December 4, 2012 and February 28, 2b4
Board declared quarterly dividends of $0.145 andl@® per share. PNMR targets a ldegn dividend payout ratio of 50% to 60%
consolidated earnings. During the period it wasstauiding, PNMR's Series A convertible preferredtlstovas entitled to receive divider
equivalent to any dividends paid on PNMR commoglsts if the preferred stock had been convertaddatmmon stock.

On February 22, 2013 , there were 11,469 holdersaird of PNMRS common stock. All of the outstanding common stotRPNM
and TNMP is held by PNMR.

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

See Part lll, ltem 12. Security Ownership of Certaeneficial Owners and Management and RelateckBodder Matters.
Preferred Stock

PNM is not aware of any active trading market fier Gumulative preferred stock. Quarterly cash dinds were paid on PNKI
outstanding cumulative preferred stock at the dtediges during 2011 and 2012. PNMR purchased aivddall of its outstanding convertil
preferred stock, Series A, effective Septembe23,1. TNMP does not have any preferred stock quitg.

Sales of Unregistered Securities

None.
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ITEM 6. SELECTED FINANCIAL DATA

The selected financial data and comparative opgyatiatistics for PNMR should be read in conjunctidth the Consolidated Financ
Statements and Notes thereto and MD&A. On Januar2809, PNM completed the sale of its gas operatiavhich are consider
discontinued operations and excluded from contmuwperations information in the table below. PNM#tdsFirst Choice on November

2011. First Choice is included in the followinganfnation through October 31, 2011.

PNM RESOURCES, INC. AND SUBSIDIARIES

2012 2011 2010 2009 2008
(In thousands except per share amounts and ratios)
Total Operating Revenues from Continuing
Operations $ 1,34240. $ 1,70061 $ 167351 $ 1.647,74 $ 1,959,552
Earnings (Loss) from Continuing Operations $ 120,12! $ 190,93: $ (31,129 $ 65,93 $ (297,56Y
Net Earnings (Loss) $ 120,12 $ 190,93 $ (31,129 % 136,73: $  (262,93)
Net Earnings (Loss) Attributable to PNMR $ 10554 $ 176,35¢ $ (45,21F) $ 124,31t $ (270,649
Earnings (Loss) from Continuing Operations
Attributable to PNMR per Common Share
Basic $ 132 % 1.9¢ % 0.49 % 0.5¢ $ (3.66)
Diluted $ 131 % 19 % (049 % 0.5¢ $ (3.6€)
Net Earnings (Loss) Attributable to PNMR per
Common Share
Basic $ 132 % 19¢ % (0.49 % 13 $ (3.29)
Diluted $ 131 ¢ 19 ¢ 0.49 % 13 $ (3.29
Cash Flow Data
Net cash flows from operating activities $ 281,34¢ % 292,241 % 287,35. % 87,70¢ $ 88,62¢
Net cash flows from investing activities $ (285,89 $ 19,77¢  $ (275,900 $ 379,72¢ $  (320,71)
Net cash flows from financing activities $ (1560 $ (312,33) % (10,689 $ (593/43) % 354,94:
Total Assets $ 537258 $ 520461 $ 522508 $ 5359922 $ 6,147,98
Long-Term Debt, including current
installments $ 167229 $ 167401 $ 156584 $ 1,567,337 $ 1,584,70!
Common Stock Data
Market price per common share at year end $ 20.51 % 182 $ 13.02 $ 1268 % 10.0¢
Book value per common share at year end $ 20.1¢ % 19.7¢  $ 179C % 191 $ 19.1:
Tangible book value per share at yearend $ 16.7C $ 16.27 $ 14.1C $ 153: % 15.31
Average number of common shares outstanding
- diluted 80,41° 89,75" 91,557 91,67: 83,46¢
Dividends declared per common share $ 0.58( $ 0.50C % 0.50C % 0.50C $ 0.60¢
Capitalization
PNMR common stockholders’ equity 48.9% 48.2% 47.8% 49.6% 49.2%
Convertible preferred stock — — 3.1 3.C 3.C
Preferred stock of subsidiary, without mandai
redemption requirements 0.3 0.3 0.4 0.2 0.2
Long-term debt 50.¢ 51.4 48.7 47.1 47.4
100.(% 100.(% 100.(% 100.(% 100.%

Note: The book value per common share at yeartandible book value per share at year end, avaragger of common shares outstanc
and return on average common equity reflect theeSér convertible preferred stock as if it was cere&d into common stock at the ¢

of its issuance on November 17, 2008 through Sdpe3, 2011.
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PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS
2012 2011 2010 2009 2008

(In thousands)
PNM Revenues

Residential $ 409,00 $ 390,38( $ 355,90! $ 320,96! $ 296,12:
Commercial 413,33: 386,38: 355,69 330,55: 326,40t
Industrial 103,99: 94,88: 85,57t 79,54( 100,66!
Public authority 25,49¢ 23,97( 21,30z 19,77( 19,13t
Transmission 39,37: 43,63’ 38,66 36,07t 33,16
Firm-requirements wholesale 39,39( 34,12° 31,87( 29,04¢ 46,85«
Other sales for resale 47,32 69,31¢ 121,72¢ 140,31« 345,94¢
Mark-to-market activity 892 4,21« (3,599 151 56,56(
Other 13,46¢ 10,377 9,97¢ 11,59 18,09(

Total PNM Revenues $ 1,092,26. $ 1,057,28 $ 1,017,120 $ 968,00¢ $ 1,242,94

TNMP Revenues

Residential $ 103,25¢ $ 100,29( $ 83,64 $ 74,73¢ $ 71,67
Commercial 88,25¢ 84,89¢ 77,47¢ 73,34¢ 72,78t
Industrial 13,40¢ 13,06¢ 12,34: 12,11 13,84¢
Other 45,22; 39,60" 39,12° 32,43 31,97«

Total TNMP Revenues $ 250,14 $ 237,85¢ $ 212,58{ $ 192,63 $ 190,28

First Choice Revenues

Residential $ — % 260,16 $ 305,83: $ 349,62¢ $ 407,35(
Commercial — 166,49¢ 159,78! 160,99¢ 205,51¢
Trading gains (losses) — — 4 14 (49,93)
Other — 12,79: 17,58¢ 18,177 19,287

Total First Choice Revenues $ — % 439,45( $ 483,200 % 528,81 $ 582,22-

Notes: PNM Gas, which was sold on January 30, 280@ported as discontinued operations and has éeduded from the above tab

First Choice is included through October 31, 2@tfien it was sold by PNMR.
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PNM MWh Sales
Residential
Commercial
Industrial
Public authority
Firm-requirements wholesale
Other sales for resale
Total PNM MWh Sales
TNMP MWh Sales
Residential
Commercial
Industrial
Other
Total TNMP MWh Sales
First Choice MWh Sales
Residential
Commercial
Total First Choice MWh Sales

PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

2012 2011 2010 2009 2008
3,323,54. 3,402,84; 3,361,47. 3,264,37, 3,221,89.
4,022,18 4,043,79 4,015,99 3,899,12 4,029,80:
1,771,310 1,560,86' 1,449,93 1,454,48| 1,657,58
279,16 282,06 263,42 249,55 253,07
651,97 650,35 677,50 689,74( 1,123,53!
1,652,22! 2,076,86! 2,203,78 3,996,31 5,095,18:
11,700,41 12,016,79 11,972,12 13,553,59 15,381,07
2,714,51 2,862,33 2,699,60 2,582,55! 2,533,02!
2,353,13! 2,360,99: 2,260,50! 2,216,87! 2,206,15!
2,727,12, 2,578,87 2,241,45 1,983,16! 2,094,78:
103,85t 108,66 103,34: 107,09: 107,52
7,898,62: 7,910,87! 7,304,89 6,889,68 6,941,49.
— 2,006,43 2,267,83 2,441,55 2,547,49

— 1,538,20. 1,363,74 1,218,94 1,471,401

— 3,544,641 3,631,58, 3,660,49 4,018,89

Notes: Under TECA, consumers in Texas can choose any REiovide energy. TNMP delivers energy to consurmétisin its service are
regardless of the REP chosen. Therefore, TNMP aaxenue for energy delivery and REPs earn revenufe usage of that energy
its customers. The MWh reported above for TNMP Rinstt choice include 836,599, 1,012,842, 1,131,90id, 1,563,260 MWh used
consumers of TNMP in 2011 , 2010, 2009 , and 200Bo chose First Choice as their REP.

PNM Gas, which was sold on January 30, 2009, ierte@ as discontinued operations and has beendedliiom the abo

table.

First Choice is included through October 31, 2G4ien it was sold by PNMR.
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PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

2012 2011 2010 2009 2008
PNM Customers
Residential 450,50° 448,97¢ 447,78 445,63 442 .64
Commercial 54,95: 54,46¢ 54,00¢ 53,787 53,05¢
Industrial 251 252 26C 27C 284
Other sales for resale 36 28 46 44 55
Other 952 98¢ 1,00: 991 991
Total PNM Customers 506,69¢ 504,71( 503,10: 500,72¢ 497,03¢
TNMP Consumers
Residential 193,55( 192,35¢ 190,80¢ 188,81 187,88t
Commercial 36,81¢ 37,20¢ 37,35¢ 37,72¢ 38,54¢
Industrial 70 73 72 73 74
Other 2,037 2,09: 2,09¢ 2,05¢ 2,11
Total TNMP Consumers 232,47¢ 231,72¢ 230,33¢ 228,67 228,62!
First Choice Customers
Residential — 176,57 172,50¢ 183,60! 192,30t
Commercial — 44,48¢ 41,69¢ 41,37: 45,12¢
Total First Choice Customers — 221,06: 214,20: 224,97¢ 237,43:
PNMR Generation Statistics
Net Capability - MW, including wind and solar 2,537 2,547 2,631 2,711 2,71z
Coincidental Peak Demand - MW 1,94¢ 1,93¢ 1,97: 1,86¢ 1,901
Average Fuel Cost per MMBTU $ 230t % 2267 $ 2.06¢ 1.89¢ 2.40¢
BTU per KWh of Net Generation 10,28¢ 10,44: 10,231 10,277 10,26¢

Notes: The consumers reported above for TNMP include 32,70,366, 80,718, and 92,090 consumers of TNMR®Ad1 , 2010 , 2009anc
2008 , who chose First Choice as their REP. Thé#dH customers are also included in the First choicgomers.

PNM Gas, which was sold on January 30, 2009, isrted as discontinued operations and has beendedclrtom the abo

table.

First Choice is as of October 31, 2011, when it s@d by PNMR.
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ITEM 7. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF
OPERATIONS

The following Managemerg’ Discussion and Analysis of Financial Conditiom &esults of Operations for PNMR is presented
combined basis, including certain information apglile to PNM and TNMP. The MD&A for PNM and TNMP psesented as permitted
Form 10-K General Instruction | (2). A referencead'Note” in this Item 7 refers to the accompanying NotesCtmsolidated Financi
Statements included in Part 1l, Item 8, unless mtfee specified. Certain of the tables below matyappear visually accurate due to rounding.

MD&A FOR PNMR
EXECUTIVE SUMMARY
Overview and Strategy

PNMR is a holding company with two regulated ugkt serving approximately 739,000 residential, caraial, and industri
customers and endgsers of electricity in New Mexico and Texas. le thtter part of 2011, PNMR exited both of its catifve businesse
First Choice and Optim Energy, and repositioneslfiss a holding company solely operating its electtilities, PNM and TNMP.

Strategic Goals

PNMR is focused on achieving the following strategoals:

e Earning authorized returns on its regulated busi
e Continuing to improve credit ratin
» Providing a topguartile total return to investc

In conjunction with these goals, PNM and TNMP agdidated to:

» Achieving industnjeading safety performance and customer satisfa
* Maintaining strong plant performance and reliag

Earning Authorized Returns on Regulated Busine

PNMR's success in accomplishing its strategic gisdiéghly dependent on continued favorable regmatreatment for its utilities. Tl
Company has multiple strategies to achieve faveredgjulatory treatment, all of which have as tfmindation a focus on the basics: mana
the Company's business and serving our customékswide engaging stakeholders to build productigiationships.

Both PNM and TNMP seek cost recovery for their Btugents through general rate cases and variousridetes. The PUCT h
approved mechanisms that allow for recovery of tedymvested in transmission and distribution pct§ewithout having to file a general r
case and allow for more timely recovery of amount®sted in TNMP's systems. In 2011, PNM made 8@t progress toward the goal
achieving authorized returns for its retail custosndn 2012, PNM saw additional progress towardieadhg authorized returns for
transmission and generation customers regulatdtERC.

PNM and TNMP completed several rate proceedingsrbeheir state regulators in 2011 and 2012. PN&Ithep rate cases pend
before FERC and one that was completed in earl3 28dditional information about rate filings is pided in Note 17.

PNM previously announced that it intended to fileequest for an increase in the rates charged i Mexico retail customers in mid-
2013, but is currently revaluating when this filing will occur, partiallyud to the lack of clarity around the timing and amioof capital the
will be required for BART at SJGS, as discussedWwebnd improved operating results at PNM.

Fair and timely rate treatment from regulatorsrigc@l to achieving PNMR's strategic goals becauksads to PNM and TNMP earni
their allowed returns. PNMR believes that if thiditigs earn their allowed returns, it would bewid positively by rating agencies and wc
further improve credit ratings, which could lowessts to customers. Also, earning allowed returrmulshresult in increased earnings
PNMR, which should lead to increased total rettonsvestors.

PNM's interest in PVNGS Unit 3 is excluded from NRIP jurisdictional rates. While PVNGS Unit 3's fircgad contribution is nc
calculated in the authorized returns on its regadtusiness, it impacts PNM's earnings and has nisnated
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to be a valuable asset. Power generated from PHBASMW interest in PVNGS Unit 3 is currently sotdd the wholesale market and .
earnings or losses are attributable to shareholders

Continuing to Improve Credit Ratings

PNM is committed to maintaining investment gradeditr ratings. See the subheading Liquidity includiedhe full discussion i
Liquidity and Capital Resources below for the sfiearedit ratings for PNMR, PNM, and TNMP. On Apt3, 2012, S&P raised the corpol
credit rating for PNMR as well as the senior deditngs for PNMR and TNMP and the preferred stodingafor PNM. S&P changed t
outlook to stable for all entities.

Providing Toj-Quartile Total Returns to Investors

PNMR's strategic goal to provide top quartile tottlirn to investors is based on five-year ongdiRp growth along with fivgea
average dividend yield. Top quartile total retutnrently is equal to an average annual rate of di@gnt to 13 percent. The annual com
stock dividend was raised by 16 percent in Febr@@d?2 and 14 percent in February 2013.

PNMR's longterm target is a dividend payout ratio of 50 petdern60 percent of its ongoing earnings. Ongoingniegs, which is
non-GAAP financial measure, excludes certain regurring, infrequent, and other items from earsidgtermined in accordance with GA,
PNMR expects to provide above-average dividend draw the near-term and to manage the payout tatimeet its longerm target. Th
PNMR board will continue to evaluate the dividend an annual basis, considering sustainability amavth, capital planning, and indus
standards.

Business Focus

In addition to its strategic goals, PNMR's strateayyd decisiormaking are focused on safely providing reliableprafable, an
environmentally responsible power to create endwadue for customers and communities.

To accomplish this, PNMR works closely with custemestakeholders, legislators, and regulators smmenthat our resource plans
infrastructure investments benefit from robust pubialogue and balance the diverse needs of cunumities.

Reliable and Affordable Pow:

PNMR and its utilities are keenly aware of the salbey play in enhancing economic vitality in thiew Mexico and Texas serv
territories. We believe there is a direct connectietween electric infrastructure to ensure rditgbdnd economic growth. When considel
expanding or relocating to other communities, besses consider energy affordability and energualvidiiy to be important factors. PNM a
TNMP strive to balance service affordability witkfrastructure investment to maintain a high levfetlectric reliability. The utilities also wo
to ensure that rates reflect actual costs of pingidervice.

Investing in PNM's and TNMP's infrastructure isticel to ensure reliability and meet future energgeds. Both utilities have long-
established records of providing customers withtiepelectric reliability. In September 2011, TNNbegan its deployment of smart meter
homes and businesses across its Texas serviceTémeaigh the end of 2012, TNMP had completed itetiah of more than 75,000 sm
meters. TNMP's deployment is expected to be coregliet 2016.

As part of the State of Texas' lotgrm initiative to create a smart electric grice #mart meter rollout will ultimately give consurs
more energy consumption data and help them make mfarmed decisions. In 2013, TNMP will instalhaw outage management system
will leverage capabilities of the smart metersribance the company's responsiveness to outages.

During the 2010 to 2012 period, PNM and TNMP togetinvested $803.7 million in substations, powempd, and transmission &
distribution systems in New Mexico and Texas. I1120PNM announced the site for its planned 40 M\Winad gasfired peaking generatil
station. Construction is expected to begin in 20tih the facility going into service in 2016. PNalso announced an agreement to purc
Delta, a 132 MW gas-fired peaking facility, whicashserved PNM jurisdictional needs under a 20-gaerhase power agreement since 2000.

Environmentally Responsible Pow

PNMR has a long-standing record of environmentakatdship. In 2012, its environmental focus wathiee key areas:

. Preparing to meet New Mexico's increasing renésvabergy requirements as cost-effectively as ptssi

. Developing strategies to meet regional hazesratethe coalired SJGS as cost effectively as possible whitevjgiing broa
environmental benefits

. Increasing energy efficiency participation
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Renewable Energy

In 2012, PNM filed and the NMPRC approved PNM's 2@dnewable procurement strategy. The approvetkgyravill almost doubl
PNM's solar capacity with the addition of 21.5 M\\uility- owned solar capacity estimated cost of almost $#itom In addition to the sol:
expansion, the 2013 proposal includes ay@8r agreement to purchase energy from a geothdatitity to be built near Lordsburg. The
MW facility will be the first geothermal projectféhe PNM system.

In addition to the 22 MW of solar currently avaiklthrough the five plants constructed in 2011, PBISb owns a sixth facility, tl
500-KW PNM Prosperity Energy Storage Project, whisks advanced batteries to store solar poweriapdtdh the energy either during high
use periods or when solar production is limitede Tnoject features one of the largest combinatafisattery storage and PV energy in
nation and involves extensive research and devedopmf smart grid concepts with the Electric PoviResearch Institute, East P
Manufacturing Co., Northern New Mexico College, &anNational Laboratories, and the University ofaNElexico. When the facility we
online in September 2011, it was the nation's ficdar storage facility fully integrated into alii§is power grid.

PNM's resource portfolio includes the purchase @ W of wind power. PNM also purchases power frantustomewewnec
distributed solar generation program having araifesd capacity of 19.8 MW at the end of 2012. DOlstted generation, wind, and solar po
are key means for PNM to meet the RPS establishgdebREA and related regulations issued by the REPThese rules require a utility
achieve prescribed levels of energy sales fromwah& sources within its generation mix, if thah dee accomplished without exceeding
RCT cost limit set by the NMPRC, which aims to m@de the cost to consumers when utilities use rmesrewable resources.

PNM sought and received a waiver from the NMPRQusiw it from meeting the RPS in 2012 because diséto achieve the full RF
would exceed the RCTThe 2013 plan will enable PNM to comply with thatstory RPS amount in 2013, but required a varidrom the
NMPRC's diversity requirements in 2013 while thegwsed geothermal facilities are being construclds plan is expected to enable PN}
achieve full RPS quantity and diversity compliamge2014 without exceeding the RCT. PNM will conénto procure renewable resoul
while balancing the bill impact to customers inartb meet New Mexico's escalating RPS requirements

SJGS

PNM continues its efforts to comply with the EPAjimnal haze rule in a manner that minimizes the opact to customers while s
achieving broad environmental benefits. The FIPrégional haze requires the installation of SCRsalrour units at SJGS by Septem
2016. PNM is challenging EPA's proposal in coud administratively within EPA.

In order to keep costs to customers as low as Iplessihile also reducing visibility impairment redalt to regional haze, PNM t
supported the installation of SNCRs at SJGS, antolgy proposed by the State of New Mexico to nibet regional haze regulatio
Additional information about BART at SJGS is contd in Note 16.

On February 15, 2013, PNM, NMED, and EPA agreegduxsue a revised plan that could provide a new BARTh to comply wit
federal visibility rules at SJGS. The terms of ttom-binding agreement would result in the retiremens®GS Units 2 and 3 by the end of 2
and the installation of SNCRs on Units 1 and 4Hwylater of January 31, 2016 or 15 months after BPgroval of a revised SIP. PNM wo
also build a natural gas plant in the Four Cormeggon to partially replace the capacity from tlkéired coal units. Implementing this p
would include:

« NMED development of a revised ¢

e Approval of the revised SIP by E

« EPA approval of the revised ¢

«  NMPRC approval of the retirement of Units 2 anchd alans to acquire replacement pc

The term sheet setting forth the noinding agreement projects EIB approval for Octob@t3, with EPA final action in late 20:
Contemporaneously with the signing of the rmmding agreement, EPA indicated in writing thathi&é above plan does not move forward
to circumstances outside of the control of PNM &hdED, EPA will work with the state and PNM to cread reasonable FIP complia
schedule to reflect the time used to develop thve state plan. PNM is also exploring potential addil areas of relief, including relief frc
the Tenth Circuit.

In connection with the implementation of the plagtirement of SIGS Units 2 and 3 could result iiftsin ownership among SJ(

owners as may be agreed upon by the owners offfaeted units. Owners of the affected units alsoyreaek approvals of their utill
commissions or governing boards.
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On February 25, 2013, the parties filed their stagports with the Tenth Circuit. To demonstréigt forogress has been made to
settling the Tenth Circuit litigation, informatiomcluding the norbinding agreement and its accompanying timelines wabmitted to tf
court. Following the parties' submission of the#itss reports, on February 28, 2013, the Tenthu@ireferred the litigation to the Tenth Circ
Mediation Office, which has authority to require tharties to attend mediation conferences to inftlgnmesolve issues in the pending appeals.

This plan would achieve similar visibility improvemts as the installation of SCRs on all four uatt§JGS. It has the added advan
of reducing other emissions beyond NOX, includir® S particulate matter, C®, and mercury. Detailed replacement power strasegis
would be finalized. PNM believes adequate replacgmewer alternatives will be available to meetgéneration needs and ensure reliab
PNM can provide no assurance that the requirentéribgs plan will be accomplished at all or withihre required timeframes.

In order to be able to install SCRs on all fourtsif SJIGS by the compliance deadline set forthénFIP, PNM entered into a conti
in October 2012 with an engineering, procurememd, @nstruction contractor to install SCRs on blebfathe SJIGS owners. The construc
contract, which includes termination provisionstle event that SCRs are determined in the futurketainnecessary, has been suspe
through November 1, 2014.

In addition to the regional haze rule, SJGS is ireguto comply with other rules currently being dmped orimplemented that affe
coalfired generating units. Because of $320 millioremvironmental upgrades completed in 2009, SIGSikpasitioned to outperform t
mercury limit imposed by EPA in the 2011 Mercundahir Toxics Standards. The major environmentalraggs on each of the four unit
SJGS have significantly reduced emissions of N@X, Sparticulate matter, and mercury. PNM's shardnefdosts of these upgrades was !
million. Since 2006, SJGS has reduced NOx emissigré3 percent, S@by 69 percent, particulate matter by 64 percerd, raercury by 9
percent.

Energy Efficiency

Energy efficiency also plays a significant rolehiglping to keep customers' electricity costs low areeting their energy needs. PN
and TNMP's energy efficiency and load managementfgies continue to be robust. In 2012, annualrgpesaved as a result of PNI
portfolio of energy efficiency programs was approately 71,000 MWh. This is equivalent to the congtiam of approximately 9,600 hon
in PNM's service territory. PNM's load managementt anergy efficiency programs also help lower pgedand requirements. TNMP's ene
efficiency programs in 2012 resulted in energy sgsitotaling an estimated 12,839 MWh.

Creating Value for Customers and Communities

Through outreach, collaboration, and various comtgwariented programs, PNMR has a demonstrated committoeouild productiv
relationships with stakeholders, including custameggulators, legislators, and intervenors.

Building off work that began in 2008, PNM has cangd outreach efforts to connect laveome customers with nonprofit commui
service providers offering support and help wittchsineeds as utility bills, food, clothing, medigadlograms, services for seniors,
weatherization. In 2012, PNM hosted 23 communitgnes throughout its service territory to assist-lo@ome customers. Furthermore,
PNM Good Neighbor Fund provided $1.0 million ofiatsnce with utility bills to 10,216 families in 20.

The PNM Resources Foundation helps nonprofits becamre energy efficient through Reduce Your UsentgraFor 2012, tt
foundation awarded $0.3 million to support 55 petgein New Mexico to provide shade structure inatans, window replacements, ¢
efficient appliance purchases. Since the programéption in 2008, Reduce Your Use grants haveigeavnonprofit agencies in New Mex
with a total of $1.1 million of support.

PNM also expanded its environmental stakeholdereagh in 2012, piloting small environmental stakdbap dialogue groups on k
issues such as renewable energy and energy efficig@anning. PNM also employed proactive stakelotdgreach in two key projectsthe
development of the PNM's renewable energy procunemians that involved distributed solar energyadepers early in the conversation
the siting of the planned gas-fired peaking gemamafacility in Valencia County, which featured depth community involvement a
education early in the planning stages of the ptoja both cases highly favorable outcomes wergeaed, and controversial negative mi
coverage was virtually eliminated.

Economic Factors
In 2012, PNM experienced a decrease in weather-alared, retail load of 0.7% and TNMP experiencednanease in weather-
normalized, retail load of 3.7% compared to 20hlrelcent years, New Mexico and Texas have faraértiian the national average in

unemployment. However, New Mexico's figures mayrbgleading due to people dropping out of the
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workforce. Employment growth is much more telliag, Texas leads the way with growth rates well abogenational rate while New Mexici
employment is relatively flat.

Results of Operations

A summary of net earnings (loss) attributable tdviR\is as follows:

Year Ended December 31, Change
2012 2011 2010 2012/2011 2011/2010
(In millions, except per share amounts)

Net earnings (loss) $ 105t $ 1762 $ (452 $ (70.9 $ 221.€
Average common and common equivalent

shares 80.4 89.¢ 91.€ (9.9 1.¢)
Net earnings (loss) per diluted share  $ 131 $ 19 $ (049 % (0.65 $ 2.4t

The components of the changes in earnings (loss) éontinuing operations attributable to PNMR bgraent are:

Change
2012/2011 2011/2010
(In millions)

PNM $ 37.C % (2.8

TNMP 4.4 6.2

First Choice (24.7 0.1

Corporate and Other (88.2 95.1

Optim Energy, including impairment — 122.¢

Net change $ (70.9 9 221.¢

PNMR's operational results were affected by thio¥ahg:
. Exit from unregulated businesses - As discusdmrie, PNMR sold First Choice in 2011, resultingipretax gain of $174.

million, which was included in the Corporate andhé€tsegment. Additionally, PNMR wrot#f its investment in Optim Enen
in 2010, recognizing a prax impairment loss of $188.2 million. In additidm the impacts of these transactions, resul
operations only include Optim Energy through Decen81, 2010 and First Choice through October 31120

. Rate increases for PNM and TNMRdditional information about these rate increasgsrovided in Note 1

. Decrease in the number of common and common e@uivahares, primarily due to PNMR's purchase afdisity as describ
in Note 6

. Other factors impacting results of operation fazheaegment are discussed under Results of Opesdiaiav

Liquidity and Capital Resources

The Company has revolving credit facilities thabypde capacities for shotérm borrowing and letters of credit of $300.0 roill for
PNMR and $400.0 million for PNM, both of which empiin October 2017. In addition, TNMP has a $75ilian revolving credit facility
which expires in December 2015. Total availabifdty PNMR on a consolidated basis was $603.0 milabfrebruary 22, 2013. The Comp
utilizes these credit facilities and cash flowsnfroperations to provide funds for both constructiml operational expenditures. PNMR
has intercompany loan agreements with each ofilisidiaries.

The Company projects that its total capital requiats, consisting of construction expenditures divitlends, will total $2,047
million for 20132017. The construction expenditures include addtiacenewable resources anticipated to be requbecheet the RP
additional peaking resources needed to meet nadtlisenl in PNM's current IRP, and environmental napigs at Four Corners . This estin
does not include any amounts related to environahempigrades at SJGS that ultimately may be requiyeEPA to address regional haze (I
16) or expenditures that could be required to pleapacity should environmental control at SIG®Nre shutdown of one or more SJ
units. In addition to internal cash generation, @wmpany anticipates that it will be necessarylitaim additional longerm financing in th
form of debt refinancing, new debt issuances, andéw equity in order to fund its capital requirerteeduring the 2012017 period. Th
Company currently believes that its internal cashegation, existing credit arrangements, and adoegablic and private capital markets
provide sufficient resources to meet the Compargstal requirements.
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RESULTS OF OPERATIONS

Segment Information

The following discussion is based on the segmernthouwlogy that PNMRS management uses for making operating decisiod
assessing performance of its various businessitéesivSee Note 2 for more information on PNMR’'&i@giing segments.

The following discussion and analysis should be ieaconjunction with the Consolidated Financiat8ments and Notes thereto. Tre

and contingencies of a material nature are discuss¢he extent known. Refer also to DisclosuredReigng Forward Looking Statements
Part I, Item 1 and to Part Il, Item 7A. Risk Fastor

PNM

The table below summarizes operating results faviPN

Year Ended December 31, Change
2012 2011 2010 2012/2011 2011/2010
(In millions)
Total revenues $ 1,092.: $ 1,057 $ 1,017.. $ 35.C % 40.2
Cost of energy 353.¢ 362.2 352.2 (8.6) 9.¢
Margin 738.¢ 695.1 664.¢ 43.t 30.2
Operating expenses 435.¢ 438.¢ 424.F (3.9 14.:
Depreciation and amortization 97.2 94.¢ 92.2 2.t 2.t
Operating income 205.¢ 161.¢ 148.1 44.F 13.c
Other income (deductions) 26.t 19.¢ 31.€ 6.€ (11.9)
Net interest charges (76.7) (75.9) (72.9 (0.9 (2.9
Earnings before income taxes 156.: 106.( 107.: 50.3 (2.9
Income (taxes) (50.%) (37.9 (36.9 (13.9) (1.0
Valencia non-controlling interest (14.7) (24.0 (13.6) (0.2) (0.9
Preferred stock dividend requirements (0.5 (0.5 (0.5 — —
Segment earnings $ 91.C $ 54C $ 56.¢ $ 37.C % (2.9
The table below summarizes the significant changéstal revenues, cost of energy, and margin:
2012/2011 Change 2011/2010 Change
Total Cost of Total Cost of
Revenues Energy Margin Revenues Energy Margin
(In millions)
Retail rate increases $ 402 % —  $ 40.: % 321 % — % 32.1
Retail load, fuel, and
transmission (15.9 (10.6 (5.9 28.2 10.7 17.t
Wholesale rate increase 4.C — 4.C
Unregulated margins (5.9 1.1 (7.0 (41.0 0.¢ (41.9
Energy efficiency rider 8.¢ — 8.S 13.C — 13.C
Renewable rider 6.8 2.C 4.9 — —
Net unrealized economic hed 3.3 (1.0 (2.2 7.€ (1.7) 9.t
Total increase (decrease) $ 35.C $ (8.6 $ 435 3 40z % 9¢ % 30.2

The following table shows PNM operating revenuesistomer class and average number of customers:
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Year Ended December 31, Change
2012 2011 2010 2012/2011 2011/2010
(In millions, except customers)

Residential 409.C $ 390.2 $ 355.¢ % 186 $ 34.t
Commercial 413.c 386.4 355.% 26.¢ 30.7
Industrial 104.( 94.¢ 85.¢ 9.1 9.2
Public authority 25.k 24.C 21.2 1.t 2.7
Transmission 39.4 43.€ 38.7 (4.2 4.¢
Firm-requirements wholesale 39.4 34.1 31.¢ 5.2 2.2
Other sales for resale 47.4 69.2 121.% (21.9 (52.9)
Mark-to-market activity 0.¢ 4.2 (3.6 3.3 7.8
Other 13.4 10.4 9.¢ 3.C 0.t
1,092 % 1,057 $ 1,017.. % 35.C % 40.2

Average retail customers (thousands) 505.¢ 503.¢ 501.7 1.7 2.2

The following table shows PNM GWh sales by custooiass:
Year Ended December 31, Change
2012 2011 2010 2012/2011 2011/2010
(Gigawatt hours)

Residential 3,323. 3,402.¢ 3,361.! (79.9) 41.5
Commercial 4,022.. 4,043.¢ 4,016.( (21.6¢) 27.¢
Industrial 1,771. 1,560.¢ 1,449.¢ 210.¢ 111.(
Public authority 279.2 282.1 263.< (2.9 18.7
Firm-requirements wholesale 652.( 650.¢ 677.t 1.€ (27.2)
Other sales for resale 1,652.: 2,076.¢ 2,203.¢ (424.¢ (227.0)
11,700. 12,016.¢ 11,972.. (316.9) 447

On August 21, 2011, PNM implemented a $72.1 millmmual norfuel rate increase for its retail customers. Tlaterincreas
combined with a base rate increase in April 20dhroved 2012 and 2011 revenues and margins by $AilliBn and $32.1 million. In 201
lower retail loads, primarily in the residentialdatommercial customer classes, reflecting loweragye usage per customer and milder wee
decreased revenues and margins by $7.8 million.ifidrease in industrial revenue is primarily dugtoviding economy energy service to
customer. The only impact in margin for this custons from minor ancillary services and other ctemin revenues and cost of energy ¢
passthrough with no impact to margin. Higher transnossiates as a result of the June 1, 2011 rateaserepproved by FERC on Janual
2013, also improved revenues and margins in 20822841. In 2011, increases in retail loads wermanly driven by cooler temperatures
the first quarter and warmer weather in the thindrter, improving revenue and margins by $12.0iomill

Increases in fuel costs and the reduction insgfitem sales volumes resulting from the fire incide the mine providing coal to SJ
are recovered through PNM's FPPAC and did not negatimpact 2012 or 2011 results. See Note l6nfiore discussion on the SJGS n
fire incident.

PNM implemented new rates, approved by FERC, stibje@fund, for one of its firm wholesale requirems customers in April 201
which improved revenues and margins by $4.0 mill®ee Note 17.

PNM offers several energy efficiency programs amtlatives to its retail customers regulated by MMPRC. In addition, PNM
allowed to earn adders on these programs basedevgyesavings. PNM recovers the energy efficienogmm costs via a rate rider. Rever
and margins were higher by $8.9 million and $13i0ion in 2012 and 2011, offset with an increaseojperating expense for the ene
efficiency program costs.

On August 20, 2012, PNM implemented its renewalnlergy rider, a mechanism approved by NMPRC, whidh allow PNM ta
recover renewable energy investments, includingtarm on its investments, and procurement costgiied in meeting the stateandated RP
See Note 17. In 2012, PNM revenues increased ®riblion and cost of energy, reflecting the pursha
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cost of RECs, increased $2.0 million. Includedemenues is the earned return component on itstimees of $1.2 million and the remain
revenues are offset by increases in operating eptediation expenses associated with the PNM-owédolar facilities.

In 2012, lower unregulated revenues of $5.9 milkor lower margin of $7.0 million associated witles of power from PVNGS Ui
3 were a result of lower market power prices armeases in nuclear fuel costs. In 2011, lower uletgd revenues and margins were
result of the December 31, 2010 expiration of agherm tolling arrangement for PVNGS Unit 3, whichntained favorable pricing ten
compared to 2011 market prices.

Changes in unrealized mark+tioarket gains and losses are based on economic iéulgsales and fuel costs not covered unde
FPPAC, primarily associated with PVNGS Unit 3. Ualieed gains of $1.6 million for 2012 compared toealized gains of $3.8 million {
2011 decreased margin by $2.2 million. Unrealizathg of $3.8 million for 2011 compared to unrealidesses of $5.7 million for 20
increased margin by $ 9.5 million.

In 2012, operating expenses decreased by $2.Jomilie to improved availability at PVNGS and $4.ifliom resulting from proce:
improvement initiatives implemented during 2011 abidition, retiree medical and employee health casts were $1.2 million lower. The
reductions in operating expenses were offset blgdrigxpenses associated with planned maintenaagesuat SJIGS of $7.3 million and ur
labor negotiation expenses of $1.0 million. Opa@expenses also increased in 2012 due to higlezgeefficiency expenses and renew
expenses of $11.4 million and $1.0 million, whidle affset in revenues as discussed above. As digdus Note 7, PNM recorded a le
abandonment loss of $6.2 million in operating exg@snin 2012. In addition, property taxes were highe $2.2 million as the result
increased plant additions, higher property taxs;aé@d a settlement with a Native American pueblo.

Operating expenses reflect a regulatory disallowasfc$17.5 million recorded in 2011 resulting fréiiM's 2010 Electric Rate Ca
No regulatory disallowances were recorded in 201id @010. In 2011, PNM incurred operating experse®6.7 million to implement proce
improvement initiatives related to reducing futeests. In addition, increases in taxes other thanre due to additional New Mexico gr
receipts tax on prior year billings and other exggmnincreased operating expenses by $5.0 milli@dirl and reduced operating expense
$0.4 million in 2012. Lower expense for injurieddadtamages improved operating expenses in 2011 Byriflion.

Depreciation and amortization expense increase2Dii? and 2011 due to additions to utility plantlinling PNM-owned solar P
facilities. Depreciation on the PNM-owned solar Ra¥ilities is recovered through a rate rider asuased above.

For 2012, other income (deductions) was $6.6 mmilligher, primarily related to improved performarafethe NDT of $5.9 millior
PNM incurred less impairments of NDT investment2@12 compared to 2011. In addition, higher eg&iBJDC of $3.3 million improve
other income, offset by lower interest income oa BVNGS lessor notes of $2.8 million due to lowetstanding balances. In 2011, lo
interest income on the PVNGS lessor notes, loweitggortion of AFUDC were partially offset with dneased realized gains on the N
assets. A pre-tax gain of $8.5 million due to eettnt of the Republic Savings Bank litigation irmsed other income in 2010.

Interest expense increased $8.8 million and $1IBomiin 2012 and 2011 due to the issuance of ¥1@&0illion of longterm debt i

October 2011. In 2012, the higher interest expemae partially offset by $5.6 million for the deborfion of AFUDC and $0.9 million «
interest charges on PNM's investment in renewadsleurces that are deferred for recovery throughethewable energy rider.
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TNMP

The table below summarizes the operating result$ fviP:

Year Ended December 31, Change
2012 2011 2010 2012/2011 2011/2010
(In millions)
Total revenues $ 250.1 $ 237.¢ $ 212¢ % 122 $ 25.2
Cost of energy 46.2 41.2 37.1 5.C 4.1
Margin 203.¢ 196.7 175.k 7.2 21.z2
Operating expenses 87.1 88.2 77.4 (1.7 10.¢
Depreciation and amortization 49.: 44.¢ 417 4.7 2.¢
Operating income 67.t 63.€ 56.4 3.7 7.4
Other income (deductions) 2.7 1.€ 0.8 1.1 0.8
Net interest charges (28.2) (29.9) (31.2) 1.1 1.¢
Earnings before income taxes 421 36.1 26.C 6.C 10.1
Income (taxes) (15.9 (13.9 (20.0 (1.5 (3.9
Segment earnings $ 26.7 $ 22: ¢ 16.C $ 44 $ 6.2

The table below summarizes the significant chatgéstal revenues, cost of energy, and margin:

2012/2011 Change 2011/2010 Change
Total Cost of Total Cost of
Revenues Energy Margin Revenues Energy Margin
(In millions)
Rate increases $ 14 $ — $ 14 $ 87 $ — $ 8.7
Customer usage/load (2.7 — (2.7 5.k — 5.8
Transmission cost recovery factor 4.€ 5.C (0.2 6.8 4.1 2.7
AMS surcharge 6.C — 6.¢ 1.€ 1.€
1999 rate settlement 1.€ — 1.€ — — —
Other (0.5 — (0.5 2.7 — 2.7
Total increase $ 122 $ 5C $ 72 % 25 % 41 $ 212

The following table shows TNMP operating revenugsrétail tariff consumer class, including intersemmrevenues, and aver:
number of consumers:

Year Ended December 31, Change
2012 2011 2010 2012/2011 2011/2010
(In millions, except customers)
Residential $ 1032 % 100.2 $ 83.€ $ 30 $ 16.7
Commercial 88.: 84.¢ 77.5 34 7.4
Industrial 13.4 13.1 12.F 0.3 0.8
Other 45.1 39.€ 39.2 5.5 0.4
$ 250.1 $ 237.¢ % 212.¢ % 122 $ 25.2
Average consumers (thousanés) 233.( 231 229.¢ 17 18

@ TNMP provides transmission and distribution sersitee REPs that provide electric service to custsmeTNMP's service territories. T
number of consumers above represents the custarhtdrese REPs. Under TECA, consumers in Texas thavability to choose any RI
to provide energy. The average consumers repotiedeainclude 67,268 and 75,220 consumers of TNMR2@d1 and 201@hat chos
First Choice as their REP. These consumers araradkaled in the First Choice segment.
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The following table shows TNMP GWh sales by ret@ilff consumers class:

Year Ended December 31, Change
2012 2011 2010 2012/2011 2011/2010
(Gigawatt hours§V

Residential 2,714.! 2,862.: 2,699.¢ (147.9 162.7
Commercial 2,353.. 2,361.( 2,260.! (7.9 100.t
Industrial 2,727.: 2,578.¢ 2,241 148.2 337.¢
Other 103.¢ 108.7 103.: (4.9 5.4
7,898.¢ 7,910.¢ 7,304.¢ (12.9) 606.(

@ The GWh sales reported above include 836.6 and2 80G&Whs for 2011 and 20i&ed by consumers of TNMP who have chosen
Choice as their REP. These GWhs are also includkxmhhin the First Choice segment.

Implementation of rate increases in late Septer@b&2 and February 2011 increased revenues andmadrgi$1.4 million in 2012. S
Note 17. Higher usage per customer, after adjudtingveather impacts, and growth in the numberasfstmers in TNMP's service areas v
more than offset with milder weather compared th120educing revenues and margins by $2.1 millior2012, TNMP received a $1.6 milli
settlement related to ERCOT transmission ratesgeltafrom the fourth quarter of 1999. Differencesnmsen revenues and costs charge
transmission providers are deferred and recovdremigh a transmission cost recovery factor, resylih no impact to margin in 2012.
August 11, 2011, TNMP implemented a surcharget®bAMS deployment. The surcharge will recover TNMiRvestment in AMS over a
year period. The surcharge has a-up mechanism, which allows TNMP to match revenwdiected against the expenses incurred and a
for a return to be earned on its investments. Resgiincreased by $6.9 million in 2012 and $1.6iamllin 2011, which offset increases
operating expenses and depreciation. Other changesenue include an increase for energy effigigmograms, which was more than of
by lower revenues associated with recovery of CH@ricane lke, and rate case expenses.

In 2011, a rate increase implemented in May 20tPeased revenues and margins by $8.7 million. blitiad, weather impacts 1
customer usage and load, as well as moderate cesgmowth improved revenues and margins by $5.5amilln 2011, changes to Texas re
electric rules that allow distribution providersdefer and recover differences between revenuescasid charged by transmission provi
improved margins by $2.7 million, reflecting theénghation of the regulatory lag. Higher revenuescasated with recovery of the C1
Hurricane lke, rate case expenses, and energyegitic programs were offset with increases in ojiegatxpenses.

Increases in vegetation management expenses ofr§illian, higher energy efficiency program expens#s$0.8 million, highe
expenses for injuries and damages of $0.9 milkow $2.6 million higher administrative and generradl customer related expenses assoc
with the AMS deployment increased operating expemse2012. As discussed in Note 7, TNMP recordd€age abandonment loss of §
million in operating expenses in 2012. These inmesavere offset by lower maintenance expenses.afréillion related to extreme drou
conditions experienced in 2011 in the Gulf Coagliae, lower administrative and general expensesbh® million based on proce
improvements initiated in 2011, and higher capitetion of administrative and general expensesea@lat construction projects of $1.3 milli
which improved operating expenses in 2012.

In 2011, operating expenses increased due to dategudisallowance of $3.9 million, regarding m&ctive application of the inter
rate used to calculate the return on TNMP's CTQletgry assets. See Note 17. In 2011, TNMP incuogestating expenses of $1.5 millior
implement process improvement initiatives relatedetucing future costs. Higher allocation of cogte overhead and incentive compensi
and higher street rental and property taxes, andygrefficiency and rate case amortizations alsceimsed operating expenses in 2011.

Deployment of AMS on TNMP's system increased depten and amortization by $3.1 million in 2012. &ddition, increase
investment in plant increased depreciation by $ilBon. In 2011, depreciation and amortizatiorperse increased due to higher transmit
plant and the AMS deployment.

An increase in contributions in aid of constructiwn$0.7 million and a gain on the sale of propety$0.3 million, improved oth
income in 2012. The refinancing of TNMP's revolviergdit facility in 2010 resulted in a writeff of unamortized debt issuances costs the
not recur in 2011.

On September 30, 2011, TNMP replaced its 2009 Teyam Agreement, at lower interest rates, which cedunterest expense in 2012
and 2011. In addition, an increase in allowancduods used during construction further reduceeradt expense in 2012. In 2010, a TNMP
credit facility was amended, which resulted in lofees and more favorable interest rates in 2011.
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First Choice

As discussed in Note 3, PNMR sold First Choice mvéinber 1, 2011. The table below summarizes theatipg results for Fir
Choice from January 1, 2011 through October 311 2@inpared to a full year of operations for 2010:

Ten Months
Ended October Year Ended
31, December 31, Change
2011 2010 2011/2010
(In millions)
Total revenues $ 4395 % 483.2 $ (43.9)
Cost of energy 323. 350.¢ (27.7)
Margin 116.1 132.% (16.6)
Operating expenses 76.C 92.1 (16.7)
Depreciation and amortization 1.1 0.S 0.2
Operating income 39.1 39.¢ 0.7
Other income (deductions) (0.6) (0.9 (0.2
Net interest charges (0.6) 1.3 0.7
Earnings before income taxes 37.¢ 38.1 (0.2)
Income (taxes) (13.9) (14.7) 0.3
Segment earnings $ 241 $ 241 % 0.1

The changes to total revenues, cost of energynaargin in 2011 compared to 2010 are primarily du¢éeh months of operations
2011 compared to twelve months in 2010.

The following table shows First Choice operatingerues by customer class and the actual numberstdrmers:

Ten Months Year Ended
Ended October 31. December 31, Change
2011 2010 2011/2010
(In millions, except customers)

Residential $ 260.z $ 305.¢ $ (45.€)
Commercial 166.£ 159.¢ 6.7
Other 12.¢ 17.€ 4.9

$ 439.5 $ 4832 % (43.9)
Actual customers (thousandsy 221.1 214.2 6.

@ See note above in the TNMP segment discussion d@helmpact of TEC/
@ Due to the competitive nature of First Chogkdusiness, actual customer count at the end opehied is a more representa
business indicator than average customers.

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

Ten Months
Ended Year Ended
October 31, December 31, Change
2011 2010 2011/2010
(Gigawatt hours?)
Residential 2,006.¢ 2,267.¢ (261.9)
Commercial 1,538.: 1,363.¢ 174.¢
3,544.¢ 3,631.¢ (87.0)

@ See note above in the TNMP segment discussion dghelnpact of TEC/
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Total revenues decreased in 2011, primarily dudeaen months of operations in 2011 versus tweleaths in 2010. Prior to the st
total revenues increased in 2011 compared to tine geeriod in 2010 due to favorable weather ancharease in both MWh sales and nun
of customers, which were partially offset by a éase in the average revenue rates. First Choicer@ttsignificantly higher purchased po
costs per MWh due to extreme summer temperatur2@lt. These higher energy costs more than offigeintrease in revenues. First Ch
managed its exposure to fluctuations in marketgnprices by matching sales contracts with suppdruments designed to preserve targ
margins. Accordingly, First Choice had forward gants for the purchase of energy to cover the &utoad requirements for most of its fi;
price sales contracts. Changes in the fair valusupply contracts that were not designated or weteligible for hedge or normal purchas
sales accounting were marked to market throughentiperiod earnings as required by GAAP. During®@Gtharket energy prices decree
significantly, which resulted in GAAP losses onta@r of First Choice's forward supply contractsridg 2011, market energy prices increa
which resulted in unrealized mark-warket gains on certain of First Choice's forwardpdy contracts. First Choice was not required trk
the related fixed price sales contracts to maskbich would likely offset the supply contracts. @sion unrealized economic hedges incre
segment earnings by $4.9 million in 2011 comparét lesses of $22.4 million in 2010.

The allowance for uncollectible accounts and reldiad debt expense was based on collections arid-offiexperience. Bad de
expense decreased $16.2 million in 2010 due tor@ustomer departures, lower default rates, antherease in commercial customers
2011, bad debt expense decreased by $4.6 milliomaply due to the ten months of operations in ROErsus twelve months in 20
Initiatives to reduce bad debts included effortssiduce the default rate experienced for custoswitshing to another REP and increased f
on identifying new customer prospects that are niikedy to demonstrate desired payment behaviastREhoice focused its marketing eff
on commercial customers and customers with estealipayment patterns, increased the required edite, and expanded advance deg
requirements.

Total operating expenses decreased in 2011, phnthre to the ten months of operations in 2011 wetsvelve months in 2010. Pr
to the sale, operating expenses in 2011 increamepared to the same period in 2010 due to incraagearketing and operational costs wi
were partially offset by a decrease in incentivenpensation expense. In 2011 and 2010, interestnerpdecreased primarily due to lo
short-term debt.

Corporate and Other

The table below summarizes the operating result€f&oporate and Other:

Year Ended December 31, Change
2012 2011 2010 2012/2011 2011/2010
(In millions)

Total revenues $ — $ (340 $ (39.9) % 34.C % 5.4
Cost of energy — (33.9 (39.]) 33.¢ 5.2
Margin — (0.2 (0.3 0.2 0.2
Operating expenses (17.9 (9.7 (12.9) (8.2 2.€
Depreciation and amortization 17.t 16.5 16.¢ 1.C (0.3
Operating income (loss) 0.3 (7.0) 4.9 7.2 (2.9)
Gain on sale of First Choice aL[© 174.¢ — (173.9) 174.¢
Optim Energy loss and impairment — — (203.9) — 203.¢
Other income (deductions) (8.2 (15.9) (6.0 7.7 (9.9
Net interest charges (16.6 (19.€ (20.5) 3.C 0.¢
Earnings (loss) before income taxes (23.9) 132.t (234.9) (155.9 367.:
Income (taxes) benefit 11.2 (56.5) 92.¢ 67.7 (149.9
Segment earnings (loss) $ (122 $ 76.C $ 142.00 $ (882 % 218.1

The Corporate and Other segment includes consmiidatliminations of revenues and cost of energywbeh business segmel
primarily related to TNMP's sale of transmissionvases to First Choice prior to November 1, 201lhew PNMR sold First Choic
Accordingly, there was no elimination of intersegievenue in 2012.

Operating expenses decreased in 2012 and increa28d 1 primarily due to legal and consulting exgeEnof $4.6 million incurred
2011 related to assessment of strategic alterrsatire®NMR's competitive businesses. Other chaimgeperating
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expenses are offset as a result of allocation pfedgation and amortization and items within otiremome (deductions) to other busir
segments.

Depreciation expense increased in 2012 due toeretetl amortization of leasehold improvements ot pf its corporate headquari
that was abandoned during 2012. This increase arisly offset by lower depreciation on softwapphcations compared to 2011. Change
depreciation and amortization are offset in opatagxpenses as a result of allocation of theses dosbther business segments. PNM
TNMP defer their allocations of the accelerated dination of leasehold improvements as regulatssess to be recovered through rates.

Corporate and Other results include the gain ors#tbe of First Choice. Results of operations o§tF@hoice are discussed above.
sale of First Choice is discussed in Note 3.

Corporate and Other results also include lossescidsd with Optim Energy. Further information redjng Optim Energy is shov
below. The 2010 loss due to the impairment of PN8MRVestment in Optim Energy, which is discusseavatand in Note 21, is also reflec
in the Corporate and Other segment.

Other income and deductions decreased in 2011 remdased in 2012 primarily due to a $9.2 millioasimn the repurchase of $&
million of PNMR's 9.25% senior unsecured notes avémber 2011 (Note 6). This was offset by loweifgq@nance on other investments.
interest charges decreased in 2012 and 2011, plyrdae to the re-acquisition.

In 2010 and 2012, income tax benefit was reducefizbg million and $0.7 million due to the impairnh@fh New Mexico wind energ
production tax credit carry forwards. These credi¢se not expected to be utilized prior to theipieation due to the Company's net operz
loss position. On January 3, 2013, the Americanpag®r Relief Act of 2012, which extended fifty pemt bonus depreciation, was signed
law. Due to provisions in the act, taxes payabl¢he state of New Mexico for 2013 will be redu@t PNMR anticipates that it will
required to impair an additional $1.5 million of Wd&lexico wind energy production tax credits in thist quarter of 2013.

Optim Energy

As described above and in Note 21, PNMR reducednitestment in Optim Energy to zero at December&110 due to tt
determination that the investment was fully impdjreesulting in a pre-tax impairment loss of $18llion ($113.7 million aftettax). Ir
accordance with GAAP, PNMR did not record incomeamses associated with its investment in Optimr§neén 2011 as PNMR had
contractual requirement or agreement to providdrm®Ofnergy with additional financial resources. Aatingly, Optim Energy had no imp:
on PNMR's 2011 balance sheet, statement of earmamgisstatement of cash flows. Summarized finanefatmation for Optim Energy is n
presented. PNMR entered into agreements on Septed3he2011 that reduced PNMR's ownership in Optinergy from 50% to 1%. C
January 4, 2012, ECJV exercised its option to aegeNMR's remaining 1% ownership interest in OpEinergy at fair market value, whi
was determined to be zero. PNMR accounted fomitestment in Optim Energy using the equity methbdazounting until September :
2011 and used the cost method thereafter.

In 2010, Optim Energy's strategy and near-term gomas on utilizing cash flow from operations touee debtand optimizing it
generation assets as a stahole independent power producer. Optim Energgslts of operations were primarily determined Hy prices ¢
which its power was sold and its fuel to generatevgr, principally natural gas, was procured. Popréges in the ERCOT market are dire
correlated to natural gas prices. The markets dargs and natural gas were depressed in 2010. Ggitiengy had net earnings (loss) of $(2
million for the year ended December 31, 2010. PNiEbgnized net earnings (loss) from Optim Energ$(a5.2) million for the year end
December 31, 2010. Such amounts include amortizatica basis difference between PNMR's recordedstment in Optim Energy and
percent of Optim Energy's equity.
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LIQUIDITY AND CAPITAL RESOURCES
Statements of Cash Flows

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

Year Ended December 31, Change
2012 2011 2010 2012/2011 2011/2010
(In millions)
Net cash flows from:
Operating activities $ 281.2 % 2922 % 287.¢ % (109 $ 4.8
Investing activities (285.9 19.¢ (275.9) (305.%) 295.7
Financing activities (1.6) (312.9) (20.9) 310.7 (301.¢
Net change in cash and cash equivalents $ 6.1 $ 0.3 $ 08 % 59 $ (1.7

The changes in PNMR's cash flows from operatingvities relate primarily to improved results of epgons at PNM and TNM
primarily due to rate increases, as well as PNEtgipt of $21.6 million for governmental grantsatetl to renewable energy initiatives in 2
compared to $2.1 million in 2011. Increases werstipmffset by gains related to the sale of Firebice of $1.0 million in 2012 comparec
$174.9 million in 2011. Contributions to the PNMdafiNMP pension and other postretirement benefiipla $89.2 million in 2012 compai
to $48.3 million in 2011 and income taxes paid 5f3¥million in 2012 compared to refunds of $5.5limil in 2011 and $99.3 million in 20
also offset the increases.

The changes in PNMR's cash flows from investingviigts relate primarily to proceeds from the safe-irst Choice of $4.0 in 20:
compared to $329.3 million offset by related trantisen costs of $10.9 million in 2011. Utility plaatditions decreased $18.0 million in 2
and increased $45.4 million in 2011. At PNM, taidlity plant additions in 2012 decreased by $5#iflion and increased by $45.4 million
2011. PNM's 2011 additions included $59.2 milli@tated to solar projects, which were completedhsy énd of 2011. TNMP utility pla
additions increased $25.6 million in 2012 compam®®011, including increases of $12.9 million irstdbution projects, $13.8 million
transmission projects, and a decrease of $2.8omitélated to the deployment of advanced meteemtRidditions at the Corporate and O
segment also increased $13.4 million in 2012 primeelated to improvements to the Company's caapheadquarters building. Construc
expenditures were funded primarily through casklwéldrom operating activities and shoerm borrowings. In addition, PNMR made eq
contributions of $20.3 million to Optim Energy i@ 0.

The changes in cash flows from financing activitiekte primarily to the use of proceeds from thke ©f First Choice in 2011
purchase PNMR common stock for $125.7 million, PN&1Bonvertible preferred stock, Series A, for $7&ilion, and longterm debt fo
$58.5 million. In 2012, PNMR obtained $100.0 miflien new shorterm borrowings, and used the proceeds to repaypWworgs under tr
PNMR Revolving Credit Facility. In 2012, PNM refimged $20.0 million of PCRBs. In 2011, PNM obtaii#4d0.0 million in new londerm
borrowings, using the proceeds to reduce short-tEmowings. Also in 2011, TNMP replaced $50.0 ioillin longterm debt with a new ter
loan agreement for $50.0 million. In addition, pants received on PVNGS firseles contract arrangements were $2.6 million ihl
compared to $30.5 million in 2010 as those contapired at December 31, 2010. In 2010, PNM refiedthe $403.8 million of PCRBs.

Financing Activities

See Note 6, for additional information concernihg €Companys financing activities. In May 2012, PNM receiveMRRC approval t
participate in the refunding of $20.0 million of RBs. PNM also received NMPRC authority to exertis® two oneyear extension optio
under the PNM Revolving Credit Facility. The PNMRWIving Credit Facility also provides for two ogear extension options althot
NMPRC authority to exercise them is not requiredOilctober 2012, the first of the -year extension options for the PNMR Revolving Ci
Facility and the PNM Revolving Credit Facility wesgercised extending the expiration of both faetito October 31, 2017.

In September 2012, PNM participated in the issuarick0.0 million of new PCRBs by the City of Farmgton, New Mexico, whic
bear interest at 2.54% and mature September 1, ®042 mandatory tender on June 1, 2017. The n@®A% refunded a $20.0 million sel
of PCRBs, which bore interest at 5.15% and matimé&37, that were redeemed at par and retired.
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Capital Requirements

Total capital requirements consist of constructimpenditures and cash dividend requirements for RNddmmon stock and PN
preferred stock. Key activities in PNMR's curreanstruction program include:

» Upgrading generation resources, including thosednewable ener;
» Expanding the electric transmission and distribusgstem
» Purchasing nuclear fu

Projected capital requirements for 2013-2017 are:

2013 2014-2017 Total
(In millions)
Construction expenditures $ 372.¢ $ 1,409.. $ 1,781
Dividends on PNMR common stock 52.¢ 210.: 262.¢
Dividends on PNM preferred stock 0.t 2.1 2.6
Total capital requirements $425.¢ $1,621.8  $2,047.c

The construction expenditure estimates are undeinzong review and subject to ongoing adjustmastyell as to Board review &
approval. The construction expenditures above deladditional renewable resources anticipated teehaired to meet the RPS, additic
peaking resources needed to meet needs outlinéNifis current IRP, and environmental upgrades at Borners of $71.9 million estimai
to be expended through 2017. The construction adipgres above do not include any amounts relatezshtaronmental upgrades at SJGS
ultimately may be required by EPA to address regidraze or expenditures that could be requireceptace capacity should environme
control at SJGS involve shutdown of one or more S@its. See Note 16 and Commitments and Contila@taations below. The ability
PNMR to pay dividends on its common stock is depahdipon the ability of PNM and TNMP to be ableptry dividends to PNMR. Note
describes regulatory and contractual restrictionthe payment of dividends by PNM and TNMP.

During the year ended December 31, 20PNMR met its capital requirements and constracdgpenditures through cash gener
from operations, as well as its liquidity arrangeise

In addition to the capital requirements for constian expenditures and dividends, the Company dragterm debt that must be paic
refinanced at maturity. Note 6 contains informataout the maturities on lortggrm debt. The Company has from time to time refoea o
repurchased portions of its outstanding debt befoheduled maturity. Depending on market condititims Company may refinance other «
issuances or make additional debt repurchase® ifutbire.

Liquidity

PNMR's liquidity arrangements include the PNMR Rewm Credit Facility and the PNM Revolving Crediacility that both expire
October 2017 and the TNMP Revolving Credit Facithgt expires in December 2015. On October 31, 2BNIMR entered into the PNM
Revolving Credit Facility, which has a financingpeaity of $300.0 million and PNM entered into the PNM Revolving Creditifg¢ which
has a financing capacity of $400.0 millioThe new credit facilities replaced existing faigk. The terms and conditions of the new faei
are substantially similar to the prior facilitiesdathe Company believes the terms and conditioesansistent with those of other investn
grade revolving credit facilities in the utility dnstry. On December 14, 2012, PNMR entered inloRNMR Term Loan Agreement.
December 27, 2012, PNMR borrowed $100.0 millionamithe PNMR Term Loan Agreement and used the fomdepay $100.0 million
borrowings made under the PNMR Revolving Creditilfgc Each of these facilities contains one fineccovenant that requires 1
maintenance of debt-toapital ratios of less than or equal to 65%. Thasies reflect the present value of payments utitePVNGS and El
leases as debt.

The revolving credit facilities provide shdgrm borrowing capacity and also allow letters r&fdit to be issued. Letters of credit rec
the available capacity under the facilities. Thempany utilizes these credit facilities and caskwfidrom operations to provide funds for Lt
construction and operational expenditures. The Gayp business is seasonal with more revenues astd ftows from operations bei
generated in the summer months. In general, thep@ognrelies on the credit facilities to be theiatittunding source for constructi
expenditures. Accordingly, borrowings under theilites increase over time. Depending on market atiter conditions, the Company v
periodically sell long-term debt and use the prdset® reduce the borrowings under the credit fé&sli Shortterm borrowings at PNM
ranged from $14.0 million to $141.0 million duritige year ended December 31, 2012 and from $101l@mio $129.0 million during tr
three months ended December 31, 2012. PNM dhort- borrowings ranged from zero to $168.0 millicluring the year end
December 31, 2012 and from zero to $35.0 millionrduthe three months ended December 31, 2012. PNMRtterm borrowings rangt
from zero to $106.0 million during the year endegtBmber 31, 2011. PNM shderm borrowings ranged from zero to $298.0 millduring
the year ended
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December 31, 2011. There were no borrowings unaerTNMP Revolving Credit Facility during 2012 an@12. At December 31, 20:
average interest rates were 1.96% for the PNMR RigpCredit Facility, 1.335% for the PNMR Term Lo&greement, and 1.71% for -
PNM Revolving Credit Facility.

The Company currently believes that its capitalmegnents can be met through internal cash geperatixisting credit arrangemet
and access to public and private capital marketscdver the difference in the amounts and timingndérnal cash generation and ¢
requirements, the Company intends to use dkeont- borrowings under its current and future lidglyicarrangements. However, if diffici
market conditions experienced during the recergsgion return, the Company may not be able to adbescapital markets or renew cr
facilities when they expire. Should that occur, @@mpany would seek to improve cash flows by reaydapital expenditures and explol
other available alternatives. Also, PNM may consisieeking authorization for the issuance of firgtrimage bonds to improve access tc
capital markets.

In addition to its internal cash generation, thanPany anticipates that it will be necessary to iob&alditional longterm financing t
fund its capital requirements during the 2013-2p&iod. This could include debt refinancing, newtdesuances, and/or new equity.

The Company's ability to access the credit andtabmiarkets at a reasonable cost is largely depengen its:

. Ability to earn a fair return on equ

. Results of operatiol

. Ability to obtain required regulatory approv
. Conditions in the financial marke

. Credit rating

On April 13, 2012, S&P raised the corporate crealiing for PNMR as well as the senior debt ratifgsPNMR and TNMP and ti
preferred stock rating for PNM. S&P changed thdomkt to stable for all entities. As of February 29,13, ratings on the Company's ¢
securities were as follows:

PNMR PNM TNMP

S&P

Senior secured * * BBB+

Senior unsecured BB+ BBB- *

Preferred stock * BB *
Moody's

Senior secured * * A3

Senior unsecured Bal Baa3 *

Preferred stock * Ba2 *

* 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 aigation, and that each rating should be evaluaidependently of any other rating.

A summary of liquidity arrangements, which do natlude the PNMR Term Loan Agreement, as of Febr@arn2013 is as follows:

PNMR PNM TNMP PNMR
Separate Separate Separate Consolidated
(In millions)

Financing capacity - revolving credit facility $ 300.C $ 400.C $ 75.C % 775.(
Amounts outstanding as of February 22, 2013:

Revolving credit facility 24.2 107.3 25.C 156.¢

Letters of credit 11.3 S < 15.1

Total short term-debt and letters of credit 35.t 111.2 25.2 172.(

Remaining availability as of February 22, 2013 $ 264t $ 288.6 $ 49.7 % 603.(

Invested cash as of February 22, 2013 $ 28 % — % — % 2.8
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The above table excludes intercompany debt. Thairéng availability under the revolving credit fiiés at any point in time vari
based on a number of factors, including the timaigcollections of accounts receivables and paymémtsconstruction and operati
expenditures.

For offerings of securities registered with the SEBIMR has a shelf registration statement expiimgvarch 2014. This she
registration statement has unlimited availabilitydacan be amended to include additional securisebject to certain restrictions ¢
limitations. PNMR can also offer new shares of cammtock through the PNM Resources Direct Plan uadeparate SEC shelf registra
statement that expires in August 2015. PNM hase#f skgistration statement for up to $440.0 milli@isenior unsecured notes that will ex
in May 2014.

Off-Balance Sheet Arrangements

PNMR's offbalance sheet arrangements include PNM's operaiiisg obligations for PVYNGS Units 1 and 2, the E3Asmission line
and Delta.

In 1985 and 1986, PNM consummated sale and ledsetzarsactions for its interest in PYNGS Units H & The original purpose
the sale-leaseback financing was to lower revergairements and to levelize the ratemaking impa&\INGS 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 BOIN not fully utilize. Under traditional ratemakj, the capital costs of ownership of a m
rate base addition, such as a nuclear plant, anédnd loaded. The revenue requirements are higreimttial years and decline over the life
the plant as depreciation occurs. By contrast,l¢hse payments are level over the lease term. ddmes$, which expire in 2015 and 2!
contain options to renew the leases at a fixecepricto purchase the property for fair market vatee discussion below and Note 7 regal
the status of these alternatives.

Additionally, in 1996, PNM entered into a PPA faetrights to all the output of the Delta generaplant through June 2020. The F
is accounted for as an operating lease. The gamé&ugenerating unit is operated by Delta, whicla igariable interest entity. The plan
mainly used to meet peak load requirements. See Bidbr additional information about the Delta gty lease, including the poten
purchase of Delta.

For reasons similar to the PVNGS sale and leasebadkactions, PNM built the EIP Transmission Laved sold it in sale a
leaseback transactions in 1985. The EIP line is6ar@ile, 345 kilovolt line with a capacity of 200wl PNM currently owns 60% and operz
the other 40% of the EIP line under the terms tdae agreement. The lease expires in 2015 widdfiate and fair market value rene'
options and a fair market value purchase optiorMRds agreed to exercise its option to purchaséetiged assets at expiration of the lea
fair market value of $7.7 million. See Note 16.

The future lease payments shown below for the PVG® EIP leases have been reduced by amounts ihéeweturned to PNI
through its ownership in related lessor notes.

PVNGS
Units 1&2 EIP Delta Total
(In thousands)
2013 $ 27,427 $ — 3 5,95¢ $ 33,38:
2014 32,23t 4,26 5,95¢ 42,45¢
2015 17,08: — 5,95¢ 23,03¢
2016 3,27( — 5,95¢ 9,22¢
2017 — — 5,95¢ 5,95¢
Thereafter — — 15,38t 15,38t
Total $ 80,01t $ 42671 $ 45,16 $ 129,44

The above table includes payments under the PVN@&eb through their existing expiration. As disedsa Note 7, PNM gave noti
to the lessors under the PVYNGS Unit 1 leases ir8 204t PNM would renew the leases. The renewal paysnunder the PVYNGS Unit 1 lea
are $16.5 million, which are not included aboveeThnewal period is yet to be determined, but bélbetween two and eight years.
Sources of Power in Part |, Item 1, Investmentdate 1, and Note 7 for additional information.
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Commitments and Contractual Obligations

The following table sets forth PNMR’s long-term t@ctual obligations as of December 31, 2082e Note 7 for further details ab
the Company’s significant leases:

Payments Due

2018 and
Contractual Obligations 2013 2014-2015 2016-2017 Thereafter Total
(In thousands)

Long-term debt (a) $ 2530 $ 231,89. $ 57,00 $ 1,385,071 $ 1,676,49
Interest on long-term debt (b) 116,37 227,18l 198,03: 606,67¢ 1,148,26
Operating leases (c) 44,04( 83,52¢ 28,30¢ 94,88: 250,75
Transmission reservation payments 13,44: 14,85¢ 11,27¢ 19,66 59,24!
Coal contracts (d) 61,80¢ 125,68 101,85: — 289,34¢
Coal mine decommissioning (e) 3,901 1,32 2,92¢ 72,98: 81,14!
Nuclear decommissioning funding requiremer

) 2,60( 5,20( 5,20( 60,81: 73,81:
Outsourcing 5,57: 7,771 3,62¢ — 16,97
Pension and retiree medical (g) 64,54: 35,71¢ 8,27 — 108,53!
Construction expenditures (h) 372,80 827,96 581,11 — 1,781,89
Total (i) $ 687,62¢ $ 1,561,120 $ 997,61¢ $ 2,240,090 $  5,486,46

(a) Represents total lortgrm debt excluding unamortized discounts of $4ilgan.

(b) Represents interest payments during the pe

(c) The operating lease amounts include amounts dugelta. The amounts include payments under the PVIN@&Ses through thi
existing expiration. As discussed in Note 7, PNMeaaotice to the lessors under the PVYNGS Unit $dean 2013 that PNM wot
renew the leases. The renewal payments under th&sBWnit 1 leases are $16.5 million, which are inotuded in the above tab
The renewal period is yet to be determined, butlvélbetween two and eight years. The amountseirmbiove table are net of amot
to be returned to PNM as payments on its investmientelated PVNGS lessor notes. See Investmeritoia 1 and Note 7. See N
9 for additional information about the Delta opargtiease, including the potential purchase of &elt

(d) Represents only certain minimum payments that neaeuired under the coal contracts if no deliveare mad

(e) Includes funding of the trust establisheddostierm reclamation related to the mines serving SE&8.Note 1!

( These obligations represent funding based on thremirate of return on investmel

(g) The Company only forecasts funding for its pensiod retiree medical plans for the next five ye

(h) Represents forecasted construction expenditurekjdimg nuclear fuel, under which substantial cotnments have been made.
Note 14. The Company only forecasts capital expgarel for the next five years. The constructionegxditures include the purchi
of the leased portion of the EIP at the expiratibthe lease. See Capital Requirements above atel 1%0

(i) PNMR is unable to reasonably estimate the timindjaddfility and interest payments for uncertain in@tax positions in individu
years due to uncertainties in the timing of the@tfi/e settlement of tax positions. Therefore, PN s liability of $19.2 million an
interest payable of $1.1 million are not reflectedhis table. Amounts PNM is obligated to pay \fede are not included above si
Valencia is consolidated by PNM in accordance VB#HAP. See Note 9. No amounts are included aboveéhisNew Mexico Win
Energy PPA since there are no minimum paymentsnegjunder that agreement.

Contingent Provisions of Certain Obligations

PNMR, PNM, and TNMP have a number of debt obligati@and other contractual commitments that contamtimgent provision
Some of these, if triggered, could affect the litityi of the Company. In the unlikely event that temtingent requirements were to be trigge
PNMR, PNM, or TNMP could be required to provide @y, immediately pay outstanding obligations, @ prevented from drawing
unused capacity under certain credit agreementsnidst significant consequences resulting frometesitingent requirements are detaile
the discussion below.

The PNMR Revolving Credit Facility, PNM Revolvingedlit Facility, and TNMP Revolving Credit Facilitgpntain “ratings triggers,”
for pricing purposes only. If PNMR, PNM, or TNMPdswngraded or upgraded by the ratings agencies, th
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result would be an increase or decrease in intemst In addition, the revolving credit facilitiess well as the PNMR Term Loan Agreen
and TNMP 2011 Term Loan, each contain a covenanptinieg the maintenance of debt-tapital ratios of less than 65%. In the calculatd
debt for PNMR and PNM, the present value of paysmenter the PVNGS and EIP leases are consideredititat ratio were to exceed 65
the entity could be required to repay all borrovgingnder its facility, be prevented from borrowingtbe unused capacity under the facility,
be required to provide collateral for all outstangdietters of credit issued under the facility.

If a contingent requirement were to be triggeredasrthe PNM Revolving Credit Facility resultingam acceleration of the repaym
of outstanding loans under the PNM Revolving Créditility, a crossiefault provision in the PVNGS leases could octuhé accelerate
amount is not paid. If a crosefault provision is triggered, the PVNGS lessoasehthe ability to accelerate their rights under lbase:
including acceleration of all future lease paymemtee PNMR Term Loan Agreement also includes assdefault provision.

PNM's standard purchase agreement for the procureofiggas for its fuel needs contains a contingeqtirement that could requ
PNM to provide collateral for its gas purchase gdtions if the seller were to reasonably believa ANM was unable to fulfill its payme
obligations under the agreement.

The master agreement for the sale of electricityghin WSPP contains a contingent requirement thakdceequire PNM to provic
collateral if the credit ratings on its debt fabslow investment grade. The WSPP agreement aldainosra contingent requirement, comm
called a material adverse change provision, whatliccrequire PNM to provide collateral if a matéadverse change in its financial condii
or operations were to occur. Additionally, PNM iztils standard derivative contracts to financiakylde and trade energy. These agreer
contain contingent requirements that require PNMrtiwvide security if the credit rating on its déddts below investment grade.

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

Capital Structure

The capitalization tables below include the curmeaturities of long-term debt, but do not includ®rterm debt and do not inclu
operating lease obligations as debt.

December 31,

PNMR 2012 2011
PNMR common equity 48.% 48.5%
Preferred stock of subsidiary 0.2% 0.2%
Long-term debt 50.8% 51.4%

Total capitalization 100.(% 100.(%

PNM
PNM common equity 50.5% 49.7%
Preferred stock 0.5% 0.5%
Long-term debt 49.(% 49.8%

Total capitalization 100.(% 100.(%

TNMP
Common equity 59.8% 59.8%
Long-term debt 40.2% 40.2%

Total capitalization 100.(% 100.(%

OTHER ISSUES FACING THE COMPANY

Climate Change Issues

Backgrounc

In 2012, PNM's generating plants emitted approx@iya6.7 million metric tons of CQ, which comprises the vast majority of
GHG. By comparison, the total GHG in the Unitedt&$ in 2010, the latest year for which EPA hadiglubd this data, were approximately
billion metric tons, of which approximately 5.7 lmh metric tons were CQ. According to EPA data, electricity generatior@mted fo
approximately 2.3 billion metric tons, or 40%, b&tCO,emissions.
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PNM has several programs underway to reduce GH®@ fite generating plants, thereby reducing its expmgo climate chan
regulation. See Note 17. In 2011, PNM completedstrantion of 22 MW of utilityscale solar generation located at five sites on BNiyster
throughout New Mexico. In 2013, PNM will be expamgliits renewable energy portfolio by constructilg52MW of utility-scale sole
generation that will be oline by the end of the year and has signed a 20B®RA for the output of a 10 MW geothermal facilitybe in servic
by January 1, 2014. Additionally, PNM has a custorfistributed solar generation program that is eigx to grow distributed solar frc
almost 20 MW installed at the end of 2012 to ov&MW by the end of 2014. Once fully subscribed, digtributed solar programs will redt
PNM's production from fossiiueled electricity generation by 116 GWh per y&MM offers its customers a comprehensive portfofienerg'
efficiency and load management programs, with a22ddget of over $17 million, that PNM estimateseshapproximately 71 GWh
electricity in 2012. Over the next 18 years, PNMjects the expanded energy efficiency and load gemant programs will provide t
equivalent of approximately 12,185 GWh of electyicivhich will avoid at least 6.1 million metricrie of CO,based upon projected emissi
from PNM's systenwide portfolio with and without these programs. $&@stimates are subject to change given thatiffisult to accuratel
estimate avoidance because of the high uncertaintyany of the underlying variables and complerrirglationships between those varial
including changes in demand for electricity.

Management periodically updates the Board on imptgation of corporate environmental policy and @@mpany's environmen
management systems, promotion of energy efficieang, use of renewable resources. The Board isaaleized of the Company's practi
and procedures to assess the sustainability impéaiperations on the environment. The Board radylconsiders associated issues ar
climate change, the Company's GHG exposures, atehtie financial consequences that might resutnfrpotential federal and/or st
regulation of GHG.

Approximately 81.8% of PNM's owned and leased gativeg capacity at December 31, 2012 consisted aff @ogasfired generatio
that produces GHG, all of which is located withire tUnited States. The Company does not anticipatedaect impact from any neaerrr
international accords. Based on current forec#is#ésCompany does not expect its output of GHG fesisting sources to increase significa
in the neaterm. Many factors affect the amount of GHG, inahgdplant performance. For example, if PVNGS eigrered prolonged outag
PNM might be required to utilize other power supggources such as gas-fired generation, whiclddoatease GHG. If new natural gied
generation resources are added to meet increasedal® anticipated in PNM's current IRP, GHG woudd ilicrementally increased.
described in Note 16, on February 15, 2013, PNM HilMand EPA agreed to pursue a strategy to adthresggional haze requirements of
CAA at the coalffired SJGS, which would include the shutdown of Sd@hits 2 and 3. If implemented, shutdown of thosis would reduc
PNM's GHG. That agreement also contemplates thefirgal generation would be built to partially repdathe retired capacity. Althou
replacement power strategies have not been fimglibe reduction in GHG from the retirement of efilidd generation would be greater t
the increase in GHG from replacement with gas-fgederation.

Because of PNM's dependence on fosled generation, any legislation that imposeisnit br cost on GHG will impact the cost
which electricity is produced. While PNM expectsb® entitled to recover that cost through rates titthing and outcome of proceedings
cost recovery is uncertain. In addition, to theeexthat any additional costs are recovered thraatgs, customers may reduce their den
relocate facilities to other areas with lower eergsts, or take other actions that ultimately wilersely impact PNM.

Given the geographic location of its facilities anbstomers, PNM generally has not been exposeltetextreme weather events
other physical impacts commonly attributed to clienehange, with the possible exception of periatl@ught conditions. Climate changes
generally not expected to have material conseqeemc¢he neaterm. Drought conditions in northwestern New Meximmuld impact th
availability of water for cooling codlred generating plants. Water shortage sharingeagents have been in place since 2004, althou
shortage has been declared due to sufficient ptatign in the San Juan River basin. PNM also hagpplemental water contract in place
the Jicarilla Tribe to help address any water stya$ from primary sources. The contract expireBerember 31, 2016. TNMP has operat
in the Gulf Coast area of Texas, which experienm&sodic hurricanes and drought conditions. In ddito potentially causing physic
damage to TNMP owned facilities, which disrupt #iglity to transmit and/or distribute energy, hoames can temporarily reduce custon
usage and demand for energy.

EPA Regulatior

In April 2007, the United States Supreme Court hélat EPA has the authority to regulate GHG undéier CAA. This decisic
heightened the importance of this issue for theg@nendustry. In December 2009, EPA released iidaagerment finding stating that
atmospheric concentrations of six key greenhouseg#CO,, methane, nitrous oxides, hydrofluorocarbons, Iperbcarbons, and suli
hexafluoride) endanger the public health and welfzrcurrent and future generations. In May 201@AEeleased the final PSD and Title
Greenhouse Gas Tailoring Rule (the "Tailoring Rule' address GHG from stationary sources underQAA permitting programs. Tt
purpose of the rule is to “tailor” the applicahjlif two programs, PSD and
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Title V operating permit programs, to avoid impagtimillions of small GHG emitters. The rule focusas the largest sources of Gt
including fossilfueled electric generating units. This program ently covers new construction projects that emitGsef at least 100,000 to
per year (even if PSD is not triggered for otheltiytants). In addition, modifications at existinacflities that increase GHG by at least 75
tons per year will be subject to PSD permittinguisgments, even if they do not significantly incgeamissions of any other pollutant. E
had indicated in its original Tailoring Rule thatmight extend PSD regulation to smaller emissioarses. However, on July 3, 2012, E
finalized the third phase of the rule by keeping tiermitting thresholds where they are. All of PNNDssilfueled generating plants
potentially subject to the Tailoring Rule becausah®e magnitude of noGHG, but the existing plants do not have any culyeplannec
projects that would trigger PSD permitting for GH&y newly constructed power plant would likely figbject to the Tailoring Rule.

On June 26, 2012, the D.C. Circuit rejected chghmsnto EPA's 2009 GHG endangerment finding, GHGssion standards for light-
duty vehicles, PSD Interpretive Memorandum (EPAlscalled GHG "Timing Rule"), and Tailoring Rule. Theourt found that EPA
endangerment finding and its ligtitty vehicle rule "are neither arbitrary nor cajmirs,” that "EPA's interpretation of the governi@GgA
provisions is unambiguously correct," and that petitioner has standing to challenge the Timing Baitbring Rules.”

On March 27, 2012, EPA issued its proposed carlmlutipn standards for the emission of GHG from nfasgsilfueled electri
generating units (‘EGUs"). The proposed NSPS sditmiaof 1,000 Ib CO./MWh and covers newly constructed fodsieled EGUs that a
larger than 25 MW. The proposed limit is based loa performance of natural gas combined cycle tdolgo Therefore, codired powe
plants would likely only be able to comply with teandard by using carbon capture and sequestitaiitimology. The proposed rule inclu
an exemption for simple cycle EGUs. However, duiting comment period, EPA solicited comments on hdreto drop the exemption &
instead exempt any fossil-fueled EGU that limiescélic generation to ontird of its annual generating capacity. The pregbsile, as writte
does not include limits that apply to existing powsants, or proposed plants that already have raptete preconstruction permit &
commence construction within 12 months of the issaaof the proposed rule. The proposal is the SPS issued for C@ and although it
limited to new sources, it has potential fagching implications for the utility industry. Wénalized, the standard could serve as the flor
BACT analysis for PSD permitting for new GHG sowemder the Tailoring Rule. The proposed rule wasighed in the Federal Register
April 13, 2012. EPA accepted comment on the progesk through June 25, 2012.

Completion of the proposed NSPS for new EGUs ireaeguisite for EPA to promulgate GHG standardsefasting sources. An EF
proposal to establish a GHG NSPS for existing smiis expected sometime in 2013. In setting thedstas, EPA has historically us
technologybased performance standards on emission ratesplrently there are no GHG control technologiesistence that can provid
basis for an existing source NSPS.

EPA regulation of GHG from large stationary souregl impact PNM's operations due to its reliance fmssilfueled electri
generation. The impact to PNM is unknown becausedhulatory requirements, including BACT implicets and NSPS requirements, are
developing. Impacts could involve investments ificefncy improvements and/or control technologieshe fossilfueled generating plan
Currently, there are no commercially viable GHG teontechnologies although such technologies mayolme viable in the future. It is a
possible that the costs of such improvements dmi@ogies could impact the economic viability ofreoplants.

Federal Legislatior

Prospects for enactment of legislation imposingw@a or enhanced regulatory program to address dimtlaange in the new Congr
are unlikely in 2013, although there is growingeneist among some policymakers in addressing clictedage and there may be legislatio
the future. Instead, EPA is the primary venue@bG regulation in the near future, especially foaldired units. PNM has assessed,
continues to assess, the impacts of potential tdirohange legislation or regulation on its busineHsis assessment is preliminary, and ft
changes arising out of the legislative or regulafmocess could impact the assessment significaf®RYM's assessment includes assump
regarding the specific GHG limits, the timing ofplamentation of these limits, the level of emissi@tiowances allocated and the level
must be purchased, the development of technoldgiegnewable energy and to reduce emissions,dleaf emissions allowances, the de
to which offsets may be used for compliance, armvipions for cost containment. Moreover, the agsess assumes various market react
such as with respect to the price of coal and gasragional plant economics. These assumptionsesti are preliminary and speculat
However, based upon these assumptions, the enacthetimate change legislation would likely, amoather things, result in significe
compliance costs, including significant capital exgditures by PNM, and could jeopardize the econaaibility of certain generating facilitie
See Note 16. In turn, these consequences wouldtteancreased costs to customers and could afésetits of operations, cash flows,
financial condition if the incurred costs are naityf recovered through regulated rates. Highersratmuld also contribute to reduced deman
electricity. PNM's assessment process is ongdingtoo preliminary and speculative at this time tlee meaningful prediction of financ
impact.
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State and Regional Activity

Pursuant to New Mexico law, each utility must sutbam IRP to the NMPRC every three years to evaltettewable energy, ene
efficiency, load management, distributed generatiord conventional suppbide resources on a consistent and comparable BESESIRP i
required to take into consideration risk and uraety of fuel supply, price volatility, and costfanticipated environmental regulations w
evaluating resource options to meet supply needbeiutility's customers. The NMPRC issued an oideJune 2007, requiring that N
Mexico utilities factor a standardized cost of @artemissions into their IRPs using prices rangiatykeen $8 and $40 per metric ton of €0
emitted and escalating these costs by 2.5% per ydrader the NMPRC order, each utility must analiieese standardized prices as proje
operating costs. Reflecting the developing natdithis issue, the NMPRC order states that thesepmay be changed in the future to acc
for additional information or changed circumstance®wever, PNM is required to use these pricepfoposes of its IRP, and the prices
not reflect the costs that it ultimately will incuPNM's IRP filed with the NMPRC on July 18, 20(Note 17) showed that while considera
of the NMPRC required carbon emissions costs didsigmificantly change the resource decisions diggrfuture facilities over the next
years, it did slightly impact the projectec-service dates of some of the identified resourddsch higher GHG costs than assumed ir
NMPRC analysis are necessary to impact future resadecisions. The primary consequence of the atdimbd cost of carbon emissions
an increase to generation portfolio costs. In regears, New Mexico also adopted regulations tedtly limit GHG from larger source
including electric generation units. However, thesgulations were recently repealed. In Novembd02¢the EIB adopted a regional GHG
and trade program proposed by the NMED. The NMEDE3iogram was intended to implement, in New Mextbe, regional cap and tre
program developed by the Western Climate Initia{fd&/Cl) which is an organization formerly comprisedsaiven western states, incluc
New Mexico, and three Canadian provinces. The NMEBG regulation would have capped GHG emissions chasea 2011 emissii
baseline. Thereafter, NMED would grant GHG allowemdo covered sources based on their individuaksiom baseline. The availa
allowances would decline by 2% each succeeding rggariring sources to either reduce GHG emissignthb requisite amount or purch
emission allowances from a yetit@-established regional trading market. The requB&lG reductions under the NMED program were n
be triggered until the available trading market &G allowances consisted of 100 million metricg@mr more. New Mexico, by itself, h
insufficient regulated GHG emissions to establshriequisite trading market.

PNM and other public utilities and industry grougsallenged the NMED GHG cap and trade program énNkew Mexico Court (
Appeals. During the pendency of these appeals:iBeagreed to consider a petition for the repeahefNMED GHG cap and trade regulat
PNM and the other appellants filed a petition tpe the New Mexico GHG cap and trade regulatiowl, ia February 2012, the EIB vo
unanimously to repeal the GHG cap and trade regalathe NMED supported the repeal of its GHG cag ade regulation. The repeal of
GHG cap and trade regulation has now been chaklehgéwo environmental advocacy organizations ancurrently pending before the N
Mexico Court of Appeals.

In a separate rulemaking proceeding filed in Decam®®08, New Energy Economy (“NEE3gtitioned the EIB for the adoption c
regulation that would cap GHG from larger souragshsas electric generation units. The EIB adopbedNEE GHG regulation, in a modifi
form, in December 2010 as a “backstdp”’the NMED GHG cap and trade regulation. The ¢iffecdate of the NEE GHG regulation v
delayed until the later of January 1, 2013 or sonths after NMED's cap-artdade regulation described above is no longer inefoUnder th
NEE GHG regulation, covered sources would havedoice GHG emissions by 3% per year, subject t@efsgd cost cag

The NEE GHG regulation was challenged in the Newxibte Court of Appeals by PNM and the same groupd thallenged tt
NMED cap and trade regulation. Again, during thadency of the appeals, the EIB agreed to consigetiton for the repeal of the NEE G
regulation. In March 2012, the EIB voted unanimygusl repeal the NEE GHG regulation. The NMED supgibtthe repeal of the NEE Gt
regulation. The repeal of the NEE GHG regulatios haen challenged in the Court of Appeals by tmeesanvironmental organizations t
have challenged the repeal of the NMED cap ancktragulation.

The Court of Appeals conditionally dismissed thalldnges to the adoption of the NMED GHG cap aradidrand NEE GH
regulations because of the repeal of those reguktiThe challenges are subject to reinstatemethieirevent of a successful challenge tc
repeal of the NMED GHG cap and trade or NEE GHGulagpn and reinstatement of either of those retgpria.

At present it is difficult to assess whether thagiag challenges to the repeals of the NMED GHG aag trade regulation and
NEE GHG regulation will be successful. PNM's anilysf these regulations is that both would incream@ronmental compliance costs fol
fossil fueled generation facilities. It appears thaw Mexico is reassessing whether a sirggége or regional approach to the regulation of (
is appropriate public policy. New Mexico is no lemg membeparticipant in the WCI, but remains involved ascdnserver. However, PN
cannot rule out future state legislative or requainitiatives to regulate GHGs.
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On August 2, 2012, thirtjhree New Mexico organizations representing pubbelth, business, environmental, consumers, N
American and other interested parties filed a joetifor rulemaking with the NMPRC. The petition agke NMPRC to issue a NOPR regari
the implementation of an Optional Clean Energy @&ad for electric utilities located in New Mexic®he proposed standard would h
utilities that elect to participate reduce their @€nissions by 3% per year. Utilities that opt irfite program would be assured recovery of
reasonable compliance costs. On October 4, 2022\MPRC held a workshop to discuss the proposetiatd and whether it has authorit
proceed with the NOPR. There has been no furti@raon this matter and it remains pending beforeNMPRC.

Transmission Issues

At any given time, FERC has various notices of ingand rulemaking dockets related to transmissssoes pending. Such actions 1
lead to changes in FERC administrative rules amnaking policy, but there is no specific time frammevhich action must be taken or a dor
will be closed with no further action. Further, Buwotices and rulemaking dockets do not apply thtrio PNM, but will have industryvide
effects in that they will apply to all FER@gulated entities. The Company monitors and oft@omits comments taking a position in <
notices and rulemaking dockets or may join in lag®up responses. The Company often cannot deterthé full impact of a proposed r
and policy change until the final determinatiomiade by FERC and the Company is unable to preukobtitcome of these matters.

On November 24, 2009, FERC issued Order 729 appgotwo Modeling, Data, and Analysis Reliability Sdards (Reliability
Standards”) submitted by NERC - MOD-001-1 (AvailbTransmission System Capability) and MOD-029Rated System Pe
Methodology). Both MOD-001-1 and MOD-029require a consistent approach, provided for nRkliability Standards, to measuring the
transmission capability (“TTC"f a transmission path. The TTC level establish&dgithe two Reliability Standards could resulaireductio
in the available transmission capacity currentheduby PNM to deliver generation resources neceskarnjts jurisdictional load and f
fulfilling its obligations to third-party users ttie PNM transmission system.

During the first quarter of 2011, at the requesPdfM and other southwestern utilities, NERC adviaidransmission owners a
transmission service providers they have delayedriplementation of portions of the MOI29 methodology for "Flow Limited" paths ul
such time as a modification to the standard caddweloped that will mitigate the technical concddentified by the transmission owners
transmission service providers. PNM and other weatélities filed a Standards Action Request WEBRC in the second quarter of 2012
are waiting for the request to be processed thréNE§RC's standards development.

In July 2011, FERC issued Order 1000 adopting requirements for transmission planning, cost allocatand development. Orc
1000 calls for significant changes to the transioisprocess of WestConnect, an organization oftyitlompanies providing transmission
electricity, in the western region that includesMPNOn October 11, 2012, PNM and other WestConpadicipants filed modified versions
Attachment K to their transmission tariffs to m&rtler 1000 regional compliance requirements. Tairt@tervention motions were filed, w
several objecting to and/or protesting various mions of the filings submitted by WestConnect iggsants. On December 17, 2012,
WestConnect participants filed responses to thgéessaised by the intervenors. FERC has not regubtal the filing and protests raised
intervenors. A second compliance filing will be read April 2013 to address the planning and cdstation between WestConnect and ¢
regions.

Financial Reform Legislation

The Dodd-Frank Wall Street Reform and Consumerdetimn Act (“Dodd-Frank Reform Act”)enacted in July 2010, incluc
provisions that will require certain over-theunter derivatives, or swaps, to be centrallyreléaand executed through an exchange or
approved trading facility. It also includes prowiss related to swap transaction reporting and déemping and may impose mat
requirements on swaps that are not centrally atbaddthough several of the rules required to impdeinthe legislation have not yet b
finalized, the United States Commodity Futures TrgdCommission ("CFTC") has published final rulefiding several key terms relatec
the act and has set compliance dates for variquesstpf market participants. The DoHdank Reform Act provides exemptions from cel
requirements, including an exception to the manglattearing and swap facility execution requirensefdr commercial endsers that u:
swaps to hedge or mitigate commercial risk. PNNdeexs to qualify for this exception. PNM also exgem be able to comply with
requirements under the Dodidlank Reform Act and related rules within the tifremes required by the CFTC. However, as a redulhe
Dodd+rank Reform Act and related rules, PNM's swapviis could be subject to increased costs, indgdfrom higher marg
requirements. In addition, implementation of, aothpliance with, the swaps provisions of the Déadnk Reform Act and related rules
PNM's swap counterparties could result in increaseds. At this time, PNM cannot predict the ultienampact the Dodd@rank Reform Ac
may have on PNM's financial condition, results pétions, cash flows, or liquidity.
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Other Matters

See Notes 16 and 17 for a discussion of commitnamdscontingencies and rate and regulatory maers.Note 20 for a discussior
accounting pronouncements that have been issuedrédunot yet effective and have not been adopgatidoCompany.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in accordawith GAAP requires management to apply accognpalicies and to mal
estimates and judgments that best provide the framieto report the results of operations and finaingosition for PNMR, PNM, and TNM
As a result, there exists the likelihood that mathr different amounts would be reported underfatiént conditions or using differe
assumptions. Management has identified the follgwancounting policies that it deems critical to gaetrayal of the financial condition a
results of operations and that involve significanbjectivity. The following discussion provides danfhation on the processes utilized
management in making judgments and assumptiortegsapply to its critical accounting policies.

Unbilled Revenues

The Company records unbilled revenues represemtiagagemens assessment of the estimated amount of revenuecdediron
customers for services rendered between the meaeling dates in a particular month and the enthaf month. Management estim:
unbilled revenues based on historical sales redardthe billing system, taking into account weatimepacts. The method is consistent with
approach to normalization employed for rate cabimfpideterminants and the load forecast. To themxthe estimated amount differs from
amount subsequently billed, revenues will be affect

Regulatory Accounting

The Company is subject to the provisions of GAAP riiteregulated enterprises and records assets andtiebilesulting from th
effects of the ratemaking process, which wouldbetecorded under GAAP for non-regulated entities.

The Company evaluates the probability that regnyasssets and liabilities will impact future ratesd makes various assumption
those analyses. The expectations of future ratadtspare generally based on orders issued by teguleommissions or historical experier
as well as discussions with applicable regulatemperities. If future recovery or refund ceasedéoprobable, the Company would be reqt
to write-off the portion that is not recoverablerefundable.

Impairments

Tangible longlived assets and amortizable intangible assetewakiated for impairment when events and circunestmindicate th
the assets might be impaired in accordance with BAPhese potential impairment indicators includenagements assessment of fluctuat
market conditions as a result of planned and sdhddtustomer purchase commitments; future markeefpation; changing environmer
requirements; fluctuating market prices resultingnf factors including changing fuel costs and oth@nomic conditions; weather patte
and other market trends. The amount of impairmecignized, if any, is the difference between tlirevialue of the asset and the carrying v
of the asset and would reduce both the asset amdntuperiod earnings. Variations in the assessmérmotential impairment or in tl
assumptions used to calculate an impairment caeddltr in different outcomes, which could lead tgnfficant effects on the Consolida
Financial Statements.

Goodwill and noramortizable other intangible assets are evaluaiedhfpairment at least annually, or more frequeiftlgvents an
circumstances indicate that the goodwill and inilalegassets might be impaired. Note 22 containerinétion on the impairment test
performed by the Company on goodwill and intangddsets. No impairments were indicated in the Caryigaannual goodwill testing, whi
was performed as of April 1, 2012. Since the anmwaluation, there have been no indications thatfair values of the reporting units w
recorded goodwill have decreased below the carrymliges. The annual testing was based on cert#finatrestimates and assumptic
Changes in the estimates or the use of differesuraptions could affect the determination of failueaand the conclusion of impairment
each reporting unit.

Application of the impairment test requires judgiémcluding the identification of reporting unitgssignment of assets and liabili
to reporting units and determination of the failueaof each reporting unit. A discounted cash floethodology is primarily used to estim
the fair value of each reporting unit. This anaysiquires significant judgments, including estiorabf future cash flows, which is depenc
on internal forecasts, estimation of long-term dtovates for the business and determination of@pfate WACC for each reporting unit.

In determining the fair value of each reportingtutiie WACC is a significant factor. The Companysiders many factors in select
a WACC, including the market view of risk for eaaldividual reporting unit, the appropriate capa#lcture,
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and the borrowing rate appropriate for each repgrtinit. The Company considers available mabesed information and may consult v
third parties to help determine the WACC. The daecof a WACC is subjective and modifications kistrate could significantly increase
decrease the fair value of a reporting unit.

The other primary factor impacting the determinatid the fair value of each reporting unit is tletimation of future cash flows. T
Company considers budgets, loegm forecasts, historical trends, and expectedigroates in order to estimate future cash flowsy forecas
contains a degree of uncertainty and modificattonthese cash flows could significantly increasel@crease the fair value of a reporting |
For the PNM and TNMP reporting units, which arejeabto rateregulation, a fair recovery of and return on cgstedently incurred to ser
customers is assumed. Should the regulators raw aéicovery of certain costs or not allow theseorgpg units to earn a fair rate of return
invested capital, the fair value of the reportingtsl could decrease. For the First Choice unregdlagporting unit, which PNMR sold
November 1, 2011 (Note 3), assumptions regardirsgoouer usage, pricing, retention, and payment hehaw addition to fluctuations in tl
cost of energy, significantly impacted estimatefutiire cash flows.

The Company believes that the WACCs and cash flmjeptions utilized in the 2012 testing appropiiateflected the fair value
each reporting unit. Since any cash flow projectiontains uncertainty, the Company adjusted the W#Gsed to reflect that uncertainty.
Company does not believe that there are indicatidrgoodwill impairment in any of its reporting i but this analysis is highly subjecti
As of the impairment testing for April 1, 2012, tfar value of the PNM reporting unit, which hadogvill of $51.6 million, exceeded
carrying value by approximately 15%. The fair vabfehe TNMP reporting unit, which had goodwill $226.7 million, exceeded its carry
value by approximately 26%. Due to the subjectiaity sensitivities of the assumptions and estimatdsrlying the impairment analysis, tr
can be no assurance that future analyses, whidhbesibased on the appropriate assumptions and asesnat that time, will not result
impairments.

PNMR had an investment in Optim Energy, which wesoanted for using the equity method of accountipgo September 23, 20
On September 23, 2011, PNMR's ownership in Optirarggh was reduced from 50% to 1%. Beginning in 2888 continuing througha
2010, Optim Energy was affected by adverse mardmtitions, primarily low natural gas and power pscThese factors were indicator:
impairment that required an impairment analysid¢operformed by PNMR of its investment in Optim Eyeas of December 31, 20
PNMR's analysis indicated that its entire investimerOptim Energy was impaired and PNMR reducedddeying value of its investment
Optim Energy to zero at December 31, 2010, regulitina pretax loss of $188.2 million in 2010. Accordingly abécause PNMR had
further financial commitment to Optim Energy, nadihnal impairment analysis was performed in 2082e Note 21.

Decommissioning Costs

Accounting for decommissioning costs for nuclead fossilfuel generation involves significant estimates tedao costs to be incurt
many years in the future after plant closure. Clearig these estimates could significantly impachR% and PNM5 financial position, resu
of operations and cash flows. PNM owns and leasetear and fossiluel generation facilities. In accordance with GAAPNM is onl
required to recognize and measure decommissionaglities for tangible londived assets for which a legal obligation existsichéa
decommissioning costs are based on sitecific estimates of the costs for removing afligactive and other structures at PYNGS anc
dependent upon numerous assumptions. PVYNGS UsiteXdluded from PNM retail rates while PVNGS Units 1 and 2 are inetidPNN
collects a provision for ultimate decommissionifdP® NGS Units 1 and 2 and its foséilel generation facilities in its rates and recagsi
corresponding expense and liability for these anmuBRNM believes that it will continue to be abte dollect in rates for its legal as
retirement obligations for nuclear generation aBés included in the ratemaking process. Asseiremient obligations and nucle
decommissioning costs are discussed in Note 15.

In connection with both the SJIGS coal agreementtamdrour Corners fuel agreement, the owners ap@resl to reimburse the mini
companies for the cost of contemporaneous reclamats well as the costs for final reclamation & tloal 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 ofdbedf its delivered coal costs. See Note 16 fsrussion of the final reclamation costs.

Derivatives

The Company follows the provisions set forth in GA£ account for derivatives. These provisionshdista accounting and reporti
standards requiring derivative instruments to lwemed in the balance sheet as either an assetbdity measured at their fair value. GA
also requires that changes in the derivati¥ais'value be recognized currently in earnings salspecific hedge accounting or normal purc
and sale criteria are met. Fair value is baseduorert market quotes as available and is supplerdent modeling techniques and assump
made by the Company to the extent quoted markeegror volatilities are not available. Externalciprgy input availability varies based
commodity location market liquidity, and term otthgreement.
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Although the Company uses its best judgment inmedtng the fair value of these instruments, theesiaherent limitations in any estim
technique. Changes in the assumptions used irathedlue determinations could have significant atis. See Note 8.

Pension and Other Postretirement Benefits

The Company maintains qualified defined benefitgi@m plans, postretirement benefit plans providimegical and dental benefits,
executive retirement programs. The net periodiefienost or income and the calculation of the gctgd benefit obligations are recognize
the Companys financial statements and depend on investmeriorpeance, the level of contributions made to thanp| and employ
demographics. They both require the use of a numbactuarial assumptions and estimates. The nrititat of the actuarial assumptions
the expected lonterm rate of return, the discount rate, and pregdiealth care cost trend rates. The Company revaewl evaluates
actuarial assumptions annually and adjusts theneesssary. See Note 12.

Accounting for Contingencies

The financial results of the Company may be afiédtg judgments and estimates related to loss agericies. Losses associated !
uncollectible trade accounts receivable was a fogmt contingency for First Choice, which PNMR &abn November 1, 2011. T
determination of bad debt expense is based onrfastech as historical writeff experience, aging of accounts receivable baangener:
economic conditions, and customer behavior.

Contingencies related to litigation and claims,vadl as environmental and regulatory matters, absuire the use of significe
judgment and estimation. The Company attemptski® itsto account all known factors when determirtimg proper accrual, however the ac
outcomes can vary from any amounts accrued. See Mot

Income Taxes

The Companys income tax expense and related balance sheetngniawvolve significant judgment and use of estesatAmounts ¢
deferred income tax assets and liabilities, curesmt noncurrent accruals, and determination of maicetax positions involve judgment ¢
estimates related to timing and probability of teeognition of income and deductions by taxing arities. In addition, some tempor:
differences are accorded flow-through treatmenthey Company’s regulators and impact the Compamffective tax rate. In assessing
likelihood of the realization of deferred tax assehanagement considers the estimated amount amdotér of future taxable income. Aci
income taxes could vary from estimated amounts tduthe future impacts of various items, includingacges in income tax laws,
Company’s forecasted financial condition and resoftoperations in future periods, and the finale® from taxing authorities. See Note 11.

Market Risk

See Part Il, Item 7A. Quantitative and Qualitativisclosure About Market Risk for discussion regagdthe Companyg accountin
policies and sensitivity analysis for the Comparfiiancial instruments and derivative energy arfteptierivative contracts.

MD&A FOR PNM
RESULTS OF OPERATIONS
PNM operates in only one reportable segment, asepted above in Results of Operations for PNMR.
MD&A FOR TNMP
RESULTS OF OPERATIONS

TNMP operates in only one reportable segment, @sgmited above in Results of Operations for PNMR.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKE T RISK

The Company manages the scope of its various fofmisk through a comprehensive set of policies pratedures with oversight
senior level management through the RMC. The Bsdfitiance Committee sets the risk limit parameine. RMC has oversight over the |
control organization. The RMC is assigned respadlityilfor establishing and enforcing the policiggpcedures and limits and evaluating
risks inherent in proposed transactions on an priserwide basis. The RMC's responsibilities inelud

« Establishment of policies regarding risk expodaxels and activities in each of the business segsn

« Approval of the types of derivatives entered iftiohedging

« Review and approval of hedging risk activities

» Establishment of policies regarding counterpastgosure and limits

« Authorization and delegation of transaction Isnit

* Review and approval of controls and proceduresiéoivative activities

* Review and approval of models and assumptiond tesealculate mark-to-market and market risk expes
» Proposing risk limits to the Board’s Finance Coittee for its approval

* Quarterly reporting to the Board's Audit and Fine Committees on these activities.

To the extent an open position exists, fluctuatiogimodity prices, interest rates, equity pricesl anonomic conditions can imp
financial results and financial position, eithevdeably or unfavorably. As a result, the Companynza predict with certainty the impact tha
risk management decisions may have on its busiagsperating results, or financial position.

Commodity Risk

Information concerning accounting for derivativesl dhe risks associated with commodity contractetsforth in Note 8, including
summary of the fair values of mark+oarket energy related derivative contracts incluidettie Consolidated Balance Sheets. At Decemby
2012 and 2011, PNMR and PNM had no commaodity dévieanstruments designated as cash flow hedgisgguments.

Commodity contracts, other than those that do re¢trnthe definition of a derivative under GAAP ahdge derivatives designatec
normal purchases and normal sales, are recorded &alue on the Consolidated Balance Sheet. BHewing table details the changes in
net asset or liability balance sheet position farkrso-market energy transactions.

Economic Hedges
PNMR PNM
(In thousands)

Sources of fair value gain (loss):

Net fair value at December 31, 2010 $ (22,979 $ (3,67€)
Amount realized on contracts delivered during perio 5,23: (802)
Changes in fair value 3,481 4,62¢
Net mark-to-market change recorded in earnings 8,71: 3,822
Net change recorded as regulatory liability (502) (502)
Unearned/prepaid option premiums 1,79z —
Settlement of de-designated cash flow hedges 427 —
Sale of First Choice 12,19: —

Net fair value at December 31, 2011 (35€) (35€)
Amount realized on contracts delivered during pekrio (4,110 (4,110
Changes in fair value 5,70¢ 5,70¢
Net mark-to-market change recorded in earnings 1,59¢ 1,59¢
Net change recorded as regulatory liability (38) (39)

Net fair value at December 31, 2012 $ 1,20¢ % 1,204
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The following table provides the maturity of thet mssets (liabilities), giving an indication of whthese mark-torarket amounts w
settle and generate (use) cash.

Fair Value of Mark-to-Market Instruments at December 31, 2012

2013 2014 2015 2016
PNMR and PNM (In thousands)
Economic hedges
Prices actively quoted $ — 3 — $ — $ =
Prices provided by other external sources 2,78t (58%) (669) (327)
Prices based on models and other valuations — — — —
Total $ 2,788 % (585 ¢ (66°) $ (327)

PNM measures the market risk of its laiegm contracts and wholesale activities using a tél@arlo VaR simulation model to reg
the possible loss in value from price movements ianabt a measure of the potential accounting ntadrikarket loss. The quantitative r
information is limited by the parameters establisive creating the model. The Monte CarloVaR methoghp employs the following critic
parameters: historical volatility estimates, markatues of all contractual commitments, a thdeg-holding period, seasonally adjusted
crossecommodity correlation estimates, and a 95% confiddevel. The instruments being evaluated may eriggpotential loss in excess
calculated amounts if changes in commodity priceged the confidence level of the model used.

PNM measures VaR for the positions in its wholegalgfolio (not covered by the FPPAC). For theryeaded December 31, 2012,
high, low, and average VaR amounts were $1.4 mill0.25 million, and $0.60 million. For the yeaded December 31, 2011, the high,
and average VaR amounts were $1.6 million, $0.5ianjland $1.1 million. At December 31, 2012 anccB®raber 31, 2011, the VaR amot
for the PNM wholesale portfolio were $0.50 milliand $1.1 million.

Because of its obligation to serve customers, Fiisbice was required to take certain contractsetitiesnent and evaluated
settlement of its positions against earnings usifgEaR calculation with a hold-toaturity at risk of 12 months. Management beliettes
GEaR results were a reasonable approximation opthential variability of earnings against foreesstarnings. First Choice also utilize
VaR measure to measure short term market priceatsparhich was intended to capture the effectshaihges in market prices for a holc
period of three days over the life of the totaltfmio. The GEaR and VaR calculations utilized #@ne Monte Carlo simulation approach
confidence level described above. For the ten nsoetided October 31, 2011, the high, low and avesageunts were $2.4 million, $:
million, and $0.9 million for GEaR and $1.1 millioless than $0.1 million and $0.4 million for VaR.

The VaR and GEaR limits, which were not exceedethduw2012 or 2011, represent an estimate of thergiatl gains or losses tl
could be recognized on the Companportfolios, subject to market risk, given currealatility in the market, and are not necessariljicative
of actual results that may occur, since actualrbugains and losses will differ from those estirdat&ctual gains and losses may differ du
actual fluctuations in market prices, operatingesypes, and the timing thereof, as well as chatggh®e underlying portfolios during the year.

Credit Risk

The Company is exposed to credit risk from itsitetad wholesale customers, as well as the couattes to derivative instrumer
The Company conducts counterparty risk analysigsacbusiness segments and uses a credit managproeass to assess the finar
conditions of counterparties.
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The following table provides information related dedit exposure by the credit worthiness (crealiing) of the counterparties ¢
concentration of credit risk to counterparties. &kdit exposures at December 31, 2012 will matufess than two years.

Schedule of Credit Risk Exposure
December 31, 2012

Credit Number of Net Exposure of
Risk Counter- Counter-parties
Rating @ Exposure®  parties >10% >10%

(Dollars in thousands)
PNMR and PNM
External ratings:
Investment grade $ 6,117 3 % 3,34t
Non-investment grade — — —
Internal ratings:

Investment grade 121 — —
Non-investment grade 33 — —
Total $ 6,271 $ 3,34t

@ The rating “Investment Grade” is for counterparti@sa guarantor, with a minimum S&P rating of BB&-Moody'’s rating of Baa3. Tt
category “Internal Ratings - Investment Grad&ludes those counterparties that are internallgd as investment grade in accordance
the guidelines established in the Company’s cigality.

@  The Credit Risk Exposure is the gross credit expgsimcluding long-term contracts (other than fa@iuirements customers), forw
sales, and shoterm sales. The exposure captures the amountsrioeivables/payables for realized transactionsyeleld and unbille
revenues, and mark-toarket gains/losses. Gross exposures can be affsetding to legally enforceable netting arrangesibnt are nc
reduced by posted credit collateral. At December2812 , PNMR and PNM held no credit collaterabffset their credit exposure.

Net credit risk for PNMR’s and PNM'’s largest coupigrty as of December 31, 20%2as $6.7 million, which is due from a 1
requirements customer.

The PVNGS lessor notes are not exposed to cresii since the notes are repaid as PNM makes pagroenthe underlying leas
Other investments have no significant counterpamglit risk.

Interest Rate Risk

The majority of the Company’s long-term debt isefixate debt and does not expose earnings to a makoof loss due to adver
changes in market interest rates. However, thevidire of longterm debt instruments for PNMR, PNM, and TNMP woinldrease by 2.49
2.6%, and 2.3%, if interest rates were to decln®&b basis points from their levels at December21,2. In general, an increase in fair ve
would impact earnings and cash flows to the extentrecoverable in rates if all or a portion of tetstruments were acquired in the o
market prior to their maturity. As described in Bl@& TNMP has longerm debt of $50.0 million that bears interest ahgable rate. Howeve
TNMP has also entered into a hedging arrangemangeffectively results in this debt bearing int¢@#sa fixed rate, thereby eliminating inte
rate risk. At February 22, 2013 , PNMR, PNM, andviNhad $24.2 million, $107.7 million, and $25.0 lioih of shortterm debt outstandii
under their revolving credit facilities, which aldfor a maximum aggregate borrowing capacity of@80million for PNMR, $400.0 million fc
PNM, and $75.0 million for TNMP. The revolving citthcilities and the $100.0 million PNMR Term LoAgreement bear interest at varie
rates, which averaged 1.96% for the PNMR Revol@ngdit Facility, 1.34% for the PNMR Term Loan Agmeent, 1.71% for PNM Revolvit
Credit Facility, and 1.83% for the TNMP Revolvingedit Facility on February 22, 201®rrowings, and the Company is exposed to int
rate risk to the extent of future increases inalalg interest rates.

The investments held by PNM in trusts for decomioigag, reclamation, pension benefits, and othat-pmployment benefits had
estimated fair value of $775.3 million at DecemBg&y 2012 , of which 49.5% were fixadte debt securities that subject PNM to risk s&lo
fair value with movements in market interest ratemterest rates were to increase by 50 basiatpdirom their levels at December 31, 2012
the decrease in the fair value of the fixate securities would be 6.1%, or $23.4 millione®ecurities held by TNMP in trusts for pension
other post-employment benefits had an estimated/&hie of
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$75.2 million at December 31, 2012 , of which 45.%%re fixedrate debt securities that subject TNMP to risk axfs| of fair value wit
movements in market interest rates. If interessratere to increase by 50 basis points from teeils at December 31, 201the decrease
the fair value of the fixed-rate securities woutlh1%, or $2.4 million.

PNM and TNMP do not directly recover or return thgh rates any losses or gains on the securitiekjdimg equity and alternati
investments discussed below, in the trusts for mhgissioning, reclamation, pension benefits, an@mofostemployment benefits. Howev
the overall performance of these trusts does émterthe periodic determinations of expense andlifumlevels, which are factored into the
making process to the extent applicable to regdlajgerations. PNM and TNMP are at risk for sholdfah funding of obligations due
investment losses, including those from the equigrket and alternatives investment risks discudsgdw to the extent not ultimate
recovered through rates charged to customers.

Equity Market Risk

PNM's NDT and trusts established for PNM’s and TN&/sension and posimployment benefits plans hold certain equity séesra
December 31, 2012These equity securities expose PNM and TNMPdsds in fair value should the market values otitiderlying securitie
decline. Equity securities comprised 37.9% and @#f6the securities held by the various PNM and TNiRts as of December 31, 2012
hypothetical 10% decrease in equity prices woulllice the fair values of these funds by $29.4 mmilfir PNM and $2.6 million for TNMP.

There was a significant decline in the generalegplévels of marketable equity securities in late®@and in early 2009. The impact:
these declines were considered in the funding amerese valuations performed for 2011 and 2012, hinésulted in reduced income
increased expense related to the pension plang bstorded and required increased levels of fundeginning in 2010. See Note 12.

Alternatives Investment Risk

The Company had 16.0% of its pension assets inv@sté¢he alternatives asset class as of Decemhe2@®!2. The Company hi
changed the target for this class to 16%. Thisuithes real estate, private equity, and hedge fuhldsse investments are limited par
structures that are multi-manager mghiategy funds. This investment approach givesddieersification and minimizes risk compared
direct investment in any one component of the fuiiti® general partner oversees the selection amiteniog of the underlying managers. -
Company’s Corporate Investment Committee, asstsyats investment consultant, monitors the perfarogaof the funds and general parteer’
investment process. There is risk associated Wwihe funds due to the nature of the strategieseadiques and the use of investments th
not have readily determinable fair value. A hypttted 10% decrease in equity prices would redueeftir values of these funds by ¢
million. The valuation of the alternative assetsslavas also impacted by the significant declinthéingeneral price levels of marketable ec
securities in 2008 and 2009.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
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Management’s Annual Report on Internal Control Over Financial Reporting

Management of PNM Resources, Inc. and subsidigfNMR”) is responsible for establishing and maintaininggadée intern:
control over financial reporting as defined in RLBa-15(f) under the Securities Exchange Act 041238 amended.

Management assessed the effectiveness of PNMREmadtcontrol over financial reporting based on ltiternal Control —Integratec
Frameworkset forth by the Committee of Sponsoring Organizedi of the Treadway Commission. Based on the assegsperformel
management concludes that PNMR’s internal contvet dinancial reporting was effective as of Decentiis, 2012 .

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

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

/sl 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 Mexca subsidiaries (“PNM”)s responsible for establishing and maintail
adequate internal control over financial reportiasgdefined 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 thirnal Control —Integratec
Frameworkset forth by the Committee of Sponsoring Organizeti of the Treadway Commission. Based on the amse$sperformer
management concludes that PNM’s internal contrer dwmancial reporting was effective as of Decenigr2012 .

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

/sl 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 arsidiaries (“TNMP”) is responsible for establishing and maintail
adequate internal control over financial reportiasgdefined in Rule 13a-15(f) under the SecuritieshBnge Act of 1934, as amended.

Management assessed the effectiveness of TNMREgiltcontrol over financial reporting based on Ititernal Control —Integratec
Frameworkset forth by the Committee of Sponsoring Organizeti of the Treadway Commission. Based on the amse$sperformer
management concludes that TNMP’s internal contvel dinancial reporting was effective as of Decentfiie 2012 .

/sl Patricia K. Collawn
Patricia K. Collawn,
Chief Executive Officer

/sl Thomas G. Sategna
Thomas G. Sategna
Vice President and Controller
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the internal control over financéglorting of PNM Resources, Inc. and subsidigties "Company") as of December 31,
2012, based on criteria establishedniternal Control - Integrated Framewoiksued by the Committee of Sponsoring Organizatidrike
Treadway Commission. The Company's managemengpensible for maintaining effective internal cohtwaer financial reporting and for its
assessment of the effectiveness of internal cootret financial reporting, included in the accomyag Management's Annual Report on
Internal Control Over Financial Reporting. Our resgibility is to express an opinion on the Compsimternal control over financial reporting
based on our audit.

We conducted our audit in accordance with the statgdof the Public Company Accounting OversightriBq&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 coraxer financial reporting, assessing the risk
that a material weakness exists, testing and etinagutihe design and operating effectiveness ofiiralecontrol based on the assessed risk, anc
performing such other procedures as we considezedssary in the circumstances. We believe thaawdit provides a reasonable basis for ou
opinion.

A company's internal control over financial repogtis a process designed by, or under the supemidi the company's principal executive
and principal financial officers, or persons penigrg similar functions, and effected by the compsiulspard of directors, management, and
other personnel to provide reasonable assuraneediaeg the reliability of financial reporting anltket preparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles. A company's internaitod over financial reporting includes
those policies and procedures that (1) pertaiheanaintenance of records that, in reasonablel detaurately and fairly reflect the transacti
and dispositions of the assets of the companypr@jide reasonable assurance that transactions@eded as necessary to permit preparatio
of financial statements in accordance with gengrdtepted accounting principles, and that receiptsexpenditures of the company are bein
made only in accordance with authorizations of ngan@ent and directors of the company; and (3) peoxédsonable assurance regarding
prevention or timely detection of unauthorized asitjon, use, or disposition of the company's asHst could have a material effect on the
financial statements.

Because of the inherent limitations of internaltcoinover financial reporting, including the posiii 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 internaltoarover financial reporting to future periods ateébject to the risk that the controls may
become inadequate because of changes in conditiotisat the degree of compliance with the polideprocedures may deteriorate.

In our opinion, the Company maintained, in all maleespects, effective internal control over fingl reporting as of December 31, 2012,
based on the criteria establishedriternal Control - Integrated Framewoiksued by the Committee of Sponsoring Organizatidrike
Treadway Commission.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the consolidated

financial statements and financial statement sdieedas of and for the year ended December 31, @dttiz Company and our reports dated
March 1, 2013 expressed an unqualified opinionhesé consolidated financial statements and finhataéement schedules.

/s/ DELOITTE & TOUCHE LLP

Phoenix, Arizona
March 1, 2013
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balsineets of PNM Resources, Inc. and subsididhies’Company") as of December 31,
2012 and 2011, and the related consolidated statsméearnings (loss), comprehensive income (Jassh flows, and changes in equity for
each of the three years in the period ended DeceBih@012. These financial statements are theoredipility of the Company's management.
Our responsibility is to express an opinion on ¢hiésancial statements based on our audits.

We conducted our audits in accordance with thedstials of the Public Company Accounting OversighamBiqUnited States). Those standard:
require that we plan and perform the audit to ebtaasonable assurance about whether the finatataiments are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managenenelhas 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, timarficial position of PNM Resources, Inc. and
subsidiaries as of December 30, 2012 and 2011thencksults of their operations and their cash dléov each of the three years in the period
ended December 31, 2012, in conformity with acciognprinciples generally accepted in the Unitedetaf America.

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, 2012, based on the criteria establighedérnal Control-Integrated Framework
issued by the Committee of Sponsoring Organizatidrike Treadway Commission and our report datedcMa, 2013 expressed an
unqualified opinion on the Company's internal cohtiver financial reporting.

/s/ DELOITTE & TOUCHE LLP

Phoenix, Arizona
March 1, 2013
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balsineets of Public Service Company of New Mexitb subsidiaries (the "Company")
as of December 31, 2012 and 2011, and the relatesbtidated statements of earnings, comprehensbarie, cash flows, and changes in
equity for each of the three years in the pericdeenDecember 31, 2012. These financial statemeatha responsibility of the Company's
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamBioUnited States). Those standard:
require that we plan and perform the audit to ebtagsonable assurance about whether the finatataiments are free of material
misstatement. The Company is not required to hamewere we engaged to perform, an audit of itsrirdl control over financial reporting.
Our audits included consideration of internal cohtiver financial reporting as a basis for desigrandit procedures that are appropriate in the
circumstances, but not for the purpose of exprgssmopinion on the effectiveness of the Companyésnal control over financial reporting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenppating the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, as well as evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

In our opinion, such consolidated financial statetagresent fairly, in all material respects, timaricial position of Public Service Company

New Mexico and subsidiaries as of December 31, 2022011, and the results of their operationstiaeid cash flows for each of the tht
years in the period ended December 31, 2012, ifoamity with accounting principles generally acasgin the United States of Americ

/s/ DELOITTE & TOUCHE LLP

Phoenix, Arizona
March 1, 2013
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balsineets of Texas-New Mexico Power Company ansidiabies (the "Company") as of
December 31, 2012 and 2011, and the related cdasedl statements of earnings, comprehensive inowesh,flows, and changes in common
stockholder's equity for each of the three yeathénperiod ended December 31, 2012. These finlestei@ments are the responsibility of the
Company's management. Our responsibility is toesggan opinion on these financial statements basedr audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamBiqUnited States). Those standard:
require that we plan and perform the audit to ebtagsonable assurance about whether the finataiaiments are free of material
misstatement. The Company is not required to hamewere we engaged to perform, an audit of itsrirdl control over financial reporting.
Our audits included consideration of internal cohtiver financial reporting as a basis for desigramdit procedures that are appropriate in the
circumstances, but not for the purpose of exprgssmopinion on the effectiveness of the Companyésnal control over financial reporting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenpparting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, as well as evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, timaricial position of Texas-New Mexico Power

Company and subsidiaries as of December 31, 20d2@mh1, and the results of their operations aniil tash flows for each of the three years
in the period ended December 31, 2012, in confgrmith accounting principles generally acceptethia United States of America.

/s/ DELOITTE & TOUCHE LLP

Phoenix, Arizona
March 1, 2013
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PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS (LOSS)

Year Ended December 31,

2012 2011 2010
(In thousands, except per share amounts)
Electric Operating Revenues $ 1,342,40. $ 1,700,61 $ 1,673,51
Operating Expenses:
Cost of energy 399,85( 692,92. 700,72
Administrative and general 187,74 257,77: 264,55¢
Energy production costs 185,41° 180,85( 195,91¢
Regulatory disallowances — 21,40: —
Depreciation and amortization 164,17: 157,04 151,70«
Transmission and distribution costs 71,12t 69,69 63,42:
Taxes other than income taxes 60,37" 63,63: 57,73t
Total operating expenses 1,068,68; 1,443,32 1,434,06!
Operating income 273,72: 257,29¢ 239,45!
Other Income and Deductions:
Interest income 13,07 15,51¢ 18,89¢
Gains on investments held by NDT 13,01t 8,98¢ 4,86¢
Other income 12,74¢ 5,30¢ 14,837
Gain on sale of First Choice 1,01z 174,92! —
Equity in net earnings (loss) of Optim Energy — — (15,227
Impairment of equity investment in Optim Energy — — (188,179
Other deductions (17,68¢) (24,715 (12,660
Net other income (deductions) 22,15¢ 180,01¢ (177,459
Interest Charges 120,84! 124,84¢ 125,37:
Earnings (Loss) before Income Taxes 175,03! 312,46¢ (63,379
Income Taxes (Benefit) 54,91( 121,53! (32,25%)
Net Earnings (Loss) 120,12! 190,93« (31,129
(Earnings) Attributable to Valencia Non-controlling Interest (14,050 (14,047 (13,567
Preferred Stock Dividend Requirements of Subsidiary (52¢) (528 (528
Net Earnings (Loss) Attributable to PNMR $ 10554 $ 176,35¢ $ (45,21%)
Net Earnings (Loss) Attributable to PNMR per CommonShare:
Basic $ 132 % 1.9¢ $ (0.49)
Diluted $ 131 ¢ 19¢ $ (0.49)
Dividends Declared per Common Share $ 0.5¢ $ 05C $ 0.5C

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

Year Ended December 31,

2012 2011 2010
(In thousands)
Net Earnings (Loss) $ 120,12! $ 190,93: $ (31,129
Other Comprehensive Income (Loss):
Unrealized Gain (Loss) on Investment Securities:
Unrealized holding gains arising during the perioet, of income tax (expense)
benefit of $(15,262), $(13,577), and $(6,643) 23,28¢ 20,71¢ 10,13¢
Reclassification adjustment for (gains) includedét earnings (loss), net of
income tax expense of $14,755, $13,956, and $3,070 (22,519 (21,295 (4,689

Pension Liability Adjustment:

Experience gain (loss), net of income tax (expehsagfit of $11,910, $1,187 and
$6,328 (18,179 (1,777) (9,670)

Reclassification adjustment for amortization of @xence (gain) loss recognize:
as net periodic benefit cost, net of income tayémse) of $(1,825), $(1,699)
and $(1,217) 2,78¢ 2,59¢ 1,857
Fair Value Adjustment for Designated Cash Flow Hedgs:
Change in fair market value, net of income tax émge) benefit of $153, $349,

and $(4,839) (275) (65%) 7,06t
Reclassification adjustment for (gains) lossesudet in net earnings (loss), net

income tax expense (benefit) of $(65), $(1,230) $18,120 117 2,21¢ (27,319
Total Other Comprehensive Income (Loss) (14,7749 1,81( (22,609
Comprehensive Income (Loss) 105,35: 192,74« (53,739
Comprehensive (Income) Attributable to Valencia Norcontrolling Interest (14,050 (14,047 (13,567
Preferred Stock Dividend Requirements of Subsidiary (52¢) (528 (528
Comprehensive Income (Loss) Attributable to PNMR $ 90,77: $ 178,16¢ $ (67,82¢)

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

Year Ended December 31,

2012 2011 2010

(In thousands)
Cash Flows From Operating Activities:

Net earnings (loss) $ 120,12¢ $ 190,93 $ (31,129

Adjustments to reconcile net earnings (loss) tocash flows from operating

activities:
Depreciation and amortization 206,49¢ 195,36t 186,06
PVNGS firm-sales contracts revenue — (2,55¢) (58,289
Bad debt expense 3,361 24,11¢ 27,56¢
Deferred income tax expense 56,24: 124,42. 35,67+
(Gain) on sale of First Choice (1,019 (174,92Y —
Equity in net (earnings) loss of Optim Energy — — 15,22
Impairment of equity investment in Optim Energy — — 188,17t
Net unrealized (gains) losses on derivatives (1,599 (8,719 29,30:
Realized (gains) on investments held by NDT (13,01Y (8,98%) (4,86¢)
Loss on reacquired debt — 9,20¢ —
Abandonment of leased premises 7,411 — —
Stock based compensation expense 3,58¢ 6,55¢ 2,89«
Regulatory disallowances — 21,40: —
Other, net (4,115 (939 (1,719
Changes in certain assets and liabilities:
Accounts receivable and unbilled revenues (2,547 (70,739 (11,399
Materials, supplies, and fuel stock (5,417 (2,200 (1,84¢)
Other current assets (2,599 (21,979 (42,847
Other assets (30,779 (15,83%) 8,55¢
Accounts payable 14,02( 20,96¢ (15,467)
Accrued interest and taxes 25E 7,304 34,16:
Other current liabilities (19,905 3,46( (35,979
Proceeds from governmental grants 21,56 2,10z —
Other liabilities (70,749 (6,735 (36,750
Net cash flows from operating activities 281,34¢ 292,24( 287,35
Cash Flows From Investing Activities:

Utility plant additions (308,909 (326,93) (281,48))
Proceeds from sales of investments held by NDT 167,33( 145,28t 79,85
Purchases of investments held by NDT (173,159 (149,18Y (85,847
Proceeds from sale of First Choice 4,034 329,28: —
Transaction costs for sale of First Choice — (20,930 —
Return of principal on PVNGS lessor notes 23,45¢ 32,27 29,85
Investments in Optim Energy — — (20,279
Other, net 1,35z ()] 2,00¢
Net cash flows from investing activities (285,899 19,77¢ (275,90¢)

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

Year Ended December 31,

2012 2011 2010

(In thousands)
Cash Flows From Financing Activities:

Short-term loan 100,00( — —
Revolving credit facilities borrowings (repaymentsgt (24,000 (139,300 24,00(
Long-term borrowings 20,00( 210,00( 403,84!
Repayment of long-term debt (22,387 (110,759 (405,97()
Purchase of preferred stock — (73,47%) —
Purchase of common stock — (125,68)) —
Proceeds from stock option exercise 11,68¢ 5,622 1,245
Purchases to satisfy awards of common stock (25,16¢) (10,109 (2,986
Excess tax (shortfall) from stock-based paymerarayements — — (580)
Payments received on PVNGS firm-sales contracts — 2,55¢ 30,47¢
Dividends paid (45,137 (45,656 (46,25¢)
Valencia’s transactions with its owner (15,630 (16,80 (17,745
Proceeds from transmission interconnection arraegésn 98¢ 1,24¢ 8,51¢
Repayment of transmission interconnection arrangésne (1,759 (4,63%) —
Debt issuance costs and other
(152) (5,349 (5,23))
Net cash flows from financing activities (1,560 (312,33) (10,689
Change in Cash and Cash Equivalents (6,10¢) (319) 765
Cash and Cash Equivalents at Beginning of Year 15,09: 15,40« 14,64:
Cash and Cash Equivalents at End of Year $ 8,98t $ 15,09: % 15,40¢
Supplemental Cash Flow Disclosures:
Interest paid, net of amounts capitalized $ 113,26 $ 116,39: $ 119,67t
Income taxes paid (refunded), net $ 530z $ (5,527 $ (99,319

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

December 31,

2012 2011

(In thousands)

ASSETS
Current Assets:
Cash and cash equivalents $ 8,98t $ 15,09:
Accounts receivable, net of allowance for uncoil#etaccounts of $1,751 and $1,778 87,09: 87,79
Unbilled revenues 57,26¢ 57,40:
Other receivables 53,33: 71,06¢
Materials, supplies, and fuel stock 59,64: 54,23:
Regulatory assets 39,12( 44,99
Commaodity derivative instruments 3,78¢ 3,71z
Income taxes receivable 101,47 95,13(
Other current assets 31,49( 33,39'
Total current assets 442,19: 462,81¢
Other Property and Investments:
Investment in PVNGS lessor notes 54,32t 79,04¢
Investments held by NDT 188,97: 168,85:
Other investments 9,13¢ 12,20°
Non-utility property, net of accumulated depreaatdf $131 and $120 4,487 4,631
Total other property and investments 256,92. 264,73t
Utility Plant:
Plant in service and plant held for future use 5,313,79 5,120,16
Less accumulated depreciation and amortization 1,774,22. 1,705,52
3,539,57: 3,414,64
Construction work in progress 125,28 132,42(
Nuclear fuel, net of accumulated amortization d? $44 and $36,411 81,62] 80,06"
Net utility plant 3,746,48 3,627,13.
Deferred Charges and Other Assets:
Regulatory assets 555,57 482,15!
Goodwill 278,29 278,29
Commaodity derivative instruments 352 —
Other deferred charges 92,75% 89,47(
Total deferred charges and other assets 926,98: 849,92!

$ 537258 § 5,204,61.

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

December 31,

2012 2011
(In thousands, except share
information)
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Short-term debt $ 158,700 $ 82,70(
Current installments of long-term debt 2,53( 2,381
Accounts payable 99,17: 103,13
Customer deposits 18,17¢ 15,97:
Accrued interest and taxes 52,00: 53,11«
Regulatory liabilities 15,17: 12t
Commaodity derivative instruments 1,00(¢ 1,632
Dividends declared 11,67¢ 10,08¢
Current portion of accumulated deferred incomedaxe 25¢ 9,08(
Other current liabilities 75,40" 95,03:
Total current liabilities 434,10: 373,26¢
Long-term Debt 1,669,76! 1,671,62
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes 701,54! 645,09¢
Accumulated deferred investment tax credits 14,24 15,77:
Regulatory liabilities 423,46( 418,09¢
Asset retirement obligations 85,89: 79,23:
Accrued pension liability and postretirement beinedist 224,56! 224,76t
Commaodity derivative instruments 1,93: 2,431
Other deferred credits 116,52: 106,37¢
Total deferred credits and other liabilities 1,568,16. 1,491,78.
Total liabilities 3,672,02. 3,536,67!
Commitments and Contingencies (See Note 16)
Cumulative Preferred Stock of Subsidiary
without mandatory redemption requirements ($10tedtaalue; 10,000,000 shares authorized; issi
and outstanding 115,293 shares) 11,52¢ 11,52¢
Equity:
PNMR common stockholders’ equity:
Common stock (no par value; 120,000,000 sharesdnéd; issued and outstanding 79,653,624
shares) 1,182,81 1,193,19
Accumulated other comprehensive income (loss)phigtcome taxes (81,630 (66,85¢€)
Retained earnings 506,99¢ 447,65(
Total PNMR common stockholders’ equity 1,608,18 1,573,98
Non-controlling interest in Valencia 80,84: 82,42
Total equity 1,689,03! 1,656,40:

$ 537258 $ 5,204,61.

The accompanying notes, as they relate to PNMRamintegral part of these financial statements.
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PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Attributable to PNMR

PNMR Common Stockholders’ Equity Non-
Preferred controlling
Stock, Common Retained Interest Total
Series A Stock AOCI Earnings Total in Valencia Equity
(In thousands)

Balance at December 31, 2009 $ 100,00¢ $ 1,289,891 $ (46,05) $ 405,88: $ 1,649,717 % 89,35¢ $ 1,839,07
Proceeds from stock option exercise — 1,24 — — 1,247 — 1,245
Purchases to satisfy awards of common

stock — (2,986 — — (2,986 — (2,98¢)
Excess tax (shortfall) from stock-based

payment arrangements — (580) — — (580) — (580)
Stock based compensation expense — 2,89/ — — 2,89/ — 2,89¢
Valencia’s transactions with its owner — — — — — (17,749 (17,745
Net earnings (loss) excluding subsidiary

preferred stock dividends — — — (44,687) (44,687) 13,56: (31,129
Subsidiary preferred stock dividends — — — (52¢) (52¢) = (52¢)
Total other comprehensive income (loss) — — (22,609 — (22,609 — (22,609
Dividends declared on common stock — — — (45,72¢) (45,72¢) = (45,726)
Balance at December 31, 2010 100,00( 1,290,46! (68,66¢) 314,94 1,536,74. 85,17% 1,721,91!
Proceeds from stock option exercise — 5,622 — — 5,62: — 5,622
Purchases to satisfy awards of common

stock — (10,109 — — (10,109 — (10,109
Stock based compensation expense = 6,55¢€ — — 6,55¢ — 6,55¢
Valencia’s transactions with its owner — — — — — (16,807 (16,802
Purchase of preferred stock (100,000 26,49( — — 26,49( — (73,510
Purchase of common stock — (125,83 — — (125,83%) — (125,83Y)
Net earnings excluding subsidiary prefer

stock dividends — — — 176,88 176,88 14,04° 190,93
Subsidiary preferred stock dividends — — — (52¢) (528 — (528
Total other comprehensive income — — 1,81( — 1,81( — 1,81(
Dividends declared on common stock — — — (43,657 (43,657 — (43,657)
Balance at December 31, 2011 — 1,193,19 (66,85¢) 447,65( 1,573,98! 82,42 $ 1,656,40:
Proceeds from stock option exercise — 11,68¢ — — 11,68 — 11,68¢
Purchases to satisfy awards of common

stock — (25,169 — — (25,169 — (25,16¢)
Excess tax (shortfall) from stock-based
payment arrangements — 473) — — 473) — 473
Stock based compensation expense — 3,58t — — 3,58t — 3,58t
Valencia’s transactions with its owner — — — — — (15,630 (15,630
Net earnings excluding subsidiary prefer

stock dividends — — — 106,07¢ 106,07! 14,05( 120,12¢
Subsidiary preferred stock dividends — — — (52¢) (52¢) — (52¢)
Total other comprehensive income — — (14,772 — (14,772 — (14,779
Dividends declared on common stock — — — (46,199 (46,199 — (46,199
Balance at December 31, 2012 $ — $1,18281 $ (81,630 $ 506,99¢ $ 1,608,18 80,84! $ 1,689,03I

The accompanying notes, as they relate to PNMRamintegral 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 EARNINGS

Year Ended December 31,

ES

2012 2011 2010
(In thousands)
Electric Operating Revenues $ 1,092,26. $ 1,057,28! 1,017,12
Operating Expenses:
Cost of energy 353,64¢ 362,23 352,27(
Administrative and general 169,28! 157,21 153,58!
Energy production costs 185,40: 180,80: 195,91
Regulatory disallowances — 17,47¢ —
Depreciation and amortization 97,29: 94,78’ 92,28:
Transmission and distribution costs 46,03¢ 45,76¢ 43,05¢
Taxes other than income taxes 34,71¢ 37,55¢ 31,89
Total operating expenses 886,38: 895,84t 869,00t
Operating income 205,88: 161,44: 148,12;
Other Income and Deductions:
Interest income 13,24: 15,56: 18,85«
Gains on investments held by NDT 13,01t 8,98¢ 4,86¢
Other income 8,12¢ 2,22( 12,79:
Other deductions (7,85)) (6,89¢) (4,950
Net other income (deductions) 26,53: 19,87: 31,56¢
Interest Charges 76,10: 75,34¢ 72,40(
Earnings before Income Taxes 156,31« 105,96! 107,28t
Income Taxes 50,71 37,42% 36,42
Net Earnings 105,60: 68,53¢ 70,86:
(Earnings) Attributable to Valencia Non-controlling Interest (14,050 (14,04%) (13,569)
Net Earnings Attributable to PNM 91,55 54,49: 57,29¢
Preferred Stock Dividends Requirements (52¢) (528 (528
Net Earnings Available for PNM Common Stock $ 91,02! $ 53,96: 56,77(

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 COMPREHENSIVE INCOME

Year ended December 31,

2012 2011 2010
(In thousands)
Net Earnings $ 105,60: $ 68,53( $ 70,86:
Other Comprehensive Income (Loss):
Unrealized Gain (Loss) on Investment Securities:
Unrealized holding gains arising during the perioet, of income tax (expense)
benefit of $(15,262), $(13,577), and $(6,643) 23,28¢ 20,71¢ 10,13¢
Reclassification adjustment for (gains) includedé@t earnings, net of incom:
tax expense of $14,755, $13,956, and $3,070 (22,519 (21,295 (4,689
Pension Liability Adjustment:
Experience gain (loss), net of income tax (expeheagfit of $11,910, $1,334
and $6,289 (18,179 (2,035 (9,597)
Reclassification adjustment for amortization of exence (gain) loss
recognized as net periodic benefit cost, net aime tax (expense) of
$(1,825), $(1,694) and $(1,218) 2,78¢ 2,58¢ 1,85¢
Fair Value Adjustment for Designated Cash Flow Hedgs:
Change in fair market value, net of income tax émge) of $0, $0, and
$(3,406) — — 5,19¢
Reclassification adjustment for (gains) lossesudet in net earnings, net of
income tax expense (benefit) of $0, $(11), and 23, — 16 (17,89)
Total Other Comprehensive Income (Loss) (14,616 (12 (14,979
Comprehensive Income 90,98¢ 68,52¢ 55,88:
Comprehensive (Income) Attributable to Valencia Norcontrolling Interest (14,050 (14,04% (13,567
Comprehensive Income Attributable to PNM $ 76,93t $ 54,47¢ $ 42,31¢

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,

2012 2011 2010

(In thousands)
Cash Flows From Operating Activities:

Net earnings $ 105,60: $ 68,53¢ $ 70,86:

Adjustments to reconcile net earnings to net chshsffrom operating activities:
Depreciation and amortization 129,51 123,21¢ 117,61¢
PVNGS firm-sales contracts revenue — (2,55 (58,289
Deferred income tax expense 65,47¢ 90,56 113,68
Net unrealized (gains) losses on derivatives (1,599 (3,827 5,69:
Realized (gains) on investments held by NDT (13,019 (8,98%) (4,86¢)
Regulatory disallowances — 17,47¢ —
Other, net (120 4,21¢ 882

Changes in certain assets and liabilities:
Accounts receivable and unbilled revenues (4,756 (23,487 8,14
Materials, supplies, and fuel stock (5,269 (2,067%) (1,665
Other current assets (3,019 (14,916 (24,439
Other assets (27,339 (795) 21,56¢
Accounts payable 11,02¢ 12,52« (5,54%)
Accrued interest and taxes 47,66¢ (45,579 (15,99
Other current liabilities (2,539 15,21¢ (27,919
Proceeds from governmental grants 21,56° 2,10z —
Other liabilities (54,78) (18,61 (50,61
Net cash flows from operating activities 268,42( 213,03 149,12¢
Cash Flows From Investing Activities:

Utility plant additions (196,800 (251,34 (226,76¢)
Proceeds from sales of investments held by NDT 167,33( 145,28t 79,85
Purchases of investments held by NDT (173,159 (149,18) (85,847
Return of principal on PVNGS lessor notes 23,45¢ 32,27 29,85:
Other, net (1,189 1,782 2,31¢
Net cash flows from investing activities (180,35 (221,189 (200,591

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,

2012 2011 2010

(In thousands)
Cash Flows From Financing Activities:

Short-term borrowings (repayments), net (44,900 (124,000 72,00(
Long-term borrowings 20,00( 160,00( 403,84!
Repayment of long-term debt (20,000 — (403,84
Payments received on PVNGS firm-sales contracts — 2,55¢ 30,47¢
Equity contribution from parent — 43,00( —
Valencia’s transactions with its owner (15,630 (16,80 (17,745
Dividends paid (34,96) (47,867) (28,52¢)
Proceeds from transmission interconnection arraegésn 98¢ 1,24¢ 8,51t
Repayment of transmission interconnection arrangésne (1,759 (4,637%) —
Other, net (157 (3,389 (4,297)
Net cash flows from financing activities (96,417 10,12: 60,42¢
Change in Cash and Cash Equivalents (8,349 1,971 8,96:
Cash and Cash Equivalents at Beginning of Year 12,301 10,33¢ 1,37:
Cash and Cash Equivalents at End of Year $ 3,95¢ % 12,307 $ 10,33¢

Supplemental Cash Flow Disclosures:
Interest paid, net of amounts capitalized $ 73,03¢ $ 69,99t $ 72,39:

Income taxes paid (refunded), net $ (63,119 $ (1,54) $ (59,299

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 BALANCE SHEETS

December 31,

2012 2011
(In thousands)
ASSETS
Current Assets:
Cash and cash equivalents $ 3,95¢ $ 12,30°
Accounts receivable, net of allowance for uncoll#etaccounts of $1,751 and $1,778 69,87¢ 68,66
Unbilled revenues 49,08t 48,92¢
Other receivables 50,97t 65,46¢
Affiliate receivables 9,05( 8,91-
Materials, supplies, and fuel stock 56,79( 51,52:
Regulatory assets 36,49( 44,48(
Commaodity derivative instruments 3,78¢ 3,71:
Income taxes receivable 80,22 128,85¢
Other current assets 27,45 26,77¢
Total current assets 387,68 459,62:
Other Property and Investments:
Investment in PVNGS lessor notes 54,32t 79,04¢
Investments held by NDT 188,97: 168,85:
Other investments 4,03¢ 2,90(
Non-utility property 97¢€ 97¢€
Total other property and investments 248,30¢ 251,77¢
Utility Plant:
Plant in service and plant held for future use 4,133,53. 4,009,87
Less accumulated depreciation and amortization 1,355,241 1,305,75.
2,778,29 2,704,11
Construction work in progress 102,32¢ 116,03(
Nuclear fuel, net of accumulated amortization a2 $44 and $36,411 81,621 80,06"
Net utility plant 2,962,24i 2,900,211
Deferred Charges and Other Assets:
Regulatory assets 431,95¢ 352,38
Goodwill 51,63: 51,63:
Commaodity derivative instruments 352 —
Other deferred charges 81,72« 79,65:
Total deferred charges and other assets 565,66 483,67
$ 4,163,90 $ 4,095,28

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 BALANCE SHEETS

December 31,

2012 2011
(In thousands, except share
information)
LIABILITIES AND STOCKHOLDER'S EQUITY
Current Liabilities:
Short-term debt $ 21,10C $ 66,00(
Accounts payable 73,91« 82,61¢
Affiliate payables 25,34( 14,59:
Customer deposits 18,17¢ 15,97:
Accrued interest and taxes 30,32( 32,11
Regulatory liabilities 15,17: 12t
Commaodity derivative instruments 1,00(¢ 1,632
Dividends declared 13z 13z
Current portion of accumulated deferred incomedaxe 3,44 16,56:
Other current liabilities 54,15( 60,81¢
Total current liabilities 242,75 290,56:
Long-term Debt 1,215,57 1,215,541
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes 573,88: 504,41¢
Accumulated deferred investment tax credits 14,24 15,77:
Regulatory liabilities 379,84: 373,70:
Asset retirement obligations 85,04 78,42¢
Accrued pension liability and postretirement beinedist 208,61¢ 213,68t¢
Commaodity derivative instruments 1,93: 2,431
Other deferred credits 95,58t 94,70(
Total deferred credits and liabilities 1,359,14. 1,283,14.
Total liabilities 2,817,47. 2,789,24i
Commitments and Contingencies (See Note 16)
Cumulative Preferred Stock
without mandatory redemption requirements ($10tedtaalue; 10,000,000 shares authorized; issi
and outstanding 115,293 shares) 11,52¢ 11,52¢
Equity:
PNM common stockholder’s equity:
Common stock (no par value; 40,000,000 shares amélib issued and outstanding 39,117,799
shares) 1,061,771 1,061,771
Accumulated other comprehensive income (loss)phgtcome tax (81,419 (66,799
Retained earnings 273,70: 217,11:
Total PNM common stockholder’s equity 1,254,06: 1,212,08
Non-controlling interest in Valencia 80,84: 82,42
Total equity 1,334,901 1,294,51

$ 4,163,900 $ 4,095,28

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 EQUITY

Attributable to PNM

Total PNM Non-
Common controlling
Common Retained Stockholder’s Interest Total
Stock AOCI Earnings Equity in Valencia Equity
(In thousands)
Balance at December 31, 2009 $ 1,018,771 $ (51,807 $ 181,70t $ 1,148,67' $ 89,35¢ $ 1,238,03.
Valencia’s transactions with its owner — — — — (17,74% (17,745
Net earnings — — 57,29¢ 57,29¢ 13,56: 70,86
Total other comprehensive income (loss) — (14,979 — (14,979 — (14,979
Dividends declared on preferred stock — — (52¢) (52¢) — (528¢)
Dividends declared on common stock — — (67,117 (67,117 — (67,117
Balance at December 31, 2010 1,018,77! (66,78¢) 171,35¢ 1,123,34 85,171 1,208,52
Valencia’s transactions with its owner — — — — (16,809 (16,807
Net earnings — — 54,49 54,49 14,04° 68,53¢
Total other comprehensive income (loss) — (12 — (12 — (12
Equity contributions from parent 43,00( — — 43,00( — 43,00(
Dividends declared on preferred stock — — (52¢) (528 — (528
Dividends declared on common stock — — (8,21)) (8,21)) — (8,21))
Balance at December 31, 2011 1,061,771 (66,799 217,11: 1,212,08 82,42 1,294,51,
Valencia’s transactions with its owner — — — — (15,630) (15,630
Net earnings — — 91,551 91,55! 14,05( 105,60:
Total other comprehensive income (loss, — (14,616 — (14,616 — (14,616
Dividends declared on preferred stock — — (52¢) (528 — (52¢)
Dividends declared on common stock — — (34,437 (34,437 — (34,437
Balance at December 31, 2012 $ 1,061,771 $ (8141H $ 273,70. $ 1,254,06. $ 80,84: $ 1,334,901

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

Electric Operating Revenues
Non-affiliates
Affiliate
Total electric operating revenues
Operating Expenses:
Cost of energy
Administrative and general
Regulatory disallowances
Depreciation and amortization
Transmission and distribution costs
Taxes other than income taxes
Total operating expenses
Operating income
Other Income and Deductions:
Interest income
Other income
Other deductions
Net other income (deductions)
Interest Charges
Earnings Before Income Taxes
Income Taxes
Net Earnings

CONSOLIDATED STATEMENTS OF EARNINGS

Year Ended December 31,

2012 2011 2010
(In thousands)

$ 250,14( % 204,04¢ $ 173,50:
— 33,81 39,08
250,14( 237,85¢ 212,58t
46,20: 41,16¢ 37,06
40,77* 39,48t 37,07(
— 3,92:¢ —
49,34( 44,61¢ 41,72¢
25,08¢ 23,91¢ 20,357
21,21¢ 20,91: 19,96(
182,62( 174,01t 156,17
67,52( 63,84: 56,41:
1 2 1
4,69¢ 1,752 1,27¢
(1,959 (173 (504
2,74C 1,582 772
28,16 29,28¢ 31,15
42,09¢ 36,13¢ 26,02¢
15,35: 13,88: 10,04«
$ 26,747 % 22,257 $ 15,98:

The accompanying notes, as they relate to TNMPa@tategral 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

Year Ended December 31,

2012 2011 2010
(In thousands)
Net Earnings $ 26,747 $ 22,257 $ 15,98:
Other Comprehensive Income (Loss):
Pension Liability Adjustment:
Experience gain (loss), net of income tax (expehesagfit of $0, $(147) and
$41 — 267 (74)
Reclassification adjustment for amortization of esence (gain) loss
recognized as net periodic benefit cost, net afnime tax (expense) benefit
$0, $(5) and $1 — 8 2
Fair Value Adjustment for Designated Cash Flow Hedg:
Change in fair value, net of income tax (expen$&163, $430, and $1,139 (275) (777) (2,05¢€)
Reclassification adjustment for losses includedéhearnings, net of income
tax expense (benefit) of $(65), $(1,068), and $399 117 1,92¢ 721
Total Other Comprehensive Income (Loss) (15§) 1,427 (1,41))
Comprehensive Income $ 26,58¢ $ 23,68 $ 14,57:

The accompanying notes, as they relate to TNMPaiiategral 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

Cash Flows From Operating Activities:
Net earnings
Adjustments to reconcile net earnings to net chsirsffrom operating activities:
Depreciation and amortization
Regulatory disallowances
Deferred income tax expense
Other, net
Changes in certain assets and liabilities:
Accounts receivable and unbilled revenues
Materials and supplies
Other current assets
Other assets
Accounts payable
Accrued interest and taxes
Other current liabilities
Other liabilities
Net cash flows from operating activities
Cash Flows From Investing Activities:
Utility plant additions
Net cash flows from investing activities

The accompanying notes, as they relate to TNMPa@tategral part of these financial statements.
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Year Ended December 31,

2012 2011 2010
(In thousands)

26,747 22,257 15,98:
54,39¢ 48,57: 45,708
— 3,928 —
4,37¢ 15,47¢ 4,96:
(889) (532) 23
2,20¢ (9,130 53¢
(149 77 (195
(3,515 4,771 (3,01
(3,145 (3,249 (2,939
(66€) 2,22¢ (70€)
9,82¢ (2,520 17,44
(2,106 51z (24)
4,311 (611) (582)
91,40: 81,78: 77,19:
(92,979) (67,407 (41,019
(92,979) (67,40 (41,019
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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,

2012 2011 2010

(In thousands)

Cash Flow From Financing Activities:

Short-term borrowings (repayments) — affiliate, net 27,60( (500) (22,300
Long-term borrowings — 50,00( —
Repayment of long-term debt — (50,000 —
Dividends paid (26,029 (13,719 (13,079
Debt issuance costs and other — (161) (939
Net cash flows from financing activities 1,57z (14,379 (36,31
Change in Cash and Cash Equivalents — — (137)
Cash and Cash Equivalents at Beginning of Year 1 1 13¢
Cash and Cash Equivalents at End of Year $ 1 3 1 $ 1

Supplemental Cash Flow Disclosures:

&

Interest paid, net of amounts capitalized
Income taxes paid, (refunded) net

2536( $ 27,23¢ $ 27,69t
1,84¢ $ 1,46 $ (11,709

&

The accompanying notes, as they relate to TNMPaiiategral 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

ASSETS
Current Assets:
Cash and cash equivalents
Accounts receivable
Unbilled revenues
Other receivables
Materials and supplies
Regulatory assets
Current portion of accumulated deferred incomedaxe
Other current assets
Total current assets
Other Property and Investments:
Other investments
Non-utility property
Total other property and investments
Utility Plant:
Plant in service and plant held for future use
Less accumulated depreciation and amortization

Construction work in progress
Net utility plant
Deferred Charges and Other Assets:
Regulatory assets
Goodwill
Other deferred charges
Total deferred charges and other assets

December 31,

2012

2011

(In thousands)

$ 1 % 1
17,217 19,13
8,181 8,47¢
2,35¢ 847
2,85¢ 2,71(
2,63( 51¢
1,131 2,27:
1,107 694
35,47¢ 34,64:
281 271
2,24( 2,24(
2,521 2,511
1,009,10: 947,32
339,31! 323,12
669,79 624,20
19,80: 12,96¢
689,59 637,17:
123,62: 129,76t
226,66! 226,66!
8,34¢ 6,68¢
358,63 363,11
$ 1,086,220 $ 1,037,44

The accompanying notes, as they relate to TNMPaiiategral 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,

2012 2011
(In thousands, except share
information)
LIABILITIES AND STOCKHOLDER'S EQUITY
Current Liabilities:
Short-term debt — affiliate $ 28,30C $ 70C
Accounts payable 8,84¢ 12,26:
Affiliate payables 4,381 1,314
Accrued interest and taxes 30,49: 20,66¢
Other current liabilities 8,85¢ 9,48(
Total current liabilities 80,87 44,42
Long-term Debt 311,58¢ 310,96:
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes 163,71( 159,19°
Regulatory liabilities 43,61¢ 44,39t
Asset retirement obligations 732 69¢
Accrued pension liability and postretirement beinedist 15,947 11,07¢
Other deferred credits 5,94+ 3,431
Total deferred credits and other liabilities 229,95:; 218,80¢
Total liabilities 622,41! 574,19.
Commitments and Contingencies (See Note 16)
Common Stockholder’s Equity:
Common stock ($10 par value; 12,000,000 share®dnéd;
issued and outstanding 6,358 shares) 64 64
Paid-in-capital 390,36¢ 416,39:
Accumulated other comprehensive income (loss)phgtcome tax (21€) (58
Retained earnings 73,60( 46,85!
Total common stockholder’s equity 463,81 463,25!

$ 1,086,220 $ 1,037,44.

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

B- 28




Table of Contents

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, 2009

Net earnings

Total other comprehensive income (loss,
Dividends declared on common stock

Balance at December 31, 2010

Net earnings

Total other comprehensive income
Dividends declared on common stock

Balance at December 31, 2011

Net earnings

Total other comprehensive income (loss,
Dividends declared on common stock

Balance at December 31, 2012

Total
Common
Common Paid-in Retained Stockholder’s
Stock Capital AOCI Earnings Equity
(In thousands)
64 $ 443,18 $ (74) $ 8,61/ $ 451,79:
— — — 15,98: 15,98:
_ — (1,41 — (1,417
— (13,079 — — (13,079
64 430,10¢ (1,485 24,59¢ 453,28
— — — 22,257 22,25°
_ — 1,427 — 1,42
— (13,719 — — (13,719
64 416,39: (58) 46,85: 463,25:
— — — 26,74 26,74"
— — (15§) — (15¢)
— (26,029 — — (26,029
64 $ 390,36( $ (216) $ 73,600 $ 463,81

The accompanying notes, as they relate to TNMPa@tategral part of these financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012, 2011 and 2010

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

PNMR is an investor-owned holding company of eneagyl energy-related businesses. At December 312, Z2MR’s priman
subsidiaries are PNM and TNMP. PNM is a publicitytilvith regulated operations primarily engagedtlie generation, transmission, .
distribution of electricity. TNMP is a wholly ownezlbsidiary of TNP, which is a holding company tisatvholly owned by PNMR. TNM
provides regulated transmission and distributiotvises in Texas. PNMR completed the sale of Fifsbi€e, which was also a subsidian
TNP on November 1, 2011. First Choice was a cortipetietail electric provider operating in TexantlUSeptember 23, 2011, PNMR owi
50% of Optim Energy, which was focused on unregulatiedtgec operations, principally within the areasTaxas covered by ERCOT. ¢
Note 3 and Note 21. PNNMs common stock trades on the New York Stock Exgeamder the symbol PNM.

Financial Statement Preparation and Presentation

The preparation of financial statements in confeymiith GAAP requires management to make estimatesassumptions that aff
the reported amounts of assets and liabilities;lassire of contingent assets and liabilities at dage of the financial statements, and
reported amounts of revenues and expenses duengplorting period. Actual results could ultimatdiffer from those estimated.

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

Certain amounts in the 2011 and 20@6nsolidated Financial Statements and Notes thdrate been reclassified to conform to
2012 financial statement presentation.

GAAP defines subsequent events as events or tittmssi¢hat occur after the balance sheet date bigré financial statements .
issued or are available to be issued. Based onrih&ire, magnitude, and timing, certain subsegeeents may be required to be reflecte
the balance sheet date and/or required to be disttlm the financial statements. The Company hakiated subsequent events as require
GAAP.

Principles of Consolidation

The Consolidated Financial Statements of each dIRNPNM, and TNMP include their accounts and thossubsidiaries in whic
that entity owns a majority voting interest. PNMa@lconsolidates the PVNGS Capital Trust and VatéerPNM owns undivided interests
several jointly-owned power plants and recordplitsrata share of the assets, liabilities, and esee for those plants.

PNMR shared serviceadministrative and general expenses, which reptesais that are primarily driven by corporate leaaivities
are charged to the business segments. These seariedilled at cost, except those services btlee@ptim Energy, which included a prt
element. Other significant intercompany transactibastween PNMR, PNM, and TNMP include transmissiod distribution services; lea
interest, and income tax sharing payments; anddeinds paid on common stock. All intercompany tratisas and balances have b
eliminated. See Note 18.

Accounting for the Effects of Certain Types of Reglation

The Company maintains its accounting records immance with the uniform system of accounts préescriby FERC and adopted
the NMPRC and PUCT.

Certain of the Company’s operations are regulaiethb NMPRC, PUCT, and FERC and the provisions AAB for rateregulate
enterprises are applied to the regulated operatiBegulators may assign costs to accounting petioals differ from accounting methc
applied by norregulated utilities. When it is probable that redors will permit recovery of costs through futuedes, costs are deferrec
regulatory assets that otherwise would be expensdicewise, regulatory liabilities are recognizedem it is probable that regulators \
require refunds through future rates or when regeisucollected for expenditures that have not yerbincurred. Regulatory assets
liabilities are amortized into earnings over théhadzed recovery period.
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Accordingly, the Company has deferred certain castsrecorded certain liabilities pursuant to e rmactions of FERC, the NMPRC, and
PUCT. Information on regulatory assets and regajdtabilities is contained in Note 4.

In some circumstances, regulators allow a requéestadase in rates to be implemented, subjectftmde before the regulatory proc
has been completed and a decision rendered byethdator. When this occurs, the Company assessepdssible outcomes of the 1
proceeding. The Company records a provision fannm@fto the extent the amounts being collected,estittp refund, exceed the amount
Company determines is probable of ultimately beilhgwed by the regulator.

Cash and Cash Equivalents

Investments in highly liquid investments with origl maturities of three months or less at the détpurchase are considered ¢
equivalents.

Utility Plant

Utility plant is stated at cost, which includes italized payrollrelated costs such as taxes, pension, and othegefrbenefit:
administrative costs and AFUDC where authorizedaty regulation.

Repairs, including major maintenance activitieg] aminor replacements of property are expensed wimnred, except as required
regulators for ratemaking purposes. Major replacemare charged to utility plant. Gains or lossesulting from retirements or ott
dispositions of regulated property in the normalrse of business are credited or charged to thenadated provision for depreciation.

Allowance for Funds Used During Construction

As provided by the FERC uniform systems of accquAtsUDC is charged to regulated utility plant fasnstruction projects. Tr
allowance is a nocash item designed to enable a utility to capiéafinancing costs during periods of constructiorpdperty subject to re
regulation. It represents the cost of borrowed $uf@lowance for borrowed funds used during coms$ivn) and a return on other fut
(allowance for equity funds used during construgtioThe allowance for borrowed funds used duringstwction is recorded in inter
expense and the allowance for equity funds usethgwonstruction is recorded in other income on @uamsolidated Statements of Earni
(Loss).

In 2012 , 2011 , and 2010 , PNM recorded $7.3 omillj $1.5 million , and $4.6 millionf AFUDC on certain projects and TNI!
recorded $1.3 million , $1.2 million , and $0.2 lioih .

Capitalized Interest

PNMR capitalizes interest on its construction petgeand major computer software projects not stiltgethe computation of AFUDr
Interest was capitalized at the overall weighteerage borrowing rate of 6.6% , 6.6% , and 6.7%2fk2 , 2011 , and 2010 . In 2012 , 2011
and 2010 , PNMR’s capitalized interest was $1.dionil, $0.5 million , and $0.8 million ; PNM’'s w&k).8 million , $0.2 million , an&0.4
million ; and TNMP had no capitalized interest.

Carrying Charges on Stranded Costs

TNMP’s estimate of allowable carrying charges on strdmests that it may recover from its transmissiod distribution customers
based on a Texas Supreme Court ruling and the P&J&glication of that ruling.

Materials, Supplies, and Fuel Stock

Materials and supplies relate to transmissionyitigion, and generating assets. Materials and Imgpre charged to inventory wt
purchased and are expensed or capitalized as ajgieoghen issued. Materials and supplies are dalsing an average costing method.

Coal is valued using a rolling weighted averagdingamethod that is updated based on the curremgeost per ton. Periodic ael
surveys are performed on the coal piles and adprstsrare made.
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Inventories consisted of the following at DecemBér.

PNMR PNM TNMP
2012 2011 2012 2011 2012 2011
(In thousands)
Coal $ 19,23. % 17,17¢  $ 19,23. % 17,17F % — $ =
Materials and supplies 40,41 37,05¢ 37,55¢ 34,34¢ 2,85: 2,71C
$ 59,64: $ 54,237 $ 56,79C $ 51,52 $ 2,857 % 2,71(

Investments

In 1985 and 1986, PNM entered into eleven operdéiages for interests in certain PVNGS generatilifies (Note 7). The 10.3%nc
10.15%lessor notes that were issued by the owners aidhets subject to these leases were subsequerdhapead by and are now held by
PVNGS Capital Trust, which is consolidated by PNBight leases continue and are classified as operatimgdedhe PVNGS Capital Tr
intends to hold the lessor notes until such notaetire in 2015 and 2016. Similarly, in 1985, PNMeeatl into twooperating leases for the E
transmission line for which the owners had iss#sddr notes. In 2003, PNM acquired a 6d#hership interest in the EIP, collapsing the |
relating to it. In 2004, PNM purchased the outstagdessor note relating to the remaining 40%&rest. The remaining EIP lessor note |
interest at 10.25% , matured in 2012, and wasexhon the Consolidated Balance Sheet in other imezgs at $2.2 million as &ecember 3:
2011 . The PVNGS EIP lessor notes are carried attézad cost, as were the EIP lessor notes.

The Companys other investments, including the NDT, are pritgaciomprised of international, United States, statied municip:
government obligations and corporate debt and eaaiturities. All investments are held in the Conya name and are in the custod
major financial institutions. The specific identdition method is used to determine the cost ofrge=udisposed of, with realized gains
losses reflected in other income and deductionsDé¢ember 31, 2012 and 201kubstantially all of these investments were diassas
available for sale. PNM holds investment securitiethe NDT for the purpose of funding its sharetftd decommissioning costs of PVN
and, beginning in August 2012, a trust for PNM'arshof posterm reclamation costs related to the coal minegrsg SJGS (Note 16). PN
evaluates these investment securities for impaitragran ongoing basis. Since third party investment managex® sole discretion over 1
purchase and sales of the NDT securities, PNM dscamrealized loss as an impairment for any sectivéit has a market value that is less
cost at the end of each quarter. For the yearsdeDdeember 31, 2012 , 2011 , and 20BINM recorded impairment losses on securities im
the NDT of $4.8 million , $12.5 million , and $5nillion . No gains or losses are deferred as regulatostsses liabilities. Unrealized gains
these investments are included in other comprebemstome, net of any related tax effect.

Investment in Optim Energy

Through September 23, 2011, PNMR accounted foinitsstment in Optim Energy using the equity metlddaccounting becau
PNMR’s ownership interest resulted in significant inflae, but not control, over Optim Energy and itsrafiens. On September 23, 2C
PNMR's ownership interest in Optim Energy was reduto 1%and PNMR began using the cost method of accoun@mgJanuary 4, 201
ECJV acquired PNMR's remaining 1% ownership inteagg$air market value, which was determined ta@bm. Through December 31, 20
PNMR recorded its percentage share of earningsssrdf Optim Energy and carried its investmenbat,cadjusted for its share of undistribt
earnings or losses. PNMR'’s investment in Optim Byevas reduced to zead December 31, 2010 due to the determinationttigainvestmer
was fully impaired. See Note 21.

Goodwill and Other Intangible Assets

Under GAAP, the Company does not amortize goodwlBrtain intangible assets are amortized over tésiimated useful live
Goodwill and noramortizable other intangible assets are evaluaiedfpairment annually, or more frequently if evemind circumstanc
indicate that the goodwill and intangible assetghtibe impaired. Amortizable other intangible assate amortized over the shorter of t
economic or legal lives and are evaluated for impant when events and circumstances indicate likatgsets might be impaired. See Nott
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Asset Impairment

Tangible longlived assets are evaluated in relation to the &mdiscounted cash flows to assess recoverahilign events ar
circumstances indicate that the assets might bainagh

Revenue Recognition

Operating revenues are recorded in the period efggndelivery, which includes estimated amountsstvice rendered but unbillec
the end of each accounting period. The determinaifadhe energy sales to individual customers &etaon the reading of their meters, w
occurs on a systematic basis throughout the méutthe end of each month, amounts of energy dedideéo customers since the date of the
meter reading and the corresponding unbilled rezesme estimated. Unbilled electric revenue is exttith based on the daily genera
volumes, estimated customer usage by class, weédlctars, line losses, and applicable customersragdlecting historical trends a
experience.

PNM’s wholesale electricity sales are recorded as tipgreevenues and the wholesale electricity purebasge recorded as cost:
energy sold. In accordance with GAAP, derivativatcacts that are net settled or “booked-out” aporged net in earnings. A boakH is the
planned or unplanned netting of off-setting purehasd sale transactions. A booltt is a transmission mechanism to reduce congestictht
transmission system or administrative burden. Fmoanting purposes, a bookx is the recording of net revenues upon theesaéht of
derivative contract.

Unrealized gains and losses on contracts that tiquadify for the normal purchases or normal sabeseption or are not designated
hedge accounting are classified as economic hedggmomic hedges are defined as derivative instngsnencluding longerm powe
agreements, used to hedge generation assets arfthped power costs. Changes in the fair value@iaic hedges are reflected in resuli
operations, with changes related to economic hedgesales included in operating revenues and clsargjated to economic hedges
purchases included in cost of energy sold. The Gmyphas no trading transactions.

Accounts Receivable and Allowance for Uncollectibl&ccounts

Accounts receivable consists primarily of tradeereables from customers. In the normal course diirtess, credit is extended
customers on a shaierm basis. The Company calculates the allowancarfoollectible accounts based on historical exqrexé and estimat
default rates by customer class applied to cormedipg accounts receivable balances net of custdejgwsit coverage. The accounts recei\
balances are reviewed monthly and adjustments gcattowance for uncollectible accounts and bad dipense are made as neces
Amounts that are deemed uncollectible are writtén o

Depreciation and Amortization

PNM'’s provision for depreciation and amortizatidrutility plant, other than nuclear fuel, is basgubn straightine rates approved
the NMPRC. Amortization of nuclear fuel is basedumits-of-production. TNMR provision for depreciation and amortization dfitytplant is
based upon straight-line rates approved by the PUB&preciation of non-utility property is computbdsed on the straighte method. Th
provision for depreciation of certain equipmentalbcated between depreciation expense and cotistiugrojects based on the use of
equipment. Average rates used are as follows:

Year ended December 31

2012 2011 2010
PNM
Electric plant 2.25% 2.24% 2.24%
Common, intangible, and general plant 5.35% 6.05% 5.65%
TNMP 3.5€% 3.41% 3.3%%
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Amortization of Debt Acquisition Costs

Discount, premium, and expense related to the mesuaf longterm debt are amortized over the lives of the repeissues. Gains a
losses incurred upon the early retirement of ltarga debt are recognized in other income or dedastiexcept for amounts attributable
NMPRC, FERC, or PUCT regulation, which are recordedegulatory assets or liabilities and amortizeet the lives of the respective isstL

Derivatives

The Company records derivative instruments, othan those designated as normal purchases or watbs, balance sheet as eithe
asset or liability measured at their fair value. &Arequires that changes in the derivatifasg’ value be recognized currently in earnings st
specific hedge accounting or normal purchase @& aatleria are met. For qualifying hedges, an gmtitist formally document, designate,
assess the effectiveness of transactions thatveedwdge accounting. GAAProvides that the effective portion of the gainlass on .
derivative instrument designated and qualifyingasash flow hedging instrument be reported as gpooent of AOCI and be reclassified i
earnings in the period during which the hedgeddasted transaction affects earnings. The resuliedde ineffectiveness and the portion o
change in fair value of a derivative that an ertiég chosen to exclude from hedge effectiveneseqtered to be presented in current earn
See Note 8.

The Company treats all forward electric purchases$ sales contracts subject to unplanned nettingook-out by the transmissi
provider as derivative instruments subject to markaarket accounting, unless the contract qualifiesttie normal exception by meeting
definition of a capacity contract. Under this défon, the contract cannot permit net settlemdme, geller must have the resources to sen
contract, and the buyer must be a load servingyenti

GAAP gives guidance on whether realized gains aesds on derivative contracts not held for tragingoses should be reported «
net or gross basis and concludes such classificaia matter of judgment that depends on the aelefacts and circumstances. Changes i
fair value of economic hedges are reflected inltesf operations and are classified between opgratvenues and cost of energy accordi
the intent of the economic hedge.

Decommissioning Costs

PNM owns and leases nuclear and fofisil generating facilities. In accordance with GAAMNM is only required to recognize ¢
measure decommissioning liabilities for tangibleddived assets for which a legal obligation existachar decommissioning costs and rel
accruals are based on s#gecific estimates of the costs for removing allisactive and other structures at PVNGS and arertignt upo
numerous assumptions. PNdaccruals for PVNGS Units 1, 2, and 3, includimgtipns held under leases, have been made basedat
estimates, the guidelines of the NRC, and the ee@rPVNGS license period. PVYNGS Unit 3 is exclufflein PNM'’s retail rates whil
PVNGS Units 1 and 2 are included. PNM collects avigion for ultimate decommissioning of PVNGS Unitsand 2 and its fossilielec
generation facilities in its rates and recognizesrmesponding expense and liability for these ammuSee Note 15.

In connection with both the SJIGS coal agreementlamd-our Corners fuel agreement, the owners a@resl to reimburse the mini
companies for the cost of contemporaneous reclamais well as the costs for final reclamation & tloal 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 ofdsedt its delivered coal costs. See Note 16 fdisaussion of the final reclamation costs.

Environmental Costs

The normal operations of the Company involve atiisiand substances that expose the Company totjabiéabilities under laws ar
regulations protecting the environment. Liabilitiesder these laws and regulations can be matenilira some instances may be impc
without regard to fault, or may be imposed for @ads, even though the past acts may have beeuallatthe time they occurred.

The Company records its environmental liabilitiesew site assessments or remedial actions are peobatl a range of reasons
likely cleanup costs can be estimated. The Compawews its sites and measures the liability byessieig a range of reasonably likely ¢
for each identified site using currently availaligormation and the probable level of involvemenda
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financial condition of other potentially responsilpparties. These estimates include costs for sitestigations, remediation, operations
maintenance, monitoring, and site closure. Thenalté cost to clean up the Company's identifieds sitay vary from its recorded liability ¢
to numerous uncertainties inherent in the estimatimcess. Amounts recorded for environmental expén the years ended Decembel
2012, 2011, and 2010, as well as the amounts dfe@maental liabilities at December 31, 2012 andR@kre insignificant.

Pension and Other Postretirement Benefits

See Note 12 for a discussion of pension and pasimant benefits expense, including a discussighefictuarial assumptions.
Stock-Based Compensation

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

Income taxes are recognized using the asset dpitityianethod of accounting for income taxes. Dedelrtax assets and liabilities
recognized for the estimated future tax consequseattebutable to differences between the finanstiatement carrying value of existing as
and liabilities and their respective tax basis.r€ar NMPRC, FERC, and PUCT approved rates inclhdetax effects of the majority of the
differences. GAAP requires that rate-regulated rpniges record deferred income taxes for tempodifferences accorded flothwougt
treatment at the direction of a regulatory commoissiThe resulting deferred tax assets and liabdlitire recorded at the expected cash flow
reflected in future rates. Because the NMPRC, FE&R@,the PUCT have consistently permitted the rexgowf tax effects previously flowed-
through earnings, the Company has establishedatgylliabilities and assets offsetting such deférax assets and liabilities. The Comg
recognizes only the impact of tax positions thasdad on their merits, are more likely than notésbstained upon an IRS audit. The Com
defers investment tax credits related to rate mgdlassets and amortizes them over the estims#dadl lives of those assets. See Note 11.

Excise Taxes

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

(2) Segment Informatior

The following segment presentation is based omibthodology that management uses for making operakécisions and assess
performance of its various business activitieseéonciliation of the segment presentation to theABAinancial statements is provided.

PNM

PNM includes the retail electric utility operatiooEPNM that are subject to traditional rate regjola by the NMPRC. PNM provid
integrated electricity services that include thenagation, transmission, and distribution of el@dtyi for retail electric customers in N
Mexico. PNM also includes the generation and sélelextricity into the wholesale market, as wellpsviding transmission services to tt
parties. The sale of electricity includes the asgimization of PNM$ jurisdictional assets as well as the capacityuebeti from retail rate
FERC has jurisdiction over wholesale and transmiissates.

TNMP

TNMP is an electric utility providing regulated memission and distribution services in Texas unkerTECA. TNMPS operations a
subject to traditional rate regulation by the PUCT.

First Choice

First Choice, which was sold by PNMR on NovembefQ@11 (Note 2), operated as a certified retail tele@rovider in Texas. Fir
Choice provided electricity to residential, smatimmmercial, and governmental customers. AlthouglstRhoice was regulated in cer
respects by the PUCT, it was not subject to trawiti rate regulation.
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Optim Energy

Optim Energy was considered a separate segmeRNBIR. PNMRS investment in Optim Energy was held in the Caamand Othq
segment Optim Energy’s revenues and expenses &iachaded in PNMRS consolidated revenues and expenses or the faliptables. Se
Note 21.

Corporate and Other

The Corporate and Other segment includes PNMR mgldompany activities, primarily related to corgeréevel debt and PNNM
Services Company.

The following tables present summarized financidbimation for PNMR by segment. PNM and TNMP eaglerate in only or
segment. Therefore, tabular segment informatioigpresented for PNM and TNMP.

PNMR SEGMENT INFORMATION

Corporate
2012 PNM TNMP and Other Consolidated
(In thousands)
Electric operating revenues $ 1,092,260 $ 250,14( $ @ $ 1,342,40:
Cost of energy 353,64¢ 46,20 — 399,85(
Margin 738,61! 203,93¢ (2) 942,55:
Other operating expenses 435,44 87,07¢ (17,867 504,65¢
Depreciation and amortization 97,29 49,34( 17,54: 164,17.
Operating income 205,88 67,52( 31¢ 273,72.
Interest income 13,24: 1 (172 13,07:
Gain on sale of First Choice — — 1,012 1,01:
Other income (deductions) 13,29( 2,73¢ (7,959 8,07t
Net interest charges (76,107 (28,16 (16,587 (120,849
Earnings (loss) before income taxes 156,31 42,09¢ (23,379 175,03!
Income taxes 50,71 15,35: (11,15Y 54,91(
Earnings (loss) from continuing operations 105,60: 26,74’ (12,229 120,12!
Valencia non-controlling interest (14,050 — — (14,05()
Subsidiary preferred stock dividends (52¢) — — (52¢)
Segment earnings (loss) from continuing operatior
attributable to PNMR $ 91,02: $ 26,747 % (12,229 % 105,54
Gross property additions $ 196,80( $ 92,97 $ 19,13¢ $ 308,90
At December 31, 2012:
Total Assets $ 416390 $ 1,086,228 $ 122,44 % 5,372,58:
Goodwill $ 51,63 $ 226,66! $ —  $ 278,29
Additions to utility plant and non-utility plant
included in accounts payable $ 7,08: $ 1,987 $ 6,60z $ 15,67:
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2011

Operating revenues

Intersegment revenues

Total revenues

Cost of energy

Margin

Other operating expenses
Depreciation and amortization
Operating income (loss)

Interest income

Gain on sale of First Choice

Other income (deductions)

Net interest charges

Earnings (loss) before income taxes
Income taxes (benefit)

Earnings (loss) from continuing operations
Valencia non-controlling interest
Subsidiary preferred stock dividends

Segment earnings (loss) from continuing
operations attributable to PNMR

Gross property additions
At December 31, 2011:
Total Assets
Goodwill
Additions to utility plant and non-utility

PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012, 2011 and 2010
First Corporate
PNM TNMP Choice and Other Consolidated
(In thousands)
$ 1,057,28 % 204,04 $ 439,45( $ (165) $ 1,700,61
— 33,818 — (33,819 —
1,057,28! 237,85t 439,45( (33,979 1,700,61!
362,23° 41,16¢ 323,33: (33,817 692,92:
695,05: 196,69: 116,11¢ (16€) 1,007,69
438,82. 88,23 75,96¢ (9,67)) 593,35:
94,78 44,61¢ 1,09¢ 16,54¢ 157,04
161,44: 63,84 39,05¢ (7,04 257,29¢
15,56: 2 64 (119) 15,51¢
— — — 174,92 174,92!
4,30¢ 1,58( (650) (15,660 (10,427
(75,349 (29,28¢) (581 (19,637 (124,849
105,96! 36,13¢ 37,88t 132,47¢ 312,46¢
37,427 13,88: 13,77 56,45¢ 121,53
68,53¢ 22,257 24,11¢ 76,02: 190,93:
(14,049 — — — (14,04°)
(528 — — — (52¢)
$ 53,96: $ 22,257 $ 24,11¢  $ 76,02: % 176,35¢
$ 251,348 % 67,407 $ 2,08¢ $ 6,09C $ 326,93:
$ 4,095,228 $ 1,037,44! $ — % 71,88 $ 5,204,61
$ 51,63: $ 226,66! $ — — 3 278,29
$ 26,81F % 4,73 $ — 2,10« $ 33,65¢

plant included in accounts payable
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First Corporate
2010 PNM TNMP Choice and Other Consolidated
(In thousands)
Operating revenues $ 1,017,120 $ 173,50: $ 483,20: $ (31) $ 1,673,51
Intersegment revenues — 39,08¢ — (39,089 —
Total revenues 1,017,112 212,58t 483,20: (39,400 1,673,51
Cost of energy 352,27( 37,06¢ 350,47t (39,087 700,72
Margin 664,85¢ 175,52: 132,72 (319 972,791
Other operating expenses 424,45! 77,381 92,07" (12,285 581,63:
Depreciation and amortization 92,28: 41,72¢ 864 16,83 151,70«
Operating income (loss) 148,12: 56,41: 39,78t (4,867 239,45:
Interest income 18,85¢ 1 18 23 18,89¢
Equity in net earnings (loss) of Optim Energy — — — (203,399 (203,399
Other income (deductions) 12,71: 771 (411) (6,027%) 7,04t
Net interest charges (72,400 (31,157 (1,269 (20,549 (125,37
Earnings (loss) before income taxes 107,28t 26,02¢ 38,12¢ (234,819 (63,379
Income taxes (benefit) 36,427 10,04« 14,06 (92,790 (32,255
Earnings (loss) from continuing operations 70,86 15,98: 24,06 (142,029 (31,129
Valencia non-controlling interest (13,569 — — — (13,567
Subsidiary preferred stock dividends (52¢) — — — (528¢)
Segment earnings (loss) from continuing
operations attributable to PNMR $ 56,77 $ 15,98: $ 24,06. $ (142,020 $ (45,21Y
Gross property additions $ 226,76t $ 41,018 $ 3,046 % 10,65¢ $ 281,48t
At December 31, 2010:
Total Assets $ 387557 $ 101095 $ 218,41. $ 120,14: $  5,225,08
Goodwill $ 51,63: $ 226,66! $ 43,010 % — % 321,31(

Major Customers

No individual customer accounted for more than 16R4he operating revenues of PNMR or PNM. The asguof First Choice
including the former First Choice operations, aetted for 19%of TNMP's revenues in 2012. Two other unaffiliamgstomers of TNM
accounted for operating revenues of 17% in 2012% in 2011 , and 19% in 2010 and 10% in 2012 , 12%011 , and 13% in 2010Firs!
Choice accounted for operating revenues of 1799l 2nd 18% in 2010 .

(3) Sale of First Choict

On September 23, 2011, PNMR entered into an agmeteimethe sale of First Choice to Direct LP, Ifiar $270.0 million, subject t
adjustment to reflect the actual amounts of cert@imponents of working capital at closing. Closoarurred on November 1, 2011, v
PNMR receiving $329.3 million which included an estimate of the components ofkimg capital. For accounting purposes, the sade
effective as of the close of business on OctobeB811. Such amount was subject to adjustment baséue actual amounts of the compon
of working capital at October 31, 2011. PNMR redagd a pre-tax gain of $174.9 millian the sale in 2011. The parties could not agrt
the working capital amount and, in accordance Withagreement for the sale, this matter was subdnitt an independent party for a deci
binding on the parties. A decision was receiveduigust 2012. The decision resulted in PNMR beingrawd $6.4 million of th&8.2 millior
in dispute. PNMR recorded an additional pre-taxngzi$ 1.0 millionin 2012. PNMR used the net proceeds from the dalérst Choice t
repurchase certain of PNMR's outstanding debt aqdtye securities (Note 6) and for other corporateppses, including repayment
borrowings under the PNMR Revolving Credit FaciliBNMR Services Company continued to provide cersairvices at cost to First Chc
for a transitional period through August 1, 2012cBuse PNMR will continue to have direct cash floggilting from transmission
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and distribution services provided by TNMP to Fidtoice, First Choice is not reflected as discardgthoperations. After October 31, 2(
TNMP's revenues from First Choice are not intercanypand are not eliminated in consolidation by PNMR

(4) Regulatory Assets and Liabilitie:!

The operations of PNM and TNMP are regulated byNIMPRC, PUCT, and FERC and the provisions of GAAP rateregulate
enterprises are applied to its regulated operati@egulatory assets represent probable future ezgamf previously incurred costs that will
collected from customers through the ratemaking¢se. Regulatory liabilities represent probablarkiteductions in revenues associated
amounts that are to be credited to customers throlig ratemaking process. Regulatory assets ahilities reflected in the Consolidai
Balance Sheets are presented below.

PNM
December 31,
2012 2011
Assets: (In thousands)
Current:
Fuel and purchased power adjustment clause $ 36,26¢ $ 41,25¢
Other 224 3,22¢
36,49( 44,48(
Non-Current:
Coal mine reclamation costs 46,06 51,98t
Deferred income taxes 54,78 51,43¢
Loss on reacquired debt 29,70: 31,27¢
Pension and OPEB 254,35: 208,03:
Fuel and purchased power adjustment clause 18,61¢ —
Renewable energy costs 18,76¢ 9,55(
Other 9,67( 107
431,95t 352,38
Total regulatory assets $ 468,44t $ 396,86
Liabilities:
Current:
Other $ (15,179 $ (225)
Non-Current:
Cost of removall $ (257,399 $ (250,779
Deferred income taxes (49,727 (45,327
Asset retirement obligations (39,28() (39,979
Renewable energy tax benefits (26,989 (27,959
Other (6,459 (9,66%)
(379,84)) (373,70
Total regulatory liabilities $ (395,01) $ (373,82
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TNMP
December 31,
2012 2011
Assets: (In thousands)
Current:
Other $ 2,63C $ 512
Non-Current:
Stranded costs 71,24( 81,25¢
Deferred income taxes 11,17¢ 11,49
Pension and OPEB 28,301 18,81¢
Loss on reacquired debt 1,711 2,852
Hurricane recovery costs 4,572 9,21(
Other 6,612 6,141
123,62: 129,76¢
Total regulatory assets $ 126,25. $ 130,28:
Liabilities:
Non-Current:
Cost of removall $ (31,11 $ (32,78¢)
Deferred income taxes (5,209 (5,847
Other (7,307 (5,76¢€)
Total regulatory liabilities $ (43,619 $ (44,39

The Companys regulatory assets and regulatory liabilities mffected in rates charged to customers or have beeressed in
regulatory proceeding. The Company does not reaaivygay a rate of return on the following regulstassets and regulatory liabilities (i
their remaining amortization periods): coal minelaenation costs (through 2020); deferred incomegsdwver the remaining life of the taxe
item, up to the remaining life of utility plant)gepsion and OPEB costs (through 2033); FPPAC dé$egraater than $22.2 milliofbased o
future FPPAC activity and regulatory proceedings)j asset retirement obligations (to be determimedfuture regulatory proceeding).

The Company is permitted, under rate regulatiomctrue and record a regulatory liability for tlstimated cost of removal and salv
associated with certain of its assets through aégien expense. Under GAAP, actuarial losses aiat pervice costs for pension plans
required to be recorded in AOCI; however, to theerkauthorized for recovery through the regulatomycess these amounts are record:
regulatory assets or liabilities. Based on prigutatory approvals, the amortization of these an®will be included in the Company'’s rates.

Based on a current evaluation of the various factord conditions that are expected to impact futmst recovery, the Compe
believes that future recovery of its regulatoryeéssre probable.

(5) Stockholders’ Equity
Common Stock and Equity Contributions

PNMR, PNM and TNMP did not issue any common stooking) the three year period ended December 31, 2(H& Note 6 f(
additional information related to PNMR’s commoncitoPNMR made a cash equity contribution to PNNs48.0 million in 2011.
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Dividends on Common Stock

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

PNM declared and paid cash dividends to PNMR of.43dillion , $8.2 million , and $28.0 million in 2@ , 2011, and 2010. |
addition, PNM declared a dividend of $39.1 millionDecember 2010 that was paid in January 2011. PNidid cash dividends to PNMR
$26.0 million , $13.7 million , and $13.1 million P012 , 2011 , and 2010 .

The NMPRC has placed certain restrictions on thiktyabf PNM to pay dividends to PNMR, includingehrestriction that PNM canr
pay dividends that cause its debt rating to falbleinvestment grade. The NMPRC provisions allowMPltb pay dividends from equi
contributions previously made by PNMR and currearhangs, determined on a rolling four quarter hasithout prior NMPRC approval. T
Federal Power Act also imposes certain restrictamslividends by public utilities. Each of the PNNRevolving Credit Facility, PNMR Ter
Loan Agreement, PNM Revolving Credit Facility, TNNR&volving Credit Facility, and TNMP 2011 Term LoAgreement contain a coven
requiring the maintenance of debt-to-capital ratibless than or equal to 65%which could limit amounts of dividends that coble paid. Fc
PNMR and PNM these ratios reflect the present vafupayments under the PVNGS and EIP leases as BBl also has other financ
covenants that limit the transfer of assets, thinodiyidends or other means, including a requirententbtain approval of certain financ
counterparties to transfer more than five percér®NM’s assets. As of December 31, 2Q12one of the numerical tests would restrict
payment of dividends from the retained earningB MR, PNM, or TNMP, except that PNM would not béeato distribute amounts in exc
of approximately $208 millionwithout approval of regulators or financial coupemties. Furthermore, TNMP would not be able tdrithigte
amounts in excess of approximately $181 milliorhattt approval of regulators or financial countetigat

In addition, the ability of PNMR to declare dividénis dependent upon the extent to which cash fiillssupport dividends, tt
availability of retained earnings, financial circst@nces and performance, current and future regyldecisions, Congressional and legisle
acts, and economic conditions in the United Staemditions imposed by the NMPRC or PUCT, futurevgh plans and related cap
requirements, and business considerations mayaéflsct PNMR'’s ability to pay dividends.

Preferred Stock

PNMR had 477,808hares of Series A convertible preferred stocktanoting through September 23, 2011 when it entaredar
agreement to purchase all of the outstanding sHewas Cascade. See Note 6. The Series A convenpitdéerred stock was convertible i
PNMR common stock in a ratio of Hhares of common stock for each share of prefest@ek and received dividends equivalent to divicg
paid on PNMR common stock as if the preferred stomt been converted into common stock. The Seriesriertible preferred stock w
entitled to vote on all matters voted upon by comratockholders, except for the election of the Bpand would have received distributi
substantially equivalent to common stock in thenéwé liquidation of PNMR. The terms of the Serfegonvertible preferred stock resultec
it being substantially equivalent to common stotkerefore, for earnings per share purposes, thebaumwf common shares into which
Series A convertible preferred stock was convestibhs included in the weighted average number wiheon shares outstanding for periods
Series A convertible preferred stock was outstapd8imilarly, dividends on the Series A convertipleferred stock were considered tc
common dividends in the accompanying Consolidatedri€ial Statements.

PNM'’s cumulative preferred shares outstanding l@adends at 4.58%per annum. PNM preferred stock does not have adatan
redemption requirement but may be redeemed, at BNidfion, at 102%f the stated value plus accrued dividends. Theérelof the PNI
preferred stock are entitled to payment beforehtiiders of common stock in the event of any ligtiadaor dissolution or distribution of ass
of PNM. In addition, PNM’s preferred stock is natiled to a sinking fund and cannot be converted any other class of stock of PNM.

TNMP has no preferred stock outstanding. The nurabauthorized shares of TNMP cumulative prefestxtk is 1 million shares.
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(6) Financing
Financing Activities

PNMR

On September 23, 2011, PNMR entered into an agmetetongourchase all of its outstanding Series A entible preferred stock fra
Cascade. Cascade owned all of the 477,800 outsgustiiares of the preferred stock, which were cdifberinto 4,778,00Ghares of PNM
common stock. Upon signing, the agreement obligRfeMR to purchase the preferred stock at ad286éount from the arithmetic mean of
daily volume weighted average price per share dfIR$ common stock on each trading day in the pébeginning September 19, 2011
ending on September 30, 2011 times the number afeshof PNMR common stock into which the preferséack was convertible. T
purchase of the preferred stock closed on Octoh@0%1 with PNMR paying Cascade an aggregate psecpace of $73.5 million The
difference between the purchase price and the 8X@lion carrying value of the preferred stock is reflecasdan addition to common stocl
the Consolidated Financial Statements. PNMR utllizdorrowing under its revolving credit facility tund the purchase of the preferred st
Such borrowing was repaid on November 1, 2011 wiglortion of the proceeds from the sale of FirstiGé See Note 3.

On October 24, 2011, PNMR commenced a cash tenffier o purchase up to $50.0 millioaggregate principal amount of
outstanding 9.25% Senior Unsecured Notes, Serietié,2015. PNMR offered to pay a premium of up861 depending on when the nc
were tendered. The tender offer expired on Novender2011 and was oversubscribed. On November @21,2PNMR purchasei50.(
million of the notes for $58.5 million , plus acexdiand unpaid interest. PNMR recognized a loss9d? #illion on the purchase, includi
transaction costs and writéf of the proportionate amount of the deferredtsad the original issuance of the notes, whici@uded in othe
deductions on the Consolidated Statements of Egsniinoss). PNMR used a portion of the proceeds fiteensale of First Choice to fund
purchase.

On November 4, 2011, PNMR entered into an agreeneeptirchase up to 7,019,550ares of common stock from Cascade. |
signing, the agreement obligated PNMR to purchesecommon stock at a 2#scount from the arithmetic mean of the volumeghéac
average price on each trading day in the periodhbéty October 27, 2011 and ending November 9, 20hg& purchase of the common st
closed on November 10, 2011 with PNMR purchasih@,atL9,550shares of common stock owned by Cascade for aregaigr purchase pri
of $125.7 million. The shares of common stock repurchased have teeaathorized but unissued shares, as determindigebBoard. PNM|
used a portion of the proceeds from the sale st Elhoice to fund the purchase.

On December 14, 2012, PNMR entered into a $100lomiTerm Loan Agreement (the “PNMR Term Loan Agmeent”) amon
PNMR, the lenders identified therein, and JPMorGaase Bank, N.A., as Administrative Agent. Fundifighe PNMR Term Loan Agreemt
occurred on December 27, 2012. PNMR borrowed $10@l®n under the agreement and used the fundepgay $100.0 milliorin borrowing:
made under the PNMR Revolving Credit Facility. PNM&ys interest on its borrowing under the agreerardtmust repay all amounts or
before December 27, 2013. The PNMR Term Loan Agegg includes customary covenants, including regoénts to not exceed a maxinr
consolidated debt-toensolidated capitalization ratio, and customargnes of default. The PNMR Term Loan Agreement hasoas defau
provision and a change of control provision.

PNMR offers shares of PNMR common stock throughRR&R Direct Plan. PNMR utilizes shares of its coomstock purchased
the open market, by an independent agent, ratheriisuing additional shares to satisfy subscrgtionder the PNMR Direct Plan. The sh
of PNMR common stock utilized in the PNMR DirecaPlare offered under a SEC shelf registration istaitd that expires in August 2015.

For offerings of equity and debt securities regetewith the SEC, PNMR has a shelf registratiotest@nt expiring in March 201

This shelf registration statement has unlimitedlatdity and can be amended to include additis®tdurities, subject to certain restrictions
limitations.
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PNM

On June 9, 2010, the City of Farmington, New Mexaem the Maricopa County, Arizona Pollution Cont@adrporation solds403.¢
million of new PCRBs to refund $403.8 milliari callable PCRBs previously issued by the Cityrafmington, New Mexico and the Maricc
County, Arizona Pollution Control Corporation. Tpceeds from the prior bonds were used to finangertion of the cost of certain pollut
control systems, facilities, and related improvetaert SIGS and PVNGS. The new PCRBs are collatedably PNM senior unsecured na
similar to PNM's other PCRBs.

On October 6, 2011, PNM priced a public offeringsd60.0 million aggregate principal amount of it83% Senior Unsecured Noti
due 2021. The bonds were offered at 99.8@#%ace amount and the offering closed on Octol#&r2011. Proceeds from the offering w
used to repay outstanding short-term debt.

In April 2012, PNM filed an application with the NRRC requesting approval to participate in the refiog of $20.0 millionof PCRBs
which was approved in May 2012. PNM also receiveddARC authority to exercise the two ongear extension options under the P
Revolving Credit Facility. In September 2012, PNittipated in the issuance of $20.0 milliohnew PCRBs by the City of Farmington, N
Mexico, which bear interest at 2.54846d mature September 1, 2042 with a mandatory tesdune 1, 2017. The new PCRBs refunc
$20.0 million series of PCRBs, which bore intesh.15% and matured in 2037, that were redeemparatnd retired.

PNM has a shelf registration statement for theaissa of up to $440.0 million of senior unsecuretéadhat will expire in May 2014.
TNMP

In March 2009, TNMP issued $265.5 million aggregaiecipal amount of 9.50%irst Mortgage Bonds, due 2019, Series 2009A
“Series 2009A Bonds”). TNMP may redeem some ooflhe bonds at any time at a redemption price itbfécts a makerhole provisior
plus accrued interest. The Series 2009A Bonds amedother first mortgage bonds described below awired by a first mortgage
substantially all of TNMP's property.

Also, in March 2009, TNMP borrowed $50.0 millionder a loan agreement (the “TNMP 2009 Term Loan Agrent”). Borrowings
under the TNMP 2009 Term Loan Agreement were selchye$50.0 millionaggregate principal amount of TNMP first mortgageds (th
“Series 2009B Bonds”)Through hedging arrangements, TNMP establishedl firterest rates for the TNMP 2009 Term Loan Agreeno
6.05% for the first three years and 6.3@reafter. In January 2010, the hedging relatignafas modified to reduce the fixed interest ra
4.80% through March 25, 2012 and to 5.08%éreafter. The hedging obligations were also sstby the Series 2009B Bonds. The hedge
accounted for as a cash-flow hedge.

On September 30, 2011, TNMP entered into and badd$b0.0 millionunder a Term Loan Credit Agreement (the "TNMP 20&irr
Loan Agreement") with JPMorgan Chase Bank, N.A. ThNiMP 2011 Term Loan Agreement replaces the TNM@3ZDerm Loan Agreemel
Borrowings under the TNMP 2011 Term Loan Agreenmenst be repaid by June 30, 2014 and are secur88®m millionaggregate princip
amount of first mortgage bonds of TNMP (the "Serg3 1A Bonds"). TNMP entered into hedging agreesemhereby it effective
established fixed interest rates for such borrowohd.475% through March 30, 2014 and 1.988%reafter, which is an effective rate
3.566%over the life of the debt considering the amouriis po exit the prior arrangements and enter ihortew arrangements. The hed;
obligations entered into in connection with the TRKMO011 Term Loan Agreement are also secured b$é¢hes 2011A Bonds. This hedg
accounted for as a cash-flow hedge and had a #hievioss of $0.3 million and $0.1 milliat December 31, 2012 and 2011, using Le
inputs under GAAP determined using forward LIBORves under the midaarket convention to discount cash flows over #maaining terr
of the swap agreements.

Borrowing Arrangements Between PNMR and its Subsidiries

PNMR has onerear intercompany loan agreements with its subsédialndividual subsidiary loan agreements vanatnount up t
$100.0 million and have either reciprocal or meniprocal terms. Interest charged to the subsefias equivalent to interest paid by PNMF
its revolving borrowings. As of December 31, 2011 2011 , TNMP had outstanding borrowings of $28i8ion and $0.7 millionfrom
PNMR. At February 22, 2013 , TNMP had borrowing$d0.4 million from PNMR.
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Short-term Debt

The TNMP Revolving Credit Facility is a $75.0 noli revolving credit facility secured by $75.0 nuhliaggregate principal amount
TNMP first mortgage bonds (the “Series 2009C Bohdsi’ December 2010, the TNMP Revolving Credit Fagilitas amended and resta
which extended its expiration to December 16, 2015.

On October 31, 2011, PNMR entered into the PNMRdRewg Credit Facility, which has a financing cajg®f $300.0 million, anc
PNM entered into the PNM Revolving Credit Facilityhich has a financing capacity of $400.0 millioThese facilities replaced exist
facilities and provide for two oneyear extension options, subject to approval by goritya of the lenders and, with respect to the F
Revolving Credit Facility, regulatory approval. @ctober 2012, the first of the ongear extension options for the PNMR Revolving Ci
Facility and the PNM Revolving Credit Facility weesercised extending the expiration of both fdetflitto October 31, 2017. The terms
conditions of the new facilities are substantiaiynilar to the prior facilities. Each of these ifdies contains one financial covenant 1
requires the maintenance of debt-to-capital radkess than or equal to 65%These ratios reflect the present value of paysander th
PVNGS and EIP leases as debt.

As discussed above, PNMR borrowed $100.0 milioler the PNMR Term Loan Agreement in December 26NMR used tt
funds to repay $100.0 million in borrowings madelemnthe PNMR Revolving Credit Facility.

At December 31, 2012 , the weighted average intea¢s was 1.96% for the PNMR Revolving Credit kggil.335%for the PNMF
Term Loan Agreement, and 1.71#%6 the PNM Revolving Credit Facility. The TNMP Raving Credit Facility had no borrowings outstarg
at December 31, 2012 . Short-term debt outstanchingists of:

December 31,

Short-term Debt 2012 2011
(In thousands)

PNM Revolving Credit Facility $ 21,100 % 66,00(

TNMP Revolving Credit Facility — —
PNMR

Revolving Credit Facility 37,60( 16,70(

PNMR Term Loan Agreement 100,00 N/A

Local line of credit * —

$ 158,70 % 82,70(

* This line of credit was allowed to expire in Ausjl2012.

In addition to the above borrowings, PNMR, PNM, amMP had letters of credit outstanding of $11.8iom , $3.5 million , andb0.2
million at December 31, 2012 that reduce the albdlaapacity under their respective revolving dréatilities.

At February 22, 2013 , PNMR, PNM, and TNMP had $264illion , $288.8 million , and $49.7 millioaf availability under the
respective revolving credit facilities and locatds of credit, including reductions of availabililye to outstanding letters of credit. T
availability at February 22, 2013 , on a consokdabasis, was $603.0 million for PNMR. At Februa®y 2013, PNMR had invested cash
$2.8 million . PNM and TNMP had no invested caskeltruary 22, 2013.
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Long-Term Debt
Information concerning long-term debt outstandimgs follows:

December 31,

Long-term Debt 2012 2011

(In thousands)

PNM Debt
Senior Unsecured Notes, Pollution Control Revenoeds:
4.875% due 2033 $ 146,00( $ 146,00(
5.15% due 2037 — 20,00(
6.25% due 2038 36,00( 36,00(
4.75% due 2040, mandatory tender at June 1, 2017 37,00( 37,00(
5.20% due 2040, mandatory tender at June 1, 2020 40,04 40,04
5.90% due 2040 255,00( 255,00(
6.25% due 2040 11,50( 11,50(
2.54% due 2042, mandatory tender at June 1, 2017 20,00( —
4.00% due 2043, mandatory tender at June 1, 2015 39,30( 39,30(
5.20% due 2043, mandatory tender at June 1, 2020 21,00( 21,00(
Senior Unsecured Notes:
7.95% due 2018 350,00( 350,00(
7.50% due 2018 100,02! 100,02!
5.35% due 2021 160,00( 160,00(
Other, including unamortized discounts (297) (330
1,215,57 1,215,54
Less current maturities — —
1,215,57 1,215,54
TNMP Debt
First Mortgage Bonds:
2011 Term Loan Agreement, due 2014 50,00( 50,00(
9.50% due 2019, Series 2009A 265,50( 265,50(
Other, including unamortized discounts (3,91)) (4,537
311,58¢ 310,96:
Less current maturities — —
311,58¢ 310,96:
PNMR Debt
Senior unsecured notes, 9.25% due 2015 142,59; 142,59;
Other 2,53( 4,91¢
145,12: 147,51(
Less current maturities 2,53( 2,38
142,59: 145,12:
Total Consolidated PNMR Debt 1,672,29 1,674,01
Less current maturities 2,53( 2,381

$ 1,669,76! $ 1,671,621
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Reflecting mandatory tender dates, long-term deditines as follows:

PNMR
PNMR PNM TNMP Consolidated
(In thousands)
2013 $ 2530 $ — 3 — 3 2,53(
2014 — — 50,00( 50,00(
2015 142,59: 39,30( — 181,89:
2016 — — — —
2017 — 57,00( — 57,00(
Thereafter — 1,119,571 265,50( 1,385,07!
Total $ 145,12. $ 1,215,871 $ 315,500 $ 1,676,49:

(7) Lease Commitment

The Company leases office buildings, vehicles, athér equipment under operating leases. In addiBdiM leases interests in Units
and 2of PVNGS and an interest in the EIP transmissioe. |Additional information concerning the EIP le&sdiscussed under the subhea
TGP Complaint in Note 16. Many of PNM’s electriatismission and distribution facilities are locabedlands that require the grant of rights
of-way from governmental entities, Native Ameridaibes, or private parties. PNM has recently conguleseveral renewals of rights-afy,
the largest of which is a renewal with the Navagtith, and has no significant rightsawhy that will expire before 2020. PNM is obligati®
pay the Navajo Nation annual payments of $6.0 amillisubject to adjustment each year based on theu@wrsPrice Index, through 2029. -
Navajo Nation right-of-way agreement is accounted for as an operédige.

PNM has a PPA for the entire output of Delta, a-fiyasl generating plant in Albuquerque, New Mexiedich is classified as i
operating lease with imputed annual lease paymen$6.0 million. See Note 9 for additional information about thelt® operating leas
including the potential purchase of Delta.

Operating lease expense was:

PNMR PNM TNMP
(In thousands)
2012 $ 84,79 $ 78,48: $ 2,871
2011 $ 86,32 $ 78,42: $ 3,60¢
2010 $ 79,49. $ 71,20¢ $ 3,73i

The above amounts reflect the total amount of expdor the lease payments PNM makes under the PVAIASEIP leases. .
discussed under Investments in Note 1, the PVNGS8t&a rust, which is consolidated by PNM, acquitbd lessor notes that were issue
the PVNGS lessors and PNM acquired the remainiagolenote issued by the remaining EIP lessor. ©ftdtal annual payments $59.]
million made by PNM under the PVNGS and EIP lea$65,4 million in 2012 , $55.6 million in 2011 ,ca$56.3 million in 201@vas returne
in cash to PNM in the form of principal and intérpayments on the lessor notes and through its skipeof the PVNGS Unit 2 leased assets.
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Future minimum operating lease payments at DeceBtheP012 shown below have been reduced by RNMase payments -
amounts that will be returned to PNM on the lessates, which amounts vary but are approximately 8Bon in 2013 and reduce therea
to approximately $33 million annually in 2015:

PNMR PNM TNMP
(In thousands)

2013 $ 44,04C $ 40,217 $ 481
2014 52,13¢ 49,07¢ 55
2015 31,38¢ 29,60: —
2016 15,79( 15,79( —
2017 12,51¢ 12,51¢ —
Later years 94,88 94,88: —
250,75 242,08! 53€

Future payments under non-cancelable subleases 238 — —
Net minimum lease payments $ 250,52: $ 242,08¢ $ 53€

The PVNGS leases expire on January 15, 2015 fouttiel leases and January 15, 2016 for the UtéaRes. Under the terms of e
of the leases, PNM has an option to purchase timeteassets at fair market value at the end ofetises, but does not have a fixed
purchase option. In addition, PNM has options toere the leases at fixed rates set forth in eacthefleases for twgears beyond tt
termination of the original lease terms. The optp®riods on certain leases may be further exterfioledp to an additional siyears (th
“Maximum Option Period”)f the appraised remaining useful lives and faluesof the leased assets are greater than paranseteforth in th
leases. The rental payments during the fixed rehepit#on periods would be 50%f the amounts during the original terms of thesé=a Gros
annual lease payments, before considering the impEcamounts returned to PNM through ownershighef lessor notes, aggreg#@3.(
million for the Unit 1 leases and $23.7 millifor the Unit 2 leases. If the leases are extenBdiM will have the option to purchase the le:
assets at fair market value at the end of the detfease terms.

Each lease provides that no later than tlyesa's prior to the expiration of the lease, PNM ingige notice to the lessor if it wishes
“retain” the leased assets (but without specifyirigether it would purchase the leased assets onéxhe lease) or “returrthe leased assets
the lessor. Furthermore, each lease provides ifhRNM gives notice to “retainthe leased assets, PNM must give notice as to wdfithe
purchase or renewal options it will exercise nerddhan twoyears prior to the expiration of the lease. Thetedas PNM makes under eact
the leases is independent of the elections maderuhd other leases.

On January 6, 2012, in accordance with the notrowigpions, PNM notified each of the lessors in thait 1 leases that PNM w
“retain” the assets leased under that lease upon the éxpicdtthe basic lease term on January 15, 2015Jdbmiary 9, 2013, in accorda
with the notice provisions, PNM notified each o tlessors of the Unit 1 leases that it will extelagh Unit 1 Lease for the Maximum Opt
Period. Each of the Unit 1 Leases is subject tdhgimum Option Period lease extension provisidre above table of future lease paym
as of December 31, 2012 does not include any paggfienthe renewal period since the renewal occuime2013. Furthermore, the term of
Maximum Option Period for the Unit 1 leases haslmxn determined although the renewal period wilbbtween two and eighiears. Th
annual payments during the renewal period wouldeggge $16.5 million for the PYNGS Unit 1 leases.

On January 9, 2013, in accordance with the notrowigpions, PNM notified each of the lessors in thait 2 leases that PNM w
“retain” the assets leased under that lease upon the éopicdtthe basic lease term on January 15, 20164 RNl be required to specify t
notice to each of the lessors by January 15, 20fkdther on January 15, 2016 it will extend the 2nii¢ases, or purchase the leased asset:
of the Unit 2 leases contains the Maximum Optiorideelease extension provision and the other theaot have that provision.
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Covenants in PNM’s PVNGS Units 1 and 2 lease agesésnlimit PNM’s ability, without consent of the owner participaint the leas
transactions, (i) to enter into any merger or ctidation, or (ii) except in connection with normdividend policy, to convey, transfer, leas
dividend more than 5%f its assets in any single transaction or serieslated transactions. PNM is exposed to losseeuthe PVNGS lea
arrangements upon the occurrence of certain eveat?NM does not consider to be reasonably likelgccur. Under certain circumstan
(for example, the NRC issuing specified violatioders with respect to PVNGS or the occurrence etiigd nuclear events), PNM would
required to make specified payments to the equtyigipants, and take title to the leased interegkdch, if appropriate, may be required tc
written down in value. If such an event had ocadiiae of December 31, 201PNM could have been required to pay the equitiigipants uj
to approximately $167.6 millionIn such event, PNM would record the acquired tasaethe lower of their fair value or the aggregat the
amount paid and PNM' carrying value of its investment in PVNGS lesgotes. Exercise of renewal options under the lee=gsires th:
amounts payable to equity participants under ttmunistances described above would increase t@thmérket value as of the renewal date.

PNMR leases a building that is used as part ofdgtporate headquarters, as well as housing cestgiport functions for the utili
operations of PNM and TNMP. The lease expires omeNter 30, 2015 and provides for annual rents @ #illion , which are included
the tables above. PNMR is also obligated to pagdaisurance, and utilities applicable to theding. In November 2011, PNMR notified
lessor of its intent to vacate the building by émel of 2012 and made a settlement offer to termitieg lease. A termination agreement wa:
reached with the lessor. As of December 31, 20NMR completed the abandonment of this buildingwad as the partial abandonmen
another leased building. In accordance with GAARMR recorded an abandonment expense of $7.4 milidbecember 31, 2012. PNM v
allocated $6.2 million and TNMP was allocated $thiflion of the abandonment expense for the period endirgei@ber 31, 2012, which
reflected as administrative and general expense.

(8) Fair Value of Derivative and Other Financial Instruments

Energy Related Derivative Contracts
Overview

The primary objective for the use of derivativetioments, including energy contracts, options, andres, is to manage price r
associated with forecasted purchases of energyfieidused to generate electricity, as well as mamgagnticipated generation capacity
excess of forecasted demand from existing custanfdrs Companys energy related derivative contracts manage coritynadk. PNM s
required to meet the demand and energy needs wdtas and firmrequirements wholesale customers. PNM is exposedatdet risk for it
share of PYNGS Unit 3 and the needs of its firmdiegments wholesale customers not covered und@PRAE. PNMS operations are manay
primarily through a net asset-backed strategy, alnePNM’'s aggregate net open forward contract positiomveied by its forecasted exc
generation capabilities or market purchases. PNidcbe exposed to market risk if its generationatdfiies were to be disrupted or if its Ic
requirements were to be greater than anticipatedll lor a portion of load requirements were reqdito be covered as a result of ¢
unexpected situations, commitments would have tméethrough market purchases.

On November 1, 2011, PNMR completed the sale aft &hoice. See Note 3. Accordingly, PNMR informatieflects activity for Fir:
Choice through October 31, 2011. The differencavbeh the PNMR and PNM amounts represents Firstoghoi

Commodity Risk

Marketing and procurement of energy often involvarket risks associated with managing energy comtiesdand establishing of
positions in the energy markets, primarily on arske&rm basis. PNM routinely enters into various datiie instruments such as forw
contracts, option agreements, and price basis sgegements to economically hedge price and voluskeon power commitments and f
requirements and to minimize the effect of markettfiations in wholesale portfolios. PNM monitdng tmarket risk of its commodity contre
using VaR calculations to maintain total exposuithiw management-prescribed limits in accordandd approved risk and credit policies.

First Choice was responsible for energy supplyteeldo the sale of electricity to retail customier§exas. TECA contains no provisic
for the specific recovery of fuel and purchased @owosts. The rates charged to First Choice customere negotiated with each custor
First Choice purchased power at wholesale and golder at retail to customers in the competitive ERCretail markets. First Choice’
strategy was to minimize its exposure to fluctuagion market energy prices by matching
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sales contracts with supply instruments designepréserve targeted margins. However, First Choa & residual exposure to whole:
power price risk for the mismatch between the fastand actual load.

Accounting for Derivatives

Under derivative accounting and related rules fargy contracts, the Company accounts for its variderivative instruments for 1
purchase and sale of energy based on the Congpantght. Energy contracts that meet the definitbma derivative under GAAP and do
qualify, or are not designated, for the normal sa&ed purchases exception are recorded on theckatheet at fair value at each period
The changes in fair value are recognized in eamimdess specific hedge accounting criteria areandtelected. Normal sales and purch
are not marked to market and are reflected in testfiloperations when the underlying transactiatties

For derivative transactions meeting the definitidra cash flow hedge, the Company documents tlatioakhips between the hedg
instruments and the items being hedged. This dogtatien includes the strategy that supports exeguthe specific transaction and
methods utilized to assess the effectiveness ohddges. Changes in the fair value of contractéifgung for cash flow hedge accounting
included in AOCI to the extent effective. The Compassesses the effectiveness of hedge relatianahipast quarterly using statistical ¢
Ineffectiveness gains and losses were immateriabfioperiods presented. Gains or losses relatechsh flow hedge instruments, incluc
those de-designated, are reclassified from AOCInithe hedged transaction settles and impacts emniss of December 31, 20hhd 2011
the Company was not hedging its exposure to thiahitity in future cash flows from commodity dertixges through designated cash flc
hedges.

The contracts recorded at fair value that do naflifyuor are not designated for cash flow hedgeoanting are classified as econo
hedges. Economic hedges are defined as derivaistriments, including lonterm power agreements, used to economically hedgergtiol
assets, purchased power and fuel costs, and custoaterequirements. Changes in the fair valuecohemic hedges are reflected in resul
operations and are classified between operatingnues and cost of energy according to the intethehedge. The Company has no tra
transactions.

Fair value is defined under GAAP as the price thatld be received for an asset or paid to tranaf@ability (an exit price) in tr
principal or most advantageous market for the amskability in an orderly transaction between ketrparticipants on the measurement «
Fair value is based on current market quotes atabimand is supplemented by modeling techniquesassumptions made by the Compat
the extent quoted market prices or volatilities aoé available. External pricing input availabilinaries based on commodity location, ms
liquidity, and term of the agreement. Valuationglefivative assets and liabilities take into aceéaconperformance risk including the effec
counterparties' and the Compasgredit risk. The Company regularly assesses #idity and availability of pricing data for its deative
transactions. Although the Company uses its belgiment in estimating the fair value of these insteats, there are inherent limitations in
estimation technique.

Commodity Derivatives
Commaodity derivative instruments, recorded at ¥alue are summarized as follows:

Economic Hedges
December 31,
2012 2011
(In thousands)

PNM and PNMR

Current assets $ 3,788 § 3,718
Deferred charges 352 —
4,131 3,718

Current liabilities (1,000 (1,637)
Long-term liabilities (1,939 (2,439
(2,939 (4,069

Net $ 1,20¢ % (35€)
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Certain of PNM's commodity derivative instrumemstiie above table are subject to master nettingeagents whereby assets
liabilities could be offset in the settlement pregeThe Company does not offset fair value, caflhteral, and accrued payable or receiv
amounts recognized for derivative instruments umdaster netting arrangements and the above tatdetsethe gross amounts of assets
liabilities. The amounts that could be offset unaaster netting agreements was immaterial at Deeeth 2012 and 2011 .

At December 31, 2012 and 201PNMR and PNM had no amounts recognized for thallgght to reclaim cash collateral. In addit
at December 31, 2012 and 2011 , amounts postedsisaollateral under margin arrangements were lllln and $1.8 millionfor bott
PNMR and PNM. PNMR and PNM had no obligations tmne cash collateral at December 31, 2012 and 2@4sh collateral amounts
included in other current assets on the ConsolilBtdance Sheets.

PNM has a NMPRC approved hedging plan to manadeafitpurchased power costs related to customeered by its FPPAC. Tl
table above includes less than $0.1 million of entrassets and current liabilities at Decembe812, and $0.5 millioof current assets a
current liabilities at December 31, 2011 relatedhis plan. The offsets to these amounts are recbas regulatory assets and liabilities or
Consolidated Balance Sheets.

The following table presents the effect of markstarket commodity derivative instruments on earniaigd OCI, excluding income t
effects. For cash flow hedges, includingdisignated hedges, the earnings impact reflectsettiassification from AOCI when the hed
transactions settle.

Economic Qualified Cash
Hedges Flow Hedges
Year Ended Year Ended
December 31, December 31,
2012 2011 2012 2011
(In thousands)
PNMR
Electric operating revenues $ 6,16¢ $ 5682 $ — 8 —
Cost of energy (460) (2,207) — (422)
Total gain (loss) $ 570¢ % 3,481 % — (422
Recognized in OCI $ — % 427
PNM
Electric operating revenues $ 6,16¢ $ 5682 $ — $ —
Cost of energy (460) (1,059 — —
Total gain (loss) $ 570¢ $ 4,62¢ % — $ =
Recognized in OCI $ — % —

Commodity contract volume positions are presemedMBTU for gas related contracts and in MWh fompo related contracts. T
table below presents PNMR’s and PNM’s net buy Ys@llume positions:

Economic Hedges

MMBTU MWh
December 31, 2012
PNMR and PNM 1,127,50 (2,477,52)
December 31, 2011
PNMR and PNM 1,499,00! (366,449

In connection with managing its commodity riskse tBompany enters into master agreements with pedainterparties. If tt
Company is in a net liability position under an esgnent, some agreements provide that the countiespaan request collateral from
Company if the Compang’credit rating is downgraded; other agreementgigeathat the counterparty may request collatergrovide it witt
“adequate assurance” that the Company will perfa@mna; others have no provision for collateral.
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The table below presents information about the Guomgjs contingent requirements to provide collateralarncbmmodity contrac
having an objectively determinable collateral psioth that are in net liability positions and are fudly collateralized with cash. Contract
liability represents commodity derivative contracézorded at fair value on the balance sheet, mdied on an individual contract be
without offsetting amounts for individual contrad¢kst are in an asset position and could be offseer master netting agreements witr
same counterparty. The table only reflects caslatessl that has been posted under the existingads and does not reflect letters of ci
under the Compang’revolving credit facilities that have been issasdcollateral. Net exposure is the net contradtalaility for all contracts
including those designated as normal purchasessaled, offset by existing cash collateral and by afffisets available under master net
agreements, including both asset and liability fmss.

Contingent Feature — Contractual Existing Cash
Credit Rating Downgrade Liability Collateral Net Exposure

(In thousands)

December 31, 2012

PNMR and PNM $ 293 % — % 2,771
December 31, 2011
PNMR and PNM $ 4036 % — % 4,03¢

Sale of Power from PVNGS Unit 3

In April 2008, PNM entered into three separate @mis for the sale of capacity and energy reladetstentire interest in PVNGS U
3. Under two of the contracts, PNM sold 90 MWfiah capacity and energy. Under the third contr&@M sold 45MW of unit continger
capacity and energy. The term of the contractsMag 1, 2008 through December 31, 2010. Under tteefinn contracts, the two buyers mi
prepayments of $40.6 million and $30.0 millioriThese amounts were recorded as deferred revarlievere amortized over the life of
contracts. The prepayments received under the dontracts, as well as required subsequent montajynpnts on them, are shown ¢
financing activity in the Consolidated StatementQzsh Flows as required by GAAP. The firm contraetse accounted for as cash f
hedges and changes in fair value were includedGCKA The contingent contract was accounted for asranal sale. Since January 1, 2(
PNM has been selling power from its interest in RB38NUnit 3 daily at market prices. PNM has establisfixed rates for all of these s
through the end of 2013 through hedging arrangesrtbiat are accounted for as economic hedges. PMildasartially hedged for 2014.

Non-Derivative Financial Instruments

The carrying amounts reflected on the Consolid8@&dnce Sheets approximate fair value for caskivables, and payables due to
short period of maturity. Available-for-sale seties are carried at fair value. Available-feale securities for PNMR and PNM consist of F
assets held in the NDT for its share of decommissg costs of PVNGS and, beginning in August 2L 2ust for PNM's share of potsrr
reclamation costs related to the coal mines ser8ih@S (Note 16), which investments are includetbiher investments” on the Consolide
Balance Sheet. PNMR and PNM do not have any uzeghlosses on available-feale securities. The fair value and gross unredlggens
investments in available-for-sale securities aesented in the following table.
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December 31, 2012 December 31, 2011
Unrealized Unrealized
Gains Fair Value Gains Fair Value
PNMR and PNM (In thousands)
Equity securities:
Domestic value $ 5,22: $ 30,04 $ 3,54¢ % 25,14:
Domestic growth 15,21 51,65( 16,71« 52,18
International and other 247 14,86¢ 662 12,75¢
Fixed income securities:
Municipals 4,06¢ 43,86: 2,861 41,46:
United States government 1,30t 32,59: 1,35: 25,367
Corporate and other 1,10C 14,86¢ 742 9,171
Cash investments — 4,62¢ — 2,76¢
$ 27,15¢ $ 192,51: $ 25,88, $ 168,85:

The proceeds and gross realized gains and lossi® alisposition of available-farale securities for PNMR and PNM are shown it
following table. Realized gains and losses arerdeted by specific identification of costs of saties sold.

Year Ended December 31,

2012 2011 2010
(In thousands)
Proceeds from sales $ 167,33( $ 145,28t $ 79,85:
Gross realized gains $ 15,907 $ 17,49: $ 5,63t
Gross realized (losses) $ 8,170 $ (6,229 $ (3,709

Held-to-maturity securities are those investments in debusties that the Company has the ability andninte hold until maturity
Held-to-maturity securities consist of the investini@ PVNGS lessor notes and certain items withihepinvestments.

The Company has no available-for-sale or heldsdurity securities for which carrying value exceddir value. There are
impairments considered to be “other than temportrgt are included in AOCI and not recognized imems.

At December 31, 2012 , the available-for-sale agd-o-maturity debt securities had the followitged maturities:

Fair Value
Available-for-
Sale Held-to-Maturity
PNMR and
PNM PNMR PNM
(In thousands)
Within 1 year $ 2,37¢ $ 3,695 $ =
After 1 year through 5 years 29,34 85,52( 84,19¢
After 5 years through 10 years 15,94: — —
After 10 years through 15 years 8,70( — —
After 15 years through 20 years 11,217 — —
After 20 years 23,74: — —
$ 91,32 $ 89,21¢ $ 84,19¢
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Fair Value Disclosures

The Company determines the fair values of its d¢ire and other financial instruments based onhibearchy established in GAA
which requires an entity to maximize the use ofepbable inputs and minimize the use of unobservatpats when measuring fair val
GAAP describes three levels of inputs that may $uto measure fair value. Level 1 inputs are quptiezes (unadjusted) in active markets
identical assets or liabilities that the reporterdity has the ability to access at the measurensst Level 2 inputs are inputs other than qt
prices included within Level 1 that are observdblethe asset or liability, either directly or imelctly. Level 3 inputs are unobservable input:
the asset or liability. Level 3 inputs used in deti@ing fair values for the Company consist of int valuation models.

For NDT investments, Level 2 fair values are preddy the trustee utilizing a pricing service. Tniging provider predominantly us
the market approach using bid side market valuedagpon a hierarchy of information for specific wdties or securities with simil
characteristics. For commodity derivatives, Levdb values are determined based on market obislenmputs, which are validated us
multiple broker quotes, including forward price latility, and interest rate curves to establisheotptions of future prices. Credit valuai
adjustments are made for estimated credit lossesdban the overall exposure to each counterpaotyldrgtierm debt, Level 2 fair values i
provided by an external pricing service. The pdcgervice primarily utilizes quoted prices for damidebt in active markets when determit
fair value. For investments categorized as LevgirBnarily the PVNGS lessor notes and other invesits, fair values were determined
discounted cash flow models that take into consiitem discount rates that are observable for simyfae assets and liabilities. Managemel
the Company independently verifies the informafoovided by pricing services.

The Company records any transfers between fairevaierarchy levels as of the end of each calendarter. There were no transt
between levels during the years ended Decembe&(P, and 2011.

Derivatives and Investments

Items recorded at fair value on the ConsolidateldiBz Sheets are presented below:

GAAP Fair Value Hierarchy

Quoted Prices Significant
in Active Other
Market for Observable
Identical Assets Inputs
Total(1) (Level 1) (Level 2)
December 31, 2012 (In thousands)
PNMR and PNM
Decommissioning and reclamation investments
Cash and equivalents $ 4,62¢ % 4,62¢ $ —
Equity securities:
Domestic value 30,04 30,04« —
Domestic growth 51,65( 51,65( —
International and other 14,86¢ 14,86¢ —
Fixed income securities:
United States government 32,59: 27,73 4,85t
Municipals 43,86 — 43,86
Corporate and other 14,86¢ — 14,86¢
Total $ 192,51 $ 128,92° $ 63,58
Commodity derivative assets $ 4,137 $ — $ 4,137
Commodity derivative liabilities (2,937 — (2,939
Net $ 1,20¢ $ — $ 1,204
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GAAP Fair Value Hierarchy

Quoted Prices Significant
in Active Other
Market for Observable
Identical Assets Inputs
Total @ (Level 1) (Level 2)
December 31, 2011 (In thousands)
PNMR and PNM
NDT investments
Cash and equivalents $ 2,766 $ 2,766 $ —
Equity securities:
Domestic value 25,14 25,14 —
Domestic growth 52,18: 52,18} —
International and other 12,75 12,75« —
Fixed income securities:
United States government 25,36" 21,40¢ 3,95¢
Municipals 41 ,46: — 41,46:
Corporate and other 9,171 — 9,171
Total $ 168,85. $ 114,25¢ $ 54,59:
Commodity derivative assets $ 3,71: % — 3 3,71
Commodity derivative liabilities (4,069 — (4,069
Net $ (356) $ — $ (35€)

@ The Level 1 and 2 columns in the above table azsgmted based on the nature of each instrumentoTdecolumn is presented ba
on the balance sheet classification of the instntmiélhere were no account reclassifications betweeenmodity derivative assets i
commodity derivative liabilities and there werelrevel 3 fair value measurements at December 312 208 2011.

A reconciliation of the changes in Level 3 fairvalmeasurements is as follows:

PNMR
Year Ended
December 31,
2012 2011
(In thousands)
Balance at beginning of period $ — 3 (822
Total gains (losses) included in earnings — 1,02(
Purchases — 3,16:
Settlements — (1,579
Sale of First Choice — (1,789
Balance at end of period $ — % —
Total gains (losses) included in earnings attribl&#o the change
in unrealized gains or losses relating to ass#itistd at the enc
of the period $ — % —

The above gains and losses (realized and unrepliaed evel 3 fair value measurements included annéngs are reported in cosi
energy.
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The carrying amounts and fair values of investmémt®VNGS lessor notes, other investments, and-teng debt, which are n
recorded at fair value on the Consolidated Bal&@tueets are presented below:

GAAP Fair Value Hierarchy ®

Carrying
Amount Fair Value Level 1 Level 2 Level 3
December 31, 2012 (In thousands)

PNMR
Long-term debt $ 1,672,290 $ 1,969,36; $ — $ 1,966,72! $ 2,631
Investment in PVNGS lessor notes $ 77,68: $ 84,19¢ $ — 8 — 3 84,19¢
Other investments $ 559¢ $ 6,96t $ 774 % —  $ 6,191

PNM
Long-term debt $ 1,215,570 $ 1,385,43: $ — $ 138543 $ —
Investment in PVNGS lessor notes $ 77,68. $ 84,19¢ $ — 8 — 3 84,19¢
Other investments $ 494 % 494 % 494 $ — 3 —

TNMP
Long-term debt $ 311,58¢ $ 418,16t $ — $ 418,16t $ —
Other investments $ 281 $ 281 $ 281 $ — % —

December 31, 2011

PNMR
Long-term debt $ 1,674,01. $ 1,873,00:
Investment in PVNGS lessor notes $ 107,09 $ 108,74.
Other investments $ 12,207 $ 14,20¢

PNM
Long-term debt $ 1,215,541 $ 1,294,84
Investment in PVNGS lessor notes $ 107,09: $ 108,74.
Other investments $ 2900 $ 3,05

TNMP
Long-term debt $ 310,96: $ 413,96(
Other investments $ 271 % 271

@ GAAP does not require disclosure of the fair valigrarchy information prior to 20.

Investments Held by Employee Benefit Plans

As discussed in Note 12, PNM aidlMP have trusts that hold investment assets feir thension and other postretirement be
plans. The fair value of the assets held by th&td¢rimpacts the determination of the funded staftesch plan, but the assets are not reflect:
the Company's Consolidated Balance Sheets. BotRPkié¢ Pension Plan and the TNMP Pension Plan hoits of participation in the PN
Resources, Inc. Master Trust (the “PNMR Master Tyusvhich was established for the investment of assfetise pension plans. Fair value
alternative investments is determined based oassst value as reported by fund managers.
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The fair values of investments held by the empldyeeefit plans are as follows:

December 31, 2012
PNM Pension Plan

Participation in PNMR Master Trust Total Plan
Investments

TNMP Pension Plan

Participation in PNMR Master Trust Total Plan
Investments

PNM OPEB Plan
Cash and equivalents
Equity securities:
International funds
Domestic growth
Other funds
Fixed income securities:
Mutual funds
Total Assets
TNMP OPEB Plan
Cash and equivalents
Equity securities:
International funds
Domestic growth
Other funds
Fixed income securities:
Mutual funds
Total Assets

GAAP Fair Value Hierarchy

Quoted
Prices in
Active Significant
Market for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
(In thousands)

517,23t 205,49: $ 232,73l 79,01°
66,45( 26,46: $ 25,817 14,17:
4,97¢ 4,97¢ $ — —
2,651 — 2,651 —
46,14¢ 19,51: 26,63¢ —
7,58¢ — 7,58¢ —
4,17¢ 4,17¢ — —
65,53¢ 28,66: $ 36,87: —
42 42 $ — —
1,444 — 1,444 —
1,28¢ 1,28¢ — —
3,66( — 3,66( —
2,32¢ 2,32t — —
8,76( 3,65¢ $ 5,104 —
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GAAP Fair Value Hierarchy

Quoted
Prices in
Active Significant
Market for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
December 31, 2011 (In thousands)
PNM Pension Plan
Participation in PNMR Master Trust $ 444,46t $ 176,27¢ $ 184,05: $ 84,13:
TNMP Pension Plan
Participation in PNMR Master Trust $ 62,13¢ $ 24,11¢ 3 23,46¢ $ 14,55¢
PNM OPEB Plan
Cash and equivalents $ 1,12¢ % 1,12¢ % —  $ —
Equity securities:
International funds 2,74( — 2,74( —
Domestic value 1,28¢ 1,28¢ — —
Domestic growth 43,01¢ 22,21t 20,80: —
Other funds 7,67¢ — 7,67¢ —
Fixed income securities:
Mutual funds 4,00¢ 4,00¢ — —
Total Assets $ 59,857 $ 28,63¢ $ 31,21¢ % —
TNMP OPEB Plan
Cash and equivalents $ 18C $ 18C $ — 3 —
Equity securities:
International funds 1,24¢ — 1,24¢ —
Domestic value 551 551 — —
Domestic growth 73¢ 73¢ — —
Other funds 3,04¢ — 3,04¢ —
Fixed income securities:
Mutual funds 2,694 2,694 — —
Total Assets $ 8,45¢ % 4,16¢ $ 4,29 $ —
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The fair values of investments in the PNMR Masterst are as follows:

GAAP Fair Value Hierarchy

Significant
Quoted Prices in Other Significant
Active Market for Observable Unobservable
Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
December 31, 2012 (In thousands)
PNMR Master Trust
Cash and equivalents $ 10,40¢ $ 10,40 $ — 3 —
Equity securities:
International 39,86 39,86 — —
Domestic value 39,49: 39,49: — —
Domestic growth 63,88t¢ 63,88¢ — —
Other funds 17,03t — 17,03¢ —
Fixed income securities:
Corporate 101,93t — 101,93¢ —
United States government 148,34: 78,30z 70,03¢ —
Municipals 3,63¢ — 3,63¢ —
Other funds 65,89¢ — 65,89¢ —
Alternative investments:
Private equity funds 38,21: — — 38,21:
Hedge funds 31,27: — — 31,27
Real estate funds 23,69¢ — — 23,69¢
Total Fair Value of Plan Investments $ 583,68{ $ 231,95. $ 258,54° $ 93,18¢
December 31, 2011
PNMR Master Trust
Cash and equivalents $ 6,75 $ 6,75 $ — 3 —
Equity securities:
International 37,17: 37,17: — —
Domestic value 58,35( 57,431 913 —
Domestic growth 65,00¢ 65,00¢ — —
Other funds 15,27: — 15,27: —
Fixed income securities:
Corporate 59,73( — 59,73( —
United States government 104,10: 34,03( 70,072 —
Municipals 3,47¢ — 3,47¢ —
Other funds 58,05¢ — 58,05¢ —
Alternative investments:
Private equity funds 37,10( — — 37,10¢
Hedge funds 36,90« — — 36,90¢
Real estate funds 24,68 — — 24,68¢
Total Assets $ 506,60! $ 200,39 $ 207,52( $ 98,68¢
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Level 3 Fair Value Assets and Liabilities

PNM Pension
Balance at beginning of period
Actual return on assets sold during the period
Actual return on assets still held at period end
Purchases
Sales
Balance at end of period

TNMP Pension
Balance at beginning of period
Actual return on assets sold during the period
Actual return on assets still held at period end

Purchases
Sales
Balance at end of period

Additional information concerning changes in Le8dhir value measurements for the PNMR Master Tiruas follows:

Level 3 Fair Value Assets and Liabilities

A reconciliation of the changes in Level 3 fairsalmeasurements is as follows:

Year Ended December 31,

2012 2011
(In thousands)
Master Master
Trust Trust
$ 84,13: $ 78,94(
2,621 1,624
2,38¢ 1,404
5,49¢ 4,03(
(15,627 (1,865
$ 79,017 $ 84,13
$ 1455 % 13,65¢
197 28C
17¢ 245
413 69t
(1,179 (322
$ 14,17 $ 14,55¢

Private Real
equity Hedge estate
PNMR Master Trust funds funds funds Total
(In thousands)

Balance at December 31, 2010 $ 32,93t $ 37,62: $ 22,04: $ 92,59¢
Actual return on assets sold during the period 1,90¢ — — 1,90¢
Actual return on assets still held at period end 2,37: (71¢) @) 1,64
Purchases 2,07¢ — 2,64¢ 4,72¢
Sales (2,187) — — (2,187)
Balance at December 31, 2011 37,10( 36,90 24,68¢ 98,68t¢
Actual return on assets sold during the period 2,96¢ (80) (62) 2,82¢
Actual return on assets still held at period end 4C 2,45: 72 2,56t
Purchases 3,90¢ — 2,00t 5,911
Sales (5,800) (8,000 (3,000 (16,800
Balance at December 31, 2012 $ 38,21: $ 31,277 % 23,69¢ $ 93,18t
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(9) Variable Interest Entities

GAAP determines how an enterprise evaluates anduate for its involvement with variable interesttites, focusing primarily ¢
whether the enterprise has the power to direcathigities that most significantly impact the ecomo performance of a variable interest en
GAAP also requires continual reassessment of tinegpy beneficiary of a variable interest entity.

Valencia

PNM has a PPA to purchase all of the electric dapand energy from Valencia, a 145 MW natural §iesd power plant near Bele
New Mexico through May 2028. A thi-party built, owns, and operates the facility wHiIEM is the sole purchaser of the electricity getest
The total construction cost for the facility wa0§®million . During the term of the PPA, PNM hag toption to purchase and own upbt
of the plant or the variable interest entity. PNMimates that the plant will typically operate dgripeak periods of energy demand in sum
PNM is obligated to pay fixed operations and maiatee and capacity charges in addition to variapération and maintenance charges
this PPA. For the years ended December 31, 20041 2 and 2010 , PNM paid $18.8 million , $18.3limil , and $17.9 milliorfor fixed
charges and $0.9 million , $1.4 million , and $illion for variable charges. PNM does not have any otimantial obligations related
Valencia. The assets of Valencia can only be usestisfy obligations of Valencia and creditorsvaiiencia do not have any recourse agi
PNM'’s assets.

PNM sources fuel for the plant, controls when thality operates through its dispatch, and recettiesentire output of the plant, wh
factors directly and significantly impact the econio performance of Valencia. Therefore, PNM hasctusted that the third party entity t|
owns Valencia is a variable interest entity and B{dM is the primary beneficiary of the entity und@AAP since PNM has the power to dii
the activities that most significantly impact theoeomic performance of Valencia and will absorb thajority of the variability in the ca
flows of the plant. As the primary beneficiary, PNddnsolidates the entity in its financial statersemccordingly, the assets, liabiliti
operating expenses, and cash flows of Valenciairmleded in the consolidated financial statemerftdM although PNM has no leg
ownership interest or voting control of the varabiterest entity. The assets and liabilities ofeviaia set forth below are immaterial to P
and, therefore, not shown separately on the Calwteli Balance Sheets. The owregquity and net income of Valencia are consic
attributable to non-controlling interest.

Summarized financial information for Valencia isfablows:

Results of Operations
Year ended December 31,

2012 2011 2010
(In thousands)
Operating revenues $ 19,58 $ 19,72( $ 18,90°
Operating expenses (5,539 (5,679 (5,349
Earnings attributable to non-controlling interest $ 14,05C $ 14,047 $ 13,56

Financial Position
December 31,

2012 2011
(In thousands)
Current assets $ 3,65f $ 2,40¢
Net property, plant and equipment 77,95: 80,78¢
Total assets 81,60¢ 83,19(
Current liabilities 765 767
Owners’ equity — non-controlling interest $ 80,84 $ 82,42
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PVNGS Leases

PNM leases interests in Units 1 and 2 of PVNGS uad&ngements, which were entered into in 19851886, that are accounted
as operating leases. There are currently eightraeptease agreements with eight different trusiese beneficial owners are fidifferent
institutional investors. PNM is not the legal ox tavner of the leased assets. The beneficial ownfetse trusts possess all of the voting col
and pecuniary interests in the trusts. As describéibte 7, PNM has an option to purchase the tbassets at appraised value at the end
leases, but does not have a fixed price purchaenopnd does not provide residual value guaranfel$1 has options to renew the lease
fixed rates set forth in the leases for tyears beyond the termination of the original le@sms. The option periods on certain leases m
further extended for up to an additional gears if the appraised remaining useful lives aaid falue of the leased assets are greatel
parameters set forth in the leases. Under GAARgthenewal options are considered to be variabdedsts in the trusts and result in the ti
being considered variable interest entities. PNMrniky obligated to make payments to the trustghierscheduled serairnual lease paymer
which, net of amounts that will be returned to PitWough its ownership in related lessor notes, egape $80.0 milliorover the remainir
terms of the leases. Under certain circumstanagseffample, final shutdown of the plant, the NR8uiag specified violation orders w
respect to PVNGS, or the occurrence of specifiedean events), PNM would be required to make sptipayments to the beneficial owr
and take title to the leased interests. If sucheaent had occurred as of December 31, 20PANM could have been required to pay
beneficial owners up to approximately $167.6 milliovhich would result in PNM taking ownership of #eased assets and termination o
leases. PNM has no other financial obligationsammmitments to the trusts or the beneficial own€reditors of the trusts have no recours
PNM'’s assets other than with respect to the contraldasé payments. PNM has no additional rightsécasisets of the trusts other than the
of the leased assets. PNM has no assets or lieditieccorded on its Consolidated Balance Sheetettto the trusts other than accrued |
payments of $26.0 million at December 31, 2012201l , which are included in other current lial#ton the Consolidated Balance Sheets.

PNM has evaluated the PVNGS lease arrangementsding the notices provided through January 2018&lessors (Note 7), a
concluded that it does not have the power to ditleetactivities that most significantly impact teeonomic performance of the trusts :
therefore, is not the primary beneficiary of thests under GAAP. The significant factors considénegtaching this conclusion are: the per
covered by fixed price renewal options are sigaifity shorter than the anticipated remaining uskfek of the assets, particularly since
operating licenses for the plants were extendedwenty years through 2045 for Unit 1 and 2046Uaiit 2 ; PNM’s only financial obligatio
to the trusts is to make the fixed lease paymemistlae payments do not vary based on the outptlteoplants or their performance; during
lease term, the economic performance of the tissigbstantially fixed due to the fixed lease paytsePNM is only one of several participe
in PVNGS and is not the operating agent for thetglaso does not significantly influence the daytay operations of the plants; furtherm
the operations of the plants, including plans Faiit decommissioning, are highly regulated by tiQ\ leaving little room for the participa
to operate the plants in a manner that impacteto@omic performance of the trusts; the economifopeance of the trusts at the end of
lease terms is dependent upon the fair value andiréng lives of the plants at that time, which determined by factors such as power pr
outlook for nuclear power, and the impacts of ptédicarbon legislation or regulation, all whicheayutside of PNMs control; and while PNI
has some potential benefit from its renewal optidine vast majority of the value at the end oflgeses will accrue to the beneficial ownet
the trusts, particularly given increases in thaigadf existing nuclear generating facilities, whidhve no GHG, resulting from potential car
legislation or regulation.

Delta

PNM has a PPA covering the entire output of Delaich is a variable interest under GAAP. PNM matfiesd and variable paymer
to Delta under the PPA. PNM also controls the didpaf the generating plant, which impacts theakdls payments made under the PPA
impacts the economic performance of the entity thatis Delta. For the years ended December 31, 22Q21 , and 2010PNM incurred fixe
capacity charges of $6.2 million , $6.0 millionnda$6.0 million and variable energy charges of $@iion , $1.5 million , ands0.4 millior
under the PPA. PNM’s only quantifiable obligatiomder the PPA is to make the fixed payments, whigbfaDecember 31, 201,2aggregate
$45.2 millionthrough the end of the PPA in 2020. PNM will algy wariable costs, which cannot be quantified stheeamounts are based
how much the generating plant is in operation.

This arrangement was entered into prior to Decer@8be2003 and PNM was unsuccessful in obtaininginf@mation necessary
determine if it is the primary beneficiary of thetigy that owns Delta, or to consolidate that gnifiit were determined
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that PNM is the primary beneficiary. Accordingly\\® was unable to make those determinations angdr@dded in GAAP, accounted for t|
PPA as an operating lease.

In December 2012, PNM entered into an agreemettt thi¢ owners of Delta under which PNM would purehte entity that owi
Delta. At closing PNM would make a cash paymen®$28.0 million, which would be adjusted for actual working captampared to
targeted working capital and certain prepaymentdedift. Delta had project financing debt of $19.8iom at December 31, 2012, includ
$3.0 milliondue in 2013, which PNM would retire at closing lo¢ purchase. The purchase is subject to approwakdiMPRC and FERC,
well as other customary closing conditions. Funttane, closing is subject to the seller remedyirecfed operational, NERC compliance,
environmental issues. FERC approved the purchasebruary 26, 2013.

Delta informed PNM that at December 31, 2012, d katal assets of $26.6 millionincluding net property, plant, and equipmer
$23.1 million , and total liabilities of $21.1 mdh . Delta also indicated its 2012 revenue wagl $iillion and its net earnings wef®.¢
million . Consolidation of Delta would be immaterial to tensolidated balance sheets for PNMR and PNM.eSatticof Delta's revenues
expenses are attributable to its PPA arrangemehtRNM, the primary impact of consolidating Deltethe consolidated statements of earr
for PNMR and PNM would be to reclassify Delta's aatnings from operating expenses and reflect anobunt as earnings attributable
non-controlling interest, without any impact to earnings attributable to PNMR and PNM.

(10) Earnings Per Share
In accordance with GAAP, dual presentation of basid diluted earnings (loss) per share has beesemied in the Consolidat

Statements of Earnings (Loss) of PNMR. Informatiegarding the computation of earnings (loss) paresis as follows:

Year Ended December 31,
2012 2011 2010
(In thousands, except per share amounts)

Earnings (Loss) Attributable to PNMR:

Earnings (loss) $ 120,12! $ 190,93: $ (31,129
Earnings attributable to Valencia Non-controllimgerest (14,050 (14,04%) (13,569)
Preferred stock dividend requirements of subsidiary (52¢) (52¢) (52¢)
Net Earnings (Loss) Attributable to PNMR $ 10554 ¢ 176,35¢ $ (45,219
Average Number of Common Shares:
Outstanding during year 79,65¢ 85,55¢ 86,67
Equivalents from convertible preferred stock (N®e — 3,46¢ 4,77¢
Vested awards of restricted stock 14k 174 10€
Average Shares - Basic 79,79¢ 89,20: 91,55°
Dilutive Effect of Common Stock Equivalents®:
Stock options and restricted stock 61€ 55€ —
Average Shares — Diluted 80,41° 89,75’ 91,55°
Net Earnings (Loss) Per Share of Common Stock:
Basic $ 132 % 19¢ $ (0.49)
Diluted 1.31 1.9¢ (0.49)

@ Excludes out-of-the-money options for 1,214,38fares of common stock at December 31, 2012. Duestes in the year enc
December 31, 2010, no potentially dilutive secesitare reflected in the average number of commarestused to compute earni
(loss) per share since any impact would be antitigié. See Note 13.
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(11) Income Taxe!
PNMR
PNMR'’s income taxes (benefit) consist of the foliogvcomponents:

Year Ended December 31,

2012 2011 2010
(In thousands)
Current federal income tax $ (1,29¢) $ 1,31¢ $ (52,189
Current state income tax (37 (4,209 (15,529
Deferred federal income tax 50,85 119,28 28,36¢
Deferred state income tax 6,921 7,462 9,522
Investment tax credit earned and deferred 70¢ — —
Amortization of accumulated investment tax credits (2,237 (2,319 (2,429
Total income taxes (benefit) $ 5491( $ 121,53 $ (32,25

PNMR'’s provision for income taxes differed from the fedéncome tax computed at the statutory rate é&mheof the years shown. 1
differences are attributable to the following fasto

Year Ended December 31,

2012 2011 2010
(In thousands)

Federal income tax at statutory rates $ 61,26: $ 109,36: $ (22,187
First Choice goodwill — 15,05¢ —
Investment tax credits (2,237) (2,31¢) (2,429
Flow-through of depreciation items 1,28¢ 3,65¢ 3,99¢
Earnings attributable to non-controlling interesiMalencia (4,919) (4,917) (4,74%)
State income tax 4,64¢ 3,39t (6,317)
Other (5,127) (2,709 (579

Total income taxes (benefit) $ 54,91( $ 121,53 % (32,25%)
Effective tax rate 31.3% 38.9(% 50.8%
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The components of PNMR'’s net accumulated defemmedme tax liability were:

December 31,
2012 2011
(In thousands)

Deferred tax assets:

Net operating loss $ 110,98¢ $ 86,98t
Pension 26,45: 50,51¢
Regulatory liabilities related to income taxes 53,43¢ 49,41
Other 129,80: 109,87!
Total deferred tax assets 320,68: 296,78t
Deferred tax liabilities:
Depreciation and plant related (759,58) (697,529
Investment tax credit (14,247 (15,777
Regulatory assets related to income taxes (59,477) (56,317
Stranded costs (24,93¢) (28,439
Other (178,49) (168,681
Total deferred tax liabilities (1,036,72) (966,739
Net accumulated deferred income tax liabilities (716,04Y) (669,95()
Current accumulated deferred income tax (assdifjitia 25¢ 9,08(
Non-current accumulated deferred income tax ligbili $ (715,78) $ (660,87()

The following table reconciles the change in PNBIRet accumulated deferred income tax liabilitght® deferred income tax ben
included in the Consolidated Statement of Earnings:

Year Ended
December 31, 2012
(In thousands)

Net change in deferred income tax liability perabtable $ 46,09t
Change in tax effects of income tax related regmjaassets and liabilities 942
Tax effect of mark-to-market adjustments (570
Tax effect of excess pension liability 10,08t
Adjustment for uncertain income tax positions (381)
Other 72

Deferred income taxes $ 56,24:
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PNM
PNM'’s income taxes (benefit) consist of the follagricomponents:

Year Ended December 31,

2012 2011 2010
(In thousands)
Current federal income tax $ (12,95) $ (46,369 $ (77,699
Current state income tax (1,815 (6,77€) 43¢
Deferred federal income tax 55,48¢ 78,67 109,17(
Deferred state income tax 11,52 14,21 6,93¢
Investment tax credit earned and deferred 70¢ — —
Amortization of accumulated investment tax credits (2,237 (2,319 (2,429
Total income taxes $ 50,71: % 37,427 % 36,42%

PNM’s provision for income taxes differed from the fedéncome tax computed at the statutory rate &mheof the years shown. 1
differences are attributable to the following fasto

Year Ended December 31,

2012 2011 2010
(In thousands)

Federal income tax at statutory rates $ 54,71 $ 37,08¢ % 37,55:
Investment tax credits (2,237 (2,319 (2,429
Flow-through of depreciation items 1,26¢ 3,65¢ 3,99¢
Earnings attributable to non-controlling interesMalencia (4,919 (4,917 (4,747
State income tax 6,50( 4,79 4,743
Other (4,610 (879 (2,68¢)

Total income taxes $ 50,71 $ 37,427 % 36,42"
Effective tax rate 32.4% 35.3:% 33.9%%
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The components of PNM’s net accumulated deferredne tax liability were:

December 31,
2012 2011
(In thousands)

Deferred tax assets:

Net operating loss $ 93,98( $ 72,61t
Pension 32,53 54,27(
Regulatory liabilities related to income taxes 48,027 43,57¢
Other 55,62¢ 47,26
Total deferred tax assets 230,16t 217,72¢
Deferred tax liabilities:
Depreciation and plant related (624,729 (570,279
Investment tax credit (14,247 (15,777
Regulatory assets related to income taxes (48,72¢) (45,33)
Other (134,04 (123,099
Total deferred tax liabilities (821,739 (754,479
Net accumulated deferred income tax liabilities (591,571 (536,75
Current accumulated deferred income tax liability 3,44 16,56:
Non-current accumulated deferred income tax ligbili $ (588,12) $ (520,19()

The following table reconciles the change in PNMet accumulated deferred income tax liabilityhe deferred income tax ben
included in the Consolidated Statement of Earnings:

Year Ended
December 31, 2012
(In thousands)

Net change in deferred income tax liability perabtable $ 54,81¢
Change in tax effects of income tax related regmjaassets and liabilities 1,05¢
Tax effect of mark-to-market adjustments (50€6)
Tax effect of excess pension liability 10,08¢
Adjustment for uncertain income tax positions (370
Other 39¢

Deferred income taxes $ 65,47¢
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TNMP
TNMP’s income taxes consist of the following compots:

Year Ended December 31,

2012 2011 2010
(In thousands)
Current federal income tax $ 9,15: $ (3,579 $ 3,563
Current state income tax 1,82 1,981 1,76¢€
Deferred federal income tax 4,40¢ 15,50° 4,77¢
Deferred state income tax (28 (29 (29
Total income taxes $ 15,35. $ 13,88. $ 10,04«

TNMP’s provision for income taxes differed from the fedéncome tax computed at the statutory rate &mheof the periods shov
The differences are attributable to the followiagtbrs:

Year Ended December 31,

2012 2011 2010
(In thousands)
Federal income tax at statutory rates $ 14,738 $ 12,64¢ $ 9,10¢
State income tax 1,18¢ 1,28¢ 1,14¢
Other (56¢) (55) (219)
Total income taxes $ 15,35 $ 13,88 % 10,04«
Effective tax rate 36.471% 38.41% 38.5%%

The components of TNMP’s net accumulated defemedrme tax liability at December 31, were:

December 31,
2012 2011
(In thousands)

Deferred tax assets:

Regulatory liabilities related to income taxes $ 541: $ 5,83t
Other 16,70: 16,04
Total deferred tax assets 22,11 21,87¢
Deferred tax liabilities:
Depreciation and plant related (133,68¢) (125,27()
Stranded costs (24,93/) (28,439
Regulatory assets related to income taxes (10,74% (10,98)
Other (15,329 (14,119
Total deferred tax liabilities (184,69)) (178,807
Net accumulated deferred income tax liabilities (162,579 (156,929
Current accumulated deferred income tax (asset) (1,137 (2,272)
Non-current accumulated deferred income tax ligbili $ (163,710 $ (159,19)
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The following table reconciles the change in TNBIRet accumulated deferred income tax liabilitghte deferred income tax ben
included in the Consolidated Statement of Earnings:

Year Ended
December 31, 2012
(In thousands)

Net change in deferred income tax liability perabtable $ 5,65¢
Change in tax effects of income tax related regmjaassets and liabilities (112
Adjustments for uncertain income tax positions (90%)
Other (259

Deferred income taxes $ 4,37¢

GAAP requires that the Company recognize only tingaict of tax positions that, based on their teciniterits, are more likely than 1
to be sustained upon an audit by the taxing authakireconciliation of unrecognized tax benefixgenses) is as follows:

PNMR PNM TNMP
(In thousands)

Balance at December 31, 2009 $ 2259. $ (218) $ 6,79¢
Additions based on tax positions related to 2010 13,51« 12,13¢ 992
Reductions for tax positions of prior years — — —
Settlements — — —

Balance at December 31, 2010 36,10¢ 11,91¢ 7,78¢
Additions based on tax positions related to 2011 (790 (717) (74
Reductions for tax positions of prior years (15,73%) (449 (13
Settlements — — —

Balance at December 31, 2011 19,58( 10,75: 7,701
Additions based on tax positions related to 2012 2,04¢ 1,152 —
Reductions for tax positions of prior years (2,42%) (1,527) (90%)
Settlements — — —

Balance at December 31, 2012 $ 19,19¢ $ 10,38: $ 6,79¢

Included in the balance at December 31, 2012 ai@ i®illion and $0.8 milliorof unrecognized tax benefits that, if recognizeduld
affect the effective tax rate for PNMR and PNM. Masf TNMP’s unrecognized tax benefits at Decemter2®12would affect the effecti
tax rate if recognized. The Company believes thas ireasonably possible that approximately $5.8iani of PNMR’s unrecognized t:
expenses, $0.4 million of PNM’s unrecognized tamdiits, and $6.8 million of TNMR'unrecognized tax expenses will be reduced deder
2013 as a result of the conclusion of income taat@Rrations.

Estimated interest income related to refunds the@@my expects to receive is included in Other Ine@nd estimated interest expe
and penalties related to potential cash settlemametsncluded in Interest Expense in the Consdall&tatements of Earnings (Loss). Inte
income (expense) related to income taxes is assll

PNMR PNM TNMP
(In thousands)
2012 $ 24% % 244 % (€)
2011 $ 467 $ 401 $ 2
2010 $ 397 $ 465 $ (8)
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Accumulated accrued interest receivable (payaklajed to income taxes is as follows:

PNMR PNM TNMP
(In thousands)

December 31, 2012:
Accumulated accrued interest receivable $ 3,79¢ % 3,79¢ $ —
Accumulated accrued interest payable (1,10¢) $ 23) $ (11€)
December 31, 2011:
Accumulated accrued interest receivable $ 355 % 3,55: $ —
Accumulated accrued interest payable (1,109 $ 23 % (113

&

©“

The Company files a federal consolidated and sécersolidated and separate state income tax itilitme tax years prior to 2003
closed to examination by either federal or statntpauthorities. Tax year 2003 is open for exartiimaonly for certain items. Tax year 200
closed to examination by federal and state taxinfaities. Other tax years are open to examindtipfederal and state taxing authorities
December 31, 2012 , the Company has $223.6 mibiofederal net operating loss carryforwards thairexbeginning in 2030 an#i25.2
million of federal tax credit carryforwards that expire ibegng in 2023. State net operating losses expagirming in 2015 and vary frc
federal due to differences between state and fetlerdaw. In 2010 and 2012, PNMR impaired $2.6lionl and $0.7 millionof New Mexicc
wind energy production tax credit carry forwardehese credits were not expected to be utilizedr padheir expiration due to the Compal
net operating loss position. PNMR has additionalvNidexico wind energy production tax credit carryviards that expire beginning in 20
On January 3, 2013, the American Taxpayer Religfoh@012, which extended fifty percent bonus dejation, was signed into law. Due
provisions in the act, taxes payable to the statéeov Mexico for 2013 will be reduced and PNMR aitates that, in accordance with GA,
it will be required to impair an additional $1.5lloin of New Mexico wind energy production tax citsdn the first quarter of 2013.

(12) Pension and Other Postretirement Benefi

PNMR and its subsidiaries maintain qualified dedifeenefit pension plans, postretirement benefitplaroviding medical and der
benefits, and executive retirement programs (“PN&hE’ and “TNMP Plans”)PNMR maintains the legal obligation for the berseéitved t
participants under these plans. The periodic cmstacome of the PNM Plans and TNMP Plans are ohefuin regulated rates to the ex
attributable to regulated operations. PNM recewvesgulated return on the amount it has fundedt$gpension plan in excess of the peri
cost or income to the extent included in retaiésat

Participants in the PNM Plans include eligible eoyples and retirees of PNMR and other subsidiafiedNMR. Participants in tt
TNMP Plans include eligible employees and retirgeSNMP and other subsidiaries of TNP. The PNM pemplan was frozen at the enc
1997 with regard to new participants, salary levatal benefits. Through December 31, 2007, additioredited service could be accrued u
the PNM pension plan up to a limit determined bg agd service. The TNMP pension plan was frozeébegember 31, 2005 with regarc
new participants, salary levels, and benefits.

GAAP requires a plan sponsor to (a) recognizesirstiatement of financial position an asset foram’ploverfunded status or a liabil
for a plan’s underfunded status; (b) measure apkssets and its obligations that determine itsléd status as of the end of the emplayer
fiscal year; and (c) recognize changes in the fdredatus of a defined benefit postretirement phatihé year in which the changes occur.

GAAP requires unrecognized prior service costs amacognized gains or losses to be recorded in A@@lsubsequently amortiz
The amortization of these incurred costs will ulibely be included as pension and postretiremergftigreriodic cost or income in subseqt
years. To the extent the amortization of thesestaiifi ultimately be recovered in future rates, PNkid TNMP record the costs as a regule
asset or regulatory liability.
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The Company has in place, for the PNM Plans and PNINans, a policy that defines the investment divjes, establishes performal
goals of the asset managers and provides procefturi®e manner in which investments are to beengedd. The plans implement investn
strategies to achieve the following objectives:

. Maximize the return on assets, commensurate wélrigk that the Corporate Investment Committee deappropriate to me
the obligations of the pension plans and otherrpisgment benefits plans, minimize the volatilitfyexpense, and account
contingencies

. Transition asset mix over time to a higher proportof high quality fixed income investments as fhens' funded status
improve

Management is responsible for the determinatiothefasset target mix and the expected rate ofrrellve target asset allocations
determined based on consultations with externastiment advisors. The expected Idagn rate of return on pension and postretireméar
assets is calculated on the maradtted value of assets. GAAP requires that agtaels and losses on pension and postretirementasisat
be recognized in the market-related value of assmially 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 investmentgaimd losses that are within a corridor of plusnorus 4.0%around the expected return
market value. Gains and losses that are outsideatiglor are amortized over five years.

Pension Plans

For defined benefit pension plans, including theceive retirement plans, the PBO represents thesdal present value of all bene
attributed by the pension benefit formula to emplyservice rendered prior to that date using assomspregarding future compensa
levels. The ABO represents the PBO without congidefuture compensation levels. Since the plandramen, the PBO and ABO are eq
The following table presents information about B0, fair value of plan assets, and funded stdttiseoplans:

PNM Plan TNMP Plan
Year Ended December 31, Year Ended December 31,
2012 2011 2012 2011
(In thousands)

PBO at beginning of year $ 588,87: $ 593,45 $ 67,23 $ 72,26(
Service cost — — — —
Interest cost 32,23. 32,80: 3,63¢ 3,80(
Actuarial (gain) loss 94,36 1,197 11,43 (2,799
Benefits paid (39,919 (38,589 (5,66%) (6,037)

PBO at end of year 675,54¢ 588,87 76,64( 67,23¢

Fair value of plan assets at beginning of year 427,38t 392,78t 59,95 60,38’
Actual return on plan assets 52,92 31,67 6,951 4,44
Employer contributions 77,70( 41,51 5,30( 1,151
Benefits paid (39,919 (38,589 (5,66%) (6,037)

Fair value of plan assets at end of year 518,09! 427,38t 66,54( 59,95:

Funded status-asset (liability) for pension begefit $ (157,459 $ (161,489 $ (10,100 $ (7,282
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The following table presents pre-tax informatiomatprior service cost and net actuarial (gain$ iosAOCI as of December 31, 2012

PNM Plan TNMP Plan
December 31,
December 31, 2012 2012
Prior service Net actuarial Net actuarial
cost (gain) loss (gain) loss

(In thousands)

Amounts in AOCI not yet recognized in net periodénefit cost (income) at
beginning of year $ 171 $ 134,08 $ —

Experience loss (gain) — 82,73¢ 9,801
Regulatory asset (liability) adjustment (D) (52,427 (9,807)
Amortization recognized in net periodic benefitto@scome) (13¢) (4,579 —
Amounts in AOCI not yet recognized in net periodiénefit cost (income) at end «

year $ 32 3 159,82t $ —
Amortization expected to be recognized in 2013 $ (32 $ (6,239 $ —

The following table presents the components ofpeeibdic benefit cost (income):

Year Ended December 31,
2012 2011 2010
(In thousands)

PNM Plan
Service cost $ — 3 — $ =
Interest cost 32,23. 32,80¢ 34,07:
Expected return on plan assets (41,30) (37,07%) (37,359
Amortization of net (gain) loss 10,51¢ 9,20¢ 6,45(
Amortization of prior service cost 317 317 317
Net periodic benefit cost $ 1,76¢ ¢ 525t $ 3,48¢
TNMP Plan
Service cost $ — 8 — $ —
Interest cost 3,63¢ 3,80( 4,12¢
Expected return on plan assets (5,329 (5,470 (5,799
Amortization of net (gain) loss 462 34¢ —
Amortization of prior service cost — — —
Net periodic benefit cost (income) $ (1,227 $ (1,329 $ (1,66¢)
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The following significant weightedverage assumptions were used to determine theadPB@et periodic benefit cost (income). Shi
actual experience differ from actuarial assumptidims PBO and net periodic benefit cost (incomelldde affected.

Year Ended December 31,

PNM Plan 2012 2011 2010
Discount rate for determining December 31 PBO 4.3(% 5.67% 5.72%
Discount rate for determining net periodic benedist (income) 5.671% 5.72% 6.471%
Expected return on plan assets 8.25% 8.5(% 8.75%
Rate of compensation increase N/A N/A N/A
TNMP Plan

Discount rate for determining December 31 PBO 4.1% 5.6%% 5.5(%
Discount rate for determining net periodic benedist (income) 5.65% 5.5(% 6.31%
Expected return on plan assets 8.25% 8.5(% 8.75%
Rate of compensation increase N/A N/A N/A

The assumed discount rate for determining the PB® determined based on a review of long-term higldeybonds and management’
expectations. Changes in discount rates resultettirases in the PNM PBO of $86.4 million and $RiBion at December 31, 2012 and 2C
Changes in discount rates resulted in an incraaseei TNMP PBO of $10.7 million at December 31, 2@hd a decrease of $1.2 millian
December 31, 2011. Changes in demographic expesaiso resulted in an actuarial loss in the PNMDRB$8.0 millionand an actuarial ge
of $1.6 million at December 31, 2012 and 2011. @eanin demographic experiences resulted in an @atlass in the TNMP PBO d$0.¢
million and an actuarial gain of $1.7 milli@ December 31, 2012 and 2011. The impacts of efemges in assumptions and experience
not significant. These changes are reflected asdat (gain) loss above. In 2011, TNMP had an a@dliloss due to changes in demograg
associated with the early retirement of FCP emmey@&he loss was not significant and is not induitethe net periodic benefit (income) ¢
above.

The expected lonterm rate of return on plan assets reflects theaaeerate of earnings expected on the funds indesteto b
invested, to provide for the benefits included hie PBO. Factors that are considered include, unat limited to, historic returns on p
assets, current market information on long-ternurrest (e.g., londerm bond rates) and current and target assetatibos between as:
categories. The expected long-term rate of retasuraption for the PNM and TNMP pension plans coep#&r the actual return of 11.086¢
11.2% for the year ended December 31, 2012 . Ibthker factors were to remain unchanged, a 1% deeran the expected longrm rate c
return would cause PNM’s and TNMP’s 2013 net pedaost to increase $5.5 million and $0.6 milli@malogous changes would result fro
1% increase).

The Company's lonterm pension investment strategy is to invest setswhose interest rate sensitivity is correlat#d the pensio
liability. The Company has chosen to implement gtiategy known as Liability Driven Investing ("LDIby increasing the liability matchil
investments as the funded status of the pensiors phaproves. These liability matching investments @urrently fixed income securities. 1
pension plans current targeted asset allocatid®l equities, 53% fixed income, and 1@&f#ternative investments. Equity investments
primarily in domestic securities that include lgrged, and small capitalization companies. The mmplans have an 8%rgeted allocation
equities of companies domiciled primarily in deymd countries outside of the United States. Thiegmy includes actively manag
international and domestic equity securities thrat llenchmarked against a variety of style indi€&sed income investments are prima
corporate bonds of companies from diversified indes, and government securities. Alternative itwvesits include investments in he
funds, real estate funds, and private equity fuiitie. hedge funds and private equity funds are tsired as multi-manager muktrategy fun
of funds to achieve a diversified position in thasset classes. The hedge funds pursue varioukibseturn strategies such as relative vi
long-short equity, and event driven. Private eqfiiiyd strategies include mezzanine financing, bugs, and venture capital. The real e:
investment is structured as an opsrded, commingled private real estate portfolid thaeests in a diversified portfolio of assets uihc
commercial property and multi-family housing. SeadN8 for fair value information concerning asdetil by the pension plans.
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The following pension benefit payments are expetaduk paid:

PNM TNMP
Plan Plan
(In thousands)

2013 $ 42,18t $ 5,92
2014 42,97¢ 6,18¢
2015 43,57 6,38t
2016 44,09: 5,98:
2017 44,60¢ 5,89:
2018 — 2022 223,77 26,19:

Due to declines in the general price levels of retafdle equity securities held by the pension plRhNYl and TNMP have been mak
contributions to the pension plans since 2010ahuary 2013, the Company made contributions tdPtill and TNMP pension plans $60.(
million and $1.0 million. No additional contributions are required to bedm& 2013. Based on current law, including re@nendments
funding requirements, and estimates of portfolidgrenance, contributions to the pension plan tfas2014-2017 are estimated to to$dl9.]
million for PNM and nondor TNMP. These anticipated contributions were deped using current funding assumptions with aalist rate
of 4.8% to 5.2%. Actual amounts to be funded in the future will bependent on the actuarial assumptions at tha, tintluding th
appropriate discount rate.

Other Postretirement Benefit Plans

For postretirement benefit plans, the APBO is ttieaial present value as of a date of all futuerdfits attributed under the term:
the postretirement benefit plan to employee semgoeered to that date.

The following table presents information about ##BO, the fair value of plan assets, and the furelatlis of the plans:

PNM Plan TNMP Plan
Year Ended December 31, Year Ended December 31,
2012 2011 2012 2011
(In thousands)

APBO at beginning of year $ 96,22: $ 99,48t $ 11,34. % 12,15:
Service cost 217 25¢ 244 30¢€
Interest cost 5,29: 5,37¢ 624 654
Participant contributions 2,26¢ 2,20¢ 404 281
Actuarial (gain) loss 5,00¢ 712 2,72 (862)
Benefits paid (9,397) (10,319 (1,665 (1,187
Plan amendments — (1,50%) — —

APBO at end of year 99,61 96,22: 13,67¢ 11,34«

Fair value of plan assets at beginning of year 58,77¢ 61,74¢ 8,30 8,59¢
Actual return on plan assets 9,28¢ 2,26: 1,25¢ 262
Employer contributions 3,52¢ 2,87: 342 351
Participant contributions 2,26¢ 2,20¢ 404 281
Benefits paid (9,399 (10,31Y (1,66%) (1,189

Fair value of plan assets at end of year 64,46¢ 58,77¢ 8,64: 8,30¢

Funded status-asset (liability) $ (35,149 $ (37,44H $ 5,03y $ (3,04

In 2011, TNMP had an actuarial gain due to chamgeemographics associated with the early retirar&RCP employees. The g
was not significant and is not included in the pexiodic benefit (income) cost below. The earlyresbent of FCP

B-73




Table of Contents

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, 2012, 2011 and 2010

employees in 2011 resulted in 100% of the TNMP flaimg related to regulated operations. The foltmatiable presents ptex informatior
about the PNM Plan prior service cost and net aictiu@ain) loss in AOCI as of December 31, 2012 .

PNM Plan

TNMP Plan

December 31, 2012

December 31, 2012

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 periodaniefit cost
(income) at beginning of year $ (121 $ 96C $ — 3 =
Experience loss (gain) — 623 — 1,98t
Regulatory asset (liability) adjustment 15€ (1,689 — (1,98
Amortization recognized in net periodic benefitto@scome) (35 10C —
Amounts in AOCI not yet recognized in net periodénefit
cost (income) at end of year $ — $ — $ —  $ —
Amortization expected to be recognized in 2013 $ — % — % — 3 —
The following table presents the components ofpeeibdic benefit cost:
Year Ended December 31,
2012 2011 2010
(In thousands)
PNM Plan
Service cost $ 217 $ 25¢ 41¢
Interest cost 5,29 5,37¢ 7,65(
Expected return on plan assets (4,907 (5,38%) (5,577)
Amortization of net (gain) loss 3,88¢ 3,20¢ 5,48¢
Amortization of prior service credit (1,349 (2,64%) (4,14
Net periodic benefit cost $ 3,15¢ % 80€ $ 3,84
TNMP Plan
Service cost $ 244 % 306 $ 28¢
Interest cost 624 654 711
Expected return on plan assets (51€) (539 (519
Amortization of net (gain) loss (209) (199 (295)
Amortization of prior service cost 57 60 6C
Net periodic benefit cost $ 20C $ 294 $ 351
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The following significant weightedverage assumptions were used to determine the Adrilhet periodic benefit cost. Should ac
experience differ from actuarial assumptions, tlRB® and net periodic benefit cost would be affected

Year Ended December 31,

PNM Plan 2012 2011 2010
Discount rate for determining December 31 APBO 4.26% 5.7(% 5.5¢%
Discount rate for determining net periodic benedist 5.7(% 5.5¢% 6.42%
Expected return on plan assets 8.5(% 8.5(% 8.75%
Rate of compensation increase N/A N/A N/A
TNMP Plan

Discount rate for determining December 31 APBO 4.26% 5.7(% 5.5¢%
Discount rate for determining net periodic benedist 5.7(% 5.5¢% 6.42%
Expected return on plan assets 6.5(% 6.3(% 6.7(%
Rate of compensation increase N/A N/A N/A

The assumed discount rate for determining the APB& determined based on a review of long-term Qiglde bonds ai
management’s expectations. Changes in the discates resulted in an increase in the PNM APBO & Bnillionat December 31, 2012 ¢
a decrease of $1.0 million at December 31, 201&ngés in discount rates resulted in an increagkeinTNMP APBO of $2.0 millioral
December 31, 2012 and a decrease of $0.1 midltdbecember 31, 2011. Changes in claims, contdhatiand demographic experience
resulted in actuarial gains in the PNM plan of $&illion at December 31, 2012 and actuarial loss#fe$1.7 millionat December 31, 201
Additionally, changes in claims, contributions, aheimographic experience resulted in an actuarsas io the TNMP plan of $0.8 millioat
December 31, 2012 and an actuarial gain of $0.6omiat December 31, 2011. The impacts of other chamgassumptions and experie
were not significant. These changes are reflecteattuarial (gain) loss above.

The expected lonterm rate of return on plan assets reflects theaaeerate of earnings expected on the funds indesteto b
invested, to provide for the benefits includedhie APBO. Factors that are considered include, trinat limited to, historic returns on p
assets, current market information on long-ternurret (e.g., longerm bond rates), and current and target assetatibms between as
categories. The expected lotegm rate of return assumption for the PNM and TNpdBtretirement benefit plans compares to the hottiar
of 16.3% and 16.1% for the year ended Decembe2@12 . If all other factors were to remain unchahgel1% decrease in the expected lon
term rate of return would cause PNM’s and TNMP’'4d2@ostretirement benefit cost to increase $0.6ianiland $0.1 million(analogou
changes would result from a 1% increase).

TNMP’s exposure to cost increases in the postratrg benefit plan is minimized by a provision thatits TNMP’s share of cos
under the plan. Costs of the plan in excess ofitfieare wholly borne by the participants. TNMRaohed the cost limit at the end of 2001. ,
result, a one-percentage-point change in assunathlware cost trend rates would have no effeaitirer the net periodic expense or the yea
end APBO.

The following table shows the assumed health casetcend rates:

PNM Plan
December 31,
2012 2011
Health care cost trend rate assumed for next year 7.C% 7.5%
Rate to which the cost trend rate is assumed tlingeche ultimate trend rate) 5.C% 5.(%
Year that the rate reaches the ultimate trend rate 2017 2017
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The following table shows the impact of a one-petage-point change in assumed health care cost teges:

PNM Plan

1-Percentage- 1-Percentage-
Point Increase Point Decrease

(In thousands)
Effect on total of service and interest cost $ 39E % (342)
Effect on APBO $ 6,45 $ (5,550

The Companys other postretirement benefit plans invest in dfpl that is diversified by asset class and estytrategies. The ott
postretirement benefit plans generally use the spamsion fixed income and equity investment marsagerd utilize the same ove
investment strategy as described above for theigemdans, except there is no allocation to altéveainvestments. The other postretiren
benefit plans have a target asset allocation of @g¥%ties and 30%xed income. See Note 8 for fair value informatimancerning assets h

by the other postretirement benefit plans.

The following other postretirement benefit paymenisich reflect expected future service, are exgrbtd be paid:

PNM TNMP
Plan Plan
(In thousands)

2013 $ 6,120 $ 78€
2014 6,321 79€
2015 6,45( 802
2016 6,66¢ 82:
2017 6,78( 83¢
2018 - 2022 34,98 4,32

PNM expects to make contributions totaling $3.5lioml to the PNM postretirement benefit plan in 201BNMP expects to ma

contributions totaling $0.3 million to the TNMP pietirement benefit plan in 2013 .

Executive Retirement Programs

For the executive retirement programs, the follgnable presents information about the PBO andddrsdatus of the plans:

PNM Plan TNMP Plan
Year Ended Year Ended
December 31, December 31,
2012 2011 2012 2011
(In thousands)

PBO at beginning of year $ 16,197 $ 17,02 $ 844 $ 884
Service cost — — — —
Interest cost 87¢ 93C 45 46
Actuarial (gain) loss 1,89t (252) 107 8
Benefits paid (1,499 (2,507 (94) (94)

PBO at end of year-funded status 17,46, 16,19: 902 844

Less current liability 1,452 1,43¢ a0 89
Non-current liability $ 16,01t $ 1475 $ 812 $ 75¢

The following table presents pre-tax informatiommatnet actuarial loss in AOCI as of December 31L,2.
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December 31, 2012

PNM Plan TNMP Plan
(In thousands)
Amount in AOCI not yet recognized in net periodenkefit cost at beginning of year  $ 1,35¢ % =
Experience loss (gain) 1,89t 107
Regulatory asset (liability) adjustment (1,21¢) (207)
Amortization recognized in net periodic benefitto@scome) 36 —
Amount in AOCI not yet recognized in net periodeniefit cost at end of year $ 2,06¢ $ —
Amortization expected to be recognized in 2013 $ (98 $ —

The following table presents the components ofoeeibdic benefit;

Year Ended December 31,
2012 2011 2010
(In thousands)

PNM Plan
Service cost $ — 3 — 3 —
Interest cost 87¢ 93C 1,05
Amortization of net loss 83 93 71
Amortization of prior service cost — — —
Net periodic benefit cost $ 95¢ $ 1,02: $ 1,12¢
TNMP Plan
Service cost $ — 3 — 3 —
Interest cost 45 46 52
Amortization of net (gain) loss — — 4
Amortization of prior service cost — — —
Net periodic benefit cost $ 45 $ 46 $ 48

The following significant weightedverage assumptions were used to determine thedP et periodic benefit cost. Should ac
experience differ from actuarial assumptions, tBORInd net periodic benefit cost would be affected.

Year Ended December 31,

PNM Plan 2012 2011 2010
Discount rate for determining December 31 PBO 4.3(% 5.67% 5.72%
Discount rate for determining net periodic benedist 5.671% 5.72% 6.47%
Long-term rate of return on plan assets N/A N/A N/A
Rate of compensation increase N/A N/A N/A
TNMP Plan

Discount rate for determining December 31 PBO 4.1% 5.65% 5.5(%
Discount rate for determining net periodic benedist 5.6% 5.5(% 6.31%
Long-term rate of return on plan assets N/A N/A N/A
Rate of compensation increase N/A N/A N/A

The assumed discount rate for determining the PR®determined based on a review of long-term higllggbonds and management’
expectations. The impacts of changes in assumptioasperience were not significant.

B-77




Table of Contents

PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI

PNM RESOURCES, INC. AND SUBSIDIARIES

TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2012, 2011 and 2010

ES

The following executive retirement plan paymenthijch reflect expected future service, are expected:

2013
2014
2015
2016
2017
2018 — 2022

PNM TNMP

Plan Plan
(In thousands)
1,452 $ 92
1,43¢ 91
1,41¢ 89
1,39¢ 87
1,371 85
6,34( 371

Other Retirement Plans

PNMR sponsors a 401(k) defined contribution plandiigible employees, including those of its suizsieés. PNMRS contributions t
the 401(k) plan consist of a discretionary matchiogtribution equal to 75% of the first 686 eligible compensation contributed by
employee on a before-tax basis. PNMR also makemanatching contribution ranging from 3% to 1@¥eligible compensation based on

eligible employee’s age.

PNMR also provides executive deferred compensatanefits through an unfunded, nqualified plan. The purpose of this plan i
permit certain key employees of PNMR who parti@pat the 401(k) defined contribution plan to def@mpensation and receive cre
without reference to the certain limitations on trifutions. Eligible employees are allowed to saemean after-tax basis.

A summary of expenses for these other retirememtspis as follows:

PNMR
401(k) plan
Non-qualified plan
PNM
401(k) plan
Non-qualified plan
TNMP
401(k) plan
Non-qualified plan

(13) Stock-Based Compensation Plar

Year Ended December 31,

2012 2011 2010
(In thousands)
$ 16,18t $ 17,000 $ 17,19¢
$ 1,491 % 1931 $ 2,50(
$ 12,427 $ 12,54: $ 12,78¢
$ 1,14 % 1,407 $ 1,871
$ 3,73¢ $ 3,72:  $ 3,49¢
$ 327 $ 431 $ 47¢

PNMR has various stodiased compensation programs, including stock optiestricted stock, and performance shares gramied
the Performance Equity Plan (“PEPAlthough certain PNM and TNMP employees participat¢ghe PNMR plans, PNM and TNMP do
have separate employee stock-based compensatios ta2011, the Company changed its approach tvdimg stockbased compensatic
As a result, no stock options were granted in 2012012 and awards of restricted stock increaseda(d restricted stock awards are subje
achieving performance or market targets and soswetave time vesting requirements. Other awardsstficted stock are only subject to t

vesting requirements.
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Performance Equity Plan

The PEP provides for the granting of ngumalified stock options, restricted stock righteffprmance shares, performance units,
stock appreciation rights to officers, key emplsjeend noremployee board members. Restricted stock unddPiierefers to award of stc
subject to vesting, performance, or market condginot to shares with contractual pessting restrictions. Generally, the awards vetsthig
over threeyears from the grant date of the award. Howevetateawards with performance or market conditigast upon satisfaction
those conditions and plan provisions provide thtruretirement, participants become 10@8éted in stock awards. The total number of sl
of PNMR common stock subject to all awards under BHEP may not exceed 12.34 millishares, subject to adjustment under ce
circumstances defined in the PEP. The number aleshaf PNMR common stock subject to the grant efrieted stock rights, performar
shares and units and stock appreciation rightsmgeld to 3.24 million shares. Rmicing of stock options is prohibited unless sfie
shareholder approval is obtained.

Source of Shares

The source of shares for exercised stock optiondsvasted restricted stock is shares acquired omple@ market by an indepenc
agent, rather than newly issued shares.

Accounting for Stock Awards

The stockbased compensation expense related to stock omtimhsestricted stock awards without performancearket conditions
amortized to compensation expense over the regquisiting period, which is generally three yeamwever, compensation expense for s
options and restricted stock awards to participtrasare retirement eligible on the grant datec®gnized immediately at the grant date a
not amortized. Compensation expense for performbased shares is recognized ratably over the pesfmen period and is adjus
periodically to reflect the level of achievemenipegted to be attained. Compensation expense rdiatathrketbased shares is recogni
ratably over the measurement period, regardletizecdictual level of achievement, provided the eggss remain with the Company during
period.

Total compensation expense for stock-based payareahgements recognized by PNMR for the years elsmbmber 31, 2012
2011, and 2010 was $3.6 million , $6.2 milliomda52.2 million . Stock compensation expense of $zillion , $4.3 million , ancé1.5 millior
was charged to PNM and $1.0 million , $1.4 millicend $0.4 million was charged to TNMP.

PNMR receives a tax deduction for certain stockompéxercises during the period the options arecised, generally for the exces:
the price at which the options are sold over ther@sze prices of the options, and a tax deductorhfe value of restricted stock at the ves
date.

At December 31, 2012 , PNMR had less than $0.lionitf unrecognized compensation expense related ¢i sfations. Unrecogniz:
compensation expense related to restricted stodkpanformance-based shares of $1.8 million is eegeto be recognized over lyeéars
Unrecognized compensation expense related to mbdsetd shares of $2.0 million is expected to begeized over 1.8 years.

The Company uses the Black Scholes option pricingehto estimate the fair value of stock option mlgebased on multiple factc
including historical exercise patterns of employé@eselatively homogenous groups with respect tereise and postesting employme
termination behaviors, expected exercising pattlonthese same homogenous groups, and both tHedrand historical volatility of PNMR
stock price. The grant date fair value for restdcstock and stock awardéth Company internal performance targets is deiteechbased on tl
market price of PNMR common stock on the date efagreements reduced by the present value of fdtuidends, which will not be receiv
prior to vesting, applied to the total number odiss that are anticipated to vest, although thebeurof performance shares that ultimately
cannot be determined until after the performang@gs end. The grant date fair value of stock awavilh market targets is determined u
Monte Carlo simulation models, which provide grdate fair values that include an expectation oflnmber of shares to vest.
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The following table summarizes the weighted-ave@ggimptions used to determine the awards graafaatvalue:

Year Ended December 31,

Stock Options 2012 2011
Dividend yield —% —% 4.0%
Expected volatility —% —% 41.55%
Risk-free interest rates —% —% 2.1%
Expected life (years) — — 4.€
Restricted Shares and Performance-Based Shares
Expected quarterly dividends per share $ 0.14t % 0.12t $ 0.12¢
Risk-free interest rate 1.22% 1.35% 1.4%
Market-Based Shares
Dividend yield 3.45% — —
Expected volatility 43.98% — —
Risk-free interest rate 1.04% — —

The following table summarizes activity in stocktiops and restricted stock awards, including penfomce-based and markedse:

shares:
Weighted

Stock Average Weighted-
Option Exercise Restricted Average Grant
Shares Price Stock Date Fair Value
Outstanding at December 31, 2011 3,202,220 $ 18.9¢ 418,73( $ 12.3¢
Granted —  $ — 320,590 $ 16.7¢
Exercised (906,85() $ 12.8¢ (375,40) $ 13.5¢
Forfeited (7,439 % 12.22 (10,209 $ 12.8¢
Expired (295,249 $ 25.8: — —
Outstanding at December 31, 2012 1,992,700 ¢ 20.7: 353,72 14.0:

Included as granted and exercised in the above takl 42,768estricted stock shares that were based on achi@érformance targe
for the 2009 through 2011 period. The Board appidhese shares at maximum levels in March 2012 Wsluded as granted and exerc
in the table above are 117,1vdstricted stock shares that were based upon achig@erformance or market targets for 2011. Therd

approved these shares in March 2012, includingém®rmance-based shares at near maximum levels.

PNMR has unvested restricted share agreementprihétle for performance and market targets thra2@t¥. Excluded from the abc
table are 100,961 shares for the targets base®bh @erformance, as well as maximums of 188,129188J992shares for periods ending
2013 and 2014 that would be awarded if all perforogsand market criteria are achieved and all ekgxzitemain eligible.
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In March 2012, the Company entered into a reterdiward agreement with its Chairman, President,Gmdf Executive Officer und
which she would receive 135,0@8bares of PNMR's common stock if the Company megtsific market targets at the end of 2016 an«
remains an employee of the Company. If the Compajeves specific market targets at the end of 20ithshe remains an employee of
Company, she would receive 35,000the total shares at that time. The retentionrdweas made under the PEP and was approved |
Board on February 28, 2012. The above tables dinohide any restricted stock shares under thatieteaward agreement.

At December 31, 2012, the aggregate intrinsic vafustock options outstanding and exercisable wa2 fillion and $6.1 milliorwith
weighted-average remaining contract lives of 4.2d 2.99 . At December 31, 2012 , the exercise mick214,36%utstanding stock optio
is greater than the closing price of PNMR commalsbn that date so those options have no intrivedice.

The following table provides additional informationncerning stock options, and restricted stockigincluding performancdase:
and market-based shares:

Year Ended December 31,

Stock Options 2012 2011 2010
Weighted-average grant date fair value of opticastgd $ — $ — 3 3.05
Total fair value of options that vested (in thouss)n $ 6,78 $ 1,18 $ 1,39
Total intrinsic value of options exercised (in teands) $ 635 $ 2,61¢ $ 52t

Restricted Stock
Weighted-average grant date fair value $ 1678 $ 13.7¢
Total fair value of restricted shares that vestedhousands) $ 509 $ 1,24

&

9.2¢
1,36

&

(14) Construction Program and Jointly-Owned Electric Generating Plant:

PNMR'’s construction expenditures for 2012 were $3Q8illion . PNM’s construction expenditures fori20were $196.8 million
including expenditures on jointlpwned projects. TNMP does not participate in thenenship or operation of any generating plants
incurred construction expenditures of $93.0 millgming 2012 .

Joint Projects

Under the agreements for the jointdyned projects, PNM has an undivided interest othessset and liability of the project and rec
its pro-rata share of each item in the correspandsset and liability account on PNdIConsolidated Balance Sheets. Likewise, PNM re
its pro-rata share of each item of operating antht@aance expenses for its jointlyvned plants within the corresponding operatingeest
account in its Consolidated Statements of EarniR§dM is responsible for financing its share of tapital and operating costs of the ji
projects.

At December 31, 2012 , PNM’s interests and investsi jointly-owned generating facilities are:

Construction
Plant in Accumulated Work in Composite
Station (Fuel Type) Service Depreciation Progress Interest
(In thousands)
SJGS (Coal) $ 978,57" $ (401,86¢) $ 19,14« 46.3(%
PVNGS (Nucleary” $ 489,42! $ (132,78) $ 41,13« 10.2(%
Four Corners Units 4 and 5 (Coal) $ 152,87 $ (100,010 $ 5,98¢ 13.0(%
Luna (Gas) $ 62,77¢ $ (15,199 $ 117 33.3%

@ Includes interest in PVNGS Unit 3, interest in eoan facilities for all PVNGS units, and owned imsts in PVNGS Units 1 and.2
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San Juan Generating Station

PNM operates and jointly owns the SJGS. SJGS Uni#ad 2 are owned on a 50% shared basis with Tu&GHBS Unit 3s owne
50% by PNM, 41.8% by SCPPA, and 8.2% by Tri-St&#&GS Unit 4 is owned 38.457% by PNM, 28.8% by NR-fublic Power Agenc
10.04% by the City of Anaheim, California, 8.475%the City of Farmington, New Mexico, 7.2Bf the County of Los Alamos, New Mexi
and 7.028% by UAMPS. See Note 16 for additionadiimfation about SJGS.

Palo Verde Nuclear Generating Stati

PNM is a participant in the three units of PYNGBpaknown as the Arizona Nuclear Power ProjecthuwdPS (the operating ager
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. See Note 7 for additional inforomationcerning the PVNGS leases.

Operation of each of the three PVNGS units requaresperating license from the NRC. The NRC isduéigpower operating licens
for Unit 1 in June 1985, Unit 2 in April 1986, ahblhit 3 in November 1987. The full power operatifgghses were originally for a period 48
years and authorize APS, as operating agent for&®¥,No operate ththreePVNGS units. On April 21, 2011, the NRC approvetkagions i
the operating licenses for the plants fory2@ars through June 2045 for Unit 1, April 2046 finit 2, and November 2047 for Unit 3. In Aj
2010, APS entered into a Municipal Effluent Puréhasd Sale Agreement that provides effluent wadérts necessary for cooling purpose
PVNGS through 2050.

Four Corners Power Plar

PNM is a participant in two units of Four CornerghwAPS (the operating agent), EPE, SRP, SCE, ammtdn. PNM has &43.0%
undivided interest in Units 4 andd Four Corners. The Four Corners plant site isddafrom the Navajo Nation and is also subjectn
easement from the federal government. APS, on beh#ie Four Corners participants, has negotiai@@éndments to an existing facility le
with the Navajo Nation which would extend the F@arners leasehold interest to 2041. The amendniavis been approved by the Nay
Nation Council and signed by the Naf's President. The effectiveness of the amendmesdsratjuires the approval of the DOI, as dc
related federal rights-ofray grant which the Four Corners participants piltsue. A federal environmental review will be cociegd as part
the DOI review process. See Note 16 for additiam@rmation about Four Corners.

Luna Energy Facility

Luna is a combined-cycle power plant near DemingwNJexico. Luna is owned 33.33% by PNM, 33.3% bydan and 33.3%y
Freeport McMoran. The operation and maintenandbefacility has been contracted to North AmeriEarergy Services.

Construction Program

The Company anticipates making substantial capipknditures for the construction and acquisitibotitity plant and other proper
and equipment. A summary of the budgeted constmi@kpenditures, including expenditures for joirdlyned projects, and nuclear fuel, i
follows:

2013 2014 2015 2016 2017 Total
(In millions)
PNM $ 274 $ 287.. % 310.1 $ 196.7 $ 1745 $ 1,242
TNMP 84.C 97.t 105.€ 90.t 92.7 470.2
Corporate and Other 14.¢ 13.¢ 13.¢ 13.4 13.2 69.1
Total PNMR $ 3726 $ 398t % 4295 $ 300.¢ % 280.F % 1,781.¢
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The construction expenditure estimates are undaintong review and subject to ongoing adjustmeastwell as to Board review &
approval. The construction expenditures above deladditional renewable resources anticipated teehaired to meet the RPS, additic
peaking resources needed to meet needs outlinéifis current IRP, and environmental upgrades at Emrners of $71.9 millioestimate
to be expended through 2017. The construction elpers above do not include any amounts for emwirental upgrades at SJGS
ultimately may be required by EPA to address regjidraze (Note 16) or expenditures that could belired to replace capacity sho
environmental control at SIGS involve shutdownra or more SJGS units.

(15) Asset Retirement Obligation:

The ARO is recorded based on the determinationndetying assumptions, such as discount rategnatts of the future costs
decommissioning, and the timing of the removal \dtitis to be performed. Any changes in these asson® underlying the requir
calculations may require revisions to the estim#®B® when identified. A reconciliation of ARO is fdlows:

PNMR PNM TNMP
(In thousands)

Liability at December 31, 2009 $ 70,96: $ 70,09¢ $ 771
Liabilities incurred 532 531 —
Liabilities settled (603) (413) (190
Accretion expense 6,01¢ 5,94t 67
Revisions to estimated cash flofs (274 (274 —

Liability at December 31, 2010 76,63’ 75,88¢ 64¢
Liabilities incurred 6C 60 —
Liabilities settled 4 — 4
Accretion expense 6,11¢ 6,051 55
Revisions to estimated cash flofts (3,579 (3,579 —

Liability at December 31, 2011 79,23 78,42¢ 69¢
Liabilities incurred — — —
Liabilities settled (25) — (25)
Accretion expense 6,68t 6,617 58

Liability at December 31, 2012 $ 85,89 $ 85,04: $ 73z

@  Based on studies to estimate amount and timingutfré ARO expenditures. PNM has an ARO for PVNGS&t timcludes th
obligations for nuclear decommissioning of thailfgc In 2011, a new decommissioning study for P&S reflects updated cash fl
estimates and the 2@ear license extension, which extends the commeaceaf decommissioning to 2045. The new study tedur
a $4.2 million decrease to the ARO.

(16) Commitments and Contingencie

Overview

There are various claims and lawsuits pending afjaime Company. The Company is also subject toréédstate, and loc
environmental laws and regulations and periodigadlyticipates in the investigation and remediatbrarious sites. In addition, the Comp
occasionally enters into financial commitments @mmection with its business operations. The Comparatso involved in various legal ¢
regulatory (Note 17) proceedings in the normal sewof its business. It is not possible at this tioxeéhe Company to determine fully the efi
of all litigation and other legal and regulatorppeedings on its financial position, results ofragiens, or cash flows.
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With respect to some of the items listed below, @menpany has determined that a loss is not prok@bikeat, to the extent probal
cannot be reasonably estimated. In some case§dimpany is not able to predict with any degreeesfainty the range of possible loss
could be incurred. Notwithstanding these facts, @mnpany has assessed these matters based ont ¢gafoemation and made judgme
concerning their potential outcome, giving due dd@stion to the nature of the claim, the amourd aature of damages sought, and
probability of success. Such judgments are madh thié understanding that the outcome of any litigatinvestigation, and other le
proceeding is inherently uncertain. In accordanidd BAAP, the Company records liabilities for mastevhere it is probable a loss has
incurred and the amount of loss is reasonably esfien The actual outcomes of the items listed betowld ultimately differ from th
judgments made and the differences could be mhtdiie Company cannot make any assurances thamiweint of reserves or poten
insurance coverage will be sufficient to cover thash obligations that might be incurred as a reduitigation or regulatory proceedings. 1
Company does not expect that any known lawsuitdy@mmental costs, and commitments will have a miateffect on its financial conditio
results of operations, or cash flows.

Commitments and Contingencies Related to the Environment
PVNGS Decommissioning Funding

PNM has a program for funding its share of decomsioisng costs for PVNGS, including portions helddenleases. The nucl
decommissioning funding program is invested in gesiiand fixed income instruments in qualified awh-qualified trusts. PNM funde$p.€
million , $2.6 million , and $3.0 million for theeprs ended December 31, 2012, 2011, and 2010hetgualified and noqualified trust fund:
The estimated market value of the trusts at Dece®be2012 and 2011 was $189.0 million and $168IBom .

Nuclear Spent Fuel and Waste Disposal

Nuclear power plant operators are required to @nterspent fuel disposal contracts with the DO#& ttequire the DOE to accept
dispose of all spent nuclear fuel and other Heytel radioactive wastes generated by domestic poeagctors. Although the Nuclear We
Policy Act required the DOE to develop a permamepository for the storage and disposal of spenteaun fuel by 1998, the DOE announ
that it would not be able to open the repositoryl®98 and sought to excuse its performance ungecdhtract. In November 1997, the L
Circuit issued a decision preventing the DOE frotousing its own delay, but refused to order the Di@Begin accepting spent nuclear f
Based on this decision and the DOE's delay, a nuwibetilities, including APS (on behalf of itsedind the other PVNGS owners, incluc
PNM), filed damages actions against the DOE in @oairt of Federal Claims. APS pursued a damagesndai costs incurred throu
December 2006. In June 2010, the court awarde®#i¢GS owners $30.2 million . PNM's $3.1 millishare of this amount was recorde
2010 as a $2.1 million reduction of cost of eneagyl a $1.0 million reduction of utility planAs part of the 2010 Electric Rate Case,
NMPRC ordered PNM to refun$1.3 million of the DOE settlement to customers, which was dEmras a regulatory disallowance in 2!
See Note 17APS filed a subsequent lawsuit against DOE in tharCof Federal Claims on December 19, 2012. Thesué alleges that fro
January 1, 2007, through June 30, 2011, APS, asoavner of PVNGS, incurred additional damages due®d's continuing failure to remo
spent nuclear fuel and high level waste from PVNBEM is unable to predict the outcome of this mrattNM estimates that it will inc
approximately $42.8 million (in 2010 dollars) fds ishare of the costs related to thesda-interim storage of spent nuclear fuel at PVI
during the term of the operating licenses. PNM @aesrthese costs as a component of fuel expense dsd is consumed. At December
2012 and 2011, PNM had a liability for interim stge costs of $13.9 million and $14.5 million inadddn other deferred credits.

On June 8, 2012, the D.C. Circuit issued its denishn a challenge by several states and envirorhgnvups of the NRC
rulemaking regarding temporary storage and permadieposal of higHevel nuclear waste and spent nuclear fuel. Th&igatrs ha
challenged the NRC's 2010 update to the agencyseNzonfidence Decision. The D.C. Circuit found th& agency's 2010 Waste Confide
Decision update constituted a major federal actidrich requires either an environmental impactesignt or a finding of no significant imp
from the agency's actions. The D.C. Circuit fouhdttthe NRC's evaluation of the environmental rigken spent nuclear was deficient, .
therefore remanded the 2010 Waste Confidence Dacigidate for further action. In September 2012 ,NRC issued a directive to its staf
proceed with development of a generic environmeimglact statement to support an updated Waste @amde Decision within 2months
PNM is unable to predict the impact that the decishay have on the operation of PVNGS.
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The Clean Air Act
Regional Hazt

In 1999, EPA developed a regional haze progranregidnal haze rules under the CAA. The rule direetsh of the 58tates to addre
regional haze. Pursuant to the CAA, states havetihgary role to regulate visibility requirementg promulgating SIPs. States are require
establish goals for improving visibility in natidnaarks and wilderness areas (also known as Classals) and to develop lotgrm strategie
for reducing emissions of air pollutants that caviséility impairment in their own states and fareventing degradation in other states. S
must establish a series of interim goals to ensarginued progress. The first planning period dpecisetting reasonable progress goal
improving visibility in Class | areas by the yed18. In July 2005, the EPA promulgated its finaliomal haze rule guidelines for state
conduct BART determinations for certain coveredlitigs, including utility boilers, built betweer982 and 1977 that have the potential to
more than 25@ons per year of visibility impairing pollution. If is demonstrated that the emissions from thesecgs cause or contribute
visibility impairment in any Class | area, then BRRust be installed by 2018.

SJGS
SJGS is a source that is subject to the statutioligations of the CAA to reduce visibility impacfBhe State of New Mexico submit!
its SIP on the regional haze and interstate trangbements of the visibility rules for review byR in June 2011. The SIP found that BAR’
reduce NOx emissions from SJGS is selective noalytat reduction technology (“SNCR"Nevertheless, in August 2011, EPA publishe
FIP, stating that it was required to do so by @rtdi a consent decree it had entered into withnair@nmental group in litigation concerning
interstate transport requirements of the CAA. Thié Fcluded a regional haze BART determination $3GS that requires installation
selective catalytic reduction technology (“SCR"Ytwstringent NOx emission limits on all four unlitg September 21, 2016.

PNM, the Governor of New Mexico, and NMED petitsohthe Tenth Circuit to review EPA's decision aeguested EPA to reconsi
its decision. The Tenth Circuit denied petitionsstay the effective date of the rule on March 1120These parties have also formally a:
EPA to stay the effective date of the rule. Severalironmental groups have intervened in supporEBA. WEG also filed an action
challenge EPA's rule in the Tenth Circuit, seekimghorten its compliance period from five yearthi@eyears and PNM has intervened in
action. Oral arguments on the merits of the FIRlehges were held in October 2012 in the Tenth@irén accordance with the court's or
the parties have filed supplemental information.dgaision has been announced and there is no deddtia court decision.

In litigation involving several environmental grajphe United States District Court for the Didtaé Columbia entered a cons
decree, which, as amended, required EPA to isslimabarulemaking by November 15, 2012. EPA approeédll components of the S
except for the BART determination for SJGS. Withpect to that element of the SIP, EPA determinatiwhth the FIP in place, it had met
obligation under the consent decree.

In April 2012, a letter from two of the five Commieners of the NMPRC to the Governor of New Mexaal the New Mexic
congressional delegation asked that the parti¢isetditigation join to ask EPA to stay both the RRd the litigation and to consider thitd
alternative” to the FIP and the SIP. They suggktiat the third alternative be retiring one or enof the existing codired units at SJIGS a
replacing that capacity with gdised generation. In April 2012, the Governor oW Mexico requested that EPA stay the FIP and gt
that PNM develop viable alternatives to the FIRwtoch PNM agreed. EPA issued administrative stdytbe FIP through late November 2C
Although the stays purported to stay the effectdgsnof the FIP, they did not alter future compleanequirements of the FIP, including
September 21, 2016 compliance deadline in the FIP.

In accordance with the Governor's request, PNM gedan discussions with NMED, EPA, and other stalkedrs regarding ¢
alternative to the FIP and SIP. PNM supported phatess and advocated for alternatives that woadtl@onsumers less than the FIP while
achieving environmental benefits and consideringnemic impact to New Mexico. In September 2012, MMED proposed an alternative
EPA suggesting the closure of Units 1 and 2 at Sd@the installation of SNCRs on Units 3 and 4Hgyend of 2017. NMED also sugge:
replacement of a portion of PNM's share of the céypdrom the two closed units with géised generation. EPA did not accept the prop
but discussions among PNM, NMED, and EPA continued.
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On February 15, 2013, PNM, NMED, and EPA agreegursue a revised plan that could provide a new BARTh to comply wit
federal visibility rules at SJGS. The terms of ttom-binding agreement would result in the retiremen8#6S Units 2 and 3 by the end of 2
and the installation of SNCRs on Units 1 and 4 Hsy later of January 31, 2016 or d®nths after EPA approval of a revised SIP. Untis
plan, NMED would develop a revised SIP and subtiib the EIB for approval. Upon approval by EIBe tfevised SIP would be submittec
EPA for approval. EIB approval is projected forel@ctober 2013, with EPA action in late 2014. NMP&iproval of the retirement of SJ
Units 2 and 3 and plans to acquire replacement pawald also be part of implementation.

Contemporaneously with the signing of the Hmnding agreement, EPA indicated in writing thath& terms agreed to do not m
forward due to circumstances outside of the cordafd®PNM and NMED, EPA will work with the state aNM to create a reasonable
compliance schedule to reflect the time used telbgvthe new state plan. PNM is also exploring g additional areas of relief, includi
relief from the Tenth Circuit.

In connection with the implementation of the plagtirement of SIGS Units 2 and 3 could result iiftsin ownership among SJ(
owners as may be agreed upon by the owners offfeeted units. Owners of the affected units alsoyreaek approvals of their utill
commissions or governing boards.

This plan primarily focuses on how SJGS would niketregional haze rule, but also includes that PMddld build a natural gas ple
in the Four Corners region to partially replace tia@acity from the retired coal units. Detailedlaepment power strategies also woulc
finalized. PNM believes adequate replacement palternatives will be available to meet its genieraheeds and ensure reliability.

On February 25, 2013, the parties filed their stagports with the Tenth Circuit. To demonstréigt forogress has been made to
settling the Tenth Circuit litigation, informatiomcluding the norbinding agreement and its accompanying timelines aabmitted to tf
Tenth Circuit. Following the parties' submissiontbéir status reports, on February 28, 2013, thathilr €ircuit referred the litigation to t
Tenth Circuit Mediation Office, which has authority require the parties to attend mediation comiegs to informally resolve issues in
pending appeals.

Because the unchanged compliance deadline of tAadguired PNM to continue to take steps to commeénstallation of SCRs
SJGS, PNM entered into a contract in October 20itl2 an engineering, procurement, and constructamtractor to install SCRs on behal
the SJGS owners. The construction contract, whicludes termination provisions in the event thaRSG@re determined in the future tc
unnecessary, has been suspended through NovemB6d4., PNM estimated the total cost to install S@Rsall four units of SJIGS to
between approximately $824 million and $910 millipmvhich amounts include costs for construction ngan@ent, gross receipts ta
AFUDC, and other PNM costs, although final costsilddoe refined through an “open boostlibcontractor bidding process. The costs fa
project to install SCRs would encompass instaltatibtechnology to comply with the NAAQS requirentedescribed below.

PNM previously indicated it estimated the cost BfCRs on all four units of SIGS to be between apprately $85 million ands9C
million based on a conceptual design study. If SNCRs atellied at SJGS, additional equipment would beireduo be installed to meet 1
NAAQS requirements described below, the cost oftiiiad been estimated to total between approxign$105 million and $110 millioror
all four units of SJGS. The estimates for SNCRstardNAAQS requirements include gross receipts3a#&UDC, and other PNM costs.

PNM is in the process of developing estimates ef ¢bsts to implement the February 15, 2013 plarrite=si above, but has 1
completed that process. Based upon its current S@@rship interest, PNM's share under either SQRSNCRs would be about 46.3%
Operating costs would also increase with the itagtah of either SCRs or SNCRs.

PNM can provide no assurance that the requirentdritee plan agreed to on February 15, 2013 wilhbeomplished at all or within t
required timeframes. PNM is unable to predict thienate outcome of these matters or what, if amgittonal pollution control equipment w
be required at SIGH. additional equipment is necessary and/or firuirements result in additional operating cosiadgécurred, PNN
believes that its access to the capital marketsfficient to be able to finance the installatitiris possible that requirements to comply with
CAA, combined with the financial impact of possililgure climate change regulation or legislatidrariy, other environmental regulations,
result of litigation, and other business considenrst, could jeopardize the economic viability oE&Jor the ability of individual participants
continue participation in the plant.
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Four Corners

On August 6, 2012, the EPA issued its final BARTedmination for Four Corners. The rule includes toonpliance alternatives. T
first emission control strategy finalized by the/ARould require the installation of post-combustioontrols on each of Units 3-at Fou
Corners to reduce NOx emissions. Under the secorigs®n control alternative, the owners of Fourr@ps would have the option to cli
permanently Units 1-3 by January 1, 2014 and ihptatcombustion NOx controls on each of Units 4 and Qly 31, 2018. For particule
matter emissions, EPA is requiring Units 4 and ikt an emission limit of 0.015 Ib/MMBTU and tHam to meet a 20%pacity limit, botl
of which are achievable through operation of thisteag baghouses. Although unrelated to BART, tin@lfBART rule also imposes 20%
opacity limitation on certain fugitive dust emisséofrom Four Corners' coal and material handlingrafions. The Four Corners particip:
have until July 1, 2013 to notify the EPA of whiemission control strategy Four Corners will follow

The Four Corners participants' obligations to cgmplth EPA's final BART determinations, coupled lwithe financial impact
possible future climate change regulation or legish, other environmental regulations, and othesiless considerations, could jeopardiz:
economic viability of Four Corners or the abilitiindividual participants to continue their pargiation in Four Corners.

PNM is continuing to evaluate the impacts of EPBART determination for Four Corners. PNM estimateshare of costs to be ug
$75.4 million for postombustion controls at Four Corners Units 4 andn&luding PNM's AFUDC. PNM would seek recovery frats
ratepayers of all costs that are ultimately inadirf@NM has no ownership interest in Four Cornergslh 2, and 3. PNM is unable to pre
the ultimate outcome of this matter.

SCE, a participant in Four Corners, has indicatet tertain California legislation may prohibitfifom making emission conti
expenditures at Four Corners. APS and SCE entatedh asset purchase agreement, providing fopuhehase by APS of SCE's 48fteres
in each of Units 4 and 5 of Four Corners. The ppalcremaining condition to closing is the negatiatand execution of a new coal suf
contract for Four Corners on terms reasonably aabépto APS. APS has announced that, if APS'shase of SCE's interests in Units 4 al
at Four Corners is consummated, it will shutdowiit&Jh, 2, and 3 at the plant.

Four Corners BART FIP Challenc

On October 22, 2012, WEG filed a petition for revign the Ninth Circuit challenging the Four Corn@&@A8RT FIP. In its petitior
WEG allege that the final BART rule results in maie pollution being emitted into the air than alked by law and that EPA failed to follc
the requirements of the ESA. APS intervened is thatter and filed a motion to dismiss this law$uitimproper venue. PNM cannot currel
predict the outcome of this matter or the rangigsgbotential impact.

WildEarth Guardians' Petition for Review of EPAspfoval of New Mexico Regional Haze SIP

On December 27, 2012, WEG filed a petition for egwiin the Tenth Circuit challenging the S@nd particulate matter emissii
elements of EPA's approval of New Mexico's Regiddaze SIP. PNM and NMED have intervened in thigtenaPNM is continuing 1
evaluate the impacts of WEG' challenge to EPA's@am of this SIP. PNM is unable to predict theralite outcome of this matter.

SJGS Operating Permit Challenge

On February 16, 2012, EPA issued its responséN@&& petition objecting to SJIGS's operating permanged by the NMED in Januz
2011. In its order, EPA required NMED to providardication on several of the matters raised by WHEEPA's order in this matter does
constitute a finding that the plant has violatey provision of the CAA or that it has violated a@yission limits.

In August 2012, NMED issued a response to the ERi&rostating that SIGS's operating permit woulddmpened to make cert
modifications to the permit. NMED issued a publatice regarding proposed modifications to the S#@&rating permit on September
2012 and issued a revised operating permit on Nbeerd6, 2012. The revised permit includes changekd SO, and particulate matt
emission limits that were previously incorporatedoithe SJGS NSR permit. In addition, the revisedmit requires PNM to submit
compliance plan to address carbon monoxide (“C@fiissions increases at SJIGS Unit
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2. The compliance plan must be submitted in May32&xd requires that SJGS submit either a PSD peppltcation including BACT analy:
for CO emissions from Unit 2 or a PSD avoidancerpeapplication that limits net CO emissions in@es below the CO PSD threshold of
tons per year. PNM will comply with NMED's proposaild does not believe it will have a material intpac

National Ambient Air Quality Standard‘NAAQS")

The CAA requires EPA to set NAAQS for pollutantsisimlered harmful to public health and the environinEPA has set NAAQS f
certain pollutants, including NOx, S ozone, and particulate matter. In 2010, EPA wgmtiglte primary NOx and SENAAQS to include a 1-
hour maximum standard while retaining the annumtdards for NOx and S¢and the 24-hour S@standard. New Mexico is in attainment
the 1-hour NOx NAAQS. EPA has issued draft guidamtéiow to determine whether areas in a state gomiph the new 1-hour SNAAQS
and announced that it will publish further guidamednitiate rulemaking on these matters. Althouli determination process has not |
finalized, PNM believes that compliance with théndur SO, standard may require operational changes and/dpmgut modifications |
SJGS. On April 6, 2012, PNM filed an applicatiom &m amendment to its air permit for SJGS, whiclhulidoe required for the installation
either SCRs or SNCRs described above. In addititn, application included a proposal by PNM to atisequipment modifications for t
purpose of reducing fugitive emissions, including®\ SO,, and particulate matter. These modifications wddtp SIGS meet the NAAQS
is anticipated that this technology would be irethlat the same time as the installation of redidr@ae BART controls, in order to m
efficiently and cost effectively conduct constroctiactivities at SJGS. The cost of this technolagylependent upon the type of cor
technology that is ultimately determined to be NEART at SIGS. See “Regional Haze - SJGS” above.

EPA finalized revisions to its NAAQS for fine patiate matter on December 14, 2012. PNM is culyenthluating the impact of t
revised standard on SJGS and its operations.

In January 2010, EPA announced it would strengther8-hour ozone standard by setting a new stanidadange of 0.060-070 part
per million. Work is underway to reconsider the mecstandard, with proposed revisions expected enfall of 2013 and a final stand;
published by 2014. Depending upon where the stdnida ozone is set, San Juan County, where SJGRuBted, could be designated as
attaining the standard for ozone. If that weredoun, NMED would have responsibility for bringiriget county into compliance and would I
at all sources of NOx and volatile organic compausihce these are the pollutants that form grdewel ozone. As a result, SJGS coulc
required to install further NOx controls to meatew ozone NAAQS. In addition, other counties in Niexico, including Bernalillo Count
may be designated as nattainment. PNM cannot predict the outcome of mhédter, the impact of other potential environmentdigations, o
if additional NOx controls would be required asault of ozone non-attainment designation.

Citizen Suit Under the Clean Air Act

The operations of the SIGS are covered by a Comxree with the Grand Canyon Trust and Sierra @l with the NMED thi
includes stipulated penalties for noampliance with specified emissions limits. Stipathpenalty amounts are placed in escrow on aejly
basis pending review of SIGS's emissions performdnday 2011, PNM entered into an agreement WMED and the plaintiffs to resolve
dispute over the applicable NOx emission limits @mthe Consent Decree. Under the agreement, scaletige NOx emissions limits impo:
under the EPA FIP and the New Mexico SIP meet aifipé emissions limit, and PNM does not challetigese limits, the parties' disputt
deemed settled.

In May 2010, PNM filed a petition with the federdhstrict court seeking a judicial determinationaudispute relating to PNM's merc
controls. NMED and plaintiffs seek to require PNM implement additional mercury controls. PNM estiesathe implementation wot
increase annual mercury control costs for the eriation, which are currently $0.6 million, tocal of $6.1 million. The court appointe:
special master to evaluate the technical argumiertse case and to address the detection and detgiom limits of the mercury monitors
SJGS and the appropriate brominated activated narijection rate that maximizes the reduction ofeney emissions from SJGS. The spe
master issued a report indicating he was unablmadke a determination on either of these issuesSdptember 2012, PNM submit
objections to certain portions of the special mastport and requested an evidentiary hearing. AlsBeptember 2012, NMED and plaint
filed a motion asking the court to affirm certaindings in the special master report and order RNNbnduct additional mercury testing. P!
cannot predict the outcome of this matter.
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Navajo Nation Environmental Issu

Four Corners is located on the Navajo Reservatimhig held under an easement granted by the fegevarnment, as well as a le
from the Navajo Nation. The Navajo Acts purportdive the Navajo Nation Environmental Protection Age authority to promulga
regulations covering air quality, drinking watendapesticide activities, including those activitteat occur at Four Corners. In October 1
the Four Corners participants filed a lawsuit ia istrict Court of the Navajo Nation challengirg tapplicability of the Navajo Acts to F«
Corners. In May 2005, APS and the Navajo Natiomeian agreement resolving the dispute regardimdNdvajo Nation's authority to ad
operating permit regulations under the Navajo Nm#dr Pollution Prevention and Control Act. As asuét of this agreement, APS sought,
the courts granted, dismissal of the pending litigain the Navajo Nation Supreme Court and the djmaWNation District Court, to the extt
the claims relate to the CAA. The agreement doésddress or resolve any dispute relating to adlspects of the Navajo Acts. The Comg
cannot currently predict the outcome of these matiethe range of their potential impacts.

Section 114 Request

In April 2009, APS received a request from EPA unBlection 114 of the CAA seeking detailed inforroatregarding projects at €
operations of Four Corners. EPA has taken theipadihat many utilities have made physical or opilenal changes at their plants that sh
have triggered additional regulatory requirememigen the NSR provisions of the CAA. APS has respdrtd EPA's request. PNM is currel
unable to predict the timing or content of EPASp@nse, if any, or any resulting actions.

Four Corners New Source Revi

EarthJustice filed a lawsuit in October 2011 in theted States District Court for New Mexico agaiA®S and the other Four Corn
participants, which as amended, alleges violatmfnthe PSD provisions of the CAA and NSPS violasioAmong other things, the plainti
seek to have the court enjoin operations at Foun&s until it obtains any required PSD permits aanhplies with the NSPS. The plaint
further request the court to order the paymentiaf penalties, including a beneficial mitigatiorrggect. In April 2012, the Four Cornt
participants, including PNM, filed motions to digsithe complaint. PNM cannot currently predictdbiecome of this matter or the range o
potential impact.

Endangered Species Act

In January 2011, the Center iological Diversity, Diné Citizens Against Ruinif@ur Environment, and San Juan Citizens Alli:
filed a lawsuit in the United States District Cofot the District of Colorado against the OSM ahd DOI, alleging that OSM failed to eng:
in mandatory ESA consultation with the United Sgafésh and Wildlife Service prior to authorizingetrenewal of an operating permit for
mine that serves Four Corners. The lawsuit all¢igasactivities at the mine, including mining ahé disposal of coal combustion residue,
adversely affect several endangered species andcthical habitats. The lawsuit requested thertdo vacate and remand the mining pe
and enjoin all activities carried out under thempi¢iuntil OSM has complied with the ESA. Neithed® nor APS was a party to the laws
On March 14, 2012, the Court entered an order disimg the plaintiffs’ lawsuit without prejudice. @tay 14, 2012, the plaintiffs appealed
Court's order to the Tenth Circuit.

On March 19, 2012, Diné Citizens Against Ruining @avironment, Black Mesa Water Coalition, Toh NimhAni, San Juan Citize
Alliance, and Center for Biological Diversity séfPA a NOI to file a lawsuit in federal district abwn or after May 18, 2012 if EPA fails
take certain actions allegedly required under tB& Eo ensure that operations at Four Corners ddengardize the continued existenci
endangered or threatened species or their critighltat and to carry out programs for the consewabf listed species. APS is currel
evaluating the NOI to determine its potential intpaic Four Corners and will continue to monitor algvelopments. PNM cannot predict
outcome of this matter.

Cooling Water Intake Structures

EPA issued its proposed cooling water intake stinest rule in April 2011, which would provide nat@rstandards for certain cooli
water intake structures at existing power plants atier facilities under the Clean Water Act totpobd fish and other aquatic organisms
minimizing impingement mortality (the capture ofuatjc wildlife on intake structures or against g€ and entrainment mortality (the cap
of fish or shellfish in water flow entering and pamgy through intake structures).
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The proposed rule would require facilities suchaar Corners and SJGS to either demonstrate th@hgament mortality at its cooling wa
intakes does not exceed a specified rate or rethecdlow at those structures to less than a smekifielocity and to take certain protec
measures with respect to impinged fish. The progpaste would also require these facilities to eitheeet the definition of a closed cy
recirculating cooling system or conduct a “struetlisite-specific analysis” to determine what sfieesfic controls, if any, should be required.

The proposed rule would require existing facilittescomply with the impingement mortality requirem®as soon as possible, bu
later than eight years after the effective datthefrule, and to comply with the entrainment reguients as soon as possible under a schec
compliance established by the permitting authoBEtyA is required to issue a final rule by JuneZZ¥13. PNM and APS continue to follow
rulemaking and are performing analyses to deterrthieepotential costs of compliance with the progosde. PNM is unable to predict 1
outcome of this matter or a range of the potewtiats of compliance.

Santa Fe Generating Station

PNM and the NMED are parties to agreements undéchMPNM installed a remediation system to treatewéitom a City of Santa |
municipal supply well, an extraction well, and ntoning wells to address gasoline contaminatiorhis groundwater at the site of the for
Santa Fe Generating Station and service center. BBlMves the observed groundwater contaminaticginated from offsite sources, b
agreed to operate the remediation facilities uh#lgroundwater meets applicable federal and statelards or until the NMED determines
additional remediation is not required, whicheweearlier. The municipal well continues to opeiatd meets federal drinking water stand:
PNM is not able to assess the duration of thisggtoj

The Superfund Oversight Section of the NMED hasdacted multiple investigations into the chlorinasedvent plume in the vicini
of the site of the former Santa Fe Generating @tatn February 2008, a NMED site inspection repaas submitted to EPA, which states
neither the source nor extent of contaminationtieen determined and also states that the sourcenataye the former Santa Fe Gener:
Station. The NMED investigation is ongoing. In Jarpu2013, NMED notified PNM that monitoring resultem April 2012 showed elevat
concentrations of nitrate in three monitoring welied an increase in a hydrocarbon mixture in amotle$i. None of these wells are routin
monitored as part of PNM's obligations under thitlesaent agreement. PNM is unable to predict thiemue of this matter, but does
believe the former generating station is the soofdbe nitrates or the increased levels of therbgarbon mixture.

Coal Combustion Byproducts Waste Disposal
Regulation

CCBs consisting of fly ash, bottom ash, and gypéum SJGS are currently disposed of in the surfagee pits adjacent to the ple
SJGS does not operate any CCB impoundments. Thiad/amd Minerals Division of the New Mexico Enerd@inerals and Natural Resour:
Department currently regulates mine placement bfvath federal oversight by the OSM. APS dispose€®@Bs in ash ponds and dry stor
areas at Four Corners and also sells a portiots dffyiash for beneficial uses, such as a constitireconcrete production. Ash manageme
Four Corners is regulated by EPA and the New MeSitade Engineer's Office.

In June 2010, EPA published a proposed rule tiedtidies two options for waste designation of cohl &ne option is to regulate CC
as a hazardous waste, which would allow EPA toteraacomprehensive federal program for waste manegeand disposal of CCBs. 1
other option is to regulate CCBs as a mazardous waste, which would provide EPA with ththarity to develop performance standards
waste management facilities handling the CCBs amaldvbe enforced primarily by state authoritieshtoough citizen suits. Both options all
for continued use of CCBs in beneficial applicatioEPA's proposal does not address the placeme@C&s in surface mine pits f
reclamation. An OSM CCB rulemaking team has beeméa to develop a proposed rule.

On April 5, 2012, several environmental groups)udimg Sierra Club, filed a citizen suit in the D.Circuit claiming that EPA hi
failed to review and revise RCRA's regulations witspect to CCBs. The groups allege that EPA haady determined that revisions to
CCBs regulations are necessary. They also claitrBRA now has a nodiscretionary duty to revise the regulations. Theimnmental grouy
asked the court to direct EPA to complete its newié the regulation of CCBs
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and a hazardous waste analytical procedure andst@ inecessary revisions of such regulations as as@ossible. Two industry grc
members subsequently filed separate lawsuits inDi@& Circuit seeking to ensure that disposal ol csh would not be regulated &
hazardous waste. The environmental and industrgdas/have been consolidated.

PNM advocates for the ndmzardous regulation of CCBs. However, if CCBsutienately regulated as a hazardous waste, cosisl
increase significantly. PNM would seek recovenynirits ratepayers of all costs that are ultimatebuired. PNM cannot predict the outcom
EPA's or OSM's proposed rulemaking regarding CCllegion, including mine placement of CCBs, or wiegtthese actions will have
material impact on its operations, financial pasitior cash flows.

Sierra Club Allegations

In April 2010, the Sierra Club filed suit againdiR, PNM, SJCC, and BHP in the United States Distfiourt for the District of Ne
Mexico. In the complaint, as amended, Sierra Clidgad that activities at SJIGS and the San Juam Migre causing imminent and substa
harm to the environment, including ground and sigfaater in the region, and that placement of C&Bke San Juan Mine constituted "o
dumping" in violation of RCRA. The suit also indes claims against SJCC and BHP under the Surface ®ontrol and Reclamation A
The complaint requested judgment for injunctivéefepayment of civil penalties, and an award @fiftiffs’ attorney's fees and costs.

On March 28, 2012, the parties filed an executatsent decree with the court, which was approvedhbycourt on April 12, 201
settling the litigation. Under the terms of the sent decree, the SJGS owners and SJCC will cohstnagcoperate a slurry wall and recoy
trench, fund other environmental projects, and pagyra Club's attorneys' and experts' fees. Thed éstimated cost of the settlemen$iD.z
million , of which about $4.5 milliois PNM's share. Substantially all of the incoméesteent impact related to this settlement was reszbic
2011. The consent decree also includes a releadaiofs and a covenant not to sue by Sierra CINM s complying with the requirements
the consent decree.

Hazardous Air Pollutants (“HAPs”) Rulemaking

In December 2011, the EPA issued its final Meramy Air Toxics Standards (“MATS'tp reduce emissions of heavy metals, inclu
mercury, arsenic, chromium, and nickel, as welbeisl gases, including hydrochloric and hydrofluayases, from coal and dited electric
generating units with a capacity of at least\28/. Existing facilities will generally have up todr years to demonstrate compliance witt
new rule. PNM's assessment of MATS indicates thatdontrol equipment currently used at SJGS alltvesplant to meet the emiss
standards set forth in the rule although the ptaay be required to install additional monitoringugnent. With regard to mercury, st
testing performed for EPA during the MATS rulemakiprocess showed that SIGS achieved a mercury e¢mmate of 99%or greater. AP
will conduct testing to determine what additionahtrols, if any, will be required at Four Corndfsadditional controls are required, the ci
are not expected to be material.

Other Commitments and Contingencies
Coal Supply

The coal requirements for SJIGS are being supple8JICC, a wholly owned subsidiary of BHP. In adudiitto coal delivered to me
the current needs of SJIGS, PNM prepays SJCC faaigaroal mined but not yet delivered to the plsite. At December 31, 2012 and 2(
prepayments for coal, which are included in otherent assets, amounted to $9.9 million and $14lém. These amounts reflect delivery
a portion of the prepaid coal and its utilizatiamedo the mine fire incident described below. SHotis certain federal, state, and private
leases and has an underground coal sales agreémsopply processed coal for operation of SIGSugfo2017. Under the coal se
agreement, SJCC is reimbursed for all costs forimgimnd delivering the coal, including an allocageattion of administrative costs, €
receives a return on its investment. BHP Mineraterhational, Inc. has guaranteed the obligatidr8J&€C under the coal agreement. The
agreement contemplates the delivery of coal thatl@gvsupply substantially all the requirements & 8JGS through December 31, 2017.

APS purchases all of Four Corners' coal requiresnotn a supplier that is also a subsidiary of Biiid has a longerm lease of co
reserves with the Navajo Nation. The Four Corned contract runs through July 6, 2016 with pricthgfermined using an escalating bas
price. In December 2012, BHP announced that itemisred into a Memorandum of Understanding withNlagajo Nation setting out the k
terms under which the coal supplier would be solthe Navajo Nation. The BHP subsidiary
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would be retained as the mine manager and oparatibJuly 2016. Key terms of the new coal suppiypttact are being finalized by the Nav
Nation and the Four Corners owners. As a resuhisfproposed change in ownership, APS now exphatsa new coal supply contract wa
be executed upon completion of negotiations andvahg the endorsement of the transfer of ownersbip new Navajo Nation commert
enterprise to be established by the Navajo Natigimal Council. The decision of the Tribal Coundaldurrently expected to occur in the sec
quarter of 2013. PNM is unable to predict the ootemf this matter.

In 2010, PNM updated its study of the final recléioracosts for both the surface mines that presjopsovided coal to SJIGS and
current underground mine providing coal and reviggdstimates of the final reclamation costs. €emate for decommissioning the F
Corners mine was also revised in 2010. Based omits recent estimates, remaining payments for menkamation, in future dollars,
estimated to be $61.4 million for the surface miaefoth SIGS and Four Corners and $19.7 mifliorthe underground mine at SJGS a
December 31, 2012. At December 31, 2012 and 2Galiliies, in current dollars, of $26.8 million @r$26.5 millionfor surface min
reclamation and $4.2 million and $4.2 millifor underground mine reclamation were recordedtlirerodeferred credits. On June 1, 2012
SJGS owners entered into a trust funds agreemagmbtade funding to compensate SJCC for gests reclamation obligations under the
sales agreement. The trust funds agreement recpasowner to enter into an individual trust agreet with a financial institution as trust
create an irrevocable trust, and deposit initiadding into the trust by August 30, 2012. Thereafteposits, which are based on funding cu
must be made on an annual basis. PNM made italifithding requirement of $2.6 million in AugustZand funded an additiondll.C
million in December 2012. Future funding requiretseare currently expected to approximate $0.8 omilannually.

PNM collects a provision for surface and undergrbamne reclamation costs in its rates. The NMPRE dapped the amount that
be collected from ratepayers for final reclamatidrihe surface mines at $100.0 milliofPreviously, PNM recorded a regulatory asset lfie
$100.0 millionand recovers the amortization of this regulatorgetsn rates. If future estimates increase theilifabfor surface min
reclamation, the excess would be expensed atithat t

San Juan Underground Mine Fire Incident

On September 9, 2011, a fire was discovered atitiderground mine owned and operated by SJCC tbatdars coal for SJIGS. T
federal Mine Safety and Health Administration (“M&H was notified of the incident. On September 12, 2@BICC informed PNM that t
fire was extinguished. However, MSHA required seglihe incident area and confirmation of a noncastible environment before allowi
re-entry of the sealed area. SJCC regained entrytir@sealed area of the mine in early March 2012thAt time, MSHA conducted a r
cause analysis inspection of the incident area,hbstnot yet issued its report. SJCC has completgzkction of the mine equipment
reported no significant damage. SJCC removed thgeegnt from the impacted mine panel and reassertlad new panel face. On May
2012, SJCC received approval from MSHA and resutnedwall mining operations. If further difficultiesccur in the longwall minir
operation, PNM and the other owners of SJIGS woelednto consider alternatives for operating SJG8uding running at less than f
capacity or shutting down one or more units, thpaots of which cannot be determined at the cuthem.

The costs of the mine recovery flow through the-tesnbursable component of the coal supply agreen®iv! anticipates that it w
recover through its FPPAC the portion of such ca#tgbutable to its customers subject to New Mexiegulation. The staff of the NMPRC |
requested that PNM provide information segregativegyimpacts of this incident on the FPPAC. PNMinds with the NMPRC reflect ¢
estimate that this incident increased the defemder the FPPAC by $21.6 milliorBJCC has submitted an insurance claim regartimgast
it incurred due to the mine fire. Any recovery db&al by SICC through its insurance carrier mayelabursable (in whole or in part) to P!
through the coal sales agreement. Any insuranea®/egg would be flowed through PNM's FPPAC to theeakit relates to increased coal ¢
included in the FPPAC. The potential impacts of arspirance settlement cannot be determined atutrerd time. Based on information P!
has received from SJCC to date, PNM does not expeahine fire to have a material effect on itafinial condition, results of operations
cash flows.

Nuclear Fuel

The PVNGS participants are continually identifyitinggir future nuclear fuel resource needs and nafijogi arrangements to fill thc
needs. In late August 2012, one of PVNGS's supplieat converts uranium concentrates to uraniunafhexride invoked the force majel
provision in its contract when it shut down its gersion plant due to regulatory compliance issiié® PVNGS participants have suffici
strategic reserves of enriched uranium such ttegt do not anticipate a short-term impact
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on nuclear fuel supplies as a result of the foragenre declaration. The PVNGS participants areuatilg alternate longerm options fc
securing conversion services.

PVNGS Liability and Insurance Matters

Liability for incidents at nuclear power plantsgisverned by the PricAnderson Act, which limits the liability of nucleagactor owne!
to the amount of insurance available from both gigvsources and an industry retrospective paymlant pn accordance with the Price-
Anderson Act, the PVNGS participants have insurdoceublic liability exposure for a nuclear incittetotaling $12.6 billiorper occurrenc
Commercial insurance carriers provide $375 millzord $12.2 billioris provided through a mandatory industry wide rgbextive assessm
program. If losses at any nuclear power plant cvdyy the program exceed the accumulated funds, BbIND be assessed retrospec
premium adjustments. Based on PNM's 10i@8rest in each of the three PVNGS units, PNM'gimam potential assessment per inciden
all three units is $36.0 million , with an annualyment limitation of $5.4 million .

The PVNGS participants maintain “all riskih€luding nuclear hazards) insurance for damageaurtd, decontamination of, property
PVNGS in the aggregate amount of $2.75 billioa substantial portion of which must first be agglto stabilization and decontaminat
These coverages are provided by Nuclear Electdarance Limited (“NEIL”).If NEIL's losses in any policy year exceed accurtadgunds
PNM is subject to retrospective assessments of $dli®n for each retrospective assessment declared by BlBbard of Directors. Tl
insurance coverages discussed in this and thequeyiaragraph are subject to policy conditionsexuiusions.

Natural Gas Supply
PNM procures gas supplies for its power plants ftbimd-party sources and contracts with third paransportation providers.

Water Supply

Because of New Mexico's arid climate and periodaudht conditions, there is concern in New Mexibow the use of water, includi
that used for power generation. PNM has securednghwater rights in connection with the existingrfaat Reeves Station, Delta, Valer
Afton, Luna, and Lordsburg. Water availability doest appear to be an issue for these plants attiths. However, prolonged droug
Endangered Species Act activities and a Federauavwy Texas (suing New Mexico over water allomas) could pose a threat of redu
water availability for these plants.

PNM, APS, and BHP have undertaken activities tause@dditional water supplies for SJGS, Four Canand related mines
accommodate the possibility of inadequate predipitain coming years. Since 2004, PNM has entemémlagreements for voluntary sharin
the impacts of water shortages with tribes androtlaer users in the San Juan basin. Extensiomeofirrent agreement through 2016 has
negotiated and is expected to be fully executety éar2013. In addition, in the case of water shgd, PNM, APS, and BHP have reac
agreement with the Jicarilla Apache Nation on aierm supplemental contract relating to water fd8SJand Four Corners that runs thra
2016. Although the Company does not believe tisadjterations will be materially affected by drougbnditions at this time, it cannot forec
the weather or its ramifications, or how policygu&ations, and legislation may impact the Compdrgusd water shortages occur in the future.

In April 2010, APS signed an agreement on behalthefPVNGS participants with five cities to providaoling water essential to pov
production at PVNGS for the next forty years.

PVNGS Water Supply Litigation

In 1986, an action commenced regarding the righsR$S and the other PVNGS participants to the dsgraundwater and effluent
PVNGS. APS filed claims that dispute the courttisgliction over PYNGS' groundwater rights and ttegintractual rights to effluent relating
PVNGS and, alternatively, seek confirmation of thaghts. In 1999, the Arizona Supreme Court issaedecision finding that cert:
groundwater rights may be available to the fedgmalernment and Indian tribes. In addition, the Ana Supreme Court issued a decisic
2000 affirming the lower court's criteria for regoly groundwater claims. Litigation on these isshas continued in the trial court. No t
dates have been set in these matters. PNM doesxpett that this litigation will have a materialgact on its results of operation, finan
position, or cash flows.
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San Juan River Adjudication

In 1975, the State of New Mexico filed an actionNew Mexico District Court to adjudicate all wateghts in the San Juan Ri\
Stream System, including water used at Four CometsSJGS. PNM was made a defendant in the litigati 1976. In March 2009, Presid
Obama signed legislation confirming a 2005 settieméth the Navajo Nation. Under the terms of te&lement agreement, the Navajo w
rights would be settled and finally determined byre by the court of two proposed adjudication dest The court has ordered that settle
of the Navajo Nation's claims under the settlenagméement and entry of the proposed decrees bé imean expedited proceeding.

PNM's water rights in the San Juan Basin may bectdtl by the rights recognized in the settlemertéeagent as being owned by
Navajo Nation (which comprise a significant portioh water available from sources on the San JuarerRand in the San Juan Bas
Therefore, PNM has elected to participate in thexpeding. The Company is unable to predict thenate outcome of this matter or estinr
the amount or range of potential loss and canntaroéne the effect, if any, of any water rightsuatigation on the present arrangement:
water at SJGS and Four Corners. Final resolutidhetase cannot be expected for several yearagfaement reached with the Navajo Né
in 1985, however, provides that if Four Corner®efoa portion of its rights in the adjudication, tii@vajo Nation will provide, for an agre
upon cost, sufficient water from its allocationatifset the loss.

Conflicts at San Juan Mine Involving Oil and Gas Laseholders

SJCC, through leases with the federal governmedttha State of New Mexico, owns coal interests wihpect to the San Jt
underground mine. Certain gas producers have leagbgs area of the underground coal mine and laagerted claims against SJCC the
coal mining activities are interfering with gas goction. SJICC has reached settlement with sevaslegaseholders and has prevailed in
in defeating the claims of other claimants. Sevethér claims and potential claimants remain. PNivirot predict the outcome of existing
future disputes between SJCC and gas leasehold#rs tange of potential outcomes.

Republic Savings Bank Litigation

In 1992, an inactive subsidiary of PNMR filed saffainst the federal government in the United Statmst of Claims, alleging brea
of contract arising from the seizure of RepubliziSgs Bank (“RSB”).RSB was seized and liquidated after federal letyisigorohibited certai
accounting practices previously authorized by ot with the federal government. The United St@msrt of Appeals for the Federal Circ
issued its opinion on October 21, 2009 resultingriraward to the plaintiffs of $9.7 million. Thepaal period expired in January 2010 anc
$9.7 million was received in April 2010. PNM recedithe amount, net of legal expenses of $1.2 millias other income in 2010.

Complaint Against Southwestern Public Service Compay

In September 2005, PNM filed a complaint under Fleeleral Power Act against SPS alleging SPS ovageldaPNM for deliveries
energy through its fuel cost adjustment clause tipese PNM also intervened in a proceeding broughtother customers raising sim
arguments relating to SPS' fuel cost adjustmeniselgractices (the “Golden Spread proceedirig”2008, FERC issued its order in the Go
Spread proceeding affirming that SPS violatedutd €ost adjustment clause tariffs, but shortetiiregrefund period applicable to the violai
of the fuel cost adjustment clause issues. PNMS#8 have filed petitions for rehearing and claaifian of the scope of the remedies that \
ordered and reversal of various rulings in the nré&RC has not yet acted upon the requests faaréifg or clarification and they rem
pending further decision. PNM cannot predict tmaffioutcome of the case at FERC or the range dilplesoutcomes.

Navajo Nation Allottee Matters

A putative class action was filed against PNM atttep utilities in February 2009 in the United Sgaf®istrict Court in Albuquerqu
Plaintiffs claim to be allottees, members of thesz&ja Nation, who pursuant to the Dawes Act of 188&te allotted ownership in land car
out of the Navajo Nation and allege that defendantduding PNM, are rights-of-way grantees witghtis-ofway across the allotted lands .
are either in trespass or have paid insufficieasflor the grant of rights-afray or both. In March 2010, the court ordered thatentirety ¢
the plaintiffs' case be dismissed. The court ditl grant plaintiffs leave to amend their complaiiniding that they instead must pursue
exhaust their administrative remedies before sgetédress in federal court. In May 2010, plaistififed a Notice of Appeal with the Bureat
Indian Affairs ("BIA"), which was
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denied by the BIA Regional Director. In May 2011aiptiffs appealed the Regional Director's decidiorthe DOI Board of Appeals. Briefin
on the merits of the appeal are complete and aidecis pending. PNM is participating in order t@gerve its interests regarding any PNM
acquired rights-ofvay implicated in the appeal. PNM cannot prediet ttutcome of the proceeding or the range of patkatitcomes at th
time.

In a separate matter, in September 2012, fimge landowners claiming to be Navajo allotedsdfa notice of appeal with the B
appealing a March 2011 decision of the BIA Regiddiaéctor regarding renewal of a right-afay for a PNM transmission line. The allott
many of whom are also allottees in the above magemerally allege that they were not paid fair keawvalue for the right-ofvay, that the
were denied the opportunity to make a showing dkd view of fair market value, and thus denie@ ghrocess. PNM intends to participat
this matter in order to preserve its interests mdigg the right-ofway implicated in the appeal. PNM cannot predi@ tutcome of tt
proceeding or the range of potential outcomesistitie.

Transmission Issues
Cargill Complaint

In April 2010, Cargill Power Markets, LLC (“Cardi)l filed a complaint with FERC, asserting that PNM nayerly processed
transmission service queue and unfairly invalidatddansmission service request by Cargill. In 20¢0, FERC issued an order determi
that PNM had improperly invalidated a single Cdrgdnsmission service request submitted in Felpra@08. In August 2010, Cargill filec
motion for rehearing. In January 2011, PNM and (lafited a settlement agreement with FERC in whieNlM agreed to pay Cargi#i0.z
million and put Cargill's transmission service request batkthe queue. The settlement also left Cargililsearing motion in place befi
FERC. On May 25, 2012, FERC issued an order acugftie settlement agreement, as modified. PNM treds0.2 millionin July 2012. O
October 9, 2012, Cargill made a filing urging FERGule on Cargill's outstanding motion for rehagriOn November 20, 2012, FERC del
Cargill's motion for rehearing concluding this neatt

TGP Complaint

On March 2, 2012, TGP Granada, LLC and its afflliétollectively, “TGP")filed a complaint at FERC against PNM and Tort
Capital Resources Corp. (“TTO”). PNM owns 60% df tBIP and leases the other 46%m TTO. TGP's filing requested FERC to direct P
and TTO to identify the party that will immediatedgsume the obligation of making transmission dapaao the EIP available to customers
use after the April 1, 2015 expiration of the E¢ade agreement. TGP also requested a declarattey @rwaiver regarding certain provisi
of PNM's Open Access Transmission Tariff to allasvaffiliate to change the point-oéceipt associated with a transmission serviceesagea
related to the EIP without losing its transmisssenvice priority.

PNM's lease of the portion of the EIP owned by Téx@ires on April 1, 2015. The lease provides PNK dptions, with 24 mont
advance notice, of purchasing the leased assét® and of the lease for fair market value, or pasing the leased assets prior to the
expiration at the greater of fair market value atigulated values contained in the lease. The lalseallows PNM to renew the lease fi
series of terms with lease payments at the faiketaralue rate and provides PNM the option, if@i@rconditions are met, to renew the lea:
50% of the current lease payments for a maximum terbe calculated at the end of the initial le@sm.

On July 5, 2012, FERC issued an order denying T@®gests for declaratory order and waiver. In @aiti FERC directed PNM,
consultation with TTO, to identify the party thaillyprovide long-term transmission service over kbased portion of the EIP.

On September 5, 2012, PNM made an informationalgfivith FERC stating that PNM and TTO had reache@greement in princig
setting out the terms and conditions under whicMRbuld exercise its option to purchase the 46&sed capacity as provided under the |
on April 1, 2015 and provide long-term transmisssenvice on the leased capacity after April 1, 2015

On November 1, 2012, PNM and TTO entered into andise agreement for PNM to exercise the optiorptwchase on April 1, 20.
the leased capacity at fair market value, whichpiuties agreed would be $7.7 milliomhe lease remains in existence and PNM will re¢be
purchase at the termination of the lease on AprdQIL5. The definitive agreement sets forth thenseand conditions under which PNM wa
also assume responsibility for scheduling long-telansmission service on
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the leased capacity. In November 2012, PNM reqdette necessary FERC approvals for the definityeement. In January 2013, FE
approved PNM's requests. In addition, FERC ord@Mi to make a compliance filing related to PNM'eestuling of transmission service
the leased capacity. PNM's compliance filing isjsctbto FERC approval. On February 8, 2013, FERD&d an order dismissing as mo
motion filed by TGP for clarification of FERC's yub, 2012 order. TGP has a thidgy period in which to file a rehearing or, altdively, ¢
60-day period to file for appeal. If no such relimgrequest or appeal is filed, the February 8 326Mer will be final and noappealable. PNI
cannot predict the outcome of this proceeding.

(17) Regulatory and Rate Matter:

The Company is involved in various regulatory mattsome of which contain contingencies that algesti to the same uncertaintie:
those described in Note 16.

PNM

Renewable Portfolio Standa

The REA establishes a mandatory RPS requiringlityut acquire a renewable energy portfolio ecqiwal 0%of retail electric sales |
2011, 15% by 2015, and 20% by 2020. The NMPRC regquienewable energy portfolios to be “fully divéesl.” As amended in Decemt
2012, the diversity requirements are 30% wind, 28%ar, 5% other, and 1.5% distributed generatinoreiasing to 3%n 2015. The RE.
provides for streamlined proceedings for approvaitiities' renewable energy procurement plansuess utilities recovery of costs incur
consistent with approved procurement plans, andiregithe NMPRC to establish a RCT for the procamrinof renewable resources to pre
excessive costs being added to rates. In Decenflie, the NMPRC approved an amended RCT set atf3%stomers' annual electric chat
beginning in 2013 and continuing thereafter.

In August 2010, the NMPRC partially approved PNk'gised 2010 procurement plan, including PNM's gtreent in 22MW of solal
PV facilities at various PNM sites and the condiarcof a solarstorage demonstration project. The NMPRC approliedestimated costs
$107.7 million. Under the REA, actual costs incurred pursuanarid consistent with an approved procurement plandaemed to |
reasonable and recoverable in the ratemaking pso€mstruction of these facilities was complete@011 at a total cost of approximat&g:s
million .

In July 2010, PNM filed its renewable energy pramment plan for 2011. PNM requested a variance tlediversity requirements 1
solar and certain “other resourcdst 2011 based on the RCT and availability constsiwhich the NMPRC granted. The NMPRC ultime
rejected a portion of PNM's proposal in an ordet tlvas appealed to the New Mexico Supreme CourtJ@e 7, 2012, the New Mex
Supreme Court dismissed the appeal.

In July 2011, PNM filed its renewable energy praeuent plan for 2012. The plan requested a varidmee the RPS due to R(
limitations. The plan was diversity-compliant basedthe reduced RPS, except for non-wind/solar resources, which were not availabli
December 2011, the NMPRC approved PNM's 2012 planprdered PNM to spend an additional $0.9 milkonrenewable procurements
2012. PNM intends to recover the costs of the sampphtal procurements in 2013 through the renewédsde discussed below. This order ¢
required PNM to file its 2013 renewable energy prement plan by April 30, 2012. The 2013 plan psgzbprocurements for 2013 and 2
of 20 MW of PNM-owned solar PV facilities, at artiested cost of $45.5 millionwind and solar REC purchases in 2013, and a pes
power agreement for the output of a new geothefaudlity. The plan also included a supplementalcprement of 2 MW of PNMbwned sole
PV facilities at a estimated cost of $4.5 millimnsupply the energy sold under PNM's voluntaryeresble energy tariff. The plan will ena
PNM to comply with the statutory RPS amount in 2003t requires a variance from the NMPRC's diversquirements in 2013 while 1
proposed geothermal facilities are being constduciéis plan is expected to achieve full RPS quargnd diversity compliance by 2C
without exceeding the RCT. The NMPRC approved taa jn December 2012, but reduced the supplemeataf PV procurement to 1MW.

PNM is recovering certain renewable procurementscoem customers through a rate rider. See Renleviaiergy Rider below.
Renewable Energy Rid

In January 2012, PNM filed an application for eereatler that PNM proposed would go into effect inglist 2012 to collect costs
renewable energy procurements incurred after Deeefth 2010 that are not otherwise being colleotedtes.
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These costs include the procurement of solar RE@® tustomers, wind resource procurements duringehder and December 2011
ordered by the NMPRC, and the revenue requirenfenBNM-owned solar PV facilities and a solar battery gferdemonstration project tl
went into service during 2011. The 2012 rider matruld be reset as of January 1, 2013 to refleataowered costs from 2012 and proje
costs to be incurred in 2013. The rider would teate upon a final order in PNM's next general @se unless that order authorize
continuation of the rider. Amounts collected unttex rider are capped at $18.0 million in 2012 aR4.8 millionin 2013 under the stipulati
in PNM's 2010 Electric Rate Case. Any amounts allogecaps are deferred for future recovery witloauitying costs. As a separate compo
of the rider, if PNM's earned return on jurisdicti equity in 2013, adjusted for weather and ofitems not representative of nort
operations, exceeds 10.5% , it must refund to custs during May through December 2014 the amouet ©0.5%. On August 14, 2012, t
NMPRC approved collection of renewable procurenoasts through the rider on a per KWh basis. Theaymul rate i<$0.0022335er KWt
in 2012 and $0.002837der KWh in 2013. The order disapproved the recowdrthe cost of the supplemental procurement odiéne the
NMPRC in the 2012 procurement plan case becausdMRC had not yet acted on the spec$0.9 million procurement proposed by PN
which is discussed under Renewable Portfolio Stahdhove. The NMPRC subsequently approved the soppital procurement, but orde
that a hearing must be held on its inclusion inrider. In October 2012, the NMPRC issued an otdeclarify that no separate heariny
required prior to increasing the rider rate for nenwcurements if a legally appropriate hearing loa increase was conducted as part o
hearing on the procurement plan. PNM implementeditter on August 20, 2012.

Energy Efficiency and Load Managem

Program Costs

Public utilities are required by the Efficient Usé Energy Act to achieve specified levels of enesgyings and to obtain NMPF
approval to implement energy efficiency and loachageement. Costs to implement approved programseamvered through a rate rider
September 2010, PNM filed an energy efficiency paiagapplication for programs to be offered begignialy 1, 2011. The NMPRC issuec
order in June 2011 that approved a rider recoverguat of $17.1 milliorin program costs. The new rider rate was effeatiith bills rendere
July 27, 2011.

In April 2011, PNM filed a reconciliation of energfficiency program costs and collections as ofddelger 31, 2010. Included in t
filing was an adjustment of the adder amount téeotfthe measured and verified savings for 201@namm participation in its 2010 Anni
Electric Energy Efficiency Report, also filed in Mp2011. PNM proposed an adjustment to the eneffigiency rider to recover an under-
collected balance of $2.6 millionAfter an evidentiary hearing, the NMPRC issuedoatter in November 2011 that approved recove
substantially all of the under-collected prograrstso

In October 2012, PNM filed an energy efficiency gmam application for programs to be offered begignin May 2013. The filin
included proposed program costs of $22.5 milliomsp proposed profit incentive of $4.2 millio®NM requested that the NMPRC issut
order by April 1, 2013. Portions of the programrpbnd proposed profit incentive are opposed byrqgiheties to the case. PNM subseque
revised its proposed profit incentive to $2.9 roifli. A hearing on the application was held in Februzdg3. PNM is not able to predict
outcome of this matter.

Disincentives/Incentives Adder

The Efficient Use of Energy Act requires the NMPRCremove utility disincentives to implementing eme efficiency and los
management programs and to provide incentivesucn programs. A rule approved by the NMPRC autlearialectric utilities to collect re
adders of $0.01 per KWh for lifetime energy saviagsl $10per KW for demand savings related to energy efficyeand demand respol
programs beginning in 2010. The NMAG and NMIEC agpd the NMPRC order adopting this rule to the N@xico Supreme Court. PN
began implementing a rate rider under the ruleottect adders related to its 2010 program saving9eécember 2010 while the appeal of
rule was pending. In July 2011, the Supreme Caurtibed and vacated the order adopting the ruleram@nded the matter to the NMPRC
a result of the Supreme Court decision, PNM filedsed tariffs and ceased collecting this adde2€dO program savings on August 21, 2!
Of the $4.2 million authorized for recovery, $2.8lion was collected through August 20, 2011.

In June 2011, prior to the Supreme Court decidiom NMPRC approved PNM-specific adders of $0.002K3&h and $4per KW fol
savings due to programs implemented in 2011. PNptdsently collecting $1.3 milliom adder revenues consistent with this order. Athe
Supreme Court decision vacating the rule, the NMPated a proceeding to determine whether PNM
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should be required to cease collecting the addedsta refund all adder revenues collected sinceeber 2010. In November 2011,
NMPRC issued orders that PNM is not required tamdfany adder revenues and is authorized to cantinllecting the adders. However, ir
order on rehearing, which it subsequently rescindeel NMPRC further reduced the amount of the aighd adders. Prior to the resciss
PNM appealed the rehearing order to the SupremetQnuwarch 2012, the Supreme Court granted PNWition to vacate the rehearing ot
and dismiss PNM's appeal. In a separate appeakandroceeding in the Supreme Court, NMIEC andXMAG seek to overturn the NMPF
order allowing PNM to continue to collect adderdigit of the 2011 Supreme Court decision. On May 2012 the Supreme Court dismis
the writ proceeding. Oral argument in the appea hald in December 2012 and a decision in the djipeapected in 2013. PNM is unable
predict the outcome of the appeal.

Decoupling Rulemaking

On May 15, 2012, the NMPRC issued a NOPR that whialde amended the NMPRC's energy efficiency rulauthorize use of
decoupling mechanism to recover certain fixed cosfroviding retail electric service from the migharged on a per KWh of consumptior
the mechanism for removal of disincentives assediatith the implementation of energy efficiency gnams. The proposed mechanism
generally consistent with the decoupling propokat PNM included, and subsequently agreed to watlidm its 2010 Electric Rate Case.
proposed rule also addressed incentives associatiednergy efficiency. On July 26, 2012, the NMPRIGsed the proposed rulemaking
opened a new energy efficiency rulemaking docket thay address decoupling and incentives. Workskmmevelop a proposed rule h
been held, but no order proposing a rule has Is=ered. PNM is unable to predict the outcome ofrtatter.

2010 Electric Rate Case

PNM filed its 2010 Electric Rate Case applicatioithvihe NMPRC in June 2010 for rate increasesitwa$165.2 millionfor all PNM
retail customers to be effective April 1, 2011. Tagplication proposed separate rate increasesufstomers served by TNMP prior to
acquisition by PNMR (“PNM South”) and other customef PNM (“PNM North”). PNM also proposed to implement a FPPAC for F
South. The filed revenue requirements were baseafature test period ending December 31, 2011.

On August 21, 2011, PNM implemented a $72.1 millemual increase in rates as authorized by an afdléie NMPRC, whic
modified a stipulation agreed to by PNM and sevetlaér parties. The amended stipulation allows PiNlle a new general rate case for r
to become effective on or after July 1, 2013 andtd the amount that can be recovered on an arrasis for fuel costs, renewable ene
costs, and energy efficiency costs during certaiary. Costs in excess of the limits are deferréithowt carrying costs, for recovery in fut
periods. The caps are $38.8 million for the FPPA&@r\beginning July 1, 2012, which PNM began cdlhecat that time, and $36.2 millidor
the FPPAC year beginning July 1, 2013. PNM estimttat the caps will result in approximately $4million of FPPAC costs being defer
for future collection at June 30, 2014. Costs latted to the mine fire incident discussed in Nofeate included in the FPPAC amou
Possible recovery of costs through SJCC's insuratse discussed in Note 16, is not reflected mRRPAC amounts.

As a result of the modified stipulation, PNM receddore-tax losses for the $10.0 milliohfuel costs that will not be recovered thro
the FPPAC and $7.5 milliofor other costs that will not be recovered in rafEsese amounts were recorded as of June 30, 2t b
reflected as regulatory disallowances on PNM's Glitsted Statement of Earnings.

2011 Integrated Resource Plan

NMPRC rules require that investor owned utilitide &in IRP every three years. The IRP is requicedover a 20year planning peric
and contain an action plan covering the first fpears of that period. In its most recent IRP, whias filed in July 2011, PNM indicated the
planned to meet its anticipated load growth throagtombination of new natural gésed generating plants, renewable energy resoutoae
management, and energy efficiency programs. HoweRM has not entered into any commitments reggrdiese plans beyond wha
otherwise described herein. As required by NMPRIEs;uPNM utilized a public advisory group processiy the development of the 2(
IRP. Twoprotests were filed to the IRP requesting rejectibthe plan. The NMPRC assigned the case to ailte&ixaminer and designate
mediator to facilitate negotiations. The NMPRC fsfiéd a motion in December 2011 to dismiss thet@sts and terminate the proceedin
the ground that PNM's IRP fully complies with NMPR@es. PNM is unable to predict the outcome of thatter.
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2008 Electric Rate Case

In September 2008, PNM filed its 2008 Electric R@tse requesting the NMPRC to approve an increaskectric service rates to
PNM retail customers except those formerly served IMP. In June 2009, the NMPRC approved a stijpamaproviding for an increase
annual non-fuel revenues of $77.1 million , of wh&5% was implemented on July 1, 2009 and the mintai35%was implemented on Ap
1, 2010. As an offset to the increase, PNM impleteetia credit to customers totaling $26.3 millioepresenting past sales of $&lowances
This amount was credited to ratepayers over 21 hsdr@ginning July 1, 2009. The stipulation also preddor a traditional FPPAC with 10(
of off-systems sales margins being credited against itotie FPPAC. The FPPAC factor is set annually. &mMdMPRC rules, PNM must fi
an application for continued use of its FPPAC astesvery four years. PNM anticipates making tbistinuation filing in May 2013.

Emergency FPPA(

In 2008, the NMPRC authorized PNM to implement anekgency FPPAC from June 2, 2008 through June @09.2The NMPR!
order approving the Emergency FPPAC also provitiat it PNM's base load generating units did notrafgeat or above a specified cape
factor and PNM was required to obtain replacememtgp to serve jurisdictional customers, PNM wouédrbquired to make a filing with t
NMPRC seeking approval of the replacement powetscds its required filing, PNM stated that the tsosf the replacement power amoun
to $8.0 millionwere prudently incurred and made a motion that eppproved. The NMPRC staff opposed PNM's maiwhrecommend:
that PNM be required to refund the amount collecfadlitors selected by the NMPRC found that PNM wasdent in operating its base I
units and in securing replacement power but hadobtdined prior NMPRC approval in the manner reggiiby the NMPRC order. PN
continues to assert that its recovery of replacémewer costs was proper and did not violate thePWR@'s order. The NMPRC has not rt
on this matter. Under the terms of the approvaulkttion in the 2010 Electric Rate Case, the paittiethe stipulation, including the NMPI
staff, jointly requested that the NMPRC take ndtfar action in this matter and close the docket.piidy has opposed that request. PN
unable to predict the outcome of this matter.

Applications for Approvals to Purchase De

As discussed in Note 9, PNM has entered in to aeemgent to purchase Delta, a ¥V natural gas peaking unit from which PI
currently acquires energy and capacity under a P&, agreement to purchase Delta is subject tooapfs by the NMPRC and FERC.
January 3, 2013, PNM filed an application with MPRC for a Certificate of Convenience and Necgdsitown and operate Delta and f
determination of related ratemaking principles amgtment. PNM requested expedited consideratiothefapplication so that a final on
could be issued by May 31, 2013. The NMPRC hagasdithe matter to a hearing examiner. A hearintherapplication is scheduled to be
on May 13, 2013. PNM filed an application for apgbof the Delta acquisition at FERC on January2®,3. FERC approved the purchas
February 26, 2013. PNM is unable to predict theoune of this matter.

Transmission Rate Case

In October 2010, PNM filed a notice with FERC tanmase its wholesale electric transmission revelye$11.1 millionannually
based on a return on equity of 12.25% . The filaigp seeks to revise certain Open Access Transmiggriff provisions and Hatera
contractual terms. If approved, the rate incremseld apply to all of PNM's wholesale electric sarission service customers, which incl
other utilities, electric cooperatives, and entitieat use PNM's transmission system to transmvepat the wholesale level. The proposed
increase would not impact PNM's retail customensDecember 2010, FERC issued an order accepting '®Nhlhg and suspending t
proposed tariff revisions for five months. The peed rates were implemented on June 1, 2011, $ubjeefund. On July 3, 2012, PNM fil
an unopposed settlement agreement with the FER@efthe settlement agreement, PNM would increasesnission service revenues3f<
million annually and would refund amounts collected in exa# the settled rates. In addition, the part@gsed that if PNM files for a formt
based rate change within one year from FERC's a&ppaf the settlement agreement, no party will g@pthe general principle of a form
rate, although the parties may still object to ipatar aspects of the formula. On January 2, 26FERRC approved the settlement agreen
PNM refunded amounts collected in excess of thitesletates in January 2013.

Formula Transmission Rate Ca

On December 31, 2012, PNM filed a request with FEBCa $3.2 millionwholesale electric transmission rate increase, hase:
10.81% return on equity and authority to adjustsraission rates annually based on an approved farfhe proposed
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$3.2 million rate increase is in addition to the%gillion rate increase approved by the FERC on Januaryl® 0the transmission rate ¢
discussed above. If approved, the request woulty appall of PNM's wholesale electric transmissiggrvice customers, which include of
utilities, electric cooperatives, and entities that PNM's transmission system to transmit powdéhnetvholesale level. The request would
impact PNM's retail customers. PNM has requesteB@GBpproval by March 2013. PNM anticipates that EBRil allow rates to go int
effect, subject to refund, in the third quarte261.3.

Firm-Requirements Wholesale Customer Rate Case

In September 2011, PNM filed an unexecuted amesdkxs agreement between PNM and NEC with FERC agheement propose
cost of service based rate for the electric seraiw ancillary services PNM provides to NEC, whiabuld result in an annual increase$&.7
million or a 39.8% increase over existing ratesMPalso requested a FPPAC and full recovery of @ettard-party transmission charges PI
incurs to serve NEC. NEC filed a protest to PNMiad with FERC. In November 2011, FERC issued atteo accepting the filing, suspend
the effective date for a fivanonth period, to be effective April 14, 2012, sujo refund, and set the proceeding for settlemEme partie
have finalized a settlement agreement and PNM fibedhe necessary FERC approval on December &.2I1e settlement agreement wc
result in an annual increase of $5.3 million , atepsion of the contract for lfears, and an agreement that PNM will be able leo &
application for formula based rates to be effectiv@015. On January 23, 2013, the FERC settlefjueigie certified the settlement agreen
and approval is pending before FERC. PNM is unabferedict the outcome of this proceeding.

TNMP
Interest Rate Compliance Tar

Following a revision of the interest rate on TNME3$C, TNMP filed a compliance tariff to implemethtet new lower 8.31%ate
Intervenors asserted objections and, after regylgimceedings, the PUCT issued an order makinghéve rate retroactive to July 20, 2C
Ultimately, the Texas 3Court of Appeals reaffirmed the PUCT's decisioneDuithe new retroactive ratemaking theory conthinghe Texs
3" Court of Appeals opinion, TNMP recorded a pre-tagulatory disallowance of $3.9 millidn 2011 to reflect the impact of applying
8.31%rate retroactively. In June 2012, the Texas Suprémgt denied TNMP's petition for review. TNMP fila motion for rehearing, whi
was denied in August 2012 concluding this matter.

2010 Rate Case

In August 2010, TNMP filed with the PUCT for a $20nillion increase in revenues. In January 2011, the PUCToaeg a settleme
that provided for a revenue increase of $10.25ionill a return on equity of 10.125% , and a hypithé 55% / 45% debequity capite
structure. The PUCT approved the settlement inalgr2011. TNMP implemented the new rates on Fepruig2011.

2010 Rate Case Expense Proceeding

The determination of the amount of reasonable gase expenses incurred by TNMP and other partiég®dMP's 2010 Rate Case v
severed into a separate proceeding. The partieeadgo a settlement of the case, which was approydde PUCT in May 2011. TNMP bec
collecting $2.8 million over three years on Juh2@11.

Advanced Meter System Deployment and SurchargeeBt

In July 2011, the PUCT approved a settlement atisloazed an advanced meter deployment plan thanigeT NMP to collec$113.:
million in deployment costs through a surcharger@a@?2 year period. TNMP began collecting the surchargéogust 11, 2011. Deployme
of advanced meters began in September 2011 arahésisled to be completed over aygar period. In February 2012, the PUCT oper
proceeding to consider the feasibility of an “opt*gprogram for retail consumers that wish to declimeeipt of an advanced meter. The Pl
has requested comments and convened a public meetimear various issues. No proposal or decisamyet been announced by the PL
However, various individuals filed a petition withe PUCT seeking a moratorium on any advanced ndefg@oyment. The PUCT denied
petition and an appeal was filed with the TexadrigisCourt on September 28, 2012. Any @pit- program would apply to all transmission
distribution utilities in ERCOT. TNMP cannot pretitbe outcome or effect of this proceeding.
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Remand of ERCOT Transmission Rates for 1999 and

Following a variety of appeals, the ERCOT transioissates approved in 1999 and 2000 were remanedekl to the PUCT. The
dockets concern the recalculation of rates forftheth quarter of 1999 and all of 2000. In OctoBéd1, TNMP joined in a noonanimou
settlement of the issues relating to resettleménhe last four months of 1999. In January 2012 FHJCT approved the namanimou
settlement. TNMP received $1.6 million under thelement. In June 2012, TNMP filed its transmissawst recovery factor filing FCRF")
seeking $3.2 milliorin additional transmission costs. The PUCT staffuested a hearing asserting the settlement prodeausthe 199
remand settlement need to be credited againstaits FNMP requested in its TCRF. TNMP maintaing tha settlement proceeds should
be passed on to customers since TNMP was unabkctwer those costs in 1999. Subsequently, the P&t&ff agreed to interim rate rel
permitting TNMP to add $1.6 million in uncontestembts to its existing TCRF and add $1.6 millinrtosts in a subsequent TCRF if TNMI
successful in the contested case. The ALJ apprthesihterim relief on July 16, 2012. TNMP implemethtthe interim rates on Septembe
2012. On September 26, 2012, the contested paofitime case was remanded back to the PUCT pursoiamt agreed resolution that perr
the $1.6 million in interim rates to become finaldaauthorizes TNMP to institute a surcharge in Ma2013 to collect the addition&lL.€
million in initially disputed costs plus interedttae PUCT under-billing rate. The PUCT approvealjthint resolution on November 19, 2012.

Energy Efficienc

TNMP recovers the costs of its energy efficiencggpams through an energy efficiency cost recovangofr. The PUCT approv
TNMP's collection of its 2010 energy efficiency gram costs of $2.6 million over 11 monthsginning February 1, 2010. Recovery of
2011 program costs of $2.7 milliomere approved for collection beginning January @112 In September 2011, the PUCT approv
settlement that allows TNMP to collect the estirda2812 energy efficiency program costs of $3.4iamlland a $0.3 milliolonus for 201(
TNMP's new rates were effective January 1, 2012A0Qgust 28, 2012, the PUCT approved a settlemeattgbrmits TNMP to collect estima
2013 program costs of $4.8 million , plus recovefran aggregate of $0.4 million in undawHected costs from prior years, case expenses
performance bonus for 2011.

Transmission Cost of Service Rates

TNMP can update its transmission rates twice par y& reflect changes in its invested capital. Updaates reflect the addition ¢
retirement of transmission facilities, includingpappriate depreciation, federal income tax and ro#issociated taxes, and the approved r:
return on such facilities. In March 2010, TNMP dilan application to update its transmission radegfiect changes in its invested capital.
requested increase in total rate base is $33.8&millwith a total revenue requirement increas$b million. The PUCT approved the intel
adjustment on May 14, 2010.

On August 23, 2012, TNMP filed an application todafe its transmission rates to reflect changedsinnvested capital. Tl
application reflected an increase in total rateebat $26.4 million and requested an increase iremaes of $2.5 milliorannually. Th
application reflected the addition and retiremdrntransmission facilities, including depreciatidecderal income tax, and other associated t
and the approved rate of return on such facilitidsee PUCT approved the interim adjustment and TNMPlemented it on September
2012.

On January 31, 2013, TNMP filed an applicationudHer update its transmission rates to reflechgba in its invested capital. 1
requested increase in total rate base is $21.@millwhich will increase revenues $2.9 milliannually. The proposed rates reflect the adc
and retirement of transmission facilities, incluglidepreciation, federal income tax, and other aasttaxes, and the approved rate of re
on such facilities. The application is pending befthe PUCT and TNMP cannot predict the outcomisfmatter.

Periodic Distribution Rate Adjustme
In September 2011, the PUCT approved a new rulmiftérg interim rate adjustments to reflect changemvestments in distributic

assets. The rule permits distribution utilitiesfite for a periodic rate adjustment between Aprilhtough April 8 of each year as long as
electric utility is not earning more than its auiaed rate of return using weather-normalized data.
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(18) Related Party Transaction:

PNMR, PNM, and TNMP are considered related pagfedefined under GAAP. TNMP provides transmissiaa distribution service
to First Choice. On November 1, 2011, PNMR sol&tF@hoice. TNMP revenues from First Choice thro@gtiober 31, 2011 are conside
related party revenues and included in the tablevbePNMR Services Company provides corporate ses/sio PNMR and its subsidiaries
accordance with shared services agreements. Tkegees are billed at cost on a monthly basis tohhsiness units. Optim Energy we
related party prior to September 23, 2011. PNMR/i8es Company provided corporate services to Ofimargy under a services agreernr
There was also a services agreement for Optim Eriergrovide services to PNMR.

PNMR files a consolidated federal income tax retwith its affiliated companies. A tax allocationragment exists between PNMR
each of its affiliated companies. These agreenamatgide that the subsidiary company will compusetéxable income on a staafbne basi:
If the result is a net tax liability, such amouhta be paid to PNMR. If there are net operatingstes and/or tax credits, the subsidiary
receive payment for the tax savings from PNMR todRktent that PNMR is able to utilize those besgefit

See Note 6 for information on intercompany borrgpamrangements. See Note 21 for information coriiegr®ptim Energy. The tak
below summarizes the nature and amount of relaety fransactions of PNMR, PNM and TNMP:

Year Ended December 31,
2012 2011 2010
(In thousands)

Electricity, transmission and distribution relatavices billings:

TNMP to PNMR $ — 3 33,81 $ 39,08«
Services billings:

PNMR to PNM 99,98¢ 98,91« 93,60:

PNMR to TNMP 29,11( 29,35! 25,45¢

PNM to TNMP 59t 55(C 40C

TNMP to PNMR 15 164 31¢

PNMR to Optim Energy — 4,08: 5,77¢

Optim Energy to PNMR — 23 17z
Income tax sharing payments:

PNMR to TNMP 1,951 — 13,86¢

PNMR to PNM 63,11« — 59,29¢
Interest payments:

PNM to PNMR 1 54 13

TNMP to PNMR 137 40 281
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(19) Accumulated Other Comprehensive Income (Los

AOCI reports a measure for accumulated changesquityethat result from transactions and other eceoicoevents other thi
transactions with shareholders. The following tatdts forth each component of AOCI, net of incom@s:

Unrealized Mark-to- Accumulated
gain Pension market for cash- other
on liability flow hedge comprehensive
securities adjustment transactions income (loss)
(In thousands)
PNMR
Balance at December 31, 2012 $ 16,40¢ $ (97,820 $ (21¢) $ (81,63()
Balance at December 31, 2011 $ 15,63 % (82,43) % (58 $ (66,85¢)
PNM
Balance at December 31, 2012 $ 16,40¢ $ (97,820 $ — (81,419
Balance at December 31, 2011 $ 15,63¢ $ (82,43) $ — 3 (66,799
TNMP
Balance at December 31, 2012 $ — 3 — 3 (21¢) $ (21¢)
Balance at December 31, 2011 $ — % — 3 (58 $ (59

(20) New Accounting Pronouncements

Information concerning recently issued accountirmppuncements that have not been adopted by th@&uoms presented below.

Accounting Standards Update 2013-02 Comprehensive Income: Reporting of Amounts Recladsd Out of Accumulated Othet
Comprehensive Income

The FASB released amended guidance that requirigesro provide information about the amountslassified out of AOCI b
component and the line items in the statement afiegs that the reclassifications impact. The updateffective for annual and intel
reporting periods beginning after December 15, 2Mi&closures required shall be applied prospeltiver all periods presented. T
Company will provide the required information, whiwill not have a significant impact on the Comparfjnancial statements, beginning
2013.

(21) Optim Energy

In January 2007, Optim Energy was created by PNM®& EBCJV, a wholly owned subsidiary of Cascade,eives expanding ener
markets, principally the areas of Texas covere®ERCOT. PNMR and ECJV each had a 50 peroswership interest in Optim Energy
limited liability company. Optim Energy had a bafikancing arrangement that provided for a revolviimg of credit, the issuance of b
letters of credit support certain contractual ageaments, and a maturity of May 31, 2012. CascadeE®JIV guaranteed Optim Ener¢
obligations on this facility. Optim Energy's debdswnon-recourse to PNMR.

Impairment and Restructurir

Beginning in 2009 and continuing throughout 201pti@ Energy was affected by adverse market conditiprimarily low natural gi
and power prices. In addition, reported sales eftelc generating resources within the ERCOT maakea were transacted at prices (per
of generating capacity) that were substantiallyptyelhe amounts recorded for the electric generagilagts underlying PNMR's investmen
Optim Energy. Under GAAP, these factors were inticcaof impairment that required impairment anadysebe performed as of December
2010, both by Optim Energy of its electric genemgfplants and by PNMR of its investment in OptineEyy.
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GAAP requires that Optim Energy perform the impamnnanalysis of its electric generating plants gigorecasts of future cash flo
on an undiscounted basis. Optim Energy's analysiigated that it would be able to recover its itwents in electric generating assets
therefore, did not record any impairment loss atddeber 31, 2010.

However, GAAP requires that PNMR develop the impaint analysis of its investment in Optim Energyeaben a determination
the investment's fair value. Determination of faatue is subjective and requires reliance on masymptions and judgments regarding fL
events. Fair value can be based on the market agiprancome approach, or cost approach. In maksgdeatermination, PNMR conside
recent transactions involving electric generatiagess within the ERCOT market area, the forecaststl flows related to the investment,
preliminary information concerning strategic altimes for its investment in Optim Energy. PNMR&teatmination of the fair value of
investment in Optim Energy is considered a Levaeleéasurement under the fair value hierarchy estaaisinder GAAP. See Note ®#NMR'
analysis indicated that its entire investment inti@Energy was impaired at December 31, 2010. Atiogty, PNMR reduced the carryi
value of its investment in Optim Energy to zer®atember 31, 2010, resulting in a pre-tax impaimthess of $188.2 million $113.7 millior
aftertax), which is reflected within Other Income anddDetions on the Consolidated Statements of Earnibgss) of PNMR. In accordan
with GAAP, PNMR did not record income or lossesoagated with its investment in Optim Energy in 2044 PNMR had no contract
requirement or agreement to provide Optim Energh widitional financial resources.

As a result of the adverse market conditions desdriabove, PNMR (in collaboration with Optim Eneegyd ECJV) assessed vari
strategic alternatives relating to Optim Energy. €8ptember 23, 2011, PNMR, ECJV, and Cascade agpemstructure Optim Energy ¢
ECJV made an equity contribution to Optim Energyexthange for an increased ownership interest, whgsulted in PNMR's ownership
Optim Energy being reduced from 50% to 1%s part of this transaction, PNMR did not make aquity contribution to Optim Energy r
was it required to make any future contributioneTair value of PNMR's 1% ownership interest ini@pEnergy wasle minimisat Decembe
31, 2011. PNMR Services Company provided certaipparate services to Optim Energy through Decemider2®11 and is continuing
provide services with respect to certain open tattens. On January 4, 2012, ECJV exercised itoopth acquire PNMR's remainiridc
ownership interest in Optim Energy at fair markaie, which was determined to be zero .

Operational Information

As discussed above, PNMR fully impaired its invesstitnin Optim Energy at December 31, 2010 and didewognize losses of Opt
Energy from January 1, 2011 through September 231 2vhen PNMR ceased to account for its investnusitig the equity method
accounting. Accordingly, Optim Energy has no impactPNMR's 2011 balance sheet, statement of earnangd statement of cash flo
Summarized results of operations information foti@gEnergy is presented below:

Results of Operations

Nine Months Ended Year Ended
September 30, 2011 December 31, 2010
(In thousands)
Operating revenues $ 256,78t $ 374,35¢
Margin 84,68¢ 109,98(
Net earnings (loss) (21,439 (25,090

PNMR recognized net earnings (loss) from Optim Byef zero and $(15.2) milliofor the years ended December 31, 2011 and
The 2010 amount includes amortization of a badferdince between PNMR's recorded investment inr@nergy and 50 percent of Op
Energy's equity.
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(22) Goodwill and Other Intangible Assets; Impairments

The excess purchase price over the fair valueeafisets acquired and the liabilities assumed yRPRr its June 6, 2005 acquisiti
of TNP was recorded as goodwill and was pushed dowthe businesses acquired. In 2007, the TNMPtsaslsat were included in its N¢
Mexico operations, including goodwill, were trarrséel to PNM. Additionally, the trade name "Firstdide" and the First Choice customer
were acquired in the TNP acquisition. The trade @aras considered to have an indefinite useful fiierefore, no amortization was recor¢
The useful life of the customer list was estimatiede approximately eightears. As discussed in Note 3, PNMR completed #he af Firs
Choice on November 1, 2011. As a result, the golbdaid other intangible assets of First Choice mcelonger included in PNMF
Consolidated Balance Sheet and PNMR no longer masther intangible assets.

GAAP requires the Company to evaluate its goodavill nonamortizing intangible assets for impairment annuatlthe reporting ur
level or more frequently if circumstances indictiat the goodwill or intangible assets may be imgghi Application of the impairment t
requires judgment, including the identificationreporting units, assignment of assets and liaddlito reporting units, and determination of
fair value of each reporting unit. A discountedtcfisw methodology is primarily used to estimate fair value of each reporting unit. T
analysis requires significant judgments, includ@sgimation of future cash flows, which is dependeminternal forecasts, estimation of long
term growth rates for the business, and deternainaif appropriate weighted average cost of cafiraéach reporting unit. Changes in tt
estimates and assumptions could materially affectietermination of fair value and the conclusibmpairment for each reporting unit.

For goodwill, the first step of the impairment testuires that the Company compare the fair vafueach reporting unit with i
carrying value, including goodwill. If as a resaftthis analysis, the Company concludes there imdication of impairment in a reporting u
having goodwill, the Company is required to perfothe second step of the impairment analysis, détémm the amount of goodw
impairment to be recorded. The amount is calculatedomparing the implied fair value of the goodwadl its carrying amount. This exerc
requires the Company to allocate the fair valuemteined in step one to the individual assets atlifies of the reporting unit. Any remaini
fair value would be the implied fair value of goadwn the testing date. To the extent the recordetunt of goodwill of a reporting u
exceeds the implied fair value determined in step, tan impairment loss is reflected in results pémtions. Prior to 2012, the Comp
compared the fair value of non-amortizing intangibbther than goodwill to the recorded value.

The annual evaluations have not indicated impaitmeh any of PNMR's reporting units, except in 2008iring 2008, the mark
capitalization of PNMRS common stock was significantly below book valmeaddition, changes in the ERCOT market signifisaimpacte«
the results of operations of First Choice. Theritial challenges facing First Choice were exacexbdly the impacts of Hurricane lke i
depressed economic conditions resulting in sigaificincreases in the levels of uncollectible act®uAs a result, the Company recor
goodwill impairments of $51.1 million for PNM, $&million for TNMP, and $88.8 million for First Ckaz in 2008. Préax impairment loss:
of $42.6 million for the First Choice trade namel &4.8 million for the First Choice customer listn also recorded in 2008.

Since 2008, the price of PNM&common stock has increased, improving the relship between PNMR's market capitalization
book value. In addition, improved regulatory treatthhas been experienced by PNM in New Mexico andMMP in Texas. Furthermoi
First Choice's business became more stable, phinthare to more predictable power and fuel pricagras in the ERCOT market. These fac
resulted in more predictable earnings and increfaedalues of the reporting units. Since 200& #mnual evaluations have not indicated
the fair values of the reporting units with recatdmodwill have decreased below their carrying ®allOther than the 2008 impairments,
Company has not recorded any impairments of gobdwither intangible assets.

See Note 21 for a discussion of the impairmentMIfIR’s investment in Optim Energy.

(23) Quarterly Operating Results (Unaudited)

Unaudited operating results by quarters for 201@ 2@11are presented below. In the opinion of managemétheo Company, &
adjustments (consisting of normal recurring ac@uakcessary for a fair statement of the resultepafrations for such periods have t
included.
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Quarter Ended

March 31 June 30 September 30 December 31
(In thousands, except per share amounts)
PNMR
2012
Operating revenues 305,37: % 323,86( $ 390,41. $ 322,75¢
Operating income 53,72¢ 65,10¢ 118,15( 36,73t
Net earnings 20,47 25,09¢ 61,97¢ 12,57
Net earnings attributable to PNMR 17,08( 21,51: 57,86¢ 9,091
Net Earnings Attributable to PNMR per Common Share:
Basic 0.21 0.27 0.7: 0.11
Diluted 0.21 0.27 0.7z 0.11
2011
Operating revenues 387,66. $ 41558t $ 549,49 $ 347,87
Operating income 52,22( 32,86( 108,28« 63,93!
Net earning$? 19,95: 7,66¢ 47,90: 115,40¢
Net earnings attributable to PNMR 16,63" 4,06 43,66: 111,99:
Net Earnings Attributable to PNMR per Common Share:
Basic 0.1¢ 0.04 0.4¢ 1.3¢€
Diluted 0.1¢ 0.04 0.4¢ 1.3¢
PNM
2012
Operating revenues 250,41t $ 260,09: $ 321,73, $ 260,02:
Operating income 42,10t 46,66¢ 96,97: 20,13t
Net earnings 21,07" 20,34( 54,89 9,29:
Net earnings attributable to PNM 17,81: 16,88¢ 50,91: 5,94:
2011
Operating revenues 234,23¢ $ 239,23: % 323,76( $ 260,05
Operating income 18,16" 10,54: 87,91« 44,82:
Net earnings 6,964 2,091 42,57 16,90¢
Net earnings (loss) attributable to PNM 3,781 (1,379 38,46: 13,62:
TNMP
2012
Operating revenues 54,95¢ $ 63,76¢ $ 68,68( $ 62,73¢
Operating income 11,79: 18,89 20,97( 15,86:
Net earnings 3,011 8,01¢ 9,08¢ 6,63/
2011
Operating revenues 53,84: $ 59,957 $ 66,98: $ 57,07¢
Operating income 13,72« 13,69¢ 21,55: 14,87:
Net earnings 4,16: 4,10z 8,86¢ 5,12¢

@ During the fourth quarter of 2011, PNMR completid sale of First Choice which resulted in a $17¥dillon ( $97.0 million aftertax) gain
that positively affected net earnings, net earnattygbutable to PNMR, and earnings per share. Ngge 3.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the consolidated financial stat¢ésn&PNM Resources, Inc. and subsidiaries (thenigany") as of December 31, 2012 and
2011, and for each of the three years in the pexi@ted December 31, 2012, and the Company's ihtanaol over financial reporting as of
December 31, 2012 and have issued our reportsothel@ed March 1, 2013; such consolidated finarstéiements and reports are included
elsewhere in this Form 10-K. Our audits also inellithe consolidated financial statement scheduldsecCompany listed in Iltem 15. These
consolidated financial statement schedules arestonsibility of the Company's management. Oyaesibility is to express an opinion
based on our audits. In our opinion, such const@ifinancial statement schedules, when considareslation to the basic consolidated
financial statements taken as whole, present fairlgll material respects, the information settfdrerein.

/s/ DELOITTE & TOUCHE LLP

Phoenix, Arizona
March 1, 2013
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of

Public Service Company of New Mexico
Albuquerque, New Mexico

and

Texas-New Mexico Power Company
Lewisville, Texas

We have audited the consolidated financial statésn&Public Service Company of New Mexico and @libses and Texas-New Mexico
Power Company and subsidiaries (the "Companiesf Beecember 31, 2012 and 2011, and for each dfttee years in the period ended
December 31, 2012, and have issued our reportsahetated March 1, 2013; such consolidated findataéements and reports are included
elsewhere in this Form 10-K. Our audits also inellithe consolidated financial statement schedulgs®ecCompanies listed in Item 15. These
consolidated financial statement schedules aresfyEonsibility of the Companies’ management. Cgpoasibility is to express an opinion
based on our audits. In our opinion, such const@ifinancial statement schedules, when considareslation to the basic consolidated
financial statements taken as whole, present fairlgll material respects, the information settfdrerein.

/s/ DELOITTE & TOUCHE LLP

Phoenix, Arizona
March 1, 2013
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SCHEDULE |
PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
STATEMENTS OF EARNINGS

Year ended December 31,

2012 2011 2010
(In thousands)

Operating Revenues $ — 3 — 3 —
Operating Expenses 3,281 20,547 6,58¢

Operating income (loss) (3,287) (20,54") (6,589
Other Income and Deductions:

Equity in earnings of subsidiaries 117,90( 205,21! 96,80

Equity in net earnings (loss) of Optim Energy — — (15,227

Impairment of equity investment in Optim Energy — — (188,17¢)

Other income 67C 59 94¢

Other deductions (20,909 (34,12¢) (25,777)

Net other income (deductions) 97,66¢ 171,15( (131,419
Income (Loss) Before Income Taxes 94,37¢ 150,60: (138,007
Income Tax Expense (Benefit) (11,169 (25,75¢) (92,78%)
Net Earnings (Loss) $ 10554 $ 176,35¢ $ (45,215
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SCHEDULE |
PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
STATEMENTS OF CASH FLOWS

Year Ended December 31,

2012 2011 2010

(In thousands)
Cash Flows From Operating Activities:

Net earnings (loss) $ 105,54 $ 176,35¢ $ (45,21%)
Adjustments to reconcile net earnings (loss) tocash flows from operating
activities:
Depreciation and amortization 5,00( 7,65¢ 6,761
Deferred income tax expense (46,637 (34,396 (73,067
Equity in (earnings) of subsidiaries (117,900 (205,21Y (96,80¢)
Equity in net (earnings) loss of Optim Energy — — 15,22
Impairment of equity investment in Optim Energy — — 188,17t
(Gain) on reacquired debt — 9,20¢ —
Stock based compensation expense 3,58¢ 6,55¢ 2,89
Changes in certain assets and liabilities:
Other current assets (43,639 42,68’ 15,17:
Other assets 34,09¢ 59,97t 31
Accounts payable 8 (D) (157)
Accrued interest and taxes (28,85%) 27,34¢ 141
Other current liabilities 3,87¢ 4,76¢ (8,95%)
Other liabilities (29,607 (12,859 18,23¢
Net cash flows from operating activities (114,519 82,081 22,44
Cash Flows From Investing Activities:
Utility plant additions (7,529 — —
Investments in subsidiaries — (43,000 —
Investments in Optim Energy — — (20,279
Cash dividends from subsidiaries 61,40¢ 285,75 47,94(
Net cash flows from investing activities 53,88: 242,75 27,66
Cash Flows From Financing Activities:
Short-term borrowings (repayments), net 120,90( (15,300 (8,000
Short-term borrowings (repayments) — affiliate, net — 30C 1,71¢
Repayment of long-term debt (2,387 (60,399 (2,12
Purchase of preferred stock — (73,47Y —
Purchase of common stock — (125,68 —
Proceeds from stock option exercise 11,68¢ 5,622 1,245
Purchases to satisfy awards of common stock (25,16¢) (10,109 (2,98¢)
Excess tax (shortfall) from stock-based paymerarayements — — (580
Dividends paid (44,609 (45,129 (45,726
Other, net — (747) —
Net cash flows from financing activities 60,42( (324,90¢) (56,45))
Change in Cash and Cash Equivalents (212 (62 (6,349
Cash and Cash Equivalents at Beginning of Period 241 303 6,652
Cash and Cash Equivalents at End of Period $ 28 ¢ 241 $ 30¢
Supplemental Cash Flow Disclosures:
Interest paid $ 15,007 $ 19,21 $ 19,07¢

Income taxes paid (refunded), net $ 1501 $ 545¢ $ (27,019
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SCHEDULE |

PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
BALANCE SHEETS

December 31,

2012 2011

(In thousands)

Assets

Cash and cash equivalents $ 29 % 241
Intercompany receivables 108,87! 76,98:
Income taxes receivable 41,43¢ —

Other, net 2,20¢ —

Total current assets 152,54; 77,22
Property, plant and equipment, net of accumulaggreatiation of $8,262 and $14,340 25,64 18,79:
Long-term investments 3,651 7,43¢
Investment in subsidiaries 1,688,16: 1,646,44
Other long-term assets 49,30: 37,29

Total long-term assets 1,766,76. 1,709,97.

$ 1,919,30! $ 1,787,19

Liabilities and Stockholders’ Equity

Short-term debt $ 137,600 $ 16,70(
Short-term debt-affiliate 8,81¢ 8,81¢
Current maturities of long-term debt 2,53( 2,381
Accrued interest and taxes 3,12 31,51(
Other current liabilities 13,21¢ 7,74
Total current liabilities 165,29 67,15¢
Long-term debt 142,59. 145,12:
Other long-term liabilities 3,232 93C
Total liabilities 311,11¢ 213,21:
Common stock (no par value; 120,000,000 share®eréd; issued and outstanding 79,653,624
shares) 1,182,871 1,193,19
Accumulated other comprehensive income (loss)phttx (81,630 (66,85¢€)
Retained earnings 506,99¢ 447,65(
Total common stockholders’ equity 1,608,18 1,573,98!

$ 1,919,300 $ 1,787,19

See Notes 6, 7, and 16 for information regardingrmoitments, contingencies, and maturities of lorrgatdebt.
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SCHEDULE Il
PNM RESOURCES, INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions
Balance at Charged to Charged to
beginning of costs and other Write-offs and Balance at
Description year expenses accounts other end of year

(In thousands)

Allowance for doubtful accounts, year
ended December 31:

2010 $ 12,78 $ 27,56¢ $ — 3 29,17: $ 11,17¢
2011 $ 11,17¢  $ 24,11¢  $ —  $ 3351t @ $ 1,77¢
2012 $ 1,77¢  $ 3367 $ — 3 3,39/ $ 1,751

@ Includes reduction of $11,818 due to the saleirst Ehoice on November 1, 2011.
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SCHEDULE Il
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions
Balance at Charged to Charged to
beginning of costs and other Balance at
Description year expenses accounts Write-offs end of year

(In thousands)
Allowance for doubtful accounts, year ended
December 31:

2010 $ 1,48: $ 2,60C $ — $ 2,60C $ 1,48
2011 $ 1,48 $ 3,73¢ % — $ 3,441 % 1,77¢
2012 $ 1,77¢  $ 338 $ — 3411 $ 1,751
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SCHEDULE Il
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions
Balance at Charged to Charged to
beginning of costs and other Balance at
Description year expenses accounts Write-offs end of year
(In thousands)
Allowance for doubtful accounts, year ended
December 31:
2010 $ — 3 22 % — $ 22 % =
2011 $ — 3 33 % — % 33 % —
2012 $ — 3 @an s —  $ a7 $ =
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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 anmegort, PNMR conducted an evaluation under the rsigien and with th
participation of its management, including the Cligecutive Officer and the Chief Financial Officef the effectiveness of the design
operation of the disclosure controls and proced(aesdefined in Rules 13a-15(e) and 15de) under the Securities Exchange Act of 1¢
Based upon this evaluation, the Chief Executivac®ffand the Chief Financial Officer concluded ttia disclosure controls and proced
are effective.

(b) Management’s report on internal control oveaficial reporting.

“Management’s Annual Report on Internal Control ©¥nancial Reporting” appears on pageBThis report is incorporated
reference herein. PNMR's internal control overiiitial reporting as of December 31, 2012 has beditealiby Deloitte & Touche LLP, as
independent registered public accounting firm,tated in their report which is included herein.

(c) Changes in internal controls.

There have been no changes in PNMR’s internal abatrer financial reporting (as such term is defime Rules 13a-15(f) and 15d-15
() under the Securities Exchange Act of 1934) miyiihe quarter ended December 31, 20%R2 have materially affected, or are reasor
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 anmepbrt, PNM conducted an evaluation under the stigien and with the participatic
of its management, including the Chief Executivéié@f and the Chief Financial Officer, of the etigeness of the design and operation o
disclosure controls and procedures (as defineduieR13a-15(e) and 15ib(e) under the Securities Exchange Act of 1934k upon th
evaluation, the Chief Executive Officer and theeElfiinancial Officer concluded that the disclostwatrols and procedures are effective.

(b) Management’s report on internal control oveaficial reporting.

“Management’s Annual Report on Internal Control ©¥énancial Reporting” appears on page3BThis report is incorporated
reference herein.

(c) Changes in internal controls.

There have been no changes in PNM's internal doowey financial reporting (as such term is defimedRules 13a-15(f) and 15th(f)
under the Securities Exchange Act of 1934) durirgquarter ended December 31, 2€i& have materially affected, or are reasonaligiy
to materially affect, PNM's internal control ovardncial reporting.

TNMP

(a) Evaluation of disclosure controls and proceslure

As of the end of the period covered by this anmeglort, TNMP conducted an evaluation under the rstigien and with th
participation of its management, including the Cligecutive Officer and the Chief Financial Officef the effectiveness of the design
operation of the disclosure controls and proced(aesdefined in Rules 13a-15(e) and 15de) under the Securities Exchange Act of 1¢
Based upon this evaluation, the Chief Executivac®ffand the Chief Financial Officer concluded ttia disclosure controls and proced
are effective.

(b) Management’s report on internal control oveaficial reporting.
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“Management’s Annual Report on Internal Control ©O¥énancial Reporting” appears on pagetBThis report is incorporated
reference herein.

(c) Changes in internal controls.

There have been no changes in TNMP's internal aoower financial reporting (as such term is defime Rules 13a-15(f) and 15d-15
() under the Securities Exchange Act of 1934) miyiihe quarter ended December 31, 20#R2 have materially affected, or are reasor
likely to materially affect, TNMP's internal contraver financial reporting.

ITEM 9B. OTHER INFORMATION
None.
PART llI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPORATE GOVERN ANCE

Reference is hereby made to “Proposal 1: Elect Nbirectors” in PNMRS Proxy Statement relating to the annual meetir
stockholders to be held on May 9, 2013 (the “ 2Bi&xy Statement”), to PART |, SUPPLEMENTAL ITEM EXECUTIVE OFFICERS O
THE COMPANY” in this Form 10-K, “Section 16(a) Beimal Ownership Reporting Compliance”, “Code ohigss,” and ‘Board Committee
and Their Functions”“Audit and Ethics Committe@’the 2013roxy Statement. The Company intends to satisfydtbelosure requiremer
of Form 8-K relating to amendments to the Comparogde of ethics applicable to its senior execuding financial officers by posting st
information on its Internet website. Informatioroabthe Company’s website is included under Pdtein 1 - “Websites.”

PNMR’s common stock is listed on the New York Stécichange. As a result, PNMRChief Executive Officer is required to make
annual certification to the New York Stock Exchargiating that she was not aware of any violatiopsPblIMR of the New York Stoc
Exchange corporate governance listing standard®PHN Chief Executive Officer made the most recentifogation to the New York Stoc
Exchange on June 12, 2012.

ITEM 11. EXECUTIVE COMPENSATION

Reference is hereby made to “Executive Compensationl all subheadings thereunder from “Compensdiiscussion and Analysis”
to “Change in Control, Termination, Retirement, lompaction”, “Director Compensation,” and “Board Caittees and Their Functions -
Compensation and Human Resources Committee -dotexl in the 2013 Proxy Statement.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Reference is hereby made to “Ownership of Our Com8ick - Five Percent Shareholders” and “ - Exigeudfficers and Directors”
and “Equity Compensation Plan Information” in tt@13 Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

Reference is hereby made to “Information About @arporate Governance - Related Person TransactitioyPand “ - Directol
Independence” in the 2013 Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Reference is hereby made to “Audit and Ethics CadmemiReport” and “Independent Auditor Fees” in #83 Proxy Statemer
Independent auditor fees for PNM and TNMP are rgigbin the 2013roxy Statement for PNMR. All such fees are feePNMR. PNMF
charges a management fee to PNM and TNMP thatdaslan allocation of independent auditor fees.
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ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a) - 1.

(a) - 2.

(a) - 3-A.

Exhibit No

10.1**

12.1

12.2

12.3

21

23.1

23.2

31.1

31.2

31.3

31.4

31.5

31.6

32.1

32.2

32.3

101.INS

101.SCH

101.CAL

101.DEF

See Index to Financial Statements under Partel I8.

Financial Statement Schedules for the years 20021 ,2and 2010 are omitted for the reason that éineyot required or the
information is otherwise supplied under Part &nit8.

Exhibits Filed:
Description
PNMR 2013 Director Compensation Summary
PNMR Ratio of Earnings to Fixed Charges
PNM Ratio of Earnings to Fixed Charges
TNMP Ratio of Earnings to Fixed Charges
PNMR Certain subsidiaries of PNM Resources, Inc.
PNMR Consent of Deloitte & Touche LLP for PNM Rastes, Inc.
PNM Consent of Deloitte & Touche LLP for Publicréiee Company of New Mexico
PNMR Chief Executive Officer Certification Purstiam Section 302 of the Sarbanes-Oxley Act of 2002
PNMR Chief Financial Officer Certification Pursuda Section 302 of the Sarbanes-Oxley Act of 2002
PNM Chief Executive Officer Certification PursudatSection 302 of the Sarbanes-Oxley Act of 2002
PNM Chief Financial Officer Certification PursudatSection 302 of the Sarbanes-Oxley Act of 2002
TNMP Chief Executive Officer Certification Pursida Section 302 of the Sarbanes-Oxley Act of 2002
TNMP Chief Financial Officer Certification Pursudo Section 302 of the Sarbanes-Oxley Act of 2002
PNMR Chief Executive Officer and Chief Financidfi€er Certification Pursuant to Section 906 of a&banes-Oxley
Act of 2002
PNM Chief Financial Officer and Chief Financialftoér Certification Pursuant to Section 906 of Serbanes-Oxley Act
of 2002
TNMP Chief Executive Officer and Chief Financidifider Certification Pursuant to Section 906 of Barbanes-Oxley
Act of 2002
PNMR XBRL Instance Document
PNMR XBRL Taxonomy Extension Schema Dasntm
PNMR XBRL Taxonomy Extension Calculatibimkbase Document
PNMR XBRL Taxonomy Extension Definitiomkbase Document



101.LAB PNMR XBRL Taxonomy Extension Label Linkbase Docuntne

101.PRE PNMR XBRL Taxonomy Extension Presentation LinkbBeeument
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(a) -3- B.

Exhibits Incorporated By Reference:

The documents listed below are being filed (as shalwove) or have been previously filed on behalPbfM Resources, PNM
TNMP and are incorporated by reference to thedgliset forth below pursuant to Exchange Act Rule-32 and Regulation B-section 1(
paragraph (d).

Exhibit
No.

Description of Exhibit

Plan of Acquisition

21

2.2

Stock Purchase Agreement dated as of Septemb2023,among
PNMR, TNP Enterprises, Inc. and Direct LP, Inc.

Asset Purchase Agreement dated January 12, 2008ggRM,
Continental Energy Systems, LLC and New Mexico Gampany,
Inc.

Articles of Incorporation and By-laws

3.1 Articles of Incorporation of PNM Resources, as adezhto date
(Certificate of Amendment dated October 27, 2008 Rastated
Articles of Incorporation dated August 3, 2006)

3.2 Restated Articles of Incorporation of PNM, as anezhthrough
May 31, 2002

3.3 Articles of Incorporation of TNMP, as amended thgbuuly 7,
2005

3.4 Bylaws of PNM Resources, Inc. with all amendmeatand
including December 8, 2009

3.5 Bylaws of PNM with all amendments to and includivigy 31,
2002

3.6 Bylaws of TNMP as amended effective June 26, 2011

Indenturest

PNMR

4.1 Indenture, dated as of March 15, 2005, between PMKRR
JPMorgan Chase Bank, N.A., as Trustee

4.2 Supplemental Indenture No. 1, dated as of Marci2805, between
the Company and JPMorgan Chase Bank, N.A. as Busith
Form of Senior Note included as Exhibit A thereto

4.3 Supplemental Indenture No. 2, dated as of May 0682between
PNMR and The Bank of New York Trust Company, N.gudcessc
to JPMorgan Chase Bank, N.A.), as trustee

4.4 Agreement of Resignation, Appointment and Accepartfective

as of June 1, 2011, among PNMR, The Bank of Nevk¥¢tellon
Trust Company, N.A. and Union Bank, N.A. (for Marth, 2005
PNMR Indenture)

Registrant(s)

Filed as Exhibit: File No:

2.1 to PNMR's Current Report on Form 1-32464
8K filed September 23, 2011 PNMR

2.0 to PNM's Annual Report on Form 10-1-6986
K for the year ended December 31, 2007PNM

3.1 to the Company's Current Report on 1-32462
Form 8-K filed November 21, 2008 PNMR

3.1.1 to the Company's Quarterly Report 1-6986
on Form 10-Q for the quarter ended JunePNM
30, 2002

3.1.2 to the Company's Quarterly Report2-97230
on Form 10-Q for the quarter ended JuneTNMP
30, 2005

3.1 to the Company's Current Report on 1-32462
Form 8-K filed December 11, 2009 PNMR

3.1.2 to the Company's Report on Form 1-6986
10-Q for the fiscal quarter ended June 30PNM
2002

3.6 to the Company's Quarterly Report 02-97230
Form 10-Q for the quarter ended TNMP
September 30, 2011

10.2 to PNMR's Current Report on Form 1-32462
8-K filed March 31, 2005 PNMR
10.3 to PNMR's Current Report on Form  333-32170
8-K filed March 31, 2005 PNMR
4.3 to PNMR's Current Report on Form 8- 1-32462
K filed May 21, 2008 PNMR
4.1 to the Company's Quarterly Report on  1-32462
Form 10-Q for the quarter ended June 30, PNMR

2011



PNM

4.5 Indenture (for Senior Notes), dated as of March1BB8, between 4.4 to PNM's Quarterly Report on Form 1-6986
PNM and The Chase Manhattan Bank, as Trustee 10-Q for the quarter ended March 31, PNM
1998
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4.6

4.7

4.8

4.9

4.10

411

412

4.13

414

4.15

4.16

4.17

4.18

4.19

First Supplemental Indenture, dated as of MarcHL 298, 4.5 to PNM's Quarterly Report on Form
supplemental to Indenture, dated as of March 1981Between 10-Q for the quarter ended March 31,
PNM and The Chase Manhattan Bank, as Trustee 1998

Second Supplemental Indenture, dated as of March99B, 4.6 to PNM's Quarterly Report on Form
supplemental to Indenture, dated as of March 1981Between 10-Q for the quarter ended March 31,
PNM and The Chase Manhattan Bank, as Trustee 1998

Third Supplemental Indenture, dated as of Octob&©99 to 4.6.1 to PNM's Annual Report on Form
Indenture dated as of March 11, 1998, between PNdiTdne Chase 10-K for the fiscal year ended
Manhattan Bank, as Trustee December 31, 1999

Fourth Supplemental Indenture, dated as of May0320 4.6.2 to PNM's Quarterly Report on
Indenture dated as of March 11, 1998, between PNdI®@Morgan Form 10-Q for the quarter ended June 30,
Chase Bank (formerly The Chase Manhattan BanKjrastee 2003

Fifth Supplemental Indenture, dated as of May D3® Indenture 4.6.3 to PNM's Quarterly Report on
dated as of March 11, 1998, between PNM and JPMd@iese Form 10-Q for the quarter ended June 30,
Bank, as Trustee 2003

Sixth Supplemental Indenture, dated as of May 0320 Indenture 4.6.4 to PNM's Quarterly Report on
dated as of March 11, 1998, between PNM and JPNMdBiese Form 10-Q for the quarter ended June 30,
Bank, as Trustee 2003

Seventh Supplemental Indenture, dated as of JUP@QY, to 4.23 to PNM's Quarterly Report on
Indenture dated as of March 11, 1998, between PN#Tdne Bank Form 10-Q for the quarter ended June 30,
of New York Trust Company, N.A. (successor to JPgéor Chase 2007

Bank), as Trustee

Eighth Supplemental Indenture, dated as of Jug@10 to 10.1 to PNM's Current Report on Form 8-
Indenture dated as of March 11, 1988, between PNdTdne Bank K/A filed July 29, 2010

of New York Mellon Trust Company (successor to JPjéo Chase

Bank), as Trustee

Ninth Supplemental Indenture, dated as of Jun®10 20 Indenture 10.2 to PNM's Current Report on Form 8-
dated as of March 11, 1988, between PNM and Th& BaANew K/A filed July 29, 2010

York Mellon Trust Company (successor to JPMorgaaserBank),

as Trustee

Agreement of Resignation, Appointment and Acceptaaféective 4.2 to PNM's Quarterly Report on Form
as of May 1, 2011, among PNM, The Bank of New Yididdlon 10-Q for the quarter ended March 31,
Trust Company, N.A. and Union Bank, N.A. (for Marth, 1998 2011

PNM Indenture)

Tenth Supplemental Indenture, dated as of Septeinta&12, 4.1 to PNM's Quarterly Report on Form
between PNM and Union Bank, N.A.(ultimate successarustee 10-Q for the quarter ended September 30,
to The Chase Manhattan Bank), as Trustee 2012

Indenture (for Senior Notes), dated as of Augudiob8, between 4.1 to PNM's Registration Statement No.
PNM and The Chase Manhattan Bank, as Trustee 333-53367

First Supplemental Indenture, dated August 1, 18@8plemental t 4.3 to PNM's Current Report on Form 8-K
Indenture, dated as of August 1, 1998, between RN#MThe Chase Dated August 7, 1998
Manhattan Bank, as Trustee

Second Supplemental Indenture, dated SeptelmB603, 4.7.1 to PNM's Quarterly Report on
supplemental to Indenture, dated as of August 98,1Between Form 10-Q for the quarter ended
PNM and JPMoraan Chase Bank (formerlv. The Chasehldizan ~ Sentember 30. 20(

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

333-53367

PNM

1-6986
PNM

1-6986
PNM



Bank), as Trustee

4.20 Third Supplemental Indenture, dated as of May DB82between 4.1 to PNM's Current Report on Form 8-K  1-6986
PNM and The Bank of New York Trust Company, N.Atrastee  filed May 15, 2008 PNM

4.21 Agreement of Resignation, Appointment and Acceptarffective 4.3 to the Company's Quarterly Reporton  1-6986
as of June 1, 2011, among PNM, The Bank of New Yuekon Form 10-Q for the quarter ended June 30, PNM
Trust Company and Union Bank, N.A. (for August 29& PNM 2011
Indenture)
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4.22

TNMP
4.23

4.24

4.25

4.26

4.27

4.28

4.29

Fourth Supplemental Indenture, dated as of OctdBeR011, to the 4.1 to PNM's Current Report on Form 8-K

Indenture, dated as of August 1, 1998, between RR#Union
Bank, N.A. (ultimate successor as trustee to Thes€hiManhattan
Bank), as trustee

The First Mortgage Indenture dated as of Marchi2P®9, between
TNMP and The Bank of New York Mellon Trust CompalyA., as
Trustee

The First Supplemental Indenture dated as of Ma&;2009,
between TNMP and The Bank of New York Mellon Trust
Company, N.A., as Trustee

The Second Supplemental Indenture dated as of M cR009,
between TNMP and The Bank of New York Mellon Trust
Company, N.A., as Trustee

The Third Supplemental Indenture dated as of A3fjl2009
between TNMP and The Bank of New York Mellon Trust
Company, N.A., as Trustee

First Amendment dated as of December 16, 2010 leetWwélMP
and The Bank of New York Mellon Trust Company, N.As
Trustee to The Third Supplemental Indenture daseaf &pril 30,
2009 between TNMP and The Bank of New York Mellonsk
Company, N.A., as Trustee

Agreement of Resignation, Appointment and Acceptaréfective
as of June 1, 2011, among TNMP, The Bank of NewkYdellon
Trust Company, N.A. and Union Bank, N.A. (for Mar28, 2009
TNMP Indenture)

Fourth Supplemental Indenture dated as of SepteBhe2011
between TNMP and Union Bank, N.A., as Trustee

Material Contracts

10.2

10.3

10.4

10.5

10.6

Credit Agreement, dated as of October 31, 2011 ngnRiNM
Resources, Inc., the lenders party thereto, Wealtgd-Bank,
National Association, as Administrative Agent angidsh Bank,
N.A., as Syndication Agent

First Amendment to Credit Agreement dated Janu&n2@12
among PNMR, the lenders party thereto and Wellgd-8ank,
National Association, as Administrative Agent

Term Loan Agreement dated as of December 14, 20ihg
PNMR, the lenders identified therein and JPMorghase Bank,
N.A., as administrative agent

Letter Agreement, dated as of February 28, 201tlyden PNM
Resources, Inc. and Cascade Investment, L.L.C.

Amendment to Letter Agreement, dated as of May03 12 between

PNM Resources, Inc. and Cascade Investment, L.L.C.

filed October 12, 2011

4.1 to TNMP's Current Report on Form 8-
K filed March 27, 2009

4.2 to TNMP's Current Report on Form 8-
K filed March 27, 2009

4.3 to TNMP's Current Report on Form 8-
K filed March 27, 2009

4.1 to TNMP's current Report on Form 8-
K filed May 6, 2009

4.1 to TNMP's Current Report on Form 8-
K filed December 17, 2010

4.4 to TNMP's Quarterly Report Form 10-
Q for the quarter ended June 30, 2011

4.1 to TNMP's 8-K filed October 6, 2011

10.1 to the Company's Current Report on
Form 8-K filed October 31, 2011

10.1 to the Company's Annual Report on
Form 10-K for the year ended December
31, 2011

10.1 to PNMR's Current Report on form
8-K filed December 17, 2012

10.3 to the Company's Quarterly Report
on Form 10-Q for the quarter ended
March 31, 2011

10.1 to the Company's Quarterly Report
on Form 10-Q for the quarter ended June

2N 2N11

1-6986
PNM

2-97230
TNMP

2-97230
TNMP

2-97230
TNMP

2-97230
TNMP

2-97230
TNMP

2-97230
TNMP

2-97230
TNMP

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR



10.7

10.8

10.9

Sale and Purchase Agreement, dated as of NovemBéd 4,
between PNMR and Cascade Investment, L.L.C.

Sale and Purchase Agreement dated as of Septe®ibz0 2L
between PNM Resources, Inc. and Cascade Investieértt.

Credit Agreement, dated as of October 31, 2011 ngnRiNM, the
lenders party thereto, Wells Fargo Bank, Nationsddkiation, as
Administrative Agent and Union Bank, N.A., as Syalion Agent

D-4

10.1 to PNMR's Current Report on Form
8-K filed November 4, 2011

10.1 to PNMR's Current Report on Form
8-K filed September 23, 2011

10.2 to PNM's Current Report on Form 8-
K filed October 31, 2011

1-32462
PNMR

1-32462
PNMR

1-6986
PNM
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10.10

10.11

10.12

10.13

10.14**

10.15**

10.16**

10.17**

10.18**

10.19**

10.20**

10.21**

10.22**

10.23**

10.24**

First Amendment to Credit Agreement dated Janu&n2@12
among PNM, the lenders party thereto, and Wellgé-&ank,
National Association, as Administrative Agent

Term Loan Credit Agreement dated as of Septemhe2@0L,
among TNMP, as borrower, the lenders identifieddime and
JPMorgan Chase Bank, N.A., as administrative agent

Amended and Restated Credit Agreement, dated Bsadmber 16,

2010, among TNMP, the lenders identified thereid dRMorgan
Chase Bank, N.A., as administrative agent

Amendment No. 1 to the Amended and Restated Chgpldement,
dated as of September 30, 2011 by and among TN\P, t
institutions parties thereto as lenders, and JPRtofghase Bank,
N.A. as administrative agent

PNM Resources, Inc. Second Amended andafss Omnibus
Performance Equity Plan dated May 19, 2009 (“PEP")

Amendment dated May 17, 2011 to PNMR'sddeicAmended and
Restated Omnibus Performance Equity Plan

10.2 to PNM's Annual Report on Form
10-K for the year ended December 31,
2011

10.1 to TNMP's Current Report on Form
8-K filed October 6, 2011

10.1 to TNMP's Current Report on Form
8-K filed December 17, 2010

10.2 to TNMP's Current Report on Form
8-K filed October 6, 2011

4.1 to PNM Resources' Form S-8

1-6986
PNM

2-97230
TNMP

2-97230
TNMP

2-97230
TNMP

333-159361

Registration Statement filed May 20, 2009 PNMR

10.1 to PNMR's Current Report Form 8-K
filed May 20, 2011

Second Amendment executed March 28, 201thé¢ PNMR Second 10.6 to PNMR's Quarterly Report on Fc

Amended and Restated Omnibus Performance Equity Pla

Third Amendment (approved by PNMR Shareleos on May 15,
2012) to the PNMR Second Amended and Restated Qisnib
Performance Equity Plan

PNM Resources, Inc. 2012 Officer Annuaténtive Plan dated
March 28, 2012

PNMR 2011 Officer Short-Term Cash Incepti®lan dated April
29, 2011

PNMR 2012 Long-Term Incentive Plan datedrivh 28, 2012

PNM Resources, Inc. 2011 Long-Term Incemflransition Plan,
dated April 29, 2011

PNM Resources, Inc. 2011 Long-Term IncemtPlan Terms and
Conditions, dated March 22, 2011

Description of 2010 long term incentiveogram for named
executive officers

Form of Stock Option Award Agreement for non-quatifstock
options aranted under PEP in 2(

10-Q for the quarter ended March 31,
2012

10.1 to PNMR's Current Report on Form
8-K filed May 17, 2012

10.1 to PNMR's Quarterly Report on Fc
10-Q for the quarter ended March 31,
2012

10.4 to PNMR's Quarterly Report on form
10-Q for the quarter ended March 31,
2011

10.2 to PNMR's Quarterly Report on Fc
10-Q for the quarter ended March 31,
2012

10.5 to the Company Quarterly Report on
Form 10-Q for the quarter ended March
31, 2011

10.6 to the Company Quarterly Report on
Form 10-Q for the quarter ended March
31, 2011

Item 5.02(e) of PNM Resources' Current
Report on Form 8-K filed March 25, 2010

10.3 to PNMR's Current Report on Form
8-K filed Mav 26. 200¢

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR



10.25**  Form of Performance Restricted Stock Rights Awagdegment for 10.4 to PNMR's Quarterly Report on Fc 1-32464
performance-based, time-vested restricted stotksigwards based 10-Q for the quarter ended March 31, PNMR
on adjusted cash earnings granted under PEP in 2010 2010
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10.26**

10.27**

10.28**

10.29**

10.30**

10.31**

10.32**

10.33**

10.34**

10.35**

10.36**

10.37**

10.38**

10.39**

Form of Performance Restricted Stock Rights Awagdegment for 10.4 to PNMR's Current Report on Form
performance-based, time-vested restricted stotkgigwards based 8-K filed May 26, 2009 (the 2009 long-

on adjusted cash earnings granted under PEP in 2009

Form of the award agreement for non- qualified lstmations
granted under the PEP in 2007-2009

2013 Director Compensation Summary

2012 Director Compensation Summary

Form of award notice for restricted stock awards stock options
granted to directors under the PEP (restrictecksio@rds notice

also used for 2011 and 2012 officer awards undé¥) PE

PNM Resources, Inc. Executive Spending Account Riamended

and restated effective January 1, 2011)

PNM Resources, Inc. Executive Savings Plan Il (atedrand

restated effective January 1, 2009)

First Amendment executed March 28, 2012 to the PNBABcutive

Savings Plan Il

PNM Resources, Inc. After-Tax Retirement Plan gifecJanuary

1, 2009

First Amendment executed March 28, 2012 to the PNAMiBr-Tax

Retirement Plan

Special Performance-Based Retention Award Agreeimetieen

PNMR and Patricia K. Collawn dated March 29, 2012

Summary of Executive Time Off Policy Effective Jany 1, 2006

Amendment to Corporate Policy Absence from Workidyol 25

executed December 16, 2011

PNM Resources, Inc. Non-Union Severance Pay Pfactafe
August 1, 2007 (amended and restated)

1-32462
PNMR
term incentive program for named
executive officers is described in ltem
5.02(e) of this Current Report on Form 8-
K filed May 26, 2009)
10.2 to the Company's Current Report on  1-32462
Form 8-K filed February 16, 2007 PNMR
10.1 to PNMR's Annual Report on Form 1-32462
10-K for the year ended December 31, PNMR
2012
10.7 to PNMR;s Annual Report on Form 1-32462
10-K for the year ended December 31, PNMR
2011
10.3 to the Company's Current Report on  1-32462
Form 8-K filed March 1, 2011 PNMR

10.4 to the Company's Current Report on 333-32170
Form 8-K filed March 1, 2011 PNMR

4.1 to PNMR's Registration Statement on 333-156243

Form S-8 (333-156243) filed December PNMR
17, 2008

10.4 to PNMR's Quarterly Report on Fc 1-32462
10-Q for the quarter ended March 31, PNMR
2012

10.5 to PNMR's Annual Report on Form 1-32462
10-K for the fiscal year ended December PNMR
31, 2008

10.5 to PNMR's Quarterly Report on Fc 1-32462
10-Q for the quarter ended March 31, PNMR
2012

10.3 to the Company's Quarterly Report 1-32462
on Form 10-Q for the quarter ended PNMR
March 31, 2012

10.31 to the Company's Quarterly Report  1-32462
on Form 10-Q for the quarter ended PNMR
September 30, 2005

10.6 to the Company's Annual Reporton  1-32462
Form 10-K for the year ended December PNMR
31, 2011

10.3 to the Company's Quarterly Report 1-32462
on Form 10-Q for the quarter ended PNMR

September 30, 2007



10.40**

10.41**

First Amendment to the PNM Resources Non-Union &anee Pay 10.3 to PNMR's Annual Report on Form

Plan executed November 20, 2008 10-K for the fiscal year ended December
31, 2008

Second Amendment (executed March 27, 2012) to PNdR 10.8 to PNMR's Quarterly Report on Fc

Union Severance Pay Plan 10-Q for the quarter ended March 31,
2012
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10.42** PNM Resources, Inc. Officer Retention Plan execiadch 28, 10.7 to the Company's Quarterly Reportin  1-32462
2012 as amended and restated effective as of Jahua012 Form 10-Q for the quarter ended March PNMR
31, 2012

10.43** PNM Resources Executive Spending Account Plan dagsgmber 10.52 to the Company's Annual Report on 333-32170
9, 2003 Form 10-K for fiscal year ended PNMR
December 31, 2003

10.44**  First Amendment to PNM Resources Executive Spenflicgpunt  10.52.1 to PNM's Quarterly Report on 333-32170
Plan effective January 1, 2004 Form 10-Q for the quarter ended March PNMR
31, 2004

10.45**  Second Amendment to PNMR's Executive Spending AacBlan  10.2 to PNMR's Quarterly Report on Fc 1-32462
executed August 28, 2008 10-Q for the quarter ended September 30, PNMR
2008

10.46**  Third Amendment to PNMR's Executive Spending Acad®ian 10.7 to PNMR's Annual Report on Form 1-32462
effective January 1, 2009 10-K for the year ended December 31, PNMR
2008

10.47** PNM Resources, Inc. Director Retainer Plan, datedenber 31, 4.3 to PNM Resources, Inc. Post-Effective 333-03289

2001 Amendment No. 1 to Form S-8 PNMR
Registration Statement filed December
2001
10.48**  First Amendment dated February 17, 2003 to PNM Ress, Inc.  10.40.1 to the Company's Quarterly 333-32170
Director Retainer Plan Report on Form 10-Q for the quarter PNMR

ended March 31, 2003

10.49**  PNM Resources Officer Life Insurance Plan datedl&&, 2004 10.24.1 to the Company's Quarterly 333-32170
Report on Form 10-Q for the quarter PNMR
ended March 31, 2004

10.50**  First Amendment to PNM Resources Officer Life Irsge Plan 10.27 to the Company's Annual Report on 333-32170
dated December 16, 2004 Form 10-K for the fiscal year ended PNMR
December 31, 2004.

10.51** Second Amendment to PNM Resources Officer Life lasae Plan 10.5 to the Company's Quarterly Report 1-32462
executed April 15, 2007 on Form 10-Q for the quarter ended PNMR
September 30, 2007

10.52**  Third Amendment to the PNMR Officer Life Insurarielan 10.10 to PNMR's Annual Report on Form  1-32462
effective January 1, 2009 10-K for the fiscal year ended December PNMR
31, 2008
10.53**  Fourth Amendment to the PNMR Officer Life Insuraidan 10.15 to PNMR's Annual Report on Form  1-32462
effective January 1, 2009 10-K for the fiscal year ended December PNMR
31, 2008
10.54**  Fifth Amendment to the PNM Resources, Inc. Officiée 10.5 to the Company's Annual Reporton  1-32462
Insurance Plan executed December 16, 2011 Form 10-K for the year ended December PNMR
31, 2011
10.55**  Executive Long Term Disability effective January2003 10.88 to the Company's Annual Report on 333-32170

Form 10-K for the year ended December PNMR
31, 2002



10.56

10.57

Supplemental Indenture of Lease dated as of Jyly986 between 4-D to PNM's Registration Statement No.
PNM and other participants in the Four Cornersdtitogand the

Navajo Indian Tribal Council

Amendment and Supplement No. 1 to Supplementaladitional
Indenture of Lease dated April 25, 1985 betweerN&eajo Tribe
of Indians and Arizona Public Service Company, &d’Electric
Company, Public Service Company of New Mexico, Baler
Project Agricultural Improvement and Power Distrigbuthern
California Edison Company, and Tucson Electric PoG@mpany

(refiled)
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10.1.1 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1995
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10.58

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

Amendment and Supplement No. 2 to Supplementaladitional
Indenture of Lease with the Navajo Nation dateddiat, 2011

Amendment and Supplement No. 3 to Supplementalaiaditional
Indenture of Lease with the Navajo Nation datedd¥iaf, 2011

Water Supply Agreement between the Jicarilla Apdltilse and
Public Service Company of New Mexico, dated JulyZiD0

Arizona Nuclear Power Project Participation Agreatreamong
PNM and Arizona Public Service Company, Salt RReasject
Agricultural Improvement and Power District, TucgBas &
Electric Company and El Paso Electric Company,aiAiegust 23,
1973

Amendments No. 1 through No. 6 to Arizona Nucleaw®r Project
Participation Agreement

Amendment No. 7 effective April 1, 1982, to the Zmna Nuclear
Power Project Participation Agreement (refiled)

Amendment No. 8 effective September 12, 1983, ecAttizona
Nuclear Power Project Participation Agreement kgdji

Amendment No. 9 to Arizona Nuclear Power Projecti€ipation
Agreement dated as of June 12, 1984 (refiled)

Amendment No. 10 dated as of November 21, 1985Aamelndmen
No. 11 dated as of June 13, 1986 and effectiveatsiriD, 1987 to
Arizona Nuclear Power Project Participation Agreatr(eefiled)

Amendment No. 12 to Arizona Nuclear Power ProjextiBipation
Agreement dated June 14, 1988, and effective Auguk988

Amendment No. 13 to the Arizona Nuclear Power Ritoje
Participation Agreement dated April 4, 1990, arféctfve June 15,
1991

Amendment No. 14 to the Arizona Nuclear Power Ritoje
Participation Agreement effective June 20, 2000

Amendment No. 15 to the Arizona Nuclear Power Ritoje
Participation Agreement dated November 29, 201 Oedfedttive
January 1, 2010

Underground Coal Sales Agreement, dated gty 2001 among
San Juan Coal Company, PNM and Tucson Electric Powe
Company

10.1 to PNM's Quarterly Report on Form
10-Q for the quarter ended March 31,
2011

10.2 to PNM's Quarterly Report on Form
10-Q for the quarter ended March 31,
2011

10.5 to PNM's Quarterly Report of Form
10-Q for the quarter ended September 30,
2001

5-T to PNM's Registration Statement No.
2-50338

10.8.1 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1991

10.8.2 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1991

10.58 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1993

10.8.4 to PNM's Annual Report of the
Registrant on Form 10-K for fiscal year
ended December 31, 1994

10.8.5 to PNM's Annual Report of the
Registrant on Form 10-K for fiscal year
ended December 31, 1995

19.1 to PNM's Quarterly Report on Form
10-Q for the quarter ended September 30,
1990

10.8.10 to PNM's Annual Report on Form
10-K for the fiscal year ended December
31,1990

10.8.9 to PNM's Annual Report on Form
10-K for the fiscal year ended December
31, 2000

10.1 to PNM's Current Report on Form 8-
K filed March 1, 2011

10.85 to PNM's Quarterly Report on Form
10-Q for the quarter ending September 30,
2001 (Confidential treatment was
reauested for portions of this exhibit. &

1-6986
PNM

1-6986
PNM

1-6986
PNM

2-50338
PNM

1-6986
PNM
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1-6986
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1-6986
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1-6986
PNM
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1-6986
PNM
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10.72

10.73

10.74

10.75

10.76

10.77

10.78

10.79

10.80*

10.81*

10.82

Amendment One to Underground Coal Sales Agreensatld
December 15, 2003 among San Juan Coal Company, &tdM

Tucson Electric Coal Company

Amendment Two to Underground Coal Sales Agreemiéatteve
September 15, 2004 among San Juan Coal Company,didM

Tucson Electric Coal Company

Amendment Three to Underground Coal Sales Agreemartuted
April 29, 2005 among San Juan Coal Company, PNMTarcon
Electric Coal Company (Confidential treatment weguested for
portions of this exhibit, and such portions werdtted from this
exhibit filed and were filed separately with thecGeties and

Exchange Commission)

Amendment Four to Underground Coal Sales Agreeeiféattive
March 7, 2007 among San Juan Coal Company, PNM anson

Electric Coal Company

Amendment Five to Underground Coal Sales Agreemeatuted
December 21, 2007 among San Juan Coal Company, &tdM
Tucson Electric Power Company (Confidential treattveas
requested for portions of this exhibit, and sucttipos were
omitted from this exhibit filed and were filed seaily with the

Securities and Exchange Commission)

Participation Agreement among PNM, Tucson Eledaver
Company and certain financial institutions relatioghe San Juan
Coal Trust dated as of December 31, 1981 (refiled)

Participation Agreement dated as of June 30, 188hg Security
Trust Company, as Trustee, PNM, Tucson Electricé?d@ompany
and certain financial institutions relating to 8an Juan Coal Trust

(refiled)

Amended and Restated San Juan Project Participatjcgement
dated as of March 23, 2006, among Public Servicagamy of New
Mexico, Tucson Electric Power Company, The Cityrafmington,
New Mexico, M-S-R Public Power Agency, The Incoiged
County of Los Alamos, New Mexico, Southern CalifiarRublic
Power Authority, City of Anaheim, Utah AssociatediMcipal
Power System and Tri-State Generation and Tran&miss

Association, Inc.

Facility Lease dated as of December 165188ween The First
National Bank of Boston, as Owner Trustee, andiB@#rvice
Company of New Mexico together with Amendments Na2 and 3

thereto (refiled)

Amendment No. 4 dated as of March 8, 189%5acility Lease
between Public Service Company of New Mexico amdRinst
National Bank of Boston, dated as of December 2851

Facility Lease dated as of July 31, 1986yben the First National

10.9.1 to PNM's Amended Report on
Form 10-K for fiscal year ended
December 31, 2003 (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)

10.9.2 to PNM's Quarterly Report on
Form 10-Q for the quarter ended
September 30, 2004

10.86.1 to the Company's Quarterly
Report on Form 10-Q for the quarter
ended June 30, 2005

10.89 to PNM's Quarterly Report on Form
10-Q for the quarter ended March 31,
2007

10.95 to PNM's Annual Report on Form
10-K for the year ended December 31,
2007

10.14 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1992

10.61 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1993

10.119 to PNM's Quarterly Report on
Form 10-Q for the quarter ended March
30, 2006

10.18 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1995

10.18.4 to the PNM's Quarterly Report on
Form10-Q for the quarter ended March
31, 1995

10.19 to PNM's Annual Répa Form

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986



Bank of Boston, as Owner Trustee, and Public Ser@cempany of 10-K for fiscal year ended December 31, PNM
New Mexico together with Amendments No. 1, 2 arttledeto 1996
(refiled)
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10.83

10.84

10.85

10.86

10.87

10.88

10.89

10.90

10.91

10.92

10.93

10.94

Facility Lease dated as of August 12, 1986, betvildenFirst
National Bank of Boston, as Owner Trustee, and iB@#rvice
Company of New Mexico together with Amendments Nand 2
thereto (refiled)

10.20 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996

Amendment No. 2 dated as of April 10, 1987 to Fycllease dated 10.20.2 to PNM's Annual Report on Form

as of August 12, 1986, as amended, between TheNtsonal
Bank of Boston, not in its individual capacity, taaiely as Owner
Trustee under a Trust Agreement, dated as of Autft)st986, with
MFS Leasing Corp., Lessor and Public Service CompéiNew
Mexico, Lessee (refiled)

Amendment No. 3 dated as of March 8, 1995, to Fatikase
between Public Service Company of New Mexico amdRinst
National Bank of Boston, dated as of August 12,6198

Facility Lease dated as of December 15, 1986, ltWde First
National Bank of Boston, as Owner Trustee, andiB@#rvice
Company of New Mexico (Unit 1 Transaction) togetivith
Amendment No. 1 thereto (refiled)

Facility Lease dated as of December 15, 1986, mtWie First
National Bank of Boston, as Owner Trustee, andiP@#rvice
Company of New Mexico Unit 2 Transaction) togetivith
Amendment No. 1 thereto (refiled)

Master Decommissioning Trust Agreement for PalodéeXuclear
Generating Station dated March 15, 1996, betwedfid8ervice
Company of New Mexico and Mellon Bank, N.A.

Amendment Number One to the Master Decommissiohimigt
Agreement for Palo Verde Nuclear Generating Stadeed Januat
27, 1997, between Public Service Company of Newibteand
Mellon Bank, N.A.

Amendment Number Two to the Master Decommissioffingt
Agreement for Palo Verde Nuclear Generating Statigtaveen
Public Service Company of New Mexico and Mellon BaK.A.

Refunding Agreement No. 8A, dated as of Decembel 2397,
among PNM, the Owner Participant Named ThereirneS#&reet
Bank and Trust Company, as Owner Trustee, The QWlasdattan
Bank, as Indenture Trustee, and First PV Funding@ation

PVNGS Capital Trust-Variable Rate Trust Notes-PVNGite
Agreement dated as of July 31, 1998

Stipulation in the matter of PNM's transition pldtility Case No.
3137, dated October 10, 2002 as amended by Ameridmen
Stipulated Agreement dated October 18, 2002

Stipulation dated February 28, 2005 in NMPRC Case(4-00315-
UT regarding the application of PNM Resources aNdP for
approval of the TNP acquisition
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10-K for fiscal year ended December 31,
1998

10.20.3 to PNM's Quarterly Report on
Form 10-Q for the quarter ended March
31, 1995

10.21 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996

10.22 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996

10.68 to PNM's Quarterly Report on Form
10-Q for the quarter ended March 31,
1996

10.68.1 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1997

10.68.2 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
2003

10.73 to PNM's Quarterly Report on Form
10-Q for the quarter ended March 31,
1998

10.76 to PNM's Quarterly Report on Form
10-Q for the quarter ended September 30,
1998

10.86 to the Company's Annual Report on
Form 10-K for the year ended December
31, 2002

10.134 to the Company's Quarterly Report
on Form 10-Q for the quarter ended
March 31, 2005

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-32462
PNMR/
TNMP
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10.95 Settlement Agreement dated February 3, 2005, betwéiM 10.1-10.1.7 to the Company's Current
Resources, Inc. and Texas-New Mexico Power Comphaeygities Report on Form 8-K filed February 7,
of Dickenson, Lewisville, La Marque, Ft. Stocktamda 2005
Friendswood, Texas, the Legal and Enforcement Divisf the
Public Utility Commission of Texas, the Office ofiftic Utility
Counsel, the Texas Industrial Energy Consumerstandlliance
for Retail Markets

10.96 Consent Decree entered into by PNM on March 9, 28ing to  10.135 to the Company's Quarterly Report
the citizen suit under the Clean Air Act and theess emissions ~ on Form 10-Q for the quarter ended
report matter for SIGS March 31, 2005

10.97 Settlement and Release of Claims Agreement datedi&ey 11, 10.1 to PNM's Current Report on Form 8-
2010 among PNM, PG&E, SDG&E, CPUC, California et. r K filed February 12, 2010
Edmund G. Brown, Jr., Attorney General and thefGadia Dept. of
Water Resources (collectively, “PNM and the CatifarParties”)
(relating to certain 2000-2001 transactions in Gadia energy
markets)

10.98 Agreement for Disposition of Escrowed Funds dattidry 11, 10.1 to PNM's current Report on Form 8-
2010 among PNM and the California Parties K filed January 14, 2010

Subsidiaries

21 Certain subsidiaries of PNM Resources 21 to the Company's Annual Report on

Form 10-K for the year ended December
31, 2012

Additional Exhibits

99.1*

99.2

99.3

99.4*

Participation Agreement dated as of Decemiife1 985, among the 99.2 to PNM's Annual Report on Form
Owner Participant named therein, First PV FundiogpGration. 10-K for fiscal year ended December 31,
The First National Bank of Boston, in its individeapacity and as 1995

Owner Trustee (under a Trust Agreement dated Beoémber 16,

1985 with the Owner Participant), Chemical Bankitsnindividual

capacity and as Indenture Trustee (under a Traeniture,

Mortgage, Security Agreement and Assignment of Rdated as of

December 16, 1985 with the Owner Trustee), andi®@arvice

Company of New Mexico, including Appendix A defioits,

together with Amendment No. 1 dated July 15, 1986 a

Amendment No. 2 dated November 18, 1986 (refiled)

Trust Indenture, Mortgage, Security Agreement asdighment of 99.3 to PNM's Quarterly Report on Form
Rents dated as of December 16, 1985, between tsieN&tional 10-Q for the quarter ended March 31,
Bank of Boston, as Owner Trustee, and Chemical Bask 1996

Indenture Trustee together with Supplemental Ind®stNos. 1 and

2 (refiled)

Supplemental Indenture No. 3 dated as of Marct985;1to Trust  99.3.3 to PNM's Quarterly Report on
Indenture Mortgage, Security Agreement and AssigrirneRents  Form 10-Q for the quarter ended March
between The First National Bank of Boston and CleahBank 31, 1995

dated as of December 16, 1985

Assignment, Assumption and Further Agreenaatéed as of 28(c) to PNM's Current Report on Form 8-
December 16, 1985, between Public Service ComphNgw K dated December 31, 1985
Mexico and The First National Bank of Boston, asrewTrustee
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99.5

99.6

99.7

99.8

99.9*

99.10*

99.11

99.12*

99.13*

Participation Agreement dated as of July 31, 198&ong the 99.5 to PNM's Annual Report on Form
Owner Participant named herein, First PV Fundingp@Gration, The 10-K for fiscal year ended December 31,
First National Bank of Boston, in its individualpzecity and as 1996

Owner Trustee (under a Trust Agreement dated dslpf31, 1986,
with the Owner Participant), Chemical Bank, iniftdividual
capacity and as Indenture Trustee (under a Traeniture,
Mortgage, Security Agreement and Assignment of Rdated as of
July 31, 1986, with the Owner Trustee), and PuBécvice
Company of New Mexico, including Appendix A defipits
together with Amendment No. 1 thereto (refiled)

Trust Indenture, Mortgage, Security Agreement asdignment of 99.6 to PNM's Annual Report on Form
Rents dated as of July 31, 1986, between The IRasonal Bank of 10-K for fiscal year ended December 31,
Boston, as Owner Trustee, and Chemical Bank, anbade Trustee 1996

together with Supplemental Indenture No. 1 the(etbled)

Assignment, Assumption, and Further Agreement daseaf July ~ 99.7 to PNM's Annual Report on Form
31, 1986, between Public Service Company of Newibteand The 10-K for fiscal year ended December 31,
First National Bank of Boston, as Owner Trusteéléa) 1996

Participation Agreement dated as of August 12, 18&tong the 99.8 to PNM's Quarterly Report on Form
Owner Participant named therein, First PV FundiogpGration. 10-Q for the quarter ended March 31,
The First National Bank of Boston, in its individeapacity and as 1997

Owner Trustee (under a Trust Agreement dated Asigéist 12,

1986, with the Owner Participant), Chemical Bamkit$ individual

capacity and as Indenture Trustee (under a Traeniture,

Mortgage, Security Agreement and Assignment of Rdated as of

August 12, 1986, with the Owner Trustee), and RUB&rvice

Company of New Mexico, including Appendix A defioits

(refiled)

Amendment No. 1 dated as of November 186 188Participation 99.8.1 to PNM's Quarterly Report on
Agreement dated as of August 12, 1986 (refiled) Form 10-Q for the quarter ended March
31, 1997

Trust Indenture, Mortgage, Security Agreatrand Assignment of 99.9 to PNM's Annual Report of the
Rents dated as of August 12, 1986, between theNatsonal Bank Registrant on Form 10-K for fiscal year
of Boston, as Owner Trustee, and Chemical Bankydenture ended December 31, 1996

Trustee together with Supplemental Indenture Nibeteto (refiled)

Supplemental Indenture No. 2 dated as oEM8&r 1995, to Trust  99.9.1 to PNM's Quarterly Report on
Indenture, Mortgage, Security Agreement and Assigmrof Rents Form 10-Q for the quarter ended March
between The First National Bank of Boston and CleafrBBank 31, 1995

dated as of August 12, 1986 (refiled)

Assignment, Assumption, and Further Agreetndated as of 99.10 to PNM's Quarterly Report on Form
August 12, 1986, between Public Service Comparyesf Mexico 10-Q for the quarter ended March 31,
and The First National Bank of Boston, as Ownersiee (refiled) 1997

Participation Agreement dated as of Decembe 1986, among the 99.11 to PNM's Quarterly Report on Form
Owner Participant named therein, First PV FundiogpGration, 10-Q for the quarter ended March 31,
The First National Bank of Boston, in its individeapacity and as 1997

Owner Trustee (under a Trust Agreement dated &eoémber 15,

1986, with the Owner Participant), Chemical Bamkits individual

capacity and as Indenture Trustee (under a Traeniture,

Mortgage, Security Agreement and Assignment of Rdated as of

December 15, 1986, with the Owner Trustee), andi®8Brvice

Company of New Mexico, including Appendix A defioits (Unit 1

Transaction) (refiled)
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99.14

99.15

99.16

99.17

99.18

99.19*

99.20*

99.21

99.22

99.23

99.24*

Trust Indenture, Mortgage, Security Agreement asdignhment of 99.12 to PNM's Quarterly Report on Form
Rents dated as of December 15, 1986, between TsteNgtional 10-Q for the quarter ended March 31,
Bank of Boston, as Owner Trustee, and Chemical Basik 1997

Indenture Trustee (Unit 1 Transaction) (refiled)

Assignment, Assumption and Further Agreement daseof 99.13 to PNM's Quarterly Report on Form
December 15, 1986, between Public Service ComphNgw 10-Q for the quarter ended March 31,
Mexico and The First National Bank of Boston, asrm@wTrustee 1997

(Unit 1 Transaction) (refiled)

Participation Agreement dated as of December 18618mong the 99.14 to PNM's Quarterly Report on Form
Owner Participant named therein, First PV FundiogpGration, 10-Q for the quarter ended March 31,
The First National Bank of Boston, in its individeapacity and as 1997

Owner Trustee (under a Trust Agreement dated Beoémber 15,

1986, with the Owner Participant), Chemical Bamkits individual

capacity and as Indenture Trustee (under a Traeniture,

Mortgage, Security Agreement and Assignment of Rdated as of

December 15, 1986, with the Owner Trustee), andi®8rvice

Company of New Mexico, including Appendix A defioits (Unit 2

Transaction) (refiled)

Trust Indenture, Mortgage, Security Agreement asdignment of 99.15 to PNM's Annual Report on Form
Rents dated as of December 31, 1986, between thieNstional 10-K for fiscal year ended December 31,
Bank of Boston, as Owner Trustee, and Chemical Bask 1996

Indenture Trustee (Unit 2 Transaction) (refiled)

Assignment, Assumption, and Further Agreement daseof 99.16 to PNM's Quarterly Report on Form
December 15, 1986, between Public Service ComphNgw 10-Q for the quarter ended March 31,
Mexico and The First National Bank of Boston, asm@ewTrustee 1997

(Unit 2 Transaction) (refiled)

Waiver letter with respect to “Deemed L&s®nt” dated as of 99.17 to PNM's Annual Report on Form
August 18, 1986, between the Owner Participant wiaimerein, and 10-K for fiscal year ended December 31,
Public Service Company of New Mexico (refiled) 1996

Waiver letter with respect to Deemed Lossri’ dated as of 99.18 to PNM's Annual Report on Form
August 18, 1986, between the Owner Participant wiaimerein, and 10-K for fiscal year ended December 31,
Public Service Company of New Mexico (refiled) 1996

Agreement No. 13904 (Option and Purchase of Effjyeiated 99.19 to PNM's Annual Report on Form
April 23, 1973, among Arizona Public Service Compa®alt River 10-K for fiscal year ended December 31,
Project Agricultural Improvement and Power Distritie Cities of 1996

Phoenix, Glendale, Mesa, Scottsdale, and Tempethentiown of

Youngtown (refiled)

Agreement for the Sale and Purchase of Wastewdfleeht, dated 99.20 to PNM's Annual Report on Form
June 12, 1981, Among Arizona Public Service Comp&ayjt River 10-K for fiscal year ended December 31,
Project Agricultural Improvement and Power Distacid the City o 1996

Tolleson, as amended (refiled)

Municipal Effluent Purchase and Sale Agreementdiajeril 23, 10.6 to the Company's Quarterly Report
2010 between Cities of Phoenix, Mesa, Tempe, Stajdsand on Form 10-Q for the quarter ended
Glendale, Arizona municipal corporations; and ABBP, acting on March 31, 2010

behalf of themselves and EPE, SCE, PNM, SCPPALasd

Angeles Department of Water and Power

1996 Supplemental Indenture dated as ofeBgper 27, 1996 to 99.21 to PNM's Quarterly Report on Form
Trust Indenture, Mortgage, Security Agreement asdignment of 10-Q for the quarter ended September 30,
Rents dated as of December 16, 1985 between Statt Bank and 1996
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Trust Company, as Owner Trustee, and The Chase atianhBank,
as Indenture Trustee
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99.2F 1997 Supplemental Indenture, dated as of Decenherd®7, to 99.22 to the Company's Annual Reporton  1-6986
Trust Indenture, Mortgage, Security Agreement asdignment of Form 10-K for the year ended December PNM
Rents, dated as of August 12, 1986, between StadetBank and 31, 2006
Trust, as Owner Trustee, and The Chase Manhattak, Ba
Indenture Trustee

* One or more additional documents, substanti@ntical in all material respects to this exhilbigve been entered into, relating to on
more additional sale and leaseback transactiorthoddh such additional documents may differ in otlespects (such as dollar amol
and percentages), there are no material detaihich such additional documents differ from thiiéit.

** Designates each management contract or compaysplan or arrangement required to be identifiedsuant to paragraph 3 of Item 1!
of Form 10-K.

¥ Certain instruments defining the rights ofdeos of longterm debt of the registrants included in the finahstatements of registrants fi
herewith have been omitted because the total anwfusecurities authorized thereunder does not ekd€&6 of the total assets of registre
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&f{the Securities Exchange Act of 1934, the Regigthas duly caused this repot
be signed on its behalf by the undersigned, theoeduly authorized.

Date:March 1, 2013

By

PNM RESOURCES, INC.
(Registrant)

/sl P. K. Collawn

P. K. Collawn

Chairman, President, and
Chief Executive Officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpwhe following persons 1
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature

/s/ P. K. Collawn

P. K. Collawn

Chairman, President, and
Chief Executive Officer

/s/ C. N. Eldred

C. N. Eldred

Executive Vice President and
Chief Financial Officer

/sl T. G. Sategna

T. G. Sategna
Vice President and
Corporate Controller

/sl A. E. Archuleta

A. E. Archuleta

/sl J. A. Dobson

J. A. Dobson

/sl A. J. Fohrer

A. J. Fohrer

/s/ R. R. Nordhaus

R. R. Nordhaus

/s/ M. T. Pacheco

M. T. Pacheco

/sl B. S. Reitz

B. S. Reitz

/s/ D. K. Schwanz

D. K. Schwanz

Principal Executive Officer and Director

Principal Financial Officer

Principal Accounting Officer

Director

Director

Director

Director

Director

Director

Director

Date

March2D13

March 1, 2013

March 1, 2013

March 1, 2013

March 1, 2013

March 1, 2013

March 1, 2013

March 1, 2013

March 1, 2013

March 1, 2013



/s/ B. W. Wilkinson Director March 1, 2013

B. W. Wilkinson

/s/ J. B. Woodard Director March 1, 2013

J. B. Woodard
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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 repor
be signed on its behalf by the undersigned, theoeduly authorized.

PUBLIC SERVICE COMPANY OF NEW MEXICO
(Registrant)

Date:March 1, 2013 By /sl P. K. Collawn
P. K. Collawn

President and
Chief Executive Officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpwhe following persons 1
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature Capacity Date
/sl P. K. Collawn Principal Executive Officer and Chairman of the Bba March 1, 2013
P. K. Collawn

President and
Chief Executive Officer

Is/ C. N. Eldred Principal Financial Officer and Director March 1, 2013
C. N. Eldred
Executive Vice President and
Chief Financial Officer

/s/ T. G. Sategna Principal Accounting Officer March 1, 2013
T. G. Sategna
Vice President and
Corporate Controller

/s/ R. N. Darnell Director March 1, 2013
R. N. Darnell

/sl R. E. Talbot Director March 1, 2013
R. E. Talbot
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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 repor
be signed on its behalf by the undersigned, theoeduly authorized.

TEXAS-NEW MEXICO POWER COMPANY
(Registrant)

Date:March 1, 2013 By /sl P. K. Collawn
P. K. Collawn
Chief Executive Officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bdéipwhe following persons 1
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature Capacity Date
/sl P. K. Collawn Principal Executive Officer and Chairman of the Bba March 1, 2013
P. K. Collawn

Chief Executive Officer

Is/ T. G. Sategna Principal Financial Officer and Principal Accourgi®fficer March 1, 2013
T. G. Sategna
Vice President and
Controller

/s/ R. N. Darnell Director March 1, 2013
R. N. Darnell

/s/ C. N. Eldred Director March 1, 2013
C. N. Eldred

/s/ R. E. Talbot Director March 1, 2013
R. E. Talbot

/s/ J. N. Walker Director March 1, 2013
J. N. Walker
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Exhibit 10.1
2013 Director Compensation Summary

Non-employee directors of PNM Resources, Inc. (the m@any”) receive their annual retainer in the fori cash and stockase:
compensation as determined by the Company's BdaRirectors. At the December 2012 Board meeting, Board approved making
following changes to director compensation for 20i&reasing the lead independent fee from $15,600620,000, increasing t
Compensation Committee chair fee from $5,000 to (K@ and increasing the market value of the anawakd of restricted stock rights fri
$55,000 to $65,000. Thus, the 2013 annual retddmeron-employee directors is as follows:

Annual Retainer : Restricted stock rights* with a grant date marladtie of $65,000; and an annual cash
retainer of $52,500 paid in quarterly installments

Annual Presiding Lead Director Fee: $20,000 paid in quarterly installments

Annual Committee Chair Fee: $ 5,000 paid in quarterly installments (in addittormeeting attendance fees), except tha

the annual chair fee for the Audit and Ethics Cotteriand Compensation and Human
Resources Committee is $10,000

Committee Meeting Attendance Fees $ 1,500 per Board Committee meeting

Directors are also reimbursed for any Board-relatquenses, such as travel expenses incurred tad@teard and Board committee meetings
and director educational programs. Further, dimscaoe indemnified by the Company to the fulleseakpermitted by law pursuant to the
Company's bylaws and indemnification agreementsdrt the Company and each director.

* The amount of the annual award of restrictedlstaghts is determined by dividing $65,000 by thestg price of the Company's stc
on the New York Stock Exchange on the day of tlegmRestricted stock rights granted under the Gaps Omnibus Performance Equity
Plan (“PEP”) each vest in three equal annual ilmstaits beginning on the first anniversary of thengrdate, subject to vesting acceleration
upon retirement from the board. These awards piedlly made at the annual meeting of directorsessthe meeting occurs during a black-
out period for trading in the Company's securitiespecified in the Company's Insider Trading Boks set forth under the Company's Eq
Compensation Awards Policy, under those circumstsnhe Board will either (a) schedule a speciating after the expiration of the black-
out period, (b) make awards pursuant to a unanimoiten consent executed after the expiratiorheftilack-out period, or (c) pegpprove th
equity awards with an effective date after the eatwn of the black-out period. The date of the mlsas the date on which the Board approves
the awards, unless (i) the approval date is atramting day, in which case the date is the immedtligireceding trading date or (ii) in the cas
pre-approval during a black-out period, in whicBe#he grant date is the first trading date aftereixpiration of the black-out period.



PNM RESOURCES, INC. AND SUBSIDIARIES
Ratio of Earnings to Fixed Charges
(In thousands, except ratio)

Exhibit 12.!

Year Ended December 31,

2012 2011 2010

2009 2008

Fixed charges, as defined by the Securities antidhge

Commission:

Interest expensed and capitalized $125,37¢ $122,99¢ $123,63! $123,83. $ 134,95!

Amortization of debt premium, discount and e>g&Emn 4,02z 3,69 4,62 5,43( 6,38¢

Interest from discontinued operations (includingitadized

interest) — — — 1,025 13,75¢

Estimated interest factor of lease rental charge 5,58¢ 6,66¢ 6,88¢ 7,03¢ 7,89¢

Preferred dividend requirements of subsidiary 76¢ 864 1,07¢ 75¢ 68¢
Total Fixed Charges $135,75¢ $134,22. $136,22! $138,08. $ 163,68

Earnings, as defined by the Securities and Enga&ommission:

Earnings (loss) from continuing operations befomme taxes

and non-controlling interest $175,03! $321,46¢ $(63,379 $ 94,75. $(388,38)
(Earnings) loss of equity investee — — 15,22: 30,14¢ 29,68

Earnings (loss) from continuing operations befomme taxes,

non-controlling interest, and investee earnings 175,03"  321,46¢ (48,15¢) 124,89t (358,69
Fixed charges as above 135,75¢ 134,22: 136,22 138,08: 163,68!

Interest capitalized (5,437 (2,699 (3,407 (7,749 (8,849
Non-controlling interest in earnings of Valencia (14,050 (14,04) (13,569 (11,890 (7,179
Preferred dividend requirements of subsidiary (769) (864) (1,075 (759 (689)
Earnings Available for Fixed Charges $290,54( $438,08: $ 70,02¢ $242,58° $(211,72¢)

1 2
Ratio of Earnings to Fixed Charges 2.14 3.2¢ 0.51 1.7¢€ N/M

3

! Earnings (loss) from continuing operations befimeome taxes and narentrolling interest for the year ended Decembel
2011 includes a pre-tax loss of $21.4 million do¢he writeoff of regulatory disallowances at PNM and TNMPtHbse losse
were excluded, the Ratio of Earnings to Fixed Chaangould have been 3.42. In addition, 2011 includpsetax gain on the sa
of First Choice of $174.9 million. If that gain veealso excluded, the Ratio of Earnings to Fixedr@éswould have been 1.96.

Z The shortfall in the earnings available for fixgltarges to achieve a ratio of earnings to fixedgdgsof 1.00 amounted to $6!
million for the year ended December 31, 2010. Eay®i(loss) from continuing operations before incdaax@s and nogentrolling
interest includes a prax loss of $188.2 million due to the impairmentRNMMR's investment in an equity investee. If thests

were excluded, the Ratio of Earnings to Fixed Césingould have been 1.90.

® The ratio of earnings to fixed charges for therymaled December 31, 2008 is not meaningful siaceirgs available for fixe
charges is negative. The shortfall in the earniaggilable to achieve a ratio of earnings to fixérges of 1.00 amounted

$375.4 million for the year ended December 31, 2008



Exhibit 12.Z
PUBLIC SERVICE COMPANY OF NEW MEXICO
Ratio of Earnings to Fixed Charges
(In thousands, except ratio)

Year Ended December 31,

2012 2011 2010 2009 2008

Fixed charges, as defined by the Securities antidhge
Commission:
Interest expensed and capitalized $ 8286 $ 75210 $ 7342: $ 73,10¢ $ 72,42:
Amortization of debt premium, discount and expenses 1,81¢ 1,32¢ 1,27¢ 1,33¢ 4,34¢
Interest from discontinued operations (includingitdized
interest) — — — 1,027 13,75¢
Estimated interest factor of lease rental charges 3,74 4,13¢ 4,10: 4,517 4,55¢

Total Fixed Charges $ 8842 $ 8068. $ 7880( $ 7998 $ 95,08!
Earnings, as defined by the Securities and Exchange
Commission:
Earnings (loss) from continuing operations befomme taxes
and non-controlling interest $ 156,31¢ $ 105,96! $ 107,28! $ 45,627 $ (69,329
Fixed charges as above 88,42¢ 80,68: 78,80( 79,98« 95,08:
Non-controlling interest in earnings of Valencia (14,050 (14,04 (13,567 (12,890 (7,179
Interest capitalized (4,319 (1,767) (2,81) (6,067 (7,367%)
Earnings Available for Fixed Charges $ 226,37! $ 170,83t $ 169,71 $ 107,65 $ 11,21%

1 2

Ratio of Earnings to Fixed Charges 2.5¢€ 2.1z 2.1¢ 1.3t 0.1z

! Earnings (loss) from continuing operations befooeme taxes and non-controlling interest for tearyended December 31, 2011
includes a pre-tax loss of $17.5 million due towrée-off of regulatory disallowances. If that fowere excluded, the Ratio of
Earnings to Fixed Charges would have been 2.33.

2 The shortfall in the earnings available for fixgltarges to achieve a ratio of earnings to fixedgdmof 1.00 amounted to $8.
million for the year
December 31, 2008.



Exhibit 12.:
TEXAS-NEW MEXICO POWER COMPANY
Ratio of Earnings to Fixed Charges
(In thousands, except ratio)

Year Ended December 31,

2012 2011 2010 2009 2008
Fixed charges, as defined by the Securities antidhge
Commission:
Interest expensed and capitalized $ 26230 $§ 2791+ $ 2863: $ 25,60¢ $ 17,86
Amortization of debt premium, discount and expenses 1,49: 1,67¢ 2,68:¢ 3,35¢ 1,50¢
Estimated interest factor of lease rental charges 95¢€ 1,202 1,24¢ 831 571
Total Fixed Charges $ 2868. $ 30,798 $ 3256 $ 29,79¢ $ 19,93¢

Earnings, as defined by the Securities and Exchange
Commission:

Earnings from continuing operations before income$ $ 4209 $ 36,13t $ 26,02« $ 20,15. $ 2,33t

Fixed charges as above 28,68: 30,79¢ 32,56 29,79t 19,93¢
Interest capitalized (70€) (599) (15¢) (1,149 (1,025
Earnings Available for Fixed Charges $ 70,07F $ 66,34( $ 58,42¢ $ 48,80: $ 21,24¢

1 -
Ratio of Earnings to Fixed Charges 2.44 2.1¢ 1.7¢ 1.64 1.07

1 Earnings from continuing operations before incames for the year ended December 31, 2011 inclages-tax loss of $3.9 million
due to the write-off of regulatory disallowancdghiat loss were excluded, the Ratio of EarningSiked Charges would have been
2.28.



EXHIBIT 21

Subsidiaries of PNM Resources, Inc.

As of December 31, 2012, PNM Resources, Inc. directindirectly owns all of the voting securitie§the following subsidiaries:

Public Service Company of New Mexico, a New Mextooporation that does business under the nameditPidrvice Company of New
Mexico” and “PNM”.

Texas-New Mexico Power Company, a Texas corporatiandoes business under the name “Texas-New Mé&daever Company” and
“TNMP”.

TNP Enterprises, Inc., a Texas corporation thasdussiness under its corporate name.

The remaining subsidiaries of PNM Resources, lonsiered in the aggregate as a single subsidlargipt constitute a "significant
subsidiary" (as defined in Rule 1-02(w) of RegulatB-X) as of the end of the year covered by #jort.



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference iniRtedion Statement Nos. 333-172902 and 333-188h80orm S-3 ASR and
Registration Statements Nos. 333-76288, 333-13R88,129454, 333-03289-99, 333-88372, 333-121333;125010, 333-
141282, 333-156243, 333-159361, 333-159362 andl83397 on Form S-8 of our reports dated March 132€elating to the
consolidated financial statements and financiaéstant schedules of PNM Resources, Inc. and saligigj and the effectiveness
of PNM Resources, Inc. and subsidiaries' interonatrol over financial reporting, appearing in tAisnual Report on Form 10-K
of PNM Resources, Inc. and subsidiaries for the gaded December 31, 2012.

/sl DELOITTE & TOUCHE LLP

Phoenix, Arizona
March 1, 2013



EXHIBIT 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference iniRedion Statement No. 333-173530 on Form S-3uofreport dated March 1,
2013, relating to the consolidated financial staets and financial statement schedule of Publigi&iCompany of New Mexic
and subsidiaries appearing in this Annual Repoff@m 10K of Public Service Company of New Mexico and sdlzsies for th
year ended December 31, 20

/s DELOITTE & TOUCHE LLP

Phoenix, Arizona
March 1, 2013



EXHIBIT 31.1
CERTIFICATION

I, Patricia K. Collawn, certify that:

1.

2.

| have reviewed this Annual Report on FormkKL6f PNM Resources, In

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, ntgadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementd, @her financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

The registrang’ other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatatnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedunegsaosed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig teriod in which this report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finahi@aorting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealbepted accounting principles;

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémthds report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thegtegnt's internal control over financial reportitigat occurred during the registrathos
recent fiscal quarter (each registrarfourth fiscal quarter in the case of an annuabm® that has materially affected, or is reasoy
likely to materially affect, the registrant’s intexl control over financial reporting;

The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @bmiver financial reportini
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controlgrafinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmiifiole in the registraistinterna
control over financial reporting.

Date:March 1, 2013 By: /s/ Patricia K. Collawn
Patricia K. Collawn

President and Chief Executi
Officer

PNM Resources, Inc.




EXHIBIT 31.2
CERTIFICATION

I, Charles N. Eldred, certify that:

1.

2.

| have reviewed this Annual Report on FormkKL6f PNM Resources, In

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, ntgadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementd, @her financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

The registrang’ other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatatnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedunegsaosed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig teriod in which this report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finahi@aorting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealbepted accounting principles;

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémthds report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in thegtegnt's internal control over financial reportitigat occurred during the registrathos
recent fiscal quarter (each registrarfourth fiscal quarter in the case of an annuabm® that has materially affected, or is reasoy
likely to materially affect, the registrant’s intexl control over financial reporting;

The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @bmiver financial reportini
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controlgrafinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmiifiole in the registraistinterna
control over financial reporting.

Date:March 1, 2013 By: /s/ Charles N. Eldred
Charles N. Eldred
Executive Vice President and
Chief Financial Officer
PNM Resources, Inc.




EXHIBIT 31.3
CERTIFICATION

I, Patricia K. Collawn, certify that:

1.

2.

| have reviewed this Annual Report on FormKL6f Public Service Company of New Mexi

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, ntgadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementd, @her financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

The registrang’ other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatatnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedunegsaosed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig teriod in which this report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finahi@aorting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealbepted accounting principles;

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémthds report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thegtegnt's internal control over financial reportitigat occurred during the registrathos
recent fiscal quarter (each registrarfourth fiscal quarter in the case of an annuabm® that has materially affected, or is reasoy
likely to materially affect, the registrant’s intexl control over financial reporting;

The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @bmiver financial reportini
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controlgrafinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmiifiole in the registraistinterna
control over financial reporting.

Date:March 1, 2013 By: /s/ Patricia K. Collawn
Patricia K. Collawn

President and Chief Executi
Officer

Public Service Company of New
Mexico




EXHIBIT 31.4
CERTIFICATION

I, Charles N. Eldred, certify that:

1.

2.

| have reviewed this Annual Report on FormKL6f Public Service Company of New Mexi

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, ntgadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementd, @her financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

The registrang’ other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatatnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedunegsaosed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig teriod in which this report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finahi@aorting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealbepted accounting principles;

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémthds report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thegtegnt's internal control over financial reportitigat occurred during the registrathos
recent fiscal quarter (each registrarfourth fiscal quarter in the case of an annuabm® that has materially affected, or is reasoy
likely to materially affect, the registrant’s intexl control over financial reporting;

The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @bmiver financial reportini
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controlgrafinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmiifiole in the registraistinterna
control over financial reporting.

Date:March 1, 2013 By: /s/ Charles N. Eldred
Charles N. Eldred
Executive Vice President and
Chief Financial Officer

Public Service Company of New
Mexico




EXHIBIT 31.5
CERTIFICATION

I, Patricia K. Collawn, certify that:

1.
2.

| have reviewed this Annual Report on Form 16fR exasNew Mexico Power Compar

Based on my knowledge, this report does notatommny untrue statement of a material fact ortamstate a material fact necessary in
order to make the statements made, in light ottfemstances under which such statements were,matmisleading with respect to t
period covered by this report;

Based on my knowledge, the financial statemems other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

The registran$ other certifying officer and | are responsibledstablishing and maintaining disclosure contamld procedures (as defin
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procsdarecaused such disclosure controls and procedotee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsubsidiaries, is made known to u
others within those entities, particularly duriig teriod in which this report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finah@porting to be designed under
supervision, to provide reasonable assurance rieggttie reliability of financial reporting and tieeparation of financial statements
for external purposes in accordance with geneealbepted accounting principles;

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presenttisi report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psint based on such evaluation; and

d) Disclosed in this report any change in thegtegnt's internal control over financial reportitigat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably
likely to materially affect, the registrant’s intexl control over financial reporting;

The registrans other certifying officer and | have disclosedsdion our most recent evaluation of internal abmiver financial reportini
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal ctstreer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrastinterna
control over financial reporting.

Date: March 1, 2013 By:/s/ Patricia K. Collawn

Patricia K. Collawn
President and Chief Executive
Officer

Texas-New Mexico Power
Company



EXHIBIT 31.6
CERTIFICATION

I, Thomas G. Sategna, certify that:

1.

2.

| have reviewed this Annual Report on Form 16fR exasNew Mexico Power Compar

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
order to make the statements made, in light otttemstances under which such statements were,matimisleading with respect to
period covered by this report;

Based on my knowledge, the financial statementd, @her financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

The registrang’ other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatatnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedunegsaosed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig teriod in which this report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finahi@aorting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealbepted accounting principles;

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémthds report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thegtegnt's internal control over financial reportitigat occurred during the registrathos
recent fiscal quarter (the registranfourth fiscal quarter in the case of an annupbr® that has materially affected, or is reasoy
likely to materially affect, the registrant’s intexl control over financial reporting;

The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @bmiver financial reportini
to the registrant’s auditors and the audit commititthe registrant’s board of directors (or pessperforming the equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controlgrafinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmiifiole in the registraistinterna
control over financial reporting.

Date:March 1, 2013 By: /s/ Thomas G. Sategna
Thomas G. Sategha
Vice President and Controller

Texas-New Mexico Power
Company




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOHED PURSUANT TO § 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10K the period ended December 31, 2012, for PNM &ess, Inc. (“Company”)as filec
with the Securities and Exchange Commission on Mar@013 (“Report”)each of the undersigned officers of the Compantjfigsy, pursuar
to 18 U.S.C. 81350, as adopted pursuant to § 9@ecbarbanes-Oxley Act of 2002, that:

(1) the Report fully complies with the requirement$df3(a) or 15(d) of the Securities Exchange Act@84, as amended; ¢

(2) the information contained in the Report fairly mets, in all material respects, the financial cbodiand results of operations of
Company.

Date:March 1, 2013 By: /s/ Patricia K. Collawn
Patricia K. Collawn

President and Chief Executi
Officer

PNM Resources, Inc.

By: /s/ Charles N. Eldred
Charles N. Eldred
Executive Vice President and
Chief Financial Officer
PNM Resources, Inc.




EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOHED 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, 2012, for RuBkrvice Company of New Mexi
(“Company”), as filed with the Securities and Exepa Commission on March 1, 2013 (“Repor&ach of the undersigned officers of
Company certifies, pursuant to 18 U.S.C. §135@dmpted pursuant to § 906 of the Sarbanes-Oxleyp2002, that:

(1) the Report fully complies with the requirement$df3(a) or 15(d) of the Securities Exchange Act@84, as amended; ¢

(2) the information contained in the Report fairly mets, in all material respects, the financial cbodiand results of operations of
Company.

Date:March 1, 2013 By: /s/ Patricia K. Collawn
Patricia K. Collawn

President and Chief Executive
Officer

Public Service Company of New
Mexico

By: /s/ Charles N. Eldred
Charles N. Eldred
Executive Vice President and
Chief Financial Officer

Public Service Company of Ne
Mexico




EXHIBIT 32.3

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOHED PURSUANT TO § 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-#¢ the period ended December 31, 2012, for Té&@s- Mexico Power Compa
(“Company”), as filed with the Securities and Exepa Commission on March 1, 2013 (“Repor&nch of the undersigned officers of
Company certifies, pursuant to 18 U.S.C. §135@dmpted pursuant to § 906 of the Sarbanes-Oxleyp2002, that:

(1) the Report fully complies with the requirementgdf3(a) or 15(d) of the Securities Exchange Act@84, as amended; ¢

(2) the information contained in the Report fairly gmets, in all material respects, the financial ctadiand results of operations of
Company.

Date:March 1, 2013 By: /s/ Patricia K. Collawn
Patricia K. Collawn

President and Chief Executi
Officer

Texas-New Mexico Power
Company

By: /s/ Thomas G. Sategna
Thomas G. Sategnha
Vice President, Controller

Texas-New Mexico Power
Company




