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

FORM 10-Q

(Mark One)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 13@F THE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2010

Commission Name of Registrants, State of Incorporation I.R.S. Employer
File Num Address and Telephone Number Identification No.
001-32462 PNM Resources, Ini 85-046829¢€
(A New Mexico Corporation
Alvarado Squart
Albuquerque, New Mexico 871¢
(505) 24:-2700

001-06986 Public Service Company of New Mexi 85-001903C
(A New Mexico Corporation
Alvarado Squart
Albuguerque, New Mexico 871¢
(505) 24:-2700

00z-97230 Texa-New Mexico Power Compar 75-020407C
(A Texas Corporation
577 N. Garden Ridge Blwv
Lewisville, Texas 7506
(972) 42(-4189

Indicate by check mark whether each registranthgg) filed all reports required to be filed by Sewti3 or 15(d) of the Securit
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wejuired to file such reports) and (2)
been subject to such filing requirements for thet 98 days.

PNM Resources, Inc*PNMR") YES NO
/ —
Public Service Company of New Mexic*PNM”) YES NO
v
Texas-New Mexico Power Company (“TNMP”) YES NO
v

(NOTE: As a voluntary filer, not subject to theirfidy requirements, TNMP filed all reports under 8®ttl3 or 15(d) of the Securiti
Exchange Act of 1934 during the preceding 12 mahths

Indicate by check mark whether each registrantshdsitted electronically and posted on its corpokéfeb site, if any, every Interact
Data File required to be submitted and posted puntsio Rule 405 of RegulationSeuring the preceding 12 months (or for such shrquerioc
that the registrant was required to submit and posh files).

PNMR YES v NO

PNM YES NO

TNMP YES NO
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Indicate by check mark whether each registrant liarge accelerated filer, an accelerated fileraaronaccelerated filer or a smal
reporting company (as defined in Rule 12b-2 ofAk®.

Large acceleratt Accelerate Smaller Reportin
Non-accelerate
filer filer filer Company
PNMR v _ _ _
PNM _ _ v _
TNMP _ _ v _

Indicate by check mark whether any of the registram a shell company (as defined in Rule 12b-thefExchange Act). YES
NO v

As of October 25, 2010, 86,673,174 shares of comstark, no par value per share, of PNMR were otidiitey.

The total number of shares of common stock of PNNstanding as of October 25, 2010 was 39,117,798eidd by PNMR (and noi
held by non-affiliates).

The total number of shares of common stock of TNddiBstanding as of October 25, 2010 was 6,358 & imelirectly by PNMR (an
none held by non-affiliates).

PNM AND TNMP MEET THE CONDITIONS SET FORTH IN GENER AL INSTRUCTIONS (H) (1) (a) AND (b) OF FORM 10-
Q AND ARE THEREFORE FILING THIS FORM WITH THE REDUC ED DISCLOSURE FORMAT PURSUANT TO GENERAL
INSTRUCTION (H) (2).

This combined Form 1@ is separately filed by PNMR, PNM and TNMP. Infation contained herein relating to any indivic
registrant is filed by such registrant on its owehdalf. Each registrant makes no representationoamformation relating to the ott

registrants. When this Form 1D4s incorporated by reference into any filing witle SEC made by PNMR, PNM or TNMP, as a registitae
portions of this Form 10-Q that relate to each othgistrant are not incorporated by referenceeiner
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Definitions:
Afton

AG

ALJ

Altura

Altura Coger
AOCI

APS

BACT
BART
BHP
Board
BTU

Cal PX
Cal ISO
Cascadkt
CCB

Cco,
Continenta
CRHC
CTC
Decathern
Delta
DOE
ECJV

EIB

EIP

EPA

EPE
ERCOT
FASB
FERC

FIP

First Choice
Four Corner:
FPPAC
GAAP
GEaR
GHG
GWh
IBEW
KWh

LBB

LBH

LCC
LIBOR
Lordsburg
Luna
MD&A
Moody's
MW

MWh
Navajo Acts

NDT
Ninth Circuit

GLOSSARY

Afton Generating Statio

New Mexico Attorney Gener:

Administrative Law Judg

Optim Energy Twin Oaks, L

Optim Energy Altura Cogen, LLC (the CoGen Lyond&dwer Generation Facility

Accumulated Other Comprehensive Inca

Arizona Public Service Company, which is the oparand a c-owner of PVYNGS an
Four Corner:

Best Available Control Technolo¢

Best Available Retrofit Technolog

BHP Billiton, Ltd, the parent of SJC

Board of Directors of PNM}

British Thermal Unil

California Power Exchang

California Independent System Opere

Cascade Investment, L.L.

Coal Combustion Byproduc

Carbon Dioxide

Continental Energy Systems, L.L.

Cap Rock Holding Corporation, a subsidiary of Coatital

Competition Transition Char

Million BTUs

Delte-Person Limited Partnersh

Department of Energ

ECJV Holdings, LLC

New Mexico Environment Improvement Boe

Eastern Interconnection Proje

United States Environmental Protection Age

El Paso Electrii

Electric Reliability Council of Texa

Financial Accounting Standards Bo:

Federal Energy Regulatory Commiss

Federal Implementation Pl:

First Choice Power, L. P. and Subsidiaries, a slidnsi of TNP

Four Corners Power Pla

Fuel and Purchased Power Adjustment Clz

Generally Accepted Accounting Principles in the tddiStates of Americ

Gross Earnings at Ri¢

Greenhouse Gas Emissic

Gigawatt hour:

International Brotherhood of Electrical Workers,cab611

Kilowatt Hour

Lehman Brothers Bank, FSB, a subsidiary of L

Lehman Brothers Holdings In

Lyondell Chemical Compan

London Interbank Offered Ra

Lordsburg Generating Static

Luna Energy Facility

Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior

Moody's Investor Services, In

Megawatt

Megawatt Houl

Navajo Nation Air Pollution Prevention and ContAgdt, the Navajo Nation Safe Drinking Water Act, ahé

Navajo Nation Pesticide A
Nuclear Decommissioning Trusts for PVN(
United States Court of Appeals for the Ninth Citc
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NMGC
NMED
NMPRC

NO

NOI

NRC

NRG Cedar Bayo!
NSR

0O&M

Optim Energy
PBO

PCRBs
PG&E

PNM

PNM Facility
PNMR
PNMR Facility
PPA

PRP

PSD

PUCT

PV

PVNGS
RCRA

RCT

REC

REP

RMC

SCE

SEC

SIP

SJCC

SJGS

SO,

SPS

SRP

S&P

TECA

Term Loan Agreemer

TNMP

TNMP Revolving Credit

Facility
TNP
Twin Oaks
Valencia
VaR

New Mexico Gas Company, a subsidiary of Contine

New Mexico Environment Departme

New Mexico Public Regulation Commissi

Nitrogen Oxides

Notice of Inquiry

United States Nuclear Regulatory Commiss

NRG Cedar Bayou Development Company, L

New Source Revie

Operations and Maintenan

Optim Energy, LLC, a limited liability company, oed 50% by each of PNMR and EC
Projected Benefit Obligatio

Pollution Control Revenue Boni

Pacific Gas and Electric C

Public Service Company of New Mexico and Subsid&ra subsidiary of PNM
PNM's $400 Million Unsecured Revolving Credit Facil

PNM Resources, Inc. and Subsidial

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

Potential Responsible Pal

Prevention of Significant Deterioratic

Public Utility Commission of Texa

Photovoltaic

Palo Verde Nuclear Generating Stat

Resource Conservation and Recovery

Reasonable Cost Threshe

Renewable Energy Certificat

Retail Electricity Provide

Risk Management Committe

Southern Cal Edison Compa

United States Securities and Exchange Commis

State Implementation Pl

San Juan Coal Company, a subsidiary of E

San Juan Generating Stati

Sulfur Dioxide

Southwestern Public Service Comp:

Salt River Projec

Standard and Pc’'s Ratings Service

Texas Electric Choice A«

PNM's $300 Million Unsecured Delayed Draw Term Loaniligc
Texa-New Mexico Power Company and Subsidiaries, a sidrgidf TNP

TNMP’s $75 Million Unsecured Revolving Credit Facil
TNP Enterprises, Inc. and Subsidiaries, a subgidibBPNMR
Assets of Twin Oaks Power, L.P. and Twin Oaks PdWek.P.
Valencia Energy Facilit

Value at Risk
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

PNM RESOURCES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS
(Unaudited)

Electric Operating Revenues

Operating Expenses:

Cost of energ

Administrative and gener.

Energy production cos

Regulatory disallowance

Depreciation and amortizatic

Transmission and distribution co:

Taxes other than income tax
Total operating expens
Operating incomi

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

Interest Charges

Earnings before Income Taxe:

Income Taxes

Earnings from Continuing Operations

Earnings (Loss) from Discontinued Operations, netfc
Income Taxes (Benefit) of $0, $(785), $0 and $37138

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

Net Earnings Attributable to PNMR

Earnings from Continuing Operations Attributable to
PNMR per Common Share:
Basic
Diluted
Net Earnings Attributable to PNMR per Common Share:
Basic
Diluted

Dividends Declared per Common Shar:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2010 2009 2010 2009
(In thousands, except per share amot

$ 503,655 $ 477,727 $1,292,86¢ $ 1,264,701
215,169 199,648 557,238 556,149
71,193 67,774 196,398 191,461
42,306 40,130 148,002 135,821
- - - 27,286
38,980 38,050 113,634 111,067
15,012 16,029 44,574 46,444
15,585 14,560 43,456 40,156
398,245 376,191 1,103,302 1,108,384
105,408 101,536 189,563 156,317
4,499 6,902 14,608 23,348
2,206 3,936 2,606 2,023
1,963 3,168 13,333 31,489
2,495 6,902 (5,714) 944
(3,848) (2,325) (8,861) (6,957)
7,315 18,583 15,972 50,847
31,317 30,535 94,488 91,301
81,406 89,584 111,047 115,863
28,813 31,361 37,365 37,814
52,593 58,223 73,682 78,049
- (1,362) - 71,880
52,593 56,861 73,682 149,929
(3,909) (2,536) (10,305) (7,890)
(132) (132) (396) (396)
$ 48,552 $ 54,192 $ 62,981 $ 141,643
$ 0.5¢ $ 061 $ 0.6¢ $ 0.7¢
$ 0.5¢ $ 0.6 $ 0.6¢ $ 0.7¢
$ 0.5¢ $ 0.5¢ $ 0.6¢ $ 1.5t
$ 0.5¢ $ 0.5¢ $ 0.6¢ $ 1.5t
$ 0.12¢ $ 0.12% $ 0.37¢ $ 0.37¢

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

(Unaudited)
September 30, December 31,
2010 2009
(In thousands
ASSETS
Current Assets:
Cash and cash equivale $ 25,097 $ 14,641
Accounts receivable, net of allowance for uncolldetaccounts of $13,279 and
$12,783 134,797 106,593
Unbilled revenue 73,757 78,274
Other receivable 65,436 77,672
Materials, supplies, and fuel sto 53,187 50,631
Regulatory asse 31,826 7,476
Commodity derivative instrumen 35,835 50,619
Income taxes receivab 15,864 129,171
Other current asse 109,785 63,128
Total current asse 545,584 578,205
Other Property and Investments:
Investment in PVNGS lessor not 104,212 137,511
Equity investment in Optim Ener¢ 199,693 195,666
Investments held by ND 146,327 137,032
Other investment 21,157 25,528
Nonr-utility property, net of accumulated depreciatidr$a,152 and $3,77 7,499 7,923
Total other property and investme 478,888 503,660
Utility Plant:
Plant in service and plant held for future | 4,778,761 4,693,530
Less accumulated depreciation and amortize 1,621,612 1,611,496
3,157,149 3,082,034
Construction work in progre: 156,061 181,078
Nuclear fuel, net of accumulated amortization d6,$92 and $19,45 78,073 69,337
Net utility plant 3,391,283 3,332,449
Deferred Charges and Other Assets
Regulatory asse 516,563 524,136
Goodwill 321,310 321,310
Other intangible assets, net of accumulated anatitiz of $5,400 and $5,2° 26,439 26,567
Commodity derivative instrumen 7,875 2,413
Other deferred charg: 92,867 71,181
Total deferred charges and other as 965,054 945,607
$ 5,380,809 $ 5,359,921

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

(Unaudited)

LIABILITIES AND STOCKHOLDERS ' EQUITY

Current Liabilities:

Shor-term debi

Current installments of loi-term debi

Accounts payabl

Accrued interest and tax

Regulatory liabilities

Commodity derivative instrumen

Other current liabilitie:

Total current liabilities
Long-term Debt

Deferred Credits and Other Liabilities:
Accumulated deferred income ta»
Accumulated deferred investment tax cre
Regulatory liabilities
Asset retirement obligatior
Accrued pension liability and postretirement beinedist
Commodity derivative instrumen
Other deferred credi

Total deferred credits and other liabiliti
Total liabilities

Commitments and Contingencies (See Note

Cumulative Preferred Stock of Subsidiary
without mandatory redemption requirements ($10tedtaalue, 10,000,000
shares authorized: issued and outstanding 115/288S

Equity:

PNMR Convertible Preferred Stock, Series A withmaindatory redemption
requirements (no stated value, 10,000,000 shatbsried: issued and
outstanding 477,800 share

PNMR common stockholde’ equity:

Common stock outstanding (no par value, 120,000sb@Bes authorized:
issued and outstanding 86,673,174 she
Accumulated other comprehensive income (loss)phigtcome taxe:
Retained earning
Total PNMR common stockhold¢ equity
Non-controlling interest in Valenci
Total equity

September 30,

2010

December 31,

2009

(In thousands, except share informati

$ 192,000 $ 198,000
2,125 2,125
102,052 111,432
73,511 45,341
3,766 908
50,930 24,025
113,298 181,442
537,682 563,273
1,565,687 1,565,206
550,481 531,166
18,696 20,518
347,532 350,324
75,419 70,963
264,598 281,923
20,056 4,549
132,698 121,394
1,409,480 1,380,837
3,512,849 3,509,316
11,529 11,529
100,000 100,000
1,290,464 1,289,890
(57,118) (46,057)
434,570 405,884
1,667,916 1,649,717
88,515 89,359
1,856,431 1,839,076
$ 5,380,809 $ 5,359,921

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

(Unaudited)
Nine Months Ended
September 30
2010 2009
(In thousands
Cash Flows From Operating Activities:
Net earning: $73,682 $ 149,929
Adjustments to reconcile net earnings to net chshsffrom operating activities
Depreciation and amortizatic 138,013 131,247
PVNGS firm sales contract reven (43,535) (42,485)
Bad debt expens 21,023 35,383
Deferred income taxes (benel 23,276 (49,823)
Equity in net (earnings) loss of Optim Ene 5,714 (944)
Net unrealized (gains) losses on derivati 41,649 (7,225)
Realized (gains) on investments held by N (2,606) (2,023)
(Gain) on sale of PNM Ge - (99,299)
(Gain) loss on reacquired de 466 (7,316)
Stock based compensation expe 2,525 1,844
Regulatory disallowance - 27,286
Increase in legal reser - 26,200
Other, ne 3,354 (824)
Changes in certain assets and liabilit
Accounts receivable and unbilled reven (44,710) (61,513)
Materials, supplies, and fuel sto (2,557) 486
Other current asse (54,654) 29,899
Other asset (4,781) (2,114)
Accounts payabl (9,380) (94,075)
Accrued interest and tax 141,478 87,779
Other current liabilitie: (47,201) (19,703)
Other liabilities (25,198) (17,831)
Net cash flows from operating activiti 216,558 84,878
Cash Flows From Investing Activities:
Utility plant additions (181,340) (200,006)
Proceeds from sales of investments held by I 57,098 88,858
Purchases of investments held by N (59,395) (90,921)
Proceeds from sale of PNM G - 653,095
Transaction costs for sale of PNM C - (11,162)
Return of principal on PVNGS lessor no 29,851 26,726
Investments in Optim Ener¢ (17,610) -
Other, ne 636 1,626
Net cash flows from investing activiti (170,760) 468,216

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Nine Months Ended
September 30

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

Net cash flows from financing activitit

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

Cash and Cash Equivalents at End of Perio

Supplemental Cash Flow Disclosures
Interest paid, net of capitalized inter

Income taxes paid (refunded), |

2010 2009
(In thousands
(6,000) (551,667)
403,845 309,242
(403,845) (350,079)
- 1,245
1,117 -
(2,804) (940)
(264) (692)
(34,691) (34,666)
(11,149) (8,773)
22,872 23,059
(4,423) (10,212)
(35,342) (623,483)
10,456 (70,389)
14,641 140,644
$ 25,097 $ 70,255
$ 67,824 $ 64,143
$ (98,792) $ 68,809

The accompanying notes, as they relate to PNMRamiategral part of these financial statements.
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Balance at December 31, 20C
Proceeds from stock option exerc

Purchase of common stock to satisfy s

awards
Excess tax (shortfall) from sto-basec
payment arrangemer
Stock based compensation expe
Net earnings attributable to PN
Total other comprehensive income (lo
Dividends declared on common stc

Balance at September 30, 201

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

PNM RESOURCES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN PNM R COMMON STOCKHOLDERS’ EQUITY

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

86,673,174 $1,289,890 $ (46,057 $ 405,884 $1,649,717
- 1,117 - - 1,117

- (2,804) - - (2,804)

- (264) - - (264)
- 2,525 - - 2,525
- - - 62,981 62,981
- - (11,061) - (11,061)
- - - (34,295) (34,295)
86,673,174 $1,290,46:« $ (57,118 $ 434,57C $1,667,916

11



Table of Contents

PNM RESOURCES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Net Earnings

Other Comprehensive Income (Loss)

Unrealized Gains on Investment Securitie:

Unrealized holding gains arising during the perioet, of
income tax (expense) of $(4,270), $(3,201), $(4212
and $(6,235

Reclassification adjustment for (gains) includecdét
earnings, net of income tax expense of $1,145, $19:
$2,475, and $50

Pension liability adjustment, net of income tax beefit of
$0, $0, $147, and $42,487

Fair Value Adjustment for Cash Flow Hedges:
Change in fair market value, net of income tax ésge)
benefit of $(906), $2,025, $(4,765), and $(8,C
Reclassification adjustment for (gains) includecdét
earnings, net of income tax expense of $5,319,7%5,2
$13,546, and $15,92

Total Other Comprehensive Income (Loss

Comprehensive Income

Comprehensive Income Attributable to Valencia
Non-controlling Interest

Preferred Stock Dividend Requirements of Subsidiar

Comprehensive Income Attributable to PNMR

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

(Unaudited)
Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 2010 2009
(In thousands

$ 52,593 $ 56,861 $ 73,682 $ 149,929
6,516 4,885 6,428 9,514
(1,747) (295) (3,776) (773)
- - (223) (64,830)
1,267 (3,151) 6,906 10,947
(8,026) (7,195) (20,396) (22,621)
(1,990) (5,756) (11,061) (67,763)
50,603 51,105 62,621 82,166
(3,909) (2,536) (10,305) (7,890)
(132) (132) (396) (396)
$ 46,562 $ 48,437 $ 51,920 $ 73,880
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(In thousands
Electric Operating Revenues $ 304,268 $ 275,025 $777,864 $ 733,521
Operating Expenses:
Cost of energ! 98,030 97,231 264,102 289,888
Administrative and gener. 42,107 36,751 117,291 96,814
Energy production cos 42,306 40,764 148,000 141,230
Regulatory disallowance - - - 26,615
Depreciation and amortizatic 23,111 23,455 68,887 68,808
Transmission and distribution co: 9,819 10,219 29,450 30,021
Taxes other than income tax 8,220 7,653 23,612 21,149
Total operating expens 223,593 216,073 651,342 674,525
Operating incomi 80,675 58,952 126,522 58,996
Other Income and Deductions:
Interest incomt 4,523 7,000 14,538 25,518
Gains on investments held by NI 2,206 3,936 2,606 2,023
Other income 807 1,100 11,989 4,934
Other deduction (1,111) (937) (3,526) (2,799)
Net other income (deduction 6,425 11,099 25,607 29,676
Interest Charges 18,011 16,821 54,473 51,419
Earnings before Income Taxe: 69,089 53,230 97,656 37,253
Income Taxes 25,926 19,783 34,748 11,295
Earnings from Continuing Operations 43,163 33,447 62,908 25,958
Earnings (Loss) from Discontinued Operations, netfolncome Taxes
(Benefit) of $0, $(785), $0 and $37,3¢ - (1,362) - 71,880
Net Earnings 43,163 32,085 62,908 97,838
Earnings Attributable to Valencia Non-controlling Interest (3,909) (2,536) (10,305) (7,890)
Net Earnings Attributable to PNM 39,254 29,549 52,603 89,948
Preferred Stock Dividends Requirements (132) (132) (396) (396)
Net Earnings Available for PNM Common Stock $ 39,122 $ 29,417 $ 52,207 $ 89,552

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

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

ASSETS
Current Assets:
Cash and cash equivalel

Accounts receivable, net of allowance for uncoll#etaccounts of $1,483 and $1,4

Unbilled revenue

Other receivable

Affiliate receivables

Materials, supplies, and fuel sto
Regulatory asse

Commodity derivative instrumen
Income taxes receivab

Other current asse

Total current asse

Other Property and Investments:
Investment in PVNGS lessor not
Investments held by ND
Other investment
Non-utility property

Total other property and investme

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

Construction work in progre:
Nuclear fuel, net of accumulated amortization 06,892 and $19,45

Net utility plant

Deferred Charges and Other Assets
Regulatory asse
Goodwill
Other deferred charg:

Total deferred charges and other as

September 30,

2010

December 31,

2009

(In thousands

$ 8,991 $ 1,373
78,791 70,515
36,974 38,067
59,421 74,120

8,519 33

49,739 47,789
31,826 7,476
11,100 24,498
23,117 59,299
47,758 40,199

356,236 363,369
104,212 137,511
146,327 137,032
6,305 7,473

976 976
257,820 282,992
3,747,827 3,677,974
1,255,109 1,260,903
2,492,718 2,417,071

136,328 159,793
78,073 69,337

2,707,119 2,646,201

371,553 375,131
51,632 51,632
68,469 55,841

491,654 482,604

$ 3,812,82¢ $ 3,775,16€

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.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

LIABILITIES AND STOCKHOLDER 'S EQUITY

Current Liabilities:

Shor-term deb!

Accounts payabl

Affiliate payables

Accrued interest and tax

Regulatory liabilities

Commodity derivative instrumen

Other current liabilitie!

Total current liabilities
Long-term Debt

Deferred Credits and Other Liabilities:
Accumulated deferred income ta»
Accumulated deferred investment tax cre
Regulatory liabilities
Asset retirement obligatior
Accrued pension liability and postretirement benedist
Commodity derivative instrumen
Other deferred credi

Total deferred credits and liabilitic
Total liabilities

Commitments and Contingencies (See Note

Cumulative Preferred Stock

without mandatory redemption requirements ($10tdtaalue, 10,000,000 authorized:

issued and outstanding 115,293 sha

Equity:
PNM common stockhold’s equity
Common stock outstanding (no par value, 40,000sb@0es authorized: issued &
outstanding 39,117,799 shar
Accumulated other comprehensive income (loss)phigtcome taxe:
Retained earning
Total PNM common stockhold’s equity
Non-controlling interest in Valenci
Total equity

September 30

2010

December 31

2009

(In thousands, except share
information)

$ 173,000 $ 118,000
57,067 57,473
8,774 13,481
41,208 24,124
3,766 908
5,785 1,509
60,930 126,273

350,530 341,768
1,055,744 1,055,733
392,330 364,498
18,696 20,518
305,108 316,215
74,500 70,099
250,360 265,791
2,368 556
95,911 90,425
1,139,273 1,128,102
2,545,547 2,525,603
11,529 11,529
1,018,776 1,018,776
(57,455) (51,807)
205,917 181,706
1,167,238 1,148,675
88,515 89,359
1,255,753 1,238,034
$ 3,812,82¢  $3,775,166

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.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Nine Months Ended
September 30,
2010 2009
(In thousands
Cash Flows From Operating Activities:
Net earning: $ 62,908 $ 97,838
Adjustments to reconcile net earnings to net chshsffrom operating activities
Depreciation and amortizatic 85,289 81,822
PVNGS firm sales contract reven (43,535) (42,485)
Deferred income taxes (benet 33,934 (49,168)
Net unrealized (gains) losses on derivati 7,157 (4,701)
Realized (gains) on investments held by N (2,606) (2,023)
(Gain) on sale of PNM Ge - (99,299)
Loss on reacquired de 466 -
Regulatory disallowance - 26,615
Increase in legal reser - 26,200
Other, ne 6,063 1,116
Changes in certain assets and liabilit
Accounts receivable and unbilled reven (8,938) (23,810)
Materials, supplies, and fuel sto (1,949) 612
Other current asse (21,861) 21,988
Other asset 6,431 9,297
Accounts payabl (406) (48,732)
Accrued interest and tax 53,266 27,658
Other current liabilitie: (51,652) (32,936)
Other liabilities (29,614) (15,556)
Net cash flows from operating activiti 94,953 (25,564)
Cash Flows From Investing Activities:
Utility plant additions (150,087) (194,599)
Proceeds from sales of NDT investme 57,098 88,858
Purchases of NDT investmer (59,395) (90,921)
Proceeds from sale of PNM G - 653,095
Transaction costs for sale of PNM C - (11,162)
Return of principal on PVNGS lessor no 29,851 30,529
Other, ne 1,165 1,273
Net cash flows from investing activiti (121,368) 477,073

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

16



Table of Contents

PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Nine Months Ended
September 30,
2010 2009
(In thousands

Cash Flows From Financing Activities:

Shor-term borrowings (repayments), t 55,000 (232,000)

Long-term borrowings 403,845 -

Repayment of lor-term deb! (403,845) (36,000)

Payments received on PVNGS f-sales contraci 22,872 23,059

Equity contribution from paret - 39,125

Equity transactions with Valencs owner (11,149) (8,773)

Dividends paic (28,392) (281,390)

Debt issuance costs and ot (4,298) 491

Net cash flows from financing activitit 34,033 (495,488)

Change in Cash and Cash Equivalent 7,618 (43,979)
Cash and Cash Equivalents at Beginning of Perio 1,373 46,621
Cash and Cash Equivalents at End of Perio $ 8,991 $ 2,642
Supplemental Cash Flow Disclosures

Interest paid, net of capitalized inter $ 43,298 $ 38,078

Income taxes paid (refunded), | $ (35,189) $ 90,734
Supplemental schedule of noncash investing and finaing activities:

Utility plant purchased through assumption of I-term debi $ 31,982

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

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN PNM COMMON STOCKHOLDER'’S EQUITY

(Unaudited)

Accumulated Total PNM

Common Stock Other Common
Number of Aggregate Comprehensive Retained Stockholder's

Shares Value Income (Loss) Earnings Equity
(Dollars in thousands

Balance at December 31, 20C 39,117,79¢ $ 1,018,77¢ $ (51,807) $ 181,706 $ 1,148,675
Net earnings attributable to PN - - - 52,603 52,603
Total other comprehensive income (lo - - (5,648) - (5,648)
Dividends on preferred stot - - - (396) (396)
Dividends on common stoc - - - (27,996) (27,996)
Balance at September 30, 201 39,117,79¢ $ 1,018,77! $ (57,455) $ 205,917 $ 1,167,238

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

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(In thousands
Net Earnings $ 43,163 $ 32,085 $ 62,908 $ 97,838
Other Comprehensive Income (Loss)
Unrealized Gains on Investment Securitie:
Unrealized holding gains arising during the perioet, of income ta
(expense) of $(4,270), $(3,201), $(4,212), and2B5) 6,516 4,885 6,428 9,514
Reclassification adjustment for (gains) includedét earnings, nel
of income tax expense of $1,145, $193, $2,475 $506 (1,747) (295) (3,776) (773)
Pension liability adjustment, net of income tax beefit of $0, $0,
$147, and $42,487 - - (223) (64,830)
Fair Value Adjustment for Cash Flow Hedges:
Change in fair market value, net of income tax émge) benefit of
$(674), $984, $(3,441), and $(5,9! 1,029 (1,501) 5,252 9,089
Reclassification adjustment for (gains) includediét earnings, ne
of income tax expense of $3,525, $4,487, $8,738 $411,667 (5,379) (6,849) (13,329) (17,802)
Total Other Comprehensive Income (Loss 419 (3,760) (5,648) (64,802)
Comprehensive Income 43,582 28,325 57,260 33,036
Comprehensive Income Attributable to Valencia No-controlling
Interest (3,909) (2,536) (10,305) (7,890)
Comprehensive Income Attributable to PNM $ 39,673 $ 25,789 $ 46,955 $ 25,14€

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

(Unaudited)

Electric Operating Revenues:
Non-affiliates
Affiliate

Total electric operating revenu

Operating Expenses:

Cost of energ'

Administrative and gener.

Regulatory disallowance

Depreciation and amortizatic

Transmission and distribution co:

Taxes other than income tax
Total operating expens
Operating incomi

Other Income and Deductions:
Interest incomt
Other income
Other deduction

Net other income (deduction
Interest Charges

Earnings Before Income Taxe:

Income Taxes

Net Earnings

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

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(In thousands
$ 49,709 $ 43,354 $ 131,233 $ 111,917
11,495 12,311 30,717 31,792
61,204 55,665 161,950 143,709
9,276 8,749 27,383 26,038
9,620 8,227 27,932 24,277

- - - 670
11,594 10,303 31,728 27,816
5,192 5,809 15,121 16,419
5,899 5,845 15,481 15,240
41,581 38,933 117,645 110,460
19,623 16,732 44,305 33,249

- - 1 9

96 1,513 769 2,424

8 (19) (52) (67)

88 1,494 718 2,366
7,661 7,978 23,483 20,011
12,050 10,248 21,540 15,604
4,721 4,097 8,461 6,265
$ 7,329 $ 6,151 $ 13,079 $ 9,339
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assets:
Cash and cash equivalel
Accounts receivabl
Unbilled revenue
Other receivable
Affiliate receivables
Materials and supplie
Income taxes receivab
Other current asse

Total current asse

Other Property and Investments:
Other investment
Non-utility property
Total other property and investme

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

Construction work in progre:
Net utility plant

Deferred Charges and Other Assets
Regulatory asse
Goodwill
Other deferred charg:

Total deferred charges and other as

(Unaudited)

September 3C December 31

2010

2009

(In thousands

$ 9% $ 138
17,120 11,773
5,552 7,239
1,592 579
5,392 5,151
3,232 2,591

- 10,762
1,416 1,062
34,400 39,295
270 270
2,242 2,111
2,512 2,381

876,703 864,260

300,504 292,608

576,199 571,652
8,276 9,832

584,475 581,484

145,010 149,005

226,665 226,665
11,723 10,225

383,398 385,895

$ 1,004,785 $ 1,009,055

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

(Unaudited)
September 30, December 31,
2010 2009
(In thousands, except share
information)
LIABILITIES AND STOCKHOLDER 'S EQUITY
Current Liabilities:

Shor-term debi- affiliate $ 3,700 $ 23,500
Accounts payabl 4,989 6,243
Affiliate payables 2,044 2,281
Accrued interest and tax 23,776 16,505
Other current liabilitie: 3,997 2,194
Total current liabilities 38,506 50,723
Long-term Debt 310,181 309,712

Deferred Credits and Other Liabilities:
Accumulated deferred income tax 130,547 136,944
Regulatory liabilities 42,424 34,109
Asset retirement obligatior 820 772
Accrued pension liability and postretirement betnedist 14,237 16,132
Other deferred credi 10,770 8,872
Total deferred credits and other liabiliti 198,798 196,829
Total liabilities 547,485 557,264

Commitments and Contingencies (See Note

Common Stockholde’s Equity:
Common stock outstanding ($10 par value, 12,000sb@@es authorized: issued and outstanding

6,358 shares 64 64
Paic-in-capital 437,437 443,187
Accumulated other comprehensive income (loss)phigtcome taxe: (1,894) (74)
Retained earning 21,693 8,614

Total common stockhold’s equity 457,300 451,791

$ 1,004,785 $ 1,009,055

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

Cash Flows From Operating Activities:
Net earning:
Adjustments to reconcile net earnings to net chshsffrom operating activities
Depreciation and amortizatic
Regulatory disallowance
Deferred income taxes (benet
Other, ne
Changes in certain assets and liabilit
Accounts receivable and unbilled reven
Materials and supplie
Other current asse
Other asset
Accounts payabl
Accrued interest and tax
Other current liabilitie!
Other liabilities

Net cash flows from operating activiti

Cash Flows From Investing Activities:
Utility plant additions

Net cash flows from investing activiti

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

September 30,
2010 2009
(In thousands
$ 13,079 $ 9,339
34,748 32,123
- 670
(6,015) (3,048)
(939) 190
(3,660) (2,487)
(641) (547)
(1,037) (1,005)
(3,147) (3,966)
(1,253) (6,879)
18,034 11,196
252 122
(478) (1,453)
48,943 34,255
(23,311) (34,995)
(23,311) (34,995)
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Cash Flow From Financing Activities:
Shor-term borrowings (repayments), r
Shor-term borrowings, ne- affiliate

Long-term borrowings

Repayment of lor-term debt

Dividends paic

Debt issuance costs and ot
Net cash flows from financing activitit

Change in Cash and

Cash Equivalent

Cash and Cash Equivalents at Beginning of Perio
Cash and Cash Equivalents at End of Perio

Supplemental Cash Flow Disclosures
Interest paid, net of capitalized inter

Income taxes paid, n

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

September 30,
2010 2009
(In thousands
- (150,000)
(19,800) 22,100
- 309,242
- (167,690)
(5,750) (3,187)
(124) (9,801)
(25,674) 664
(42) (76)
138 124
$ 96 $ 48
$ 14,719 $ 10,473
$ 2,940 $ 5,344
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON STOCKHOLDER'S EQUITY

(Unaudited)

Accumulated Total

Common Stock Other Common
Number of  Aggregate Comprehensive Stockholder's
Paid-in Retained
Shares Value Capital Income (LosS) Earnings Equity
(Dollars in thousands

Balance at December 31, 20C 6,358 $ 64 $ 443,187 $ (74) $ 8,614 $ 451,791
Net earning: - - - - 13,079 13,079
Total other comprehensive income (lo - - - (1,820) - (1,820)
Dividends declared on common stc - - (5,750) - - (5,750)
Balance at September 30, 201 6,358 $ 64 $ 437,437 $ (1,894 $ 21,693 $ 457,300

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

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(In thousands
Net Earnings $ 7,329 $ 6,151 $13,079 $9,339
Other Comprehensive Income (Loss)
Fair Value Adjustment for Cash Flow Hedges:
Change in fair market value, net of income tax émge)benefit of $416, $407
$1,307, and $20 (750) (739) (2,357) (382)
Reclassification adjustment for (gains) lossesudetl in net earnings, net of
income tax expense (benefit) of $(92), $(87), $§2and $(147 166 160 537 268
Total Other Comprehensive Income (Loss (584) (579) (1,820) (114)
Comprehensive Income $ 6,745 $ 5,572 $11,259 $9,225

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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

() Significant Accounting Policies and Responsibilitfor Financial Statements
Financial Statement Preparation

In the opinion of management, the accompanying dited interim Condensed Consolidated Financialegtants reflect all normal a
recurring accruals and adjustments that are negedsapresent fairly the consolidated financial ifoa at September 30, 2010 ¢
December 31, 2009, and the consolidated resultepefations and comprehensive income for the threatms and nine months ent
September 30, 2010 and 2009, and cash flows fonittemonths ended September 30, 2010 and 2009frEparation of financial stateme
in conformity with GAAP requires management to mastimates and assumptions that affect the repaaalints of assets and liabiliti
disclosure of contingent assets and liabilitiethatdate of the financial statements, and the tegamounts of revenues and expenses ¢
the reporting period. Actual results could ultinkptdiffer from those estimated. The results of @piens presented in the accompan
Condensed Consolidated Financial Statements aneecessarily representative of operations for dineeyear.

These Condensed Consolidated Financial Statementshaudited, and certain information and noteldsszes normally included in t
annual Consolidated Financial Statements have beedensed or omitted, as permitted under the agipéicrules and regulations. Readel
these financial statements should refer to PNMRNEM’s and TNMP$ audited Consolidated Financial Statements anéd\thereto that a
included in their respective 2009 Annual Reportg-orm 10-K.

The Notes to Condensed Consolidated Financial f&tes include disclosures for PNMR, PNM, and TNMRe term “Company’is
used when discussing matters of common applicpltditPNMR, PNM, and TNMP. Discussions regardingyddNMR, PNM, or TNMP wil
be indicated as such. Certain amounts in the 20f#8dénsed Consolidated Financial Statements andsNbégeto have been reclassifie
conform to the 2010 financial statement presematio

GAAP defines subsequent events as events or tridgrsaithat occur after the balance sheet date déford financial statements are iss
or are available to be issued. Based on their eataagnitude, and timing, certain subsequent eveats be required to be reflected at
balance sheet date and/or required to be disclmsite financial statements. The Company has etedusubsequent events as require
GAAP.

Principles of Consolidation

The Condensed Consolidated Financial Statemergaasf of PNMR, PNM, and TNMP include their accowartd those of subsidiaries
which that entity owns a majority voting intere&fNMR’s primary subsidiaries are PNM, TNMP, and First iChoIn addition, PN}
consolidates the PVNGS Capital Trust and ValerRMMR shared servicesdministrative and general expenses, which reptesasits that a
primarily driven by corporate level activities, aaflocated to the business segments. Other signifiintercompany transactions betw
PNMR, PNM, and TNMP include transmission and disttion services; lease, interest, and income taxirsp payments; and dividends paic
common stock. All intercompany transactions an@ieds have been eliminated. See Note 12.

Dividends on Common Stock

Dividends on PNMRS common stock are declared by its Board. The gnoiinthe declaration of dividends is dependenthentiming 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 dexdadividends on common stock consid:
to be for the second quarter of $0.125 per shadelin2010 and July 2009, which are reflected asgom the second quarter within
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PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

“Dividends Declared per Common Sham@i the PNMR Condensed Consolidated Statements miirigg. The Board declared dividends
common stock considered to be for the third quartéi0.125 per share in September 2010 and Septe20B8, which are reflected as bein
the third quarter within “Dividends Declared perr@mon Share.”

PNM paid cash dividends to PNMR of $28.0 milliontire three months and nine months ended Septerib030 and $46.0 millic
and $281.0 million in the three months and nine h®m®nded September 30, 2009, including the didder$5220.0 million following the sa
of PNM Gas discussed in Note 2. TNMP paid cashddiwds to PNMR of $4.1 million and $5.8 million imetthree months and nine mor
ended September 30, 2010 and $1.8 million and #8l&n in the three months and nine months endegt@nber 30, 2009. The TNI
dividends were recorded as reductions of its paidaipital.

Restatement

As discussed in Note 12 of Notes to Consolidateshdial Statements in the 2009 Annual Reports ormFb0K, the actuari
determination of the PBO for the PNM pension plaDacember 31, 2009 revealed that there had beémceerse in the PBO of $9.6 milli
due to the retirement of employees transferredNtiSE following the sale of PNM Gas in January 200Bis increase was expensed, similz
a plan curtailment, as required by GAAP and redutedgain recognized on the sale. The PBO incresaseflected through a retroact
adjustment of the March 31, 2009 quarter for PNMB BNM and does not impact the three months endpteSiber 30, 2009. The retroac
adjustment is part of discontinued operations fliMVIR and PNM and does not impact earnings from ooiitig operations or earnings
share from continuing operations. The retroactijj@stment had the following impact on the Septendf2r2009 amounts:

Nine Months Ended September 30, 20C

As Originally
Reported As Restated
(In thousands, except per share amot
PNMR
Net earning: $ 155,751 $ 149,929
Net earnings attributable to PN 147,465 141,643
Net earnings attributable to PNMR per common st
Basic 1.61 1.55
Diluted 1.61 1.55
PNM
Net earning: 103,660 97,838
Net earnings attributable to PN 95,770 89,948

(2) Disposition
PNM Gas Sale

On January 12, 2008, PNM reached a definitive ageee to sell its natural gas operations, which caseg the PNM Gas segment
NMGC, a subsidiary of Continental, for $620.0 naifliin cash, subject to adjustment based on thealalevel of working capital at closir
PNM received an additional $33.1 million relatedviorking capital truaps, including $20.6 million received at closing. & separa
transaction conditioned upon the sale of the nhgyaa operations, PNMR proposed to acquire CRHGti@ental’s regulated Texas elect
transmission and distribution business, for $20Rilion in cash. On July 22, 2008, PNMR and Contitad agreed to terminate the agreer
for the acquisition of CRHC. Under the terminatagreement, Continental agreed to pay PNMR
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PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

$15.0 million upon the closing of the PNM Gas tiast®n. PNM completed the sale of PNM Gas on JanB@y 2009 and recognized a gail
$65.9 million, after income taxes of $33.4 millionthe nine months ended September 30, 2009, wkigitluded in discontinued operatic
This gain reflects the reduction for the increasehe PBO of the PNM pension plan related to thgemaent of employees transferrec
NMGC. See Note 1. PNMR recognized an additiona-tax gain of $15.0 million ($9.1 million after incamtaxes) due to the CRt
termination payment, which is included in otherdnme in the nine months ended September 30, 2008ornection with the sale, PN
retained obligations under the frozen PNM pensiuth @executive retirement plans for employees traresfeto NMGC. PNM had a regulat
asset related to these plans, which was removed fegulatory assets and transferred to AOCI. Ther-tdx charge to AOCI was $5¢
million. PNM also retained obligations for certaiontingent liabilities that existed at the datesale.

PNM used proceeds from the sale to retire steortr debt and paid a dividend of $220.0 milliorPldMR. PNMR used the dividend fr
PNM and the $15.0 million from Continental to retidebt. There were no material prior relationshipsveen the PNMR and Continel
parties other than in respect of the transacti@ssribed herein. See Note 14 for financial infoioratoncerning PNM Gas, which is classi
as discontinued operations in the accompanyingnéie statements.

(3) Segment Information

The following segment presentation is based on ntghodology management uses for making operatirgisides and assess
performance of its various business activitiesegonciliation of the segment presentation to theABAinancial statements is provided.

PNM Electric

PNM Electric includes the retail electric utilityperations of PNM that are subject to traditionde reegulation by the NMPRC. PN
Electric provides integrated electricity servicémittinclude the generation, transmission, and idigion of electricity for retail electr
customers in New Mexico, the generation and trassiam of electricity for firm requirements custosyesind the sale of transmission to t
parties. PNM Electric also includes the generatod sale of electricity into the wholesale marKitis includes optimization of PNM’
jurisdictional assets as well as the capacity eadufrom retail rates. FERC has jurisdiction ovales to firm requirements customers, t
party transmission, and wholesale market sales.

TNMP Electric

TNMP Electric is a regulated utility operating iexXas. TNMPS operations are subject to traditional rate raguicby the PUCT. TNM
provides regulated transmission and distributionises under the TECA.

PNM Gas

PNM Gas distributed natural gas to most of the megonmunities in New Mexico, subject to traditiomate regulation by the NMPR
The customer base of PNM Gas included both sale$zsecustomers and transportatiservice customers. PNM Gas purchased natural |
the open market and sold it at cost to its saksice customers. As a result, increases or deeseia gas revenues resulting from gas
fluctuations did not impact gross margin or earsinlys described in Note 2, PNM completed the shlss@as operations on January 30, 2
PNM Gas is reported as discontinued operationdiénaccompanying financial statements and is ndudied in the segment informati
presented below. Financial information for PNM @Gapresented in Note 14.
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First Choice

First Choice is a certified retail electric providgperating in Texas that primarily serves resi@dnsmall commercial, and governmei
customers. Although First Choice is regulated iraie respects by the PUCT, it is not subject &ditional rate of return regulation.

Optim Energy

Optim Energy is treated as a separate segmentNMR2 PNMR'’s investment in Optim Energy is held in the Corporand Othe
segment and is accounted for using the equity ndetifoaccounting. Optim Energy’s revenues and exper@e not included in PNMR’
consolidated revenues and expenses or the follotalnlgs. See Note 11.

Corporate and Other
PNMR Services Company is included in the Corpoaatg Other segment.

The following tables present summarized finanai&bimation for PNMR by reportable segment. ExclgdiNM Gas, which is presen
as discontinued operations, PNM has only one ojpgraegment. TNMP operates in only one reportabtgrent. Therefore, tabular segn
information is not presented for PNM and TNMP.
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Three Months Ended September 30, 201

Operating revenue

Intersegment revenus

Total electric operating revenues
Cost of energ

Gross margin

Other operating expens
Depreciation and amortizatic

Operating income (loss;

Interest incom:

Equity in net earnings of Optim Ener
Other income (deduction

Net interest charge

Earnings (loss) before income taxes
Income taxes (benefi

Earnings (loss) from continuing operations

Valencia no-controlling interes
Subsidiary preferred stock dividen

(Unaudited)

PNMR SEGMENT INFORMATION

Segment earnings (loss) from continuing operatior

attributable to PNMR

Nine Months Ended September 30, 201

Operating revenue
Intersegment revenu:

Total electric operating revenues
Cost of energ!

Gross margin
Other operating expens
Depreciation and amortizatic

Operating income (loss
Interest incomt

Equity in net earnings (loss) of Optim Enel

Other income (deduction
Net interest charge

Earnings (loss) before income taxe
Income taxes (benefi

Earnings (loss) from continuing operations

Valencia no-controlling interes
Subsidiary preferred stock dividen

Segment earnings (loss) from continuing operations

attributable to PNMR

At September 30, 2010:
Total Assets
Goodwill

PNM TNMP First Corporate
Electric Electric Choice and Other Consolidated
(In thousands)

$ 304,268 $ 49,709 ¢ 149,729 g (53) y 503,653
- 11,495 - (11,495) -

304,268 61,204 149,729 (11,548) 503,653
98,030 9,276 119,358 (11,495) 215,169
206,238 51,928 30,371 (53) 288,484
102,452 20,711 23,952 (3,019) 144,096
23,111 11,594 210 4,065 38,980
80,675 19,623 6,209 (1,099) 105,408
4,523 - 3 (27) 4,499

; - - 2,495 2,495

1,902 88 (66) (1,603) 321
(18,011) (7,661) (364) (5,281) (31,317)
69,089 12,050 5,782 (5,515) 81,406
25,926 4,721 2,225 (4,059) 28,813
43,163 7,329 3,557 (1,456) 52,593
(3,909) - - - (3,909)
(132) - - - (132)
39,122 ¢ 7,329 ¢ 3,657 3§ (1,456) $48,552

¢ 777,864 ¢ 131,233 ¢ 384,034 g (266) $1,292,865
- 30,717 - (30,717) -

777,864 161,950 384,034 (30,983) 1,292,865
264,102 27,383 296,469 (30,716) 557,238
513,762 134,567 87,565 (267) 735,627
318,353 58,534 65,652 (10,109) 432,430
68,887 31,728 683 12,336 113,634
126,522 44,305 21,230 (2,494) 189,563
14,538 1 16 53 14,608

- - - (5,714) (5,714)

11,069 717 (164) (4,544) 7,078
(54,473) (23,483) (1,062) (15,470) (94,488)
97,656 21,540 20,020 (28,169) 111,047
34,748 8,461 7,363 (13,207) 37,365
62,908 13,079 12,657 (14,962) 73,682
(10,305) - - - (10,305)
(396) - - - (396)

$ 52,207 % 13,079 ¢ 12,657 4(14,962) g 62,981
$ 3,812,829 ¢ 1,004,785 $ 259,621 4 303,574 4 5,380,809
$ 51,632 ¢ 226,665 ¢ 43,013 § = y 321,310
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Three Months Ended September 30, 20C

Operating revenue
Intersegment revenu:
Total revenues

Cost of energ

Gross margin
Other operating expens
Depreciation and amortizatic

Operating income (loss

Interest incom

Equity in net earnings of Optim Ener
Other income (deduction

Net interest charge

Earnings (loss) before income taxes
Income taxes (benefi
Earnings from continuing operations

Valencia no-controlling interes
Subsidiary preferred stock dividen

Segment earnings from continuing operations

attributable to PNMR

Nine Months Ended September 30, 20C

Operating revenue
Intersegment revenus

Total revenues
Cost of energ!

Gross margin
Other operating expens
Depreciation and amortizatic

Operating income (loss;

Interest incomu

Equity in net earnings of Optim Ener
Other income (deduction

Net interest charge

Earnings before income taxes
Income taxes (benefi
Earnings from continuing operations

Valencia no-controlling interes
Subsidiary preferred stock dividen

Segment earnings from continuing operations

attributable to PNMR

At September 30, 2009:
Total Assets
Goodwill

(Unaudited)

PNM TNMP First Corporate

Electric Electric Choice and Other Consolidated
(In thousands)

$ 275,025 $ 43,354 4 159,444 $ (96) $ 477,727
- 12,311 - (12,311) -
275,025 55,665 159,444 (12,407) 477,727
97,231 8,749 105,979 (12,311) 199,648
177,794 46,916 53,465 (96) 278,079
95,387 19,881 25,506 (2,281) 138,493
23,455 10,303 425 3,867 38,050
58,952 16,732 27,534 (1,682) 101,536
7,000 - 4 (202) 6,902
- - - 6,902 6,902
4,099 1,494 (222) (592) 4,779
(16,821) (7,978) (610) (5,126) (30,535)
53,230 10,248 26,706 (600) 89,584
19,783 4,097 9,654 (2,173) 31,361
33,447 6,151 17,052 1,573 58,223
(2,536) - - - (2,536)
(132) - - - (132)
$ 30,779 $ 6,151 $ 17,052 $ 1,573 $ 55,555
$ 733,510 4 111,917 4 419,568 $ (294) 4 1,264,701
11 31,792 - (31,803) -
733,521 143,709 419,568 (32,097) 1,264,701
289,888 26,038 272,015 (31,792) 556,149
443,633 117,671 147,553 (305) 708,552
315,829 56,606 80,919 (12,186) 441,168
68,808 27,816 1,412 13,031 111,067
58,996 33,249 65,222 (2,150) 156,317
25,518 9 53 (2,232) 23,348
- - - 944 944
4,158 2,357 (303) 20,343 26,555
(51,419) (20,011) (2,386) (17,485) (91,301)
37,253 15,604 62,586 420 115,863
11,295 6,265 22,542 (2,288) 37,814
25,958 9,339 40,044 2,708 78,049
(7,890) - - - (7,890)
(396) - - - (396)
$ 17,672 $ 9,339 $ 40,044 $ 2,708 $ 69,763
$ 3,658,307 $ 990,333 4 200,769 $ 412,792 § 5,262,201
¢ 51,632 $ 226,665 $ 43,013 | - § 321,310
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(4) Energy Related Derivative Contracts and Fair ValueDisclosures
Energy Related Derivative Contracts

The Company is exposed to certain risks relatingtsmngoing business operations. The primary dbjedor the use of derivati
instruments, including energy contracts, optioms] futures, is to manage price risk associated foitbcasted purchases of energy or fuel
to generate electricity, or to manage anticipategkegation capacity in excess of forecasted denramad éxisting customers. Substantially a
the Company’s energy related derivative contracaage commodity risk and the Company does notmilyrengage in speculative trading.

Commodity Risk

Marketing and procurement of energy often involvarket risks associated with managing energy comtmesdand establishing of
positions in the energy markets, primarily on arsterm basis. The Company routinely enters into weriderivative instruments such
forward contracts, option agreements, and priceslsagap agreements to economically hedge pricevahuine risk on power commitments ¢
fuel requirements and to minimize the risk of marRactuations in wholesale portfolios. The Compampnitors the market risk of
commodity contracts using VaR and GEaR calculatiomsaintain total exposure within management-pilsd limits.

PNM is required to meet the demand and energy nefdtisretail and wholesale customers. PNM is exgabto market risk for its share
PVNGS Unit 3 and the requirements of customerscogered under a FPPAC. PNM’s operations are manpgetrily through a net asset-
backed strategy, whereby PN&laggregate net open forward contract positioroigied by its forecasted excess generation capebib
market purchases. PNM would be exposed to margletfrits generation capabilities were to be disedpor if its retail load requirements w
to be greater than anticipated. If all or a portidrihe net open contract position were requireeaovered as a result of the aforementi
unexpected situations, commitments would have tméethrough market purchases.

First Choice is responsible for energy supply eslab the sale of electricity to retail customer§exas. TECA contains no provisions
the specific recovery of fuel and purchased povests The rates charged to First Choice custonrersegotiated with each customer. £
result, changes in purchased power costs and mtsibmer load requirements can affect First Cheiogargins and operating results. F
Choice is exposed to market risk to the extentithzds not hedged fixed price load commitment®dhe degree that market price movem
affect customer retention, customer additions stamer attrition. Additionally, volumetric fluctuahs in First Choice retail load requireme
due to weather or other conditions may subject Eitwice to market risk. First Choisestrategy is to minimize its exposure to fluctoasi ir
market energy prices by matching sales contradts suipply instruments designed to preserve targaegadgins.

Accounting for Derivatives

Under derivative accounting and related rules fugrgy contracts, the Company accounts for its variderivative instruments for 1
purchase and sale of energy based on the Congpartght. Energy contracts that meet the definibba derivative under GAAP and do
qualify for the normal sales and purchases excepatie recorded on the balance sheet at fair valaach period end. The changes in fair v
are recognized in earnings unless specific hedgeuating criteria are met. Derivatives that meetlormal sales and purchases exceptio
not marked to market but rather recorded in resiltgperations when the underlying transactiontieset
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For derivative transactions meeting the definitafra cash flow hedge, the Company documents ttatioakhips between the hedc
instruments and the items being hedged. This dontatien includes the strategy that supports exeguthe specific transaction and
methods utilized to assess the effectiveness ofi¢liiges. Changes in the fair value of contractéifgimg for cash flow hedge accounting
included in AOCI to the extent effective. Ineffegthess gains and losses were immaterial for albgempresented. Gains or losses relat
cash flow hedge instruments, including thoseddsignated, are reclassified from AOCI when thegbddtransaction settles and imp
earnings. Amounts related to contracts that wilkbttled in the next twelve months are shown aentiassets and current liabilities. Base
market prices at September 30, 2010, at&rgains of $4.3 million for PNMR and $4.7 millidor PNM would be reclassified from AOCI ir
earnings during the next twelve months. However,abtual amount reclassified into earnings willyvdwne to future changes in market pri
As of September 30, 2010, the maximum length oétower which the Comparg/designated cash flow hedges are hedging its expos th
variability in future cash flows is through DecemB810.

The contracts recorded at fair value that do nalifyjuor are not designated for cash flow hedgeoanting are classified as eitl
economic hedges or trading transactions. Econostgés are defined as derivative instruments, iiduldngtierm power agreements, use
economically hedge generation assets, purchasedrpovd fuel costs, and customer load requirem@itanges in the fair value of econo
hedges are reflected in results of operations aacckassified between operating revenues and doshergy according to the intent of
hedge. Trading transactions include speculativestiaetions, which the Company ceased in 2008.

Fair value is defined under GAAP as the price thauld be received for an asset or paid to tranaféability (an exit price) in tF
principal or most advantageous market for the amsBability in an orderly transaction between ketrparticipants on the measurement «
Fair value is based on current market quotes atableand is supplemented by modeling techniguelsassumptions made by the Compatr
the extent quoted market prices or volatilities mo€ available. External pricing input availabiliaries based on commodity location, ma
liquidity, and term of the agreement. Valuationglefivative assets and liabilities take into ace¢aonperformance risk, including the effec
the Companys own credit standing. The Company regularly agsetiee validity and availability of pricing data fits derivative transactior
Although the Company uses its best judgment imegtng the fair value of these instruments, theesiaherent limitations in any estimat
technique.

At September 30, 2010 and December 31, 2009, amoanbgnized for the legal right to reclaim castateral were $6.0 million ar
$4.2 million for PNMR and $3.4 million and $1.4 twh for PNM. In addition, at September 30, 201@ &ecember 31, 2009, amounts po
as cash collateral under margin arrangements v83® $nillion and $8.6 million for PNMR and $3.5 tioh and $1.2 million for PNM. PNM
and PNM had no obligations to return cash collatr&eptember 30, 2010 and December 31, 2009.

The following tables do not include activity reldteo PNM Gas. See Note 14.
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Commodity derivative instruments are summarizefbbews:

PNMR
Current assetl
Deferred charge

Current liabilities
Long-term liabilities

Net

PNM
Current assetl
Deferred charge

Current liabilities
Long-term liabilities

Net

Economic Hedge:

Trading Transactions

Qualified Cash
Flow Hedges

September 30, December 31, September 30, December 31, September 30, December 31,
2010 2009 2010 2009 2010 2009
(In thousands
$ 21,519 $ 15,728 $ 6,593 $ 13,889 $ 7,723 $ 21,002
7,875 2,413 - - - -
29,394 18,141 6,593 13,889 7,723 21,002
(44,679) (11,375) (6,251) (12,650) - -
(20,056) (4,549) - - - -
(64,735) (15,924) (6,251) (12,650) - -
$ (35,341) $ 2,217 $ 342 $ 1,239 $ 7,723 $ 21,002
$ 3,377 $ 3,496 $ - $ - $ 7,723 $ 21,002
3,377 3,496 - - 7,723 21,002
(5,785) (1,509) - - - -
(2,368) (556) - - - -
(8,153) (2,065) - - - -
$ (4,776) $ 1431 $ - $ - $ 7,723 $ 21,002

First Choice decided to end speculative tradin@@08 and flattened remaining speculative positidiiee PNMR trading transactic
column of the above table includes all balancestedl to the remaining flattened speculative pasitiof First Choice. No significant additio
costs are expected related to speculative tradiggliscussed in Note 10, on April 20, 2010, PNMereed NMPRC approval of a hedging f.
to manage fuel and purchased power costs relateastomers covered by its FPPAC. At September @00,2$1.0 million of current assets
less than $0.1 million in lonterm liabilities related to this plan are includesleconomic hedges above and are recorded astoeguiabilities

and assets.
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The following table presents the effect of commydiérivative instruments on earnings and OCI, ediclg income tax effects. For c:
flow hedges, the earnings impact reflects the ssifigation from AOCI when the hedged transactisetsle.

Economic Trading Qualified Cash
Hedges Transactions Flow Hedges
September 30 September 30 September 30
2010 2009 2010 2009 2010 2009
Three Months Ended (In thousands
PNMR
Electric operating revenus $ (2,131) $ 1,263 $ 30 $ 26 $ 9,006 $ 11,363
Cost of energ (20,222) (1,646) - - (684) (8,346)
Total gain (loss $(22,353) $ (383) $ 30 $ 26 $ 8,322 $ 3,017
Recognized in OC $ (6,531) $ (4,970)
PNM
Electric operating revenu $ (2,131) $ 1,263 $ - $ 5 $ 9,006 $ 11,363
Cost of energ (1,781) 733 - - (35) (27)
Total gain (loss $ (3,912) $ 1,996 $ - $ 5 $ 8971 $ 11,336
Recognized in OC $ (7,181) $(13,821)
Nine Months Ended
PNMR
Electric operating revenus $(4,138) $ 5,052 $(3) $121 $ 22,294 $ 29,501
Cost of energ! (49,451) (11,616) - - (1,930) (16,554)
Total gain (loss $(53,589) $ (6,564) $(3) $121 $(20,364) $ 12,947
Recognized in OC $(11,349) $(11,215)
PNM
Electric operating revenus $ (4,138) $ 5,052 $ - $ 85 $ 22,294 $ 29,501
Cost of energ (5,443) (10,141) - - (22) (32)
Total gain (loss $ (9,581) $ (5,089) $ - $ 85 $ 22,273 $ 29,469
Recognized in OC $(13,259) $(14,423)
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Commodity contract volume positions are presentedeécatherms for gas related contracts and in M@vipéwer related contracts. 1
table below presents PNMR’s and PNM’s net buy Ys@llume positions:

Decatherms MWh
Qualified Qualified
Cash Flow Trading Cash Flow
Economic Trading Economic
Hedges Transactions Hedges Hedges Transactions Hedges
September 30, 201!
PNMR 21,560,000 (498,485) - 2,563,963 - (198,810)
PNM 2,557,500 - - (29,175) - (198,810)
December 31, 200
PNMR 17,852,500 (1,963,293) - 1,658,101 - (788,400)
PNM 6,087,500 - - 468,525 - (788,400)

In connection with managing its commaodity risks tbompany enters into master agreements with nestainterparties. If the Compe
is in a net liability position under an agreemesatnme agreements provide that the counterpartiesecprest collateral from the Company if
Company’s credit rating is downgraded; other ageem provide that the counterparty may requestattl to provide it with 4dequat
assurance” that the Company will perform; and aheve no provision for collateral.

The table below presents information about the Gaomgjs contingent requirements to provide collateralaxndommodity contrac
having an objectively determinable collateral psia that are in net liability positions and ard fdly collateralized with cash. Contract
liability represents commodity derivative contracexzorded at fair value on the balance sheet, mi@ted on an individual contract be
without offsetting amounts for individual contradtet are in an asset position and could be offseer master netting agreements witr
same counterparty. The table only reflects caslatenhl that has been posted under the existingraxts and does not reflect letters of ci
under the Companyg’revolving credit facilities that have been issasccollateral. Net exposure is the net contradiability for all contracts
including those designated as normal purchasessaled, offset by existing cash collateral and by @fifisets available under master net
agreements, including both asset and liability {imss.

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

September 30, 201!

PNMR $ 18,775 $ 300 $11,525

PNM $ 520 $ - $ 122
December 31, 200!

PNMR $ 17,124 $ 1,000 $ 14,104

PNM $ 1,211 $ 1,000 $ 37

Sale of Power from PVNGS Unit 3

In April 2008, PNM entered into three separate @mts for the sale of capacity and energy relateidst entire ownership interest
PVNGS Unit 3, which is 135 MW. Under two of the t@tts, PNM sells 90 MW of firm capacity and energynder the remaining contre
PNM sells 45 MW of unit contingent capacity and rggye The term of the contracts is May 1, 2008 tiglolDecember 31, 2010. Under the
firm contracts, the two buyers made prepaymeng16f6 million and $30.0 million. These amounts weorded as deferred revenue and are
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being amortized over the life of the contracts.S&ptember 30, 2010 and December 31, 2009, $7.lbomdhd $29.5 million were included
other current liabilities related to these consadthe prepayments received under the firm cotrast well as required subsequent moi
payments on them, are shown as a financing aciivitie Condensed Consolidated Statement of CamshsEIThe firm contracts are conside
energy derivatives and are accounted for as cashHedges with changes in fair value included inGAQThe contingent contract is accour

for as a normal sale.

Non-Derivative Financial Instruments

The carrying amounts reflected on the Condenseds@ioiated Balance Sheets approximate fair valuedsh, temporary investmel
receivables, and payables due to the short pefiothturity. Available-for-sale securities are cadriat fair value.

Available-forsale securities for PNMR and PNM consist of PNMe&s$ield in the NDT for its share of decommissignaosts ¢
PVNGS. The NDT holds equity and fixed income se@si The fair value and gross unrealized gaingneéstments in available-faale
securities are presented in the following tableMP\and PNM do not have any unrealized losses oitade-for-sale securities.

September 30, 2010 December 31, 2009
Unrealized Gains Fair Value Unrealized Gains Fair Value
(In thousands

Equity securities

Domestic value $ 3,64C $ 22,63(C $ 1,684 $ 21,45¢
Domestic growtt 11,979 41,329 8,901 38,132
International and othe 2,255 9,977 1,558 9,985

Fixed income securitie:
Municipals 2,621 39,132 1,715 36,901
U.S. Governmer 894 22,079 25 20,451
Corporate and othe 811 8,537 309 8,006
Cash investmenti - 2,643 - 2,099
$ 22,20C $ 146,327 $ 14,192 $ 137,03¢

The proceeds and gross realized gains and lossteeatisposition of available-farale securities for PNMR and PNM are shown ir
following table. Realized gains and losses arerdeted by specific identification of costs of satias sold.

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(In thousands
Proceeds from sal¢ $ 20,81 $ 12,93 $ 57,09 $ 87,841
Gross realized gair $ 1,56 $ 67. $ 4,99 $ 4,08
Gross realized (losse $ (1,227 $ (574 $ (3,099 $ (6,202

Held-to-maturity securities are those investmemtdabt securities that the Company has the afailityintent to hold until maturity. Held-
to-maturity securities consist of the investmenPWINGS lessor notes and certain items within otinegstments, including the EIP lessor note.
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The Company has no available-for-sale or heldyturity securities for which carrying value exceefdir value. There are

impairments considered to be “other than temportrgt are included in AOCI and not recognized imegs.

At September 30, 2010, the available-for-sale ad-to-maturity debt securities had the followirgal maturities:

Fair Value
Available-for-Sale Held-to-Maturity
PNMR and PNM PNMR PNM
(In thousands
Within 1 year $ 1,948 $ 18 $ 18
After 1 year through 5 yea 17,260 169,940 155,223
After 5 years through 10 yee 10,431 4,411 -
Over 10 year: 40,109 - -
$69,748 $174,369 $155,241

The carrying amount and fair value of held-to-migyudebt securities and other nderivative financial instruments (including cur
maturities) are:

September 30, 201 December 31, 200!

Carrying Carrying
Amount Fair Value Amount Fair Value
(In thousands
PNMR
Long-term debi $1,567,812 $1,723,961 $1,567,331 $1,627,986
Investment in PVNGS lessor nof $ 136,486 $ 143,986 $ 159,936 $ 169,863
Other investment $ 21,157 $ 28,143 $ 25,528 $ 34,078
PNM
Long-term debt $1,055,744 $1,109,649 $1,055,733 $1,044,516
Investment in PVNGS lessor nof $ 136,486 $ 143,986 $ 159,936 $ 169,863
Other investment $ 6,305 $ 7,088 $ 7,473 $ 8,457
TNMP
Long-term debt $ 310,181 $ 392,899 $ 309,712 $ 368,350
Other investment $ 270 $ 270 $ 270 $ 270

The fair value of longerm debt shown above was primarily determinedgusinoted market values, as were certain items declur
other investments. To the extent market values weteavailable, fair value was determined by distimg the cash flows for the instrum
using quoted interest rates for comparable instnige

Other Fair Value Disclosures

The Company determines the fair values of its deifre and other instruments based on the hieraestgblished in GAAP, whit
requires an entity to maximize the use of observagbuts and minimize the use of unobservable mpten measuring fair value. GA
describes three levels of inputs that may be usegidasure fair value. Level 1 inputs are quotedegrilunadjusted) in active markets
identical assets or liabilities that the reportergity has the ability to access at the measurenhet Level 2 inputs are inputs other than qt
prices included within Level 1 that are observdblethe asset or liability, either directly or imélctly. Level 3 inputs are
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unobservable inputs for the asset or liability. €le@ inputs used in determining fair values for tbempany consist of internal valuat
models.

For NDT investments, Level 2 fair values are preddy the trustee utilizing a pricing service. Theing provider predominantly us
the market approach using bid side market valuedagpon a hierarchy of information for specific wi#ties or securities with simil
characteristics. For commodity derivatives, LevehR values are determined based on market obskrvaputs, which are validated us
multiple broker quotes, including forward price latdity, and interest rate curves to establishestptions of future prices. Credit valual
adjustments are made for estimated credit lossesdban the overall exposure to each counterpady. \Falues of Level 3 commod
derivatives are determined in a manner similathtmsé in Level 2, but are at a lower level in therdwichy due to low transaction volume
market illiquidity that significantly limit the avability of observable market data.

Derivatives and Investments
The fair values of derivatives and investments énatrecorded at fair value on the Condensed Clasetl Balance Sheets are as follc

Quoted Prices Significant
in Active Other Significant
Market for Observable Unobservable
Identical Assets
Inputs Inputs
Total @ (Level 1) (Level 2) (Level 3)
September 30, 201! (In thousands
PNMR and PNM
NDT investments
Cash and equivalen $ 2,643 $ 2,643 $ - $ -
Equity securities
Domestic valut 22,630 22,630 - -
Domestic growtt 41,329 41,329 - -
International and oth¢ 9,977 9,977 - -
Fixed income securitie:
Municipals 39,132 - 39,132 -
U.S. governmer 22,079 16,718 5,361 -
Corporate and othu 8,537 - 8,537 -
Total NDT investment $ 146,327 $ 93,297 $ 53,030 $ .
PNMR
Commodity derivative asse $ 43,710 $ 14,577 $ 26,974 $ 89
Commodity derivative liabilitie: (70,986) (39,408) (28,147) (1,361)
Net $ (27,276 $(24,831) $ (1,173) $ (1,272)
PNM
Commodity derivative asse $ 11,100 $ 212 $ 10,888 $ =
Commodity derivative liabilitie: (8,153) (1,198) (6,955) -
Net $ 2,947 $ (986) $ 3,933 $ .
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Quoted Prices Significant
in Active Other Significant
Market for Observable Unobservable
Identical Assets
Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
December 31, 200! (In thousands
PNMR and PNM
NDT investments
Cash and equivalen S 2,099 $ 2,099 $ = $ =
Equity securities
Domestic valut 21,458 21,458 - -
Domestic growtt 38,132 38,132 - -
International and oth¢ 9,985 9,985 - -
Fixed income securitie:
U.S. governmer 20,451 15,135 5,316 -
Municipals 36,901 - 36,901 -
Corporate and othu 8,006 - 8,006 -
Total NDT investment 4 137,032 $ 86,809 $ 50,223 $ -
PNMR
Commodity derivative asse § 53,032 $ 9,097 $ 43,510 $ 320
Commodity derivative liabilitie: (28,574) (10,534) (17,863) (72)
Net § 24,458 $ (1,437) $ 25,647 $ 248
PNM
Commodity derivative asse 4 24,498 $ - $ 24,498 $ -
Commodity derivative liabilitie: (2,065) (958) (1,090) (A7)
Net § 22,433 $ (958) $ 23,408 $ (17)

@ The Level 1, 2 and 3 columns in the above tablgpegsented based on the nature of each instrufileattotal column is present

based on the balance sheet classification of tk&uiments and reflect unit of account reclassificet between commod
derivative assets and commodity derivative lialeiitof $2.1 million for PNMR and zero for PNM atpgember 30, 2010 and $!
million for PNMR and zero for PNM at December 3009. There were no transfers between levels dufisghree months a
nine months ended September 30, 2(
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A reconciliation of the changes in Level 3 fairvalmeasurements is as follows:

PNMR PNM
September 30 September 30
2010 2009 2010 2009
Three Months Ended (In thousands

Balance at beginning of peri {4 (278) 4 (1,636) 9 - 4(1,129)
Total gains (losses) included in earnii (945) 28 - 28
Total gains (losses) included in other comprehensigome - (288) - -
Purchases, issuances, and settlen® (49) 1,081 - 787
Balance at end of peric 1(1,272) § (815 9 - i (3149
Total gains (losses) included in earnings attriblgtdo the change i

unrealized gains or losses relating to assetshtidl at the end of the

period 3 (994 g 688 y - 4§ 688

Nine Months Ended

Balance at beginning of peri § 248 4 (409) 17 {4 (409)
Total gains (losses) included in earnii (1,759) (2,073) (128) (2,073)
Total gains (losses) included in other comprehensgigcome - (2,061) - -
Purchases, issuances, and settlen® 239 2,728 145 2,168
Balance at end of peric $(1,272) § (815 i - { (314)
Total gains (losses) included in earnings attribletdo the change in

unrealized gains or losses relating to assetshstitl at the end of the

period $(1,537) g 30 § - § 30

@
contracts still held at end of peric
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Gains and losses (realized and unrealized) for IL&Vair value measurements included in earningsr@ported in operating revenues
cost of energy as follows:

PNMR PNM
September 30 September 30
2010 2009 2010 2009
Three Months Ended (In thousands
Gains (losses) included in earnin
Electric operating revenus g - g - y - g -
Cost of energ! (945) 28 - 28
Total 4 (945 § 28 y - § 28
Change in unrealized gains or losses related &tsassll held at the reportir
date:
Electric operating revenur | - | - 9 - ] -
Cost of energ (994) 688 - 688
Total § (994) § 688 § - § 688
Nine Months Ended
Gains (losses) included in earnin
Electric operating revenur | - § 237 9 - § 237
Cost of energ (1,759) (2,310) (128) (2,310)
Total $(1,759) 4(2,073) §(128) 4(2,073)
Change in unrealized gains or losses related &tsassll held at the reporting
date:
Electric operating revenut g - g - i - g -
Cost of energ (1,537) 30 - 30
Total $(1,537) § 30 § - § 30
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(5) Earnings Per Share

In accordance with GAAP, dual presentation of basid diluted earnings per share has been presented Condensed Consolida
Statements of Earnings of PNMR. Information regagdhe computation of earnings (loss) per shaas i®llows:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009

(In thousands, except per share amot
Earnings Attributable to PNMR:

Earnings from continuing operatio $52,593 $ 58,223 $73,682 $ 78,04¢
Earnings from continuing operations attributalolé/alencia No-
controlling Interes (3,909) (2,536) (10,305) (7,890)
Preferred stock dividend requirements of subsjc (132) (132) (396) (396)
Earnings from continuing operations attributalbl®NMR 48,552 55,555 62,981 69,763
Earnings (loss) from discontinued operati - (1,362) - 71,880
Net Earnings Attributable to PNMR $48,552 $ 54,193 $62,981 $141,64%
Average Number of Common Shares
Outstanding during peric 86,673 86,673 86,673 86,620
Equivalents from convertible preferred stock (No} 4,778 4,778 4,778 4,778
Vested awards of restricted stc 111 - 105 -
Average Share- Basic 91,562 91,451 91,556 91,398
Dilutive Effect of Common Stock Equivalents:@
Stock options and restricted stc 219 380 258 205
Average Shares Diluted 91,781 91,831 91,814 91,603
Per Share of Common Stoc}- Basic:
Earnings from continuing operatio $ 0.53 $ 061 $ 0.69 $ 0.76
Earnings (loss) from discontinued operati - (0.02) - 0.79
Net Earnings $ 0.53 $ 0.59 $ 0.69 $ 155
Per Share of Common Stoc} Diluted:
Earnings from continuing operatio $ 0.53 $ 0.60 $ 0.69 $ 0.76
Earnings (loss) from discontinued operati - (0.01) - 0.79
Net Earnings $ 0.53 $ 0.59 $ 0.69 $ 155

@ Excludes the effect of c-of-the-money options for 3,678,955 shares of common sab&8eptember 30, 201
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(6) Stock-Based Compensatior

Information concerning stodiased compensation plans is contained in Note Nbt#s to Consolidated Financial Statements irR0G<
Annual Reports on Form 10-K.

Stock Options
The following table summarizes activity in stockiop plans for the nine months ended Septembe?2@D0:

Weighted-
Weightec- Aggregate Average
Average Remaining
Exercise Intrinsic
Shares Price Value Contract Life
Outstanding at beginning of period 4,274,019 $19.19
Grantec 618,708 $12.23
Exercisec (126,751) $ 8.65
Forfeited (84,000) $11.21
Expired (173,799) $24.93
Outstanding at end of period 4,508,177 $18.46 $ 2,262,774 5.67 years
Exercisable at end of perioc 3,458,302 $20.80 $ 1,020,656 4.73 year

Available for future grant @ 4,767,844
@ Includes shares available for grants of restristedk.

The following table provides additional informatioancerning stock option activity:

Nine Months Ended

September 30,
Options for PNMR Common Stock 2010 2009
Weighte-average grant date fair value of options gra $3.05 $ 1.63
Total intrinsic value of options exercised (in tsands $ 474 $ -

The Company uses the Black-Scholes option pricingehto estimate the fair value of stock-based dwavith the following weighted-
average assumptions for options granted in the mimieths ended September 30, 2010:

Dividend yield 4.09 %
Expected volatility 41.55%
Risk-free interest rate 1.36%
Expected life (years 4.62

The assumptions above are based on multiple fadtmisding historical exercise patterns of emplkyé relatively homogeneous gro
with respect to exercise and pesisting employment termination behaviors, expeétitgre exercising patterns for these same homoge
groups and both the implied and historical volgtiif PNMR’s stock price.
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Restricted Stock and Performance Shares
The following table summarizes restricted stockvagtfor the nine months ended September 30, 2010:

Weighted-
Average

Restricted Grant-Date

PNMR Common Stock Shares Fair Value
Nonvested at beginning of peri 193,941 $11.62
Granted 158,375 $ 9.37
Vested (96,255) $14.18
Forfeited (15,082) $ 8.78
Nonvested at end of peric 240,979 $ 9.29

The total fair value of shares of restricted sttiek vested during the nine months ended SepteBih&x010 was $1.4 million.

During 2009 and 2010, the Company issued performai@are agreements to certain executives that agedbupon the Compe
achieving specified performance targets for thespective years. In addition during 2009, the Campssued performance share agreen
that are based upon achieving specific performaamgets for the period 2009 through 2011. The datetion of the number of sha
ultimately issued depends on the levels at whiehpgérformance criteria are achieved and cannotebermdined until after the performai
periods end. For the targets based only on 200@npesince, the optimal level was attained resulim@02,375 shares being awarded in 2
which will vest through 2013 and are included ia tlumber of shares granted in the above table uB&d from the above table are maxim
of 96,563 shares for the targets based only on 2@tfbrmance and 39,113 shares for the targetsdbasethe period 2009 through 2(
performance that would be issued if all performarriteria are achieved and all executives remagitaé.

(7) Capitalization

Information concerning financing activities is caimed in Note 6 of Notes to Consolidated Finan&tdtements in the 2009 Ann
Reports on Form 10-K.

Short-term Debt

At December 31, 2009, PNMR and PNM had revolviredirfacilities for borrowings up to $600.0 milliamder the PNMR Facility ai
$400.0 million under the PNM Facility that primgriéxpire in 2012. LBB was a lender under the PNMRiky and the PNM Facility. LB}
the parent of LBB, filed for bankruptcy protectidBubsequent to the bankruptcy filing by LBH, LBBclieed to fund a borrowing requ
under the PNMR Facility. A replacement bank hasmathe place of LBB under the PNM Facility. In Mar2010, the PNMR Facility w
amended to remove LBB as a lender and reduce thlectipacity under the PNMR Facility to $568.0 roill. In addition to the reduction in 1
PNMR Facility related to LBB, the PNMR Facility atlde PNM Facility were reduced by $26.0 million &f#.0 million in August 2010 a
will reduce by an additional $25.0 million and $18nillion in August 2011 according to their ternis.addition, PNMR has a local line
credit amounting to $5.0 million that expires ingust 2011 and PNM had a local line of credit forO$&illion that was allowed to expire
August 2010. TNMP has a revolving credit facilir borrowings up to $75.0 million under the TNMPvBkiing Credit Facility that expires
April 2011. At September 30, 2010, the weightedrage interest rate for borrowings was 1.51% forRNMR Facility and 0.91% for the PN
Facility.
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Short-term debt outstanding consists of:
September 30, December 31,
Short-term Debt 2010 2009
(In thousands
PNM
Revolving credit facility $ 173,000 $ 118,000
Local lines of credi * -
173,000 118,000
TNMP - Revolving credit facility - -
PNMR
Revolving credit facility 19,000 80,000
Local lines of credi - -
$ 192,000 $ 198,000

* This line of credit was allowed to expire in Aug2010.

At October 25, 2010, PNMR, PNM, and TNMP had $464iflion, $167.3 million, and $74.7 million of avability under their respecti
revolving credit facilities and local lines of ciedncluding reductions of availability due to standing letters of credit. Total availability
October 25, 2010, on a consolidated basis, was.$708élion for PNMR. At October 25, 2010, PNMR aRiNM had invested cash of $
million and $12.3 million. TNMP had no such investmts.

As of September 30, 2010 and December 31, 2009, FNisld outstanding borrowings of $3.7 million an®.$2million from PNMF
under its intercompany loan agreement.

Financing Activities

In March 2009, TNMP entered into and borrowed $5illion under a loan agreement with Union Bank,A.(the 2009 Term Loa
Agreement”). Through hedging arrangements, TNMP establishedl firterest rates for the 2009 Term Loan AgreemémL@5% for the firs
three years and 6.30% thereafter. In January 20&0relationship was modified to reduce the fixettriest rate to 4.80% through March
2012 and to 5.05% thereafter.

In January 2010, PNM entered into a floatingied interest rate swap with a notional amoun$d®0.0 million. The effect of this sw
is to convert $100.0 million of borrowings undee tANM Facility from an interest rate based on thetoonth LIBOR rate to a fixed rate
1.245% through January 14, 2011, which rate isesailtp adjustment in the event PNM’s credit ratiags changed.

These interest rate swap arrangements are accolantad cash flow hedges and the September 30, g@Hax fair value losses of $:
million for the TNMP hedge and $0.1 million for tiRNM hedge are included in AOCI and in other curfebilities, except for $1.6 millic
included in other deferred credits for TNMP, on @endensed Consolidated Balance Sheets. Amourtssded from AOCI are included
interest charges. The fair value determinationsevmeade using Level 2 inputs under GAAP and wererdehed using forward LIBOR curv
under the mid-market convention to discount casvdlover the remaining term of the swap agreements.

On February 10, 2010, PNM filed an application whib NMPRC requesting approvals and authorizationmefund up to $403.8 millic
of callable PCRBs issued by the City of Farmingtdey Mexico and the Maricopa County, Arizona PatintControl Corporation (theptior
bonds”) and to replace the prior bonds with newaagmpt PCRBs. The proceeds from the prior bonde weed to finance a portion of
cost of certain pollution control systems, fadiitiand related improvements at SIGS and PYNGSNMRRC approved PNM'’s request
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on March 11, 2010. On June 9, 2010, $403.8 milddmew PCRBs were sold by the City of FarmingtoewNMexico and the Marico
County, Arizona Pollution Control Corporation. Theoceeds from the new PCRBs were utilized to reties prior bonds, including thc
secured by PNM first mortgage bonds. The new PC&B<ollateralized by PNM senior unsecured nofes|as to PNM’s other PCRBs. Tl
new PCRBs were issued in eight separate seriebeardinterest at rates ranging from 4.00% to 6.2bB&. final maturities of the new PCR
range from 2040 to 2043, although $137.3 millioa subject to mandatory tender and repurchase by PNIA15 through 2020.

On October 21, 2010, PNM received an order fromNIMPRC authorizing PNM to enter into a revolvingdit facility of up to $40
million to replace the current PNM Facility; to iease the amount of PNMlintercompany loan arrangements to $100 milliowt t issue u
to $250 million of additional senior unsecured sofEhe authorizations remain in effect through Mad&, 2012. PNM, subject to receiving
necessary PNM and PNMR board approvals, will putissesasing the amount of the PNM intercompany laar@angement. PNM has |
entered into any agreements with regard to theoaiztitions relating to the replacement of the PNatikity or additional senior unsecu
notes, nor does it have any arrangements or comanisrconcerning them. PNM is unable to prediabrifwvhen, such financing arrangems
would be consummated.

Convertible Preferred Stock

In November 2008, PNMR issued 477,800 shares d&S&éy convertible preferred stock. The Series Aventible preferred stock
convertible into PNMR common stock in a ratio of difares of common stock for each share of prefesteck. The Series A convertil
preferred stock is entitled to receive dividendsiegjent to any dividends paid on PNMR common staskif the preferred stock had b
converted into common stock. The Series A converiiiveferred stock is entitled to vote on all matteoted upon by common stockhold
except for the election of the Board. In the evenliquidation of PNMR, preferred holders would eae a preference of $0.10 per comi
share equivalent. After that preference, commordérsl would receive an equivalent liquidation prefee per share and all remair
distributions would be shared ratably between comartd preferred holders using the number of shafresmmon stock into which the Sel
A convertible preferred stock is convertible. Tkents of the Series A convertible preferred stodultein it being substantially equivalent
common stock. Therefore, for earnings per sharpqaas the number of common shares into which thiesSa convertible preferred stock
convertible is included in the weighted average bemof common shares outstanding. Similarly, dinike on the Series A converti
preferred stock are considered to be common didslé@mthe accompanying Condensed Consolidated €igla®tatements.

(8) Pension and Other Postretirement Benefit Plan

PNMR and its subsidiaries maintain qualified defirtenefit pension plans, postretirement benefibhglproviding medical and der
benefits, and executive retirement programs (“PNBhE’ and “TNMP Plans”)PNMR maintains the legal obligation for the berseéitved t
participants under these plans.

Information concerning pension and other postretéet plans is contained in Note 12 of Notes toGbasolidated Financial Stateme
in the 2009 Annual Reports on Form KOAnnual net periodic benefit cost (income) foe thlans is actuarially determined using the met
and assumptions set forth in that note and is mized ratably throughout the year.

In March 2010, the Patient Protection and AfforeéaBhre Act and the Health Care and Education Rédaiian Act of 2010 were signt
into law. This legislation expands health care cage to individuals and will largely be funded thgh tax increases. One provision that
impact certain companies significantly is the efiation of the tax deductibility of the Medicare Parsubsidy. The Company does not ex
any significant impact on its financial statemesdsa result of the legislation.
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In June 2010, the Preservation of Access to Cardviiedicare Beneficiaries and Pension Relief Act weascted. The act contain
provision designed to lower required contributicios pension plans by offering extended amortizatinathods for shortfalls resulti
from recent losses in asset market value. The Coypaension plans can elect this relief for lossesutg in any two years within t
20092011 period. The Company has elected this reliefife PNM pension plan for 2009 and is currentlgleating its remaining options. T
impacts of this legislation have been reflectedstimated future contributions to the pension pketdorth below for 2011, but the Compar

still evaluating the impacts for years beyond 2011.

PNM Plans

The following tables present the components offN&/ Plans’ net periodic benefit cost (income):

Components of Net Periodic
Benefit Cost (Income)
Service cos
Interest cos
Long-term return on plan asse
Amortization of net los
Amortization of prior service co

Net periodic benefit cost (income

Components of Net Periodic
Benefit Cost (Income)
Service cos
Interest cos
Long-term return on plan asse
Amortization of net los

Amortization of prior service co:

Net periodic benefit cost (income

As a result of the sale of PNM Gas in January 2008, liability associated with the retiree medicdlligation for gas designat
employees was transferred to the purchaser and RNbgnized unamortized prior service costs reqiitina $2.9 million gain, which is r
included in the net periodic benefit cost abovee Sete 12 of Notes to the Consolidated Financiatédtents in the 2009 Annual Report:

Three Months Ended September 3C

Other Postretirement

Executive Retirement

Pension Plan Benefits Program

2010 2009 2010 2009 2010 2009
(In thousands
$ - g = ¢ 105 § 104 $ - $ 15
8,518 8,610 1,913 1,847 263 284
(9,339) (9,691) (2,393) (1,458) - -
1,613 955 1,372 822 18 7
79 79 (1,036) (1,065) - 3
§ 871 § 4N § 961 § 250 $ 281 $ 309
Nine Months Ended September 3C
Other Postretirement  Executive Retirement

Pension Plan Benefits Program

2010 2009 2010 2009 2010 2009
(In thousands

$ - g = $ 314 $ 313 $ - $ 44
25,555 25,830 5,738 5,541 790 852
(28,016) (29,073) (4,179) (4,374) - -
4,838 2,864 4,116 2,467 53 20
238 238 (3,107) (3,196) - 8
$ 2,615 § (141) $2882 $ 751 $ 843 $924

Form 10-K for additional information regarding tinepacts the sale of gas operations had on pensidther postretirement benefits.

49



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 CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

PNM made contributions to its pension plan trust$6f5 million and $13.1 million in the three monthad nine months end
September 30, 2010, and no contributions in theetimonths and nine months ended September 30, PO08.anticipates making $4.9 milli
of additional contributions in 2010. Based on caotréaw and estimates of portfolio performance, PNdgtimates making additior
contributions to its pension plan trust that to$#20.4 million for 20112014. The estimated contributions were developsihc
probabilistically determined discount rates andeeted returns on assets to calculate the pensibitities. Actual amounts to be funded in
future will be dependent on the actuarial assumptit that time, including the appropriate discoatd and return on assets. PNM contrib
$0.4 million and $1.6 million to the trust for othgostretirement benefits for the three months @iné months ended September 30, 201(
$0.3 million and $2.4 million for the three montsd nine months ended September 30, 2009. PNM exfzemake additional contributions
$0.6 million during 2010 to the trust for other reirement benefits. Disbursements under the d@kexretirement program, which are funi
by the Company and considered to be contributiorike plan, were $0.4 million in the three monthderl September 30, 2010 and 2009,
million in the nine months ended September 30, 20902009, and are expected to total $1.5 milliorind) 2010.

TNMP Plans
The following tables present the components offtN&P Plans’ net periodic benefit cost (income):

Three Months Ended September 3C
Other Postretirement

Executive Retiremeni
Pension Plan Benefits Program
2010 2009 2010 2009 2010 2009
(In thousands

Components of Net Periodic
Benefit Cost (Income)

Service cos & - $ - $ 72 $§ 65 $ - $ -
Interest cos 1,032 1,099 178 183 13 19
Long-term return on plan asse (1,449) (1,523) (129) (124) - -
Amortization of net gail - - (49) (66) (@B -
Amortization of prior service co - - 15 15 - -
Net Periodic Benefit Cost (Income $ (417) § (424) § 87 § 73 $ 12 $ 19
Nine Months Ended September 3C
Other Postretirement
Executive Retiremeni
Pension Plan Benefits Program
2010 2009 2010 2009 2010 2009

(In thousands
Components of Net Periodic
Benefit Cost (Income)

Service cos $ = $ = $ 217 $ 195 $ - $ -
Interest cos 3,095 3,297 533 550 39 57
Long-term return on plan asse (4,346) (4,570) (386) (371) - -
Amortization of net gail - - (147) (198) 3) -
Amortization of prior service co - - 45 45 - -
Net Periodic Benefit Cost (Income $ (1,251) $(1,273) $ 262 $ 221 $ 36 $ 57

TNMP made contributions to its pension plan trdst@2 million in the three months and nine morghsled September 30, 2010 an
contributions in 2009. TNMP anticipates making éiddial contributions of less than
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$0.1 million in 2010. Based on current law andreates of portfolio performance, TNMP estimates mgldontributions to its pension p
trust that total $8.7 million for 2012014, The estimated contributions were developéagusrobabilistically determined discount rates
expected returns on assets to calculate the pefialmilities. Actual amounts to be funded in theuie will be dependent on the actue
assumptions at that time, including the appropriiseount rate and return on assets. TNMP madeomdributions to the trust for ott
postretirement benefits for the three months erfiagtember 30, 2010 and 2009 and $0.6 million and #Mlion for the nine months enc
September 30, 2010 and 2009. TNMP does not expeatake additional contributions during 2010. Disgtmments under the execu
retirement program, which are funded by the Compamy considered to be contributions to the plameviess than $0.1 million in the th
months and nine months ended September 30, 201P0@1¥dand are expected to total $0.1 million du@6d0.

(99 Commitments and Contingencie

Overview

There are various claims and lawsuits pending agjéie Company. The Company is also subject toréédetate and local environmer
laws and regulations, and is currently participgiimthe investigation and remediation of numersites. In addition, the Company periodic
enters into financial commitments in connectionhwit business operations. The Company is alsdvedan various legal proceedings in
normal course of its business. It is not possitil¢hes time for the Company to determine fully tefect of all litigation and other leg
proceedings on its results of operations, or fifgngosition, or cash flows. It is the Compasiyolicy to accrue for expected liabilities
accordance with GAAP when it is probable that &iliy has been incurred and the amount to be imclis reasonably estimable. -
Company cannot make any assurances that the ambresterves or potential insurance coverage wikkifficient to cover the cash obligatic
that might be incurred as a result of litigationregulatory proceedings. Outside legal costs fes¢hand regulatory matters are recorded
the expenses are incurred. The Company does netettmt any known lawsuits, environmental costs, @emmitments will have a mate
adverse effect on its financial condition, resaitoperations, or cash flows, although the outcarhbkitigation, investigations, and other le
proceedings is inherently uncertain.

With respect to some of the items listed below, @menpany has determined that a loss is not probatileat, to the extent probable
not reasonably estimable. In some cases, the Companot able to predict with any degree of cettathe range of possible loss that coul
incurred. Notwithstanding these facts, the Complaay assessed these matters based on current itilorraad made judgments concerr
their potential outcome, giving due consideratiortite nature of the claim, the amount and naturdaofiages sought, and the probabilit
success. Such judgments are made subject to thvenkaoncertainty of litigation. The Company has elishled appropriate reserves for mat
where it is probable a loss has been incurred E@@imount of loss is reasonably estimable. Theahotutcomes of the items listed below cc
ultimately differ from the judgments made and tliféedences could be material.

Additional information concerning commitments armhiingencies is contained in Note 16 of Notes tosttidated Financial Stateme
in the 2009 Annual Reports on Form 10-K.

Commitments and Contingencies Related to the Environment

Nuclear Spent Fuel and Waste Disposal

Nuclear power plant operators are required to @nterspent fuel disposal contracts with the DOit] the DOE is required to accept
dispose of all spent nuclear fuel and other Heylel radioactive wastes generated by domestic pogectors. Although the Nuclear We
Policy Act required the DOE to develop a permamepbsitory for the storage and disposal of spentean fuel by 1998, the DOE announ
that it would not be able to open the repository1B98 and sought to excuse its performance undecdhtract. In November 1997, the

51



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 CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

U.S. Court of Appeals for the District of Columbarcuit issued a decision preventing the DOE fromusing its own delay, but refusec
order the DOE to begin accepting spent nuclear Ba&sed on this decision and the D®Helay, a number of utilities, including APS (ahhl!
of itself and the other PVYNGS owners, including PNfled damages actions against the DOE in therCafuFederal Claims. APS pursue
damages claim for costs incurred through DecemB@6 2n a trial that began on January 28, 2009. @re 18, 2010, the court awarded /
and the other PVNGS owners, including PNM, $30.Rioni. PNM’s $3.1 million share of this amount has been rexkand was recorded ¢
$2.1 million reduction of cost of energy and a $iblion reduction of utility plant in the three mths ended September 30, 2010. F
currently estimates that it will incur approximaté46.1 million (in 2007 dollars) over the currédific of PVNGS for its share of the fuel cc
related to the osite interim storage of spent nuclear fuel durimg dperating life of the plant. PNM accrues thessisas a component of f
expense, meaning that the charges are accrued asellis burned. At September 30, 2010 and Deceihe2009, PNM had $15.4 million &
$15.0 million recorded as a liability on its Conded Consolidated Balance Sheets for interim stocages.

The Clean Air Act
Regional Haze

The EPA has established rules addressing regi@zd And guidelines for BART determinations. Thesudall for all states to establ
goals and emission reduction strategies for impwiisibility in national parks and wilderness aeln particular, the alternatives rule defi
how an SO, emissions trading program developed by the Wedtemgional Air Partnership, a voluntary organizatairwestern states, trib
and federal agencies, can be used by western.diesMexico will be participating in the S{program, which is a trading program that
be implemented if SQ reduction milestones, whichehaeen proposed but not yet finalized, are not met

SIGS

In November 2006, the NMED requested a BART analf@i NOy and particulates for each of the four units at S¥3EM submitted it
analysis to the NMED in early June 2007, recommegdigainst installing additional pollution contexjuipment on any of the SJGS u
beyond those planned at that time, the installatibmavhich was completed in March 2009. PNM subsatjyeprovided additional data
response to requests from the NMED. On June 210,20t NMED filed its proposed regional haze SIRhvthe EIB. The NMED filini
included a finding by the NMED that BART for N© &IGS is a technology known as “selective catahgituction” (“SCR”) plus $orben
injection.” PNM disagrees with this BART determiioat and plans to vigorously challenge the finding.

As part of its 2007 submission, PNM analyzed SCR eoncluded it was not appropriate as BART. PNMnestes that the cost
installation of the SCR technology at SIGS wouldapproximately $750 million to $1 billion for thentire station, of which PNM shar
would be approximately 46.3% based on its SIGS wmshife percentage. In its filing, the NMED statedttit did not necessarily agree v
PNM'’s estimate and that it expected the actualscfist SCR technology to be lower than PNMstimate. Installation of the sorbent injec
technology would cost an additional approximately $nillion for the entire station. These technoésgivould also increase operating cos
SJGS. PNM would seek recovery from its ratepayeedl @osts that may ultimately be incurred.

The EIB had set the matter for hearing in Octol#(2 PNM filed a motion to reschedule the heanmigich was granted. A hearing
the NMED's proposal is scheduled to commence on Janua301Q, Any SIP approved by EIB would be submitte@ERA Region 6 for fin:
approval.

The EPA is subject to a consent decree that regjitite issue a proposed FIP for certain stateduding New Mexico, for regional ha
mitigation by November 11, 2010, if no proposed B#8 been submitted. Because
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the NMED hearing on the proposed SIP will occuemfhe consent decree deadline, it is anticipatatl EPA Region 6 will issue a propo
Interstate Transport FIP on or before November2010 that will include a BART determination for N@ontrols at SJGS. PNM has bee
communication with the EPA on BART issues relatedS0GS and has provided data to the EPA in responssguests. The EPA proc
would include at least a thirty day public commpaetiod. The consent decree requires a final appr®'E or FIP for New Mexico by May !
2011.

If the BART determination proposed by the NMED Ismiately approved and upheld, or if an EPA RedddrlP, once finalized, includ
a BART determination requiring SCR installatiorSaiGS, the SJGS participants would have five yeaashieve compliance with such BA
requirements. PNM continues to assess the NMEDgsiamnd work with EPA Region 6 as it conductseisew of the SJIGS BART analy:
While PNM cannot accurately predict the impact fdse requirements on PN#ratepayers until requirements, if any, are fiedi it ha
estimated that the installation of SCR controls ldatost the average residential PNM customer aj@0tper year for an estimated 20 y:
and that costs to businesses would be higher. PFNIMable to predict the ultimate outcome of thistema

Four Corners

EPA Region 9 previously requested that APS, aofierating agent for Four Corners, perform a BAR@lsis for Four Corners. Al
submitted an analysis to the EPA concluding thatage combustion control equipment constitutes BART these plants. Based on
analyses and comments received through ER@lemaking process, the EPA will determine whabélieves constitutes BART for Fc
Corners. The Four Corners plant participants’ ailans to comply with the EPA’final BART determinations, coupled with the ficél
impact of future climate change legislation, oteavironmental regulations, and other business densiions, could jeopardize the econc
viability of Four Corners or the ability of indivighl participants to continue their participationFour Corners. In particular, SCE, a partici
in Four Corners, has indicated that certain Calitotegislation may prohibit it from making emissioontrol expenditures at the plant. In o
to coordinate with Four Cornersther scheduled activities, APS is currently impdetmg portions of its recommended plan on a veity
basis. Costs related to the implementation of thms#ions of the recommended plan are included NtMPs 2010 and 2011 construct
expenditure estimates.

On October 6, 2010, the EPA issued its proposed BA&ermination for Four Corners, which is subject sixty day public comme
period beginning October 19, 2010. APS has reqdestxty day extension. Once the comment pericdrba, the EPA will then consider
comments submitted and issue a final rule. The adgroposed, would require the installation o0RS3 postombustion controls on each
Units 1-5 at Four Corners to reduce nitrogen oxelesssions. As previously disclosed, PNMobtal costs could be up to approximately $
million for post-combustion controls at Four ComdPNM would seek recovery from its ratepayersllafasts that may ultimately be incurred.

The EPA proposed a 10% stack opacity limitation dbrfive units and a 20% opacity limitation on t@én fugitive dust emissior
although the proposed fugitive dust provision iselated to BART.

PNM is currently evaluating the impacts of EBAjroposed BART determination for Four Corners. Pheticipant owners of Fo
Corners will have five years after the EPA issusdinal determination to achieve compliance with BART requirements. PNM is unable
predict the ultimate outcome of this matter.

Ozone Non-Attai nment

In March 2009, the NMED published its draft reconmaiation of area designations for the 2008 revisgmhe national ambient air qua
standard. The draft recommended that San Juan Z;adewv Mexico be designated as natainment for ozone. SJGS is situated in San
County. However, the NMED subsequently determitned the monitor indicating high ozone levels wasmetable and did not recommenc
the EPA that
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San Juan County be designated as non-attainmenla@uary 6, 2010, the EPA announced it would sthemgthe 8iour ozone standard
setting the standard in a range of 0.060-0.07Ggaet million (“ppm”).It is uncertain when the EPA will make its finaltelenination. If EP/
sets the standard at 0.070 ppm, San Juan Countpana Ana County may be designated as at@inment for ozone. If the standard is
lower than 0.070 ppm, other counties in the stateluding Bernalillo County, may be designated as-attainment. A nomttainmer
designation for Bernalillo County could result retrequirement to reduce NO emissions from Reetad®8 by 2014, and a nattainmer
designation for San Juan County could result inrdggiirement to reduce Nemissions from SJGS by 2014. The Company canndiqbrne
outcome of this matter or if additional NO contrelsuld be required as a result of ozone non-attairtrdesignation.

Citizens Suit under the Clean Air Act

On May 10, 2005, PNM and the other owners of Sk38lved the Grand Canyon Trust’'s and Sierra Gl@itizens Suit under t
Clean Air Act and NMEDs threatened administrative compliance order bgyesfta Consent Decree. As required by the ConBetee, PN
submitted reports addressing mercury emission alenfor SJGS. Plaintiffs and NMED rejected PNiMeports. PNM disputes the validity
the rejection of the reports. On May 17, 2010, Pfilbtl a petition with the federal district courteséng a judicial determination on the disg
relating to PNMS mercury controls. NMED and plaintiffs seek touieg PNM to implement mercury controls that PNMirestes woul
increase annual operating costs for the entiréostdty as much as $42 million. The court has scleetla status conference on Novembe
2010 for purposes of establishing the appropriategss for resolution of the outstanding dispuedated to this matter and to discuss ¢
issues raised in PNM'’s petition. PNM cannot pretfiet outcome of these disputes.

Navajo Nation Environmental |ssues

Four Corners is located on the Navajo Reservatiohigheld under an easement granted by the fegevarnment as well as a lease f
the Navajo Nation. The Navajo Acts, enacted in 1895the Navajo Nation, purport to give the Navajatin Environmental Protecti
Agency authority to promulgate regulations coveraigquality, drinking water, and pesticide aciegt including those activities that occu
Four Corners. In October 1995, the Four Cornerigiaaints filed a lawsuit in the District Court tfe Navajo Nation, Window Rock Distri
challenging the applicability of the Navajo ActstasFour Corners. The District Court stayed thesmg@edings pursuant to a request by
parties and the parties are seeking to negotisgdtiement.

In 2000, the Navajo Tribal Council approved opemgtpermit regulations under the Navajo Nation Adatltion Prevention and Conti
Act. The Four Corners participants believe thatrdgulations fail to recognize that the Navajo Natdid not intend to assert jurisdiction ¢
Four Corners. Each of the Four Corners participiled a petition with the Navajo Nation Supremeu@dor review of the operating pert
regulations. Those proceedings have been stayedingethe outcome of the settlement negotiationstineed above.

In May 2005, APS and the Navajo Nation signed aMtdry Compliance Agreement (“VCAfgsolving the dispute regarding the Na
Nation Air Pollution Prevention and Control Act ion of the lawsuit. On March 21, 2006, the EPAedetined that the Navajo Nation v
eligible for “treatment as a statédr the purpose of entering into a supplementatgigion agreement with the EPA to administer trea@IAil
Act Title V, Part 71 federal permit program overuF@orners. The EPA entered into the supplememiggation agreement with the Nau
Nation on the same day. Because the 's approval was consistent with the requirementhefVCA, APS sought dismissal of the pent
litigation in the Navajo Nation Supreme Court, adhas the pending litigation in the Navajo NatDistrict Court to the extent the claims re
to the Clean Air Act, and the Courts have dismigbedclaims accordingly. The agreement does noteaddor resolve any dispute relatin
other aspects of the Navajo Acts.

The Company cannot currently predict the outcominede matters.
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Section 114 Request

On April 6, 2009, APS received a request from tiRARINder Section 114 of the Clean Air Act seekirgaded information regardil
projects at and operations of Four Corners. Thjsest is part of an enforcement initiative that A has undertaken under the Clean Air
The EPA has taken the position that many utilitiese made certain physical or operational changésea plants that should have trigge
additional regulatory requirements under the NS&vigions of the Clean Air Act. Other electric utdis have received and responded to sii
Section 114 requests, and several of them have theesubject of notices of violation and lawsuijsthe EPA. APS has responded to
EPA'’s request. The Company is currently unableréalist the timing or content of EPA’s response my eesulting actions.

Four Corners Notice of Intent to Sue

On May 7, 2010, APS received a Notice of IntenSte from Earthjustice, on behalf of several envitental organizations, relatec
alleged violations of the Clean Air Act at Four @ers. The notice alleges new source reuvielated violations and new source performi
standard violations. Under the Clean Air Act, dzeits group is required to provide 60 days advarotee of its intent to file a lawsuit. Witt
that 60day time period, the EPA may step in and file aslavregarding the allegations. If the EPA doestke,citizens group is precluc
from filing its own lawsuit, but it may still intgene in the EPA's lawsuit, if it so desires. Thedd period lapsed in early July, and the |
did not take any action. At this time, the Compaaynot predict whether or when Earthjustice mighaté lawsuit.

Santa Fe Generating Station

PNM and the NMED conducted investigations of gasohnd chlorinated solvent groundwater contaminadietected beneath the sit
the former Santa Fe Generating Station to deterthiesource of the contamination pursuant to a E@@fement agreement between PNM
the NMED.

PNM believes that the data compiled indicates alexbgroundwater contamination originated from gifé sources. However, to avoi
prolonged legal dispute, PNM entered into settlenagmeements with the NMED under which PNM agreethstall a remediation system
treat water from a City of Santa Fe municipal syppkll and install an additional extraction welldatwo new monitoring wells to addrt
gasoline contamination in the groundwater at anthévicinity of the site. PNM will continue to opge the remediation facilities until 1
groundwater meets applicable federal and statelatea or until such time as the NMED determines dldditional remediation is not requir
whichever is earlier. The well continues to operate meets federal drinking water standards. PNkbisable to assess the duration of
project.

The Superfund Oversight Section of the NMED hasdooted multiple investigations into the chlorinatsdvent plume in the vicinity
the site of the former Santa Fe Generating StatioRebruary 2008, a NMED site inspection repors\wabmitted to the EPA, which states
neither the source nor extent of contaminationeen determined and also states that the sourcenataye the former Santa Fe Generz
Station. The NMED investigation is ongoing. The Qamy is unable to predict the outcome of this matte

Coal Combustion By-Products
Regulation

SJGS does not operate any CCB impoundments. SJ@€éntiy disposes of CCBs consisting of fly ash,tot ash, and gypsum frc
SJGS in the surface mine pits adjacent to the plEm¢ Mining and Minerals Division of the New Meai&Energy, Minerals and Natu
Resources Department currently regulates mine
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placement of ash at the mine with federal oversighthe U.S. Department of Interior's Office of &ge Mining (“OSM”). APS currentl’
disposes of CCBs in ash ponds and dry storage ateBsur Corners, and also sells a portion of litsakh for beneficial uses, such ¢
constituent in concrete production. Ash managenaetitte Four Corners plant is regulated by the ERé the New Mexico State Engineer
Office.

On May 4, 2010, the EPA issued a proposed rulengakimegulate CCBs. The proposal asks for publiomment on two approaches
regulating CCBs. One option is to regulate CCBseunrnBubtitle C of the RCRA as a hazardous waste lwhltows the EPA to create
comprehensive federal program for waste manageamehtlisposal of CCBs. The other option is to reguZCBs under RCRA Subtitle D a
non-hazardous waste. This provides the EPA with thbaily to develop performance standards for wast@eagement facilities handling
CCBs and would be enforced primarily through citizeiits. Both options allow for continued use ofB30n beneficial applications. EPA’
proposal does not address the placement of CCBgrface mine pits for reclamation. The EPA hasdatdid that it will work with the OSM
develop federal regulations for placement of CaBminefill operations. The proposed rule also stétat the EPA and OSM will consider
recommendations of the National Research Coundilchy at the direction of Congress, studied theltheaafety and environmental ris
associated with the placement of CCBs in U.S. otdaks. The 2006 report concluded that them€ement of coal combustion residues in v
as part of coal mine reclamation may be an appatgproption for the disposal of this materiaDh June 21, 2010, the EPA published
proposed rule in the Federal Register. The puloiinroent period on the proposed rule ends Novemhe2dD.

PNM advocates for the non-hazardous regulation@Bg€under Subtitle D of RCRA. PNM is encouragedh®syEPAS proposed decisi
to develop separate federal regulations in conjanavith the OSM for mine placement of CCBs andéwds the proper place for regulat
oversight should come from the OSM and state mimimg mining reclamation agencies. In addition, Pbilleves the decision by the EP/
consider the conclusions of the National Researstin€il study in the development of federal regolasi regarding placement of CCB:
minefilling operations is a prudent one. PNM canpotdict the outcome of the EPA’s or OSMproposed rulemaking regarding C
regulation, including mine placement of CCBs, ortiter these actions will have a material adversganon its operations, financial positi
or cash flows.

Serra Club Actions

In December 2009, PNM and PNMR received a Noticet@nt to Sue (“RCRA Notice"yinder the RCRA from the Sierra Club. *
RCRA Notice was also sent to all SJGS owners, ©86C3Jwhich operates the San Juan Mine that supples to SJGS, and to BF
Additionally, PNM was informed that SJCC and BHReiged a separate notice of intent to sue underSihdace Mine Control ai
Reclamation Act ("SMCRA") from the Sierra Club. @pril 8, 2010, the Sierra Club filed suit in theSJ District Court for the District of Ne
Mexico against PNM, PNMR, SJCC, and BHP. In the, she Sierra Club alleges that activities at SHa8 the San Juan Mine are cau
imminent and substantial harm to the environmemuding ground and surface water in the regiod, taat placement of CCBs at the San .
Mine constitutes "open dumping" in violation of RERThe claims under RCRA are asserted with resfip@&NM, PNMR, SJCC and Bk
The suit also includes claims under SMCRA, whiah directed only against SJCC and BHP. The comptamests judgment for the followi
relief: an injunction requiring the parties to urtd&e certain mitigation measures with respechéplacement of CCBs at the mine or to ¢
placement of CCBs at the mine; the imposition ofl genalties; and an award of plaintiff's attorheyees and costs. On July 10, 2010
Sierra Club filed an amended complaint that coe@&ome technical deficiencies in its original ctaimg. The factual allegations remained
same. The parties have agreed to and the Cousrtiased a stay of the action on August 27, 2018lltav the parties to try to address Si
Club’s concerns. If the parties are unable to settlerthtter, PNM is prepared to aggressively defengatstion in the RCRA litigation. PN
and PNMR cannot predict the outcome of this mattehe present time.
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Gila River Indian Reservation Superfund Site

In April 2008, the EPA informed PNM that it may BePRP in the Gila River Indian Reservation Supetf8ite in Maricopa Count
Arizona. PNM, along with SRP, APS and EPE, ownsuag of property on which a transmission pole argbrtion of a transmission line
located. The property abuts the Gila River Indiam@unity boundary and, at one time, may have beengb an airfield where crop dusti
took place. Currently, the EPA is only seeking pagtfrom PNM and other PRPs for past clearelpted costs involving contamination fr
the crop dusting. Based upon the total amount ediraip costs reported by the EPA in its letter tdVIPkhe resolution of this matter is |
expected to have a material adverse impact on PXiNdscial position, results of operations, or cistvs.

Other Commitments and Contingencies

Coal Supply

The coal requirements for SIGS are being supple8ICC, a wholly owned subsidiary of BHP. In adufitto coal delivered to meet-
current needs of SJGS, PNM prepays SJCC for cedadt mined but not yet delivered to the plant.sik¢ September 30, 2010 ¢
December 31, 2009, prepayments for coal amount&3%al million and $32.1 million. APS purchasesddlFour Cornerstoal requiremen
from a supplier with a longerm lease of coal reserves with the Navajo Naffdre Four Corners plant site is leased from theajaMation an
is also subject to an easement from the federatmgonent. In 2003, PNM completed a comprehensivieweof the final reclamation costs
both the surface mines that previously provided toe&8JGS and the current underground mine progidioal. Based on this study, PI
revised its estimates of the final reclamation €obt 2009, this study was updated. In July 20t6,rmining contract for Four Corners, wt
runs through 2016, was restructured with pricind¢odetermined using an escalating baisee. The estimate for decommissioning the
Corners mine is being revised with completion exgedater in 2010. Based on the most recent estsnéte final costs of mine reclamat
net of contract buyout costs paid to SJICC and mefian payments made through September 30, 20&é@stimated to be $56.0 million for
surface mines at both SJGS and Four Corners an@ $#Bion for the underground mine at SJGS, irufatdollars. As of September 30, 2
and December 31, 2009, obligations of $24.5 milleovd $26.6 million for surface mine reclamation &®6 million and $2.3 million fc
underground mining activities were recognized oMPNCondensed Consolidated Balance Sheets.

PVNGS Liability and Insurance Matters

The PVNGS participants are insured against puldtgility for a nuclear incident up to $12.6 billigrer occurrence. As required by
Price Anderson Nuclear Industries Indemnity Ace VNGS participants maintain the maximum availahlelear liability insurance in t
amount of $375 million, which is provided by comiat insurance carriers. The remaining balance 1&#.3 billion is provided through
mandatory industry wide retrospective assessmagram. If losses at any nuclear power plant covesethe program exceed the accumul
funds, PNM could be assessed retrospective premadjostments. The maximum assessment per reacter timel program for each nucl
incident is $117.5 million, subject to an annuatitiof $17.5 million per incident, to be periodilyahdjusted for inflation. Based on PN’
10.2% interest in the three PVNGS units, PMdMiaximum potential assessment per incident fahatle units is $36.0 million, with an ann
payment limitation of $5.4 million.

The PVNGS patrticipants maintain “all riskin¢€luding nuclear hazards) insurance for propemyndge to, and decontamination
property at PVNGS in the aggregate amount of $illlon, a substantial portion of which must firbe applied to stabilization a
decontamination. PNM and certain other participarse also secured insurance against portions yfirareased cost of generation
purchased power and business interruption resuftmig a sudden and unforeseen accidental outagsyfof the three units. The prope
damage, decontamination, and replacement powerages are provided by Nuclear Electric Insuranceitieid (“NEIL”").
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PNM is subject to retrospective assessments unteMEdL policies if NEIL's losses in any policy year exceed accumulatedstumtie
maximum amount of each retrospective assessment BOINH incur under the current NEIL policies tot#l5.8 million. The insuran:
coverage discussed in this and the previous pgrhdsssubject to policy conditions and exclusions.

Water Supply

Because of New Mexice’arid climate and periodic drought conditionsyéhie a growing concern in New Mexico about the ofseate
for power plants. PNM has secured water rightmnection with the existing plants at Afton, Lumadd.ordsburg. Water availability does
appear to be an issue for these plants at this time

The “four corners’region of New Mexico, in which SJGS and Four Cosnare located, experienced drought conditions du2®0:
through 2004 that could have affected the wateplyuipr PNM’s generation plants. In future years, if adequageipitation is not received
the watershed that supplies the four corners reglmse plants could be impacted. Consequently, PARB, and BHP have underta
activities to secure additional water suppliesS66GS, Four Corners, and related mines. PNM habedsan agreement for a voluntary shor
sharing agreement with tribes and other water ugettse San Juan Basin for a term ending DecembeP@12. Further, PNM and BHP hi
reached agreement on a lotegm supplemental contract relating to water faSwith the Jicarilla Apache Nation that ends iIA@0APS an
BHP have entered into a similar contract for Foarr@rs. Although the Company does not believeitbatperations will be materially affect
by the drought conditions at this time, it canrmetast the weather situation or its ramificatiamrshow regulations and legislation may imj
the Company should shortages occur in the future.

In April 2010, APS signed an agreement on behathefPVNGS participants with five cities to provideoling water essential to pov
production at PVNGS for the next forty years.

PVNGS Water Supply Litigation

A summons was served on APS in 1986 that requiledader claimants in the Lower Gila River Waterdhef Arizona to assert a
claims to water on or before January 20, 1987,nraetion pending in the Maricopa County Superiou@oPVNGS is located within tl
geographic area subject to the summons. ARfBts and the rights of the other PVYNGS patrticipan the use of groundwater and effluel
PVNGS are potentially at issue in this action. A&l claims that dispute the court’s jurisdictiomer PVNGS’groundwater rights and th
contractual rights to effluent relating to PVNGSlaalternatively, seek confirmation of those rights1999, the Arizona Supreme Court is<
a decision finding that certain groundwater righisy be available to the federal government andamtlibes. In addition, the Arizona Supre
Court issued a decision in 2000 affirming the loweurt’s criteria for resolving groundwater claims. Litiga on both these issues
continued in the trial court. No trial dates haweib set in these matters. PNM does not expecttitsalitigation will have a material adve
impact on its results of operation, financial posit or cash flows.

San Juan River Adjudication

In 1975, the State of New Mexico filed an actionitteed “State of New Mexico v. United States, et ain the District Court of San Ju
County, New Mexico, to adjudicate all water rigitghe San Juan River Stream System. PNM was malddemdant in the litigation in 197
The action is expected to adjudicate water rigstduat Four Corners and at SJGS. In 2005, the bl&Najon and various parties announc
settlement of the Navajo Natian'reserved surface water rights. On March 30, 2608sident Obama signed legislation confirming
settlement with the Navajo Nation. The Company ocametermine the effect, if any, of any water rigladjudication on the pres
arrangements for water at SJGS and Four Corneral Fésolution of the case cannot be expecteddeersl years. The Company is unabl
predict the ultimate outcome of this matter. Anesgnent reached with the Navajo Nation in 1985, haweprovides that if Four Corners lo
a portion of its rights in the
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adjudication, the Navajo Nation will provide, fan agreed upon cost, sufficient water from its atamn to offset 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 wibpect to the San Jt
underground mine. Certain gas producers have léagbg area of the underground coal mine and laggerted claims against SJICC the
coal mining activities are interfering with gas guoation. SJICC has reached settlement with sevaslegiseholders and has other claimant
potential claimants. PNM cannot predict the outcarhexisting or future disputes between SJCC arsdemseholders.

Rights-of-Way Matters

Many of PNM's electric transmission and distributidacilities are located on lands that require grant of rights-ofway fromr
governmental entities, Native American tribes, ovate parties. Several of the agreements grantgigs-ofway have expired or will expi
within the next few years. PNM is actively reviegithese matters and negotiating with certain pgrés appropriate, for the renewal of ti
rights-ofway and has completed several renewals, the laof@gtich is a renewal with the Navajo Nation. Oat@ber 20, 2010, PNM and {
Navajo Nation entered into an extension/renewaéagent covering all righ-of-way granted by the Navajo Nation to PNM. The erg
rights-ofway had varying expiration dates and all were edgeinto April 7, 2030. PNM is obligated under theeggnent to pay the Navi
Nation 20 annual payments of $6.0 million each beigig in 2010. The annual payments are subjectdjosament each year based on
Consumer Price Index. In the event of early tertdmaor cancellation under the agreement, any reimgipayments become due. PNM
account for this agreement as an operating lease.

There can be no assurance that the remaining fafhisy currently being negotiated or soon to be disedswill be renewed. If PNM
not successful in renewing the remaining rightsvaft on Native American lands, it could be forcedemove its facilities from or abandon
facilities on the property covered by the rightsagfy and seek alternative routes for its transmissiodistribution facilities. With respect
non-tribal government land and private land, PNM/rhave condemnation rights. Rightswé&y costs have historically been recovered in
charged to customers. PNM will seek to recovertsgii-way costs in future rates, but cannot pretietoutcome of future rate cases.

Republic Savings Bank Litigation

In 1992, Meadows Resources, Inc. (“MRI”), an inaetsubsidiary of PNM, and its subsidiaries (“Pldist) filed suit against the Fede
government in the U.S. Court of Claims, allegingdwh of contract arising from the seizure of RejguShvings Bank (“RSB”)RSB wa
seized and liquidated after Federal legislationhijtribed certain accounting practices previouslyhatized by contracts with the Fed:s
government. The Federal government filed a coulaiencalleging breach of obligation to maintain RSBiet worth and moved to disn
Plaintiffs’ claims for lack of standing.

Plaintiffs filed a motion for summary judgment ire@mber 1999 on the issue of liability and on #mé of damages. The Fed
government filed a cross motion for summary judgnzen opposed Plaintiffs’ motion.

On January 25, 2008, the court entered its opimjanting the Federal governmentmotion to dismiss MRI, denying the Fed
government’s motion for summary judgment and granthe remaining Plaintiffanotion for summary judgment on the issues of ligb#nc
damages, awarding the Plaintiffs damages in theuatmaf $14.9 million. MRI had previously receivedypnent from the FDIC in the amo!
of $0.3 million. This payment reduced the amoundarhages owed to $14.6 million.
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The federal government appealed this matter toUut#® Court of Appeals for the Federal Circuit andimiffs crossappealed. C
October 21, 2009, the Federal Circuit issued iigiop, affirming in part and reversing in part thecision of the Court of Claims, resulting
an award to the Plaintiffs of $9.7 million. The appperiod expired in January 2010. A final judginender was entered for $9.7 million, wh
amount was received in April 2010. PNM recordedahmunt, net of legal expenses of $1.2 millionoth&r income in the three months er
March 31, 2010.

Western United States Wholesale Power Market

Various circumstances, including electric power @ypshortages, weather conditions, gas supply castasmission constraints, ¢
alleged market manipulation by certain sellersylted in the well-publicized California and Westemnarkets energy crisis of 20@D01 an
the bankruptcy filings of the Cal PX and PG&E. Aseault of the conditions in the Western marketsrduthis time period, between [a280(
and mid-2003, FERC, the California Attorney Generald private parties (collectively, the “CalifoanParties”)initiated investigation
litigation, and other proceedings relevant to PNl ather sellers in the Western markets at FERCimrmbth California State and Fede
District Courts, seeking a determination whethdlese of wholesale electric energy during the erizériod, including PNM, should be orde
to pay monetary refunds to buyers of such energgs@& proceedings were pending at FERC as wellfasehthe U.S. Court of Appeals for-
Ninth Circuit. PNM participated in these proceedirad FERC, the Federal District Courts and the iNGircuit, including filing appeals to tt
court.

In December 2009, PNM and the California Partieshed an agreement in principle to settle all raingiclaims against PNM in the
proceedings and on February 11, 2010, PNM entereda “Settlement and Release of Claims Agreeméhg “Settlement Agreement”
which was filed with FERC on February 12, 2010. Be#tlement contemplated by this agreement wassuty) FERC approval, which w
received on April 29, 2010. On May 27, 2010, ther&mento Municipal Utility District, whose earlieomments opposing the settlement v
rejected by FERC, filed with FERC a request fore@ing of the April 29 approval order. That requeshains pending before FERC. ~
terms of the Settlement Agreement provide, amohgrahings, for PNM to pay to the California Pastihe amount of $45.0 million, consist
of the assignment of PNM receivables plus inteasstf December 31, 2009 from the Cal ISO and tHeP®an the amount of $13.1 millic
plus a cash payment of $31.9 million and for th&f@mia Parties to release PNM from claims arisfrgm the California energy crisis of 2(
and 2001. PNM recorded the settlement, which wakided in other current liabilities, at Decembey 2009. Additionally, the Settleme
Agreement provides that certain of the Californaties will assume liability that PNM may have tatiges that choose not to opt in to
settlement. PNM expressly denies any wrongdoingupability with respect to the claims againsthat are released by the Settlen
Agreement and, in entering into the settlementsdua® admit any fault or liability.

On January 15, 2010, PNM transferred the cash patyrnich was included in special deposits, to ser@v account established by
California Parties. Pursuant to the Settlement Agrent, the receivables and the cash payment havedsewill be distributed to the Califor
Parties and other entities that purchased elegtribrough the Cal ISO and Cal PX during the retévitme period as settlement fund:
accordance with the terms and conditions of thde®eént Agreement. Upon receiving FERC approvahefSettlement Agreement, the spe
deposit, assigned receivables, and current lighildre removed from the Condensed ConsolidatedBal&heets of PNMR and PNM.

Complaint Against Southwestern Public Service Compay

In September 2005, PNM filed a complaint underRkderal Power Act against SPS. PNM argued that 8RS for sale of interruptit
energy were excessive and that SPS had been ovgirdn&NM for deliveries of energy through its fuelst adjustment clause practices. F
also intervened in a complaint proceeding broughbther customers raising similar arguments regatm SPS’fuel cost adjustment clat
practices (the “Golden Spread
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complaint proceeding”Additionally, in November 2005, SPS filed an electate case at FERC proposing to unbundle and raies chargs
to customers effective July 2006. PNM intervenethancase and objected to the proposed rate irerbaSeptember 2006, PNM and SPS
a settlement agreement providing for resolutiorissfies relating to rates for sales of interruptibtergy, but not resolving the fuel cla
issues. In September 2008, FERC issued its orgepajng the settlement between PNM and SPS.

In April 2008, FERC issued its order in the Goldgpread complaint proceeding. FERC affirmed in pad reversed in part an AlsJ’
initial decision, which had, among other thinggdered SPS to pay refunds to PNM with respect tdukkclause issues. FERC affirmed
decision of the ALJ that SPS violated its fuel cadjustment clause tariffs. However, FERC shortetedrefund period applicable to
violation of the fuel cost adjustment clause iss&$M and SPS have filed petitions for rehearingd darification of the scope of the reme
that were ordered and reversal of various rulimgthe order. FERC has not yet acted upon the régjf@srehearing or clarification and tt
remain pending further decision. PNM cannot prettietfinal outcome of the case at FERC.

Begay v. PNM et al

A putative class action was filed against PNM atiteputilities on February 11, 2009 in the Unitddt&s District Court in Albuquerqt
Plaintiffs claim to be allottees, members of thev&ja Nation, who pursuant to the Dawes Act of 188&re allotted ownership in land car
out of the Navajo Nation. Plaintiffs, including atiottee association, make broad, general asssrtiwat defendants, including PNM, are rights-
of-way grantees with rights-of-way across the &ldtiands and are either in trespass or have paidficient fees for the grant of rights-afy
or both. The plaintiffs, who have sued the defetslfor breach of fiduciary duty, seek a constrietinust. They have also included a breac
trust claim against the United States and its Sagreof the Interior. PNM and the other defenddilesi motions to dismiss this action.
March 31, 2010, the court ordered that the entiodtthe plaintiffs’ case be dismissed. The court did not grant plénigfave to amend th
complaint, finding that they instead must pursue exhaust their administrative remedies beforeiagaledress in federal court.

On May 10, 2010, Plaintiffs filed a Notice of Appedth the Bureau of Indian Affairs. PNM intends participate in order to preserve
interests regarding any PNM-acquired rightsaafy implicated in the appeal. As the administratygpeal process is only in its initial sta
PNM cannot predict the outcome of the proceedingiattime.

Transmission Issues

On November 24, 2009, FERC issued Order 729 appgotivo Modeling, Data, and Analysis Reliability &dards (Reliability
Standards”) submitted by the North American Electieliability Council — MOD-001t (Available Transmission System Capability)
MOD-029-1 (Rated System Path Methodology). Both MQI1-1 and MOD-029- require a consistent approach, provided for éRlkeliability
Standards, to measuring the total transmissionbilitga(“TTC") of a transmission path. The TTC level establishgidgithe two Reliabilit
Standards could result in a reduction in the ab&laransmission capacity currently used by PNMaetiver generation resources necessatr
its jurisdictional load and for fulfilling its olgiations to thirdearty users of the PNM transmission system. PNMticoas to evaluate
transmission system under the provisions of the Rebability Standards and consult with other traission facility owners with whom PN
is interconnected to determine the impact on thpalo#ity of its transmission system. PNM is unatolgredict the outcome of this matter.

On April 20, 2010, Cargill Power Markets, LLC (“Qgll") filed a complaint with FERC, asserting that PNM moyerly processed
transmission service queue and unfairly invalideaettansmission service request by Cargill. On 29ly2010, FERC issued an order
established a schedule for hearing and settlemmegures. In its order, FERC determined that PNdd mmproperly invalidated a sing
Cargill transmission service request submitted ebréary 21, 2008 and set the issue for hearingterohine an appropriate remedy. Howe
the
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hearing is being held in abeyance by FERC to peovidhe for settlement negotiations under the ogétsof a FERC settlement judge.
September 27, 2010, FERC granted rehearing fdndudonsideration. PNM is unable to predict theonte of this matter.

(10) Regulatory and Rate Matters

Information concerning regulatory and rate matisrsontained in Note 17 of Notes to ConsolidatedaRcial Statements in the 2(
Annual Reports on Form 10-K.

PNMR
First Choice Request for ERCOT Alternative Dispute Resolution

In June 2008, First Choice filed a request forratiéve dispute resolution with ERCOT alleging tlEERCOT incorrectly applied i
protocols with respect to congestion managemeringluhe first quarter of 2008. First Choice reqedsthat ERCOT resolve the dispute
restating certain elements of its first quarter@0ngestion management data and by refundingréd €hoice allegedly overstated conges
management charges. The amount at issue in Figic€8 claim can only be determined by running ERCOTketamodels with correct
inputs but First Choice believes that the amourtigsificant. ERCOT protocols provide that ERCOTIwbtify potentially impacted mark
participants and subsequently consider the mefrfgrst Choice’s allegations. The Company is undblpredict the outcome of this matter.

PNM
Emergency FPPAC

On March 20, 2008, PNM and the IBEW filed a joinbtion in PNM’s 2007 Electric Rate Case requesting NMPRC authiioiz tc
implement an Emergency FPPAC on an interim b&isMay 22, 2008, the NMPRC issued a final ordet #jgroved the Emergency FPP
with certain modifications. PNM implemented the Egency FPPAC from June 2, 2008 through June 309.200

The Albuquerque Bernalillo County Water Utility Aurity and the New Mexico Industrial Energy Consusnac. filed notices of appe
to the New Mexico Supreme Court seeking to vadaeNNMPRC order approving the Emergency FPPAC. OrcMa9, 2010, the New Mexi
Supreme Court affirmed the NMPRC order approvirggEmergency FPPAC.

The NMPRC order approving the Emergency FPPAC requPNM to pay for an audit of PNBI'monthly FPPAC reports an
prudence review of PNM’fuel and purchased power costs, to be condugtediditors selected by the NMPRC. Costs of thetdnodurred b
PNM will be recoverable through future rate prodegd. On February 19, 2010, the audit report oflifigs and recommendations \
submitted to the NMPRC. The report recommendedatiperal changes in several areas but did not ifjeatiy imprudent activities or find tf
PNM'’s fuel or purchased power costs were unreason@b&audit report findings and recommendations algest to NMPRC review al
approval. PNM is unable to predict the outcomehaf matter.

The NMPRC order approving the Emergency FPPAC ptswided that if PNM$ base load generating units did not operate
above a specified capacity factor and PNM was reduio obtain replacement power to serve jurisoi@l customers, PNM would be requi
to make a filing with the NMPRC seeking approvaltioé replacement power costs. In its requireddijliRNM stated that the costs of
replacement power amounting to $8.0 million weredently incurred and made a motion that they beaaa. The NMPRC staff oppos
PNM’s motion and recommended that PNM be required fisndethe amount collected. On January 12, 2010,NMPRC directed tF
Emergency FPPAC auditor to investigate whetherdpécement power costs were prudently incurred.
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The order also directed PNM to file a responsééoduditorsteport, to provide certain additional informati@md to show cause why it sho
not be fined for recovering replacement power cegthout prior NMPRC approval. PNM filed its resmanto the show cause order
February 12, 2010. On February 19, 2010, the auditeport on replacement power costs was submittéidet NMPRC. The report concluc
that the methodology used to estimate the costmhcement power was reasonable, that PNM purchasedr at the lowest reasonable ¢
and that outage planning and scheduling and plastations were reasonable. These findings are duigfdNMPRC review and approval.
April 12, 2010, the NMPRC staff filed a request fothearing on whether the replacement power chsisld be approved and whether
penalty should be imposed, to which PNM respon&®tM will continue to assert that its recovery gblezement power costs was proper
did not violate the NMPRC'’s order, but is unabletedict the outcome of this matter.

2008 Electric Rate Case

On September 22, 2008, PNM filed its 2008 Eled®#te Case requesting the NMPRC to approve an iser@aelectric service rates
all PNM retail customers except those formerly sdrby TNMP. The case was concluded on June 18, 20@% a stipulation among f
parties that authorized a twtase rate increase was approved by the NMPRC. @ih14 2010, PNM implemented the second phasesa®
of $27.0 million.

Renewable Portfolio Sandard

The Renewable Energy Act of 2004 was enacted towrage the development of renewable energy in Nexids. The act, as amend
establishes a mandatory renewable energy portédéindard requiring a utility to acquire a renewadergy portfolio equal to 5% of ret
electric sales by January 1, 2006, increasing % b9 2011, 15% by 2015 and 20% by 2020. The NMP&fuires renewable energy portfo
to be “fully diversified”beginning in 2011 when no less than 20% of thewaie portfolio requirement must be met by windrggeno les
than 20% by solar energy, no less than 10% by atre@wable technologies, and no less than 1.5%dbgdited generation. The act provi
for streamlined proceedings for approval of ugktirenewable energy procurement plans, assuresadiliicovery of costs incurred consis
with approved procurement plans and requires thd®RM to establish a RCT for the procurement of rexidevresources to prevent exces
costs being added to rates. The NMPRC has estatllialRCT that began at 1% of all customaggjregated overall annual electric chal
increasing by 0.2% annually until 2011, at whichdiit will be 2%, and then increasing by 0.25% adigwintil reaching 3% in 2015.

On July 1, 2009, PNM filed its annual Renewablergpéortfolio Procurement Plan for 2010 with the RRIC. Under the plan, PN
proposed to rely on a mixture of solar, wind, afaghs resources and the purchase of RECs to rseenitwable energy requirements for 2
and 2011 and committed to file for additional potgelater in the year. In September 2009, the NMP&€cted the plan and ordered PNM
file a revised plan. In December 2009, the NMPR@raped the biogas resources project and a procureoi&ECs.

PNM and several parties to the proceeding filedipukation and PNM filed its revised 2010 procurerplan. Under the revised pl
PNM proposed to invest approximately $265 millionswlar PV facilities and implement a custorsiéed PV distributed generation prograr
replace its current PV programs. The plan and ktijmn were opposed by a number of parties, inclgdhe AG and the NMPRC staff.
August 31, 2010, the NMPRC issued an order onehised plan that rejected portions of the plandpgroved PNMs investment in 22 MW
solar PV facilities at various PNM sites and thestouction of a proposed solsierage demonstration project. The NMPRC also nex
PNM'’s distributed generation REC purchase program. RPN8lowed recovery of costs associated with theelpase of the RECs and for
investments in the solar PV and demonstration ptejeip to $107.7 million, PNM’estimated amounts of these investments. PNMipaté:
requesting recovery of these costs from custonmeosigh a rate rider.
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On July 1, 2010, PNM filed its new renewable engutan for 2011. The 2011 plan proposed the procargraf 250,000 MWh of RE(
from another New Mexico public utility to be useat ftompliance with the renewable portfolio standerd2011. On October 5, 2010,
NMPRC issued an order rejecting PI's plan for 2011 as incomplete because certain pignassumptions in the plan were found tc
outdated and ordered PNM to file a new plan wittindays. The 18@ay period for NMPRC action on the 2011 plan widirson the date tl
new plan is filed. PNM cannot predict the outcorhéhes matter.

NMPRC Inquiry on Fuel and Purchased Power Adjustment Clauses

In October 2007, the NMPRC issued a NOI that céedd to the adoption of an amended rule for thdempntation of FPPACs for
investor-owned utilities and electric cooperativiesNew Mexico. The investoowned utilities and electric cooperatives have oeslec
to a series of questions and the NMPRC staff mddm@ dealing with the need for consistency ofFA&Cs, streamlining FPPACs, and whe
a single FPPAC methodology should be applied tatilties. Workshops were held to discuss the camnts filed by PNM and others and
proposed changes. At the conclusion of the workgitopess, the Hearing Examiner presented propase@mendments to the NMPRC fol
consideration. On April 29, 2010, the NMPRC iss@elotice of Proposed Rulemaking proposing the adomf the rule amendments t
were developed in the workshop process and praséytéhe Hearing Examiner. A public hearing wasdhat July 1, 2010. The outcome
this proceeding is not expected to have a matienighact on PNM.

NMPRC Rulemaking on Disincentives to Energy Efficiency Programs

In January 2008, the NMPRC issued a NOI to iderdi§incentives in utility expenditures on energfiocgncy and measures to addi
those disincentives, including specific rate malattgrnatives, and appointed a Hearing Examineotaluct workshops to develop propo
for possible rule changes. Based on the workshtbpNMPRC issued proposed amendments to its ereffigiency rule. After a hearing, t
NMPRC approved the amended rule on April 8, 201®doceffective May 3, 2010. The amended rule allelextric utilities to collect ra
adders of $0.01 per KWh for lifetime energy saviagd $10 per kilowatt for demand savings relateertergy efficiency and demand respc
programs beginning in 2010. In addition, investamed electric utilities were required to makenfils by July 1, 2010 that propose rate de
and ratemaking methods to remove regulatory disitives or barriers to achieve energy efficiencyirsgs. PNM included its proposals in
2010 Electric Rate Case described below. After satdmaking measures become effective, the raterdddenergy saving will be reducec
$0.005 per KWh. Certain intervenors have filed cediof appeal of the NMPRC order to the New MeSapreme Court. PNM cannot pre:
the outcome of these appeals.

On May 5, 2010, PNM filed proposed tariffs undeg timended rule to recover a rate adder relate®16 2fficiency programs. PN
proposed to recover $6.2 million over a twelwenth period following NMPRC approval. The NMPRCspgended these tariffs throt
December 1, 2010, and has established a proceshiratiule for the case. The staff of the NMPRC fie=timony recommending the recov
of not more than $4.2 million. A public hearing wasld on September 14, 2010 and a decision is égbét late November 2010. PNM can
predict the outcome of this proceeding.

PNM Electric Energy Efficiency and Load Management Programs

The NMPRC requires public utilities to obtain apmbto implement energy efficiency and load manageinprograms. Costs
implement approved programs are recovered througttearider. On September 15, 2008, PNM filed apishich included new prograr
modifications to existing programs and a requesetmver program costs. After proceedings befoeeNMPRC, a final order approving -
programs was issued on May 19, 2009. In August 2808V began recovering the costs of the progransuth a rate rider amounting
1.881% of customers’ hills, before taxes and frisefees, based on program costs of $14.1 millitve. new programs are being implemented.
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On July 7, 2009, the NMPRC ordered an investigeiito whether it is prudent for PNM to continwextain load management progr:
initiated in 2008 with  NMPRC approval, consideririts recent addition of supplside resources. PNM offers these progi
through contracts with thirgarty vendors that contain substantial fees folyg¢armination. On March 10, 2010, the NMPRC issaedorde
concluding that it would not be prudent to termintite programs, and remanded the case to a hesdamginer to consider whether freezing
programs at current levels would be possible ahdp, prudent. A hearing was held June 22, 201@henissues identified in the order
remand. On August 12, 2010, the NMPRC issued & fimder approving the continuation of the load ngeraent programs withc
modification.

2010 Energy Efficiency Application

On September 15, 2010, PNM filed an energy efficy program application for programs to be offdsedinning June 1, 2011. PNN
requesting to discontinue one program, add two pewgrams, revise estimated budgets and participdéweels for programs that will
continued, revise the program cost recovery taidrs, reconcile program costs with revenues tiinathhe effective date of the revised rid
and recover disincentive/incentive adders for 28hérgy efficiency and demand response programprasded by the NMPRC rules. T
total amount that PNM has proposed to recover tinahe tariff riders is $32.9 million, which inclesl $6.2 million for the 2010 progra
adder discussed above. A procedural order hasibseed that includes a public hearing on Februgrn2R11. PNM is unable to predict
outcome of this proceeding.

Rates for Former TNMP Customersin New Mexico

PNM serves the former New Mexico customers of TNMTNMP-NM” or “PNM South”) under rates approved by the NMPRC it
order approving PNMR'’s acquisition of TNMP. Undkat order, rates charged to TNNNM customers were set through December 31, :
In January 2009, the NMPRC directed PNM to estinthge revenue requirement increase that would blectefl in a TNMPNM rate
application for rates effective January 2011. PN8¢ineated that the rate increase could be betweéé &td 56% depending on fuel costs
April 2009, the NMPRC directed PNM, the NMPRC stafiid other parties to attempt to reach consenswggs to mitigate the impact of t
potential rate increase and appointed a media®rer@l mediations were held but no agreement washesl. In March 2010, the NMPI
issued its Order Initiating Investigation and Reiqng Informational Filings to which PNM and otheargies filed timely responses. On May
2010, the NMPRC issued an order setting a procédahedule for the submission of testimony andarihg. The order further directed PI
and the NMPRC staff to file testimony addressingaie matters related to cost allocation, which Wilesl on June 17, 2010. On July 14, 2(
the NMPRC vacated the hearing date without settingew date. The TNMRIM customers have been included in the rate filiiigcusse
under 2010 Electric Rate Case below. PNM canndatigtréhe outcome of this matter.

Third-Party Arrangements for Renewable Distributed Generation

On June 16, 2009, the NMPRC initiated a proceedimd) requested legal briefs on the topic of whethied-party arrangements for t
sale of renewable energy from custorated distributed generation facilities were pesitile under New Mexico law. On December 31, 2
the NMPRC issued an order that in part declared ahthird party that owns renewable generation mgent that is installed on a util
customer’s premises pursuant to a long-term conteétb the customer to supply a portion of thattouser’s electricity use, payments
which are based on a kilowdtour charge, is not a public utility subject toukdion by the NMPRC. PNM and two other partiesesed th
order to the New Mexico Supreme Court.

In early 2010, legislation was enacted that neltifithe NMPRC order and, effective January 1, 2@Xtludes nondtility powel
generators from the definition of public utilitiesxder state law, subject to certain limitationst@size and provided that such gener:
produce renewable energy, the generators are tboat¢he site of the power consumer, and do nbtaitietail wheeling of power. A separ
provision of the legislation
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directs the NMPRC to authorize public utilitiesastablish rates that assure the utilitieovery of an appropriate portion of their fixeabt
from owners of interconnected generators. Aftercenmant of this legislation, appeals of the NMPR@easrwere dismissed. On March 9, 2(
the NMPRC issued an order setting workshops foptirpose of obtaining comments and views on impteat®n of the ratenaking aspect «
the statute. The workshops are ongoing.

Application to Hedge Fuel and Purchased Power Costs

In August 2009, PNM filed an application for appabwf a plan to manage fuel and purchased powets dms entering into certe
forward market transactions relating to the promeet of fuel and purchased power and the sale aféssxelectrical energy in the whole:
market. PNM$ application sought NMPRC authorization to condhese activities, which involve hedging practicasg to pass through |
costs and benefits of the transactions to jurigshel customers using PNMI'FPPAC. The NMPRC staff filed testimony recommag
approval of PNM$ application with minor modifications. PNM file@buttal testimony agreeing with the proposed modifons. A hearin
was held on February 23, 2010. The NMPRC approlvegtogram on April 20, 2010 and PNM has begurhddging program.

2010 Electric Rate Case

PNM filed its 2010 Electric Rate Case applicatiothvthe NMPRC on June 1, 2010 for rate increaseslfd®NM retail customers
be effective April 1, 2011. The application propdseparate rate increases for those customersdsbyw®NM (“PNM North”) prior to its
acquisition of TNMP and for the customers formestyved by TNMP (“PNM South”)The proposed total increase of $165.2 million repng
a 22% increase for PNM North and a 20% increasd”fd South. The filed revenue requirements are dasea future test period end
December 31, 2011. If the NMPRC grants the engiefrrequested, PNM proposes to implement theegme in two steps. Phase 1 wi
become effective April 1, 2011 (PNM North: $111.4lion, 16%; PNM South: $8.7 million, 14%), and Rea2 would become effecti
January 1, 2012 (PNM North: $41.7 million, 6%; PNBduth: $3.6 million, 6%). PNM also proposed to iempent a FPPAC for PNM Sou
This is the first rate case filing in New Mexicaoposing a future test year consistent with therrdig@nacted SB 477. The NMPRC suspel
the rates until April 1, 2011. NMPRC staff, the Aghd the AlbuquerquBernalillo County Water Utility Authority each fitemotions to eithe
dismiss the case or extend the suspension perittdr RNM had responded to the other partiesitions, the NMPRC issued an ordel
July 27, 2010. The NMPRC granted the other partiesfions in part. The NMPRC determined that PNIvéite filing was incomplete, orde
PNM to supplement its rate application, directeat thhe suspension period not begin to run until P&lkte application was made compl
and extended the suspension period by one montM B&lieved that the order was erroneous both imstsessment of the completenes
PNM's filing and in its application of the governingg# standards. On August 5, 2010, PNM supplemeittedate case application
conformance with the NMPRE&order and also on August 5, 2010 petitioned tee Nlexico Supreme Court requesting the Court t@teath
NMPRC's July 27, 2010 order and for other equitableefeliThe Supreme Court denied PNdvpetition on September 13, 2010. A pu
hearing at the NMPRC on the 2010 Electric Rate Gaseheduled to begin January 31, 2011. PNM idblent predict the outcome of t
proceeding.

Transmission Rate Case

In October 2010, PNM filed a notice with FERC tan@ase its wholesale electric transmission revebye&l 1.1 million annually.
approved, the rate increase would apply to allMPs wholesale electric transmission service customvdrich include other utilities, elect
co-operatives, and entities that use PRNansmission system to transmit power at the edadé level. The proposed rate increase woul
impact PNM’s retail customers. PNM is unable todicethe outcome of this proceeding.
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TNMP
TNMP Competitive Transition Charge True-Up Proceeding

A true-up proceeding to quantify and reconcile the amafistranded costs that TNMP may recover from aagmission and distributi
customers was held at the PUCT. A 2004 PUCT detisstablished $87.3 million as TNMPstranded costs. TNMP and other parties app
the ruling and the appeals are currently pendirfgrbethe Texas Supreme Court. TNMP is unable tdiptéf the Texas Supreme Court v
review the decision or the ultimate outcome of thister.

Interest Rate Compliance Tariff

Following a revision of the interest rate on TNMRarrying charge, TNMP filed a compliance tariffinplement the new 8.31% r¢
TNMP’s filing proposed to put the new rates into effectFebruary 1, 2008. Intervenors asserted objeztiorthe compliance filing. PUC
staff urged that the PUCT make the new rate effectis of December 27, 2007 when the PUCdrder establishing the correct rate bec
final. After regulatory proceedings, the PUCT igb@m order making the new rate retroactive to 20ly2006. TNMP filed an appeal of t
order in the District Court in Austin, Texas. A hieg was held on June 17, 2010. On June 28, 20&0District Court decided to reverse
PUCT decision and remand the matter back to theTPfd€a determination that is not retroactive. 1¢CT and other parties have appe
the decision to the Texas@Court of Appeals. While there is inherent uncetiain this type of proceeding, TNMP believes it lwiltimately
be successful in overturning any ruling that tHeatve date should be prior to December 27, 2007.

Transmission Rate Filing

On March 2, 2010, TNMP filed an application to ufgdds transmission rates to reflect changes inniggsted capital. The reques
increase in total rate base is $33.8 million, wvdtlotal revenue requirement increase of $5.5 millibhe requested updated rates reflec
addition and retirement of transmission faciliti@s;luding appropriate depreciation, federal incot@e and other associated taxes, ant
approved rate of return on such facilities. The FUWEaff filed a recommendation to approve TNMRpplication on April 6, 2010. The A
filed a proposed order approving TNMP’s applicationApril 13, 2010. The PUCT approved the interijuatment on May 14, 2010.

Energy Efficiency

On October 28, 2009, TNMP filed an application &mproval of its 2010 energy efficiency programs eegliested recovery through
energy efficiency cost recovery factor. TNMP estidathe costs of its 2010 energy efficiency programbe $2.6 million and requestec
collect this amount based on a per customer chargel1l months. The PUCT staff and intervenorandittake issue with TNMB'applicatior
TNMP implemented the factor effective February Q1@ On April 30, 2010, TNMP made a similar filisgeking recovery of $2.7 million
costs to be incurred in its 2011 programs. The 201kgy cost recovery rider was approved by the PoiCJuly 8, 2010.

Advanced Meter System Deployment and Surcharge Request

On May 26, 2010, TNMP filed a request with PUCTafzprove TNMPS proposed advanced meter deployment. The filiag edqueste
a surcharge to collect $158 million in costs ovRiygars, including recovery of capital expendituresirred through 2015 of $70.6 million.
June 1, 2010, the PUCT referred the matter to thee Dffice of Administrative Hearings. This matiercurrently set for hearing in Febru
2011.
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2010 Rate Case

On August 26, 2010, TNMP filed with the PUCT for$a0.1 million increase in revenues, requesting tieav rates go into effect
October 1, 2010. In its request, TNMP also askegé&mission to update its catastrophe reserve fioadwould be utilized to pay for a util
systems costs in recovering from natural disasters ans aicterrorism. Additionally, TNMP requested aeraider to recover costs to stc
harden its system. On August 30, 2010, the PUCarmed the matter to the State Office of Administ@Hearings. The ALJ entered an ol
on September 7, 2010, setting a procedural schelatewill permit the PUCT to determine the cas¢himi 185 days from filing. That orc
scheduled trial for December 2010.

(11) Optim Energy

Optim Energy was created by PNMR and ECJV, a wholiyed subsidiary of Cascade, to serve expandifg tdarkets, principally tl
areas of Texas covered by ERCOT. PNMR and ECJV kack a 50 percent ownership interest in Optim @nea limited liability compan:
See Note 22 of the Notes to Consolidated Finai@tetements in the 2009 Annual Reports on Form 10-K.

On June 1, 2007, Optim Energy entered into a bardn€ing arrangement with a term of five years,aihincludes a revolving line
credit. This facility also provides for bank letenf credit to be issued as credit support foratertontractual arrangements entered int
Optim Energy. Cascade and ECJV have guaranteedngrtiergy’s obligations on this facility and, to sex Optim Energys obligation t
reimburse Cascade and ECJV for any payments matkr the guaranty, have a first lien on all asse@ptim Energy and its subsidiaries.

In January 2010, Optim Energy entered into floatimdixed interest rate swaps with an aggregate notiameunt of $650.0 million. Tt
effect of these swaps is to convert $650.0 milladrborrowings under Optim Energy’s credit facilippm an interest rate based on the one-
month LIBOR rate to a fixed rate of 1.33% througimuary 7, 2011, exclusive of loan guaranty feees€hswaps are accounted for as cash
flow hedges. At September 30, 2010, these swaps: Ipae-tax fair value loss of $0.6 million, whichincluded in current liabilities below.

In April 2010, PNMR and ECJV each made an equitytioution to Optim Energy of $15.0 million in casPNMR and ECJV als
agreed to make additional cash contributions du2@0 that would aggregate approximately $5.0 arilirom each owner of which each
contributed $3.9 million as of October 25, 2010ti@pEnergy used the equity contributions to redacgounts outstanding under its b
financing arrangement and will also use the additi@ontributions to reduce debt. PNMR has no otlenmitments or guarantees with res
to Optim Energy.

In June 2009, Optim Energy and NRG Cedar Bayou ¢etegh a jointly developed 550 MW combinegele natural gas unit at 1
existing NRG Cedar Bayou Generating Station neandttm. Optim Energg share of this unit is 275 MW and its share of ¢bastructio
costs was $209.6 million. Optim Energy financedpitstion of the Cedar Bayou construction with berirggs under its existing credit facil
and operating cash flows.
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Summarized financial information for Optim Energyais follows:

Results of Operations

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(In thousands
Operating revenue $ 111,061 4 100,85z §303,526 §237,978
Cost of sale! 72,111 55,005 210,643 143,057
Gross margir 38,950 45,847 92,883 94,921
Non-fuel operations and maintenance expel 8,264 7,588 25,234 24,119
Administrative and general expen: 6,750 5,811 17,306 21,117
Depreciation and amortization expel 12,394 10,027 37,303 25,775
Taxes other than income t (965) 2,470 5,630 9,043
Operating incom: 12,507 19,951 7,410 14,867
Interest charge (4,703) (4,100 (14,036 (9,574
Other income (deduction 9 (20) 76 (89)
Earnings (loss) before income ta 7,813 15,831 (6,550 5,204
Income taxe® 199 255 267 368
Net earnings (loss $ 7,614 y 15,576 (6,817 y 4,836
50 percent of net earnings (lo: $ 3,807 g 7,788 4 (3,408 y 2,418
Amortization of basis difference in Optim Enet (1,312) (886 (2,306 (1,474
PNMR equity in net earnings (loss) of Optim Ene $ 2,495 g 6,902 y (5,714 g 944

(@ Represents the Texas Margin Tax, which is cons@tlan income tax under GAAP.

Financial Position

September 30 December 31,

2010 2009
(In thousands
Current assel $ 117,432 ¢ 128,619
Net property plant and equipme 930,227 951,757
Other lon¢-term asset 125,693 137,384
Total asset 1,173,352 1,217,760
Current liabilities 44,987 66,190
Long-term debt 723,000 755,000
Other lon¢-term liabilities 6,371 5,710
Total liabilities 774,358 826,900
Owner¢ equity § 398,994 $ 390,860
50 percent of owne’ equity ¢ 199,497 ¢ 195,430
Unamortized PNMR basis difference in Optim Ene 196 236
PNMR equity investment in Optim Ener § 199,693 4 195,666
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Optim Energy has a hedging program the level othiviaries at any given time depending on currenketaonditions and other factc
Economic hedges that do not qualify, or are noigheged, as cash flow hedges or normal purchases/aad that are derivative instruments
required to be marked to market. In the three nostided September 30, 2010, Optim Energy recordessaf $0.9 million on the mark-to-
market of economic hedges, compared to a loss .4f ®illion in 2009. In the nine months ended Sefiten80, 2010, Optim Energy recort
income of $2.2 million on the mark-to-market of romic hedges, compared to a loss of $7.1 millioR0@9.

Optim Energy individually valued each asset antility received in the Altura (Twin Oaks) and AlauCogen transactions and initi
recorded them on its balance sheet at the detednfaie value. For both transactions, this accountiasults in a significant amount
amortization since the acquired contratesims differed significantly from fair value at thate of acquisition and emission allowances, \
acquired from government programs without futurst¢o Optim Energy, had significant market valu¢hat date of acquisition. Optim Ene
recorded amortization of contracts acquired of $tilion and $3.6 million for the three months eddgeptember 30, 2010 and 2009, w
increased operating revenues, and $6.5 million $&d million for the nine months ended SeptemberZI0 and 2009, which reduc
operating revenues. Optim Energy also recorded tmation expense on emission allowances of $1.4dianiland $3.9 million for the thr
months and nine months ended September 30, 2010$ard million and $3.5 million for the three montlasd nine months end
September 30, 2009, which is recorded in costleksa

The contribution of Altura created a basis differerbetween PNMR' recorded investment in Optim Energy and 50 pérce®ptirr
Energy's equity. A significant portion of the basis difece relates to contract amortization and will oar@ through 2010. Other ba
differences, including a difference related to esiois allowances, will continue to exist through tifie of the Altura plant. For the three mor
and nine months ended September 30, 2010 and 2@0Basis difference adjustment detailed abovéa®farimarily to contract amortization.

LCC is Altura Cogers counterparty in several agreements includingrdraot for power and steam sales. In addition, L€43es Altur
Cogen the land for its operating facility and pd®s other services, including water, to that facilOn January 6, 2009, LCC filed
bankruptcy protection under Chapter 11 of the WB&nkruptcy Code. The prgetition net amount due from LCC was fully resenado
December 31, 2008. LCC has filed documents withbwekruptcy court indicating its desire to assuheedxisting contracts. LCC and Op
Energy are currently in negotiations to settle taunding matters. Optim Energy believes that LCQ wohtinue to perform under the exist
contracts. In the three months ended June 30, Zoyfin Energy reversed the $1.0 million previousgerved.

(12) Related Party Transactions

PNMR, PNM, TNMP, and Optim Energy are considerddted parties as defined under GAAP. PNMR Servicempany provide
corporate services to PNMR, its subsidiaries, amdin® Energy in accordance with shared serviceseageats. There is also a serv
agreement for Optim Energy to provide services MMIR. Additional information concerning the Compasyelated party transactions
contained in Note 20 of the Notes to Consolidatficial Statements in the 2009 Annual Reports amFLOK. See Note 7 for informatic
on intercompany borrowing arrangements and Not®dihformation concerning Optim Energy.
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The table below summarizes the nature and amouelaibd party transactions of PNMR, PNM and TNMP:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009

(In thousands
Transmission and distribution related servicesrg#:

TNMP to PNMR $ 11,495 $ 12,311 $30,717 $ 31,792
Services billings
PNMR to PNM® 26,373 22,896 69,948 56,769
PNMR to TNMP 6,798 6,012 19,090 16,314
PNM to TNMP 100 271 379 537
TNMP to PNMR 53 159 266 503
PNMR to Optim Energ 1,393 2,177 4,304 5,270
Optim Energy to PNMF 107 57 157 273
Income tax sharing paymen
PNM to PNMR - 44,994 - 90,733
TNMP to PNMR - 751 - 3,779
PNMR to PNM - - 35,190 -

Interest payment:
TNMP to PNMR 57 153 242 754

(1 PNM shared services include billings to PNM Gage@&fo and $0.9 million for the three months and nitenths ended September
2009.

(213) New Accounting Pronouncement:
Information concerning recently issued accountimgnpuncements that have not been adopted by theo&@omand could have a mate
impact, is presented below.

Accounting Standard Update 2010-06 —Fair Value Measurements and Disclosures: ImprovingDisclosures about Fair Valui
Measurements

The FASB released amended guidance related toodis@s of fair value measurements. The update remjentities to enhance inte
and annual disclosures about fair value measurangpecifically:

-Further disaggregate the level presented for detitequity securities

-Disclose the amount and reason for significamtdfers between fair value categories Level 1 aneL2

-Disclose information about the purchases, sadssiginces, and settlements for items in Level Beofdir value measurements on a
gross basis rather than net

The enhanced disclosure for the first two items @féective for the interim period ended March 3@1@ and is included in Note 4 to
extent applicable. The third item regarding Levéhf®@rmation is effective for the interim periodding March 31, 2011 and will be includec

that time.
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Accounting Standard Update 2010-20 — Receivablesidglosures about the Credit Quality of Financing Reeivables and the Allowance
for Credit Losses

In July 2010, the FASB released guidance requigniganced disclosures providing a greater leveisg#fggiregated information about
credit quality of an entity financing receivables and the allowance for trkxdises, as well as credit quality indicators,tghse accoun
information, and modifications of financing receiles. The enhanced disclosures required for theoérad reporting period are effective
December 31, 2010 and the disclosures about acthét occurs during a reporting period are effectieginning January 1, 2011. Due to
nature of the Company’s receivables, the updatehaile minimal impact on the Company’s financialtsments.

(14) Discontinued Operations

As discussed in Note 2, PNM sold its gas operatiaméch comprised the PNM Gas segment, in Janu@®@2Under GAAP, the ass
and liabilities of PNM Gas were considered to bklier-sale and presented as discontinued operationsPThé& Gas results of operatic
were excluded from continuing operations and preeskas discontinued operations on the statemergarafngs. In accordance with GAAP,
depreciation was recorded on assets held for $alere is nothing reported as discontinued operation2010. Summarized 2009 finan
information for PNM Gas, which has been retroadyiasljusted as discussed in Note 1, is as follows:

Results of Operations

Three Months Ended  Nine Months Ended
September 30, 200! September 30, 200!
(In thousands

Operating revenue $ - $ 65,695
Cost of energ - 44,698
Gross margil - 20,997
Operating expenst 356 10,365
Depreciation and amortizatic - -
Operating income (los (356) 10,632
Other income (deduction - 292
Interest charge - (962)
Gain on dispos: (1,791) 99,299
Segment earnings (loss) before income ti (2,147) 109,261
Income taxes (benefi (785) 37,381
Segment earnings (los $ (1,362) $ 71,880
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(15) Variable Interest Entities

Information concerning the Compagyassessment of potential variable interest esigieontained in Note 9 of Notes to the Consadic
Financial Statements in the 2009 Annual ReportBam 10-K.

On January 1, 2010, the Company adopted an amemndmeBAAP that changes how an enterprise evaluates accounts for i
involvement with variable interest entities. Thim@ndment modifies the determination of the primzeyeficiary of a variable interest entity
focusing primarily on whether the enterprise haspbwer to direct the activities that most sigrifily impact the economic performance
variable interest entity. The amendment also reguiontinual reassessment of the primary beneficia variable interest entity and incre:
disclosure requirements. The adoption of this amesrd did not change how the Company accounts $axisting arrangements with varie
interest entities and the disclosures presentamhbedflect the requirements of the amendment.

On April 18, 2007, PNM entered into a PPA to pusshall of the electric capacity and energy fromeviala, a natural gaf#ed powe
plant near Belen, New Mexico. Valencia became djmeral on May 30, 2008. A thirgarty built, owns, and operates the facility wHiRM is
the sole purchaser of the electricity generatee. tkal construction cost for the facility was $illion. The term of the PPA is for 20 ye
beginning June 1, 2008, with the full output of tHant estimated to be 145 MW. During the termhaf PPA, PNM has the option to purct
and own up to 50% of the plant or the variablerggeentity. PNM estimates that the plant will gally operate during peak periods of ent
demand in summer. PNM is obligated to pay fixed O&NU capacity charges in addition to variable O&Muges under this PPA. For
three months and nine months ended September 30, POIM paid $4.6 million and $13.5 million for &’ charges and $0.8 million and 4
million for variable charges. For the three mondingl nine months ended September 30, 2009, PNM$zhaid million and $12.1 million f
fixed charges and $0.4 million and $0.5 million f@riable charges. PNM does not have any othenéiahobligations related to Valencia. -
assets of Valencia can only be used to satisfygatitins of Valencia and creditors of Valencia dohmeo/e any recourse against PNM's assets.

PNM has evaluated the accounting treatment ofaltBngement and concluded that the third partyyetitat owns Valencia is a varia
interest entity and that PNM is the primary benafi¢ of the entity under GAAP since PNM has the powo direct the activities that m
significantly impact the economic performance oflefmia and will absorb the majority of the varidilin the cash flows of the plant. T
significant factors considered in reaching thatatasion are that PNM sources fuel for the planttoas when the facility operates througt
dispatch, and receives the entire output of thatplahich factors directly and significantly impabie economic performance of Valencia.
the primary beneficiary, PNM has consolidated thetein its financial statements beginning on tteenmercial operations date. Accordin
the assets, liabilities, operating expenses, astl aws of Valencia are included in the consokdafinancial statements of PNM althol
PNM has no legal ownership interest or voting cantf the variable interest entity. The assets katullities of Valencia set forth below ¢
immaterial to PNM and, therefore, not shown sep#yyain the Condensed Consolidated Balance Shele¢sowners equity and net income
Valencia are considered attributable to momtrolling interest. PNM did not consolidate Vatenprior to May 30, 2008 since PNM had
financial risk.
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Summarized financial information for Valencia isfaows:

Results of Operations

Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 2010 2009
(In thousands
Operating revenue $ 5,275 $ 4034 $ 14502 $ 12,586
Operating expenst (1,366) (1,498) (4,197) (4,696)
Earnings attributable to n-controlling interes $ 3,909 $ 2536 $ 10305 $ 7,890

Financial Position

September 30, December 31,
2010 2009
(In thousands

Current assel $ 5,340 $ 3,981
Net property, plant and equipme 84,302 86,349
Total asset 89,642 90,330
Current liabilities 1,127 971
Owner’ equity— nor-controlling interes $ 88,515 $ 89,359

Changes in Owner’s Equity — Non-controlling Interes

Nine Months Ended
September 30, 201
(In thousands

Balance at beginning of peri $ 89,359
Earnings attributable to n-controlling interes 10,305
Net equity transactions with Valen’s ownet (11,149)

Balance at end of peric $ 88,515

PNM leases interests in Units 1 and 2 of PVNGS uadangements, which were entered into in 198518&8, that are accounted fo
operating leases. There are currently eight sepdegise agreements with eight different trusts whosneficial owners are five differ
institutional investors. PNM is not the legal ox tavner of the leased assets. The beneficial owafeitse trusts possess all of the voting col
and pecuniary interests in the trusts. PNM hasmiomw to purchase the leased assets at appraiseel aathe end of the leases, but doe:
have a fixed price purchase option and does naigeaesidual value guarantees. PNM has optiomsriew the leases at fixed rates set for
the leases for two years beyond the terminatichebriginal lease terms. The option periods otageleases may be further extended for
an additional six years if the appraised remainisgful lives and fair value of the leased assetsgagater than parameters set forth ir
leases. Under GAAP, these renewal options are deredd to be variable interests in the trusts asdltrén the trusts being considered varii
interest entities. PNM is only obligated to makgmants to the trusts for the scheduled sanmriual lease payments, which, net of amount:
will be returned to PNM through its ownership iated lessor notes, aggregate $118.5 million overréemaining terms of the leases. Ui
certain circumstances (for example, final shutdafrihe plant, the NRC issuing specified violatiorders with respect to PVNGS, or
occurrence of specified nuclear events), PNM wdddequired to make specified payments to the beakbwners and take title to the lea
interests. If such an event had occurred as ofegdmtr 30, 2010, PNM could have been required to
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pay the beneficial owners up to approximately $2#dillion, which would result in PNM taking owneiphof the leased assets and termine
of the leases. PNM has no other financial obligetior commitments to the trusts or the beneficiahers. Creditors of the trusts have
recourse to PNM assets other than with respect to the contrattasé payments. PNM has no additional rights écagsets of the trusts ot
than the use of the leased assets. PNM has ne agdébilities recorded on its consolidated baksheets related to the trusts other tha
accrual of lease payments between the scheduledepaydates. For additional information regardingsthleases, see Risk Factors, MD&A
Off Balance Sheet Arrangements, and Note 7 of thiedto Consolidated Financial Statements in theudhReports on Form 10-K.

PNM has evaluated the PVNGS lease arrangementsa@mzluded that it does not have the power to ditketactivities that ma
significantly impact the economic performance of thusts and, therefore, is not the primary beregficof the trusts under GAAP. T
significant factors considered in reaching thisaosion are: the periods covered by fixed priceeveal options are significantly shorter tl
the anticipated remaining useful lives of the asgearticularly since it appears reasonably likbBt the operating licenses for the plants wi
extended for twenty years through 2045 for Uniin@l 2046 for Unit 2; PNMs only financial obligation to the trusts is to reake fixed leas
payments and the payments do not vary based aoutpet of the plants or their performance; during lease term, the economic performi
of the trusts is substantially fixed due to theefidease payments; PNM is only one of several gpatnts in PVNGS and is not the opera
agent for the plants, so does not significantlyuerice the day to day operations of the plantgshésmore, the operations of the pla
including plans for their decommissioning, are hygtegulated by the NRC, leaving little room foretiparticipants to operate the plants
manner that impacts the economic performance ofrtists; the economic performance of the trusthatend of the lease terms is deper
upon the fair value and remaining lives of the daat that time, which are determined by factorshsas power prices, outlook for nucl
power, and the impacts of potential carbon legmhabr regulation, all which are outside of PN§VEontrol; and while PNM has some potel
benefit from its renewal options, the vast majoiifythe value at the end of the leases will acdarughe beneficial owners of the tru:
particularly given increases in the value of erigtinuclear generating facilities, which have no GHe&sulting from anticipated cark
legislation or regulation.

As discussed in Note 9 of the Notes to Consolid&iedncial Statements in the Annual Reports on Fbo, PNM has a PPA coveril
the entire output of Delta, which is a variableehetst under GAAP. This arrangement was enteredpito to December 31, 2003 and PNM
been unsuccessful in obtaining the information ssary to determine if it is the primary beneficiafythe entity that owns Delta, or
consolidate that entity if it were determined tR&M is the primary beneficiary. Accordingly, PNMugable to make those determinations
as provided in GAAP, continues to account for Bi%A as an operating lease. PNM makes fixed andhlarpayments to Delta under the F
PNM also controls the dispatch of the generatirapiplwhich impacts the variable payments made utidePPA and impacts the econo
performance of the entity that owns Delta. Durihg three months and nine months ended Septemb2030, PNM incurred fixed payme
of $1.5 million and $4.5 million and variable paymie of $0.2 million and $0.4 million under the PPBuring the three months and n
months ended September 30, 2009, PNM incurred fpaanents of $1.4 million and $4.5 million and adbfe payments of $0.2 million a
$0.3 million under the PPA. PN'only quantifiable obligation under the PPA istiake the fixed payments, which as of Septembe2G00
aggregated $58.6 million through the end of the RPRA020. PNM will also pay variable costs, whid@noot be quantified since the amo
are based on how much the generating plant isénadien. PNM has no other obligations or commitreevith respect to Delta.
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PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

(16) Goodwill and Other Intangible Assets

The excess purchase price over the fair value efasets acquired and the liabilities assumed bylRPNor its June 6, 20(
acquisition of TNP was recorded as goodwill and pashed down to the businesses acquired. In 2887TRNIMP assets that were include
its New Mexico operations, including goodwill, weransferred to PNM. Additionally, other intangildssets, the trade name “First Choice”
and the First Choice customer list, were acquiredhie TNP acquisition. The trade name is considéoetlave an indefinite useful li
therefore, no amortization is recorded. The uddibf the customer list was estimated to be apipnately eight years.

The Company evaluates its goodwill and ramertizing intangible assets for impairment annuatithe reporting unit level or mc
frequently if circumstances indicate that the goitidar intangible assets may be impaired. Applioatiof the impairment test requi
judgment, including the identification of reportingits, assignment of assets and liabilities t@riépg units, and determination of the fair ve
of each reporting unit. The fair value of each répg unit is estimated using a discounted castv finethodology. This analysis requi
significant judgments, including estimation of fredwcash flows, which is dependent on internal faséx; estimation of lontgrm growth rate
for the business, and determination of appropneggghted average cost of capital for each reporting. Changes in these estimates
assumptions could materially affect the determoratf fair value and the conclusion of impairmemtéach reporting unit.

For nonamortizing intangibles other than goodwill, the Gmmy compares the fair value of the intangible tatssis recorded valu
For goodwill, the first step of the impairment tesuires that the Company compare the fair vafieaoh reporting unit with its carrying val
including goodwill. If as a result of this analysihe Company concludes there is an indicationngfairment in a reporting unit havi
goodwill, the Company is required to perform thew®l step of the impairment analysis, determinirgamount of goodwill impairment to
recorded. The amount is calculated by comparingrtimied fair value of the goodwill to its carryirgnount. This exercise would require
Company to allocate the fair value determined @p sine to the individual assets and liabilitieshaf reporting unit. Any remaining fair va
would be the implied fair value of goodwill on tkesting date. To the extent the recorded amougbotiwill of a reporting unit exceeds
implied fair value determined in step two, an impaént loss would be reflected in results of opereti

The annual evaluations performed as of April 1,®@@hd 2009 did not indicate impairments of any NMR’s reporting units «
other intangible assets. Since the annual evalyatiere have been no indications that the faineslof the reporting units with recor
goodwill have decreased below the carrying values.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following Managemenrg’ Discussion and Analysis of Financial Conditiord d&esults of Operations for PNMR is presented
combined basis, including certain information apgile to PNM and TNMP. The MD&A for PNM and TNMP psesented as permitted
Form 10-Q General Instruction H (2). The term “Camy’ is used when discussing matters of common appligabd PNMR, PNM, an
TNMP. A reference to a “Noteih this Item 2 refers to the accompanying Note€tmdensed Consolidated Financial Statements (Uteal
included in Item 1, unless otherwise specified.t&grof the tables below may not appear visuallyuaate due to rounding.

MD&A FOR PNMR
BUSINESS AND STRATEGY
Overview

PNMR provides electricity and energy efficiency guots and services in both regulated and unreglulasrkets to help customers n
and manage their energy needs. PNM sold its gastipes on January 30, 2009 and is now focusedsoregulated electric business g¢
forward.

PNM

Critical to PNMR’s success for the foreseeable rtis the financial health of PNM, PNMR’largest subsidiary, which is hig
dependent on continued favorable regulatory treatm®NM filed its 2008 Electric Rate Case requestile NMPRC to approve an increas
electric service rates of $123.3 million. PNM alsmposed a more traditional FPPAC. In June 2008, NMPRC approved a stipulati
resolving all issues in the rate case. The appratipdlation allowed for an increase in annual hael-revenues of $77.1 million, 65% of wh
was implemented for bills rendered beginning Jyl2d09 and the remainder of which was implementpdl A, 2010. As an offset to the non-
fuel revenue increase, PNM implemented a creditisiomers totaling $26.3 million, representingahgunt of revenues from past sales o
»allowances, over 21 months beginning July 1, 200 stipulation also provided for a more traditioRRPAC that went into effect with t
new rates.

PNM anticipates a trend toward increasing costgro¥iding electric service and a period of planp&xsion, primarily from renewat
energy sources under the renewable energy portfetiairements established pursuant to New Megid®&newable Energy Act and rele
regulations of the NMPRC. PNM also anticipates éases in costs related to rightswdy, pension and benefits, and depreciation. PNN
seek to recover these increased costs of provisngice to regulated customers through future fitigys, which may occur more frequer
than in the past. The impact that rate increasgshage on customers’ usage and their ability toipaynknown.

Senate Bill 477 (“SB 477"vas passed by the New Mexico legislature and beceHfaetive in June 2009. SB 477 is designed to jote
more timely recovery of reasonable costs of prowgditility service in two ways. First, SB 477 requs the NMPRC, when setting rates, to
the test period that best reflects the conditidres utility will experience when new rates are dptited to go into effect. The NMPRC
required to give due consideration that a futust period may be the one that best meets thisnegent. A future test period is defined i
twelve month period beginning no later than theedaproposed rate change is expected to take .effeditionally, the NMPRC has use
historical test period, adjusted for known and roeasle changes occurring within five to six mon#iger the end of the test period, wt
reflects costs that could be up to two years olth@time new rates become effective. It is posdibat NMPRC staff or intervenors could ar
that continued use of a historical test periodysigid for known and measurable changes, best teetequirement. Second, SB 477 reqt
the NMPRC to include construction work in progrésgate base, without an offset for allowance fonds used during construction,
environmental improvement projects and generatimh teansmission projects for which a certificatepablic convenience and necessity
been issued. This provision will allow utilities twmllect costs as projects are being built rathantwaiting until they are finished to inclt
them in rate base, so long as the projects wilhtservice no later than two years after the fildaie of the rate case.

PNM filed its 2010 Electric Rate Case applicatioithvihe NMPRC on June 1, 2010 for rate increasesifd®NM retail customers to
effective April 1, 2011. The application proposezbarate rate increases for those customers semwd®NM (“PNM North”) prior to its
acquisition of TNMP and for the customers formestyved
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by TNMP (“PNM South”).The proposed total increase of $165.2 million repnés a 22% increase for PNM North and 20% increaseNM
South. The filed revenue requirements are based frure test period ending December 31, 2011hdf NMPRC grants the entire re
requested, PNM proposes to implement the increased steps. Phase 1 would become effective AprdQill (PNM North: $111.1 millio
16%; PNM South: $8.7 million, 14%), and Phase 2 lddecome effective January 1, 2012 (PNM North:.$4tillion, 6%; PNM South: $3
million, 6%). PNM also proposed to implement a FEP#ar PNM South. This is the first rate case filimgNew Mexico proposing a future t
year consistent with the recently enacted SB 4747 NMPRC suspended the rates until April 1, 201dllowing motions by certa
intervenors, the NMPRC determined PNdWate filing was incomplete, ordered PNM to supmat its rate application, directed that
suspension period not begin to run until PISMate application was made complete, and extetideduspension period by one month. F
believed the order was erroneous and requesteaheMexico Supreme Court to vacate the order, wingdfuest was denied. On Augus
2010, PNM supplemented its rate case applicatiacoifformance with the NMPRE€’order. A public hearing at the NMPRC is schedud
begin January 31, 2011. See Note 10. PNM is unahpeedict the outcome of this proceeding.

The use of a future test year should help PNM tigate the adverse effects of regulatory lag, whéchnherent when using a histori
test year, by focusing on what costs are likelfpeéowhen new rates go into effect rather than wiey tvere in the past. The mitigation of
adverse effects of regulatory lag should resuRNM’s earnings more closely approximating the rateetafrn allowed by the NMPRC. PNN
believes that achieving earnings that approximatallowed rate of return is an important factoattracting equity investors, as well as b
considered by credit rating agencies and finararalysts. PNM currently expects it will accessdtetlit and capital markets in order to fing
at least a portion of the anticipated construcBapenditures discussed in Capital Requirementsruridaidity and Capital Resources bel
To the extent such financing includes the issuarficebt securities that are rated below investrgeade, the debt would carry a higher inte
rate than if the securities were investment gratiese higher interest costs would then be includedquests for rate relief, placing additic
upward pressure on rates charged to customers.

As with any forward looking financial informationtilizing a future test year in a rate filing prasechallenges that are inherent in
forecasting process. PNM is required to forecagh laperating and capital expenditures that neadssitreliance on many assumpt
concerning future conditions. Among others, theseild/ include assumptions about future economic itimms in PNM'’s service territon
levels of employment, load growth and conservatigeather, usage patterns of customers, availaldlity technology regarding renews
energy sources, interest rates and other finaraosts, access to capital markets, inflation, armhitts of regulatory actions. In the rate ma
process, PNM’s assumptions are subject to challeggegulators and intervenors who may assertreiffieinterpretations or assumptions.

In October 2010, PNM filed a notice with FERC t@rease its wholesale electric transmission revebye$11.1 million annually.
approved, the rate increase would apply to allkMPs wholesale electric transmission service customvaigh include other utilities, elect
co-operatives, and entities that use PRNansmission system to transmit power at the edadé level. The proposed rate increase woul
impact PNM’s retail customers. PNM is unable todicethe outcome of this proceeding.

TNMP

TNMP’s financial health is also highly dependent on icaeid favorable regulatory treatment. In August @00NMP filed with thi
PUCT for an $8.7 million increase in revenues, Whi@s subsequently amended to request an additievahue increase of $15.7 million
June 2009, TNMP and the other parties in the rase geached a unanimous settlement resolvingsalessin the rate case and permit
TNMP to increase its rates by $12.7 million annuallhis increase reflects interest and other castociated with debt refinancing in Mg
2009 and the settlement adjusts the interest fdtdM is allowed to collect on its CTC to reflect slgocosts. The rate increase includes rect
of Hurricane lke restoration costs plus carryingtsmver five years. The settlement was approveth&yUCT in August 2009, allowed n
rates effective September 1, 2009, and allows TNMBpdate its transmission rates annually to reftbanges in its invested capital. TN
filed a request to update its rates under thisipirw in March 2010, increasing annual revenue$®hy million, which was approved by
PUCT on May 14, 2010. Updated rates reflect thatmddand retirement of transmission facilitiescliding appropriate depreciation, fed:
income tax and other associated taxes, and theoeggprate of return on such facilities. TNMP hdsdia request with PUCT to appr
TNMP’s proposed advanced meter deployment and to cdilEs® million in costs over 12 years, includingaeery of capital expenditur
incurred through 2015 of
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$70.6 million, for that program. On August 26, 20TO0IMP filed with the PUCT for a $20.1 million irease in revenues, requesting that
rates go into effect on October 5, 2010. The PUE€fErred the matter to the State Office of Admimiste Hearings. The ALJ has se
procedural schedule that will permit the PUCT tdedmine the case within 185 days from filing andliles a scheduled trial in Decerr
2010. See Note 10.

Environmental Sustainability

The Companys focus on the electric businesses also includesoemental sustainability efforts. These effomslude environment
upgrades, improving energy efficiency, expanding tbnewable energy portfolio of generation resajre@d proactively addressing clirr
change. In early 2009, PNM completed environmempglrades to each of the four units at SJIGS. PNdWare of the costs of these upgre
which reduced the levels of particulate matter, NGO, , and mercury emissions, amounted to $161 millksdescribed in Note 10, PNM
subject to the renewable portfolio standard esthbti by New Mexica Renewable Energy Act and related regulationetély the NMPR(
which require utilities to achieve certain levels emergy sales from renewable sources within itseg&tion mix, including wind, sol:
distributed generation, and other sources. PNMtisely engaged in activities to meet the NMPRGdtad. PNM has also established var
programs to promote energy efficiency, subjecthi® approval of the NMPRC. The Company monitordatiites regarding legislation
regulation regarding climate change, including Gld6q participates in organizations and forums conieg climate change. The Compan
supportive of a federal program that includes amemywide system of limitations on GHG that would inctua cap and trade provision ar
system of allowances and offsets designed to nitigete increases to utility customers. The Compsugxploring various methods to mitig
its GHG in anticipation of climate change legigatior regulation, including increasing energy edficy programs and increased relianc
renewable energy resources. See Climate Changeslsswder Other Issues Facing the Company belovadditional discussion of clime
change matters. All of these efforts involve cdbist the Company believes should be recoverabtugtr rates charged to customers tc
extent the costs are attributable to regulatedatjpers. However, recovery of these costs is sulhetite approval of regulators and will ca
upward pressure on rates.

First Choice

As a REP, First Choice operates in the highly cditipe Texas retail market, which experienced exieeprice volatility and transmissi
congestion in 2008. ERCOT controls the transmissiopower in the areas that First Choice suppB#COT historically has operated thro
a series of geographic zones, which has led toesiimn of the transmission system when large votunfepower were being transmit
between zones. Congestion tends to drive pricds thpe spot market. These anomalies negatively atgobthe margins realized from end
customers. These conditions were exacerbated biynihacts of Hurricane Ike and depressed econormmiditions resulting in very high leve
of customer turnover and levels of uncollectibleamts significantly higher than historical expade. ERCOT has made changes in its cc
protocols and is scheduled to change from the zeystbm to a nodal system in December 2010, botthath should reduce congestion
price volatility. During 2009 and 2010, the Texatail market has been more stable and First Crdiies not anticipate the levels of extr:
congestion and price volatility will reoccur in thear future. In addition, both power and natuesd grices decreased significantly, resultir
a substantial increase in margins realized by Etaiice. These factors and increased focus on ggpedmmercial accounts, customer ci
standards, and improved customer service improgedlts of operations at First Choice in 2009 anttinaing into 2010 to a lesser degree.
above factors have also contributed to a significaduction in the level of bad debt expense, wimgproved results of operations. First Chi
expects market conditions to continue to be a keyof for the business and believes lower margirf20il0 indicate a return to more hist
levels.

Economic Conditions

In the last half of 2008 and early 2009, globalremuic conditions deteriorated dramatically, encosspey the U.S. residential hous
market, and global and domestic equity and creditkets, which resulted in reduced usage of eleafstrity the Company customer
Although New Mexico and Texas do not seem to beaittgd as greatly as some other areas of the Ustteds, with unemployment rates
are somewhat lower than the rest of the nationtehé@ories served by the Compasyglectric businesses have been impacted by tlesgiex
and general economic downturn. The Company belithaglectric sales’ growth will be relatively mest for the immediate future.
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The unprecedented disruption in the credit marketiate 2008 and early 2009 had a significant aslvémpact on numerous finan
institutions, including several of the financiakiitutions that have dealings with the Company. Elesv, at this time, the Compasyexisting
liquidity instruments have not been materially irofga by the credit environment and management doegxpect that it will be materia
impacted in the near future. The Compansevolving credit facilities expire in 2011 and120and will need to be renegotiated or replact
order to provide sufficient liquidity to finance eqations and construction expenditures. The avilithabf such credit facilities and their ter
and conditions will depend on the credit markethat time, as well as the Company’s credit ratiaigg operating results.

Optim Energy

PNMR'’s 50 percent ownership of Optim Energy allatvi participate in the operation of Optim Energyssets and business anc
formulation of Optim Energy’s business strategyti@@Energy owns electric generating assets in dribeonations growing power markets.
2009 and 2010, Optim Energy has been affected htimeong adverse market conditions, primarily loatural gas and power prices, and
changed its neaerm focus. Optim Energy is currently focused afizing cash flow from operations to reduce debd aptimizing its currer
generation assets as a stahohe independent power producer. This will posit@ptim Energy to optimize its performance underreu
market conditions with the expectation of beingeatal take advantage of any economic recovery impthwer and gas markets over the
several years. The markets for power and natusabhga currently depressed. Optim is unable to prediat prices will be in the future or w
impact prices will have on Optim’s results of opgnas.

Any decisions in the future to grow capacity widl bubject to the approval of both of Optim Enesgylembers and will be based on
thenexisting market and other factors, including thstdm acquire or construct capacity, the anticipatemand for power, the anticipa
market prices for power, the ability and cost tbvde power to the anticipated markets, and Optinergy’s financial resources.

ERCOT Protocols

As discussed above, ERCOT is scheduled to chamge d zonal system to a nodal system in Decembeb, 20kich will impact bot
First Choice and Optim Energy. Both First Choiced @ptim Energy have made changes to their systemhpecedures in anticipation of
change to the nodal system. These changes havesbeesssfully tested and both First Choice @ptim Energy believe they are prepare
transition to the nodal system without significdifficulties.

RESULTS OF OPERATIONS
Executive Summary

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

Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 Change 2010 2009 Change
(In millions, except earnings per sha

Earnings from continuing operatio $486 $556 $ (700 $630 $ 698 $ (6.8
Earnings (loss) from discontinued operations, fi@ame taxe: - (1.4) 1.4 - 71.9 (71.9)
Net earning; $486 $542 $ (5.6) $63.0 $ 1416 $ (78.6)
Average common and common equivalent sh

outstandin¢ diluted 91.8 91.8 - 91.8 91.6 0.2
Earnings from continuing operations per dilutedrsl $053 $060 $(0.07) $069 $ 076 $ (0.07)
Net earnings per diluted she $053 $059 $(0.06) $069 $ 155 $ (0.86)
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The components of the change in earnings from coimiy operations attributable to PNMR are:

Three Months Ended Nine Months Ended
September 30, 2010 September 30, 2010
(In millions)

PNM Electric $ 8.3 $ 345
TNMP Electric 11 3.8
First Choice (13.5) (27.3)
Corporate and Othe (0.2) (13.8)
Optim Energy (2.7) (4.0)
Net chang: $ (7.0) $ (6.8

Detailed information regarding the changes in em®ifrom continuing operations is included in tiegraent information below. T
aftertax changes relate primarily to increased reveamésmargins at PNM and TNMP due to recent rateeam®s. In addition, increased re
loads driven by favorable weather and an increasgled average number of customers contributedgioeniearnings at PNM. Increases at F
and TNMP were offset by reduced earnings at Fifgti€z, primarily due to losses on unrealized ecdndmedges and lower retail margi
After-tax gains (losses) on First Choice unrealized emonidedges amounted to $(9.7) million and $(1.2)ioni in the three months enc
September 30, 2010 and 2009 and $(21.6) million&hd million in the nine months ended Septembe28Q@0 and 2009. Reduced earning
Optim Energy also negatively affected consolidatesiilts. In addition, 2009 aftéax gains at Corporate and Other of $9.1 millidatieg to ¢
fee received upon termination of the proposed CRidQuisition and $4.5 million on the re-acquisitioh$157.4 million of PNMRS 9.259%
senior unsecured notes were partially offset b$.a #illion gain at PNM for a settlement of the Bbfic Savings Bank litigation in 2010.

Segment Information

The following discussion is based on the segmenthod®logy that PNMRS management uses for making operating decisiod
assessing performance of its various businessititivSee Note 3 for more information on PNMR’&giing segments.

The following discussion and analysis should bel ieaconjunction with the Condensed Consolidatetafcial Statements and Nc
thereto. Trends and contingencies of a materialraadre discussed to the extent known. Refer alddidclosure Regarding Forward Look
Statements and to Part Il, ltem 1A. Risk Factors.

PNM Electric

The table below summarizes operating results faviFectric:

Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 Change 2010 2009 Change
(In millions)

Total electric operating revenu $ 3043 $ 2750 $ 293 $ 7779 $ 7335 $ 444
Cost of energ 98.0 97.2 0.8 264.1 289.9 (25.8)
Gross margil 206.2 177.8 28.5 513.8 443.6 70.2
Operating expenst 102.5 954 7.1 318.4 315.8 2.6
Depreciation and amortizatic 23.1 23.5 (0.4) 68.9 68.8 0.1
Operating incom 80.7 59.0 21.7 126.5 59.0 67.5
Other income (deduction 6.4 11.1 4.7) 25.6 29.7 (4.2)
Interest charge (18.0) (16.8) (1.2) (54.5) (51.4) (3.1)
Earnings before income tax 69.1 53.2 15.9 97.7 37.3 60.4
Income (taxes (25.9) (19.8) (6.1) (34.7) (11.3) (23.4)
Valencia no-controlling interes (3.9 (2.5) (1.4) (10.3) (7.9) (2.4)
Subsidiary preferred stock dividen (0.1) (0.2) - (0.4) (0.4) -
Segment earning $ 39.1 $ 30.8 $ 8.3 $ 52.2 $ 177 $ 345
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The table below summarizes the significant chamngéstal revenues, cost of energy, and gross margin

2010/2009 Chang:

Three Months Ended Nine Months Ended
September 30, September 30,
Total Cost of Gross Total Cost of Gross
Revenues Energy Margin Revenues Energy Margin
(In millions)

Retail rate increase $ 11.2 $ - $ 112 $ 37.3 $ 13.3 $ 24.0
Retail load, fuel, and transmissi 4.8 (6.6) 11.4 0.2 (24.0) 24.2
Unregulated margin 13.3 0.4 12.9 11.4 (20.7) 32.1
Net unrealized economic hedc - 8.3 (8.3) (4.5) 7.5 (12.0)
Consolidation of Valencia PP - (1.3) 1.3 - (1.9 1.9
Total increase (decreas $ 29.3 $ 038 $ 28.5 $ 444 $ (25.8) $ 70.2

The following table shows PNM Electric operatingeaues by customer class, including intersegmergnges and average numbe
customers:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 Change 2010 2009 Change
(In millions, except customer

Residentia $ 1117 $ 991 $ 126 $ 2753 $ 2427 $ 32.6
Commercial 107.8 98.1 9.7 272.4 250.7 21.7
Industrial 23.7 21.3 2.4 64.7 59.4 5.3
Public authority 6.8 6.0 0.8 16.2 15.2 1.0
Other retail 2.4 2.2 0.2 7.4 8.7 (1.3)
Transmissior 12.2 10.8 14 31.0 25.9 5.1
Firm requirements wholesa 8.3 7.5 0.8 234 21.2 2.2
Other sales for resa 32.5 31.0 15 91.7 109.4 a7.7)
Mark-to-market activity (1.2) (1.0) (0.2) (4.2) 0.3 (4.5)
$ 3043 $ 2750 $ 293 $ 7779 $ 7335 $ 444

Average retail customers (thousan 501.8 499.3 2.5 501.4 498.6 2.8

The following table shows PNM Electric GWh salescimgtomer class:

Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 Change 2010 2009 Change
(Gigawatt hours

Residentia 967.9 927.8 40.1 2,570.6 2,450.7 119.9
Commercial 1,140.2 1,101.5 38.7 3,045.9 2,933.2 112.7
Industrial 371.3 377.0 (5.7) 1,085.1 1,094.6 (9.5)
Public authority 80.5 73.3 7.2 198.3 189.7 8.6
Firm requirements wholesa 165.7 169.5 (3.8) 506.0 509.5 (3.5)
Other sales for resa 546.9 960.0 (413.1) 1,632.3 3,192.1 (1,559.8)

32725  3609.1  (336.6) 90382  10,369.8 _ (1,331.6)

The results of operations of PNM Electric are priigedriven by the rate making decisions and otaetions of the NMPRC. In 201
margins improved due to the implementation of nates in PNM$ 2008 Electric Rate Case. Beginning April 1, 20RRM implemented tt
second phase of a $77.1 million nfurel base rate increase, for retail customers exbege formerly served by TNMP. The first phas&o¥
of the $77.1 million was implemented on July 1, 200

For the three months ended September 30, 201@&ases in retail loads, driven by warmer weathéheénthird quarter and an increas
usage per customer increased revenues and malgiaddition, PNM recorded a credit to cost of eyeofj $2.1 million associated with t
nuclear spent fuel and waste disposal lawsuitesettht with the DOE. See Note 9. For the nine moetitied September 30, 2010, increas
retail loads driven by cooler temperatures in ih& fluarter 2010 and warmer weather in the see@mtdthird quarters increased revenues
margins. Decreases to revenues were driven by loffkaystem sales volumes due to lower available exgessration from baseload facilit
due to outages and increased loads. These redsigtioevenues, along with
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reductions in generation fuel costs due to outagelsan increase in economy purchases volumes @idgpare offset through the FPPAC
retail customers, except those customers formerlyesl by TNMP and certain wholesale customers.

The revenues and costs associated with Luna, Lorgsbnd the Valencia PPA were included in unregdlanargins prior to May 20(
when the costs of those plants, net of syfftem sales, began being recovered through thdategy process. Improvements in unregul
margins relate to a piex charge recorded to unregulated revenues ob&halion and $26.2 million for the three monthsdamine month
ended September 30, 2009, respectively, assoardthdan increase in legal reserves. See Note 9.tl@mine months ended Septembe
2010, unregulated margins were negatively impadtexlto the fixed demand charges associated witN#tencia PPA, which were not be
recovered in retail rates prior to July 1, 2009.

PNM Electric analyzes results associated with tladeNcia PPA as costs of energy. Under GAAP, theead PPA is consolidate
which results in costs being reflected as operatiqgenses and narontrolling interest that would have been includtedost of energy if tt
Valencia PPA was not consolidated.

For the three months ended September 30, 2010gases in operating expenses related to higher aledicd pension plan cos
unplanned outage costs incurred at SIGS, highmragibn of corporate costs, and an increase ingotppaxes due to an increase in the ass
taxable value of assets. For the nine months ei@atember 30, 2010, operating expenses decreagedoda $26.6 million regulatc
disallowance recorded in the second quarter 200@apily related to prior sales of S@mission allowances. Planned outage and mainte
costs incurred at SJGS and Four Corners, an irer@amaintenance costs incurred at SJGS due tcanned repairs and outages, hi
medical and pension plan costs, increases in aldceorporate costs, and an increase in propexgstanore than offset the decreas
operating expenses.

Utility plant assets that have been completely éeljpted decreased depreciation and amortizatioensepfor the three months en
September 30, 2010. For the nine months ended 18bpte30, 2010, increases in depreciation and anatidn expense due to higher uti
plant and amortization of certain regulatory asse¢soffset by lower depreciation expense on PVNG& Reeves Station due to extensic
their useful lives.

In the third quarter of 2010, other income decrdadee to interest income recorded in 2009 relatednicertain income tax positic
associated with changes in book to tax differeraresapitalized overheads. Lower gains in the thjindrter of 2010 associated with the N
assets further reduced other income. For the nimetlms ended September 30, 2010, atare$8.5 million gain from the Republic Savings
litigation increased other income. See Note 9. Tiisease was more than offset with a decreasetéoeist income associated with uncei
income tax positions and lower interest associafigl the scheduled pay down of the PVNGS lessoesidtower capitalization of interest
to reduced capital expenditures in 2010 increasestdast charges for the three months and nine rmamttied September 30, 2010.

TNMP Electric

The table below summarizes the operating result$¥MP Electric:

Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 Change 2010 2009 Change
(In millions)

Total electric operating revenu $ 612 $ 557 $55 $162.0 $ 143.7 $ 18.2
Cost of energ 9.3 8.7 0.5 27.4 26.0 1.3
Gross margir 51.9 46.9 5.0 134.6 117.7 16.9
Operating expenst 20.7 19.9 0.8 58.5 56.6 19
Depreciation and amortizatic 11.6 10.3 1.3 31.7 27.8 3.9
Operating incom: 19.6 16.7 2.9 44.3 33.2 111
Other income (deduction 0.1 15 (1.4) 0.7 24 a.7)
Interest charge (7.7) (8.0) 0.3 (23.5) (20.0) (3.5)
Earnings before income tax 12.1 10.2 1.9 21.5 15.6 5.9
Income (taxes (4.7 (4.1 (0.6) (8.5 (6.3) (2.2)
Segment earning $ 73 $ 6.2 $1.1 $ 13.1 $ 93 $ 38
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The table below summarizes the significant chamngéstal revenues, cost of energy, and gross margin

2010/2009 Chang:

Three Months Ended Nine Months Ended
September 30 September 30
Total Cost of Gross Total Cost of Gross
Revenues Energy Margin Revenues Energy Margin
(In millions)

Rate increase $ 22 $ - $ 22 $ 56 $ - $ 5.6
Customer usage/loc 1.4 - 1.4 5.1 - 5.1
Hurricane Ike recovery and oth 1.9 0.5 1.4 7.5 1.3 6.2
Total increast $ 55 $ 0.5 $ 5.0 $ 18.2 $ 13 $ 16.9

The following table shows TNMP Electric operatirgvenues by customer class, including intersegmeargnues, and average numbe
customers:

Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 Change 2010 2009 Change
(In millions, except customer
Residentia $ 27.8 $ 25.5 $ 23 $ 66.8 $ 57.2 $ 9.6
Commercial 20.2 18.7 15 57.4 53.8 3.6
Industrial 3.0 3.0 - 9.0 9.1 (0.2)
Other 10.2 8.5 1.7 28.8 23.6 5.2
$ 61.2 $ 55.7 $ 55 $ 1620 $ 1437 $ 18.2
Average customers (thousan® 229.9 229.2 0.7 229.2 228.6 0.6

@ Under TECA, customers of TNMP Electric in Texas éalve ability to choose First Choice or any oth&PRo provide energ
The average customers reported above include 7%8d385,035 customers of TNMP Electric for the ¢hraonths ende
September 30, 2010 and 2009, and 76,611 and 87o4&8e nine months ended September 30, 2010 a@8, 2¢ho have chos
First Choice as their REP. These customers ardratialed in the First Choice segme

The following table shows TNMP Electric GWh salgsdoistomer class:

Three Months Ended Nine Months Ended
September 30 September 30
2010 2009 Change 2010 2009 Change
(Gigawatt hour: @)
Residentia 927.6 910.8 16.8 2,182.8 2,038.5 144.3
Commercial 671.9 644.7 27.2 1,736.8 1,689.4 47.4
Industrial 580.3 517.7 62.6 1,674.2 1,471.4 202.8
Other 26.8 29.1 (2.3) 77.3 81.2 (3.9)

2,206.6 2,102.3 104.3 5,671.1 5,280.5 390.6

@ The GWh sales reported above include 325.9 and33%/hs for the three months ended September 3@, 20d 2009, and 82:
and 901.6 GWhs for the nine months ended SepteBthet010 and 2009 used by customers of TNMP Etgctino have chos:
First Choice as their REP. These GWhs are alsaded below in the First Choice segme

Implementation of new base rates on September@ 20d the May 14, 2010 $5.5 million increase inMINs annual transmission ra
to reflect changes in invested capital through Dewer 31, 2009 increased revenues and margins.heonihe months ended Septembe
2010, increased retail load driven by warmer termfpees in the third quarter of 2010 and cooler terafures in the first quarter of 2010 ¢
increased revenues and margins. Increases in resesmsociated with Hurricane Ike recovery and gnefficiency programs are partia
offset with increases in expenses discussed below.
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In the third quarter of 2009, lower operating exg@Enwere the result of a credit to administrativeé general expenses of $1.1 mill
related to the establishment of a regulatory aassbciated with TNMR'’ business improvement plan. Other changes to tipg@xpenses fi
the three months ended September 30, 2010, inddweer distribution maintenance costs related te treamming that were partially offset
increases in costs for a new work management syftemthe nine months ended September 30, 201Grldnge trimming costs and
expense of $0.7 million in the second quarter d®@elated to disallowance of Hurricane lke redtoracosts, were more than offset
increases in energy efficiency programs, corposgdiiecation costs, including the new work managensrgtem, and higher street re
property taxes.

Depreciation and amortization increased relateithécamortization of Hurricane Ike restoration castd higher depreciation costs du
increases in transmission plant, which are covaredtes as discussed above.

Decreases in other income and deductions are assdowith the recognition of $1.3 million in camgi costs on the Hurricane
restoration in the third quarter of 2009.

For the three months ended September 30, 2010 Ishartterm borrowings and lower rates decreased intefestges. For the ni
months ended September 30, 2010, interest chargesased primarily due to higher interest ratetoag-term debt issued in March 2009. -
higher cost of debt is reflected in the rate inseediscussed above.

PNM Gas

The table below summarizes the 2009 operating tee$oit PNM Gas, which is classified as discontinegerations in the Conden:
Consolidated Statements of Earnings (L0sSS):

Three Months Ended Nine Months Ended
September 30, 2009 September 30, 2009
(In millions)

Total revenue $ - $ 657
Cost of energ - 44.7
Gross margir - 21.0
Operating expenst 0.4 10.4
Depreciation and amortizatic - -
Operating income (los! (0.4 10.6
Other income (deduction - 0.3
Interest charge - (1.0)
Gain on dispose (1.8) 99.3
Earnings (loss) before income ta (2.2) 109.3
Income (taxes) benel 0.8 (37.4)
Segment earnings (los $(1.4) $ 71.9

PNM completed the sale of the PNM Gas businessonaly 30, 2009. PNM Gas is reported as discordioperations as required un
GAAP. PNM Gas purchased natural gas in the operkehand sold it at no profit to its salservice customers. As a result, increast
decreases in gas revenues driven by gas costotithpact the gross margin or operating incomeNMPRGas. Increases or decreases to (
margin caused by changes in sales-service voluapesgented margin earned on the delivery of gasstomers based on regulated rates.

As a result of the sale, the above table refleperations from the PNM Gas business from Janudhydugh January 30, 2009. Milc
weather combined with lower usage-per customeraediwverall sales volumes in 2009. A pa&-gain of $99.3 million, which reflects
retroactive adjustment discussed in Note 1, wasgrized on the sale of the PNM Gas business. Tisenething reported as discontin
operations in 2010.
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First Choice

The table below summarizes the operating resuttsifst Choice:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2010 2009 Change 2010 2009 Change
(In millions)

Total electric operating revenu $149.7 $159.4 $ (9.7) $384.0 $419.6 $ (35.6)
Cost of energ! 119.4 106.0 13.4 296.5 272.0 24.5
Gross margir 30.4 53.5 (23.1) 87.6 147.6 (60.0)
Operating expenst 24.0 255 (1.5) 65.7 80.9 (15.2)
Depreciation and amortizatic 0.2 0.4 (0.2) 0.7 1.4 (0.7)
Operating incom: 6.2 27.5 (21.3) 21.2 65.2 (44.0)
Other income (deduction (0.2) (0.2) 0.1 (0.2) (0.3) 0.2
Interest charge (0.4) (0.6) 0.2 (1.1) (2.4 1.3
Earnings before income tax 5.8 26.7 (20.9) 20.0 62.6 (42.6)
Income (taxes (2.2) (9.7) 7.5 (7.4) (22.5) 15.1
Segment earning $ 36 $ 171 $(135 $ 127 $ 40.0 $ (27.3)

The following table summarizes the significant afgesto total revenues, cost of energy, and grosgima

2010/2009 Chang
Three Months Ended Nine Months Ended

September 30 September 30
Total Cost of Gross Total Cost of Gross
Revenues Energy Margin Revenues Energy Margin
(In millions)

Weathel $ 3.7 $ 23 $ 14 $ 15.0 $ 94 $ 56
Customer growth/usac 1.4 (1.3) (0.1) (16.4) (11.9) (4.5)
Retail margins (12.0) (0.8) (11.2) (34.2) (10.3) (23.9)
Unrealized economic hedg - 13.2 (13.2) - 37.3 (37.3)
Total increase (decreas $ (9.7 $13.4 $(23.1) $ (35.6) $ 245 $ (60.0)

The following table shows First Choice operatingerues by customer class, including intersegmergmges, and actual numbel
customers:

Three Months Ended Nine Months Ended

September 30 September 30
2010 2009 Change 2010 2009 Change
(In millions, except customer

Residentia $ 984 $1103 $(11.9) $2484 $ 279.0 $ (30.6)
Massmarket 4.9 6.6 a.7) 13.2 21.3 (8.1)
Mid-market 40.2 37.3 2.9 107.5 103.2 4.3
Other 6.2 5.2 1.0 14.9 16.1 (1.2)
$149.7 $1594 $ (9.7) $384.0 $ 4196 $ (35.6)

Actual customers (thousanc®2 215.3 232.1 (16.8) 215.3 232.1 (16.8)

@ see note above in the TNMP Electric segment disousbout the impact of TEC/

®  Due to the competitive nature of First Chogdjusiness, actual customer counts are presentddeirtable above as a m
representative business indicator than the avaragg@mers that are shown in the table for TNMParusts.
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The following table shows First Choice GWh elecsé@des by customer class:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 Change 2010 2009 Change
(Gigawatt hours®

Residentia 732.0 781.2 (49.2) 1,831.3 1,927.1 (95.8)
Mase-market 31.6 38.3 (6.7) 83.0 117.5 (34.5)
Mid-market 376.9 304.7 72.2 949.3 827.2 122.1
Other 2.3 2.1 0.2 5.9 7.5 (1.6)
1,142.8 1,126.3 16.5 2,869.5 2,879.3 (9.8)

@ See note above in the TNMP Electric segment disousshout the impact of TEC/
During 2010, decreases in the number of custonretsagerage revenue rates compared to 2009 resaltkstreased margins for both
third quarter and year-to-date 2010. The decreasgargins was partially offset by lower purchasedr costs and favorable weather.

First Choice manages its exposure to fluctuationmarket energy prices by matching sales contraitkssupply instruments designec
preserve targeted margins. Accordingly, First Cadias forward contracts for the purchase of energyver the future load requirements
most of its fixed price sales contracts. Gainsssés on unrealized economic hedges representehangnrealized fair value estimates rel
to these forward supply contracts. Changes indirevllue of supply contracts that are not desigghatr are not eligible for hedge or nor
purchase/sales accounting are marked to marketighraurrent period earnings as required by GAARigu2010, market energy pric
decreased significantly, which resulted in GAAPsks on certain of First Choiseforward supply contracts. First Choice is notuissg
to mark the related fixed price sales contractmaoket, which would likely show offsetting gainsraarket energy prices decrease. Yeaddt-
losses on unrealized economic hedges decrease@segarnings by $33.6 million in 2010 compared witiins of $3.7 million in 2009. The
mark-tomarket losses are not necessarily indicative ofatim@unts that will be realized upon settlementherretail margin First Choice w
realize.

The allowance for uncollectible accounts and reldtaed debt expense is based on collections and-effiexperience. In late 2008 ¢
early 2009, the customer default rates experiemge@ significantly above historic levels due to i@ieeconomic conditions, higher aver.
final bills, and an increase in customer churn.dRéy, lower customer departures, lower defauktsand lower average final bills attribute
to lower sales prices have reduced bad debt. Aswtr bad debt expense decreased, which incresagmdent earnings, by $14.2 million year-
to-date and $1.8 million in the third quarter of 2@@npared to 2009. This reduction can be partiatijpaited to several initiatives undertal
by management to reduce bad debt expense. Theéisgives include efforts to reduce the default rexperienced for customers switching
another REP and increased focus on identifying nastomer prospects that are more likely to dematestiesired payment behavior. F
Choice is focusing its marketing efforts on comnarcustomers and customers with established paypatterns. First Choice has ¢
increased the credit score required to become ®rogs and expanded the circumstances where custoanerrequired to provide adva
deposits to obtain service, or both. In Septemba02the PUCT adopted a switch/hold provision fastomer accounts on a deferred payi
plan, an average payment plan, or with a meterrmiéted to have been tampered with, which will regquhose customers to pay .
outstanding balance before changing to another RE® switch/hold provision becomes effective oneJuin2011.

First Choice had lower customer acquisition expgrs® support service costs for both the third tgpand year-talate 2010 compar
2009. Interest expense decreased in 2010 compagaD® primarily due to lower short-term debt.
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Corporate and Other

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

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 Change 2010 2009 Change
(In millions)

Total electric operating revenu $ (115 $ (12.9) $ 09 $(31.00 $ (32.1) $ 1.1

Cost of energ! (11.5) (12.3) 0.8 (30.7) (31.8) 1.1

Gross margil (0.2) (0.2) - (0.3) (0.3) -

Operating expenst (3.0) (2.3) (0.7) (10.1) (12.2) 2.1

Depreciation and amortizatic 4.1 3.9 0.2 12.3 13.0 (0.7)

Operating income (los (1.2) a.7) 0.6 (2.5) (1.2) (1.3)
Equity in net earnings (loss)

Optim Energy 25 6.9 (4.4) (5.7) 0.9 (6.6)
Other income (deduction (1.6) (0.7) (0.9) (4.5) 18.1 (22.6)
Net interest charge (5.3) (5.1) (0.2) (15.5) (17.5) 2.0

Earnings (loss) before income

taxes (5.5) (0.6) (4.9 (28.2) 0.4 (28.6)
Income (taxes) benel 4.1 2.2 1.9 13.2 2.3 10.9
Segment earnings (los $ (15 $ 16 $ (3.1) $(15.0 $ 2.7 $(17.7)

The Corporate and Other Segment includes consiidatliminations of revenues and cost of energywbeh business segme
primarily related to TNMPS sale of transmission and distribution serviceBitst Choice. Corporate and Other also includastedgn Optinr
Energy’s results of operations, which are furthgyl@ined below.

Other operating expenses decreased slightly irthileee months ended September 30, 2010 compare@O® But increased in the n
months ended September 30, 2010 compared to 20@9intrease in the nine month period is primarile do the elimination of operati
lease expense of $2.4 million per quarter paid Hij¥IRo PNMR related to a portion of PVYNGS Unit 2, islh was transferred to PNM in Ji
2009. This amount is offset in PNM Electric. Théspartially offset by a decrease in administratimel general expenses of $2.0 million
occurred in the second quarter of 2010.

Depreciation expense decreased in 2010 compar2d(® related to a decrease in asset base, primragiyting from the transfer o
portion of PYNGS Unit 2 to PNM in July 2009.

Other income and deductions decreased in 2010 aachpa 2009 primarily due to a $15.0 million paymegteived upon termination
the CRHC acquisition agreement and a gain of $4lllomon the re-acquisition of $157.4 million oNMR’s 9.25% senior unsecured nc
both of which occurred in the first quarter of 2009

Interest charges decreased in 2010 compared to @@®@rily due to lower long-term borrowings duett® reacquisition of $157.
million of PNMR’s 9.25% senior unsecured notes,chhdccurred in February 2009.
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Optim Energy

The table below summarizes the operating resutt®fidim Energy:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 Change 2010 2009 Change
(In millions)

Operating revenue $ 1111 $ 100.8 $ 103 $ 3035 $ 238.0 $ 65.5
Cost of energ! 72.1 55.0 17.1 210.6 143.1 67.5
Gross margir 39.0 45.8 (6.8) 92.9 94.9 (2.0)
Operating expenst 14.1 15.8 a.7) 48.2 54.2 (6.0)
Depreciation and amortizatic 12.4 10.0 2.4 37.3 25.8 11.5
Operating income (los: 12.5 20.0 (7.5) 7.4 14.9 (7.5)
Other income (deduction - - - 0.1 (0.2) 2
Interest charge 4.7 (4.1 (0.6) (14.0) (9.6) (4.4
Earnings (loss) before income ta 7.8 15.8 (8.0) (6.5) 5.2 (11.7)

Income (taxes) on marg (0.2) (0.3) - (0.3) (0.4) .
Net earnings (loss $ 76 $ 156 $ (80 $ (68 $ 438 $ (11.6)
50 percent of net earnings (lo: $ 38 $ 738 $ 40 $ B4 $ 24 $ (5.8)

Plus amortization of basis difference in
Optim Energy (1.3) (0.9 (0.4 (2.3) (1.5) (0.8)
PNMR equity in net earnings (loss)

Optim Energ) $ 25 $ 69 $ 449 $ (B1n % 09 $ (6.6)

In 2009, Optim Energy was affected by continuingeade market conditions, primarily low natural gasl power prices, and change«
near-term focus. Optim Energy’s current strategy agarterm focus is on utilizing cash flow from operatiaie reduce debt and optimizing
generation assets as a staholhe independent power producer. This will pogit@ptim Energy to optimize its performance in theren
market with the expectation of being able to tatteamtage of any economic recovery in the powergaglmarket over the next several ye¢
Optim’s results of operations are primarily determinedhgyprices at which its power is sold and its fiwefjenerate power, principally natt
gas, is procured. Power prices in the ERCOT maaketdirectly correlated to natural gas prices. ftegkets for power and natural gas
currently depressed. Optim is unable to predicttyahizes will be in the future or what impact psogill have on Optim’s results of operations.

Optim Energys management evaluates the results of operationanoongoing earnings before interest, income tadepreciatior
amortization, mark-to-market, and certain othemae(“Ongoing EBITDA”) basis. Altura (Twin Oaks), Altura Cogen, and CeBayou ¢
generating stations comprise Optim Enesggore business. Revenue related to power salesparathases is included net in opera
revenues. Costs related to fuel purchases anda&escorded net in cost of sales.

Commercial optimization of generation, increaseddmMjeneration in Texas, and wpbsitioned assets allowed Optim Energy to
advantage of higher ancillary service prices, whigulted in an increase in ancillary revenues31 $nillion and $10.5 million for the thr
months and nine months ended September 30, 201@arech to 2009. This increase was partially offsetabdecrease in sales of exc
emission allowances of $1.6 million for the ninenticc ended September 30, 2010 compared to 200%rL@alized power and steam pr
combined with increased fuel expense reduced egsn$8.3 million and $16.1 million in the three mmhtand nine months enc

September 30, 2010. Operating expense reductiacreaked costs $1.7 million and $6.0 million in theee months and nine months er
September 30, 2010.

Ongoing EBITDA excludes purchase accounting amatitn included in gross margin related to out ofrket contracts and emiss
allowances that were recorded at the acquisitioAltafra and Altura Cogen. Amortization related tot @f market contracts decreased f
operating revenues by $6.5 million and $2.7 millfon the nine months ended September 30, 2010 808 and increased total opera
revenues by $1.7 million and $3.6 million for theele months ended September 30, 2010 and 2009 .tikatimn for out of market contra
will continue through the expiration of each contravhich is 2010 for Altura and 2021 for Altura g&m. In addition, cost of energy inclu
amortization related to emission allowances acduimethe acquisitions of $1.4 million and $3.9 noifi for the three months and nine moi
ended September 30, 2010 and $1.2 million
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and $3.5 million for the three months and nine rher@nded September 30, 2009. The amortizatiorenfisssion allowances are recorded a
allowances are used in plant operations, sold pirex

Ongoing EBITDA excludes interest expense and dégtien. Construction of Cedar Bayou 4 was complétedune 2009. Optim Ener
capitalized interest of $2.9 million in the nine mtlas ended September 30, 2009 related to this olewent, contributing to a 2010 increas
interest expense. In January 2010, Optim Energgredtinto floating-tdixed interest rate swaps which increased intezgpense $0.5 millic
and $1.7 million for the three months and nine rher@nded September 30, 2010.

In June 2009, depreciation of Cedar Bayou 4 begaich increased expense $0.2 million and $5.5 amilin the three months and n
months ended September 30, 2010. Other assetauditi 2009 and shortened asset lives resultdteiadditional depreciation increases.

The floating-tofixed interest rate swaps have an aggregate ndtamaunt of $650.0 million. The effect of these pwas to conve
$650.0 million of borrowings under Optim Energyi®dit facility from an interest rate based on time-month LIBOR rate to a fixed rate
1.33% through January 7, 2011, exclusive of loaargpty fees. These swaps are accounted for asfloashedges. At September 30, 2C
these swaps had a pre-tax fair value loss of $@l®m

Optim Energy has a hedging program the level ottviviaries at any given time depending on currenketaonditions and other factc
Economic hedges that do not qualify, or are notgiheded, as cash flow hedges or normal purchases/age derivative instruments that
required to be marked to market. Ongoing EBITDAtfoe three months ended September 30, 2010 ande2@D@des forward mark-tovarke
losses of $0.9 million and $1.1 million. Ongoing IEBA for the nine months ended September 30, 26102009 excludes forward mark-to-
market gains of $2.2 million and losses of $7.lioril

LCC is Altura Cogers counterparty in several agreements includingrdract for power and steam sales. In addition, L€3es Altur
Cogen the land for its operating facility and pa®s other services, including water, to the facildn January 6, 2009, LCC filed
bankruptcy protection under Chapter 11 of the WB&nkruptcy Code. The prgetition net amount due from LCC was fully resenado
December 31, 2008. LCC has filed documents withbdaekruptcy court indicating its desire to assulmeedxisting contracts. LCC and Op
Energy are currently in negotiations to settle taunding matters. Optim Energy believes that LCQ wohtinue to perform under the exist
contracts. In the three months ended June 30, Zoyfin Energy reversed the $1.0 million previousgerved.

The contribution of Altura created a basis differerbetween PNMR' recorded investment in Optim Energy and 50 pérce®ptirr
Energy’s equity. The PNMR net earnings impact does noalesi percent of the Optim Energy amortization loseesof this basis difference
significant portion of the basis difference relatescontract amortization and will continue throu@®10. Other basis differences, includir
difference related to emission allowances, will tamre to exist through the life of the Altura plafte basis difference adjustment det:
above relates primarily to contract amortization.

LIQUIDITY AND CAPITAL RESOURCES
Statements of Cash Flows

The changes in PNMR'’s cash flows for the nine memtihded September 30, 2010 compared to 2009 areauzad as follows:

Nine Months Ended
September 30

2010 2009 Change
(In millions)
Net cash flows from
Operating activitie: $ 2166 $ 849 $ 1317
Investing activities (170.8) 468.2 (639.0)
Financing activitie: (35.3) (623.5) 588.1
Net change in cash and cash equival $ 105 $ (704) $ 80.8
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The change in PNMR’ cash flows from operating activities reflects refinds of income taxes of $98.8 million in 20i@;luding the
settlement of issues related to changes in bodétalifferences on capitalized overheads, comptretkt payments of $68.8 million in 20
primarily related to the sale of PNM Gas. Improvedults of operations at PNM and TNMP in 2010, @ity due to the impact of re
increases, also contributed to the change. In 2BE0pperating results of First Choice were negéfiimpacted by $21.6 million of mark-to-
market losses on derivative contracts after tawgdgch do not impact cash flows from operations. lCHsws from operating activities we
negatively impacted by increased collateral reglicebe posted by PNM and First Choice in 2010.

The changes in cash flows from investing activitiekte primarily to the proceeds from the saldPbiM Gas in 2009. A decrease
utility plant additions of $18.7 million in 2010 iprarily due to reduced expenditures at SIGS and ®YMere partially offset by increa:
payments for rights-ofvay renewals at PNM. In addition, PNMR made equdmptributions of $17.6 million to Optim Energy inet first nine
months of 2010.

The changes in cash flows from financing activitielate primarily to the use of the proceeds fromm $ale of PNM Gas to retire short-
term borrowings at PNM and PNMR, as well as theeetent of longterm borrowings at PNMR in 2009. At TNMP, the retirent of bot
short-term and long-term borrowings was financechbw long-term borrowings in 2009. In 2010, shertm borrowings were used to fu
continuing construction expenditures. Cash flowsffinancing activities also reflect the refinangiof $403.8 million of PCRBs.

Financing Activities

See Note 7 for information concerning the Comparfiyiancing activities during the nine months en8egtember 30, 2010, including
refinancing of $403.8 million of PCRBs in June 20Te Company has from time to time refinancedepurchased portions of its outstanc
debt. Depending on market conditions, the Compaay mefinance other debt issuances or make additelat repurchases in the futt
Additional information on the Comparg/financing activities is contained in Note 6 oftB®to Consolidated Financial Statements in the
Annual Reports on Form 10-K.

Capital Requirements

Total capital requirements consist of constructaxpenditures and cash dividend requirements folh botnmon and preferred sto
PNMR’s Series A convertible preferred stock is entitiedeceive dividends equivalent to any dividendsl pgdn PNMR common stock as if 1
preferred stock had been converted into commorkstblee main focus of PNMR’ current construction program is upgrading geran
resources, constructing renewable energy resotioche owned by PNM, upgrading and expanding thetrdetransmission and distributi
systems, and purchasing nuclear fuel. Projectimtéiding amounts expended through September 300,20r total capital requirements
2010 are $310.8 million, including construction ergditures of $264.6 million. Total capital requiremts for the years 201314 are projecte
to be $1,640.2 million, including construction ergiéures of $1,409.2 million. These amounts do mmiude forecasted construct
expenditures of Optim Energy. These estimates magderucontinuing review and subject to ongoing adpest, as well as to Board review |
approval. TNMP has requested PUCT approval to daklera project to install an advanced meteringesys$br customers it serves. This wc
require an investment through 2015 of $70.6 milliohwhich $57.9 million is included in the abovenbers. TNMP will not commit to tt
project before the method of recovery of the inwvestt is authorized by the PUCT. During the firstenmonths of 2010, the Company utili
its liquidity arrangements, to meet its capitaluiegments, including construction expenditures.

In April 2010, PNMR and ECJV each made an equitgtidoution to Optim Energy of $15.0 million in casANMR and ECJV als
agreed to make additional cash contributions du2@t0 that would aggregate approximately $5.0 arilirom each owner of which each
contributed $3.9 million as of October 25, 2010.ti@pEnergy used the equity contributions to redac@ounts outstanding under its b
financing arrangement and will also use the adaiccontributions to reduce debt. If Optim Energydertakes additional projects, wh
require funds that would exceed the capacity ofutsent credit facility and Optim Energy is unahteobtain additional financing capabiliti
PNMR and ECJV may be asked to provide additionatlfing, but such funding would be at the option BMR and ECJV and no assura
can be given that such funding will be availableQptim Energy. PNMR is unable to predict if additd funding will be required or,
required, the amount or timing of additional furkiat would be provided to Optim Energy.
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Liquidity

PNMR’s liquidity arrangements include the PNMR Facikityd the PNM Facility both of which primarily expime 2012 and the TNM
Revolving Credit Facility, which expires in ApriD21. These facilities provide shderm borrowing capacity and also allow letters refdit tc
be issued, which reduce the available capacity uthdefacilities. The Company utilizes these créaldlities and cash flows from operatior
provide funds for both construction and operatiaqgienditures. The Compasybusiness is seasonal with more revenues andloaghfrom
operations being generated in the summer months waireconditioning loads are greater. In generda¢, Company relies on these cr
facilities as the initial source to finance constion expenditures resulting in increased borrowingder the facilities over time. Depending
market and other conditions, the Company will paidgally enter into arrangement for the sale of léeign debt and utilize the proceed:
reduce the borrowings under the credit facilit@srrowings under the PNMR Facility ranged from ®lfnillion to $102.0 million during tt
three months ended September 30, 2010 and from0 $hdlion to $133.0 million during the nine montlended September 30, 20
Borrowings under the PNM Facility ranged from $16illion to $201.0 million during the three monthisded September 30, 2010 and 1
$110.0 million to $244.0 million during the nine mbs ended September 30, 2010. There have beeorrawlings under the TNMP Revolvi
Credit Facility during 2010.

These credit facilities will need to be renegotilate replaced prior to their expirations in orderprovide sufficient liquidity to finan
operations and construction expenditures. The avidity of such credit facilities, including themounts for borrowing thereunder and t
terms and conditions, will depend on the creditkats at that time, as well as the Compangredit ratings and operating results. Howe
based on current conditions in the credit markietappears likely that interest and other cost®eiased with renegotiating or replacing
PNMR Facility and PNM Facility will be greater th#ime current facilities. PNMR also has a line addit for $5.0 million with a local financi
institution that expires in August 2011 and PNM laabbcal line of credit for $5.0 million that waloaved to expire in August 2010. As
October 25, 2010, the Company had short-term defistanding of $198.0 million at an average interast of 0.99%.

The Company currently believes that its internalhcgeneration, existing credit arrangements, aweésascto public and private cap
markets will provide sufficient resources to méet Companys capital requirements. To cover the differench@éamounts and timing of ce
generation and cash requirements, the Companydstém use shoterm borrowings under its current and future ligtyicarrangement
However, if market difficulties experienced duritige recession resurge or worsen, the Company miagenable to access the capital mat
or renew credit facilities when they expire. In lswvent, the Company would seek to improve cashsfloy reducing capital expenditures
PNM would consider seeking authorization for treuence of first mortgage bonds in order to impraseess to the capital markets, as we
any other alternatives that may remedy the sitoaiahat time.

In addition to its internal cash generation, thenpany anticipates that it will be necessary to iobgaditional longterm financing in th
form of debt refinancing, new debt issuances, aniéav equity in order to fund its capital requirertseduring the 2010-2014 period.

The Companys ability, if required, to access the credit angited markets at a reasonable cost and to providether capital needs
largely dependent upon its ability to earn a faturn on equity, its results of operations, itdldreatings, its ability to obtain required regualgi
approvals and conditions in the financial markétse credit ratings for PNMR, PNM, and TNMP are feeth under the heading Liquidity
the MD&A contained in the 2009 Annual Reports onrrd 0-K. On March 9, 2010, Moody'revised its outlook to stable from negative
PNMR, PNM, and TNMP. In addition, Moody'upgraded the senior secured obligations of TN¥Baal from Baa2. All other credit ratit
remain unchanged.

92



Table of Contents

A summary of liquidity arrangements as of October2010 is as follows:

PNMR PNM TNMP PNMR
Separate Separate Separate Consolidated
(In millions)
Financing Capacity
Revolving credit facility $ 542.( $ 386.( $ 75.( $ 1,003.1
Local lines of credi 5.C - - 5.C
Total financing capacit $ 547.( $ 386.( $ 75.( $ 1,008.I
Amounts outstanding as of October 25, 2(
Revolving credit facility $ 29.( $ 169.( $ - $ 198.
Local lines of credi - - - -
Total shor-term debt outstandin 29.C 169.( - 198.(
Letters of credi 53.¢ 49.7 0.3 103.¢
Total shor-term debt and letters of crei $ 82! $ 218.° $ 0. $ 301.
Remaining availability as of October 25, 2( $ 464.. $ 167. $ 74 $ 706.
Invested cash as of October 25, 2i $ 34 $ 120 $ - $ 15.1

The above table excludes intercompany debt. Thairéng availability under the revolving credit fhiiés varies based on a numbe
factors, including the timing of collections of acmts receivables and payments for constructionogiedating expenditures. LBB was a ler
under the PNMR Facility and the PNM Facility. LBthe parent of LBB, has filed for bankruptcy protest Subsequent to the bankruy
filing by LBH, LBB declined to fund a borrowing ragst under the PNMR Facility. In March 2010, theM®Facility was amended to remc
LBB as a lender and reduce the total capacity utidePNMR Facility from $600.0 million to $568.0lfiwn. In addition to the reduction in t
PNMR Facility related to LBB, the PNMR Facility atlde PNM Facility were reduced by $26.0 million &#.0 million in August 2010 a
will reduce by an additional $25.0 million and $1&nillion in August 2011 according to their ternifie Company does not believe amen
the PNMR Facility to remove LBB or the scheduleduetions in the facilities will have a significantpact on PNMR’s and PNM'’s liquidity.

For offerings of debt securities registered with 8EC, PNMR has an effective shelf registratiotestant expiring in April 2011. TF
shelf registration statement has unlimited avalitlgband can be amended to include additional sgesr subject to certain restrictions
limitations. PNMR can offer new shares of PNMR coomrstock through the PNM Resources Direct Plan umdseparate SEC sk
registration statement that expires in August 200 2April 2008, PNM filed a new shelf registratistatement for the issuance of up to $7
million of senior unsecured notes that expires prilk2011. As of October 25, 2010, PNM had $600i0iom of remaining unissued securit
registered under this and a prior shelf registresimtement.

As discussed above and in Note 7, disruption in dheslit markets has had a significant adverse impaca number of financi
institutions and several of the financial instituts that the Company deals with have been impattediever, at this point in time, t
Company'’s liquidity has not been materially impacéad management does not expect that it will biemadly impacted in the near-future.

PNM is required to obtain advance approval of tHdRRC to enter into certain financing arrangeme@s. October 21, 2010, PN
received an order from the NMPRC authorizing PNMetder into a revolving credit facility of up to @ million to replace the current PP
Facility; to increase the amount of PNdvihtercompany loan arrangements to $100 milliow; #® issue up to $250 million of additional se
unsecured notes. The authorizations remain in teffeough March 31, 2012. PNM, subject to receiving necessary PNM and PNMR bc
approvals, will pursue increasing the amount ofRINM intercompany loan arrangement. PNM has naredtinto any agreements with reg
to the authorizations relating to the replacemérthe PNM Facility or additional senior unsecureates, nor does it have any arrangemer
commitments concerning them. PNM is
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unable to predict if, or when, such financing agements would be consummated.
Off-Balance Sheet Arrangements

PNMR’s off-balance sheet arrangements include PiNdfferating lease obligations for PYNGS Units 1 2nthe EIP transmission lir
and the entire output of Delta, a gas-fired geimggaplant. These arrangements help ensure PNM vhéahility of lowercost generatic
needed to serve customers. See MD&A — Bdfance Sheet Arrangements and Note 7 of Notesotts@idated Financial Statements in
2009 Annual Reports on Form 10-K.

Commitments and Contractual Obligations

PNMR, PNM, and TNMP have contractual obligationslfmg-term debt, operating leases, purchase digigg and certain other long-
term liabilities. See MD&A — Commitments and Cowtaal Obligations in the 2009 Annual Reports onnrdrOK. PNM has entered in
agreements to renew/extend certain rights+af- on Native American lands, including those oa Mavajo Nation. These agreements ret
PNM to pay $8.9 million in the fourth quarter of1Z) $8.9 million in 2011 and 2012, and $6.0 milleomually thereafter through 2029.

Contingent Provisions of Certain Obligations

As discussed in the 2009 Annual Reports on FornK1®NMR, PNM, and TNMP have a number of debt olilggss and othe
contractual commitments that contain contingentvisions. Some of these, if triggered, could affdéw liquidity of the Company. T
contingent provisions include contractual increasethe interest rate charged on certain of the amy’s shorterm debt obligations in tl
event of a downgrade in credit ratings and the irequent to provide security under certain contracagreements. The Company believe
financing arrangements are sufficient to meet gggiirements of the contingent provisions.

Capital Structure

The capitalization tables below include the curmaaturities of long-term debt, but do not inclugerating lease obligations as debt.

September 30, December 31,
2010 2009
PNMR
PNMR common stockholde’ equity 49.8% 49.6%
Convertible preferred stoc 3.0% 3.0%
Preferred stock of subsidia 0.3% 0.3%
Long-term debt 46.9% 47.1%
Total capitalizatior 100.0% 100.0%
PNM
PNM common stockhold’s equity 52.2% 51.9%
Preferred stoc 0.5% 0.5%
Long-term debt 47.3% 47.6%
Total capitalizatior 100.0% 100.0%
TNMP
Common stockhold’'s equity 59.6% 59.3%
Long-term debt 40.4% 40.7%
Total capitalizatior 100.0% 100.0%
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OTHER ISSUES FACING THE COMPANY
Climate Change Issues
Background

In 2009, PNMRS interests in generating plants, through PNM aptinr®Energy, emitted approximately 9.6 million metions of carba
dioxide, which comprises the vast majority of itslG. By comparison, the total GHG in the United &taih 2008, the latest year for which
EPA has compiled this data, were approximately Bildon metric tons, of which approximately 5.9 Ilmh metric tons were carb
dioxide. According to EPA data, electricity gen@amataccounted for approximately 2.4 billion metioois of the carbon dioxide emissions.

PNM has several programs underway to mitigate H&Gand thereby to reduce its climate change B8&le Note 10. On August 31, 2!
the NMPRC approved a plan for PNM to build 22 MWutility-scale solar generation that will be lodhtat various sites on PNMI'syster
throughout New Mexico. Construction is expectetheéacomplete by the end of 2011. On September 18),Z0NM filed requests for appro
of an updated energy efficiency and load managempiant with the NMPRC. A decision is expected in #peing of 2011. The new plan
approved will improve the suite of energy efficigngrograms PNM offers its customers by adding neagmams and ending an exist
program. Over the next 19 years, PNM projects #paeded energy efficiency and load management anogiwill provide the equivalent
approximately 15,000 GWh of electricity, which walvoid at least 1.8 million metric tons of GO bas@dn projected emissions from PN’
systemwide portfolio with and without these programs. $@esstimates are subject to change given thatdiffisult to accurately estima
avoidance because of the many variables that impactiuding changes in demand for electricity.

The Board is updated by management and regulamgiders the issues around climate change, our Ghi& patential financii
consequences that might result from potential f@ldand/or state regulation of GHG. For instancenagament periodically reports to
Board on all of the matters discussed in this eactin December 2008, the Board established a nemdalone committee, the Public Pol
and Sustainability Committee. This committee masitGompany practices and procedures to assesadtanability impacts of our operatic
and products on the environment. This committee hés responsibility to review the Companghvironmental management systems, mc
the implementation of the Compasytorporate environmental policy, monitor the préioro of energy efficiency, and monitor the ust
renewable energy resources. The committee repmttetBoard on a periodic basis regarding the Caryigaactivities and initiatives in the
areas.

EPA Regulation

In April 2007, the U.S. Supreme Court held that EfeA has the authority to regulate GHG under thea@lAir Act. This decisio
coupled with an increased focus in the Obama adtnittion and Congress on legislation to addressaté change, has heightened
importance of this issue for the energy industrighdugh there continues to be debate over the ldedad best design for state and fec
programs, increased state and federal legislatideragulatory activities calling for regulation GHG indicate that climate change protec
legislation and regulation are likely in the future

In July 2008, the EPA published the GreenhouseA&asnced Notice of Proposed Rulemaking. The natleatified, but did not choo
among, options for GHG regulation and requestednsents on the options presented. Absent Congredsiotian, in due course the Comp.
expects the EPA to adopt regulations relating ta3GH

In December 2009, the EPA released its final endiangnt finding stating that the atmospheric conmagions of six key greenhot
gases (CQ, methane, nitrous oxides, hydrofluorocarbons,lperbcarbons, and sulfur hexafluoride) endangerpthidic health and welfare
current and future generations. The finding doeshyoitself impose any requirements on producer&biG, but the finding does set
groundwork for the EPA to regulate GHG from new amisting stationary sources such as power plamds@ new motor vehicles. The E
proposed several rules regulating GHG in antiocgratf the final endangerment finding. In Septem®@09, the EPA proposed GHG mc
vehicle standards. The final standards were issaredd\pril 1, 2010. Although promulgation of the moteehicle standards triggers
applicability of PSD and operating permit (“Title”)Vrequirements for stationary sources that emit GHt& EPA concluded, in
reconsideration of when GHG regulation under th® BSgram will commence, that PSD program requimrgsiavill apply to GHG upon tt
date the motor vehicle standards actually takeceffePA stated those standards will take effectrwthe 2012 model
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year begins, which is no earlier than January 20hg. reconsideration did not specify which soumveslid be regulated in January 2011. "
same date applies to operating permits. On May2030, the EPA released the final PSD and Title \éegBhouse Gas Tailoring Rule. ~
purpose of the rule is to “tailothe applicability of two programs, PSD and Titleogerating permit programs, to avoid impacting il o
small GHG emitters. As expected, the rule focusethe largest sources of GHG, including fo$séied electric generating units. The final

establishes three major phases for regulating GHG.

Phase 1 starts January 2, 2011 and addresseshosly new or modified sources that emit 75,000 pensyear or more of GHGs and
currently subject to the PSD and Title V operatpegmit programs due to the amount of other regdlamissions. All of PNMs existing
generating plants are subject to the PSD and Vitlerograms because of the magnitude of @hS. Any modification at these faciliti
resulting in an increase of greater than or equals;,000 tons per year of GHG — a margin of 0.@gmr of SIGS’s 2009 emissionsveuld
trigger PSD permitting requirements, including a®Ranalysis for GHG.

Phase 2 starts July 1, 2011 and addresses anydawgee of GHG that was not previously subjecthi® PSD and Title V regulatc
programs. Phase 3, effective in July 2013, willgghen smaller GHG sources.

EPA regulation of GHG from large stationary soureéd impact PNM'’s operations due to the Compangésiance on fossifuelec
electric generation. The impact to PNM is unknovetduse the regulatory requirements, including vidhatonsidered BACT, are not
defined but could involve investments in efficiengyprovements and/or control technologies at thssifdueled generating plants.

Federal Legislation

Several legislative initiatives are under consiterain Congress that would regulate GHG. Thesdiaiives range from gene
limitations on GHG to the imposition of a so-calteép and tradesystem to the imposition of a tariff on GHG. Itusclear whether or wh
legislation will be passed.

The Company has assessed, and continues to assesapacts of potential climate change legislatomegulation on its business. T
assessment is preliminary, and changes in theld#igis or regulatory process could impact the agsest significantly. The Comparsy’
assessment includes assumptions regarding thefisp&tiG limits, the timing of implementation of tbe limits, the level of emissic
allowances allocated and the level that must beh@ased, the development of technologies for renknetiergy and to reduce emissions
cost of emissions allowances, the degree to whitdets may be used for compliance, and provisiarscbst containment. Moreover,
assessment assumes various market reactions sugthasspect to the price of coal and gas andoreiplant economics. These assumpt
at best, are preliminary and speculative. Howeliased upon these assumptions, the enactment dditeliohange legislation would like
among other things, result in significant compliamosts, including significant capital expenditubgsthe Company, and could jeopardize
economic viability of certain generating facilitidsor example, see the discussion of Four Cormeldoite 9 under the caption The Clean
Act — Regional Haze. In turn, these consequences woatlltte increased costs to customers and could atfsatts of operations, cash flo
and financial condition if the incurred costs ao fully recovered through regulated rates. Higla¢es could also contribute to reduced der
for electricity. The Compang’assessment process is ongoing but too prelimenaalyspeculative at this time for the meaningfedgction o
financial impact.

USCAP

In 2006, the Company became a founding member efuhited States Climate Action Partnership (“USCAR' coalition currentl
consisting of 35 businesses and national envirotamh@nganizations calling on the federal governmenénact national legislation to red
GHG at the earliest practicable date. USCAP retbAs€all To Action , a set of principles and recommendations outlingplicy framewor
for federal climate protection legislation in Janua007, and released iBueprint for Legislative Action to the U.S. Congress and the Obama
Administration in January 2009. It is the Company’s longstandingition that a mandatory, economy-wide, maik@ten approach th
includes a cap and trade program, combined witeratbmplementary state and federal policies, isnibst cost effective and environment
efficient means of addressing GHG reductions. Ilditazh, by eliminating the regulatory uncertainty @GHG regulation, a properly desigr
federal program could result in clean energy inwestt and allow utilities to make informed long-teéimaestments. The Company intends
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to continue working with USCAP, government agencé&sl Congress to advocate for federal action tesd this challenging environmel
issue that is closely linked with the U.S. econosmergy supply, and energy security.

Sate and Regional Activity

Pursuant to New Mexico law, each utility must subam integrated resource plan to the NMPRC evamsgetlyears to evaluate renew:
energy, energy efficiency, load management, disteith generation, and conventional supglye resources on a consistent and compe
basis. The integrated resource plan is requirethke into consideration risk and uncertainty ofl faepply, price volatility, and costs
anticipated environmental regulations when evahgatesource options to meet supply needs of PNdMstomers. The NMPRC issued an ¢
in June 2007, requiring that New Mexico utilitiestfor a standardized cost of carbon emissionstlivgio integrated resource plans using pi
ranging between $8 and $40 per metric ton of &@itted and escalating these costs by 2.5% per Yeaer the NMPRC order, each uti
must analyze these standardized prices as projegedhting costs in 2010 and thereafter. Reflectirggdeveloping nature of this issue,
NMPRC order states that these prices may be chaingte future to account for additional informatior changed circumstances. PNI
required, however, to use these prices for purpokés integrated resource plan, and the priceg nw reflect the costs that it ultimately v
incur. PNM’s integrated resource plan filed with the NMPRCSeptember 2008 showed that incorporation of the REIRequired carbc
emissions costs did not significantly change trepatich of existing facilities or the resource dedis regarding future facilities over the r
20 years. Much higher GHG costs than assumed ilNMERC analysis are necessary to impact the dibpaft@xisting resources or fut
resource decisions. The primary consequence of @bKEs was alincrease to generation portfolio costs. The pulnliolvement phase
PNM'’s next integrated resource plan began in JQi02

In December 2008, New Energy Economy (“NEE”), a #poofit environmental advocacy organization, petigd the New Mexic
Environmental Improvement Board (“EIBtp amend existing regulations and adopt new regugtthat would reduce GHG from sout
regulated by the State of New Mexico. The EIB oeddegal briefs to be filed on the issue of the 'El8&uthority to regulate GHG. After revi
of the briefs and a hearing in April 2009, the El8cided it does have authority to regulate GHG.January 13, 2010, PNM along wit|
diverse group of New Mexico businesses, legislataral agriculture interests filed a lawsuit in staburt requesting a preliminary :
permanent injunction enjoining the EIB from condugtfurther proceedings on the NEE petition base@ @hallenge of the EIB’authority t
regulate GHG as proposed in the NEE petition. OnilA@, 2010, the state court granted the prelimjriajunction requested in the laws
prohibiting the EIB from conducting further procésgs on the NEE petition pending a final ruling tke question of the EIB’authority t
regulate GHG. The New Mexico Supreme Court vactitednjunction on June 7, 2010. The Supreme Ceualcision should not be interpre
as an indication of the legal merits of the chajkenin fact, the Court specifically stated thatdegision did not include consideration of
substantive legal issues in the lawsuit regardiigj £authority to regulate GHG, but rather focusedhenquestion of whether it is appropr
for a court to intervene in a rulemaking proceedwithin the executive branch of state governmeihte Tulemaking hearing on the N
petition concluded on October 5, 2010. The EIBNetember 22, 2010, as the deadline for gusring briefing and indicated that the M
petition will be considered at an EIB meeting orc®maber 6, 2010, at which time the EIB may rulelon petition. PNM filed testimony in t
rulemaking hearing estimating the cost of eledyritd PNM’s customers would increase by approxitya$8 million per year if the NEE’
proposed rule is adopted. If the rule is adopt&iViRvill seek to recover in rates any increased £dsie to the rule. PNM will evaluate any |
adopted and take appropriate administrative anal ltgps to protect its interests and the intewgfsts ratepayers.

Seven western states, including New Mexico, andetf@anadian provinces have entered into an accaliéd the Western Regiol
Climate Action Initiative (the “WCI"),to reduce GHG from automobiles and certain indestrincluding utilities. The WCI released de:
recommendations for elements of a regional cap teade program in September 2008, and has createtatesubcommittees to deve
detailed implementation recommendations. Undei¥@d recommendations, GHG from the electricity seetiod fossil fuel consumption of 1
industrial and commercial sectors would be cappedem current levels and subject to regulationtisigin 2012. Over time, producers will
required to reduce their GHG. Implementation ofdeeign elements for GHG reductions would fallactestate and province. In New Mex
the Company believes this would require new lefimheand rulemaking.

In February 2009, a bill was introduced in the Ndexico legislature proposing to require the implaetagion by EIB of a cap and tre
system designed to reduce GHG. This legislatiod diecommittee
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during the session. The New Mexico House of Remtasiges did pass a memorial, which requests the Niexico Legislative Council 1
direct the appropriate committee to study the WiG4lfdesign recommendations as well as federalqsalg relating to reducing GHG. 1
memorial is a study of impacts and not a regulatiime memorial further states that the committeestpuested to report its findings
recommendations to the New Mexico legislature bgdpeber 2010.

In January 2010, a similar bill was introducedhia New Mexico House of Representatives that woaletrallowed the EIB to adopt ru
for implementing particular portions of WCI, incind rules for early reduction allowances, offséd\wehnces and mandatory reporting of G
for persons importing electricity or heating omsportation fuels. The bill was tabled in committeleere it died. In March 2010, the NMI
announced a process that will result in NMED retjngsthat the EIB adopt rules required to implemantVCl cap and trade program.
June 4, 2010, the NMED filed its petition with tE¢B for the adoption of NMED’s proposed cap-anade rule. A hearing was held
September 2010. PNM filed testimony in the rulemgkiiearing estimating the cost of electricity toNPI customers would increase frol
nominal amount in 2012 to $85 million in 2020 dudety to the NMEDS proposed rule. At a meeting on November 2, 26¥9FIB adopte
the NMED proposal with minor modifications. Theaus scheduled to become effective January 1, 20hte the final rule is available, P!
will evaluate the rule and take appropriate admiaive and legal steps to protect its interests the interests of its ratepayers. The Com
remains convinced that comprehensive federal latisl is the only way to meaningfully reduce entiasi minimize costs to customers an
the economy, and not disadvantage any particidde. SPNM will seek to recover in rates any incrdasests due to the rule.

Impact of International Accords, Indirect Consequences, and Physical Impacts

Approximately 82.8% of PNM’'s owned and leased gatieg capacity consists of coal or gasd generation that produces GHG, a
which is located within the United States. The Campdoes not anticipate any direct impact from ae@gr term international accords. All
Optim Energys owned generation produces GHG and is locatednnitie United States. Based on current forecalsés Company does r
expect its output of GHG to increase significantljthe neaterm. Many factors affect the amount of GHG, inghgdplant performance. F
example, if PYVNGS experienced prolonged outagesaly require PNM to utilize other power supply ias@s such as gdised generatior
which could increase GHG. Because of the Compagdgfendence on fosdikeled generation, any legislation that imposesné or cost ol
GHG will impact the cost at which electricity isopluced. While PNM expects to be entitled to recdkat cost through rates, the timing
outcome of proceedings for cost recovery is ungerta addition, to the extent that any additionasts are recovered through rates, custc
may reduce their demand, relocate facilities t@ptreas with lower energy costs, or take otheorgthat ultimately will adversely impact-
Company.

Given the geographic location of its facilities andstomers, PNM generally has not been exposdtktextreme weather events and ¢
physical impacts commonly attributed to climaterag with the possible exception of drought coodgi periodically, and physical chan
are generally not expected to be of material camsece in the neaerm. Drought conditions in northwestern New Mexamuld impact th
availability of water for cooling coal plants. Watghortage sharing agreements have been in place 8003, although no shortage has
declared due to sufficient precipitation in the Saan Basin. PNM also has a supplemental wateraxinn place with the Jicarilla Tribe
help address any water shortages from primary ssuithe contract expires December 31, 2016. TNNiBt €hoice, and Optim Energy h:
operations in the Gulf coast area of Texas, whigpegences periodic hurricanes. In addition to ptiédly causing physical damage
Company or Optim Energy owned facilities, whichrdg the ability to transmit, distribute, and/orngeate energy, hurricanes can ret
customers’ usage and demand for energy.

Financial Reform Legislation

In July 2010, the Dodérank Wall Street Reform and Consumer Protectiohy #bich is intended to improve regulation of ficéal
markets, was signed into law. The Company is ctigr@valuating this legislation and cannot predie impact it may have on the Company’
financial condition, results of operations, casiwi, or liquidity.
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Other Matters

See Notes 9 and 10 herein and Notes 16, 17 and 1812009 Annual Reports on Form K(for a discussion of commitments ¢
contingencies, rate and regulatory matters, and@mmental issues facing the Company.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in accozdamith GAAP requires Company management to seledtapply accounting polici
that best provide the framework to report the itssaf operations and financial position for PNMRN?, and TNMP. The selection a
application of those policies requires managementake difficult, subjective and/or complex judgrsegoncerning reported amounts
revenue and expenses during the reporting periatiftege reported amounts of assets and liabilitidheadate of the financial statements. ,
result, there exists the likelihood that materidifferent amounts would be reported under diffe@mnditions or using different assumptions.

The Company’s critical accounting policies are ltised in PNMR’s, PNM’s, and TNMP’s 2009 Annual Repoon Forms 10k. The
policies disclosed included unbilled revenues, k&tguy accounting, impairments, decommissioningtsioderivatives, pension and ot
postretirement benefits, accounting for contingesicincome taxes, and market risk. As of Septe®®eR010, there have been no signifi
changes with regard to the critical accountinggie$i, except as set forth below.

Impairments

Tangible longlived assets and amortizable intangible assets\akiated for impairment when events and circunegisundicate that tl
assets might be impaired in accordance with GAAReSE potential impairment indicators include mansgd’'s assessment of fluctuat
market conditions as a result of industry deregutatplanned and scheduled customer purchase conemis; future market penetrati
fluctuating market prices resulting from factorslirding changing fuel costs and other economic itmmd; weather patterns; and other ms
trends. The amount of impairment recognized, if, anyhe difference between the fair value of theeh and the carrying value of the asse
would reduce both the asset and current periodireggnVariations in the assessment of potentialainmpent or in the assumptions use
calculate an impairment could result in differentammes, which could lead to significant effectsom consolidated financial statements.

Goodwill and nonamortizable other intangible assets are evaluatednfpairment at least annually, or more frequeiftlgvents an
circumstances indicate that the goodwill and intilalegassets might be impaired. Note 16 containsrinftion on the impairment test
performed by the Company on goodwill and intangdseets. No impairments were indicated in the Caryigaannual goodwill testing, whi
was performed as of April 1, 2010. Since the anmwaluation, there have been no indications thatfalir values of the reporting units w
recorded goodwill have decreased below the carryimges. The annual testing was based on cert#tioatrestimates 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 judgmeéncluding the identification of reporting unitgssignment of assets and liabilitie
reporting units and determination of the fair vabfeeach reporting unit. The fair value of eachomipg unit is estimated using a discout
cash flow methodology. This analysis requires digamt judgments, including estimation of futuresksdlows, which is dependent on intel
forecasts, estimation of long-term growth ratestfa business, and determination of appropriatghted average cost of capital (“WACLC”
for each reporting unit.

In determining the fair value of each reportingtutiie WACC is a significant factor. The Companysiders many factors in selectin
WACC, including the market view of risk for eacldimidual reporting unit, the appropriate capitalisture, and the borrowing rate appropi
for each reporting unit. The Company considerslalls marketbased information and may consult with third partie help us to determi
the WACC. The selection of a WACC is subjective amadifications to this rate could significantly nrease or decrease the fair value
reporting unit.
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The other primary factor impacting the determinataf the fair value of each reporting unit is thetimation of future cash flows. T
Company considers budgets, lotegm forecasts, historical trends, and expectediyroates 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 reporting units subject to ratgulation, a fair recovery of and return on cgstsdently incurred to serve customers is assumieolulg
the regulators not allow recovery of certain castgsot allow these reporting units to earn a faterof return on invested capital, the fair v.
of the reporting units could decrease. For the guileged reporting unit, assumptions regarding ecustousage, pricing, retention, and payr
behavior, in addition to fluctuations in the co$temergy, significantly impact estimates of futwash flows. Negative impacts of change
these assumptions would cause the fair value sfrégorting unit to decrease.

The Company believes that the WACCs and cash flmjeptions utilized in the 2010 testing approptiateflect the fair value of ea
reporting unit. Since any cash flow projection @n$ uncertainty, the Company adjusted the WACEsl us reflect that uncertainty. T
Company does not believe that there are indicatddig®odwill impairment in any of its reporting tsi but this analysis is highly subjective.
of the impairment testing for April 1, 2010, thérfaalue of the PNM reporting unit, which had goalihef $51.6 million, exceeded its carryi
value by 8.0% and the fair value of the TNMP rejporunit, which had goodwill of $226.7 million, eaeded its carrying value by 5.3%.
fair value of the First Choice reporting unit, wihibad goodwill of $43.0 million, exceeded its cémgyvalue by more than ten percent. Du
the subjectivity and sensitivities of the assummi@nd estimates underlying the impairment analysesre can be no assurance that fi
analyses, which will be based on the approprisgaraptions and estimates at that time, will not ltésimpairments.

PNMR also has an investment in Optim Energy, wiligchccounted for using the equity method. OptimrByls operating assets con
of two gas-fired electric generating plants and ooal-fired generating plant. Optimnresults of operations are primarily determinecthe
prices at which its power is sold and it procures fprincipally natural gas, to generate powerdifidnally, power prices in the ERCOT matr
are directly correlated to natural gas prices. ftagkets for power and natural gas are currentlyetesed. The low levels of gas and pc
prices are indicators of possible impairment of FRIMinvestment in Optim Energy. Accordingly, PNMR fpemed an impairment test of
investment in Optim Energy as of April 1, 2010 gsen discounted cash flow methodology. This analysiiized the power and gas forwi
price curve information, which provides projectioios five years, combined with management of OpEmergy’s fundamental view of i
business for periods after the end of the pricgesurThis analysis indicated that PNMRiroportionate share of the fair value of Optinefgy
exceeded its carrying value. The impairment analf@ Optim Energy requires the same assumptiagnents, and estimations descr
above and there can be no assurance that futulesasawhich will be based on the appropriate apsioms and estimates at that time, will
result in impairments.

MD&A FOR PNM
RESULTS OF OPERATIONS

PNM'’s continuing operations are presented in the PN&&tEt segment, which is identical to the segmeasented above in Results
Operations for PNMR. PNM' discontinued operations are presented in the N8l segment, which is identical to the total egmifron
discontinued operations, net of income taxes, showthe Condensed Consolidated Statements of Egrfion both PNM and PNMR. See N
14.

MD&A FOR TNMP
RESULTS OF OPERATIONS
TNMP operates in only one reportable segment, TNBWRtric, as presented above in Results of Operafior PNMR.
DISCLOSURE REGARDING FORWARD LOOKING STATEMENTS

Statements made in this filing that relate to fatavents or PNMR'’s, PNM'’s, or TNM®&’expectations, projections, estimates, intent
goals, targets and strategies, are made pursudmé terivate Securities Litigation Reform Act of9E9 Readers are cautioned that all forward-
looking statements are based upon current expectatind estimates and PNMR, PNM, and TNMP assumebligation to update tF
information.
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Because actual results may differ materially frdrmase expressed or implied by these forwlaaking statements, PNMR, PNM, ¢

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

Conditions affecting the Compeg’s ability to access the financial markets and riagphew credit facilities for those expiring in12
and 2012, or Optim Energy'access to additional debt financing following titiéization of its existing credit facility, inctling action
by ratings agencies affecting the Com(’s credit ratings

The recession, its consequent extreme disruptiothéncredit markets, and its impacts on the elgttriusage of the Compa’s
customers

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

The ability of PNM to meet the renewable energyumements established by the NMPRC, including teeource diversi
requirement, within the specified cost parame!

The ability of PNM to successfully utilize a futurest year in its rate filing with the NMPRC, inding PNM’s ability to accurate
forecast operating and capital expenditures ankistéihd challenges by regulators and intervet

The performance of generating units, including PMNGJGS, Four Corners, and Optim Energy generatiitg, and transmissi
systems

The risk that recently enacted reliability standardgarding total transmission capacity may limNM's ability to transmit il
generation resources and provide access to trasismisustomers

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

The potential unavailability of cash from PNI's subsidiaries or Optim Energy due to regulatdatusory or contractual restrictior
The impacts of the decline in the values of maitietaequity securities on the trust funds maintairtedprovide nucle:
decommissioning funding and pension and other ptistment benefits, including the levels of fundargl expense¢

The ability of First Choice to attract and retaustomers and collect amounts bills

Changes in ERCOT protoco

Changes in the cost of power acquired by First Gk

Collections experienci

Insurance coverage available for claims madeiugliion,

Fluctuations in interest rate

Weather,

Water supply

Changes in fuel cost

Availability of fuel supplies

Uncertainty regarding the requirements and relatests of decommissioning power plants owned origigrtowned by PNM an
Optim Energy and coal mines supplying certain PNdWvgr plants, as well as the ability to recover aeetssioning costs throu
charges to customel

The risk that replacement power costs incurred BjviRelated to not meeting the specified capacitstda for its generating un
under its Emergency FPPAC will not be approvedieyNMPRC,

The risk that PNM may not be able to recover co$teenewal of right-of-way on Native American lands through rates charg
customers

The effectiveness of risk management and commaogitytransactions

Seasonality and other changes in supply and deinahé market for electric powe

The impact of mandatory energy efficiency measoresustomer energy usag

Variability of wholesale power prices and naturas gprices

Volatility and liquidity in the wholesale power nkats and the natural gas marki

Uncertainty regarding the ongoing validity of gawerent programs for emission allowanc

Changes in the competitive environment in the d@leatdustry,
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* The risk that the Company and Optim Energy may Hawemmit to substantial capital investments additeonal operating costs
comply with new environmental requirements inclgdpossible future requirements to address conadraat global climate chany
and the resultant impacts on the operations andogeic viability of generating plants in which PNMdOptim Energy have interes

» The risks associated with completion of generattoemsmission, distribution, and other projectgluding construction delays &
unanticipated cost overrur

» Uncertainty surrounding the status of P’s participation in jointl-owned projects resulting from the scheduled exjpinabf the
operational documents for the projects beginning0h5 and potential changes in the objectives@fptirticipants in the project

» The outcome of legal proceedin

» Changes in applicable accounting principles,

» The performance of state, regional, and nationahemies.

Any material changes to risk factors occurring raftee filing of PNMR’s, PNM’s, or TNMP’s 2009 Annu&eport on Form 10 are
disclosed in Item 1A, Risk Factors, in Part Il bistForm 10-Q.

For information about the risks associated with tise of derivative financial instruments see Iteni@Quantitative and Qualitati
Disclosures About Market Risk.”

SECURITIES ACT DISCLAIMER

Certain securities described in this report havebeen registered under the Securities Act of 18383amended, or any state secul
laws and may not be reoffered or sold in the Unféates absent registration or an applicable exemfitom the registration requirements
the Securities Act of 1933 and applicable stateises laws. This Form 1@ does not constitute an offer to sell or the d@liion of an offe
to buy any securities.

WEB SITE

The PNMR website, www.pnmresources.cpis an important source of Company information BNMR encourages investors, anal
and other interested parties to visit the webgiégfently. PNMR keeps the site updated and roytipekts new information or upda
information for public consumption. PNMR encouragesalysts, investors and other interested paniesdister on the website to automatic
receive Company financial information by email. ®negistered, participants can choose from a menautomatically receive reques
information, including news releases, notices obegasts and filings with the SEC. Participants casubscribe at any time and will not rect
information that was not requested. The contenthefvebsite are not part of this Form 10-Q.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

PNMR controls the scope of its various forms ok tisrough a comprehensive set of policies and ghoees and oversight by senior le
management and the Board. The Boarfdinance Committee sets the risk limit parameféhe RMC, comprised of corporate and busi
segment officers, oversees all of the risk managémetivities, which include commodity risk, credik, interest rate risk, and business
The RMC has oversight for the ongoing evaluationthef adequacy of the risk control organization aoticies. PNMR has risk cont
organizations, which are assigned responsibility €stablishing and enforcing the policies, procedumand limits and evaluating the ri
inherent in proposed transactions, on an enterpride basis.

The RMC's responsibilities specifically include: establisnh of policies regarding risk exposure levels actlvities in each of tt
business segments; authority to approve the typekervatives entered into; authority to establaslyeneral policy regarding counterp:
exposure and limits; authorization and delegatibtramsaction limits; review and approval of cotdrand procedures for derivative activit
review and approval of models and assumptions tsedhliculate mark-tonarket and market risk exposure; authority to apprand ope
brokerage and counterparty accounts for derivatirasew of hedging and risk activities; the extand type of reporting to be performed
monitoring of limits and positions; and quartergporting to the Audit and Finance Committees osdlexctivities. The RMC also proposes
limits, such as VaR and GEaR, to the Finance Cotaenfbr its approval.
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It is the responsibility of each business segmemtréate its own control procedures and policighiwithe parameters established by
Corporate Financial Risk Management Policy, appidye the Finance Committee. The RMC reviews and@a@s these policies, which .
created with the assistance of the Risk ManagemDepartment and the Vice President and Treasureh Basiness segmestpolicies addre
the following controls: authorized instruments andrkets; authorized personnel; policies on segi@yaff duties; policies on mark-tmarke
accounting; responsibilities for deal capture; aomdtion responsibilities; responsibilities for oeping results; statement on the role
derivative transactions; and limits on individuarsaction size (nominal value).

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

Information concerning accounting for derivativeslahe risks associated with commodity contractseisforth in Note 4. Note 4 a
contains a summary of the fair values of markvarket energy related derivative contracts inclunethe Condensed Consolidated Balz
Sheets.

The following table details the changes in PNMR& asset or liability balance sheet position forkyta-market energy transactic
other than designated cash flow hedges:

Economic
Trading Hedges Total
Nine Months Ended September 30, 201 (In thousands
Sources of fair value gain (los:

Net fair value at beginning of peric $ 1,239 $ 2,217 $ 3,456
Amount realized on contracts delivered during ok (894) 12,837 11,943
Changes in fair valu 3) (53,589) (53,592)
Net change recorded as m-to-market (897) (40,752) (41,649)
Net change recorded as regulatory liabi - 931 931
Unearned/prepaid option premiul - 334 334
Settlement of c-designated cash flow hedc - 1,929 1,929

Net fair value at end of peric $ 342 $ (35,341 $ (34,999

Nine Months Ended September 30, 20C
Sources of fair value gain (los:

Net fair value at beginning of peric $ 2,556 $ (5,422 $ (2,866
Amount realized on contracts delivered during ok (1,489) 15,155 13,666
Changes in fair valu 121 (6,564) (6,443)
Net change recorded as m-to-market (1,368) 8,591 7,223
Unearned/prepaid option premiul - (362) (362)

Net fair value at end of peric $ 1,188 $ 2,807 $ 3,995

The following table provides the maturity of PNMRiet assets (liabilities) other than designatst fiaw hedges, giving an indicatior

when these mark-torarket amounts will settle and generate (use) cHsé.following values were determined using braleotes and optic
models:
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Fair Value of Mark-to-Market Instruments at September 30, 2010

Less than
1 year 1-3 Years 4+ Years Total
(In thousands
Trading

Prices actively quote $ 1,753 $ - $ - $ 1,753
Prices provided by other external sout (1,411) - - (1,411)
342 - - 342

Economic hedge
Prices actively quote (20,832) (5,752) - (26,584)
Prices provided by other external sour (1,802) (4,667) (1,016) (7,485)
Prices based on models and other valua (526) (746) - (1,272)
(23,160) (11,165) (1,016) (35,341)
Total $ (22,818 $(11,165) $(1,016) $ (34,999)

The fair value of PNMRS commodity derivative instruments designated ah ¢mw hedging instruments decreased $13.3 mildac
$13.0 million for the nine months ended Septemi®e2810 and September 30, 2009.

Risk Management Activities

PNM measures the market risk of its lolegm contracts and wholesale activities using a \¢aRulation to measure the impact of p
movements. The VaR calculation reports the potentarket loss for the respective transactions. Ehisulation is based on the transaction’
fair market value on the reporting date. Accordingihe VaR calculation is not a measure of the m@kaccounting mark-tonarket loss. PNI
utilizes a Monte Carlo VaR simulation model, whigfoduces randomly simulated markstarket values, by simulating prices, based |
historical volatilities and correlations. The qutative model, however, is limited by the parametestablished in creating the model.
instruments being evaluated may trigger a potentiss in excess of the calculated amounts if chengecommodity prices exceed
confidence level of the model used. The VaR metlagdoemploys the following critical parameters: thigcal volatility estimates; mark
values of all contractual commitments; appropriairket-oriented holding periods; and seasonallysidfl and crossemmodity correlatio
estimates. The VaR calculation considers Pblfdrward positions, if any. PNM uses a holdingigebiof three days as the estimate of the le
of time that will be needed to liquidate the pasis. The volatility and the correlation estimatesasure the impact of adverse price moven
both at an individual position level as well astla total portfolio level. The confidence level adished is 95%. For example, if VaF
calculated at $10.0 million, it is estimated tha®b0 out of 1,000 market simulations the f@e-gain or loss in liquidating the portfolio wo
not exceed $10.0 million in the three days thatatild take to liquidate the portfolio.

PNM measures VaR for all transactions that aredivettly asset-related and have economic risk. Ritvhot have any noasset backe
transactions for the nine months ended Septemhe2@®®. For the nine months ended September 3®, 2088 average, high, and low Vv
amount for these transactions was less than $0libmiThe total VaR amount for these transactiahSeptember 30, 2009 was less than
million.

First Choice measures the market risk of its resaiés commitments and supply sourcing activitEiagia GEaR calculation to moni
potential risk exposures related to taking congrétsettlement and a VaR calculation to measuwe-s&rm market price impacts.

Because of its obligation to serve customers, Eatice must take certain contracts to settlemfedordingly, a measure that evalu:
the settlement of First Choicepositions against earnings provides managemehtamiseful tool to manage its portfolio. First @eouses
hold-to-maturity at risk for 12 months calculation for @&aR measurement. The calculation utilizes the ddome Carlo simulation approe
described above at a 95% confidence level and dislithe retail load and supply portfolios. Managenelieves the GEaR results al
reasonable approximation of the potential varigbitif earnings against forecasted earnings. Thentgjative risk information, however,
limited by the parameters established in creatimgnhodel. The instruments being evaluated maydriggootential loss in excess of calcul
amounts if changes in commaodity prices exceed timéidence level of the model used. The GEaR cdlicuaconsiders First Choicgforwarc
position for the next twelve months and holds gaasition to settlement. The volatility and the edation
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estimates measure the impact of adverse price menvsnboth at an individual position level as wesllad the total portfolio level. For exam
if GEaR is calculated at $10.0 million, it is estéitad that in 950 out of 1,000 market scenariosutatied by the model the losses agains
Company'’s forecasted earnings over the next tweloeths would not exceed $10.0 million.

For the nine months ended September 30, 2010, vimge GEaR amount was $3.6 million, with high &w GEaR amounts for tl
period of $6.8 million and $1.5 million. The tot@EaR amount at September 30, 2010 was $4.2 milkam. the nine months enc
September 30, 2009, the average GEaR amount fee thensactions was $5.6 million, with high and B&aR amounts for the period of $1
million and $2.2 million. The total GEaR amount these transactions at September 30, 2009 was/$Bidn.

First Choice utilizes a VaR measure to manage #skat risk. The VaR limit is based on the samel fodatfolio approach as the GE
measure; however, the VaR measure is intendedptoreathe effects of changes in market prices aveolding period, which through June
2010 was ten days. This holding period was consitlappropriate given the nature of First Chaicipply portfolio and the constraints fa
by First Choice in the ERCOT market. In July 20EDst Choice modified the method of calculating ViaRconsider First Choicg’position
over the life of the total portfolio and is intemtdéo capture the effects of changes in market primeer a three day holding period. Tt
changes, which did not significantly impact the VaRounts, are considered appropriate given theaafu-irst Choices supply portfolio an
the developing ERCOT market. The VaR calculatiotiiize the same Monte Carlo simulation approachcdbsed above at a 95% confide
level. The VaR amount for these transactions wa2 f#fllion at September 30, 2010. For the nine memnded September 30, 2010, the |
low and average VaR amounts were $2.3 million, $0illion and $0.8 million. The VaR amount for thesansactions was $0.3 million
September 30, 2009. For the nine months ended r@bpte30, 2009, the high, low and average VaR ansowete $2.0 million, $0.2 millic
and $0.9 million.

The Company’s risk measures are regularly monitdimedhe Companyg RMC. The RMC has put in place procedures to entwu
increases in risk measures that exceed the predclilmits are reviewed and, if deemed necessatgdagpon to reduce exposures. Val
GEaR limits were not exceeded during the nine n®atided September 30, 2010 or 2009.

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

Credit Risk

The Company conducts counterparty risk analysissscbusiness segments and uses a credit managemesss to assess the finar
conditions of counterparties. Credit exposure ggitarly monitored by the RMC. The RMC has put prhaes in place to ensure that incre
in credit risk that exceed the prescribed limits mviewed and, if deemed necessary, acted up@tae exposures.

The following table provides information related BRNMR’s credit exposure. The table further delineates ¢lkposure by the cre
worthiness (credit rating) of the counterpartied provides guidance as to the concentration oficristf to individual counterparties.
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Schedule of Credit Risk Exposure
September 30, 2010

Net
Number Exposure
of Of
Credit Counter Counter-
Risk -parties Parties
Rating @ Exposure @ >10% >10%
(Dollars in thousands
External ratings
Investment grad $ 25,593 3 $ 14,212
Non-investment grad 1,755 - -
Internal ratings
Investment grad 21 - -
Non-investment grad 579 - -
Total $ 27,948 $ 14,212

@ The Rating included in “Investment Grade” is founterparties with a minimum S&P rating of BBB- oobtly’s rating of Baa.

If the counterparty has provided a guarantee bighehn rated entity (e.g., its parent), determinmai® based on the rating of

guarantor. The category “Internal Ratings—Investim@&mrade” includes those counterparties that are internadlied a

investment grade in accordance with the guidelestablished in the Compé’s credit policy
® " The Credit Risk Exposure is the gross credit expnsimcluding longterm contracts (other than full requirements custe)
forward sales and sharm sales. The exposure captures the amounts rfeaeivables/payables for realized transact
delivered and unbilled revenues, and markriarket gains/losses (pursuant to contract terme)sssexposures can be of
according to legally enforceable netting arrangeent are not reduced by available credit coldteEredit collateral includs
advance payments, cash deposits, letters of ciadit,parental guarantees received from counteggaimounts are presen
before the application of such credit collateratinments. At September 30, 2010, PNMR held advpagements of $7.1 millic
and credit collateral of $2.1 million to offset @redit exposure

The following table provides an indication of thatority of PNMR’s credit risk by credit ratings thfe counterparties.

Maturity of Credit Risk Exposure
September 30, 2010

Greater
Less than than Total
Rating 2 Years 2-5 Years 5 Years Exposure

(In thousands
External ratings

Investment grad $ 25,593 $ - $ - $ 25,593
Non-investment grad 1,755 - - 1,755
Internal ratings
Investment grad 21 - - 21
Non-investment grad 579 - - 579
Total $ 27,948 $ . $ . $ 27,948

The Company provides for losses due to market agditarisk. Net credit risk for PNMR’largest counterparty as of September 30,
was $6.1 million.
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Interest Rate Risk

PNMR has longerm debt which subjects it to the risk of lossoagsed with movements in market interest ratese Wmajority o
PNMR’s long-term debt is fixed-rate debt and does expose PNMRS earnings to a major risk of loss due to advetsnges in mark
interest rates. However, the fair value of all ldagn debt instruments would increase by 3.3%, tiérizst rates were to decline by 50 t
points from their levels at September 30, 2010géneral, an increase in fair value would impachiegs and cash flows to the extent
recoverable in rates if all or a portion of deldtimments were acquired in the open market pricdhéir maturity. As described in Note
TNMP has longeerm debt of $50.0 million that bears interest aneable rate. However, TNMP has also entered énteedging arrangem:
that effectively results in this debt bearing ietdrat a fixed rate, thereby eliminating interede rrisk. In addition, in January 2010, P
entered into a floating-to-fixed interest rate swefh a notional amount of $100.0 million associhteith PNM’'s unsecured revolving cre
facility. At October 25, 2010, PNMR has $198.0 ioiil of consolidated shoterm debt outstanding under its revolving creddilfées anc
local lines of credit, which allow for a maximumgiggate borrowing capacity of $1,008.0 million. $&dacilities bear interest at varis
rates, which averaged 0.99% on October 25, 201@worgs, and the Company is exposed to interestrigk to the extent of future increa
in variable interest rates.

The securities held by PNM in the NDT and in trdstspension and other postployment benefits had an estimated fair valugs8i.
million at September 30, 2010, of which 31.1% wiéxed-rate debt securities that subject PNM to risk g&lof fair value with movements
market interest rates. If interest rates were tociase by 50 basis points from their levels at&eper 30, 2010, the decrease in the fair val
the fixed-rate securities would be 5.2%, or $9.4iom. The securities held by TNMP in trusts fomg®n and other pogtmployment benefi
had an estimated fair value of $66.9 million att8epber 30, 2010, of which 26.8% were fixede debt securities that subject TNMP to ris
loss of fair value with movements in market intémases. If interest rates were to increase by dflsopoints from their levels at Septembe
2010, the decrease in the fair value of the fixatg-securities would be 6.6%, or $1.2 million.

PNM and TNMP do not directly recover or return thgb rates any losses or gains on the securitieijdimg equity and alternati
investments discussed below, in the trusts forearctecommissioning or pension and other pagoyment benefits. However, the ove
performance of these trusts does enter into thiegierdeterminations of expense and funding lewelsich are factored into the rate mak
process to the extent applicable to regulated tipesa PNM and TNMP are at risk for shortfalls iméling of obligations due to investm
losses, including those from the equity market albernatives investment risks discussed below ¢oetktent not ultimately recovered thro
rates charged to customers.

Equity Market Risk

The NDT and trusts established for PNM’s pensiod postemployment benefits hold certain equity securiieSeptember 30, 20:
These equity securities expose PNM to losses inviaue should the market values of the underlygiegurities decline. Equity securit
comprised 56.0% of the securities held by the waiBNM trusts as of September 30, 2010. The testeblished for TNMR' pension ar
postemployment benefits hold certain equity securitidgese equity securities expose TNMP to losseaiinvalue should the market value:
the underlying securities decline. Equity secwittemprised 53.5% of the securities held by the PNMIsts as of September 30, 2010. T
was a significant decline in the general price lewd marketable equity securities in late 2008 emdarly 2009. The impacts of these decl
were considered in the funding and expense valstgerformed for 2009 and 2010 and resulted inaeduncome or increased expe
related to the pension plans being recorded addeqlire increased levels of funding beginnin@@10. See Note 8.

Alternatives Investment Risk

The Company has a target of investing 20% of itasfm: assets in the alternatives asset class, wdmcbunted to 20.3% as
September 30, 2010. This includes real estateatgrigquity, and hedge funds. These investmentbnaited partner structures that are multi-
manager multstrategy funds. This investment approach givesdieersification and minimizes risk compared tdigect investment in at
one component of the funds. The general partnersees the selection and monitoring of the undeglyiranagers. The CompasyCorporat
Investment Committee, assisted by its investmensuaitant, monitors the performance of the funds gmageral partnes’ investment proce:
There is risk associated with these funds duedm#ture of the strategies and
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techniques and the use of investments that doana readily determinable fair value. The valuatibrthe alternative asset class has also
impacted by the significant decline in the generéae levels of marketable equity securities.
ITEM 4. CONTROLS AND PROCEDURES
PNMR
Evaluation of disclosure controls and procedures.

As of the end of the period covered by this quérteeport, PNMR conducted an evaluation under thpesvision and with tt
participation of PNMRS management, including the Chief Executive Offi@ed the Chief Financial Officer, of the effectiess of the desi
and operation of the disclosure controls and procedl (as defined in Regulation 13A, Sections 13a)18nd 15dt5(e) of the Securiti
Exchange Act of 1934). Based upon this evaluatioa,Chief Executive Officer and the Chief Finanddficer concluded that the disclos
controls and procedures are effective.

Changes in internal controls

There have been no changes in PNMR'’s internal abaotrer financial reporting (as such term is dedfifie Rules13a-15(f) and 1505(f)
under the Securities Exchange Act of 1934) durrggduarter ended September 30, 2010 that haveialgtaffected, or are reasonably lik
to materially affect, PNMR’s internal control ofamancial reporting.

PNM
Evaluation of disclosure controls and procedures.

As of the end of the period covered by this qurtesport, PNM conducted an evaluation under thgeswision and with the participati
of PNM’s management, including the Chief Executive Offamed the Chief Financial Officer, of the effectiess of the design and operatio
the disclosure controls and procedures (as defim&ggulation 13A, Sections 13a-15(e) and 15¢e) of the Securities Exchange Act of 19
Based upon this evaluation, the Chief Executivad@ffand the Chief Financial Officer concluded ttret disclosure controls and proced
are effective.

Changes in internal controls

There have been no changes in PNM’s internal cbotrer financial reporting (as such term is definedrules13a-15(f) and 15t5(f)
under the Securities Exchange Act of 1934) durrggduarter ended September 30, 2010 that haveialgtaffected, or are reasonably lik
to materially affect, PNM’s internal control ovéndncial reporting.

TNMP
Evaluation of disclosure controls and procedures.

As of the end of the period covered by this qulrteeport, TNMP conducted an evaluation under thpesvision and with tt
participation of TNMP$ management, including the Chief Executive Offimed the Chief Financial Officer, of the effectiess of the desi
and operation of the disclosure controls and procesdl (as defined in Regulation 13A, Sections 13a)18nd 15dt5(e) of the Securiti
Exchange Act of 1934). Based upon this evaluatiba,Chief Executive Officer and the Chief Finandcdficer concluded that the disclos
controls and procedures are effective.

Changes in internal controls

There have been no changes in TNMP’s internal obntrer financial reporting (as such term is dedirie Rules13a-15(f) and 15b5(f)
under the Securities Exchange Act of 1934) dudmgduarter ended September 30,
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2010 that have materially affected, or are reaslgriddely to materially affect, TNMP’s internal ctnol over financial reporting.

PART Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

See Notes 9 and 10 in the Notes to Condensed Gdassal Financial Statements for information relatedhe following matters, fi
PNMR, PNM, and TNMP, incorporated in this item leyerence.

Navajo

Regional Haz:
Citizens Suit Under the Clean Air A

Nation Environmental Issu

Four Corners Notice of Intent to S

Santa Fe Generating Stati

Coal Combustion B-Products Sierra Club Action:

Gila River Indian Reservation Superfund ¢

PVNGS Water Supply Litigatio

San Juan River Adjudicatic

Western United States Wholesale Power Ma

Begay v. PNM et €

Transmission Issue— Cargill matter

PNM - Emergency FPPA!

PNM - 2010 Electric Rate Ca

PNM - Transmission Rate Ca

TNMP — Competitive Transition Charge T+-Up Proceediny
TNMP - Interest Rate Compliance Tar

TNMP — Advanced Meter System Deployment and Surcharge é&¢
TNMP - 2010 Rate Cas

ITEM 1A. RISK FACTORS

As of the date of this report, there have been @terial changes with regard to the Risk Factorslaiged in PNMR’s, PNMs, ant
TNMP’s 2009 Annual Reports on Form 10-K.

ITEM 6. EXHIBITS

3.1 PNMR

3.2 PNM

3.3 TNMP

3.4 PNMR

3.5 PNM

Articles of Incorporation of PNM Resources, as adeehto date (incorporated by reference to Exhilditt8 PNMR'’s
Current Report on Forrr-K filed November 21, 200¢

Restated Articles of Incorporation of PNM, as amehthrough May 31, 2002 (incorporated by referendexhibit 3.1.1 tc
the Compan’'s Quarterly Report on Form -Q for the quarter ended June 30, 2C

Articles of Incorporation of TNMP, as amended thgbuuly 7, 2005 (incorporated by reference to Eixl3li.2 to the
Compan'’s Quarterly Report on Form -Q for the quarter ended June 30, 2C

Bylaws of PNM Resources, Inc. with all amendmeatartd including February 17, 2009 (incorporatededfgrence tc
Exhibit 3.1 to PNMF' s Current Report on Forn-K filed February 20, 200¢

Bylaws of PNM with all amendments to and includgy 31, 2002 (incorporated by reference to Ext8hit2 to the
Compan’s Report on Form -Q for the fiscal quarter ended June 30, 2(
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3.6 TNMP Bylaws of TNMP as adopted on August 4, 2005 (inoceied by reference to Exhibit 3.2.3 to the Com['s Quarterly
Report on Form 1-Q for the quarter ended June 30, 2C

12.1 PNMR Ratio of Earnings to Fixed Charg

12.2 PNM Ratio of Earnings to Fixed Charg

12.3 TNMP Ratio of Earnings to Fixed Charg

31.1 PNMR Chief Executive Officer Certification Pursuant teclon 302 of the Sarbar-Oxley Act of 2002

31.2 PNMR Chief Financial Officer Certification Pursuant tecsion 302 of the Sarbar-Oxley Act of 200z

31.3 PNM Chief Executive Officer Certification Pursuant teclon 302 of the Sarbar-Oxley Act of 200z

314 PNM Chief Financial Officer Certification Pursuant teciion 302 of the Sarbar-Oxley Act of 200z

315 TNMP Chief Executive Officer Certification Pursuant tecBon 302 of the Sarbar-Oxley Act of 2002

31.6 TNMP Chief Financial Officer Certification Pursuant teciion 302 of the Sarbar-Oxley Act of 200z

32.1 PNMR Chief Executive Officer and Chief Financial Officgertification Pursuant to Section 906 of the SadsaOxley Act of
2002

32.2 PNM Chief Executive Officer and Chief Financial Officgertification Pursuant to Section 906 of the Saek-Oxley Act of
2002

32.3 TNMP Chief Executive Officer and Chief Financial Officgertification Pursuant to Section 906 of the SadsaOxley Act of
2002

101.INS PNMR XBRL Instance Documer

101.SCF PNMR XBRL Taxonomy Extension Schema Docum

101.CAL PNMR XBRL Taxonomy Extension Calculation Linkbase Docuntr

101.LAB PNMR XBRL Taxonomy Extension Label Linkbase Docum

101.PRE PNMR XBRL Taxonomy Extension Presentation Linkbase Doent

101.DEF PNMR XBRL Taxonomy Extension Definition Linkbase Docun

SIGNATURE

Pursuant to the requirements of the Securities &xgb Act of 1934, the registrants have duly catisisdreport to be signed on their behal
the undersigned thereunto duly authorized.

PNM RESOURCES, INC.
PUBLIC SERVICE COMPANY OF NEW MEXICO
TEXAS-NEW MEXICO POWER COMPANY
(Registrants

Date: November 3, 201 /s/ Thomas G. Sateg!
Thomas G. Sategnha
Vice President and Corporate Controller
(Officer duly authorized to sign this repo
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Exhibit 12.1

PNM RESOURCES, INC. AND SUBSIDIARIES
Ratio of Earnings to Fixed Charges
(In thousands, except ratio)

Nine Months Year Ended December 3

Fixed charges, as defined
the Securities and Exchang
Commission
Interest expensed and
capitalized
Amortization of deb
premium, discount and
expense:
Interest from discontinued
operations (including
capitalized interest
Estimated interest factor of
lease rental charg:
Preferred dividen:
requirements of subsidia

Total Fixed Charge

Earnings, as defined by tl
Securities and Exchange
Commission

Earnings from continuin
operations before income
taxes and non-controlling
interest

(Earnings) loss of equity
investee

Earnings from continuing
operations before income
taxes, non-controlling
interest, and investee
earnings

Fixed charges as abo
Interest capitalize
Non-controlling interest in
earnings of Valenci
Preferred dividen
requirements of subsidia

Earnings Available for Fixe
Charges

Ratio of Earnings to Fixe
Charges

Ended
September 30, 20

2009

2008

2007

2006

2005

$ 93,313

3,522

5,228

597

$ 123,83¢

5,430

1,027
7,034

759

§ 134,95¢

6,386

13,758
7,894

689

§ 124,29¢

6,566

12,546
8,804

556

$ 135,81¢

4,729

11,790
7,124

798

§ 83,402

3,962

10,658
7,568

4,063

$ 102,66C

$ 138,088

§ 163,68t

§ 152,771

$ 160,26C

$ 109,65%

$ 111,047

5,714

§ 94,751

30,145

$ (388,381

29,687

§ 63,112

(7,581

$ 164,018

76,502

116,761
102,660

(2,719
(10,305

(597

124,896
138,083

(7,743
(11,890

(759

(358,694
163,685
(8,849
(7,179

(689

55,531
152,771
(10,740

(556)

164,018
160,260
(6,503

(798

76,502
109,653
(4,025

(4,063

$ 205,80C

§ 242,587

$ (211,726

§ 197,006

$ 316,977

$ 178,067

2.00

1.76

N/M 1

1.29

1.98

1.62

1 The ratio of earnings to fixed charges for the yeraded December 31, 2008 is not meaningful sinceiregs available for fixed charges
negative. The shortfall in the earnings availaloieffxed charges to achieve a ratio of earningéixed charges of 1.00 amounted to $3°
million for the year ended December 31, 2008.



Fixed charges, as defined by
the Securities and Exchan
Commission
Interest expensed al
capitalized
Amortization of debt premiun
discount and expens
Interest from discontinue
operations (including
capitalized interest
Estimated interest factor of
lease rental charg:

Total Fixed Charge

Earnings, as defined by tl
Securities and Exchange
Commission

Earnings from continuin
operations before income ta
and nor-controlling interes
Fixed charges as abo
Non-controlling interest in
earnings of Valenci

Interest capitalize

Earnings Available for Fixed
Charges

Ratio of Earnings to Fixe
Charges

PUBLIC SERVICE COMPANY OF NEW MEXICO

Ratio of Earnings to Fixed Charges
(In thousands, except ratio)

Nine Months Ende

Year Ended December 3

Exhibit 12.2

September 30, 20. 2009 2008 2007 2006 2005
$ 55,415 $ 73,104 $ 72,427 $ 58,045 $ 49,379 $ 44,442
968 1,336 4,345 4,618 2,871 2,856

- 1,027 13,758 12,546 11,790 10,658

3,079 4,517 4,553 4,661 4,337 4,588

$ 59,462 $ 79,984 $ 95,083 $ 79,870 $ 68,377 $ 62,544
$ 97,656 $ 45,627 $ (69,324 $ 34,611 $ 89,657 $ 51,034
59,462 79,984 95,083 79,870 68,377 62,544

(10,305 (11,890 (7,179 - - -

(2,282 (6,067 (7,363 (10,033 (5,257 (3,512

$ 144,531 $ 107,654 $ 11,217 $ 104,44¢ $ 152,777 $ 110,06€
2.43 1.35 0.12 1 1.31 2.23 1.76

1The shortfall in the earnings available for fixdthoges to achieve a ratio of earnings to fixed gésof 1.00 amounted to $83.9 million for

year December 31, 20(



TEXAS-NEW MEXICO POWER COMPANY

Ratio of Earnings to Fixed Charges
(In thousands, except ratio)

Nine Months Ende

Year Ended December &

Exhibit 12.¢

September 30, 20. 2009 2008 2007 2006 2005
Fixed charges, as defined by the
Securities and Exchange Commissi
Interest expensed and capitali: $ 21,528 $ 25,609 $ 17,861 $ 23,523 $ 27,374 $ 25,906
Amortization of debt premium, discol
and expense 2,049 3,355 1,504 1,925 1,695 2,111
Estimated interest factor of lease rental
charges 890 831 571 844 367 377
Total Fixed Charge $ 24,467 $ 29,795 § 19,936 $ 26,292 $ 29,436 $ 28,394
Earnings, as defined by the Securities
and Exchange Commissic
Earnings from continuing operatio
before income taxe $ 21,540 $ 20,151 $ 2,335 $ 29,055 ¢ 17,905 $ 25,183
Fixed charges as abo 24,467 29,795 19,936 26,292 29,436 28,394
Interest capitalize (94) (1,144) (1,025) (332) (209) (200)
Earnings Available for Fixed Charg $ 45,913 $ 48,802 § 21,246 ¢ 55,015 $ 47,132 $ 53,377
Ratio of Earnings to Fixed Charg 1.88 1.64 1.07 2.09 1.60 1.88




PNM Resources
Alvarado Square
Albuquerque, NM 87158

EXHIBIT 31.1
CERTIFICATION

[, Patricia K. Collawn, certify that:

1. | have reviewed this Quarterly Report on Forn-Q of PNM Resources, Inc
2.  Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitiie 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 repor
3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep
4. The registrar's other certifying officer and | are responsible &stablishing and maintaining disclosure contintsl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repogtifas defined in Exchange Act Rt
13&15(f) and 15-15(f)) for the registrant and hay
a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurds tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidatibsidiaries, is made known tc
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed un
our supervision, to provide reasonable assurangardeng the reliability of financial reporting arile preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtiis report our conclusions ab
the effectiveness of the disclosure controls arstentures, as of the end of the period covered sy rdport based on st
evaluation; ant

d) Disclosed in this report any change in the regi’s internal control over financial reporting thattooed during the registre’s
most recent fiscal quarter (each registrarfidurth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

5.  The registrant other certifying officer and | have disclosedsdxh on our most recent evaluation of internal @brdwer financie
reporting, to the registrant’s auditors and theitacgmmittee of the registramst’board of directors (or persons performing theveden:
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which a
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

b) Any fraud, whether or not material, that invaveanagement or other employees who have a sigmifiole in the registrarst’
internal control over financial reportin

Date: November 3, 2010 By: /s/ Patricia K. Collawi

Patricia K. Collawr
President and Chief Executive Offic
PNM Resources, Ini



PNM Resources
Alvarado Square
Albuquerque, NM 87158

EXHIBIT 31.2
CERTIFICATION

[, Charles N. Eldred, certify that:

1. | have reviewed this Quarterly Report on Forn-Q of PNM Resources, Inc
2. Based on my knowledge, this report does not corgajnuntrue 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 repor
3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operet and cash flows of the registrant as of, andtfe periods presented in this rep
4.  The registran$ other certifying officer and | are responsible &stablishing and maintaining disclosure contantsl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repogtifas defined in Exchange Act Rt
13z-15(f) and 15-15(f)) for the registrant and hay
a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurde tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepa
b) Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed un
our supervision, to provide reasonable assurangardang the reliability of financial reporting antle preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip
c) Evaluated the effectiveness of the registedtsclosure controls and procedures and presémtidsis report our conclusions ab
the effectiveness of the disclosure controls amsteuiures, as of the end of the period covered ks rdport based on st
evaluation; ant
d) Disclosed in this report any change in the regid’'s internal control over financial reporting thatcomed during the registré s
most recent fiscal quarter (each registraifidurth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e
5. The registrar's other certifying officer and | have disclosedsédxh on our most recent evaluation of internal adrdver financie
reporting, to the registrant’s auditors and theitacoimmittee of the registrast’board of directors (or persons performing theiveden:
functions):
a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refrmahcial information; ant
b)  Any fraud, whether or not material, that invavmanagement or other employees who have a signifiole in the registrarst’
internal control over financial reportin
Date: November 3, 2010 By: /sl Charles N. Eldre

Charles N. Eldre:
Executive Vice President ai
Chief Financial Officer
PNM Resources, Ini



Public Service Company of New Mexico
Alvarado Square
Albuquerque, NM 87158

EXHIBIT 31.3
CERTIFICATION

[, Patricia K. Collawn, certify that:

1. | have reviewed this Quarterly Report on Forn-Q of Public Service Company of New Mexic
2. Based on my knowledge, this report does not corgajnuntrue 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 repor
3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operet and cash flows of the registrant as of, andtfe periods presented in this rep
4.  The registran$ other certifying officer and | are responsible &stablishing and maintaining disclosure contantsl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repogtifas defined in Exchange Act Rt
13z-15(f) and 15-15(f)) for the registrant and hay
a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurde tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepa
b) Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed un
our supervision, to provide reasonable assurangardang the reliability of financial reporting antle preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip
c) Evaluated the effectiveness of the registedtsclosure controls and procedures and presémtidsis report our conclusions ab
the effectiveness of the disclosure controls amsteuiures, as of the end of the period covered ks rdport based on st
evaluation; ant
d) Disclosed in this report any change in the regid’'s internal control over financial reporting thatcomed during the registré s
most recent fiscal quarter (each registraifidurth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e
5. The registrar's other certifying officer and | have disclosedsédxh on our most recent evaluation of internal adrdver financie
reporting, to the registrant’s auditors and theitacoimmittee of the registrast’board of directors (or persons performing theiveden:
functions):
a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refrmahcial information; ant
b)  Any fraud, whether or not material, that invavmanagement or other employees who have a signifiole in the registrarst’
internal control over financial reportin
Date: November 3, 2010 By: /s/ Patricia K. Collawi

Patricia K. Collawr
President and Chief Executive Offic
Public Service Company of New Mexi



Public Service Company of New Mexico
Alvarado Square
Albuquerque, NM 87158

EXHIBIT 31.4
CERTIFICATION

[, Charles N. Eldred, certify that:

1. | have reviewed this Quarterly Report on Forn-Q of Public Service Company of New Mexic
2. Based on my knowledge, this report does not corgajnuntrue 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 repor
3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operet and cash flows of the registrant as of, andtfe periods presented in this rep
4.  The registran$ other certifying officer and | are responsible &stablishing and maintaining disclosure contantsl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repogtifas defined in Exchange Act Rt
13z-15(f) and 15-15(f)) for the registrant and hay
a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurde tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepa
b) Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed un
our supervision, to provide reasonable assurangardang the reliability of financial reporting antle preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip
c) Evaluated the effectiveness of the registedtsclosure controls and procedures and presémtidsis report our conclusions ab
the effectiveness of the disclosure controls amsteuiures, as of the end of the period covered ks rdport based on st
evaluation; ant
d) Disclosed in this report any change in the regid’'s internal control over financial reporting thatcomed during the registré s
most recent fiscal quarter (each registraifidurth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e
5. The registrar's other certifying officer and | have disclosedsédxh on our most recent evaluation of internal adrdver financie
reporting, to the registrant’s auditors and theitacoimmittee of the registrast’board of directors (or persons performing theiveden:
functions):
a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refrmahcial information; ant
b)  Any fraud, whether or not material, that invavmanagement or other employees who have a signifiole in the registrarst’
internal control over financial reportin
Date: November 3, 2010 By: /sl Charles N. Eldre

Charles N. Eldre:

Executive Vice President ai

Chief Financial Officer

Public Service Company of New Mexi



Texas-New Mexico Power Company
577 N. Garden Ridge Blvd.
Lewisville, Texas 75067

EXHIBIT 31.5
CERTIFICATION

[, Patricia K. Collawn, certify that:

1. | have reviewed this Quarterly Report on Forn-Q of Texa-New Mexico Power Compan
2. Based on my knowledge, this report does not corgajnuntrue statement of a material fact or omisteie a material fact necessar
order to make the statements made, in light ofctrmumstances under which such statements were,matlenisleading with respect
the period covered by this repc
3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operet and cash flows of the registrant as of, andtfe periods presented in this rep
4.  The registran$ other certifying officer and | are responsible &stablishing and maintaining disclosure contantsl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repogtifas defined in Exchange Act Rt
13z-15(f) and 15-15(f)) for the registrant and hay
a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurde tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepa
b) Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed un
our supervision, to provide reasonable assurangardang the reliability of financial reporting antle preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip
c) Evaluated the effectiveness of the registedtsclosure controls and procedures and presémtidsis report our conclusions ab
the effectiveness of the disclosure controls amsteuiures, as of the end of the period covered ks rdport based on st
evaluation; ant
d) Disclosed in this report any change in the regid’'s internal control over financial reporting thatcomed during the registré s
most recent fiscal quarter (the registranfburth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e
5. The registrar's other certifying officer and | have disclosedsédxh on our most recent evaluation of internal adrdver financie
reporting, to the registrant’s auditors and theitacoimmittee of the registrast’board of directors (or persons performing theiveden:
functions):
a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refrmahcial information; ant
b)  Any fraud, whether or not material, that invavmanagement or other employees who have a signifiole in the registrarst’
internal control over financial reportin
Date: November 3, 2010 By: /s/ Patricia K. Collawi

Patricia K. Collawr
President and Chief Executive Offic
Texa-New Mexico Power Compar



Texas-New Mexico Power Company
577 N. Garden Ridge Blvd.
Lewisville, Texas 75067

EXHIBIT 31.6
CERTIFICATION

I, Thomas G. Sategna, certify that:

1. | have reviewed this Quarterly Report on Forn-Q of Texa-New Mexico Power Compan
2. Based on my knowledge, this report does not corgajnuntrue statement of a material fact or omisteie a material fact necessar
order to make the statements made, in light ofctrmumstances under which such statements were,matlenisleading with respect
the period covered by this repc
3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in all materi
respects the financial condition, results of operet and cash flows of the registrant as of, andtfe periods presented in this rep
4.  The registran$ other certifying officer and | are responsible &stablishing and maintaining disclosure contantsl procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repogtifas defined in Exchange Act Rt
13z-15(f) and 15-15(f)) for the registrant and hay
a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurde tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepa
b) Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed un
our supervision, to provide reasonable assurangardang the reliability of financial reporting antle preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip
c) Evaluated the effectiveness of the registedtsclosure controls and procedures and presémtidsis report our conclusions ab
the effectiveness of the disclosure controls amsteuiures, as of the end of the period covered ks rdport based on st
evaluation; ant
d) Disclosed in this report any change in the regid’'s internal control over financial reporting thatcomed during the registré s
most recent fiscal quarter (the registranfburth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e
5. The registrar's other certifying officer and | have disclosedsédxh on our most recent evaluation of internal adrdver financie
reporting, to the registrant’s auditors and theitacoimmittee of the registrast’board of directors (or persons performing theiveden:
functions):
a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refrmahcial information; ant
b)  Any fraud, whether or not material, that invavmanagement or other employees who have a signifiole in the registrarst’
internal control over financial reportin
Date: November 3, 2010 By: /s/ Thomas G. Sateqg!

Thomas G. Sategr
Vice President and Controll
Texa-New Mexico Power Compar



PNM Resources
Alvarado Square
Albuquerque, NM 87158
WWW.pnmresources.com

EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOFED PURSUANT TO § 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ®er the period ended September 30, 2010, for FRédources, Inc. (“Company’as filec
with the Securities and Exchange Commission on Nder 3, 2010 (“Report”)each of the undersigned officers of the Companyifiess,
pursuant to 18 U.S.C. 81350, as adopted pursud®@s of the Sarbanes-Oxley Act of 2002, that:

(1) the Report fully complies with the requirementgdf3(a) or 15(d) of the Securities Exchange Act@84, as amended; a

(2) the information contained in the Report fairly pets, in all material respects, the financial ctadiand results of operations of
Company.

Date: November 3, 2010 By: /s/ Patricia K. Collawi
Patricia K. Collawr

President and Chief Executive Offic
PNM Resources, Ini

By: /s/ Charles N. Eldre
Charles N. Eldre:
Executive Vice President ai
Chief Financial Office




Public Service Company of New Mexico
Alvarado Square
Albuquerque, NM 87158

EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOFED PURSUANT TO § 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQQaer the period ended September 30, 2010, foriP@#rvice Company of New Mexi
(“Company”), as filed with the Securities and Exepa Commission on November 3, 2010 (“Repoeg¢ch of the undersigned officers of
Company certifies, pursuant to 18 U.S.C. §135@dmpted pursuant to § 906 of the Sarbanes-Oxleyp#2002, that:

(1) the Report fully complies with the requirementgEdf3(a) or 15(d) of the Securities Exchange Act@84, as amended; a

(2) the information contained in the Report fairly prets, in all material respects, the financial ctadiand results of operations of
Company.

Date: November 3, 2010 By: /s/ Patricia K. Collawi
Patricia K. Collawr
President and Chief Executive Offic
Public Service Company of New Mexi

By: /s/ Charles N. Eldre
Charles N. Eldre:
Executive Vice President ai
Chief Financial Office




Texas-New Mexico Power Company
577 N. Garden Ridge Blvd.
Lewisville, Texas 75067

EXHIBIT 32.3

CERTIFICATION PURSUANT TO 18 U.S.C. § 1350, AS ADOFED PURSUANT TO § 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQQer the period ended September 30, 2010, for 38w Mexico Power Compa
(“Company”), as filed with the Securities and Exepa Commission on November 3, 2010 (“Repoeg¢ch of the undersigned officers of
Company certifies, pursuant to 18 U.S.C. §135@&dmpted pursuant to 8 906 of the Sarbanes-Oxleyp®2002, that:

(1) the Report fully complies with the requirementgdf3(a) or 15(d) of the Securities Exchange Act@84, as amended; a

(2) the information contained in the Report fairly prets, in all material respects, the financial ctadiand results of operations of
Company.

Date: November 3, 2010 By: /s/ Patricia K. Collawi
Patricia K. Collawr
President and Chief Executive Offic
Texa-New Mexico Power Compar

By: /s/ Thomas G. Sateqg!

Thomas G. Sategr
Vice President, Controlle
Texa-New Mexico Power Compar



