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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 15(d) ORE
SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2012
Commission File Name of Registrants, State of Incorporation, I.R.S. Employer
Number Address and Telephone Number Identification No.
001-32462 PNM Resources, Inc. 85-0468296
(A New Mexico Corporation)
Alvarado Square
Albuquerque, New Mexico 87158
(505) 241-2700
001-06986 Public Service Company of New Mexico 85-0019030
(A New Mexico Corporation)
Alvarado Square
Albuquerque, New Mexico 87158
(505) 241-2700
002-97230 Texas-New Mexico Power Company 75-0204070

(A Texas Corporation)

577 N. Garden Ridge Blvd.
Lewisville, Texas 75067
(972) 420-4189

Indicate by check mark whether each registranhég)filed all reports required to be filed by Sexti3 or 15(d) of the Securities Exchange Act B4
during the preceding 12 months (or for such shquéegiod that the registrant was required to filehsteports) and (2) has been subject to such fikkggirement
for the past 90 days.

PNM Resources, Inc. (“PNMR”) YES i NO
Public Service Company of New Mexico (“PNM") YES i NO
Texas-New Mexico Power Company (“TNMP”) YES NO Y

(NOTE: As a voluntary filer, not subject to tharfiy requirements, TNMP filed all reports under 8ettl3 or 15(d) of the Securities Exchange Act @84
during the preceding 12 months.)

Indicate by check mark whether each registranshasnitted electronically and posted on its corpoléebsite, if any, every Interactive Data File rieep
to be submitted and posted pursuant to Rule 4@®egllation SF during the preceding 12 months (or for such gqueriod that the registrant was require
submit and post such files).

PNMR YES ¥ NO
PNM YES ¥ NO
TNMP YES ¥ NO
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Indicate by check mark whether registrant is adamgcelerated filer, an accelerated filer, or a-accelerated filer or a smaller reporting compars
defined in Rule 12b-2 of the Act).

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

Indicate by check mark whether any of the regissréa shell company (as defined in Rule 12b-thefExchange Act). YES NO v’
As of July 27, 2012 , 79,653,624 shares of comntacks no par value per share, of PNMR were outstend
The total number of shares of common stock of PNitétanding as of July 27, 2012 was 39,117,799edl hy PNMR (and none held by non-affiliates).

The total number of shares of common stock of TNMBstanding as of July 27, 2012 was 6,358 all hadiitectly by PNMR (and 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 REDUCED DISCLOS URE FORMAT PURSUANT TO GENERAL INSTRUCTION (H) (2).

This combined Form 1@ is separately filed by PNMR, PNM, and TNMP. Imf@tion contained herein relating to any individtegistrant is filed b
such registrant on its own behalf. Each registnaskes no representation as to information relatirpe other registrants. When this FormQ@s incorporate

by reference into any filing with the SEC made INMR, PNM, or TNMP, as a registrant, the portiongtof Form 109 that relate to each other registran
not incorporated by reference therein.
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Definitions:
Afton
AFUDC
ALJ

AMS

AOCI

APS

BART
BHP
Board

CAA

cCB

co,

CTC
Decathermr
Delta

DOE

DOl

ECJV

EIB

EIP

EPA
ERCOT
Exchange Ac
FASB
FERC

FIP

First Choice
Four Corner:
FPPAC
GAAP
GEaR
GHG

GWh
IBEW

IRP

KW

KWh
Lordsburg
Luna
MD&A
Moody's
MW

MWh
Navajo Acts

NDT
NEC
NERC
NMAG
NMED
NMIEC
NMPRC

GLOSSARY

Afton Generating Station

Allowance for Funds Used During Construction
Administrative Law Judge

Advanced Meter System

Accumulated Other Comprehensive Income

Arizona Public Service Company, which is the opmrand a co-owner of PVNGS and Four Corners
Best Available Retrofit Technology

BHP Billiton, Ltd, the Parent of SICC

Board of Directors of PNMR

Clean Air Act

Coal Combustion Byproducts

Carbon Dioxide

Competition Transition Charge

Million British Thermal Units

Delta-Person Generating Station

United States Department of Enel

United States Department of Interior

ECJV Holdings, LLC, a wholly owned subsidiary ofs€ade Investment, L.L.C.
New Mexico Environmental Improvement Bos

Eastern Interconnection Project

United States Environmental Protection Agency
Electric Reliability Council of Texas

Securities Exchange Act of 1934

Financial Accounting Standards Board

Federal Energy Regulatory Commission

Federal Implementation Plan

FCP Enterprises, Inc. and Subsidiaries

Four Corners Power Plant

Fuel and Purchased Power Adjustment Clause
Generally Accepted Accounting Principles in thetddiStates of America
Gross Earnings at Risk

Greenhouse Gas Emissions

Gigawatt hours

International Brotherhood of Electrical Workers,cab611
Integrated Resource Plan

Kilowatt

Kilowatt Hour

Lordsburg Generating Station

Luna Energy Facility

Management's Discussion and Analysis of Financ@dition and Results of Operations
Moody’s Investor Services, Inc.

Megawatt

Megawatt Hour

Navajo Nation Air Pollution Prevention and ContéAalt, Navajo Nation Safe Drinking Water Act, and MfvNation Pesticid
Act

Nuclear Decommissioning Trusts for PVN(
Navopache Electric Cooperative, l

North American Electric Reliability Corporatic
New Mexico Attorney Gener:

New Mexico Environment Departme

New Mexico Industrial Energy Consumers |
New Mexico Public Regulation Commissi




Table of Contents

NOXx
NOI
NRC
NSPS
NSR
O&M
OCl
OPEB
Optim Energy
OsSM
PCRBs
PNM

PNM Revolving Credi

Facility
PNMR

PNMR Revolving Credi

Facility
PPA
PSD
PUCT
PV
PVNGS
RCRA
RCT
REA
REC
REP
RFP
RMC
RPS
SCE
SCR
SEC
SIP
SJcC
SJGS
SNCR
SO,
SPS
S&P
TECA
TNMP

TNMP Revolving Credi

Facility
TNP
Valencia
VaR

Nitrogen Oxides

Notice of Inquiry

United States Nuclear Regulatory Commiss

New Source Performance Stande

New Source Revie\

Operations and Maintenan

Other Comprehensive Income

Other Post Employment Benefits

Optim Energy, LLC, a limited liability company, foerly known as EnergyCo, LLC
United States Office of Surface Mining Reclamatand Enforcement

Pollution Control Revenue Bonds

Public Service Company of New Mexico and Subsid&ra wholly owned subsidiary of PNMR

PNM's $400.0 Million Unsecured Revolgiredit Facility
PNM Resources, Inc. and Subsidiaries

PNMR's $300.0 Million Unsecured RevalyiCredit Facility
Power Purchase Agreement

Prevention of Significant Deterioration

Public Utility Commission of Texas

Photovoltaic

Palo Verde Nuclear Generating Station

Resource Conservation and Recovery Act
Reasonable Cost Threshold

New Mexico's Renewable Energy Act of 2004
Renewable Energy Certificates

Retail Electricity Provider

Request for Proposal

Risk Management Committee

Renewable Energy Portfolio Standard

Southern California Edison Company

Selective Catalytic Reduction

United States Securities and Exchange Commission
State Implementation Plan

San Juan Coal Company

San Juan Generating Station

Selective Non-Catalytic Reduction

Sulfur Dioxide

Southwestern Public Service Company

Standard and Poor’s Ratings Services

Texas Electric Choice Act

Texas-New Mexico Power Company and Subsidiarieghally owned subsidiary of TNP

TNMP’s $75.0 Million Revolving Credit Facility

TNP Enterprises, Inc. and Subsidiaries, a whollypedvsubsidiary of PNMR
Valencia Energy Facility

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)
Three Months Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011
(In thousands, except per share amounts)
Electric Operating Revenues $ 323,86( $ 41558t $ 629,23 $ 803,24¢
Operating Expenses:
Cost of energy 94,71¢ 173,45¢ 186,56! 331,96:
Administrative and general 45,28¢ 68,79¢ 90,08¢ 127,26(
Energy production costs 46,05 47,127 91,18: 95,77¢
Regulatory disallowances — 21,40: — 21,40:
Depreciation and amortization 41,05« 38,27: 79,46¢ 76,74%
Transmission and distribution costs 17,56¢ 18,16 33,81« 35,03¢
Taxes other than income taxes 14,07« 15,51¢ 29,28: 29,98t
Total operating expenses 258,75¢ 382,72t 510,39¢ 718,17(
Operating income 65,10¢ 32,86( 118,83! 85,07¢
Other Income and Deductions:
Interest income 3,38¢ 4,23¢ 6,67¢ 8,261
Gains (losses) on investments held by NDT (795) 5,89¢ 3,66( 11,797
Other income 1,862 80¢ 4,507 1,80¢
Other deductions (2,716 (3,88)) (7,26%) (6,959
Net other income (deductions) 1,735 7,05¢ 7,57 14,90¢
Interest Charges 30,19¢ 30,51¢ 59,76¢ 61,127
Earnings before Income Taxes 36,64¢ 9,40/ 66,647 38,86:
Income Taxes 11,54¢ 1,73t 21,07 11,24:
Net Earnings 25,09¢ 7,66¢ 45,57¢ 27,62(
(Earnings) Attributable to Valencia Non-controlling Interest (3,455 (3,470 (6,720 (6,652
Preferred Stock Dividend Requirements of Subsidiary (132) (232) (264) (264)
Net Earnings Attributable to PNMR $ 21,51: % 4,067 $ 38,59 $ 20,70
Net Earnings Attributable to PNMR per Common Share:
Basic $ 027 $ 004 $ 04¢ $ 0.2t
Diluted $ 027 $ 0.04 $ 04¢ % 0.22
Dividends Declared per Common Share $ 0.14t % 0.12t $ 0.29C $ 0.25(

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 COMPREHENSIVE INCOME

(Unaudited)

Three Months Ended June 30,

Six Months Ended June 30,

Net Earnings $

Other Comprehensive Income (Loss):
Unrealized Gain on Investment Securities

Unrealized holding gains arising during the periogt, of income tax (expense) of
$(3,022), $(5,827), $(10,437), and $(9,280)

Reclassification adjustment for (gains) includedén earnings, net of income tax
expense of $4,992, $7,892, $8,538, and $9,962

Changes in unrecognized amounts of pension and postirement benefits, net of
income tax (expense) benefit of $(476), $(425), 529, and $601
Fair Value Adjustment for Cash Flow Hedges:

Change in fair market value, net of income tax émge) benefit of $40, $327, $99, and
$318

Reclassification adjustment for (gains) lossesudet! in net earnings, net of income
tax expense (benefit) of $(16), $(215), $(31), &(RBD2)

Total Other Comprehensive Income (LosS)

Comprehensive Income

Comprehensive (Income) Attributable to Valencia Norcontrolling Interest
Preferred Stock Dividend Requirements of Subsidiary

Comprehensive Income Attributable to PNMR $

2012 2011 2012 2011
(In thousands)

25,09¢ $ 7,66¢ $ 4557¢ $ 27,62(

4,611 8,897 15,92: 14,16:
(7,617) (12,049 (13,029 (15,207)
727 64¢ 1,45¢ (96€)
(72) (585) 17¢) (562)

29 38¢ 56 542
(2,327) (2,699 4,22¢ (2,02%)
22,777 4,97( 49,80 25,59t
(3,455) (3,470 (6,720 (6,652)
(132) (132) (264) (264)
19,19 $ 1,366 $ 4282( % 18,67¢

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)
Six Months Ended June 30,
2012 2011
(In thousands)
Cash Flows From Operating Activities:
Net earnings $ 4557¢  $ 27,62(
Adjustments to reconcile net earnings to net chshisffrom operating activities:
Depreciation and amortization 99,97: 97,40«
Bad debt expense 1,79(C 11,73:
Deferred income tax expense 21,35« 17,99:
Net unrealized (gains) losses on derivatives 1,97¢ (6,99¢)
Realized (gains) on investments held by NDT (3,660 (11,79)
Stock based compensation expense 1,43t 2,861
Regulatory disallowances — 21,40:
Other, net (2,610 (447)
Changes in certain assets and liabilities:
Accounts receivable and unbilled revenues (20,907 (44,37)
Materials, supplies, and fuel stock (5,250 1,10¢
Other current assets (22,027 1,67¢
Other assets (6,659 (257)
Accounts payable (4,882) 6,101
Interest and taxes (9,944 (6,799
Other current liabilities (3,016 (20,537
Proceeds from governmental grants 21,56° —
Other liabilities (83,43) (21,979
Net cash flows from operating activities 41,29¢ 84,74(
Cash Flows From Investing Activities:
Additions to utility and non-utility plant (156,791) (153,16%)
Proceeds from sales of investments held by NDT 45,78" 94,89(
Purchases of investments held by NDT (47,319 (96,410
Return of principal on PVNGS lessor notes 12,63: 15,37«
Proceeds from sales of utility plant 1,367 —
Other, net 2,32( 76C
Net cash flows from investing activities (142,00 (138,55¢)

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)
Six Months Ended June 30,
2012 2011
(In thousands)
Cash Flows From Financing Activities:
Short-term borrowings (repayments), net 124,30( 82,00(
Proceeds from stock option exercise 5,41( 2,17:
Purchases to satisfy awards of common stock (12,67 (4,53%)
Dividends paid (21,770 (23,12)
Valencia’s transactions with its owner (7,449 (7,237)
Proceeds from transmission interconnection agretsmen 98¢ 58¢
Other, net — 2,56¢
Net cash flows from financing activities 88,80( 52,43:
Change in Cash and Cash Equivalents (11,907 (1,389)
Cash and Cash Equivalents at Beginning of Period 15,09: 15,40«
Cash and Cash Equivalents at End of Period $ 318 % 14,02¢
Supplemental Cash Flow Disclosures:
Interest paid, net of amounts capitalized $ 56,217 $ 57,93(
Income taxes paid (refunded), net $ 530: $ (2,779)

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

ASSETS

Current Assets:

Cash and cash equivalents

Accounts receivable, net of allowance for uncoilgetaccounts of $1,931 and $1,778

Unbilled revenues

Other receivables

Materials, supplies, and fuel stock

Regulatory assets

Commodity derivative instruments

Income taxes receivable

Other current assets

Total current assets

Other Property and Investments:

Investment in PVNGS lessor notes

Investments held by NDT

Other investments

Non-utility property, net of accumulated depredatdf $132 and $120

Total other property and investments

Utility Plant:

Plant in service and plant held for future use

Less accumulated depreciation and amortization

Construction work in progress

Nuclear fuel, net of accumulated amortization 03,848 and $36,411
Net utility plant

Deferred Charges and Other Assets:

Regulatory assets

Goodwill

Other deferred charges
Total deferred charges and other assets

June 30, December 31,
2012 2011
(In thousands)
$ 3,18¢ 15,09:
89,47¢ 87,79
74,82' 57,40:
49,07° 71,06¢
59,48 54,23:
47,90¢ 44,99:
4,65¢ 3,71%
100,71! 95,13(
41,46¢ 33,39°
470,79: 462,81
67,40( 79,04¢
178,83« 168,85:
8,45( 12,20°
4,621 4,631
259,30! 264,73t
5,196,37! 5,120,16
1,748,48 1,705,52
3,447,88 3,414,64
140,40¢ 132,42(
88,96 80,06°
3,677,25i 3,627,13
475,36t 482,15!
278,29 278,29
91,57 89,47(
845,23! 849,92:
$ 5,252,58! 5,204,61:

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

10
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PNM RESOURCES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities:
Short-term debt
Current installments of long-term debt
Accounts payable
Customer deposits
Accrued interest and taxes
Commodity derivative instruments
Dividends declared
Current portion of accumulated deferred incomegaxe
Other current liabilities
Total current liabilities
Long-term Debt
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes
Accumulated deferred investment tax credits
Regulatory liabilities
Asset retirement obligations
Accrued pension liability and postretirement benafist
Commodity derivative instruments
Other deferred credits
Total deferred credits and other liabilities
Total liabilities
Commitments and Contingencies (See Note 9)

Cumulative Preferred Stock of Subsidiary

without mandatory redemption requirements ($10tedtaalue; 10,000,000 shares authorized; issuedatstanding
115,293 shares)

Equity:
PNMR common stockholders’ equity:
Common stock outstanding (no par value; 120,0008b@0es authorized; issued and outstanding 79 B53lGares)
Accumulated other comprehensive income (loss)phitcome taxes
Retained earnings
Total PNMR common stockholders’ equity
Non-controlling interest in Valencia
Total equity

June 30,
2012

December 31,
2011

(In thousands, except share information)

207,00( 82,70(
2,38 2,38
74,22 103,13
17,35( 15,97
48,75t 53,11
1,74 1,63
132 10,08
9,08 9,08
90,52¢ 95,15
451,191 373,261
1,671,95: 1,671,62!
670,60t 645,00t
14,65¢ 15,77
431,45 418,00t
82,50 79,23
133,49( 224,76
5,15¢ 2,43
99,29 106,37t
1,437,161 1,491,78;
3,560,31 3,536,67!
11,52¢ 11,52¢
1,186,98! 1,193,19
(62,629 (66,85¢)
474,69 447 ,65(
1,599,04" 1,573,98
81,69 82,42
1,680,74: 1,656,40:
5,252,58' 5,204,61

The accompanying notes, as they relate to PNMRamiategral part of these financial statements.
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Balance at December 31, 2011
Proceeds from stock option exercise
Purchases to satisfy awards of common stock

Excess tax (shortfall) from stock-based payment
arrangements

Stock based compensation expense

Valencia’s transactions with its owner

Net earnings before subsidiary preferred stocldéivtls
Subsidiary preferred stock dividends

Total other comprehensive income

Dividends declared on common stock

Balance at June 30, 2012

PNM RESOURCES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUI TY

(Unaudited)

Attributable to PNMR

Total PNMR Non-
Common controlling
Common Retained Stockholder's Interest Total
Stock AOCI Earnings Equity in Valencia Equity
(In thousands)
$ 119319 $ (66,85¢) 447,65( $ 157398 % 82,42 $  1,656,40:
5,41( — — 5,41( — 5,41(
(12,679 — — (12,672 — (12,672
(377) — — (377) — (377)
1,43¢ — — 1,43t — 1,43t
— — — — (7,449 (7,449
— — 38,85¢ 38,85¢ 6,72( 45,57¢
— — (264) (264) — (264)
— 4,22¢ — 4,22¢ — 4,22¢
— — (21,550 (12,550 — (21,550
$ 118698 $ (62,62¢) 47469. $ 1,599,04 $ 81,69: $  1,680,74

The accompanying notes, as they relate to PNMRaiategral 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 EARNINGS (LOSS)

(Unaudited)
Three Months Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011
(In thousands)
Electric Operating Revenues $ 260,09 $ 239,23  $ 510,51 $ 473,47.
Operating Expenses:
Cost of energy 83,23t 81,49° 163,79. 170,71:
Administrative and general 40,657 38,58( 79,70¢ 72,91¢
Energy production costs 46,05 47,12° 91,18: 95,77¢
Regulatory disallowances — 17,47¢ — 17,47¢
Depreciation and amortization 23,94¢ 22,89; 47,58( 46,63:
Transmission and distribution costs 11,66« 11,90: 22,50’ 23,50¢
Taxes other than income taxes 7,87(C 9,20¢ 16,96¢ 17,74(
Total operating expenses 213,42! 228,69: 421,73t 444,76t
Operating income 46,66¢ 10,54 88,77« 28,70¢
Other Income and Deductions:
Interest income 3,42¢ 4,22 6,76¢ 8,28z
Gains (losses) on investments held by NDT (795) 5,89¢ 3,66( 11,79°
Other income 1,37(C 441 3,20 742
Other deductions (1,569 (1,85) (2,86¢) (2,837)
Net other income (deductions) 2,44( 8,70¢ 10,75¢ 17,98«
Interest Charges 18,92¢ 18,027 37,42: 36,10°
Earnings before Income Taxes 30,18: 1,22t 62,11: 10,58
Income Taxes (Benefit) 9,841 (872) 20,69« 1,522
Net Earnings 20,34( 2,097 41,417 9,061
(Earnings) Attributable to Valencia Non-controlling Interest (3,45%) (3,470 (6,720 (6,652)
Net Earnings (Loss) Attributable to PNM 16,88¢ (1,379 34,69° 2,40¢
Preferred Stock Dividends Requirements (132) (132) (264) (264)
Net Earnings (Loss) Available for PNM Common Stock $ 16,75!  $ (1,509 % 34430 $ 2,14¢

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 COMPREHENSIVE INCOME (LOSS)

(Unaudited)
Three Months Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011
(In thousands)
Net Earnings $ 20,34C  $ 2,097 % 41,417 9,061
Other Comprehensive Income (LosS):
Unrealized Gain on Investment Securities
Unrealized holding gains arising during the periogt, of income tax (expense) of
$(3,022), $(5,827), $(10,437), and $(9,280) 4,611 8,89z 15,92¢ 14,16:
Reclassification adjustment for (gains) includedén earnings, net of income tax
expense of $4,992, $7,892, $8,538 and $9,962 (7,617) (12,049 (13,02%) (15,209
Change in unrecognized amounts of pension and postirement benefits, net of incom
tax (expense) benefit of $(476), $(423), $(952) dap432 7217 64¢€ 1,45¢ (65¢9)
Fair Value Adjustment for Cash Flow Hedges:
Reclassification adjustment for (gains) lossesudet! in net earnings, net of income t
expense (benefit) of $0, $0, $0, and $(11) — — — 17
Total Other Comprehensive Income (LosS) (2,279 (2,50%) 4,35( (1,682
Comprehensive Income (Loss) 18,06: (40¢) 45,76 7,37¢
Comprehensive (Income) Attributable to Valencia No-controlling Interest (3,455 (3,470 (6,720 (6,6572)
Comprehensive Income (Loss) Attributable to PNM $ 14,60¢  $ (3,879 $ 39,04 721

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
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows From Operating Activities:
Net earnings
Adjustments to reconcile net earnings to net chshisffrom operating activities:
Depreciation and amortization
Deferred income tax expense
Net unrealized (gains) losses on derivatives
Realized (gains) on investments held by NDT
Regulatory disallowances
Other, net
Changes in certain assets and liabilities:
Accounts receivable and unbilled revenues
Materials, supplies, and fuel stock
Other current assets
Other assets
Accounts payable
Interest and taxes
Other current liabilities
Proceeds from governmental grants
Other liabilities
Net cash flows from operating activities

Cash Flows From Investing Activities:
Utility plant additions
Proceeds from sales of NDT investments
Purchases of NDT investments
Return of principal on PVNGS lessor notes
Other, net
Net cash flows from investing activities

(Unaudited)

ES

Six Months Ended June 30,

2012 2011
(In thousands)
41417 $ 9,061
63,30: 63,07"
21,06" 8,78¢
1,97¢ (1,4579)
(3,660) (12,797
— 17,47¢
(54£) 874
(17,867 (8,79¢)
(5,157 83(
(10,88 7,467
(5,86¢) 3,301
(7,119) (2,79)
61,50: (4,19¢)
10,09¢ 6,73(
21,56" —
(78,109 (22,339
91,73¢ 66,23:
(111,349 (125,939
45,78’ 94,89(
(47,319 (96,41()
12,63: 15,37¢
1,372 1,031
(98,86¢) (111,04

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
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows From Financing Activities:
Short-term borrowings (repayments), net
Valencia’s transactions with its owner
Proceeds from transmission interconnection arraegésn
Dividends paid
Other, net
Net cash flows from financing activities

Change in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period
Cash and Cash Equivalents at End of Period

Supplemental Cash Flow Disclosures:
Interest paid, net of amounts capitalized

Income taxes paid (refunded), net

(Unaudited)

ES

Six Months Ended June 30,

2012 2011

(In thousands)

20,40 83,00
(7,449 (7,23
982 58¢
(17,949 (43,949
1 2,55¢
(4,009 34,96
(11,139 (9,85))
12,30 10,33¢
1,168 $ 48t
36,28t $ 35,08
(6311) $ (1,539

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
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

ASSETS

Current Assets:

Cash and cash equivalents

Accounts receivable, net of allowance for uncoilgetaccounts of $1,931 and $1,778

Unbilled revenues

Other receivables

Affiliate receivables

Materials, supplies, and fuel stock

Regulatory assets

Commodity derivative instruments

Income taxes receivable

Other current assets

Total current assets

Other Property and Investments:

Investment in PVNGS lessor notes

Investments held by NDT

Other investments

Non-utility property

Total other property and investments

Utility Plant:

Plant in service and plant held for future use

Less accumulated depreciation and amortization

Construction work in progress

Nuclear fuel, net of accumulated amortization 03,248 and $36,411
Net utility plant

Deferred Charges and Other Assets:

Regulatory assets

Goodwill

Other deferred charges
Total deferred charges and other assets

June 30, December 31,
2012 2011
(In thousands)
1,16¢ 12,30°
67,91( 68,66
65,75¢ 48,92¢
44,21¢ 65,46:
8,89: 8,917
56,67: 51,52:
44,21¢ 44,48(
4,65¢ 3,71
66,11" 128,85¢
36,37t 26,77¢
395,98¢ 459,62:
67,40( 79,04¢
178,83« 168,85:
1,52t 2,90(
97¢ 97¢
248,73! 251,77¢
4,062,32! 4,009,87:
1,333,99. 1,305,75.
2,728,33 2,704,11
120,09: 116,03(
88,96 80,06"
2,937,38 2,900,21
353,11( 352,38
51,63: 51,63:
82,52: 79,65¢
487,26 483,67:
4,069,37! 4,095,28

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

A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

ES

June 30,
2012

December 31,
2011

LIABILITIES AND STOCKHOLDER’S EQUITY
Current Liabilities:

(In thousands, except share information)

Short-term debt $ 86,40( 66,00(
Accounts payable 57,37: 82,61¢
Affiliate payables 17,09: 14,59:
Customer deposits 17,35( 15,97:
Accrued interest and taxes 30,87« 32,11
Commodity derivative instruments 1,742 1,632
Dividends declared 132 132
Current portion of accumulated deferred incomegaxe 16,56: 16,56:
Other current liabilities 67,38’ 60,94«
Total current liabilities 294,91: 290,56:
Long-term Debt 1,215,56! 1,215,541
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes 529,37( 504,41
Accumulated deferred investment tax credits 14,65¢ 15,77:
Regulatory liabilities 384,33t 373,70:
Asset retirement obligations 81,66" 78,42¢
Accrued pension liability and postretirement benafist 128,85 213,68t
Commodity derivative instruments 5,15¢ 2,437
Other deferred credits 88,44 94,70(
Total deferred credits and liabilities 1,232,48: 1,283,14.
Total liabilities 2,742,96! 2,789,241
Commitments and Contingencies (See Note 9)
Cumulative Preferred Stock
without mandatory redemption requirements ($10fedtaalue; 10,000,000 authorized; issued and odstg 115,293
shares) 11,52¢ 11,52¢
Equity:
PNM common stockholder’s equity:
Common stock outstanding (no par value; 40,000sb@0es authorized; issued and outstanding 39,19 &fY&es) 1,061,77 1,061,77
Accumulated other comprehensive income (loss)phitcome taxes (62,44%) (66,799
Retained earnings 233,86 217,11:
Total PNM common stockholder’s equity 1,233,19 1,212,08
Non-controlling interest in Valencia 81,69« 82,42!
Total equity 1,314,88 1,294,51.
$ 4,069,37! 4,095,28

The accompanying notes, as they relate to PNMamiategral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUI TY
(Unaudited)

Attributable to PNM

Total PNM
Common Non-
Common Retained Stockholder’s controlling Total
Stock AOCI Earnings Equity Interest in Valencia Equity
(In thousands)
Balance at December 31, 2011 $ 1,061,777 $ (66,799 $ 217,11  $ 1,212,088 $ 82,42 $ 1,294,51
Valencia’s transactions with its owner — — — — (7,449 (7,449
Net earning: — — 34,697 34,697 6,72( 41,417
Total other comprehensive income — 4,35( — 4,35( — 4,35(
Dividends declared on preferred stock — — (264) (264) — (264)
Dividends declared on common stock — — (17,680 (17,68() — (17,68()
Balance at June 30, 2012 $ 1,061,777  $ (62,449 $ 233,86 $ 1,233,19. $ 81,69: $ 1,314,88!

The accompanying notes, as they relate to PNMamiategral part of these financial statements.
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Electric Operating Revenues:
Non-affiliates
Affiliate
Total electric operating revenues
Operating Expenses:
Cost of energy
Administrative and general
Regulatory disallowances
Depreciation and amortization
Transmission and distribution costs
Taxes other than income taxes
Total operating expenses
Operating income
Other Income and Deductions:
Other income
Other deductions
Net other income (deductions)
Interest Charges
Earnings Before Income Taxes
Income Taxes

Net Earnings

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

(Unaudited)
Three Months Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011
(In thousands)
$ 63,76¢ $ 50,35¢ % 118,72« 95,38
— 9,59¢ — 18,41:
63,76¢ 59,95° 118,72« 113,79¢
11,48« 10,25¢ 22,77 20,41:
10,10¢ 10,13t 20,57( 19,80:
— 3,92¢ — 3,92¢
12,06¢ 10,72¢ 23,35 20,98"
5,901 6,25¢€ 11,30° 11,52«
5,31¢ 4,96 10,03: 9,73
44,86¢ 46,26: 88,03« 86,38(
18,891 13,69: 30,69( 27,41¢
44¢ 28¢ 937 65(C
32¢ (29 (59 (75)
774 25¢ 87¢ 57t
7,06¢ 7,30t 14,16" 14,60¢
12,60: 6,64¢ 17,40: 13,39(
4,58¢ 2,547 6,372 5,12¢
$ 8,01¢ $ 4,10 $ 11,02¢ 8,26t

The accompanying notes, as they relate to TNMPaariategral 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 June 30, Six Months Ended June 30,
2012 2011 2012 2011
(In thousands)
Net Earnings $ 8,01¢ $ 4,102 $ 11,02¢ $ 8,26¢

Other Comprehensive Income (Loss):
Change in unrecognized amounts of pension and postirement benefits, net of

income tax (expense) benefit of $0, $(1), $0, anti7D — 2 — (307)
Fair Value Adjustment for Cash Flow Hedges:
Change in fair market value, net of income tax éege) benefit of $40, $307, $9¢
and $272 (72) (555) a7¢) (497)
Reclassification adjustment for losses includeddhearnings, net of income tax
expense (benefit) of $(16), $(102), $(31), and 3}20 28 184 5€ 36&
Total Other Comprehensive Income (Loss) (43) (369) (122) (43%)
$ 797t $ 3,73 % 10,907 $ 7,83

Comprehensive Income

The accompanying notes, as they relate to TNMPaaiiategral 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

Cash Flows From Operating Activities:
Net earnings

(Unaudited)

Adjustments to reconcile net earnings to net chshisffrom operating activities:

Depreciation and amortization
Deferred income tax expense
Regulatory disallowances
Other, net
Changes in certain assets and liabilities:
Accounts receivable and unbilled revenues
Materials and supplies
Other current assets
Other assets
Accounts payable
Interest and taxes
Other current liabilities
Other liabilities
Net cash flows from operating activities
Cash Flows From Investing Activities:
Additions to utility and non-utility plant
Proceeds from sales of utility plant
Net cash flows from investing activities
Cash Flow From Financing Activities:
Short-term borrowings (repayments), net — affiliate
Dividends paid
Debt issuance costs and other
Net cash flows from financing activities

Change in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period
Cash and Cash Equivalents at End of Period

Supplemental Cash Flow Disclosures:
Interest paid, net of amounts capitalized

Income taxes paid (refunded), net

Six Months Ended June 30,

2012 2011

(In thousands)

11,02¢ $ 8,26t
25,88t 22,56¢
6,247 4,80t
— 3,92¢
(25¢) 31
(3,039 (5,799
(98) 74
(3,909 (2,247)
(1,06¢€) (657)
2,987 (154)
(4,755 (6,039
4,214 1,62¢
(3,40¢) (1,07¢)
33,83¢ 25,33:
(39,59 (24,077)
1,367 —
(38,22¢) (24,077)
7,400 5,80(
(3,010 (7,06¢€)
@) 7
4,38¢ (1,259
1 1
1 3 1
12,76:  $ 13,85:
1,84t % 3,25(

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

22




Table of Contents

TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
June 30, December 31,
2012 2011
(In thousands)
ASSETS
Current Assets:
Cash and cash equivalents $ 1 3 1
Accounts receivable 21,56¢ 19,13
Unbilled revenues 9,071 8,47:
Other receivables 1,19¢ 847
Materials and supplies 2,80¢ 2,71C
Regulatory assets 3,681 51z
Current portion of accumulated deferred incomegaxe 2,27 2,27
Other current assets 1,78¢ 694
Total current assets 42,39: 34,64
Other Property and Investments:
Other investments 267 271
Non-utility property 2,24( 2,24(
Total other property and investments 2,507 2,511
Utility Plant:
Plant in service and plant held for future use 972,38: 947,32
Less accumulated depreciation and amortization 332,19: 323,12
640,19( 624,20:
Construction work in progress 14,40¢ 12,96¢
Net utility plant 654,59¢ 637,17:
Deferred Charges and Other Assets:
Regulatory assets 122,25¢ 129,76¢
Goodwill 226,66! 226,66!
Other deferred charges 6,25¢ 6,68¢
Total deferred charges and other assets 355,18( 363,11
$ 1,054,67 $ 1,037,44!

The accompanying notes, as they relate to TNMPaaiiategral 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)

June 30,
2012

December 31,
2011

LIABILITIES AND STOCKHOLDER'S EQUITY
Current Liabilities:
Short-term debt — affiliate $
Accounts payable
Affiliate payables
Accrued interest and taxes
Other current liabilities

(In thousands, except share information)

Total current liabilities

Long-term Debt

Deferred Credits and Other Liabilities:
Accumulated deferred income taxes
Regulatory liabilities
Asset retirement obligations
Accrued pension liability and postretirement benafist
Other deferred credits

Total deferred credits and other liabilities

Total liabilities

Commitments and Contingencies (See Note 9)
Common Stockholder’s Equity:
Common stock outstanding ($10 par value; 12,000sb@0es authorized;
issued and outstanding 6,358 shares)
Paid-in-capital
Accumulated other comprehensive income (loss)phitcome taxes
Retained earnings

Total common stockholder’s equity

8,10( 70C
11,06 12,26

3,13¢ 1,31

15,91( 20,66¢

12,42t 9,48(

50,63¢ 44,42

311,271 310,96

165,49 159,19

47,118 44,39

722 69¢

4,63 11,07

3,651 3,43

221,61 218,80

583,52 574,19

64 64

413,38 416,39

(180) (58)

57,88: 46,85

471,15( 463,25:

$ 1,054,67: 1,037,44.

The accompanying notes, as they relate to TNMPaaiiategral 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 STATEMENT OF CHANGES IN COMM ON STOCKHOLDER'S EQUITY

(Unaudited)
Total Common
Common Stock Paid-in Capital AOCI Retained Earnings Stockholder's Equity
(In thousands)

Balance at December 31, 2011 $ 64 $ 416,39: $ 58 $ 46,85: $ 463,25:
Net earning: — — — 11,02¢ 11,02¢
Total other comprehensive income (loss) — — (122) — (122)
Dividends declared on common stock — (3,010 — — (3,010
Balance at June 30, 2012 $ 64 $ 413,38‘ $ (18C) $ 57,88: $ 471,15(

The accompanying notes, as they relate to TNMPaaiiategral 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)

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

In the opinion of management, the accompanying ditedi interim Condensed Consolidated Financialedtents reflect all normal and recurring accr
and adjustments that are necessary to present tfaériconsolidated financial position at June 3, 2and December 31, 201tonsolidated results of operati
and comprehensive income for the three and six hsoeded June 30, 2012 and 2011 , and consolidagdflows for thesix months ended June 30, 2012
2011. The preparation of financial statements in camity with GAAP requires management to make estisiated assumptions that affect the reported am
of assets and liabilities, disclosure of contingasdets and liabilities at the date of the findrstiatements, and the reported amounts of reveanéexpenst
during the reporting period. Actual results couldmately differ from those estimated. The NotesGondensed Consolidated Financial Statements ie
disclosures for PNMR, PNM, and TNMP. For discusgmmposes, this report uses the term “Compamlgén discussing matters of common applicabilit
PNMR, PNM, and TNMP. Discussions regarding only FRINPNM, or TNMP are so indicated. Certain amountthe 2011Condensed Consolidated Finan
Statements and Notes thereto have been reclassif@hform to the 2012 financial statement prestéon.

These Condensed Consolidated Financial Statementsaudited. Certain information and note disaleswormally included in the annual Consolid
Financial Statements have been condensed or opsisguermitted under the applicable rules and atigmis. Readers of these financial statements dhrefgr tc
PNMR’s, PNM'’s, and TNMP’s audited Consolidated Ficial Statements and Notes thereto that are indlimi¢heir respective 201Annual Reports on For
10-K. Weather causes the Companyésults of operations to be seasonal in natudetlam results of operations presented in the acaayipg Condense
Consolidated Financial Statements are not necéssapresentative of operations for an entire year.

GAAP defines subsequent events as events or trigmssithat occur after the balance sheet date dford financial statements are issued or are dle
to be issued. Based on their nature, magnitudetiamiolg, certain subsequent events may be requirée reflected at the balance sheet date andfaires to b
disclosed in the financial statements. The Compeasyevaluated subsequent events as required by GAAP

Principles of Consolidation

The Condensed Consolidated Financial Statemengacti of PNMR, PNM, and TNMP include their accoumtsl those of subsidiaries in which 1
entity owns a majority voting interest. PNM alsasolidates the PVNGS Capital Trust and ValenciaMPdvns undivided interests in several joindynec
power plants and records its pro-rata share ohsisets, liabilities, and expenses for those plants.

PNMR shared services' administrative and genegrses, which represent costs that are primarieliby corporate level activities, are chargetht
business segments. These services are billed gt easpt those billed to Optim Energy, which imgd a profit element. Other significant intercomy
transactions between PNMR, PNM, and TNMP includasmission and distribution services; lease, isteand income tax sharing payments; and divic
paid on common stock. All intercompany transactiand balances have been eliminated. See Note 12.

Dividends on Common Stock

Dividends on PNMR's common stock are declared$dard. The timing of the declaration of divideigligdependent on the timing of meetings and «
actions of the Board. This has historically resiilite dividends considered to be attributable tosteond quarter of each year being declared thraogibns o
the Board during the third quarter of the year. Board declared dividends on common stock consitierde for the second quarter of $0.&5 share in Ju
2012 and $0.125 in July 2011, which are reflectedaing in the second quarter within “Dividends Besd per Common Shareh the PNMR Condens
Consolidated Statements of Earnings.

PNM declared and paid cash dividends on its comstonk to PNMR of $17.7 millionin the six months ended June 30, 2012. PNM declassst
dividends on its common stock to PNMR of $39.1 imillin December 2010, which was paid in Januaryl2@#%.6 millionin March 2011, which was paid
April 2011, and $3.6 million in June 2011, whichsyzaid in July 2011.
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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)

TNMP declared and paid cash dividends to PNMR 06 $8illion and $7.1 millionin the six months ended June 30, 2012 and 2011. ANMidends wel
recorded as reductions of its paid-in-capital.

(2) Segment Information

The following segment presentation is based omibthodology that management uses for making operakecisions and assessing performance
various business activities. A reconciliation of gegment presentation to the GAAP financial stateésis provided.

PNM Electric

PNM Electric includes the retail electric utilityperations of PNM that are subject to traditionaé reegulation by the NMPRC. PNM Electric provi
integrated electricity services that include theagation, transmission, and distribution of eleityi for retail electric customers in New MexicdNM Electric
also includes the generation and sale of elegtriaiio the wholesale market as well as providirapsmission services to third parties. The saleleftecity
includes the asset optimization of PNM's jurisdictil assets as well as the capacity excluded fretail mates. FERC has jurisdiction over wholesaid
transmission rates.

TNMP Electric

TNMP Electric is an electric utility providing regted transmission and distribution services inagernder the TECA. TNMP's operations are subije
traditional rate regulation by the PUCT.

First Choice

First Choice, which was sold by PNMR on Novembe2d11 (Note 14), operated as a certified retaittele provider. First Choice provided electricity
residential, small commercial, and governmentatamsers. Although First Choice was regulated inaiartespects by the PUCT, it was not subject tditiraal
rate regulation.

Corporate and Other
The Corporate and Other segment includes PNMR hgldbompany activities, primarily related to corgerkevel debt and PNMR Services Company.
The following tables present summarized finanaiibimation for PNMR by segment. PNM and TNMP eagerate in only one segment. Theref

tabular segment information is not presented foMPathd TNMP.
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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)

PNMR SEGMENT INFORMATION

PNM TNMP Corporate
Electric Electric and Other Consolidated
Three Months Ended June 30, 2012 (In thousands)
Electric operating revenues $ 260,09: $ 63,76¢ $ $ 323,86(
Cost of energy 83,23t 11,48¢ — 94,71¢
Gross margin 176,85¢ 52,28: — 229,14
Other operating expenses 106,24« 21,31¢ (4,582 122,98:
Depreciation and amortization 23,94¢ 12,06¢ 5,04z 41,05¢
Operating income (loss) 46,66¢ 18,89 (460) 65,10¢
Interest income 3,42¢ — (43) 3,38¢
Other income (deductions) (989) 774 (1,434 (1,649
Net interest charge (18,92¢) (7,069) (4,202) (30,199
Segment earnings (loss) before income tax 30,18 12,60: (6,13¢) 36,64
Income taxes (benefit) 9,841 4,58¢ (2,879 11,54¢
Segment earnings (loss 20,34( 8,01¢ (3,259 25,09¢
Valencia no-controlling interest (3,455 — — (3,455
Subsidiary preferred stock dividen (132) — — (132
Segment earnings (loss) attributable to PNMR $ 16,75 $ 8,01t % (3,259 $ 21,51
Six Months Ended June 30, 2012
Electric operating revenues $ 510,51 $ 118,72:  $ — 629,23¢
Cost of energy 163,79: 22,77: — 186,56!
Gross margin 346,71¢ 95,95 — 442 ,66¢
Other operating expenses 210,36¢ 41,90¢ (7,90€6) 244,36t
Depreciation and amortization 47,58( 23,35: 8,53t 79,46¢
Operating income (loss) 88,774 30,69( (629) 118,83!
Interest income 6,76¢ — (86) 6,67¢
Other income (deductions) 3,99t 87¢ (3,979 89¢
Net interest charge (37,42 (14,167) (8,17¢) (59,765
Segment earnings (loss) before income tax 62,11 17,401 (12,86%) 66,647
Income taxes (benefit) 20,694 6,372 (5,995 21,07
Segment earnings (loss 41,41° 11,02¢ (6,870 45,57¢
Valencia no-controlling interest (6,720 — — (6,720
Subsidiary preferred stock dividen (264) — — (264)
Segment earnings (loss) attributable to PNMR $ 34,43: % 11,02¢  $ 6,870 $ 38,59:
At June 30, 2012:
Total Assets $ 4,069,370 $ 1,054,670 $ 128,53" $ 5,252,58!
Goodwill $ 51,63: $ 226,66 $ — % 278,29°
Additions to utility and non-utility plant included in accounts
payable $ 8,681 $ 551 $ 392 % 9,62
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PNM RESOURCES, INC. AND SUBSIDIARIES

PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI

TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

ES

(Unaudited)
PNM TNMP First Corporate
Electric Electric Choice and Other Consolidated
Three Months Ended June 30, 2011 (In thousands)
Electric revenues from non-affiliates $ 239,23: % 50,35¢ $ 126,03¢ 43 $ 415,58t
Intersegment revenues — 9,59¢ — (9,59¢) —
Total electric operating revenues 239,23« 59,957 126,03t (9,647) 415,58¢
Cost of energy 81,49° 10,25¢ 91,29¢ (9,59¢) 173,45¢
Gross margin 157,73 49,69¢ 34,74( (43) 242,13.
Other operating expenses 124,29 25,27 23,63( (2,204 171,00(
Depreciation and amortization 22,89; 10,72¢ 36( 4,28¢ 38,27:
Operating income (loss) 10,54 13,69¢ 10,75( (2,128 32,86(
Interest income 4,22°¢ — 31 (22 4,23¢
Other income (deductions) 4,48¢ 25¢ 279) (1,64¢) 2,82
Net interest charge (18,027) (7,30%) (241) (5,039 (30,51
Segment earnings (loss) before income tax 1,22¢ 6,64¢ 10,36 (8,837 9,40¢
Income taxes (benefit) (872) 2,547 3,74 (3,685) 1,73%
Segment earnings (loss 2,097 4,10z 6,622 (5,152 7,66¢
Valencia no-controlling interest (3,470 — — — (3,470
Subsidiary preferred stock dividen (132 — — — (132)
Segment earnings (loss) attributable to PNMR $ (1,505 $ 4,102 $ 6,622 (5,159 $ 4,067
Six Months Ended June 30, 2011
Electric revenues from non-affiliates $ 473,47, % 95,387 $ 234,48t 96 $ 803,24¢
Intersegment revenues — 18,41z — (18,419 —
Total electric operating revenues 473,47. 113,79¢ 234,48t (18,509 803,24¢
Cost of energy 170,71: 20,41 159,25( (18,41 331,96:
Gross margin 302,76: 93,38 75,23t (96) 471,28t
Other operating expenses 227,42 44,98! 42,61¢ (5,55€) 309,46
Depreciation and amortization 46,63: 20,981 641 8,48t 76,74¢
Operating income (loss) 28,70¢ 27,41¢ 31,97¢ (3,02%) 85,07¢
Interest income 8,28 — 34 (55) 8,261
Other income (deductions) 9,70z 572 379 (3,250 6,64¢
Net interest charge (36,107 (14,609 (28¢) (20,130 (61,129
Segment earnings (loss) before income tax 10,58t 13,39( 31,34¢ (16,460 38,86:
Income taxes (benefit) 1,522 5,12¢ 11,237 (6,64%) 11,24:
Segment earnings (loss 9,061 8,26¢ 20,11: (9,817%) 27,62(
Valencia no-controlling interest (6,657) — — — (6,652)
Subsidiary preferred stock dividen (264) — — — (264)
Segment earnings (loss) attributable to PNMR $ 2,148 $ 8,26t % 20,11 9.817) $ 20,70¢
At June 30, 2011:
Total Assets $ 3,920,15. $ 1,018,42! $ 254,35 108,70: $ 5,301,63:
Goodwill $ 51,63: $ 226,66! $ 43,01: — 3 321,31(
Additions to utility and non-utility plant included in
accounts payable $ 16,51« $ 36C $ 237 1,168 $ 18,27¢
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(3) Variable Interest Entities

GAAP determines how an enterprise evaluates anduatg for its involvement with variable interesttiges, including determining the prime
beneficiary of a variable interest entity, by foagsprimarily on whether the enterprise has the @ote direct the activities that most significanitiypact th
economic performance of a variable interest en®#%AP also requires continual reassessment of tineapy beneficiary of a variable interest entitydditiona
information concerning PNM's variable interest &@diis contained in Note 9 of the Notes to Comsdéd Financial Statements in the 2@inual Reports ¢
Form 10-K.

PNM has a PPA to purchase all of the electric cépand energy from Valencia, a 145 MW natural fiesd power plant near Belen, New Mexi
through May 2028. A thirgbarty built, owns, and operates the facility whH#RM is the sole purchaser of the electricity geteetaPNM is obligated to pay fix
O&M and capacity charges in addition to variable d&harges under this PPA. For the three and sixthsoended June 30, 2012, PNM paid $4.6 milkon
$9.3 million for fixed charges and $0.2 million a#@.3 million for variable charges. For the threel @ix months ended June 30, 2011, PNM #did millior
and $9.1 million for fixed charges and $0.3 milliand $0.4 milliorfor variable charges. PNM does not have any othential obligations related to Valenc
The assets of Valencia can only be used to satisligations of Valencia and creditors of Valenc@ambt have any recourse against PNMSsets. PNM h
concluded that the third party entity that ownsevaia is a variable interest entity and that PNNhis primary beneficiary of the entity under GAARs the
primary beneficiary, PNM consolidates the entityits1financial statements. The assets and liadslitf Valencia set forth below are immaterial toMPEind
therefore, not shown separately on the Condenseddlidated Balance Sheets. The owner's equity ahthcome of Valencia are considered attributabledn-
controlling interest.

Summarized financial information for Valencia isfakbows:
Results of Operations

Three Months Ended June 30, Six Months Ended June 30,

2012 2011 2012 2011
(In thousands)
Operating revenues $ 488¢ $ 484¢ $ 9,55¢ $ 9,51¢
Operating expenses (1,439 (1,379 (2,839 (2,867
Earnings attributable to no
controlling interest $ 3458 $ 347C $ 6,72C $ 6,652
Financial Position
June 30, December 31,
2012 2011
(In thousands)
Current assets $ 3,092 $ 2,40t
Net property, plant, and equipme 79,36¢ 80,78t
Total assets 82,46 83,19(
Current liabilities 767 767
Owners’ equity — non-controlling interest $ 81,69: $ 82,42

PNM leases interests in Units 1 and 2 of PVNGS umadeingements, which were entered into in 1985 X986, that are accounted for as oper:
leases. PNM is not the legal or tax owner of tlesédel assets. PNM has an option to purchase trezlleasets at appraised value at the end of thesleaist doe
not have a fixed price purchase option and doeprmitide residual value guarantees. PNM has optionenew the leases at fixed rates set forth énlease:
which represent 50% of the amounts during the woaigierms of the leases, for twears beyond the termination of the original Ie@sms. The option periods
certain leases may be further extended for up tadalitional six years if the appraised remainingfulsives and fair

30




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)

value of the leased assets are greater than pananset forth in the leases. PNM is only obligatedhake payments to the trusts for the scheduled-aenua
lease payments, which, net of amounts that willdterned to PNM through its ownership in relatesbte notes, aggregate $93.7 million as of Jun@@D2ovel
the remaining terms of the leases. Under certaguistances (for example, final shutdown of theplthe NRC issuing specified violation orders witspect t
PVNGS, or the occurrence of specified nuclear es)e®NM would be required to make specified payméntthe beneficial owners and take title to treesds
interests. If such an event had occurred as of 3an2012 , PNM could have been required to paybiveeficial owners up to approximately $174.2 rouli
which would result in PNM taking ownership of treased assets and termination of the leases. PNMdather financial obligations or commitments he
trusts or the beneficial owners. Creditors of thests have no recourse to PNVEssets other than with respect to the contratdaae payments. PNM has
additional rights to the assets of the trusts oth@n the use of the leased assets. PNM has esdltiet PVNGS lease arrangements and concluded thuas nc
have the power to direct the activities that magnificantly impact the economic performance of thests and, therefore, is not the primary benaficiof the
trusts under GAAP. PNM has recorded no assetsbilities related to the trusts other than the @aicof lease payments between the scheduled payhaéss
which were $26.0 million at June 30, 2012 and Ddwam31, 2011&nd are included in other current liabilities oa tbondensed Consolidated Balance Sheet
additional information regarding these leases,Ris& Factors, MD&A —Off Balance Sheet Arrangements and Note 7 of theedNto Consolidated Financ
Statements in the 2011 Annual Reports on Form 10-K.

PNM has a PPA covering the entire output of Delthich is a variable interest under GAAP. This agement was entered into prior Biecember 3:
2003 and PNM has been unsuccessful in obtaining thermdton necessary to determine if it is the primbeneficiary of the entity that owns Delta, o
consolidate that entity if it were determined tR&tM is the primary beneficiary. Accordingly, PNM usable to make those determinations and, as pdvin
GAAP, continues to account for this PPA as an dpegdease. PNM makes fixed and variable paymemiddlta under the PPA. For the three and six mq
ended June 30, 2012, PNM incurred fixed payment&ld million and $3.1 million and variable paynmenf $0.2 million and $0.3 millionnder the PPA. F
the three and six months ended June 30, 2011, RidMried fixed payments of $1.5 million and $2.9limrl and variable payments of less than $0.1 nmilhac
$0.3 million under the PPA. PNM's only quantifialiéligation under the PPA is to make the fixed pagts, which as of June 30, 2012 , aggreg&#gi]
million through the end of the PPA in 2020°PNM will also pay variable costs, which cannot dyentified since the amounts are based on how rthe
generating plant is in operation. PNM has no otiidigations or commitments with respect to Delta.

(4) Fair Value of Derivative and Other Financial Instruments
Energy Related Derivative Contracts
Overview

The primary objective for the use of commodity dative instruments, including energy contractsjas, and futures, is to manage price risk assex
with forecasted purchases of energy or fuel usegkterate electricity, or to manage anticipatedegsion capacity in excess of forecasted demand #&wisting
customers. The Company's energy related derivatimgracts are designed to manage commaodity riskd BNrequired to meet the demand and energy nek
its retail and firm-requirements wholesale cust@n@&NM is exposed to market risk for its share YNBS Unit 3 and the needs of its firmquirement
wholesale customers not covered under a FPPAC. BNigérations are managed primarily through a retdsacked strategy, whereby PNMiggregate n
open forward contract position is covered by iteefasted excess generation capabilities or markethpses. PNM could be exposed to market risks
generation capabilities were to be disrupted dsifoad requirements were to be greater thanigatied. If all or a portion of load requirementsreveequired t
be covered as a result of such unexpected sitigatmymmitments would have to be met through mapkethases. Additional information concerning
Company's energy related derivative contracts,utfinf how commodity risk is managed, is containedNiote 8 of the Notes to Consolidated Finar
Statements in the 2011 Annual Reports on Form 10-K.

On November 1, 2011, PNMR completed the sale oftFdhoice. See Note 14. Accordingly, First Choiefimation after October 31, 2011 is
included. The difference between PNMR and PNM anstepresents First Choice.
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Accounting for Derivatives

Energy contracts that meet the definition of a\dgive under GAAP and do not qualify, or are natigeated, for the normal sales and purchases ésn
are recorded on the balance sheet at fair valaadt period end. The changes in fair value arggrézed in earnings unless specific hedge accoutitgria ar
met and elected. Normal sales and purchases ammaréied to market and are reflected in resultsperations when the underlying transactions sefite
Company had no designated cash flow or fair valeggbs related to commodity derivatives in the yaated December 31, 2011 and thereionths ende
June 30, 2012 .

The contracts recorded at fair value that do natfifyuor are not designated for cash flow hedgeoanting are classified as economic hedges. Ecor
hedges are defined as derivative instruments, dimofulongterm power agreements, used to economically hedgergtion assets, purchased power anc
costs, and customer load requirements. Changdeifatr value of economic hedges are reflectecesults of operations and are classified betweemnatipg
revenues and cost of energy according to the intietiite hedge. The Company has no trading trarmsecti

The Company does not offset fair value, cash @it and accrued payable or receivable amountgnéred for derivative instruments under me
netting arrangements. At June 30, 2012 and Dece&ihe2011 , amounts posted as cash collateral undegin arrangements were $1.6 million &1id8 millior
for both PNMR and PNM. Cash collateral amountsiactuded in other current assets on the Condensetbdlidated Balance Sheets. At June 30, 2812
December 31, 2011 , PNMR and PNM had the legal tigheclaim cash collateral of $1.6 million and@e PNMR and PNM had no obligation to return c
collateral at June 30, 2012 and December 31, 2011.

Commodity Derivatives
Commodity derivative instruments are summarizefbbews:

Economic Hedges
June 30, December 31,

2012 2011
PNMR and PNM (In thousands)

Current assets $ 4,65¢ $ 3,71z
4,65¢ 3,71:

Current liabilities (1,742) (1,637)
Long-term liabilities (5,156 (2,437)
(6,89¢) (4,069

Net $ (2,239 $ (35€)

In April 2010, PNM received NMPRC approval of a gedy plan to manage fuel and purchased power cektted to customers covered by its FPF
The table above includes $0.6 million of currerdeds and $0.4 million of current liabilities at @0, 2012 , and $0.5 millioof current assets and curr
liabilities at December 31, 20T#lated to this plan. The offsets to these amoargsecorded as regulatory assets and liabilitiethe Condensed Consolida
Balance Sheets.
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The following table presents the effect of commpdiérivative instruments on earnings, excludingime tax effects.

Economic Hedges

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
PNMR (In thousands)
Electric operating revenues $ (3,58) $ 19C $ 1,637 $ 1,33¢
Cost of energy 63 (4,599 (5417) 86
Total gain (loss) $ (3,519 $ (4,409 $ 1,09¢ $ 1,42(
PNM
Electric operating revenues $ (358) $ 19C $ 1,637 $ 1,33¢
Cost of energy 63 (284) (541) 15¢
Total gain (loss) $ (3,519 $ 94) $ 1,09¢ $ 1,49:

Commodity contract volume positions are presente®écatherms for gas related contracts and in M@/hpbwer related contracts. The table be
presents PNMR’s and PNM’s net buy (sell) volumeitjmss:

Economic Hedges

Decatherms MwWh
June 30, 2012
PNMR and PNM 2,435,00! (2,028,67)
December 31, 2011
PNMR and PNM 1,499,001 (366,449

In connection with managing its commodity risksg tBompany enters into master agreements with pectinterparties. If the Company is in a
liability position under an agreement, some agregmprovide that the counterparties can requesatechl from the Company if the Compasycredit rating i
downgraded; other agreements provide that the equentty may request collateral to provide it widdequate assuranctiat the Company will perform; a
others have no provision for collateral.

The table below presents information about the Gaomgjs contingent requirements to provide collateralaxrmbmmodity contracts having an objecti
determinable collateral provision that are in meility positions and are not fully collateralizedth cash. Contractual liability represents comityderivative
contracts recorded at fair value on the balancetsketermined on an individual contract basis aithoffsetting amounts for individual contractstthee in al
asset position and could be offset under maste¢ingeagreements with the same counterparty. Thie tatly reflects cash collateral that has beengabshde
the existing contracts and does not reflect letbérsredit under the Comparsyrevolving credit facilities that have been issasccollateral. Net exposure is
net contractual liability for all contracts, incing those designated as normal purchases and séfest, by existing cash collateral and by any et§savailabl
under master netting agreements, including botétassl liability positions.

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

(In thousands)

June 30, 2012

PNMR and PNM $ 4,75¢ % — $ 4,397
December 31, 2011
PNMR and PNM $ 4,03¢ $ — $ 4,03¢

33




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)

Sale of Power from PVNGS Unit 3

Since January 1, 201,1PNM has been selling power from its interest WWNIBS Unit 3 daily at market prices. PNM has estdi#d fixed rates for tl
substantial majority of these sales through thear2013 through hedging arrangements that areusted for as economic hedges. PNM is also partiahyge!
for 2014.

Non-Derivative Financial Instruments

The carrying amounts reflected on the Condensed@ioiated Balance Sheets approximate fair valuedsh, receivables, and payables due to the
period of maturity. Available-for-sale securitie® &arried at fair value. Available-faale securities for PNMR and PNM consist of PNMetsgeld in the ND
for its share of decommissioning costs of PYNGSM®Nand PNM do not have any unrealized losses oiladNe-for-sale securities. The fair value and g
unrealized gains of investments in available-fde-s&curities are presented in the following table.

June 30, 2012 December 31, 2011
Unrealized Unrealized
Gains Fair Value Gains Fair Value

(In thousands)
Equity securities:

Domestic value $ 3,93¢ $ 27,18¢ $ 3,54¢ $ 25,14:

Domestic growth 20,29¢ 58,427 16,71« 52,187

International and other 44¢ 11,39¢ 662 12,75¢
Fixed income securities:

Municipals 3,54¢ 43,007 2,861 41,46:

U.S. Government 1,46t 24,98t 1,35¢ 25,367

Corporate and other 98¢t 10,95¢ 742 9,171
Cash investments — 2,86¢ — 2,76¢€

$ 30,67¢ $ 178,83« $ 25,88. $ 168,85:

The proceeds and gross realized gains and lossteatisposition of available-farale securities for PNMR and PNM are shown in tilowing table
Realized gains and losses are determined by spébfntification of costs of securities sold.

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
(In thousands)
Proceeds from sales $ 19,027 $ 46,77C $ 45787 $ 94,89(
Gross realized gains $ 2,43¢ % 8,70C % 4,76¢ $ 13,49(
Gross realized (losses) $ (1,186 $ (554) $ (1,925 $ (2,287)

Held-to-maturity securities are those investmentslébt securities that the Company has the allily intent to hold until maturity. Held-toaturity
securities consist of the investment in PVNGS legsstes and certain items within other investmentduding the EIP lessor note.

The Company has no available-for-sale or held-ttunitg securities for which carrying value exceddis value. There are nimpairments considered
be “other than temporary” that are included in A@@H not recognized in earnings.
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At June 30, 2012 , the available-for-sale and heldraturity debt securities had the following fimahturities:

Fair Value
Available-
for-Sale Held-to-Maturity
PNMR and
PNM PNMR PNM
(In thousands)

Within 1 year $ 2,087 $ 94¢ % 94¢
After 1 year through 5 years 21,54( 98,80¢ 91,74¢
After 5 years through 10 years 13,22 2,102 —
Over 10 years 42,104 — —

$ 78,95. $ 101,85 $ 92,69¢

Fair Value Disclosures

The Company determines the fair values of its @¢irre and other instruments based on the hieragskgblished in GAAP, which requires an entit
maximize the use of observable inputs and minirttieeuse of unobservable inputs when measuringy&ire. GAAP describes three levels of inputs thay toe
used to measure fair value. Level 1 inputs areegliptices (unadjusted) in active markets for idehtssets or liabilities that the reporting entiéy access at t
measurement date. Level 2 inputs are inputs ot guoted prices included within Level 1 that abservable for the asset or liability, either dikeor
indirectly. Level 3 inputs are unobservable inplaisthe asset or liability. Level 3 inputs useddetermining fair values for the Company consisintérna
valuation models.

For NDT investments, Level 2 fair values are preddy the trustee utilizing a pricing service. Tpricing provider predominantly uses the ma
approach using bid side market value based uporrarbhy of information for specific securities securities with similar characteristics. For comiity
derivatives, Level 2 fair values are determinedeldasn market observable inputs, which are validatgdg multiple broker quotes, including forwardcpt
volatility, and interest rate curves to establighertations of future prices. Credit valuation atljuents are made for estimated credit losses lmaséte overa
exposure to each counterparty. For Idagn debt, Level 2 fair values are provided by atemal pricing service. The pricing service priihautilizes quotes
prices for similar debt in active markets when detaing fair value. For investments categorizedLasel 3, primarily the PVYNGS lessor notes and ¢
investments, fair values were determined by disteioash flow models that take into consideratiscalint rates that are observable for similar ygeets ar
liabilities. Management of the Company independevrifies the information provided by pricing sems.

The Company records any transfers between faileviaierarchy levels as of the end of each calendarter. There were no transfers between levelsag
the six months ended June 30, 2012 and 2011 .
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Items recorded at fair value on the Condensed Cidased Balance Sheets are presented below:

GAAP Fair Value Hierarchy

Fair Value Level 1 Level 2 Level 3
June 30, 2012 (In thousands)
PNMR and PNM
NDT investment:
Cash and equivalents $ 2,86¢ 3 2,86¢ $ — —
Equity securities:
Domestic value 27,18¢ 27,18¢ — —
Domestic growth 58,427 58,42’ — —
International and other 11,39¢ 11,39¢ — —
Fixed income securities:
U.S. government 24,98¢ 21,22 3,762 —
Municipals 43,00° — 43,00° —
Corporate and other 10,95¢ — 10,95¢ —
Total NDT investments $ 178,83: $ 121,100 $ 57,72¢ $ —
Commodity derivative assets $ 465¢ $ 12t $ 453, % =
Commodity derivative liabilities (6,899 — (6,89¢) —
Net $ (2,239 $ 128 $ (2,369 $ =
December 31, 2011
PNMR and PNM
NDT investment:
Cash and equivalents $ 2,766 3 2,766  $ — —
Equity securities:
Domestic value 25,14: 25,14 — —
Domestic growth 52,18" 52,187 — —
International and other 12,75¢ 12,75¢ — —
Fixed income securities:
U.S. government 25,36 21,40¢ 3,95¢ —
Municipals 41,46 — 41,46: —
Corporate and other 9,171 — 9,171 —
Total NDT investments $ 168,85, $ 114,25¢ $ 54,59: $ —
Commodity derivative assets $ 3,71 $ —  $ 3,71 $ =
Commodity derivative liabilities (4,069 — (4,069 —
Net $ (35€) $ — 3 (35€) $ =

A reconciliation of the changes in Level 3 fair ws@lmeasurements for PNMR is as follows. PNM had.enel 3 fair value measurements during site
months ended June 30, 2012 and 2011 .
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Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
PNMR (In thousands)

Balance at beginning of period $ — 3 894 $ — 3 (822)
Total gains (losses) included in earnings — 3,67¢ — 5,22¢
Purchases — 2,617 — 2,73¢
Settlements — (2,795 — (2,749

Balance at end of period $ — 3 439: $ — 3 4,39:

Total gains (losses) included in earnings attriblgt@o the change i

unrealized gains or losses relating to assetshstitl at the end of the
period $ — 3 1,95 $ — 3 3,127

The above gains and losses (realized and unrepfiaetevel 3 fair value measurements includedameéngs are reported in cost of energy.

The carrying amounts and fair values of investm@nVNGS lessor notes, other investments, and-terrg debt, which are not recorded at fair v
on the Condensed Consolidated Balance Sheetsesenped below:

GAAP Fair Value Hierarchy @

Carrying
Amount Fair Value Level 1 Level 2 Level 3
June 30, 2012 (In thousands)

PNMR
Long-term debt $ 1,674,34 $ 1,943,77" % — % 1,938,63 $ 5,13¢
Investment in PVNGS lessor notes $ 89,18¢ $ 91,74¢ $ —  $ —  $ 91,74¢
Other investments $ 8,45( $ 12,20 $ 887 $ — 3 11,31

PNM
Long-term debt $ 1,215561 $ 1,35393 $ —  $ 1,353,931 $ —
Investment in PVNGS lessor notes $ 89,18t $ 91,74t % — $ — % 91,74¢
Other investments $ 1,528 $ 1,56¢ $ 62C $ —  $ 94¢

TNMP
Long-term debt $ 311,27¢  $ 418,00¢ $ —  $ 418,00¢ $ —
Other investments $ 267 $ 267 $ 267 $ —  $ —

December 31, 2011

PNMR
Long-term debt $ 1,674,01L $ 1,873,00:
Investment in PVNGS lessor notes $ 107,09 $ 108,74.
Other investments $ 12,200 $ 14,20¢

PNM
Long-term debt $ 1,21554 $  1,294,84
Investment in PVNGS lessor notes $ 107,09: $ 108,74:
Other investments $ 2,90C $ 3,052

TNMP
Long-term debt $ 310,96. $ 413,96¢
Other investments $ 271 $ 271

M GAAP does not require disclosure of the fair vaiierarchy information prior to 2012.
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(5) Earnings Per Share

In accordance with GAAP, dual presentation of basid diluted earnings per share is presented i€tmelensed Consolidated Statements of Earnir
PNMR. Information regarding the computation of éags per share is as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
(In thousands, except per share amounts)
Net Earnings Attributable to PNMR $ 21,51: $ 4,067 $ 38,59: $ 20,70«
Average Number of Common Shares:
Outstanding during period 79,65« 86,67< 79,65« 86,67<
Equivalents from convertible preferred stock (NBte — 4,77¢ — 4,77¢
Vested awards of restricted stock 154 13¢ 177 14¢
Average Shares - Basic 79,80¢ 91,59( 79,83 91,60(
Dilutive Effect of Common Stock Equivalents®:
Stock options and restricted stock 55¢ 54¢€ 59C 502
Average Shares - Diluted 80,36¢ 92,13¢ 80,42: 92,10:
Net Earnings Per Share of Common Stock:
Basic $ 0.27 $ 0.04 $ 04¢ $ 0.23
Diluted $ 027 $ 0.04 $ 04¢ $ 0.2Z

@ Excludes the effect of out-of-the-money options ¥@856,468 shares of common stock at June 30, 2012
(6) Stock-Based Compensatio
Information concerning stockased compensation under PNMR's Performance ERlaty ("PEP") is contained in Note 13 of the Note£bnsolidate
Financial Statements in the 2011 Annual Report§am 10-K. In 2011, the Company changed its apgréa@warding stockased compensation. As a re:
no stock options have been granted in 2011 or 20#2awards of restricted stock have increased.

Stock Options

The following table summarizes activity in stockiops for the six months ended June 30, 2012 :

Weighted- Weighted-
Average Aggregate Average
Exercise Intrinsic Remaining
Shares Price Value Contract Life
Outstanding at beginning of period 3,202,22¢ $ 18.9¢
Granted — % —
Exercised (400,469 $ 13.47
Forfeited (5,10) $ 12.2:
Expired (238,49) $ 25.6¢
Outstanding at end of period 2,558,17! $ 19.2C $ 8,558,34.@ 4.52 years
Exercisable at end of period 241391 ¢ 20.3¢ $ 7,695,62; 4.33 years

™ At June 30, 2012 , the exercise price of 1,356 d@8tanding stock options is greater than the mpgirice of PNMR common stock on that d
therefore, those options have no intrinsic value.
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The following table provides additional informatioancerning stock options:

Six Months Ended

June 30,
2012 2011
Weighted-average grant date fair value of opticasigd $ — $ =
Total fair value of options that vested (in thouds)n $ 1,056 $ 1,18¢
Total intrinsic value of options exercised (in tsands) $ 1917 $ 2,19¢

Restricted Stock and Performance Shares

PNMR has agreements with employees for awardsstficeed stock subject to time vesting requiremeRtSMR also has awards subject to achie
performance or market targets, some of which aBeehtiime vesting requirements. The grant date Vfalue for restricted stock and stock awards
performance targets is determined based on theaharice of PNMR common stock on the date of theeagents reduced by the present value of f
dividends, which will not be received prior to viegt applied to the total number of shares thaaateipated to vest, although the number of pemnforce share
ultimately awarded cannot be determined until a&fierperformance periods end. The grant date &irevof stock awards with market targets is deteedhiusin
Monte Carlo simulation models, which provided grdate fair values that include an expectation efrtbmber of shares to be issued.

Compensation expense for restricted stock awardscizgnized ratably over the vesting period. Corspgan expense for performanbased shares
recognized ratably over the performance period iaratijusted periodically to reflect the level ohesvement expected to be attained. Compensatioanss
related to markebased shares is recognized ratably over the measateperiod, regardless of the actual level of eddinent, provided the employees rer
with the Company during the period.

The following table summarizes restricted stochvégt including performance-based and market-bagetes, for the six months ended June 30, 2012 :

Weighted-

Average

Grant-Date

Shares Fair Value

Nonvested at beginning of peri 418,73( $ 12.3¢
Granted 320,59 $ 15.62
Vested (313,170 $ 12.22
Forfeited (6,837) $ 12.7%
Nonvested at end of perit 41931 ¢ 14.00

The following table provides additional informatioancerning restricted stock, including performabesed and market-based shares:

Six Months Ended

June 30,
2012 2011
Weighted-average grant date fair value of sharastgd $ 156: $ 13.1C
Total fair value of shares that vested (in thousand $ 382 $ 1,07t
Expected quarterly dividends per share $ 014t $ 0.12¢
Risk-free interest rate 0.7€% 1.2(%

Included as granted and vested in the above tatked2,768hares that were based on achieving performangetsaduring the 2009 through 2(
period. The Board approved these shares at maxilenets in March 2012. Also included as
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granted and vested in the tables above are 11&Hiares that were based upon achieving performanogarket targets for 2011. The Board approved 1
shares in March 2012, including the performancetiahares at near maximum levels.

PNMR also has share agreements that provide féonpegince or market targets through 2014. Excludenh the above tables are maximums of 169,732
193,712 , and 212,902hares for periods ending in 2012, 2013, and 26&4 would be awarded if all performance or mark#éega are achieved and
executives remain eligible.

In March 2012, the Company entered into a reterdiward agreement with its Chairman, President,Gimdf Executive Officer under which she wa
receive 135,008hares of PNMR's common stock if the Company metsific market targets at the end of 2016 andelmins an employee of the Comp:
If the Company achieves specific market targetbatend of 2014 and she remains an employee ddngpany, she would receive 35,08f0the total shares
that time. The retention award was made under Efe #d was approved by the Board on February 28.2lhe above tables do not include any sharesr
the retention award agreement.

(7) Capitalization

Information concerning financing activities, inclod a TNMP cashlow hedge that establishes a fixed interest rata @ariable rate loan, is containe:
Note 6 of the Notes to Consolidated Financial States in the2011 Annual Reports on Form 10-K.

Short-term Debt

PNMR has a revolving credit financing capacity 808.0 million under the PNMR Revolving Credit Facility. PNM hagexolving credit financin
capacity of $400.0 million under the PNM RevolviBgedit Facility. These facilities expire on Octol®r, 2016 , and include two ongear extension optior
subject to approval by the lenders. PNMR also hiislateral line of credit amounting to $5.0 millidhat expires in August 2012ZINMP has a revolving cre:
facility with financing capacity of $75.0 millionnaer the TNMP Revolving Credit Facility that exgiren December 2015 . At June 30, 2Q1the weighte
average interest rate was 2.00% for the PNMR RawplCredit Facility and 1.75% for the PNM Revolvi@gedit Facility. Shorterm debt outstanding consis
of:

June 30, December 31,

Short-term Debt 2012 2011
(In thousands)
PNM — Revolving credit facility $ 86,400 $ 66,00(
TNMP — Revolving credit facility — —
PNMR
Revolving credit facility 120,60( 16,70(

Bi-lateral line of credit — —
$ 207,000 $ 82,70(

At July 27, 2012 , PNMR, PNM, and TNMP had $178.8iom , $317.0 million , and $74.7 millioof availability under their respective revolvingedit
facilities and bi-lateral line of credit, includirrgductions of availability due to outstandingdestof credit. Total availability at July 27, 20,18n a consolidate
basis, was $570.5 million for PNMR. As of July 2012 , TNMP had $7.3 million in borrowings from PRMunder their intercompany loan agreement.

Financing Activities

In April 2012, PNM filed an application with the NRRC requesting approval to refinance $20.0 millidrits currently outstanding PCRBs with r
PCRBs anticipated to have a lower overall finanobogt. The NMPRC approved PNM's application in M#®12. PNM currently has no commitments
arrangements regarding this proposed financing.ingnof the proposed financing will depend on mar&atl other conditions. PNM also received NMF
authority to exercise the two one-year extensidioap under the PNM Revolving Credit Facility.

40




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)

Convertible Preferred Stock

PNMR had 477,808hares of Series A convertible preferred stocktanting through September 23, 2011 when it entertedan agreement to purch.
all of the outstanding shares. The Series A coiblerpreferred stock was convertible into PNMR coomnstock in a ratio of 18hares of common stock for e
share of preferred stock and received dividends$vatpnt to dividends paid on PNMR common stockfabe preferred stock had been converted into con
stock. The Series A convertible preferred stock estitled to vote on all matters voted upon by canrstockholders, except for the election of therBpanc
would have received distributions substantiallyiealent to common stock in the event of liquidat@miPNMR. The terms of the Series A convertiblefenec
stock resulted in it being substantially equivakentommon stock. Therefore, for earnings per spharposes, the number of common shares into whielserie
A convertible preferred stock was convertible wadtided in the weighted average number of commaneshoutstanding for periods the Series A conve
preferred stock was outstanding. Similarly, dividemn the Series A convertible preferred stock weergsidered to be common dividends in the acconipg
Condensed Consolidated Financial Statements.

(8) Pension and Other Postretirement Benefit Plar

PNMR and its subsidiaries maintain qualified dedineenefit pension plans, postretirement benefinglproviding medical and dental benefits,
executive retirement programs (“PNM Plans” and “TRMlans”). PNMR maintains the legal obligationtfee benefits owed to participants under these plans

Information concerning pension and OPEB plans igaioed in Note 12 of the Notes to Consolidatecar@ial Statements in the 20Ahnual Reports ¢
Form 10K. Annual net periodic benefit cost (income) foethlans is actuarially determined using the methauts assumptions set forth in that note ai
recognized ratably throughout the year.

PNM Plans
The following tables present the components ofRN®&1 Plans’ net periodic benefit cost:

Three Months Ended June 30,

Executive
Pension Plan OPEB Plan Retirement Program
2012 2011 2012 2011 2012 2011
(In thousands)
Components of Net Periodic
Benefit Cost
Service cost $ — — $ 54 $ 65 $ — 3 =
Interest cost 8,05¢ 8,20z 1,32¢ 1,34¢ 21¢ 238
Long-term return on plan assets (20,32Y (9,269 (1,225 (1,347) — —
Amortization of net loss 2,62¢ 2,30z 972 801 21 23
Amortization of prior service cost 79 79 (336) (662) — —
Net periodic benefit cost $ 441 ' $ 1312 $ 78¢ $ 202 $ 24 $  25€
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Six Months Ended June 30,
Pension Plan Other Postretirement Benefits Executive Retirement Program
2012 2011 2012 2011 2012 2011
(In thousands)
Components of Net Periodic
Benefit Cost

Service cost $ — 3 —  $ 106 $ 12¢  $ —  $ =

Interest cost 16,11¢ 16,40: 2,64¢ 2,68¢ 43¢ 465

Long-term return on plan assets (20,65() (18,53)) (2,450 (2,699 — —

Amortization of net loss 5,25¢ 4,60t 1,94« 1,60¢ 42 47

Amortization of prior service cost 15¢ 15¢ (672) (1,329 — —
Net periodic benefit cost $ 83z $ 2,62¢ % 1,57¢  $ 40z % 48C % 512

PNM made contributions to its pension plan truszefo and $77.7 million in the three and six morghded June 30, 2012 and $7.5 million $i8.t
million in the three and six months ended June28Q,1 . PNM does not anticipate making additionaitdbutions in 2012 Based on current law and estim.
of portfolio performance, PNM estimates making ciitions to its pension plan trust that total $8hillion for 20132016. These anticipated contributi
were developed using current funding assumptionl widiscount rate of 5.3%Actual amounts to be funded in the future will dependent on the actua
assumptions at that time, including the appropritseount rate. PNM made contributions to the ORf&EBt of $0.8 million and $1.6 millioin the three and s
months ended June 30, 2012 and $1.2 million irttthee and six months ended June 30, 2011 . PNMcexpentributions during 2018 the OPEB trust to tol
$3.2 million . Disbursements under the executat@ement program, which are funded by the Compart/considered to be contributions to the plang®érz
million and $0.7 million in the three and six mositanded June 30, 2012 and $0.4 million and $0.Bomiin the three and six months ended June 301 20t

are expected to total $1.5 million during 2012 .
TNMP Plans

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

Three Months Ended June 30,

Executive
Pension Plan OPEB Plan Retirement Program
2012 2011 2012 2011 2012 2011
(In thousands)
Components of Net Periodic
Benefit Cost (Income)
Service cost $ — 3 — 3 61 $ 77 $ — 3 =
Interest cost 90¢ 951 15¢ 162 11 12
Long-term return on plan assets (1,33)) (1,36%) (129) (239 — —
Amortization of net (gain) loss 11F 86 (52) (48) — —
Amortization of prior service cost — — 14 15 — —
Net Periodic Benefit Cost (Income) $ (307) $ (331 $ 5 $ 74 % 1 $ 12
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Six Months Ended June 30,
Pension Plan Other Postretirement Benefits Executive Retirement Program
2012 2011 2012 2011 2012 2011
(In thousands)

Components of Net Periodic

Benefit Cost (Income)

Service cost $ — 3 —  $ 12z $ 152 $ —  $ =

Interest cost 1,81¢ 1,90( 31z 327 22 23

Long-term return on plan assets (2,662) (2,73%) (25¢) (267) — —

Amortization of net (gain) loss 23C 172 (104) (96) — —

Amortization of prior service cost — — 28 30 — —
Net Periodic Benefit Cost (Income) $ (614 ¢ (662) $ 10C ¢ 147 % 2 % 23

TNMP made contributions to its pension plan trudszero and $5.3 million in the three and six monghsled June 30, 2012 and $0.1 million &0
million in the three and six months ended June28Q,1 . TNMP does not anticipate making additiormaitdbutions in 2012 Based on current law and estim:
of portfolio performance, TNMP estimates making tcittions to its pension plan trust that total 8iillion for 20132016. These anticipated contributi
were developed using current funding assumptionl widiscount rate of 5.3%Actual amounts to be funded in the future will dependent on the actua
assumptions at that time, including the appropui#geount rate. TNMP made contributions to the ORIEBt of zero and $0.3 millioim the three and six mont
ended June 30, 2012 and $0.4 million in the threksix months ended June 30, 2011 . TNMP doesxpetct to make additional contributions during 2@d.2he
OPEB trust. Disbursements under the executiveeratint program, which are funded by the Companycandidered to be contributions to the plan, wese
than $0.1 million in the three and six months endiege 30, 2012 and 2011 and are expected to @thindillion during 2012 .

(9) Commitments and Contingencies

Overview

There are various claims and lawsuits pending agaire Company. The Company is also subject torékdstate, and local environmental laws
regulations and periodically participates in theesstigation and remediation of various sites. lmigah, the Company occasionally enters into finat
commitments in connection with its business operati The Company is also involved in various lggakeedings in the normal course of its busindgs.do
possible at this time for the Company to deternfiily the effect of all litigation and other legptoceedings on its financial position, results pérations, ¢
cash flows.

With respect to some of the items listed below,Gloenpany has determined that a loss is not prolmtileat, to the extent probable, cannot be redsyp
estimated. In some cases, the Company is not aleetlict with any degree of certainty the rangpassible loss that could be incurred. Notwithstagdhes:
facts, the Company has assessed these mattersdrasadent information and made judgments conaoeritieir potential outcome, giving due consideratia
the nature of the claim, the amount and natureamfiages sought, and the probability of success. fiudgments are made with the understanding the
outcome of any litigation, investigation, and otkegal proceeding is inherently uncertain. In adeoice with GAAP, the Company records liabilities fwatter:
where it is probable a loss has been incurred l@@mount of loss is reasonably estimable. Theahoutcomes of the items listed below could ultiehatiffer
from the judgments made and the differences coaldnbterial. The Company cannot make any assurdahaeshe amount of reserves or potential insur
coverage will be sufficient to cover the cash addligns that might be incurred as a result of liiiga or regulatory proceedings. The Company dog¢sRrpec
that any known lawsuits, environmental costs, amdraitments will have a material effect on its fin&h condition, results of operations, or cash ow

Additional information concerning commitments arwhtingencies is contained in Note 16 of the Note€dnsolidated Financial Statements in the :
Annual Reports on Form 10-K.
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Commitments and Contingencies Related to the Environment
Nuclear Spent Fuel and Waste Disposal

Nuclear power plant operators are required to enterspent fuel disposal contracts with the DO& tiequire the DOE to accept and dispose of alht
nuclear fuel and other higevel radioactive wastes generated by domestic posaetors. Although the Nuclear Waste Policy Asjuired the DOE to develo)
permanent repository for the storage and dispdssphent nuclear fuel by 1998, the DOE announcetlitiveould not be able to open the repository b9& anc
sought to excuse its performance under the conthacNovember 1997, the U.S. Court of Appeals foe District of Columbia Circuit issued a decis
preventing the DOE from excusing its own delay, befused to order the DOE to begin accepting spemtear fuel. PNM estimates that it will in
approximately $42.8 million (in 2010 dollars) fds share of the costs related to thesé@e-interim storage of spent nuclear fuel at PVN{B8ng the term of tt
operating licenses. PNM accrues these costs asnpa@nt of fuel expense as the fuel is consumedluae 30, 2012 and December 31, 2011, PNM |
liability for interim storage costs of $13.9 milfiand $14.5 million included in other deferred ded

On June 8, 2012, the U.S. Court of Appeals forRirict of Columbia Circuit (the “D.C. Circuit’jssued its decision on a challenge by severals
and environmental groups of the NRC's rulemakirgareging temporary storage and permanent dispodaigbflevel nuclear waste and spent nuclear fuel.
petitioners had challenged the NRC's 2010 updatieet@gency's Waste Confidence Decision. Previetsians of the Waste Confidence Decision had espt
the NRC's confidence, in a generic fashion, thghhével nuclear waste and spent nuclear fuel s@f@ge could be safely stored on the sites ottumtry'
commercial nuclear power plants until a mined ggiglaepository becomes available. The Waste ConfideDecision is codified in NRC's regulati
implementing the National Environmental Policy AMEPA”). The D.C. Circuit found that the agency's 2010 Wé&xtafidence Decision update constitute
major federal action, which, consistent with NERAquires either an environmental impact statemera finding of no significant impact from the aggis
actions. The D.C. Circuit found that the NRC's aatibn of the environmental risks from spent nucleas deficient, and therefore remanded the 2016t4
Confidence Decision update for further action cstesit with NEPA. The NRC has not announced itstites regarding the D.C. Circuit's decision; tfiere,
PNM is unable to predict the impact that the decishay have on the operation of PVNGS.

The Clean Air Act
Regional Hazt

In 1999, EPA developed a regional haze programreginal haze rules under the CAA. The rule direetsh of the 50 states to address regional
States are required to establish goals for impvwisibility in national parks and wilderness ardatso known as Class | areas) and to develop teng-
strategies for reducing emissions of air pollutahtt cause visibility impairment in their own stand for preventing degradation in other st&8&stes mu:
establish a series of interim goals to ensure naetl progress. The first planning period speciiesing reasonable progress goals for improvinglity in
Class | areas by the year 2018. In July 2005, th& Bromulgated its final regional haze rule. A nmgjoovision of the rule included guidelines fortstatc
conduct BART determinations for certain coveredlities. The BART requirements of the regional hamke apply to facilities, including utility boilsr buili
between 1962 and 1977 that have the potential foraore than 25@ons per year of visibility impairing pollution. If is demonstrated that the emissions f
these sources cause or contribute to visibilityampent in any Class | area, then BART must beaifest. The regional haze rules require that BARMtazls
must be installed on an eligible facility by 2018.

SJGS
Several provisions of the CAA aim to improve visityiin certain national parks and wilderness areanatural conditions by the year 2064. SJGS
source that is subject to these statutory obligatio reduce visibility impacts.

Pursuant to the CAA, states have the primary wlegulate visibility requirements by promulgati®tPs. The State of New Mexico submitted its Sl
the two elements of the visibility rules - regiortelze and interstate transporfor review by EPA in June 2011. The SIP found tBART to reduce NO
emissions from SJGS is selective non-catalytic cédo (“SNCR”)and requires SJGS to install SNCR on each of its fimits. Nevertheless, on August 22, 2(
EPA published its FIP, stating that
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it was required to do so by virtue of a consenteedt had entered into with an environmental groulitigation concerning the interstate transpaquirement
of the CAA. The FIP included a regional haze BARStesimination for SJGS that requires installatiorseective catalytic reduction (“SCR&n all four unit:
within five years of the rule's effective date @pBember 21, 2011. The FIP also requires strinj€t emission limits. EPA stated that it would reviand ac
on the SIP at some future date.

PNM filed a Petition for Review in the U.S. CooftAppeals for the Tenth Circuit on September 18,2 challenging EPA's regional haze FIP dec
as arbitrary, capricious, or otherwise not in adeoce with law. Additionally, in October 2011, PNadked EPA to reconsider the FIP and in May
supplemented its request for reconsideration wot mformation from actual bids received in resgto an RFP to install SCR discussed below. Onliact21
2011, the Governor of New Mexico and NMED petitidribe Tenth Circuit to review EPA's decision on shene grounds as PNM's challenge and requeste
to reconsider its decision. The Governor and NMHE® goined PNM's supplemental request for recomatiten in May 2012. These three parties filed mud
with the Tenth Circuit to stay the effective dafele rule, which were denied on March 1, 2012. $ame three parties have also formally asked EPAatpthi
effective date of the rule. WildEarth Guardian®diked an action to challenge EPA's rule in the@ffieCircuit, seeking to shorten its compliance @eifrom five
years to three years. WildEarth Guardians, Din& €t Against Ruining our Environment, Nationalk8a€onservation Association, New Energy Economwn
Juan Citizens Alliance, and Sierra Club intervemesupport of EPA in both PNM's challenge and ia tase brought by the New Mexico Governor and NN
PNM has intervened in support of the challenge ¢holby the New Mexico Governor and NMED. PNM hasoahtervened in the WildEarth Guardians' ac
advocating that the fivgear compliance period in the FIP be maintainedushthe FIP stand. The Tenth Circuit entered areoid March 2012 scheduli
briefing on the merits in the challenges to the.BRefing is scheduled to be complete by I8&ptember 2012 and oral argument is scheduled dtb@r 22
2012.

In litigation with several environmental groupse ti.S. District Court for the District of Columbémtered a consent decree, which, as amended, ee
EPA to review and take action through a proposéghraking on New Mexico's regional haze SIP on dofgeMay 31, 2012 and a final rulemaking on or e
November 15, 2012. On May 31, 2012, EPA issuegritposed action on the regional haze SIP, whichpuldished in the Federal Register on June 15, :
EPA proposed approval of all components of the 8iept for the BART determination for SJIGS. Wigkpect to that element of the SIP, EPA determihai
with the FIP in place, it had met its obligationden the consent decree, and stated that it wosietia separate proposal or would entertain thedvaithal of th
SIP in favor of an alternative that may be devetbihgough discussions with the State of New Mexind PNM.

On April 25, 2012, PNM received a copy of a lefrem two of the five Commissioners of the NMPRC eded to the Governor of New Mexico anc
New Mexico congressional delegation. In the lettee Commissioners ask that the parties to thgatibn join to ask EPA to stay both the FIP angl litigatior
and to consider a “third alternative” to the FIRIahe SIP. They suggest that the third alterndiweetiring one or more of the existing cfiaéd units at SJG
and replacing that capacity with géied generation. On April 26, 2012, PNM receivedopy of a letter from the Governor of New Mexambdressed to tl
EPA Administrator. In that communication, the Gowa requested that EPA stay the FIP and respornldet&SIP by approving it or explaining why it ist
approvable. Furthermore, the Governor requestdd RiNdevelop viable alternatives to the FIP, assunthat EPA stays the FIP and responds to the BNV
has agreed to comply with the Governor's request.

On July 2, 2012, the EPA Administrator repliedte Governor stating that she had signed a ningtystdey of the FIP. TheStay of the Effectiveness
Requirements; Approval and Promulgation of Impletagon Plans; New Mexico; Federal ImplementatioanPlor Interstate Transport of Pollution Affect
Visibility and Best Available Retrofit Technologyeermination” (the “Stay”was published in the Federal Register on July 0622 The Stay purports to s
the effectiveness of the FIP for a period of 90gdajfter publication. The Stay states that any Eluirements during the afay period are stayed, but
acknowledges that there are no such requiremehts.ofly mandate of the FIP is that PNM comply withemission limit on its ultimate compliance d
Therefore, the Stay does not alter future compéamcjuirements of the FIP, including the compliadeadline in the FIP. The Stay provides that ERAeMds”
to proceed to a rulemaking at some future timeatteee 1) extend the compliance date, or 2) pro¥idean alternative proposal that might be developeadng the
period of the Stay. Because the Stay is not effedt toll the compliance date absent a subsedaentl EPA rulemaking, the compliance date cursergmain:
September 21, 2016.
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In accordance with the Governor's request, PNM wsljage in discussions with NMED and EPA, with infram all stakeholders, regarding
alternative to the FIP and SIP. In her letter te thovernor, the EPA Administrator requested thatBiMtake the lead in working with the parties
stakeholders. During the period of these discussithre Tenth Circuit litigation will continue. Ih¢se discussions do not lead to a resolution efrtfztter, PND
will continue to aggressively challenge the FIRha Tenth Circuit litigation.

Notwithstanding the fact that NMED's stakeholdesgasss has commenced, the unchanged compliancerdeatithe FIP requires PNM to continue
take steps to commence installation of SCR. In [Ap0i12, PNM received bids for this project from eml bidders pursuant to its RFP. The bids rect
estimated construction costs totaling between $@Bi@on and $805 million, not including PNM's costs of managing the prgjecigineering, insurance, tax
and AFUDC. Negotiations between PNM and the bidéeescontinuing. PNM previously estimated totatatiation cost of SCR at SJGS to be approximi
$750 million to $1 billion, which included PNM's costs of managing the pipjecgineering, insurance, taxes, and AFUDC. Baseithe bidding process to ds
PNM believes it should be able to enter into cartral arrangements that would result in total ittestian costs within that range. Estimates for atistion o
SNCR at SJGS indicate a cost of about $77 millialthough this estimate is not the result of aitked conceptual design. PNM's share under eitedmblogy i
46.3% based upon its SIGS ownership interest. @pgi@osts would also increase with the installatid either SCR or SNCR.

Because the challenges to the FIP are continuidgbacause PNM has agreed to discuss alternativibe t8IP and the FIP, PNM is working with
bidders to minimize the previously planned 2012 303 total project expenditures. PNM previousliineated its share of the total project expenditucebe
between $18 million and $27 million in 2012 andvietn $85 million and $115 million in 2013.

PNM anticipates filing a request with the NMPRQate 2012 or early 2013 for authority to instakk tBCR technology and to recover SCR costs in
charged to customers. Furthermore, PNM will seekvery from its ratepayers for all costs that mayrzurred as a result of the CAA requirements.

PNM is unable to predict the ultimate outcome af thatters referred to in this section or what,ny,aadditional pollution control equipment will
required at SJIG3f additional equipment is necessary and/or firguirements result in additional operating costag&curred, PNM believes that its acces
the capital markets is sufficient to be able t@fioe the installation. It is possible that requieets to comply with the final BART determinatioasmbined witl
the financial impact of possible future climate mha regulation or legislation, if any, other enmimental regulations, the result of litigation, asttler busines
considerations, could jeopardize the economic litgluif SIGS or the ability of individual participgs to continue participation in the plant.

Four Corners

On October 6, 2010, EPA issued its proposed reglmaze determination of BART for Four Corners. Thke, as proposed, would require the installe
of SCR as post-combustion controls on each of Unfisat Four Corners to reduce NOx emissions. PNMnegés its share of costs incurred by APS couldd
to $69.0 million for postombustion controls at Four Corners Units 4 an8dth amount does not include PNM's AFUDC and loR#M has no ownersh
interest in Four Corners Units 1, 2, and 3. PNM ldaeek recovery from its ratepayers of all costs are ultimately incurred.

Following EPA's issuance of its proposed BART, AR®mitted a letter to EPA proposing to shut downrRoorners Units 1, 2, and 3 by 2014 an
install posteombustion pollution controls for NOx on Units 4dab by the end of 2018, provided that EPA agrees tesolution of Four Corners' obligation:
liability, if any, under the regional haze and @ably attributable visibility impairment prograntse NSR program, and NSPS programs of the CAA.
proposed shut down of Four Corners Units 1, 2, Zuslalso conditioned upon the completion of AR®guisition of SCE's ownership interest in Fourr@n
Units 4 and 5.

In response to APS's proposal, EPA issued a SugpieiNotice Requesting Comment in February 20Hlpraposed to find that an alternative emis
control strategy, largely based upon APS's propegalild achieve more progress than EPA's Octob20d BART proposal.

46




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)

APS continues to work with EPA to resolve theseiéss The Four Corners participants' obligationsdmply with EPA's final BART determinatiol
coupled with the financial impact of possible fwalimate change regulation or legislation, otheri®nmental regulations, and other business cenatibns
could jeopardize the economic viability of Four Gers or the ability of individual participants tortinue their participation in Four Corners.

PNM is continuing to evaluate the impacts of ER#isposed BART determination for Four Corners. Asppised, the participant owners of Four Cor
will have five years after EPA issues its finaletetination to achieve compliance with the BART riegiments. PNM is unable to predict the ultimatecoate o
this matter.

SJGS Operating Permit Challenge

On February 16, 2012, EPA issued its responseWbl@Earth Guardians petition objecting to SJGS'srating permit granted by the NMED in Jant
2011. In its order, EPA requires NMED to providardication on several of the matters raised byd®&drth Guardians. NMED has not yet responded t#&'d
request, which was due 90 days after issuance.'ssf?der in this matter does not constitute a figdhat the plant has violated any provision of @A or tha
it has violated any emission limits. PNM beliewths issues raised can be resolved because thdyaseg either on incorrect information or on a peed
inadequacy in the permitting record. EPA's actioes not impact PNM's ability to operate the plant.

National Ambient Air Quality Standard‘NAAQS")

The CAA requires EPA to set NAAQS for pollutantsisimered harmful to public health and the environtmEPA has set NAAQS for certain polluta
including NOx, SO,, ozone, and particulate matter. In 2010, EPA wdiahe primary NOx and SONAAQS to include a hour maximum standard wh
retaining the annual standards for NOx and.@@d the 24-hour S@standard. New Mexico is in attainment for thadur NOx NAAQS. EPA has issued di
guidance on how to determine whether areas inta stanply with the new 1-hour SINAAQS. EPA conducted a stakeholder process, whicttladed in Jur
2012, to discuss how to assess compliance withstaisdard. EPA announced that it will publish fertiguidance or initiate rulemaking on these mathéie
completion of that process. Although the procdsetermining compliance with the 1-hour S®AAQS has not been finalized, PNM believes that pliamce
with the 1-hour SQ standard may require operational changes and/dpmeat modifications at SJIGS. On April 6, 2012, PNiMd an application for ¢
amendment to its air permit for SJGS, which woukdrequired for the installation of either the SCGRSINCR technology described above. In additiors
application included a proposal by PNM to instajument modifications for the purpose of redudiagitive emissions, including NOx, SQ and particulal
matter. These modifications would help SIGS meetNAAQS. It is anticipated that this technology Wbbe installed at the same time as the instatatit
regional haze BART controls, in order to most édfitly and cost effectively conduct constructionivaties at SJGS. The cost of this technology ipeteler
upon the type of control technology that is ultislatdetermined to be regional haze BART at SJGSiritinl estimates of the total project costs apeto $13¢
million . These amounts are included in the estimahat PNM received for installation of SCR disagsabove.

On June 14, 2012, EPA proposediower the standard for fine particulate matlére proposed rule was published in the Federal dRagon June 2
2012. EPA is taking comments for nine weeks andal fule is expected by December 14, 2012. PNbuisently evaluating the impact of the proposeddac
on SJGS and its operations.

In January 2010, EPA announced it would strengther8-hour ozone standard by setting a new starideadrange of 0.060 - 0.0%garts per millior
EPA had intended to establish the new standardilyy31, 2011. However, in September 2011, Presi@drstma requested that the EPA administrator with
the agency's proposed rule that would have repldweéxisting ozone NAAQS. In his release, thesRient stated that work is already underway tomnsice
the ozone standard, with proposed revisions exgentthe fall of 2013 and a final standard publiy 2014. Depending upon where the standardZone i
set, San Juan County, where SJGS is situated, beuttsignated as not attaining the standard femeazf that were to occur, NMED would have resloitity
for bringing the county into compliance and wowdh at all sources of NOx and volatile organic coouds since these are the pollutants that formrgtéevel
ozone. As a result, SJIGS could be required tolirfstaher NOx controls to meet a new ozone NAAQI$ addition, other counties in New Mexico, inclug
Bernalillo County, may be designated as matt@inment. PNM cannot predict the outcome of théter, the impact of other potential environmentélgations
or if additional NOx controls would be requiredaasesult of 0zone non-attainment designation.
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Citizen Suit Under the Clean Air Act

The operations of the SJIGS are covered by a Commree with the Grand Canyon Trust and Sierra @hdb with the NMED that includes stipula
penalties for norcompliance with specified emissions limits. Stigeth penalty amounts are placed in escrow on a epatbasis pending review of SJC
emissions performance. Over the past several yBals| has also submitted reports addressing mer@oudyNOXx emission controls for SIGS as requirechk
Consent Decree. Plaintiffs and NMED rejected PNMjsorts. PNM disputes the validity of the rejectiointhe reports. In May 2011, PNM entered intc
agreement with NMED and the plaintiffs to resollie tlispute over the applicable NOx emission limitsler the Consent Decree. Under the agreemening
as the NOx emissions limits imposed under the EFRAdAd the New Mexico SIP meet a specified emisslionit, and PNM does not challenge these limhs
parties' dispute is deemed settled.

In May 2010, PNM filed a petition with the fedemdiktrict court seeking a judicial determination tre dispute relating to PNM's mercury conti
NMED and plaintiffs seek to require PNM to implerhedditional mercury controls. PNM estimates th@lementation would increase annual mercury co
costs for the entire station, which are currenfly6dmillion , to a total of $6.0 millionThe court appointed a special master to evalha&téechnical arguments
the case. The special master was asked to adteedgtiection and determination limits of the meyaupnitors at SIGS and the appropriate brominatédadec
carbon injection rate that maximizes the reductémercury emissions from SJGS. The special magtsr unable to make a determination on either ede
issues based on the materials provided to him uth@ecourt's order. The parties have until Au@25t2012 to file responses to the special masegpsrt. PN
cannot predict the outcome of this matter.

Navajo Nation Environmental Issu

Four Corners is located on the Navajo Reservatighis held under an easement granted by the fedev@rnment as well as a lease from the Ne
Nation. The Navajo Acts purport to give the Navhjation Environmental Protection Agency authoritypromulgate regulations covering air quality, dmg
water, and pesticide activities, including thostvitees that occur at Four Corners. In October 3.9 e Four Corners participants filed a lawsuithia Distric
Court of the Navajo Nation challenging the applitigbof the Navajo Acts to Four Corners. The DistrCourt stayed these proceedings pursuant tguest b
the parties and the parties are seeking to negatiaettlement.

In May 2005, APS and the Navajo Nation signed amegent resolving the dispute regarding the Nadgtion's authority to adopt operating pel
regulations under the Navajo Nation Air Pollutiore¥ention and Control Act. As a result of this agnent, APS sought, and the courts granted, dishu§sae
pending litigation in the Navajo Nation Supreme @a@nd the Navajo Nation District Court, to theattthe claims relate to the CAA. The agreement ax
address or resolve any dispute relating to othgeas of the Navajo Acts.

The Company cannot currently predict the outcomia@$e matters or the range of their potential otgpa
Section 114 Request

In April 2009, APS received a request from EPA urfBlection 114 of the CAA seeking detailed inforroatregarding projects at and operations of
Corners. EPA has taken the position that manytieslihave made physical or operational changdseat plants that should have triggered additioegutaton
requirements under the NSR provisions of the CAtheDelectric utilities have received and responesimilar Section 114 requests, and several ehthav:
been subject to notices of violation and lawsuitEPA. APS has responded to EPA's request. PNMrigitly unable to predict the timing or contentef#A's
response, if any, or any resulting actions.

Four Corners New Source Revi

Following two NOls to sue, EarthJustice filed a $ant in October 2011 in the U.S. District Court féew Mexico against APS and the other Four Col
participants, except PNM, alleging violations o€ tASD provisions of the CAA. EarthJustice filed sigainst PNMR, which is not a Four Corners pagréaot. Ir
January 2012, following a third NOI to sue, Earstihe filed its First Amended Complaint, naming PNid a party instead of PNMR. In addition to
allegations of its original complaint, EarthJustitieged NSPS violations. PNM was served with themded complaint in January 2012. Among other #itty
plaintiffs seek to have the court enjoin operatiahgour Corners until it obtains any required RS®mits and complies with the NSPS. The plainfifficher
request the Court to order the payment of civilgigées, including a beneficial mitigation project.
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In April 2012, the Four Corners participants, irthg PNM, filed motions to dismiss the complainheTCourt has not ruled on the pending motions. Ridiho
currently predict the outcome of this matter or tiuege of its potential impact.

Endangered Species Act

In January 2011, the Center for Biological DiversiDiné Citizens Against Ruining Our EnvironmemgdaSan Juan Citizens Alliance filed a lawsuit ie
U.S. District Court for the District of Coloradoaigst the OSM and the DOI, alleging that OSM faile@&ngage in mandatory Endangered Species Act"ES
consultation with the Fish and Wildlife Servicegrrto authorizing the renewal of an operating péfori the mine that serves Four Corners. The lévedlege:
that activities at the mine, including mining art tdisposal of coal combustion residue, will adelgrsaffect several endangered species and theical
habitats. The lawsuit requested the court to eaeatl remand the mining permit and enjoin all &gtiw carried out under the permit until OSM hampbec
with the ESA. Neither PNM nor APS was a party he tawsuit. On March 14, 2012, the Court enterecbm@ter dismissing the plaintiffs' lawsuit with
prejudice. On May 14, 2012, the plaintiffs appedtesl Court's order to the U.S. Court of Appealstifier Tenth Circuit.

On March 19, 2012, Diné Citizens Against Ruiningr @mvironment, Black Mesa Water Coalition, Toh Nimh Ani, San Juan Citizens Alliance, ¢
Center for Biological Diversity sent EPA a NOI thtening to file a lawsuit in federal district coort or after May 18, 2012 if EPA fails to take egmtaction
allegedly required under the ESA. These envirortelggroups allege that EPA has failed to meet itsed under the ESA to ensure that operations at
Corners do not jeopardize the continued existericendangered or threatened species or their dritigbitat as required under the ESA. The enviramtal
groups also allege that the EPA has violated th& BBfailing to carry out its programs for the cengation of listed species. APS is currently eatihg the
NOI to determine its potential impact on Four Cosnend will continue to monitor any developmer®\NM cannot predict the outcome of this mat

Cooling Water Intake Structures

EPA issued its proposed cooling water intake stmest rule in April 2011, which would provide natadrstandards for certain cooling water int
structures at existing power plants and otherifaslunder the Clean Water Act. The proposed statedare intended to protect fish and other agaagianism
by minimizing impingement mortality (the capture aduatic wildlife on intake structures or againsteens) and entrainment mortality (the captureisf &1
shellfish in water flow entering and passing thiougtake structures). The proposed rule would meqtacilities such as Four Corners and SJGS teer
demonstrate that impingement mortality at its augphlvater intakes does not exceed a specified ratedoice the flow at those structures to less thapecifies
velocity and to take certain protective measuret wéspect to impinged fish. To minimize entrainmerortality, the proposed rule would also requiiest
facilities to either meet the definition of a cldseycle recirculating cooling system or conducstidctured site-specific analysis” to determine igitespecific
controls, if any, should be required.

The proposed rule would require existing faciliiescomply with the impingement mortality requiremteas soon as possible, but no later than eigtrt
after the effective date of the rule, and to compith the entrainment requirements as soon as lpesander a schedule of compliance establishechk
permitting authority. EPA is required to issue mafirule by June 27, 2013. PNM and APS continutoliow the rulemaking and are performing analysa
determine the potential costs of compliance with pnoposed rule. PNM is unable to predict the ouE®f this matter or a range of the potential cod
compliance.

Santa Fe Generating Station

PNM and the NMED are parties to agreements undé&chaPNM installed a remediation system to treatewtom a City of Santa Fe municipal sug
well, an extraction well, and monitoring wells tddress gasoline contamination in the groundwatehatsite of the former Santa Fe Generating Stadim
service center. PNM believes the observed grouretwaintamination originated from ddfte sources, but agreed to operate the remeditgt@lities until the
groundwater meets applicable federal and statedatda or until the NMED determines that additiorezhediation is not required, whichever is earligne
municipal well continues to operate and meets fdininking water standards. PNM is not able teeasghe duration of this project.

The Superfund Oversight Section of the NMED hasdaoted multiple investigations into the chlorinaggdvent plume in the vicinity of the site of
former Santa Fe Generating Station. In FebruanB28MWNMED site inspection report was submitted
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to EPA, which states that neither the source néergxof contamination has been determined and stises that the source may not be the former Jza
Generating Station. The NMED investigation is omgoiThe Company is unable to predict the outconthisfmatter.

Coal Combustion Byproducts Waste Disposal
Regulation

CCBs consisting of fly ash, bottom ash, and gyp$tom SJGS are currently disposed of in the surfagee pits adjacent to the plant. SJGS doe:
operate any CCB impoundments. The Mining and MilselBavision of the New Mexico Energy, Minerals aNdtural Resources Department currently regu
mine placement of ash with federal oversight by@8M. APS disposes of CCBs in ash ponds and dragcareas at Four Corners and also sells a patibs
fly ash for beneficial uses, such as a constituerdoncrete production. Ash management at Foun€sris regulated by EPA and the New Mexico
Engineer's Office.

In June 2010, EPA published a proposed rule th@mdies two options for waste designation of coll &@ne option is to regulate CCBs as a hazai
waste, which would allow EPA to create a comprelventederal program for waste management and dispdsCCBs. The other option is to regulate CCBs
non-hazardous waste, which would provide EPA with théharity to develop performance standards for wasémagement facilities handling the CCBs
would be enforced primarily by state authoritieghopugh citizen suits. Both options allow for domed use of CCBs in beneficial applications. ER#tpose
does not address the placement of CCBs in surfage pits for reclamation. A final rule regarding ste designation for coal ash is not expected frdtd
before the end of 2012. An OSM CCB rulemaking tée® been formed to develop a proposed rule.

On April 5, 2012, several environmental groups|uding Sierra Club, filed a citizen suit in the D.Circuit Court claiming that EPA has failed to iew
and revise RCRA's regulations with respect to CCB® groups allege that EPA has already determinadrevisions to the CCBs regulations are necg:
They also claim that EPA now has a rdigeretionary duty to revise the regulations. Theimnmental groups asked the court to direct EBAdmplete it
review of the regulation of CCBs and a hazardoustevanalytical procedure and to issue necessaisiors of such regulations as soon as possible. RNt
industry groups are evaluating the potential ingilans of the suit on EPA's rulemaking agenda fGBE.

PNM advocates for the ndmzardous regulation of CCBs. However, if CCBs altemately regulated as a hazardous waste, cosifd dacreas
significantly. PNM would seek recovery from itsepayers of all costs that are ultimately incurf@dM cannot predict the outcome of EPA's or OSM&ppsel
rulemaking regarding CCB regulation, including miplacement of CCBs, or whether these actions vélleha material impact on its operations, finai
position, or cash flows.

Sierra Club Allegations

In December 2009, PNM and PNMR received a NOI ® wuder RCRA from the Sierra Club (“RCRA Noticelhe RCRA Notice was also sent to
SJGS owners, to SICC, which operates the San Juenthat supplies coal to SJGS, and to BHP. Addtily, PNM was informed that SJICC and BHP rece
a separate NOI to sue under the Surface Mine Clogrtib Reclamation Act ("SMCRA") from the Sierra 8lun April 2010, the Sierra Club filed suit in theS
District Court for the District of New Mexico againPNM and PNMR. Also named in the lawsuit were G3@d BHP. In the complaint, as amended, Sierra
alleged that activities at SJGS and the San Juae Mere causing imminent and substantial harmecettvironment, including ground and surface watehé
region, and that placement of CCBs at the San Miae constituted "open dumping" in violation of RER The suit also includes claims against SICCBiAg
under SMCRA. The complaint requested judgmentrfumictive relief, payment of civil penalties, and@avard of plaintiffs’ attorney's fees and costs.

On March 28, 2012, the parties filed an executatsent decree with the court, which was approvethbycourt on April 12, 2012, settling the litigati
Under the terms of the consent decree, the SIG8revamd SJICC will construct and operate a slurtyama recovery trench, fund other environmentaijgcts
and pay Sierra Club's attorneys' and experts' fEles.total estimated cost of the settlement is Z0illion , of which about $4.5 milliois PNM's shart
Substantially all of the income statement impalzteal to this settlement was recorded in 2011. cdresent decree also includes a release of claichs@renar
not to sue by Sierra Club.
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Hazardous Air Pollutants (“HAPs”) Rulemaking

In December 2011, the EPA issued its final Mercang Air Toxics Standards (“MATS"MMATS is designed to reduce emissions of heavy m,
including mercury, arsenic, chromium and nickelyeedl as acid gases, including hydrochloric andrbfidoric gases, from coal and dited electric generatir
units with a capacity of at least ®BN. Existing facilities will generally have up todir years to demonstrate compliance with the nda« RNM's assessment
MATS indicates that the control equipment currenthed at SIGS allows the plant to meet the emissardards set forth in the rule although the ptaay be
required to install additional monitoring equipmetith regard to mercury, stack testing performedEPA during the MATS rulemaking process showedd
SJGS achieved a mercury removal rate of 9@%greater. APS will conduct testing to determinkatvadditional controls, if any, will be requiretl Foul
Corners. If additional controls are required, thets are not expected to be material.

Other Commitments and Contingencies
Coal Supply

The coal requirements for SJIGS are being suppie8JCC, a wholly owned subsidiary of BHP. In aduitto coal delivered to meet the current nee:
SJGS, PNM prepays SJCC for certain coal mined buyet delivered to the plant site. At June 30,28hd December 31, 2011, prepayments for coal,hdie
included in other current assets, amounted to $a®l®n and $14.6 million These amounts reflect delivery of a portion & fhiepaid coal and its utilizati
due to the mine fire incident described below. SHo@s certain federal, state, and private coaddsaand has an underground coal sales agreemsumppb
processed coal for operation of SJIGS through 20hder the coal sales agreement, SJCC is reimbfwsed costs for mining and delivering the coalcluding
an allocated portion of administrative costs, atkives a return on its investment. BHP Mineralsrimational, Inc. has guaranteed the obligatiorSJ&C unde
the coal agreement. The coal agreement contempletedelivery of coal that would supply substahtiall the requirements of the SIGS through Deceri
2017.

APS purchases all of Four Corners' coal requiresfotn a supplier with a lontgrm lease of coal reserves with the Navajo Nafidre Four Corne
coal contract runs through July 6, 2016 with pigcaretermined using an escalating bpgee. APS is currently in discussions with thelcagplier regardin
post-2016 coal supply for Four Corners.

In 2010, PNM updated its study of the final recléipracosts for both the surface mines that prejopsovided coal to SIGS and the current undergt
mine providing coal and revised its estimates effthal reclamation costs. The estimate for decossioning the Four Corners mine was also revise2DitD
Based on the most recent estimates, payments fog niclamation, in future dollars, are estimatetbeds51.9 millionfor the surface mines at both SJIGS
Four Corners and $21.5 million for the undergrouride at SJIGS as of June 30, 2012. PNM made payragaisst the surface mine liability of $0.9 millianc
$2.3 million for the three and six months endedel8@, 2012 and $1.3 million and $2.6 millitor the three and six months ended June 30, 201 Jue 3(
2012 and December 31, 2011, liabilities, in curdwitars, of $25.2 million and $26.5 million forréace mine reclamation and $4.4 million and $4.8iom for
underground mining activities were recorded in otheferred credits. On June 1, 2012, the SJIGS @nrgered into a trust funds agreement to provideific
to compensate SJCC for pdstm reclamation obligations under the coal salgreement. The trust funds agreement requires eatleroto enter into &
individual trust agreement with a financial institen as trustee, create an irrevocable trust, agmbsit initial funding into the trust by August 32012
Thereafter, deposits, which are based on fundimges, must be made on an annual basis. PNM es8rtatmitial funding requirement will be $2.6 nidlh with
an additional $0.8 million funded by December 3112

PNM collects a provision for mine reclamation caststs rates. The NMPRC has capped the amountcdwatbe collected for final reclamation of
surface mines at $100.0 milliarPreviously, PNM recorded a regulatory assetHieramount of surface mine reclamation costs tootleated from ratepaye
limited by the amount of the cap. If future estigwincrease the liability for surface mine recldaomtthe excess would be expensed at that time.

San Juan Underground Mine Fire Incident

On September 9, 2011, a fire was discovered afitkderground mine owned and operated by SJCC thaidas coal for SJGS. The federal Mine Se
and Health Administration (“MSHA"Wwas notified of the incident. On September 12, 2@ICC informed PNM that the fire was extinguishiédwever, MSH/
required sealing the incident area and confirmatioa
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noncombustible environment before allowingergry of the sealed area. SICC regained entryti@tsealed area of the mine in early March 2012hat time
MSHA conducted a root cause analysis inspectich®fncident area, but has not yet issued its teBdICC has completed inspection of the mine egeipran
reported no significant damage. SJCC removed thépemnt from the impacted mine panel and reassentba&da new panel face. On May 4, 2012, S
received approval from MSHA and resumed longwalhimg operations. However, if further difficultiesa@ur in the longwall mining operation, PNM and
other owners of SJIGS would need to consider alieesafor operating SJGS, including running at e full capacity or shutting down one or moré3sjrthe
impacts of which cannot be determined at the ctitiere.

The costs of the mine recovery flow through thet-cesnbursable component of the coal supply agreenRM anticipates that it will recover throt
its FPPAC the portion of such costs attributablétgacustomers subject to New Mexico regulatione Biaff of the NMPRC has requested that PNM pr¢
information segregating the impacts of this inctdem the FPPAC. PNM's filings with the NMPRC reflecpreliminary estimate that this incident inceghshe
deferral under the FPPAC through April 30, 201281y .3 million. Based on information PNM has received from SJE€@ate, PNM does not expect the n
fire to have a material effect on its financial diion, results of operations, or cash flows.

PVNGS Liability and Insurance Matters

The PVNGS participants have insurance for pubbbility exposure for a nuclear incident totaling2$l billion per occurrence. Commercial insura
carriers provide $375 million and $12.2 billiimprovided through a mandatory industry wide rgtextive assessment program. If losses at anyarysteve
plant covered by the program exceed the accumufatets, PNM could be assessed retrospective preradjostments. Based on PNM's 10.Rferest in eac
of the three PVNGS units, PNM's maximum potentigdessment per incident for all three units is $36illon , with an annual payment limitation 6.4
million .

The PVNGS participants maintain “all riskin€luding nuclear hazards) insurance for damagend, decontamination of, property at PVNGS in
aggregate amount of $2.75 billigra substantial portion of which must first be aglto stabilization and decontamination. Theseecayes are provided
Nuclear Electric Insurance Limite“NEIL"). If NEIL's losses in any policy year exceedcumulated funds, PNM is subject to retrospeasaessments 8#.2
million for each retrospective assessment declared by BIBhard of Directors. The insurance coverages diamlin this and the previous paragraph are si
to policy conditions and exclusions.

Water Supply

Because of New Mexico's arid climate and periodimught conditions, there is concern in New Mexitmat the use of water, including that usec
power generation. PNM has secured groundwatersrightonnection with the existing plants at ReeStaion, Delta, Valencia, Afton, Luna, and Lordsh
Water availability does not appear to be an issu¢hese plants at this time.

PNM, APS, and BHP have undertaken activities tause@dditional water supplies for SIGS, Four Carnand related mines to accommodate
possibility of inadequate precipitation in cominggys. Since 2004, PNM has entered into agreement®luntary sharing of the impacts of water shgegawitt
tribes and other water users in the San Juan babkm.current agreements run through December 312 20d renewals are currently being negotiate
addition, in the case of water shortage, PNM, A&8 BHP have reached agreement with the Jicarilache Nation on a longrm supplemental contr:
relating to water for SJGS and Four Corners thas iihirough 2016. Although the Company does noebelihat its operations will be materially affectsy
drought conditions at this time, it cannot forecdms weather or its ramifications, or how policggulations, and legislation may impact the Compstmyulc
water shortages occur in the future.

In April 2010, APS signed an agreement on behathef PVNGS participants with five cities to provideoling water essential to power productio
PVNGS for the next forty years.

PVNGS Water Supply Litigation

In 1986, an action commenced regarding the righfsRS and the other PVNGS participants to the dsg@undwater and effluent at PVNGS. APS f
claims that dispute the court's jurisdiction ov&N@&S' groundwater rights and their contractual tsgto effluent relating to PVNGS and, alternativedgel
confirmation of those rights. In 1999, the Arizd®apreme Court
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issued a decision finding that certain groundwatgits may be available to the federal governmet ladian tribes. In addition, the Arizona Supre@wurt
issued a decision in 2000 affirming the lower csuttiteria for resolving groundwater claims. L#tgpn on these issues has continued in the triaftcdlo tria
dates have been set in these matters. PNM doesxpett that this litigation will have a materialgact on its results of operation, financial posifior cas
flows.

San Juan River Adjudication

In 1975, the State of New Mexico filed an actiorNew Mexico District Court to adjudicate all wargghts in the San Juan River Stream System. |
was made a defendant in the litigation in 1976. @tigon is expected to adjudicate water rights weeour Corners and SJGS. In 2005, the NavajooNatnc
various parties announced a settlement of the Ma\ation's surface water rights. In March 2009 skRlent Obama signed legislation confirming theleeitn
with the Navajo Nation. Under the terms of thelsgtent agreement, the Navajo water rights woulddied and finally determined by entry by the ¢taditwo
proposed adjudication decrees. The court has eddérat settlement of the Navajo Nation's claimdeurthe settlement agreement and entry of the pex
decrees be heard in an expedited proceeding.

PNM's water rights in the San Juan Basin may bectdtl by the rights recognized in the settlemeneeagent as being owned by the Navajo Nz
(which comprise a significant portion of water dahie from sources on the San Juan River and ils#treJuan Basin). Therefore, PNM has elected ticipete
in this proceeding. The Company is unable to mtetiie ultimate outcome of this matter or estinthteamount or range of potential loss and cannigratene
the effect, if any, of any water rights adjudication the present arrangements for water at SIGE@ndCorners. Final resolution of the case cabeatxpecte
for several years. An agreement reached with theajgaNation in 1985, however, provides that if FQarners loses a portion of its rights in the adjation, the
Navajo Nation will provide, for an agreed upon ¢asifficient water from its allocation to offseetloss.

Complaint Against Southwestern Public Service Compay

In September 2005, PNM filed a complaint underRideral Power Act against SPS. PNM argued thattBle@®een overcharging PNM for deliverie
energy through its fuel cost adjustment clausetimess PNM also intervened in a proceeding brodmhother customers raising similar arguments medatc
SPS' fuel cost adjustment clause practices (thdd&oSpread proceeding” April 2008, FERC issued its order in the Goldgpread proceeding. FEI
affirmed the decision of an ALJ that SPS violatesdfiiel cost adjustment clause tariffs. HoweverREEhortened the refund period applicable to théation o
the fuel cost adjustment clause issues. PNM andraR&filed petitions for rehearing and clarificatiof the scope of the remedies that were orderddeverse
of various rulings in the order. FERC has not yeted upon the requests for rehearing or clarificatind they remain pending further decision. PNMnc
predict the final outcome of the case at FERC er#inge of possible outcomes.

Begay v. PNM et al

A putative class action was filed against PNM atiteputilities in February 2009 in the U.S. Distr@ourt in Albuguerque. Plaintiffs claim to be dtees
members of the Navajo Nation, who pursuant to thev& Act of 1887, were allotted ownership in laadved out of the Navajo Nation. Plaintiffs, inclodiar
allottee association, make broad, general assertitat defendants, including PNM, are rights-of-wgagntees with rights-ofray across the allotted lands and
either in trespass or have paid insufficient fe@stifie grant of rights-ofvray or both. The plaintiffs, who have sued theeddfints for breach of fiduciary du
seek a constructive trust. They have also includbdeach of trust claim against the United Stabekis Secretary of the Interior. PNM and the otefendant
filed motions to dismiss this action. In March 201 court ordered that the entirety of the plfsitcase be dismissed. The court did not graainiffs leave t
amend their complaint, finding that they insteadstrpursue and exhaust their administrative remdstésre seeking redress in federal court.

In May 2010, Plaintiffs filed a Notice of Appealthithe Bureau of Indian Affairs ("BIA"), which watenied by the BIA Regional Director. In May 20
plaintiffs appealed the Regional Director's decisio the DOI Board of Appeals. On February 21, 2@t DOI Board of Appeals ordered additional bnigfor
the merits of the appeal. PNM is participating idey to preserve its interests regarding any PNiu#ed rights-ofway implicated in the appeal. PNM can
predict the outcome of the proceeding or the raigmtential outcomes at this time.
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Transmission Issues
Cargill Complaint

In April 2010, Cargill Power Markets, LLC (“Cardi)l filed a complaint with FERC, asserting that PNM noyerly processed its transmission ser
queue and unfairly invalidated a transmission servequest by Cargill. In July 2010, FERC issued@ter establishing a schedule for hearing andesstin
procedures. In its order, FERC determined that Fidld improperly invalidated a single Cargill transsidn service request submitted in February 2008sa
the issue for hearing to determine an appropretteedy. In August 2010, Cargill filed a motion fehearing. In January 2011, PNM and Cargill filesbttlemer
agreement with FERC in which PNM agreed to pay {&80.2 million and put Cargill's transmission service request liatckthe queue. The settlement also
Cargill's rehearing motion in place before FERCe@mtervenor in the proceeding contested the sedtte. In December 2011, FERC issued an order apy
the settlement as filed but requiring a compliafilbegy to modify the standard of review for thircagiies and FERC. Pursuant to the December 201%,dfw
settlement agreement has been modified to refhecthange to the standard of review and was filigd FERC in March 2012. On May 25, 2012, FERC ist
an order accepting the modified settlement agreer®M paid the $0.2 millioimm July 2012. FERC has not ruled on Cargill's artding motion for rehearir
PNM is unable to predict the final outcome of timatter at FERC.

TGP Complaint

On March 2, 2012, TGP Granada, LLC and its affilitollectively, “TGP”)filed a complaint at FERC against PNM and Tort@spital Resources Co
(“Tortoise”). PNM owns 60% of the EIP and leases thther 40%rom Tortoise. TGP's filing requested FERC to difeblM and Tortoise to identify the pa
that will immediately assume the obligation of makiransmission capacity on the EIP available &iamers for use after the April 1, 2015 expiratdrthe EIF
lease agreement. TGP also requested a declaratiey ar waiver regarding certain provisions of PNI@pen Access Transmission Tariff to allow itslaffé tc
change the point-of-receipt associated with a tréssion service agreement related to the EIP withuming its transmission service priority.

PNM's lease of the portion of the EIP owned by disg expires on April 1, 2015. The lease providd®/Rhe options (“End-of-Lease Optionsjth 24
months advance notice, of purchasing the leasetsaasthe end of the lease for fair market vatugaurchasing the leased assets prior to the legseation a
the greater of fair market value and stipulatedi®alcontained in the lease. The lease also allditéé ® renew the lease for a series of terms witséepaymen
at the fair market value rate and provides PNMap#on, if certain conditions are met, to renew liase at 50%f the current lease payments for a maxir
term to be calculated at the end of the initiabéeterm.

On April 2, 2012, PNM filed its response to TGR¥snplaint. PNM argued that the claims in the comylare without legal merit, but took no positior
the declaratory order or waiver request. On Jul2@.,2, PNM notified Tortoise that PNM does not imd¢o invoke any of the End-dfease Options and tt
PNM is evaluating whether any NMPRC approvals argiired in order to finalize its decision not teoke any End-of-ease Options. On July 3, 2012, P!
informed FERC that PNM had notified Tortoise ofetection. On July 5, 2012, FERC issued an ordeyidg TGP's requests for declaratory order and eraiv
addition, FERC directed PNM, in consultation witbribise, to identify the party that will providenigterm transmission service over the leased portfathe
EIP within 30 days of the date of FERC's order. P Tortoise are discussing compliance with thRE®Brder, as well as alternatives regarding thératipn
of the lease. PNM cannot predict the outcome af pnoceeding.

(10) Regulatory and Rate Matters

Information concerning regulatory and rate mattersontained in Note 17 of the Notes to Consoliddisancial Statements in the 2011 Annual Re|
on Form 10-K.

PNM

Emergency FPPAI

In 2008, the NMPRC authorized PNM to implement anekgency FPPAC from June 2, 2008 through June B@9.2The NMPRC order approving
Emergency FPPAC also provided that if PNM's baad lgenerating units did not operate at or above
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a specified capacity factor and PNM was requiredktiain replacement power to serve jurisdictionstemers, PNM would be required to make a filinghvtie
NMPRC seeking approval of the replacement powetscds its required filing, PNM stated that the tsosf the replacement power amounting$8.0 million
were prudently incurred and made a motion that theeyapproved. The NMPRC staff opposed PNM's madiwmth recommended that PNM be required to re
the amount collected. Auditors selected by the NI@HBund that PNM was prudent in operating its Hasel units and in securing replacement power bd
not obtained prior NMPRC approval in the manneunegl by the NMPRC order. PNM continues to asdeat tts recovery of replacement power costs
proper and did not violate the NMPRC's order. TMPRC has not ruled on this matter. Under the teofrithe approved stipulation in the 2010 Electridd
Case, the parties to the stipulation, including XiMPRC staff, jointly requested that the NMPRC takefurther action in this matter and close thekétcNc
party has opposed that request. PNM is unableetdigirthe outcome of this matter.

Renewable Portfolio Standa

The REA establishes a mandatory RPS requiringliyuts acquire a renewable energy portfolio equeab% of retail electric sales by January 1, 2(
increasing to 10% by 2011, 15% by 2015, and 2098080. The NMPRC requires renewable energy pordficbe “fully diversified"beginning in 2011, with
least 20% from wind energy, 20% from solar enertf§% from other renewable technologies, and 1fE3mn distributed generation. The REA provides
streamlined proceedings for approval of utilitieshewable energy procurement plans, assures agiliécovery of costs incurred consistent with apge
procurement plans, and requires the NMPRC to éstahlRCT for the procurement of renewable resautacgrevent excessive costs being added to refe
NMPRC has established a RCT for 20112% of all customers' aggregated overall annuakmtecharges that increases by 0.25% annually vedithing 3%n
2015. The NMPRC has docketed a new rulemaking terchne the appropriate calculation methodologyhef RCT. The rulemaking also proposes chang
the RPS diversity requirements.

In July 2010, PNM filed its renewable energy prasnent plan for 2011. The NMPRC ultimately rejecidM's proposal to satisfy its 2011 k
requirement through the purchase of wind RECs addred PNM to procure actual wind energy in 201hilgvthe rejection of RECs was under appeal &
New Mexico Supreme Court, PNM procured the windrgnes ordered in 2011. PNM requested a variarara the diversity requirements for solar and ce
“other resourcesfor 2011 based on the RCT and availability constsaiwhich the NMPRC granted conditioned upon PMRIuding in its 2012 procureme
plan a proposal that would meet the diversity rezjuents by April 5, 2013. On June 7, 2012, the Nidexico Supreme Court dismissed the appeal as
because the energy had been procured.

In July 2011, PNM filed its renewable energy precuent plan for 2012. The plan requested a varifnoce the RPS due to RCT limitations. The
was diversity-compliant based on the reduced RR&m for non-wind/norsolar resources, which were not currently availallddecember 2011, the NMPI
approved PNM's 2012 plan with modifications. Under modified plan, PNM must spend $0.9 millimore on renewable procurements in 2012 than itraily
proposed. If PNM's proposed additional procuremangsapproved by the NMPRC, the resulting portfoficgenewable resources will constitute approxiry:
7.3% of PNM's energy sales in 2012, which is less tthe statutory RPS of 1086e to the RCT. The NMPRC also required PNM todilsupplemental plan
April 30, 2012, within which PNM was authorizeditelude an early filing of its 2013 renewable eryepgocurement plan proposing procurements to nie
10% RPS by 2014 or sooner. PNM made the required filingApril 30, 2012, which included its renewablesggy procurement plan for 2013. The 2013
proposes procurements for 2013 and 2014 of new PMKled solar facilities, wind and solar REC purckase2013, and a purchased power agreement f
output of a new geothermal facility. If the propdsgojects develop as planned, PNM will comply wiitle statutory RPS amount in 2013, but will requ
variance from the NMPRC's diversity requirement2@13 while the proposed geothermal facilities lzggng constructed. This plan is expected to achfelr
RPS quantity and diversity compliance by 2014 withexceeding the RCT. A hearing is scheduled fgt&eber 4, 2012 and a final order is expecte
November 30, 201:

PNM has requested recovery of certain renewableuypement costs from customers through a rate rifiee. Renewable Energy Ridasglow. PNM i
unable to predict the outcome or impact of thestterma

Energy Efficiency and Load Managem
Program Costs

Public utilities are required to obtain NMPRC apgloto implement energy efficiency and load manageinprograms. Costs to implement appr¢
programs are recovered through a rate rider. Aaithfiinformation concerning the program costs
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is contained in Note 17 of the Notes to Consolidd&tmancial Statements in the 2011 Annual RepartBam 10-K.
Disincentives/Incentives Adder

The Efficient Use of Energy Act requires the NMPRCOremove utility disincentives to implementing egeefficiency and load management progr
and to provide incentives for such programs. A maperoved by the NMPRC authorized electric utiitte collect rate adders of $0.p&r KWh for lifetime
energy savings and $r KW for demand savings related to energy efficjeand demand response programs beginning in ZUI®NMAG and NMIE(
appealed the NMPRC order adopting this rule toNbe& Mexico Supreme Court. PNM began implementimgte rider under the rule to collect adders relad
its 2010 program savings in December 2010 whileaftygeal of the rule was pending. In July 2011 Shpreme Court annulled and vacated the order audptite
rule and remanded the matter to the NMPRC. As altre$ the Supreme Court decision, PNM filed redigeriffs and ceased collecting this adder for :
program savings on August 21, 2011. Of the $4.Hanikuthorized for recovery, $2.6 million was eaited through August 20, 2011.

In June 2011, prior to the Supreme Court decisibe,NMPRC approved PNM-specific adders of $0.002ky¢h and $4per kW. PNM is present
collecting $1.3 millionin adder revenues consistent with this order. Afiter Supreme Court decision vacating the rule,NMPRC initiated a proceeding
determine whether PNM should be required to ceabecting the adders and to refund all adder reesraollected since December 2010. In November 20&
NMPRC issued orders that PNM is not required tandfany adder revenues and is authorized to cantialiecting the adders. However, in an orde
rehearing, which it subsequently rescinded, the RKRurther reduced the amount of the authorizedexddPrior to the rescission, PNM appealed theatimg
order to the Supreme Court. In March, 2012, ther&up Court granted PNM's motion to vacate the migarder and dismiss PNM's appeal. In a sep
appeal and writ proceeding in the Supreme Court]B/and the NMAG seek to overturn the NMPRC ordiemang PNM to continue to collect adders in li
of the 2011 Supreme Court decision. On May 21, 2825 upreme Court dismissed the writ proceedihtl Bannot predict the outcome of the appeal.

Decoupling Rulemaking

On May 15, 2012, the NMPRC issued a Notice of PseddRulemaking that would amend the NMPRC's eneffigiency rule to include decoupling 1
recovery of certain fixed costs of providing retalectric service from the rates charged on a pafKkof consumption, as the mechanism for remov
disincentives associated with the implementatiormérgy efficiency programs. The proposed mechaigsgenerally consistent with the decoupling prat
that PNM included, and subsequently agreed to watldin its 2010 Electric Rate Case applicatiore Phoposed rule addresses both disincentives aedtine:
associated with energy efficiency. The NMPRC dfildfl a motion to either dismiss the proceedingoovacate the established procedural schedulegmblist
the proceeding's notice. On July 26, 2012, the NKIRRsed the proposed rulemaking and opened a nem efficiency rulemaking that addresses decag
and incentives. The first workshop on the propaséelhas been scheduled for August 24, 2012.

2010 Electric Rate Case

PNM filed its 2010 Electric Rate Case applicatioithvithe NMPRC in June 2010 to increase rates folNiéw Mexico retail customers. On August
2011, PNM implemented a $72.1 milli@mnual increase in rates as authorized by an ofdéve NMPRC, which modified a stipulation agreedbyy PNM an
several other parties. The amended stipulatiorwsllBNM to file a new general rate case for ratebeceffective as soon as July 1, 2013. In additibe
stipulation limits the amount that can be recovesacan annual basis for fuel costs, renewable gnesgts, and energy efficiency costs during cenyaars a
described in the stipulation. Recovery of cost&xaess of the limits is to be deferred for recoyvevithout carrying costs, in future periods. The dar the
FPPAC year beginning July 1, 2012 is $38.8 milljavhich PNM began collecting at that time. PNM msties that at June 30, 2013 approxima$g.2 millior
of FPPAC costs incurred will be deferred for futamlection. Costs attributed to the mine fire det discussed in Note 9 are included in the FPBAGuNts
Additional information concerning the 2010 ElectRate Case is contained in Note 17 of the NoteSdosolidated Financial Statements in the 2011 At
Reports on Form 10-K.

Renewable Energy Rid
In January 2012, PNM filed an application for aeeratler that PNM proposed would go into effect imglist 2012 to
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collect costs for renewable energy procurementsried after December 31, 2010 that are not othenbising collected in rates. These costs includ
procurement of solar RECs from customers, wind ugso procurements during November and December 281drdered by the NMPRC, and the rew
requirements for PNMwned solar PV facilities and a solar battery sierdemonstration project that went into servicardu®011. The rider's rate for 2C
would be set at 2.081% of the retail customer'sthigrbill. The rate would be reset to 2.69%# of January 1, 2013 to reflect unrecovered domts 2012 an
projected costs to be incurred in 2013. The rideuld terminate upon a final order in PNM's nexteyahrate case unless that order authorized are@iton o
the rider. Amounts that can be collected undempifoposed rider are capped at $18.0 million in 2828 $24.6 millionn 2013 under the stipulation in PNI
2010 Electric Rate Case. Any amounts above the @apdeferred for future recovery without carryaggts. In that stipulation, signatories agreedta@ppos
approval of the rider for collection of costs in@d consistent with PNM's approved annual renewabérgy plans. As a separate component of the, it
proposes that if its earned return on jurisdicticerguity in 2013 exceeds 10.5%t would refund to customers during May througacBmber 2014 the amo!
over 10.5%. After a public hearing in May 2012, the HearingaBiner recommended approval of the rider with aifimation to how the costs would
recovered from customers. The NMPRC has not agtelerecommendation. PNM is unable to predicotlteome of this matter.

2011 Integrated Resource Plan

NMPRC rules require that investor owned utilitide fin IRP every three years. The IRP is requicedaver a 20rear planning period and contain
action plan covering the first four years of thatipd. In its most recent IRP, which was filed ulyJ2011, PNM indicated that it planned to meetitgicipate:
load growth through a combination of new natura-fiijgd generating plants, renewable energy resoutoad management, and energy efficiency progr
However, PNM has not entered into any commitmeaggmding these plans beyond what is otherwise ibescherein. As required by NMPRC rules, P
utilized a public advisory group process during dieeelopment of the 2011 IRP. Two protests weeslftb the IRP requesting rejection of the plan. NIMPRC
assigned the case to a Hearing Examiner and dés@yaamediator to facilitate negotiations. The NMP&aff filed a motion in December 2011 to disntlse
protests and terminate the proceeding on the grthatd®NM's IRP fully complies with NMPRC rules. FINs unable to predict the outcome of this matter.

Transmission Rate Case

In October 2010, PNM filed a notice with FERC terigase its wholesale electric transmission revehye®l1.1 millionannually, based on a return
equity of 12.25% . The filing also seeks to revisgtain Open Access Transmission Tariff provisiansl bilateral contractual terms. If approved, the
increase would apply to all of PNM's wholesale &ledransmission service customers, which inclotieer utilities, electric cooperatives, and engitihat us
PNM's transmission system to transmit power atwhelesale level. The proposed rate increase wootdmpact PNM's retail customers. In December %
FERC issued an order accepting PNM's filing angbending the proposed tariff revisions for five niatThe proposed rates were implemented on Ju2@11,
subject to refund. On July 3, 2012, PNM filed aropposed settlement agreement with the FERC. Urdersettlement agreement, PNM would incr
transmission service revenues by $2.9 milllwmually. In addition, the parties agreed thatNfWPfiles for a formula based rate change within gear fron
FERC's approval of the settlement agreement, rniy palt oppose the general principle of a formudae, although the parties may still object to pattr aspec
of the formula. The settlement agreement is sulljeEERC approval. PNM is unable to predict theconte of this proceeding.

Firm-Requirements Wholesale Customer Rate Case

In September 2011, PNM filed an unexecuted amesdéxt agreement between PNM and NEC with FERC.agheement proposes a cost of sel
based rate for the electric service and ancillaryises PNM provides to NEC, which would resulaimannual increase of $8.7 million or a 39.Bffrease ove
existing rates. PNM also requested a FPPAC andduabivery of certain thirgiarty transmission charges PNM incurs to serve NYHEC filed a protest to PNN
filing with FERC. In November 2011, FERC issuedoader accepting the agreement as filed, susperhegffective date for a fiveronth period, to be effecti
April 14, 2012, subject to refund, and set the peating for settlement. On June 25, 2012, the FEREment judge issued a settlement status repadimg the
parties had reached a settlement in principle @dmmending that the settlement process be coutintiee parties are currently working on finalizitige
settlement. The finalized settlement would be stttije FERC approval. PNM is unable to predict tbecome of this proceeding.
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TNMP
Interest Rate Compliance Tar

Following a revision of the interest rate on TNMEEC, TNMP filed a compliance tariff to implemeihietnew lower 8.31%ate. Intervenors asser
objections and, after regulatory proceedings, th€P issued an order making the new rate retroadtivéuly 20, 2006. TNMP successfully appealed &
District Court in Austin, Texas for the new ratet to be effective prior to December 27, 2007. Hogrethe Texas 3rd Court of Appeals reversed théribt
Court and reaffirmed the PUCT's decision. Due tortbw retroactive ratemaking theory contained enTtexas 3‘ Court of Appeals opinion, TNMP recorde
pre-tax regulatory disallowance of $3.9 millionthre three months ended June 30, 2011 to reflecimipact of applying the 8.31%ate retroactively. TNM
petitioned the Texas Supreme Court for review iy 2011. On June 8, 2012, the Texas Supreme Ceunied TNMP's petition for review. TNMP filed a nant
for rehearing on June 25, 2012. TNMP is unabler¢aligt the ultimate outcome of this matter.

Advanced Meter System Deployment and SurchargeeBk

In July 2011, the PUCT approved a settlement artHoazed an advanced meter deployment plan thahipeTNMP to collect $113.3 milliorin
deployment costs through a surcharge over geb2-period. TNMP began collecting the surchargéogust 11, 2011. Deployment of advanced metersubén
September 2011 and is scheduled to be completedaoSe/ear period. In February 2012, the PUCT odem@roceeding to consider the feasibility of apt“o
out” program for retail consumers that wish to dexreceipt of an advanced meter. The aptprogram would apply to all transmission andriistion utilities
in ERCOT. TNMP cannot predict the outcome or eft#ahis proceeding.

Remand of ERCOT Transmission Rates for 1999 and

Following a variety of appeals, the ERCOT transioissates approved in 1999 and 2000 were remandekl to the PUCT. These dockets concen
recalculation of rates for the fourth quarter 082%nd all of 2000. In October 2011, TNMP joinedaimonunanimous settlement of the issues relatir
resettlement of the last four months of 1999. Inuday 2012, the PUCT approved the non-unanimouteseint. TNMP is scheduled to recei$#.6 million
under the settlement, of which $1.3 millieras received as of June 30, 2012. Whether such rEsbave to be passed on to customers is beingwatd ir
TNMP's transmission cost recovery factor filingsCRF”). In June 2012, TNMP filed its TCRF seekirgiZmillion in additional transmission costs. The PL
staff requested a hearing asserting the settleprecteds from the 1999 remand settlement need twdutited against the costs TNMP requested in GRF
TNMP believes the settlement proceeds should ngalssed on to customers since TNMP did not havE€RFTin 1999 that would have recovered those ¢
Subsequently, the PUCT staff agreed to interim ralief that will permit TNMP to add $1.6 milliomiuncontested costs to its existing TCRF and $tld
million in costs in a subsequent TCRF if TNMP is successfthe contested case. The ALJ approved the mteglief on July 16, 2012. TNMP will impleme
the interim rates on September 1, 2012. TNMP capregtict the ultimate outcome of this matter.

(11) Optim Energy

Information concerning Optim Energy is discusselate 21 of the Notes to Consolidated Financiale®t&nts in the 2011 Annual Reports on FornK10-
PNMR and ECJV each had a 50 percewhership interest in Optim Energy, a limited ligkicompany, until September 23, 2011, when Oplrmergy wa
restructured and PNM's interest was reduced to ®¥ January 4, 2012, ECJV exercised its optiorctpuae PNMR's remaining 1%wnership interest in Opti
Energy at fair market value, which was determireté zera PNMR accounted for its investment in Optim Eneugyng the equity method of accounting L
September 23, 2011 and then used the cost methodgth January 4, 2012. PNMR Services Company pegvickrtain corporate services to Optim En
through December 31, 2011 and is continuing to idegervices with respect to certain open tax mstte

PNMR fully impaired its investment in Optim EnergyyDecember 31, 2010 and, in accordance with GA#dPnotrecognize losses of Optim Energy fr
January 1, 2011 through September 23, 2011, whavlRPNeased to account for its investment using tpgitg method of accounting. Accordingly, Op
Energy had nampact on PNMR's December 31, 2011 balance shetiteostatements of earnings and statements offlash for 2012 and 2011. Therefc
summarized financial information for Optim Energyniot presented.
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(12) Related Party Transaction:

PNMR, PNM, and TNMP are considered related paegedefined under GAAP. TNMP provides transmissiath distribution services to First Choice.
November 1, 2011, PNMR sold First Choice. TNMP rexes from First Choice through October 31, 201lewetlated party revenues and included in the
below. PNMR Services Company provides corporateices to PNMR and its subsidiaries in accordandb shared services agreements. Optim Energy
related party prior to September 23, 2011. PNMR/iBes Company provided corporate services to Ofimargy under a services agreement. There was
services agreement for Optim Energy to provideisesvto PNMR. See Note 11 for information conceyr@ptim Energy.

The table below summarizes the nature and amouedaied party transactions of PNMR, PNM, and TNMP:

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
(In thousands)

Electricity, transmission and distribution relatstvices

billings:

TNMP to PNMR $ — 3 9,59¢ $ — 18,41:
Services billings:

PNMR to PNM 23,83 24,73: 45,88 46,16¢

PNMR to TNMP 6,81¢€ 7,374 13,76% 13,95¢

PNM to TNMP 16¢ 16C 28¢ 287

TNMP to PNMR 4 44 8 97

PNMR to Optim Energy — 1,40¢ — 2,80¢

Optim Energy to PNMR — 9 — 19
Interest billings:

PNMR to TNMP 32 26 50 28

PNMR to PNM 1 8 1 36

PNM to PNMR 44 32 89 64
Income tax sharing payments:

PNMR to PNM — — 63,11« —

PNMR to TNMP — — 1,952 —

(13) New Accounting Pronouncement

Information concerning recently issued accountingnpuncements that have not been adopted by thep@omand could have a material impac
presented below.

Accounting Standards Update 2011-11 - Balance She&tisclosures about Offsetting Assets and Liabiligs

The FASB released amended guidance that will recgritities to disclose both gross and net informmasibout instruments and transactions eligibl
offset in the statement of financial position adlwae instruments and transactions subject to aeesgent similar to a master netting arrangemeradtition, th:
update requires disclosure of collateral received @osted in connection with master netting agregsner similar agreements. The update is effedtvannua
reporting periods beginning on or after Januar30iL3, and interim periods therein. The disclosvegsiired by this amendment will be applied retrasipely for
all comparative periods presented. The Company doedelieve this guidance will have a material @ipon the Company's financial statements anc
comply with the disclosure requirements in 2013.
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(14) Sale of First Choict

On September 23, 2011, PNMR entered into an agneteimethe sale of First Choice to Direct LP, Iifar $270.0 million, subject to adjustment to refl
the amounts of certain components of working cépitalosing. Closing occurred on November 1, 204ith PNMR receiving $329.3 million which include:
an estimate of the components of working capitak &ccounting purposes, the sale was effectivefaheoclose of business on October 31, 2011. PI
recognized a pre-tax gain of $174.9 million the sale. The purchaser has indicated to PNMRitibelieves the amount paid at closing for wogkcapital &
October 31, 2011 was overstated by $2.4 milli®@NMR has responded to the purchaser disputinguhehaser's calculation and indicating that thewmh paic
at closing for working capital at October 31, 20i4ds understated by $5.8 millio®NMR believes its calculation is consistent wita terms of the agreement
accordance with the agreement for the sale, thitembas been submitted to an independent partgsevidecision will be binding on the parties. A dimi is
expected later in 2012. PNMR cannot predict theamut of this matter, but does not believe the atenesolution of this matter will have a mateiapact or
its financial condition, results of operation, @asb flows. PNMR Services Company provided certaivises at cost to First Choice for a transitiopafioc
through August 1, 2012. Because PNMR continuesat@ tdirect cash flows resulting from transmissiod distribution services provided by TNMP to F
Choice, First Choice is not reflected as discorgthoperations. After October 31, 2011, TNMP's reresnfrom First Choice are not intercompany andnai
eliminated in consolidation by PNMR.

(15) Goodwill and Other Intangible Asset:

The excess purchase price over the fair value efaisets acquired and the liabilities assumed bByiRKor its June 6, 200acquisition of TNP we
recorded as goodwill and was pushed down to thénesses acquired. In 200Zhe TNMP assets that were included in its New igleoperations, includir
goodwill, were transferred to PNM. Additionally gtitrade name “First Choicelhd the First Choice customer list were acquiretthénTNP acquisition. The tra
name was considered to have an indefinite usefej therefore, no amortization was recorded. Thefulslife of the customer list was estimated tc
approximately eight years. As discussed in NotePNIMR completed the sale of First Choice on Noveambh@011. As a result, the goodwill and othermgfiale
assets of First Choice are no longer included iMR$ Condensed Consolidated Balance Sheet and PhiM&nger has any other intangible assets.

GAAP requires the Company to evaluate its goodaildl nonamortizing intangible assets for impairment annuatl the reporting unit level or mc
frequently if circumstances indicate that the goitidev intangible assets may be impaired. Applioatiof the impairment test requires judgment, intlgdhe
identification of reporting units, assignment oeis and liabilities to reporting units, and defeation of the fair value of each reporting unitd&scounted ca:
flow methodology is primarily used to estimate fhe value of each reporting unit. This analysiguiees significant judgments, including estimatwminfuture
cash flows, which is dependent on internal forexasgttimation of longerm growth rates for the business, and deternuinaif appropriate weighted average
of capital for each reporting unit. Changes in ¢hestimates and assumptions could materially atfeztdetermination of fair value and the conclusid
impairment for each reporting unit.

Prior to 2012, the Company compared the fair vafueonamortizing intangibles other than goodwill to tleearded values. For goodwill, the first <
of the impairment test requires that the Companypare the fair value of each reporting unit with éarrying value, including goodwill. If as a rdsof this
analysis, the Company concludes there is an iridicatf impairment in a reporting unit having gootiwthe Company is required to perform the secaeg &
the impairment analysis, determining the amoungaddwill impairment to be recorded. The amountatulated by comparing the implied fair value o
goodwill to its carrying amount. This exercise wibukquire the Company to allocate the fair valueeined in step one to the individual assets &fillities of
the reporting unit. Any remaining fair value would the implied fair value of goodwill on the testidate. To the extent the recorded amount of gdbdiva
reporting unit exceeds the implied fair value detieed in step two, an impairment loss would bee#id in results of operations.

The annual evaluations performed as of April 1,2@hd 2011 did not indicate impairments of the gabdor other intangible assets of any of
Companys reporting units. Since the annual evaluationtettrave been no indications that the fair valuethefreporting units with recorded goodwill h
decreased below the carrying values. Additionarimfation concerning the Compasygoodwill, other intangible assets, and impairrmémntontained in Note :
of Notes to Consolidated Financial Statementsén2i11 Annual Reports on Form 10-K.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following Management's Discussion and Analyfid-inancial Condition and Results of Operations FINMR is presented on a combined bi
including certain information applicable to PNM afidMP. The MD&A for PNM and TNMP is presented asrpited by Form 109 General Instruction H (-
For discussion purposes, this report uses the t€@empany” when discussing matters of common applicabilitPtdMR, PNM, and TNMP. A reference t
“Note” in this Item 2 refers to the accompanying NotesCtindensed Consolidated Financial Statements (Utel)dincluded in Item 1, unless otherw
specified. Certain of the tables below may not appésually accurate due to rounding.

MD&A FOR PNMR

EXECUTIVE SUMMARY
Company Overview and Strategy

PNMR is a holding company with two regulated u#ktserving approximately 738,000 residential, camuial, and industrial customers and ersgrs ¢
electricity in New Mexico and Texas. In the latpart of 2011, PNMR exited both of its competitivesimesses, First Choice and Optim Energy, and rtbmosc
itself as a holding company solely operating iesctic utilities, PNM and TNMP. Optim Energy had imopact on 2011 results of operations because $
written off in 2010 and PNMR had no further finadatommitment to Optim Energy.

Strategic Goals

PNMR is focused on achieving the following strategpals:

. Earning authorized returns on its regulated busks
. Continuing to improve credit ratin
. Providing a topguartile total return to investc

PNMR's success in accomplishing these strategits @g@dighly dependent on continued favorable raguy treatment for its utilities. Both PNM &
TNMP seek cost recovery for their investments tgtogeneral rate cases and various rate ridersPU@T has approved mechanisms that allow for regoot
capital invested in transmission and distributisajgcts without having to file a general rate cadgs allows for more timely recovery of amountsasted il
TNMP's systems.

PNM and TNMP completed rate proceedings before 8tate regulators in 2011. PNM has two rate cpeasling before FERC. A settlement in one
is pending FERC approval and an agreement in piias been reached in the other. PNM has filedgproval of a renewable energy rider to recoveiPRC
approved renewable energy costs. A hearing onidiee was held in May 2012. The Hearing Examineribaged a Recommended Decision approving the
but the NMPRC has not rendered a final decisiondi#@hal information about rate filings is providéd Note 17 of the Notes to Consolidated Finar
Statements in the 2011 Annual Reports on FornK Eid in Note 10. PNM has announced that it inteiode a request for an increase in the ratesggthtc
New Mexico retail customers in late 20:

Fair and timely rate treatment from regulatorsrisc@l to achieving PNMR's strategic goals becatsads to PNM and TNMP earning their allov
returns. PNMR believes that if the utilities edneit allowed returns, it would be viewed positivély rating agencies and would further improve dreatings
which could lower costs to customers. Also, earr@hgwed returns should result in increased eamfog PNMR, which should lead to increased totalnres tc
investors.

PNM's interest in PVYNGS Unit 3 is permanently egeld from NMPRC jurisdictional rates. While PVNGSitBis financial contribution is not calcula
in the authorized returns on its regulated businesspacts PNM's earnings and has demonstratée @ valuable asset. Power generated from PNM'$VW®
interest in PVNGS Unit 3 is currently sold into thlolesale market and any earnings or losses titeuddble to shareholders.

Exit from Competitive Businesses

As a result of the exit from its competitive busises, First Choice and Optim Energy, PNMR's businesdel is centered on its electric utilities.
elimination of the competitive businesses shoutiice PNMR's risk and earnings volatility. Additibna
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discussion about the exit from the competitive besses is found in Note 2 and Note 21 of the NmtéSonsolidated Financial Statements in the 28afua
Reports on Form 10-K.

Business Principles

In addition to its strategic goals, three principtiEive PNMR's business strategy and decision-ngakin

. Contribute to the economic vitality of the commigstwe serv
. Demonstrate environmental steward:
. Exhibit social responsibilit

In support of these principles, PNMR works closeligh customers, stakeholders, legislators, and leggis to ensure that our resource plans
infrastructure investments benefit from robust publialogue and balance the diverse needs of curmamities.

Economic Vitality

PNMR and its utilities are keenly aware of the sothey play in enhancing economic vitality in thBiew Mexico and Texas service territories.
believe there is a direct connection between eteatfrastructure and economic growth. When congnde expanding or relocating to other communi
businesses consider energy affordability and enszligbility to be important factors. PNM and TNMRive to balance service affordability with infiasture
investment to maintain a high level of electrigabkllity. The utilities also work to ensure thateareflect actual costs of providing service.

Investing in PNM's and TNMP's infrastructure igical to ensure reliability and meet future enengeds. Both utilities have lorgstablished records
providing customers with toper electric reliability. In September 2011, TNM¥@gan its deployment of smart meters in homes asthésses across its Te
service area. As part of the state of Texas' lengt initiative to create a smart electric grice §mart meter rollout will ultimately give consurmenore enerc
consumption data and help them make more inforneetsibns. TNMP's deployment is expected to be cetadlin 2016.

Environmental Stewardsh

For years, PNMR has demonstrated its commitmeebhtironmental stewardship. PNMR's environmentactbjes focus on four areas:

. Deploying renewable ener

. Reducing emissions from existing fossieled power plan
. Increasing energy efficiency participat

. Reducing wast

In 2011, PNM completed its $95 million investmemta utility-owned renewable energy project where fittility-scale solar facilities went online. T
five solar sites located in Alamogordo, Deming, llamas, Las Vegas, and Albuquerque provide a coatb2?2 MW of power. A sixth facility, the 50QwW
PNM Prosperity Energy Storage Project, uses advhbedteries to store solar power and dispatch trexgy either during highise periods or when so
production is limited. The project features onetlaf largest combinations of battery storage andeR&rgy in the nation and involves extensive re$eart
development of smart grid concepts with the Eleddower Research Institute, East Penn Manufactu®img Northern New Mexico College, Sandia Natis
Laboratories, and the University of New Mexico. Whae facility went online in September 2011, itswthe nation's first solar storage facility fullytégrate:
into a utility's power grid.

In addition, PNM's resource portfolio includes fhechase of 200 MW of wind power. PNM also purckasewer from a custome@wned distribute
solar generation program having an installed capafil4 MW at the end of 2011, which capacity xpected to double in 2012. Distributed generatigimd,
and solar power are key means for PNM to meet B8 Bstablished by the REA and related regulatissiged by the NMPRC. These rules require a utii
achieve prescribed levels of energy sales fromwabke sources within its generation mix, if thah dee accomplished without exceeding the RCT cost Be
by the NMPRC, which aims to moderate the cost ttsamers when utilities use more renewable resources

PNM sought and received a waiver from the NMPRQuskg it from meeting the RPS in 2012 because tiséto achieve the full RPS would exceec
RCT . However, PNM will continue to procure renewableotgses while balancing the bill impact to customarsrder to meet New Mexico's escalating |
requirements.
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On April 30, 2012, PNM filed its 2013 Renewable EgePlan, which calls for:

. 20 MW of PNMowned solar facilities to be in service by the en@01:
. A 20-year PPA for the output of a MW geothermal facility to be in service by Januan201«
. Limited wind and solar REC purchases in 2

The proposed plan would achieve RPS quantity campé in 2013, but likely will be slightly below tH20% solar renewable energy diver
requirement. However, in 2014, the plan would aahitll quantity and diversity compliance and vbi beneath the RCT for both years. A hearing o
proposed plan is scheduled in September 2012 bd#ferldMPRC and a decision is expected by Novem0g2312.

PNM's SJGS near Farmington, New Mexico, is onéeftop performers in the nation with respect toauer removal. The plant outperforms the mer:
limit recently imposed by EPA. Major environmentalgrades on each of the four units at SJIGS, whiate wompleted in early 2009, have significantlyuiest
emissions of NOx, SQ@, particulate matter, and mercury. PNM's sharehefdosts of these upgrades was $161 million. S2@6, SIGS has reduced N
emissions by 44%, S¢by 71%, particulate matter by 72%, and mercury B%8

In order to keep costs to customers as low as lgesgihile also reducing emissions from fodsiél generation, PNM has proposed the installatt
SNCR technology at SJGS, which technology is atepgsed by the State of New Mexico. However, thé BBs issued its FIP requiring SCR technology 1
installed, which PNM estimates would significandlyceed the cost of installing SNCRs. PNM is challeg EPA's proposal in the courts and administedy
within EPA. See Note 9.

Energy efficiency also plays a significant rolehielping to keep customers' electricity costs lowl ameeting their energy needs. PNM's and TNI
energy efficiency and load management portfoliagiooe to be robust. In 2011, annual energy sasetrasult of PNM's portfolio of energy efficienggogram:
was approximately 58,900 MWh. This is equivalenthite consumption of approximately 7,700 homes itMRN\service territory. PNM's load management
energy efficiency programs also help lower peak alirequirements. TNMP's energy efficiency program2011 resulted in energy savings totaling
estimated 13,435 MWh.

In 2008, PNMR established a three-year wasthiction goal in which all facilities were to m&m recycling programs and identify significantsis
streams. The target called for at least 75% ofifes to implement plans to reduce a minimum o€ evaste stream by 15% below 2009 levels. By thedd
2011, more than 87% of PNMR facilities had achietrelwaste-reduction goal.

Social Responsibility

Through outreach, collaboration, and various comitguoriented programs, PNMR continues to make signiigeogress in two of its key focus area
low-income assistance and energy efficiency sugpddew Mexico and Texas.

Building off work that began in 2008, continuingt@ach efforts include numerous community evenas donnected low-income customers with non-
profit community service providers offering suppamnd help with such needs as utility bills, foothtling, medical programs, services for seniorsd
weatherization. Additionally, four of the largestagts awarded in 2011 by PNMR supported nonprifiterious areas such as:

. Adult literacy

. Assistance for families trying to emerge from pay

. Food rescue from restaurants and grocers to hetptfese in nes

. Assistance for lowacome individuals to build a home, start a smaBihess, or pursue higher educa

In 2011, the PNM Good Neighbor Fund provided $1ilfian of assistance with utility bills to 9,907 falies. Further, as part of the settlement in @4C
Electric Rate Case, PNM agreed to voluntarily dbote an additional $1.3 million to the Good Neighlrund. This fund, along with additional collabioa
with various other agencies, has helped to redbeeetectricity affordability gap for many vulnerabtustomer groups such as seniors, young famaiee
medically challenged households.

The PNM Resources Foundation helps nonprofits becomore energy efficient through Reduce Your Usatgra=or 2012, the foundation awarded !
million to 55 New Mexico nonprofits for such projecas shade structure installations, window repfeces, and efficient appliance purchases. In 2@
foundation gave more than $0.3 million to supp@rp8ojects in
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New Mexico and Texas that helped purchase enefigyegicy appliances and install hi-performance windows and solar panels. Since thgrano's inception i
2008, Reduce Your Use grants have provided noriagéincies in New Mexico and Texas with a toteédhf3 million of support.

Economic Factors

In the three months ended June 30, 2012, PNM andHA xperienced increases in weathermalized, retail load of 0.1% and 7.0% from theet
months ended June 30, 2011. In the six months ehdes 30, 2012, PNM and TNMP experienced increasesathemormalized, retail load of 0.4% and 4.
from the six months ended June 30, 2011. In regeats, New Mexico and Texas have fared better thamational average in economic indicators sut
unemployment and employment growth.

Rate Base Potential Growth

Based on the §ear capital plan announced in December 2011, Pkpéats rate base to grow at a 2% compound annigatimeough 2013. That grow
figure could be 6% from 2011 through 2016 throudtitional potential capital investments. The latgefsthese involves possibly being required toals$CFk
technology to reduce emissions at SJGS and Foure@orThe addition of other facilities, such asereable resources and peaking capacity, could aisane
rate base. TNMP's compound annual rate base gmatghhrough 2013 is estimated at 8%, predicatethemtility's Syear capital plan announced in Decen
2011. A significant portion of TNMP's capital addits should be recovered through expedited trarssomsand distribution cost recovery mechanismsaizéc
by the PUCT. PNMR will continue to carefully balanthe potential rate base growth for PNM and TNM# wustomer rate impacts.

Results of Operations

A summary of net earnings attributable to PNMRsi$alows:

Three Months Ended June 30, Six Months Ended June 30,
2012 2011 Change 2012 2011 Change
(In millions, except per share amounts)
Net earnings $ 21t $ 41 $ 174 $ 38€ $ 207 $ 17.¢
Average diluted common and
common equivalent shares 80.4 92.1 (11.9) 80.4 92.1 (11.9)

Net earnings per diluted share $ 027 $ 004 $ 02t $ 048 $ 02z $ 0.2¢€

The components of the change in earnings attriteitatPNMR are:

Three Months Six Months

Ended Ended
June 30, 2012 June 30, 2012
(In millions)
PNM Electric $ 18.2 $ 32.2
TNMP Electric 3.¢ 2.7
First Choice (6.€) (20.7)
Corporate and Other 1.6 2.¢
Net change $ 17.4 $ 17.€
PNMR's operational results were affected by thie¥ahg:
. Exit from unregulated businesseAs discussed above, PNMR sold First Choice in 2@drefore 2012 results of operations do not inelEds
Choice
. Rate increases for PNM and TNMPAdditional information about these rate increasegriovided in Note 17 of the Notes to Consolid
Financial Statements in the 2011 Annual Reportsa@m 10-K
. Other factors impacting results of operation focreaegment are discussed under Results of Opesabiglow. The decrease in the numbe

common and common equivalent shares is primarily @uPNMR's purchase of its equity described ineN®tof the Notes to Consolida
Financial Statements in the 2011 Annual ReportBam 10-K
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Liquidity and Capital Resources

During 2011, PNMR and PNM replaced their revolvargdit facilities with new facilities. The new féities provide capacities for sharerm borrowing
and letters of credit of $300.0 million for PNMRda#$400.0 million for PNM. In addition, TNMP has @30 million revolving credit facility. Total avaibility
for PNMR on a consolidated basis was $570.5 milkwduly 27, 2012 The Company utilizes these credit facilities aagh flows from operations to prov
funds for both construction and operational expeemels. PNMR also has intercompany loan agreemeéitiiseach of its subsidiaries.

The Company projects that its total capital requigats, consisting of construction expenditures diidlends, will total $1,529.2 million for 2012016
including amounts expended through June 30, 2012s estimate does not include amounts for enwirental upgrades at SJGS or Four Corners that
required by EPA to address regional haze or otheirenmental compliance requirements, additionakreable resources that may be required to medRE&
or additional peaking resources that may be netwateet needs outlined in PNM's current IRP. Initamtdto internal cash generation, the Companyciste!
that it will be necessary to obtain additional letlegm financing in the form of debt refinancing, ndebt issuances, and/or new equity in order to ftsxdapita
requirements during the 202816 period. The Company currently believes thwiniternal cash generation, existing credit arrarggs, and access to public
private capital markets will provide sufficient cesces to meet the Company's capital requirements.

RESULTS OF OPERATIONS

Segment Information

The following discussion is based on the segmerihoag®logy that PNMRS management uses for making operating decisicthsissessing performar
of its various business activities. See Note Zrfore information on PNMR’s operating segments.

The following discussion and analysis should bel ieaconjunction with the Condensed Consolidatethfi¢ial Statements and Notes thereto. Trend

contingencies of a material nature are discussétetextent known. Refer also to Disclosure Regaréiorward Looking Statements and to Part 11, Ifiefn Risk
Factors.

PNM Electric

The table below summarizes operating results faviEectric:

Three Months Ended June 30, Six Months Ended June 30,
2012 2011 Change 2012 2011 Change
(In millions)

Total revenues $ 2600 $ 239- $ 20 $ 5108 $ 473L $ 37.C
Cost of energy 83.2 81t 1.7 163.¢ 170.7 (6.9
Gross margin 176.¢ 157.7 19.2 346.% 302.¢ 43.¢
Operating expenses 106.2 124.: (18.1) 210.¢ 227.¢ (17.0
Depreciation and amortization 23.€ 22.¢ 1.C 47.€ 46.€ 1.C
Operating income 46.7 10.t 36.2 88.€ 28.7 60.1
Other income (deductions) 2.4 8.7 (6.3 10.€ 18.C (7.2)
Net interest charges (18.9 (18.0 0.9 (37.9 (36.7) 1.3
Earnings before income taxes 30.2 1.2 29.C 62.1 10.€ 51.k
Income (taxes) benefit (9.8 0.c (10.7) (20.7) 1.5 (19.2)
Valencia non-controlling interest (3.5 (3.5) — (6.7) (6.7) —
Preferred stock dividend requirements (0.3 0.3 — (0.3 0.9 —
Segment earnings (loss) $ 16.¢ $ 15 $ 182 $ 344 $ 21 $ 32.2
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The table below summarizes the significant chatgéstal revenues, cost of energy, and gross margin

2011/2012 Change

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

Retail rate increases $ 18.C $ — 3 18.C $ 347 % — 3 34.7%
Retail load, fuel, and transmission 4.€ 1.3 3.2 0.7 (8.3 7.€
Energy efficiency rider 4. — 4.¢ 9.¢ — 9.¢
Unregulated margins (2.9 0.7 (2.0) (4.7 0.8 (4.9)
Net unrealized economic hedges (5.3 0.3 (5.0 (2.8 0.€ (3.9
Total increase $ 20€ % 1.7 8 192 % 37.C % 6.9 $ 43.¢

The following table shows PNM Electric operatingerues by customer class, including intersegmesetges and average number of customers:

Three Months Ended June 30, Six Months Ended June 30,

2012 2011 Change 2012 2011 Change
(In millions, except customers)

Residential $ 93C $ 78t § 145 $ 1927 $ 166.1 $ 26.C
Commercial 109.: 95.1 14.2 196.¢ 172.C 24.€
Industrial 24.7 22.€ 2.1 48.2 43.2 4.¢
Public authority 6.C 5.€ 04 11.2 10.4 0.c
Other retall 2.€ 2.4 0.2 7.2 4.5 2.7
Transmission 9.€ 10.¢ (1.3) 18.t 21.C (2.5)
Firm requirements wholesale 9.2 7.4 1.8 18.: 17.C 2
Other sales for resale 11.€ 17.2 (5.6) 19.€ 37.€ (18.0
Mark-to-market activity (5.9 (0.5 (5.9 (2.3 0.8 (2.9)
$ 2601 $ 2392 $ 20€ $ 5108 $ 473t $ 37.C
Average retail customers (thousands___ 905. 503.7 1€ 505.2 503.7 1t

The following table shows PNM Electric GWh salesclngtomer class:

Three Months Ended June 30, Six Months Ended June 30,
2012 2011 Change 2012 2011 Change
(Gigawatt hours)

Residential 760.4 729.¢ 31.C 1,597t 1,581.: 16.2
Commercial 1,061.: 1,038.¢ 22.7 1,960.¢ 1,930.: 30.2
Industrial 427.¢ 397.1 30.E 841. 758.2 83.C
Public authority 71.C 72.E (1.5) 127.1 130.C (2.9
Firm requirements wholesale 151.C 143.( 8.C 323.¢ 326.: (2.5
Other sales for resale 445.¢ 518.% (73.9) 726.5 1,129.. (402.9)

2,916.! 2,899.: 17.4 5,576.¢ 5,855." (278.9)

On August 21, 2011, PNM implemented a $72.1 milbomual norfuel rate increase for its retail customers. Thi® fincrease improved revenues
margins by $18.0 million and $34.7 million for ttieee and six months ended June 30, 2012 compaairte periods in 2011. Warmer weather combineu a
small growth in the average number of retail custsimproved revenues and margin by $4.1million $8® million for three and six months ended Ju®y
2012. The increase in fuel costs and the redudtiaff-system sales volumes resulting from the fire incidet the mine providing coal to SJGS are reco\
through PNM's FPPAC and did not negatively imp&d2results. See Note 9 for more discussion ois#treJuan mine fire incident.
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PNM offers several energy efficiency programs amitiatives to its retail customers regulated by MPRC. In addition, PNM is allowed to ei
adders on these programs, based on energy savitigs programs. PNM recovers these energy effigiggrogram costs via a rate rider. For the three six
months ended June 30, 2012, revenue and marginsveg by $4.9 million and $9.9 million, of which 80million and $0.5 million is adder revenues ahe
remaining $4.6 million and $9.4 million is offseitivan increase in operating expense for the eneffigiency program costs.

For the three and six months ended June 30, 2642y lunregulated revenues and margin of $2.0 miléiad $4.9 million associated with sales f
PNM's share of PVNGS Unit 3, which is excluded fr@tail regulation, was a result of lower marketvpo prices and increases in nuclear fuel costs.

Changes in unrealized mark-tearket gains and losses are based on economic s@dgéace for sales and fuel costs not covereceutite FPPAC
primarily associated with PVNGS Unit 3. UnrealiZedses of $5.5 million for the three months endedeJ30, 2012 compared to $0.5 million for the t
months ended June 30, 2011, decreased gross nigrdB.0 million. Unrealized losses of $2.0 millifor the six months ended June 30, 2012 compar
unrealized gains of $1.4 million for the six monémled June 30, 2011, decreased gross margin &yriiion.

For the three and six months ended June 30, 2Qi&atng expenses decreased $18.1 million and $ifldn, primarily due to a regulato
disallowance of $17.5 million recorded in the setgnarter of 2011 related to PNM's 2010 ElectritceR@ase. PNM had no regulatory disallowance in 201
addition, operating expenses increased by $4.6omiind $9.4 million due to energy efficiency pramrs, which are recovered through the rate rideudise:
above. In the three months ended June 30, 2012, RalMlower maintenance outage costs of $1.6 miliibPalo Verde and lower vegetation manage
expense of $0.3 million. In the six months endedeJ80, 2012, PNM had lower outage costs of $0.8anikt Palo Verde, as well as lower costs duehs
timing of planned outage and maintenance costseav&s Station of $1.4 million and SJGS of $1.5iamill In addition, PNM had lower retiree medical
pension expenses of $0.6 million, as well as losstribution labor and vegetation management exggen$ $1.3 million in the six months ended June28Q,2.

For the three and six months ended June 30, 2G&¢ediation and amortization increased by $1.0ignilprimarily related to PVNGS. Incremer
depreciation expense related to PNM's investmei®96t0 million in 22 MW of solar PV facilities aral solarstorage demonstration facility are deferred
regulatory asset pending approval of the Renewabégy Rider. See Note 9.

Other income (deductions) was $6.3 million and $iiilion lower in the three and six months endedel30, 2012 than in 2011. For the three an
months ended June 30, 2012 realized gains on NBdatawere $6.4 million and $8.0 million lower. Irgtst income on the PVNGS lessor notes was $0.8n
and $1.6 million lower in the three and six morghsled June 30, 2012 due to lower outstanding bedanc

For the three and six months ended June 30, 26t2est expense increased $2.3 million and $4.5omitlue to the issuance of $160.0 million of long-

term debt in October 2011, which increases werégllgroffset by $0.6 million and $1.5 million ineases in the debt portion of AFUDC and $1.1 milliort
$2.2 million of interest charges on PNM's investiriarrenewable resources that are deferred forvegahrough the Renewable Energy Rider.
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TNMP Electric

The table below summarizes the operating result$XoMP Electric:

Three Months Ended June 30, Six Months Ended June 30,

2012 2011 Change 2012 2011 Change
(In millions)

Total revenues $ 63¢& $ 60C $ 3.€ $ 11857 $ 113¢ $ 4.¢
Cost of energy 11.5 10.2 1.2 22.¢ 20.4 2.8
Gross margin 52.t 49.7 2.€ 96.C 93.4 2.€
Operating expenses 21.: 25.2 (4.0 41.¢ 45.C 3.
Depreciation and amortization 12.1 10.7 1.4 23.4 21.C 2.4
Operating income 18.¢ 13.7 5.2 30.7 27.4 3.2
Other income (deductions) 0.8 0.3 0.t 0.¢ 0.€ 0.2
Net interest charges (7.1 (7.3 0.2 (14.2) (14.¢) 0.4
Earnings before income taxes 12.€ 6.€ 6.C 17.4 13.4 4.C
Income (taxes) (4.6) (2.5 2.9 (6.9 (5. 1.9
Segment earnings $ 8C $ 41 $ 3¢ $ 11C $ 82 § 2.7

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

2011/2012 Change

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

Rate increases $ — $ — 3 — $ 0.7 $ — 3 0.7
Customer usage/load 0.4 — 0.4 (1.€) — (1.€)
Transmission cost recovery 1.2 1.2 — 210 2.3 0.3
AMS surcharge 1.8 — 1€ 34 — 34
Other 0.4 — 0.4 0.4 — 0.4
Total increase $ 38 8 12 $ 2€ $ 48 $ 22 % 2.€

The following table shows TNMP Electric operatirgyenues by retail tariff consumer class, includimgrsegment revenues, and average numt
consumers:

Three Months Ended June 30, Six Months Ended June 30,

2012 2011 Change 2012 2011 Change
(In millions, except customers)

Residential $ 25&8 $ 23¢ $ 2C $ 46 $ 43: $ 3.3
Commercial 22.: 20.¢ 14 42.4 40.: 2.1
Industrial 8z 3.C 0.5 6.C 6.2 0.7
Other 122 122 0.3 22.¢ 24.C 1.2
$ 63¢& $ 60C $ 38 $ 1187 $ 113¢ $ 4.¢

Average consumers (thousanfls)  232.¢ 231.8 1€ 232.¢ 230.9 1t

@ TNMP provides transmission and distribution sersit® REPs that provide electric service to conserireTNMP's service territories. The num
of consumers above represents the customers @& REBRs. Under TECA, consumers in Texas have thigyabichoose any REP to provide ene
The average consumers reported above include 6&/2688,187 consumers for the three and six mantied June 30, 2011, who had chosen
Choice as their REP. These consumers are alsaledlas customers in the First Choice segment.
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The following table shows TNMP Electric GWh salgsrétail tariff consumer class:

Three Months Ended June 30, Six Months Ended June 30,
2012 2011 Change 2012 2011 Change

(Gigawatt hours”)
Residential 726.% 722.( 4.2 1,243.( 1,304. (61.9
Commercial 616.2 615.¢ 0.€ 1,104.; 1,122.( (17.)
Industrial 703.€ 635.4 68.2 1,330.: 1,255.¢ 74.2
Other 27.7 28.: 0.6 51.€ 53.¢ 2.3
2,073.¢ 2,001.: 72.7 3,729.( 3,736.: (7.2

@ The GWh sales reported above include 241.6 and245W/hs for the three and six months ended Jun2Q@l, used by consumers who had ch
First Choice as their REP. These GWhs are alsadecl below in the First Choice segment.

For the three months ended June 30, 2012, higheles#le transmission revenues and a small growttreimumber of consumers improved revenue:
margins, partially offset by decreases due to milgdeather in 2012 compared to 2011. For the siatis ended June 30, 2012, milder weather compa
unseasonably cooler weather in the first quarte20dfl reduced customer usage, as well as revendesargins. This was partially offset by higherobdsal
revenues, small consumer growth, and an increassas. The AMS surcharge implemented in the thirdrter of 2011, improved revenues by $1.8 milboiw
$3.4 million for the three and six months endedeJg8®, 2012, including a return on investment o8%4illion and $0.7 million. The surcharge offsitsrease
in operating expenses and depreciation.

For the three and six months ended June 30, 2Q#¥ating expenses decreased $4.0 million and $8libm In 2011, operating expenses incluc
regulatory disallowance of $3.9 million based oa tktroactive application of the interest rate utedalculate the return on TNMP's CTC regulatosgets
TNMP recorded no regulatory disallowances in 20ltRaddition, operating expenses reflect lower eaiance costs as severe drought conditions in @&dde:
a spike in reliability related costs. These retuns are offset by increases associated with AM&ee operating expenses, which are recovered siacharg
as discussed above.

Increases in depreciation and amortization expefasebe three and six months ended June 30, 24 thainly attributable to the AMS investment, wt
is recovered through the surcharge discussed above.

Interest expense decreased in 2012 as a resuNMPTrefinancing its term loan in September 2011.

First Choice

As discussed in Note 14, PNMR sold First ChoiceNmvember 1, 2011. The table below summarizes tleeatipg results for First Choice for tiieree
and six months ended June 30, 2011 :

Three Months Ended Six Months Ended

June 30, 2011 June 30, 2011
(In millions)
Total revenues $ 126.C $ 234.t
Cost of energy 91.c 159.:
Gross margin 34.7 75.2
Operating expenses 23.€ 42.¢€
Depreciation and amortization 0.4 0.€
Operating income 10.€ 32.C
Other income (deductions) (0.2 0.3
Net interest charges (0.3 (0.9
Earnings before income taxes 10.4 31.z
Income (taxes) 3.7 (11.2)
Segment earnings $ 6.€ $ 20.1
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The following table shows First Choice operatingeraues by customer class, including intersegmemtnees, and actual number of customers:

Three Months Ended Six Months Ended

June 30, 2011 June 30, 2011
(In millions)
Residential $ 74.1 $ 137.7
Commercial 48.€ 89.7
Other 3.8 7.1
$ 126.( $ 234
Actual customers (thousands? 216.¢ 216.¢

@ See note above in the TNMP Electric segment dismusgbout the impact of TEC

@ Due to the competitive nature of First Choicbusiness, actual customer counts are presentbe iable above as a more representative bu:
indicator than the average consumers that are shotie table for TNMP.

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

Three Months Ended Six Months Ended

June 30, 2011 June 30, 2011
(Gigawatt hour®’)
Residential 570.1 1,058."
Commercial 459.] 828.:
1,029.: 1,887.(

@ See note above in the TNMP Electric segment dismusgbout the impact of TEC

During the three and six months ended June 30,,Z8%a&rable weather and an increase in MWh salaghwvere partially offset by a decrease in ave
revenue rates, favorably impacted operating rev@nliee total amount of cost of energy was negatiepacted by higher volumes, but was partiallyseffby
lower purchase power costs per MWh.

First Choice managed its exposure to fluctuationmarket energy prices by matching sales contrittssupply instruments designed to preserve tag
margins. Accordingly, First Choice had forward tants for the purchase of energy to cover theréutoad requirements for most of its fixed pricées
contracts. Gains or losses on unrealized econbedges represent changes in unrealized fair vaiimages related to these forward supply contraCtsange
in the fair value of supply contracts that were designated or were not eligible for hedge or ndimiachase or sales accounting were marked to r#rkeugt
current period earnings as required by GAAP. Duthmg second quarter of 2011, market energy prieesedsed, which resulted in unrealized markatoke
losses of $3.5 million on certain of First Choideswvard supply contracts. First Choice was nquieed to mark the related fixed price sales cam$réo marke
which would likely show offsetting gains and lossssmarket energy prices fluctuate. Gains on limezheconomic hedges increased segment earnings.E
million in the six months ended June 30, 2011.

The allowance for uncollectible accounts and reldiad debt expense was based on collections ané-affiexperience. Lower customer departL
lower default rates, and an increase in commentiatomers reduced bad debts in 2011 compared tgopseyears. Initiatives to reduce bad debts inet
efforts to reduce the default rate experienceccémtomers switching to another REP and increasagsfon identifying new customer prospects that weoec
likely to demonstrate desired payment behaviorstRhoice focused its marketing efforts on comnatrcustomers and customers with established pa
patterns. First Choice also increased the creditestequired to become a customer and expandedrthemstances where customers were required tags
advance deposits to obtain service, or both. Bad egpense was $5.9 million and $10.4 million foe three and six months ended June 30, 2011.

During 2011, increases in marketing and operatiausits were partially offset by a decrease in itieencompensation expense. The increas:
operational costs were primarily related to devielgm prepay option for customers and establishing locakeffocations. Interest expense decreased in
primarily due to lower short-term debt.
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Corporate and Other

The table below summarizes the operating resuft€foporate and Other:

Three Months Ended June 30,

Six Months Ended June 30,

2012 2011 Change 2012 2011 Change
(In millions)
Total revenues $ —  $ 9.6) $ 9.€ $ — $ (@185 $ 18kt
Cost of energy — (9.6 9.€ — (18.9) 18.4
Gross margin — — — — (0.2) 0.1
Operating expenses (4.6 (2.2 (2.9) (7.9 (5.6 (2.3
Depreciation and amortization 5.C 4.2 0.7 85 8.5 —
Operating income (loss) (0.5 (2.1 1.€ (0.6 3.0 2.4
Other income (deductions) (2.5) a.7) 0.2 4.7) 3.9 (0.9)
Net interest charges (4.2 (5.0 0.8 (8.2 (10.3) 1.6
Earnings (loss) before income
taxes (6.2 (8.8) 2.7 (12.9 (16.5) 3.€
Income (taxes) benefit 2.8 3.7 (0.9 6.C 6.€ (0.6
Segment earnings (I0ss) $ (B39 ¢ (6529 $ 1¢ ¢ (69 $ (98 $ 2¢

The Corporate and Other segment includes consmid&liminations of revenues and cost of energybeh business segments, primarily relate
TNMP's sale of transmission services to First Chgicior to November 1, 2011, when PNMR sold FirbbiCe. Accordingly, there was no eliminatior

intersegment revenue in 2012.

Operating expenses decreased primarily due to Egalconsulting expenses incurred in 2011 reladegissessment of strategic alternatives for PN

competitive businesses that did not reoccur in 2012

Depreciation expense increased in the three maaritled June 30, 2012 compared to 2011 due to $1li6nrin accelerated amortization of leasel
improvements for part of its corporate headquartEne accelerated amortization is partially oftsgiower depreciation on software applications @f$million
and $1.6 million for the three and six months endiete 30, 2012 compared to 2011. Changes in dafi;ecand amortization are offset in operating exges a

a result of allocation of these costs to otherhess segments.

Other income and deductions decreased for the aixtm ended June 30, 2012 compared to 2011 printaré to lower performance on other investme

Interest charges decreased $1.2 million and $2t8eithree and six months ended June 30, 2012 cechp@2011 due to the re-acquisition of $50.0

million of PNMR 9.25% senior unsecured notes in &lmber 2011.

LIQUIDITY AND CAPITAL RESOURCES

Statements of Cash Flows

The changes in PNMR’s cash flows for the six morthded June 30, 2012 compared to June 30, 20Euammarized as follows:

Net cash flows from
Operating activities
Investing activities
Financing activities

Net change in cash and cash equivalents$

Six Months Ended June 30,

2012 2011 Change
(In millions)
$ 41 $ 847 $ (43.9
(142.0 (138.6) (3.9
88.¢ 52.4 36.4
(119 $ @4 $ (10.5)
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The changes in PNMR's cash flows from operatingvitiess relate primarily to contributions to the ®Nand TNMP pension and other postretiren
benefit plans of $85.6 million in 2012 comparedsfics.1 million in 2011 and income taxes paid of $miBion in 2012 compared to refunds of $1.8 mitlion
2011. Increased payments in 2012 were partiallyedfby the receipt of $21.6 million for governmémpiaants related to renewable energy projects anpavec
results of operations at both PNM and TNMP.

The changes in PNMR's cash flows from investingvaiets relate primarily to changes in utility pkaadditions. At PNM, total utility plant additions
2012 compared to 2011 decreased by $14.6 milliehphan increase of $4.6 million related to nucleel purchases. PNM additions in 2011 include8.§
million related to solar projects, which were cogtptl by the end of 2011. TNMP utility plant addisoincreased $15.5 million in 2012 compared to %
including increases of $9.2 million in transmissjmojects and $4.7 million related to the AMS dephent. Plant additions at the Corporate and Otagmen
also increased $2.7 million in 2012. Constructigpenditures were funded primarily through cash fidvom operating activities and shoerm borrowings i
both 2012 and 2011.

The changes in cash flows from financing activitiete primarily to changes in shéerm borrowings. Net cash outflows of $7.3 millimn satisfy
stock-based awards in 2012 compared to $2.4 miifid011 also contributed to the change.

Financing Activities

See Note 6 of the Notes to Consolidated Finandate$ents in the 2011 Annual Reports on FornmKl@er additional information concerning 1
Company's financing activities. In May 2012, PNMewed NMPRC approval to refinance $20.0 millionitsfcurrently outstanding PCRBs with new PCI
anticipated to have a lower overall financing c&MM currently has no commitments or arrangemesganding this proposed financing. Timing of thepmee
financing will depend on market and other condsioRNM also received NMPRC authority to exercise tlto oneyear extension options under the P
Revolving Credit Facility. The PNMR Revolving Creéfacility also provides for two ongear extension options although NMPRC authoritgxercise them
not required.

Capital Requirements

Total capital requirements consist of constructapenditures and cash dividend requirements for RNfdmmon stock and PNM preferred stock.
activities in PNMR's current construction programlude:

« Upgrading generation resources and additional rabemenergy projec
« Expanding the electric transmission and distribugstem
¢ Purchasing nuclear fu

Projected capital requirements, including amourfeaded through June 30, 2012 , are:

2012 2013-2016 Total
(In millions)
Construction expenditures $ 286.: $ 1,011 $ 1,297.:
Dividends on PNMR common stock 44.¢ 184.¢ 229.¢
Dividends on PNM preferred stock 0.t 2.1 2.€
Total capital requirements $ 331 $ 1,197.¢ $  1,529.

The construction expenditure estimates are undetireong review and subject to ongoing adjustmestwell as to Board review and approval.
construction expenditures above do not include ansofor environmental upgrades at SIGS or Four €srthat may be required by EPA to address rec
haze or other environmental compliance requiremexltditional renewable resources that may be redquo meet the RPS, or additional peaking resout
may be needed to meet needs outlined in PNM's uliRP. Estimates for construction expendituregsenily do not include any significant expenditufee
environmental control facilities. See Note 9 andn@utments and Contractual Obligations below. Thiéitgtof PNMR to pay dividends on its common stds
dependent upon the ability of PNM and TNMP to ble ab pay dividends to PNMR. Note 5 of the Note€tmsolidated Financial Statements in the 2011 Al
Reports on Form 10-K describes regulatory and ectual restrictions on the payment of dividend$biM and TNMP.
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During the six months ended June 30, 20PANIMR met its capital requirements and constricérpenditures through cash generated from opesta
well as its liquidity arrangements.

In addition to the capital requirements for constinn expenditures and dividends, the Company bagterm debt that must be paid or refinance
maturity. Note 6 of the Notes to Consolidated FgianStatements in the 2011 Annual Reports on FOAK contains information about the maturities afd-
term debt. The Company has from time to time refoea or repurchased portions of its outstanding #efore scheduled maturity. Depending on me
conditions, the Company may refinance other dedsiaisces or make additional debt repurchases ifutines.

Liquidity

PNMR's liquidity arrangements include the PNMR Rew Credit Facility and the PNM Revolving Credhgcility that both expire in 2016 and
TNMP Revolving Credit Facility that expires in Deseer 2015. The PNMR Revolving Credit Facility hasirmncing capacity of $300.0 million, the P!
Revolving Credit Facility has a financing capaaify$400.0 million, and the TNMP Revolving Creditdidy has a financing capacity of $75.0 millionhé
Company believes the terms and conditions of itdifi@s are consistent with those of other investingrade revolving credit facilities in the ugilindustry.
Each of the facilities contains one financial coxety which requires the maintenance of dehteapial ratios of less than or equal to 65%. Thedg®s fo
PNMR and PNM reflect the present value of paymentier the PVNGS and EIP leases as debt.

These facilities provide shottrm borrowing capacity and also allow letters rafdit to be issued. Letters of credit reduce thalable capacity under t
facilities. The Company utilizes these credit fitieis and cash flows from operations to provided&ifior both construction and operational expendguilh
Company's business is seasonal with more revemesash flows from operations being generatedensttmmer months. In general, the Company religbe
credit facilities to be the initial funding sourfm construction expenditures. Accordingly, borrogé under the facilities increase over time. Dependn marke
and other conditions, the Company will periodicadiil long-term debt and use the proceeds to rethedorrowings under the credit facilities. Sherr
borrowings at PNMR ranged from $106.1 million ta4%11 million during the three months ended June2B@2and from $14.0 million to $141.1 million duri
the six months ended June 30, 2012 . PNM short-mmowings ranged from $38.8 million to $96.6 ioifl during the three months ended June 30, 2012
from $38.8 million to $167.9 million during the simonths ended June 30, 2012 . There were no bargswinder the TNMP Revolving Credit Facility durisig
months ended June 30, 2012 . At June 30, 2GM&rage interest rates were 2.00% for the PNMiRing Credit Facility and 1.75% for the PNM Reviolg
Credit Facility. PNMR also has a $5.0 million bideal line of credit expiring in August 2012 wittsigle financial institution.

The Company currently believes that its capitalunegnents can be met through internal cash geoeragixisting credit arrangements, and acce
public and private capital markets. To cover tHéedence in the amounts and timing of internal cgsheration and cash requirements, the Companydsitte
use shorterm borrowings under its current and future lidiyicarrangements. However, if difficult market cdiimhs experienced during the recent reces
return or worsen, the Company may not be able teszcthe capital markets or renew credit facilitiben they expire. Should that occur, the Compaayld
seek to improve cash flows by reducing capital egtares and exploring other available alternativéiso, PNM may consider seeking authorization tfoa
issuance of first mortgage bonds to improve actetise capital markets.

In addition to its internal cash generation, thenPany anticipates that it will be necessary to iobgalditional longterm financing to fund its capii
requirements during the 2012-2016 period. Thise¢@utlude debt refinancing, new debt issuancesoame:w equity.

The Company's ability to access the credit andta@amiarkets at a reasonable cost is largely depgngmn its:

. Ability to earn a fair return on its investme
. Results of operatiol

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

. Credit ratings

The credit ratings for PNMR, PNM, and TNMP were feeth under the heading Liquidity in the MD&A caited in the 2011 Annual Reports on F
10K. On April 13, 2012, S&P raised the corporate dreating for PNMR as well as the senior debt rgsiior PNMR and TNMP and the preferred stock r:
for PNM. S&P changed the outlook to stable foreifities. As of July 27, 2012 , ratings on the Camys securities were as follows:
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PNMR PNM TNMP
S&P
Senior secured debt * * BBB+
Senior unsecured debt BB+ BBB- *
Preferred stock * BB *
Moody's
Senior secured debt * * A3
Senior unsecured debt Bal Baa3 *
Preferred stock * Ba2 *
* Not applicable
A summary of liquidity arrangements as of July 2012 is as follows:
PNMR PNM TNMP PNMR
Separate Separate Separate Consolidated
(In millions)
Financing Capacity:
Revolving credit facility $ 300.C $ 400.C $ 75.C $ 775.(
Bi-lateral line of credit 5.C — — 5.C
Total financing capacity $ 305.C $ 400.C $ 75.C $ 780.C
Amounts outstanding as of July 27, 2012:
Revolving credit facility $ 1152 $ 795 $ — 3 194.7
Bi-lateral line of credit — — — —
Total short-term debt outstanding 115.2 79.5 — 194.7
Letters of credit 11.C 3.5 0.3 14.¢
Total short—term debt and letters of credit $ 126.: $ 83.C $ 03 $ 209.t
Remaining availability as of July 27, 2012 $ 178¢ $ 317.C $ 747 $ 570.f

The above table excludes intercompany debt. Thaireng availability under the revolving credit fiiés at any point in time varies based on a nun
of factors, including the timing of collections afcounts receivables and payments for construatidoperating expenditures.

For offerings of securities registered with the SPGIMR has a shelf registration statement expininlylarch 2014. This shelf registration statemers
unlimited availability and can be amended to ineltiditional securities, subject to certain retns and limitations. PNMR can also offer new sisao
common stock through the PNM Resources Direct Blader a separate SEC shelf registration staterhabiekpires in August 2012. PNMR anticipates tt
new shelf registration statement for the PNM ResesiDirect Plan will be filed before the currenea@xpires. PNM has a shelf registration statemantif tc
$440.0 million of senior unsecured notes that ®iipire in May 2014.

Off-Balance Sheet Arrangements

PNMR's offbalance sheet arrangements include PNM's operatasg obligations for PVNGS Units 1 and 2, the EdAsmission line, and Delta. Th
arrangements help ensure PNM the availability efelecost generation needed to serve customersMB&A - Off- Balance Sheet Arrangements and Note
the Notes to Consolidated Financial Statementsar2011 Annual Reports on Form 10-K. See Note @dalitional information concerning the EIP lease.

Commitments and Contractual Obligations

PNMR, PNM, and TNMP have contractual obligations ltmg-term debt, operating leases, purchase ditigs and certain other lorigrm liabilities
See MD&A - Commitments and Contractual Obligationthe 2011 Annual Reports on Form 10-K.
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Contingent Provisions of Certain Obligations

As discussed in the 2011 Annual Reports on Forri, IBNMR, PNM, and TNMP have a number of debt obligatiand other contractual commitme
that contain contingent provisions. Some of théseiggered, could affect the liquidity of the Cgany. In the unlikely event that the contingentuisgment:
were to be triggered, PNMR, PNM, or TNMP could kguired to provide security, immediately pay outdiag obligations, or be prevented from drawing
unused capacity under certain credit agreements. cbimtingent provisions also include contractuareases in the interest rate charged on certaithe
Company's shoiterm debt obligations in the event of a downgraderedit ratings. The Company believes its finaganangements are sufficient to meet
requirements of the contingent provisions. No cbods have occurred that would result in any ofaheve contingent provisions being implemented.

Capital Structure

The capitalization tables below include the curnewtturities of long-term debt, but do not includ®iterm debt and do not include operating I«
obligations as debt.

June 30, December 31,
2012 2011
PNMR
PNMR common equity 48.7% 48.2%
Preferred stock of subsidiary 0.2% 0.2%
Long-term debt 51.(% 51.4%
Total capitalization 100.(% 100.(%
PNM
PNM common equity 50.1% 49.7%
Preferred stock 0.5% 0.5%
Long-term debt 49.8% 49.£%
Total capitalization 100.(% 100.(%
TNMP
Common equity 60.2% 59.€%
Long-term debt 39.&% 40.2%
Total capitalization 100.(% 100.(%

OTHER ISSUES FACING THE COMPANY
Climate Change Issues

Backgrounc

In 2011, PNM's generating plants emitted approxaiyaf.1 million metric tons of CQ, which comprises the vast majority of its GHG. &mparisor
the total GHG in the United States in 2010, thedatyear for which EPA has published this data,ewapproximately 6.8 billion metric tons, of wh
approximately 5.7 billion metric tons were GO According to EPA data, electricity generatios@mted for approximately 2.3 billion metric tons,40%, of th
CO.emissions.

PNM has several programs underway to reduce GH@ ft® generating plants, thereby reducing its eMpo#$o climate change regulation. See Nott
In 2011, PNM completed construction of 22 MW oflityti scale solar generation located at five sites on RNiyistem throughout New Mexico. In April 20
PNM filed its 2013 Renewable Energy Plan, whichscdr an additional 20 MW of PNM-owned solar féadls to be in service by the end of 2013 and y@a-
PPA for the output of a 1B} geothermal facility to be in service by January2014. Additionally, PNM has a customer distrézlisolar generation progr:
that is expected to grow distributed solar from tdeMW installed at the end of 2011 to over 35 MWthe end of 2012. Once fully subscribed, the itistec
solar programs will reduce PNM's production fromadibfueled electricity generation by 82 GWh per yeddMPoffers its customers a comprehensive portfofi
energy efficiency and load management programs, wit
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an annual budget of over $17 million, that projedetricity savings in 2012 of an estimated 60 GWher the next 19 years, PNM projects the exparededg
efficiency and load management programs will previde equivalent of approximately 12,870 GWh otieity, which will avoid at least 6.1 million mét
tons of CO;based upon projected emissions from PNM's systéae-portfolio with and without these programs. 3aestimates are subject to change givel
it is difficult to accurately estimate avoidancecéese of the high uncertainty of many of the undegl variables and complex interrelationships betwvéos
variables, including changes in demand for eleitjric

Management periodically updates the Board on imptgation of corporate environmental policy and @@mpany's environmental managen
systems, promotion of energy efficiency and useeokewable resources. The Board is also adviseeofCompany's practices and procedures to asse
sustainability impacts of operations on the enwvinent. The Board regularly considers associatetessaround climate change, the Company's GHG exgs
and potential financial consequences that mightlré®m potential federal and/or state regulatdrGHG.

Approximately 81.9% of PNM's owned and leased getivgg capacity at December 31, 2011 consisted af op gasfired generation that produc
GHG, all of which is located within the United st The Company does not anticipate any direct déinfram any neaterm international accords. Based
current forecasts, the Company does not expeoutifsut of GHG from existing sources to increasaiicantly in the neaterm. Many factors affect the amo
of GHG, including plant performance. For examiflé?VNGS experienced prolonged outages, PNM mightdnjuired to utilize other power supply resou
such as gas-fired generation, which could incré&dé6. If new natural gafired generation resources are added to meet isetel@ad as anticipated in PNI
current IRP, GHG would be incrementally increasgetause of the Company's dependence on fhedid generation, any legislation that imposeamé br cos
on GHG will impact the cost at which electricity psoduced. While PNM expects to be entitled to vecahat cost through rates, the timing and outcof
proceedings for cost recovery is uncertain. In @aldi to the extent that any additional costs aovered through rates, customers may reduce deeianc
relocate facilities to other areas with lower eyezgsts, or take other actions that ultimately widlersely impact the Company.

Given the geographic location of its facilities acustomers, PNM generally has not been exposellet@ttreme weather events and other phy
impacts commonly attributed to climate change, wlith possible exception of periodic drought cond#i. Climate changes are generally not expectdwhve
material consequences in the near-term. Droughditions in northwestern New Mexico could impact thailability of water for cooling codlred generatin
plants. Water shortage sharing agreements haveibgsdace since 2004, although no shortage has 8eelared due to sufficient precipitation in thenSaal
basin. PNM also has a supplemental water contngaiieice with the Jicarilla Tribe to help addresg aater shortages from primary sources. The con&uire:
on December 31, 2016. TNMP has operations in thé ¢ast area of Texas, which experiences peribdigicanes and drought conditions. In additio
potentially causing physical damage to TNMP owreadlities, which disrupt the ability to generatertsmit, and/or distribute energy, hurricanes eamporarily
reduce customers' usage and demand for energy.

EPA Regulatior

In April 2007, the U.S. Supreme Court held that HiR& the authority to regulate GHG under the CAAis decision heightened the importance of
issue for the energy industry. In December 200®A Eeleased its endangerment finding stating thattmospheric concentrations of six key greenhgase
(CO ., methane, nitrous oxides, hydrofluorocarbons, Iperbcarbons, and sulfur hexafluoride) endangerphilic health and welfare of current and fu
generations.

In May 2010, EPA released the final PSD and Titi&kéenhouse Gas Tailoring Rule to address GHG ftationary sources under the CAA permit
programs. The purpose of the rule is to “tailthr® applicability of two programs, PSD and Titleperating permit programs, to avoid impacting roib of sma
GHG emitters. The rule focuses on the largest ssuoé GHG, including fossiueled electric generating units. This program ently covers new constructi
projects that emit GHG of at least 100,000 tonsymar (even if PSD is not triggered for other p@lhis). In addition, modifications at existing fd@s tha
increase GHG by at least 75,000 tons per yearheilsubject to PSD permitting requirements, evahdf do not significantly increase emissions of athe
pollutant. EPA had indicated in its original taitay rule that it might extend PSD regulation to 8eraemission sources. However, on July 3, 2012A Efalized
the third phase of the rule by keeping the perngtthresholds where they are. All of PNM's fo$séled generating plants are potentially subje¢heotailoring
rule because of the magnitude of MBRIG, but the existing plants do not have any culygrlanned projects that would trigger PSD perimgitfor GHG. Any
newly constructed power plant would likely be subj® the Tailoring Rule.
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On June 26, 2012, the U.S. Court of Appeals forDirict of Columbia Circuit rejected challengesBEPA's 2009 GHG endangerment finding, C
emission standards for light-duty vehicles, PS2rmtetive Memorandum (EPA's salled GHG "Timing Rule"), and Tailoring Rule. TBeurt found that EPA
endangerment finding and its ligttty vehicle rule "are neither arbitrary nor cajmiss,” that "EPA's interpretation of the governi@#\A provisions i
unambiguously correct," and that "no petitioner standing to challenge the Timing and Tailoring d®ul

On March 27, 2012, EPA issued its proposed carhmlutpn standards for the emission of GHG from nfassilfueled electric generating ur
(“EGUSs"). The proposed NSPS sets a limit of 1,000 ,/MWh and covers newly constructed fodsitled EGUs that are larger than 25 MW. The progd
limit is based on the performance of natural gashioed cycle technology. Therefore, céisdéd power plants would likely only be able to galgnwith the
standard by using carbon capture and sequestraiitimology. The proposed rule includes an exemgtosimple cycle EGUs. However, during the comr
period, EPA solicited comments on whether to ditug éxemption and instead exempt any fossil-fueléd) Ehat limits electric generation to otfgrd of its
annual generating capacity. The proposed rule, ritteemny does not include limits that apply to eixigtpower plants, or proposed plants that alreaaiyehe
complete preconstruction permit and commence coctstn within 12 months of the issuance of the psaal rule. In a separate future action, EPA walli¢
existing sources C@emission guidelines. The proposal is the first N&38ed for CQ, and although it is limited to new sources, it patential farreaching
implications for the utility industry. When fina#d, the standard could serve as Best Available rGomiechnology analysis for PSD permitting for n&#G
sources under the tailoring rule. It is not cledrether this standard might also apply to existiogrees making major modifications that would reguire-
construction permits under the tailoring rule, bampletion of the proposed NSPS for new EGUs isesepuisite for EPA to promulgate GHG standard:
existing sources. The proposed rule was publishélde Federal Register on April 13, 2012. EPA atmggomment on the proposed rule through June®®.2

EPA regulation of GHG from large stationary souradlsimpact PNM's operations due to its reliancefossilfueled electric generation. The impac
PNM is unknown because the regulatory requirements,ding Best Available Control Technology img@itoons and NSPS requirements, are still develo
Impacts could involve investments in efficiency moypements and/or control technologies at the fdasilled generating plants. Although there are
commercially viable GHG control technologies atsthime, such technologies may become viable inftitere. It is also possible that the costs of :
improvements or technologies could impact the esoawiability of some plants.

Federal Legislatior

Prospects for enactment of legislation imposinge@a or enhanced regulatory program to address @imlaange in the current Congress are unli
although Congress could address these issuesitatra fime. Instead, EPA is the primary venue fetGaregulation in the near future.

The Company has assessed, and continues to absesapacts of potential climate change legislatomegulation on its business. This assessm
preliminary, and future changes arising out ofldwslative or regulatory process could impactaksessment significantly. The Company's assessnubnde:
assumptions regarding the specific GHG limits,ttheng of implementation of these limits, the lewélemissions allowances allocated and the lealrust b
purchased, the development of technologies forwabk energy and to reduce emissions, the cosiafséons allowances, the degree to which offsetg e
used for compliance, and provisions for cost comteint. Moreover, the assessment assumes variokgtmeactions such as with respect to the priamaf an
gas and regional plant economics. These assunsptibiest, are preliminary and speculative. Howebased upon these assumptions, the enactmelitnatte
change legislation would likely, among other thingssult in significant compliance costs, includsignificant capital expenditures by the Compamgd eoulc
jeopardize the economic viability of certain getieg facilities. See Note 9. In turn, these conmegres would lead to increased costs to custonmersaulc
affect results of operations, cash flows, and fai@ncondition if the incurred costs are not fuligcovered through regulated rates. Higher ratesdcalsc
contribute to reduced demand for electricity. T@mpany's assessment process is ongoing, but étimprary and speculative at this time for the megful
prediction of financial impact.

State and Regional Activity

Pursuant to New Mexico law, each utility must subam IRP to the NMPRC every three years to evaluenewable energy, energy efficiency, |
management, distributed generation, and conventgrpply-side resources on a consistent and comparable bEsEsIRP is required to take into considere
risk and uncertainty of fuel supply, price volasiliand costs of anticipated environmental regoletiwhen evaluating resource options to meet supgdyls ¢
the utility's customers. The NMPRC issued an omelune 2007, requiring that New Mexico utilitieetor a standardized cost of carbon emissionsthmto
IRPs using prices ranging between $8 and $40 p&iatien of CO,emitted and escalating these costs by 2.5% per yéader
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the NMPRC order, each utility must analyze theseddrdized prices as projected operating costfied®ieg the developing nature of this issue, tHdmRC
order states that these prices may be changeae iiutitre to account for additional information diaaged circumstances. However, PNM is requiragséothes
prices for purposes of its IRP, and the prices mayreflect the costs that it ultimately will incuPNM's IRP filed with the NMPRC on July 18, 20(Note 10
showed that while consideration of the NMPRC regplicarbon emissions costs did not significantlyngeathe resource decisions regarding future faslibve
the next 20 years, it did slightly impact the pobgel inservice dates of some of the identified resourddach higher GHG costs than assumed in the NM
analysis are necessary to impact future resourcisidas. The primary consequence of the standatdipst of carbon emissions was an increase to ggoe
portfolio costs.

In 2007, seven western states, including New Mexacm three Canadian provinces entered into arréccalled the Western Regional Climate Ac
Initiative (the “WCI"), to reduce GHG from automobiles and certain indesfrincluding utilities. The WCI released desigpommendations for elements «
regional cap-andrade program in September 2008 and created sesibabmmittees to develop detailed implementatemommendations. Under the W
recommendations, GHG from the electricity sectat fossil fuel consumption of the industrial and eoercial sectors would be capped at then curreeidean:
subject to regulation starting in 2012. Over tipmducers would be required to reduce their GH@plementation of the design elements for GHG ré&dne
would fall to each state and province.

On June 4, 2010, the NMED filed a petition with i for the adoption of rules required to implerhaWWCI cap-andrade program. A hearing w
held in September 2010. On November 2, 2010, tt& dflproved the NMED's proposal to institute a reglocap-andrade rule that would affect sour:
regulated by NMED that emit more than 25,000 metits of CO, per year. The cap would start with an emissionglbes established in 2011. NMED wo
grant allowances for free to regulated sourcesasetheir baseline and a 2% annual reduction.rtferoto take effect, New Mexico and California n
recognize each other as trading partners undeYM@e regional trading program, which has not ocodr®n October 20, 2011, the California Air Resos
Board adopted a final cap-at@dde regulation that calls for quarterly aucti@misGHG allowances starting in November 2012. Alseveral market elemel
including allowance tracking and a trading marketstrbe established by WCI. The EIB adopted the ggeg rule in December 2010. PNM appealed the
decision and after various legal proceedings, tiBevbted to repeal the cap-and-trade program reigulan February 6, 2012. New Energy Economy (“NEEB”
nonprofit environmental advocacy organization, and WesResource Advocates filed a joint notice ofegf the EIB's decision with the New Mexico Cq
of Appeals on April 6, 2012.

In April 2011, NEE moved to intervene in PNM's agpevhich motion was denied by the New Mexico CafrAppeals. After further procedural st
in the Court of Appeals, NEE filed a Writ of Supgending Control in the New Mexico Supreme Courdume 2011 and also sought to vacate the remarme
entered by the Court of Appeals. After oral argutnéme Supreme Court held on July 27, 2011 that MBE the right to be a party on appeal. Howeve
remand of PNM's appeal, in which NEE is now an dpperemains in effect.

In December 2008, NEE petitioned the EIB to amexidtiag regulations and adopt new regulations thatld reduce GHG from certain sour
regulated by the State of New Mexico. Followingemsive litigation regarding the EIB's authority regulate GHG, which did not resolve the issue
rulemaking hearing on the NEE petition conclude®atober 2010. On December 8, 2010, the EIB adopteddified version of the petition. The modificets
pushed the effective date to January 1, 2013 omsimths after NMED's cap-arthde rule described above is no longer in fordeichever is later. PNM file
testimony in the rulemaking hearing estimating ¢bst of electricity to PNM's customers would inaedy approximately $8 million each year over ther
year if the NEE's proposed rule is adopted. PNMeafgl the EIB's decision and, after various legatg@edings, the EIB voted to repeal the NEE rulé/anct
16, 2012. NEE and Western Resource Advocatesdileiht notice of appeal of the EIB's decision wvitik New Mexico Court of Appeals on May 31, 2012.

The status of the NMED cap-atidde rule and the NEE rule is currently uncereaid it is possible the EIB, the courts, or thedigure might tak
further action on them. In addition, the GovernbNew Mexico established a sméillisiness task force to review recent regulatioostlshafter her inauguratio
The task force issued its recommendations on Apr2011. The recommendations include changing Nexidb's status in the WCI from participant to olbse
and revising the cap-artdade rule approved in November 2010. New Mexiceadonger a participant in the WCI. However, that& is continuing to work wi
other states and provinces on other North Ameratiamate initiatives and clean energy policies ammdtsgies.

Transmission Issues

FERC has pending numerous notices of inquiry afdenraking dockets related to transmission issuesh &actions may lead to changes in FE
administrative rules or ratemaking policy, but haeetime frame in which action must be taken or a
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docket closed with no further action. Further, snotices and rulemaking dockets do not apply $grict PNM, but will have industryvide effects in that the
will apply to all FERCregulated entities. The Company monitors and ddtdmmits comments taking a position in such notames rulemaking dockets or r
join in larger group responses. The Company oftemot determine the full impact of a proposed and policy change until the final determinatiommade b
FERC and PNM is unable to predict the outcome es¢hmatters.

On November 24, 2009, FERC issued Order 729 appgdwo Modeling, Data, and Analysis Reliability Stéards (“Reliability Standards§ubmitted b
NERC- MOD-001-1 (Available Transmission System Capapiland MOD-029-1 (Rated System Path MethodoloBgth MOD-001-1 and MOD-029-require
a consistent approach, provided for in the ReligbBtandards, to measuring the total transmissepability (“TTC”) of a transmission path. The TTC le
established using the two Reliability Standardslataasult in a reduction in the available transmoisscapacity currently used by PNM to deliver gextien
resources necessary for its jurisdictional load fandulfilling its obligations to third-party ussrof the PNM transmission system.

During the first quarter of 2011, at the requesPbiM and other southwestern utilities, NERC adviaktdransmission owners and transmission se
providers they have delayed the implementation afipns of the MODO29 methodology for "Flow Limited" paths until sutime as a modification to t
standard can be developed that will mitigate tlriecal concerns identified by the transmission essnand transmission service providers. PNM anér
western utilities filed a Standards Action Requeih NERC in the second quarter of 2012. Severahtm®to over a year will likely be required to pess th
request through the NERC's standards developmenégs.

In July 2011, FERC issued Order 1000 adopting requirements for transmission planning, cost aliocatand development. Order 1000 will req
significant changes in transmission planning anst etlocation mechanisms in the western region ittdlides PNM. The impacts of the new requiremerf
Order 1000 relating to future transmission develeptrand ownership on PNM are uncertain. Much efwork needed to be able to comply must be dotiee
subregional level and PNM is working through West@ect in developing both its own and regional coamgle filings. Compliance filings to address
western and regional requirements are due in Oc@®E2 and April 2013.

Financial Reform Legislation

In July 2010, the Dodé&rank Wall Street Reform and Consumer Protectiot) ¥hich is intended to improve regulation of ficgal markets, was sign
into law. Although many of the rules required toplement the legislation have not yet been finalizéed U.S. Commodity Futures Trading Commis
("CFTC") has published final rules defining sevekal terms related to the act, including the esdr exception to the clearing requirement for swaphe
Company expects to qualify for the easler exception and expects to be able to comply igtrequirements within the time frame requirgudtte CFTC. Th
Company continues to evaluate developments regattis legislation and cannot predict the ultimatpact it may have on the Compasyinancial conditior
results of operations, cash flows, or liquidity.

Other Matters

As discussed under Employees in Item 1. Busine#iir2011 Annual Reports on Form KQat December 31, 2011, PNM Electric had 635 eygss it
its power plant and operations areas covered bgllactive bargaining agreement with the IBEW thaswentered into in May 2009. PNMR has no ¢
employees represented by unions. Negotiations foew agreement with the IBEW began on Januar2@02. In the negotiations, PNM focused its eff
towards meeting four objectives: improved safetyntinued compliance, continued reliability, andtcmanagement. The IBEW and PNM reached a ten
agreement on July 7, 2012 for the period of Julg@2 to April 30, 2015. The tentative agreementuides wage increase provisions of 2% effectivg J\
2012, May 1, 2013, and May 1, 2014. The tentatigeeement was ratified by the IBEW on July 27, 200t wages and benefits for all PNM employees
are members of the IBEW are typically includedhe tates charged to electric customers, subjeagppooval of the NMPRC.

See Notes 9 and 10 herein and Notes 16 and 12ia0hl Annual Reports on Form KOfor a discussion of commitments and contingenaied rate ar
regulatory matters.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES
The preparation of financial statements in accardamith GAAP requires Company management to seledtapply accounting policies that best pro
the framework to report the results of operationd financial position for PNMR, PNM, and TNMP. Thkelection and application of those policies rec
management to make difficult, subjective, and/anptex judgments concerning reported amounts ofmeseand expenses during the reporting period a

reported amounts of assets and liabilities at #ite df the financial statements. As a result, tlesists the likelihood that materially different aomts would b
reported under different conditions or using diéfgrassumptions.

As of June 30, 2012 , there have been no significiaanges with regard to the critical accountinticpes disclosed in PNMR’s, PNM’s, and TNMP2811
Annual Reports on Forms 10- The policies disclosed included unbilled revesiuegulatory accounting, impairments, decommiss@rtosts, derivative
pension and other postretirement benefits, accogifitir contingencies, income taxes, and market risk

MD&A FOR PNM
RESULTS OF OPERATIONS
PNM operates in only one reportable segment, PN&dtEE, as presented above in Results of Operat@mmBNMR.
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 TNMP's expectatipngjections, estimates, intentions, goals, targete
strategies are made pursuant to the Private Siesutittigation Reform Act of 1995. Readers are wmed that all forwardeoking statements are based u
current expectations and estimates. PNMR, PNM,TafldP assume no obligation to update this informatio
Because actual results may differ materially frdrase expressed or implied by these forwlanking statements, PNMR, PNM, and TNMP cau
readers not to place undue reliance on these statesnPNMR's, PNM's, and TNMP's business, finarmmabition, cash flow, and operating results aftiéncec

by many factors, which are often beyond their ainthat can cause actual results to differ fromsthexpressed or implied by the forwéwdking statement
These factors include:

. The ability of PNM and TNMP to recover costs antheadlowed returns in regulated jurisdictit

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

. State and federal regulatory, legislative, andgiadlidecisions and actions on ratemaking, tax,@hdr mattet

. State and federal regulation or legislation retatio environmental matters, including the resuli@dts of compliance and other impacts or
operations and economic viability of PNM's genegiplants

. The risk that recently enacted reliability standarelgarding available transmission capacity anérdffERC rulemakings may negatively img
the operation of PNM's transmission system

. The performance of generating units, transmissi@tess, and distribution systems, which could bgatieely affected by operational isst
extreme weather conditions, terrorism, and cybemstycbreaches

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

. Changes in price and availability of fuel and waiepplie:

. Uncertainties surrounding the mine fire incidenth&t mine supplying coal to SJ

. Uncertainty surrounding the status of PNM's ipgoation in jointly-owned generation projects resulting from the scleeblexpiration of th
operational agreements for the projects

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

. Regulatory, financial, and operational risks inim¢iia the operation of nuclear facilities, includispent fuel disposal uncertain
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. Uncertainty regarding the requirements and relatets of decommissioning power plants and coal snéupplying certain power plants, as \
as the ability to recover decommissioning costmfoustomers

. The impacts on the electricity usage of the Com|saoystomers due to performance of state, regi@mal,national economies and mande
energy efficiency measures, weather, seasonatityptgher changes in supply and demand

. The Company's ability to access the financial matkiecluding disruptions in the credit marketsjats by ratings agencies, and fluctuatior
interest rates

. The potential unavailability of cash from PNMR'dsidiaries due to regulatory, statutory, or cortrakrestriction

. The impacts of decreases in the values of marketdplity securities maintained to provide for nacléecommissioning and pension and ¢
postretirement benefits

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

. The outcome of legal proceedings, including theetxof insurance covers

. Changes in applicable accounting princi

Any material changes to risk factors occurring refite filing of PNMR’s, PNM'’s, and TNMP’s 2011 AnaliReports on Form 1B-are disclosed in Ite
1A, Risk Factors, in Part Il of this Form 10-Q.

For information about the risks associated with dlse of derivative financial instruments, see lt&nfQuantitative and Qualitative Disclosures Ak
Market Risk.”

SECURITIES ACT DISCLAIMER

Certain securities described or crosferenced in this report have not been registergtkr the Securities Act of 1933, as amended, pistate securitie
laws and may not be reoffered or sold in the Un&ates absent registration or an applicable exemfrom the registration requirements of the Siiasr Act of
1933 and applicable state securities laws. ThisnF0-Q does not constitute an offer to sell orgblécitation of an offer to buy any securities.

WEBSITES

The PNMR websitewww.pnmresources.comis an important source of Company informationwNe updated information for public access is noeity
posted. PNMR encourages analysts, investors, @il imterested parties to register on the weltsisutomatically receive Company information bgnei. This
information includes news releases, notices of wasts; and filings with the SEC. Participants casubnscribe at any time and will not receive inforioatha
was not requested.

Our Internet addresses are:

. PNMR: www.pnmresources.cc
o PNM: www.pnm.con

TNMP: www.tnmp.con

The contents of these websites are not a parti®fftrm 10-Q. The SEC filings of PNMR, PNM, and TRMncluding annual reports on Form KO-
quarterly reports on Form 10-Q, current reportsFonm 8K, and amendments to those reports filed or fuedshursuant to Section 13(a) or 15(d) of
Exchange Act, are accessible free of charge orPiigIR website as soon as reasonably practicable thity are filed with, or furnished to, the SEC.eSt
reports are also available in print upon requeshfPNMR free of charge.

Also available on the Company's websitevatw.pnmresources.com/investors/governance.anchin print upon request from any shareholdeoare

. Corporate Governance Princig
. Code of Ethics Do the Right Thing-Principles of Business Conduct
. Charters of the Audit and Ethics Committee, Nomimatand Governance Committee, Compensation and HuResources Committee, ¢

Finance Committee

The Company will post amendments to or waivers fisncode of ethics (to the extent applicable ® @ompany's executive officers and directors) s
website.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

In the normal course of business, PNMR and itsididries are exposed to a variety of market risharket risk is the potential loss or gain that noagul
as a result of changes in the market or fair valua particular instrument or commodity. All finaatand commodityelated instruments, including derivativ
are subject to market risk. The Company had nortgalansactions during the year ended Decembe2@l1 and the six months ended June 30, 2012 .

The Company controls the scope of its various foohsisk through a comprehensive set of policies anocedures and oversight by senior |
management and the Board. The Bosrlinance Committee sets the risk limit parameféhe RMC, comprised of corporate and business segofécers
oversees all of the risk management activitiesctvimclude commodity risk, credit risk, interesteraisk, equity risk, and business risk. The RMG beersigtr
for the ongoing evaluation of the adequacy of tis& control organization and policies. The Compdmas risk control organizations, which are assi
responsibility for establishing and enforcing thaiges, procedures, and limits and evaluatingrtbles inherent in proposed transactions, on anrgnsewide
basis.

The RMC's responsibilities include: establishment of pelcregarding risk exposure levels and activitiesaoh of the business segments; author|
approve the types of derivatives entered into; @utihto establish a general policy regarding ceuparty exposure and limits; authority to approré eevise th
corporate risk policy; authorization and delegatafntransaction limits; review and approval of cofg and procedures for derivative activities; eswvianc
approval of models and assumptions used to catutetrk-tomarket and market risk exposure; authority to apprand open brokerage and countery
accounts for derivatives; review of hedging and @stivities; the extent and type of reporting ® [performed for monitoring of limits and positioranc
quarterly reporting to the Audit and Finance Conteai$ on these activities. The RMC also proposkdinmts to the Finance Committee for its approval.

It is the responsibility of each business segmentreate its own control procedures and policiethiwithe parameters established by the Corp
Financial Risk Management Policy, approved by thCR The RMC reviews and approves these policieschvare created with the assistance of the
Management Department and the Vice President amdslrer. Each business segmemlicies address the following controls: authediznstruments ai
markets; authorized personnel; policies on segi@yadf duties; policies on mark-tmarket accounting; responsibilities for deal cagtuconfirmatiol
responsibilities; responsibilities for reportingudts; statement on the role of derivative traneast and limits on individual transaction sizerinal value).

Commodity Risk

PNMR is exposed to the impact of changes in prizeehergy and energglated products, which is partially mitigated bMMR's use of commodi
derivatives. To the extent an open position exfiistuating commaodity prices can impact finaneidults and financial position, either favorablyuafavorably
As a result, the Company cannot predict with cetyaihe impact that its risk management decisioay mve on its businesses, operating resultsnandia
position.

Information concerning accounting for derivativesl ahe risks associated with commodity contractetsforth in Note 4. Note 4 also contains a suny
of the fair values of mark-to-market energy reladedvative contracts included in the CondensedsGlidiated Balance Sheets.

The following table details the changes in PNMRes$ asset or liability balance sheet position forkvta-market energy transactions other than cash
hedges:

Six Months Ended

June 30,
2012 2011
Economic Hedges (In thousands)
Sources of fair value gain (loss):
Net fair value at beginning of period $ (356) $ (22,97H
Amount realized on contracts delivered during prio (3,079 5,57¢
Changes in fair value 1,09¢ 1,42(
Net mark-to-market change recorded in earnings (1,97¢) 6,99¢
Net change recorded as regulatory assets andtiiedil 95 (399)
Unearned/prepaid option premiums — 1,66€
Settlement of de-designated cash flow hedges — 25C
Net fair value at end of peri $ (2239 $ (14.46)
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The following table provides the maturity of PNMRet assets (liabilities) other than cash flowgesd giving an indication of the calendar year irich
these mark-to-market amounts will settle and gerdise) cash.

Fair Value of Mark-to-Market Instruments at June 30, 2012

Settlement Dates
2012 2013 2014 2015 2016
(In thousands)

Economic hedges

Prices actively quoted $ 12 $ — $ — 3 — $ —
Prices provided by other external
sources 1,25¢ (1,149 (1,439 (699) (342)
Prices based on models and other
valuations — — — — —
Total $ 1,38 $ (1,249 $ (1,439 $ (699) $ (342)

During the year ended December 31, 2011 and thensiths ended June 30, 201PNMR had no commodity derivative instruments gieaied as ca:
flow hedging instruments.

PNM measures the market risk of its loegm contracts and wholesale activities using a \taRulation to measure price movements. The
calculation reports the possible market loss ferrdspective transactions. This calculation is ¢hasethe transactiog’fair market value on the reporting d
PNM utilizes the Monte Carlo VaR simulation modethwa 95% confidence level and a three day holgiagod. The Monte Carlo model utilizes a ranc
generated simulation based on historical volatilitgenerate portfolio values. For example, if MaRalculated at $10.0 million, it is estimatedttima950 out o
1,000 market simulations the pi@ loss in liquidating the portfolio would not e»ed $10.0 million in the three days that it wowKe to liquidate the portfoli
The quantitative risk information, however, is lted by the parameters established in creating thaem

PNM measures VaR for all transactions that aredivettly asset-related and have economic risk. RNdvhot have any noasset backed transactions
the six months ended June 30, 2012 and 2011 . Rbiivhzeasures VaR for the positions in its wholepalgfolio.

First Choice measured the market risk of its retales commitments and supply sourcing activite@agia GEaR calculation to monitor potential
exposures related to taking contracts to settlemedta VaR calculation to measure sherth market price impacts. Because of its obligatmserve custome
First Choice was required to take certain contrezisettlement. Accordingly, a measure that evallighe settlement of First Choice's positions agjaarning
provided management with a useful tool to manag@adirtfolio. Over a rolling 12 month period, FiBhoice used a hold-tovaturity at risk calculation for i
GEaR measurement. The calculation utilized a M@w#do simulation with a 95% confidence level anddirg each position to settlement. The quantitatisk
information, however, was limited by the parametstablished in creating the model.

First Choice utilized a VaR measure to manage #sket risk. The VaR limit was based on the samal fportfolio approach as the GEaR meas
however, the VaR measure was intended to captereffacts of changes in market prices over theofiféne total portfolio and was intended to captine effect
of changes in market prices over a three day hgldariod. The VaR calculations utilized a MontelGaimulation at a 95% confidence level.

The Company's risk measures are regularly monitbsethe Company's RMC. The RMC has put in placegdares to ensure that increases in
measures that exceed the prescribed limits arewed and, if deemed necessary, acted upon to redposures. VaR or GEaR limits were not exceedeihg
the six months ended June 30, 2012 or 2011 .

The VaR and GEaR limits represent an estimateeptitential losses that could be recognized orCtirapanys portfolios, subject to market risk, gi\
current volatility in the market, and are not neee#y indicative of actual results that may occsince actual future gains and losses will diffemf thos
estimated. Actual gains and losses may differ duactual fluctuations in market prices, operatirgasures, and the timing thereof, as well as chaubgehe
underlying portfolios during the year.
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Credit Risk

PNMR is also exposed to credit risk from its retaitl wholesale customers, as well as counterpactigsrivative instruments. Credit risk relatestte risk
of loss resulting from counterparties' nonperforowrf their contractual obligations. The Companwydiets counterparty risk analysis across bus
segments and uses a credit management procesess alse financial conditions of counterpartiegd@rexposure is regularly monitored by the RMCe RMC
has put procedures in place to ensure that incseaseredit risk that exceed the prescribed linaits reviewed and, if deemed necessary, acted upogdtic:

exposures.

The following table provides information relatedROIMR’s credit exposure as of June 30, 20The table further delineates that exposure byctbdi
worthiness (credit rating) of the counterpartied provides guidance as to the concentration oficristf to individual counterparties. The PVNGS &i@ lessc
notes are not exposed to credit risk, since theshate repaid as PNM makes payments on the unugilyases. Other investments (Note 4) primarilytar

credit related and have no significant counterpast/.

Rating &

External ratings:
Investment grade
Non-investment grade

Internal ratings:
Investment grade
Non-investment grade

Total

@ The rating “Investment Grade” is for counterpartidgth a minimum S&P rating of BBBer Moody's rating of Baa3. If the counterparty pasvidec
a guarantee by a higher rated entity (e.g., iteqg@rdetermination is based on the rating of itargntor. The category “Internal Ratingsivestmer
Grade” includes those counterparties that arenathr rated as investment grade in accordance thighguidelines established in the Company’

credit policy.

@ The Credit Risk Exposure is the gross credit expgsimcluding longierm contracts (other than full requirements custm)) forward sales, a
short-term sales. The exposure captures the amfronigeceivables/payables for realized transastidelivered and unbilled revenues, and mark-to-
market gains/losses (pursuant to contract termg)sssexposures can be offset according to legalfgreeable netting arrangements but are
reduced by available credit collateral. Credit &@tal includes cash deposits, letters of cred, garental guarantees received from counterps
Amounts are presented before the application ol swedit collateral instruments. At June 30, 20NMR held no credit collateral to offset

credit exposure.

The Company provides for losses due to market asditaisk. Net credit risk for the Company'’s lasgjeounterparty as of June 30, 201&s $5.4 millior

which is due from a full requirements customer.

Interest Rate Risk

The Company has long-term debt which subjects ihéorisk of loss associated with movements in miaikterest rates. The majority of the Company’
long-term debt is fixedate debt and does not expose earnings to a nisfoofrloss due to adverse changes in market isteetes. However, the fair value
PNMR’s consolidated longerm debt instruments would increase by 2.62% 56 ®million, if interest rates were to decline3ybasis points from their levels
June 30, 2012 In general, an increase in fair value would imipaarnings and cash flows to the extent not reahlerin rates if all or a portion of d¢
instruments were acquired in the open market poidneir maturity. TNMP has long-term debt of $5million that bears interest at a variable

Schedule of Credit Risk Exposure
June 30, 2012

Number of

Net
Exposure of

Credit Risk  Counter-parties Counter-parties

Exposure®

>10%

>10%

$ 2,23(

442

$ 2,67z
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(Dollars in thousands)

$ 2,02¢

$ 2,02¢
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rate. However, TNMP has also entered into a hedgimangement that effectively results in this deddring interest at a fixed rate, thereby elimimginteres
rate risk. At July 27, 2012 , PNMR had $194.7 roilliof consolidated short-term debt outstanding uitderevolving credit facilities and Bateral line of credi
which allow for a maximum aggregate borrowing catyaaf $780.0 million. These facilities bear intstat variable rates and the Company is exposadedres
rate risk to the extent of future increases inatalg interest rates.

The securities held by PNM in the NDT had an ed#aidair value of $178.8 million at June 30, 2018 which 44.1% were fixedate debt securities tt
subject PNM to risk of loss of fair value with mawents in market interest rates. If interest ratesewo increase by 50 basis points from their Eee¢lune 3C
2012, the decrease in the fair value of the firad-securities would be 2.7%, or $2.1 million. "Mé&NGS and EIP lessor notes, described above,cirexpose
to interest rate risk. PNM and TNMP do not diregttgover or return through rates any losses orsgainthe securities, including equity investmerissukse
below, in the trusts for nuclear decommissioningwdver, the overall performance of these trustsdoger into the periodic determinations of expesrs
funding levels, which are factored into the ratekimg process to the extent applicable to regulatpdrations. PNM is at risk for shortfalls in fungdiof
obligations due to investment losses, including¢hfsom the equity market risks discussed belothéoextent not ultimately recovered through ratesrged t
customers.

Equity Market Risk

The NDT holds certain equity securities at JuneZXL2. These equity securities expose PNM to lossesimvhlue should the market values of
underlying securities decline. At June 30, 201l2e equity securities held in the NDT were valaé&97.0 million. A hypothetical 10% decrease dquity price:
would reduce the fair values of these funds by $8llion.

ITEM 4. CONTROLS AND PROCEDURES
Evaluation of disclosure controls and procedures

As of the end of the period covered by this quirtaport, each of PNMR, PNM, and TNMP conducteceaaluation under the supervision and with
participation of its management, including its Ghiexecutive Officer and Chief Financial Officer, tie effectiveness of the design and operationhe
disclosure controls and procedures (as definedileRl3a-15(e) and 15k6(e) under the Securities Exchange Act of 1934se8 upon this evaluation, the C

Executive Officer and the Chief Financial Officdremch of PNMR, PNM, and TNMP concluded that theeltisure controls and procedures are effective.

Changes in internal controls
There have been no changes in each of PNMR’s, PNt TNMP's internal control over financial rejiogt(as such term is defined in Rules 1%H¥f)
and 15d-15(f) under the Securities Exchange Ac1284) during the quarter ended June 30, 22 have materially affected, or are reasonaliglyi tc
materially affect, each of PNMR’s, PNM's, and TNBIRiternal control over financial reporting.
PART Il - OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

See Notes 9 and 10 in the Notes to Condensed Gdatsal Financial Statements for information relaiedhe following matters, for PNMR, PNM, &
TNMP, incorporated in this item by reference.

. Regional Haze SJG¢

. Regional Haze +our Corner

. SJGS Operating Permit Challel

. Citizen Suit Under the Clean Air 2
. Navajo Nation Environmental Isst
. Four Corners New Source Revi

. Endangered Species ¢

. Santa Fe Generating Stat

. Coal Combustion Byproducts Waste Dispos8lefra Club Allegatior
. PVNGS Water Supply Litigatic

. San Juan River Adjudicati
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. Begay v. PNM et i

. Transmission Issu

. PNM —Emergency FPPA

. PNM —Renewable Portfolio Stand:

. PNM — Energy Efficiency and Load Managemeifiisincentives/Incentives Add
. PNM —2010 Electric Rate Ca

. PNM —Transmission Rate Ce

. PNM — FirmRequirements Wholesale Customer Rate

. TNMP —Interest Rate Compliance Ta

. TNMP —Advanced Meter System Deployment and Surcharge é&

. TNMP —Remand of ERCOT Transmission Rates for 1999 an@

See also Climate Change Issues under Other IsswwgsgRthe Company in MD&A. The third, fourth, anfiif paragraphs under State and Regional
Activity are incorporated in this item by reference

ITEM 1A. RISK FACTORS

As of the date of this report, there have been material changes with regard to the Risk Factorslaéed in PNMR’s, PNM’s, and TNMB’Annua
Reports on Form 10-K for the year ended Decembg2@11 .

ITEM 6. EXHIBITS

3.1 PNMR Articles of Incorporation of PNM Resoess¢as amended to date (incorporated by reference t
Exhibit 3.1 to PNMR’s Current Report on Form 8-kl November 21, 2008)

3.2 PNM Restated Atrticles of Incorporation of PN&8 amended through May 31, 2002 (incorporated by
reference to Exhibit 3.1.1 to the Company’s QuértReport on Form 10-Q for the quarter
ended June 30, 2002)

3.3 TNMP Articles of Incorporation of TNMP, as anded through July 7, 2005 (incorporated by refezen
to Exhibit 3.1.2 to the Company’s Quarterly RepmrtForm 10-Q for the quarter ended June 30,
2005)

3.4 PNMR Bylaws of PNM Resources, Inc. with aflendments to and including December 8, 2009

(incorporated by reference to Exhibit 3.1 to PNMRIsrrent Report on Form 8-K filed
December 11, 2009)

35 PNM Bylaws of PNM with all amendments to ancluding May 31, 2002 (incorporated by reference
to Exhibit 3.1.2 to the Company’s Report on ForraQ or the fiscal quarter ended June 30,
2002)

3.6 TNMP Bylaws of TNMP, as amended effectiveel@f, 2011 (incorporated by reference to Exhilgit 3.

to the Company's Quarterly Report on Form 10-QHerquarter ended September 30, 2011)

12.1 PNMR Ratio of Earnings to Fixed Charges
12.2 PNM Ratio of Earnings to Fixed Charges
12.3 TNMP Ratio of Earnings to Fixed Charges
31.1 PNMR Chief Executive Officer CertificatiomfBuant to Section 302 of the Sarbanes-Oxley ARDOR
31.2 PNMR Chief Financial Officer CertificatiomiBuant to Section 302 of the Sarbanes-Oxley A2DOR
313 PNM Chief Executive Officer Certification Buant to Section 302 of the Sarbanes-Oxley AGOOR
314 PNM Chief Financial Officer Certification RBuant to Section 302 of the Sarbanes-Oxley AOOR
315 TNMP Chief Executive Officer CertificatiomBuant to Section 302 of the Sarbanes-Oxley ARDOR
31.6 TNMP Chief Financial Officer CertificatioruBuant to Section 302 of the Sarbanes-Oxley ARDOP
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321 PNMR Chief Executive Officer and Chief Fineh Officer Certification Pursuant to Section 966the Sarbane®xley Act of
2002
32.2 PNM Chief Executive Officer and Chief FinetdOfficer Certification Pursuant to Section 906tbhe Sarbane®xley Act of
2002
32.3 TNMP Chief Executive Officer and Chief Fioal Officer Certification Pursuant to Section 966the Sarbane®xley Act of
2002
101.INS PNMR, PNM, and XBRL Instance Document
TNMP
101.SCH PNMR, PNM, and XBRL Taxonomy Extension Schema Document
TNMP
101.CAL PNMR, PNM, and XBRL Taxonomy Extension Calculation Linkbase Docutne
TNMP
101.DEF PNMR, PNM, and XBRL Taxonomy Extension Definition Linkbase Docurhen
TNMP
101.LAB PNMR, PNM, and XBRL Taxonomy Extension Label Linkbase Document
TNMP
101.PRE PNMR, PNM, and XBRL Taxonomy Extension Presentation Linkbase Doenim
TNMP
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SIGNATURE

Pursuant to the requirements of the Securities &xga Act of 1934, the registrants have duly catisisdreport to be signed on their behalf by theansigne:
thereunto duly authorized.

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

(Registrants)

Date: August 3, 2012 /sl Thomas G. Sategna
Thomas G. Sategna
Vice President and Corporate Controller
(Officer duly authorized to sign this report)
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Exhibit 12.1
PNM RESOURCES, INC. AND SUBSIDIARIES
Ratio of Earnings to Fixed Charges
(In thousands, except ratio)

Six Months Ended Year Ended December 31,
June 30, 2012 2011 2010 2009 2008 2007
Fixed charges, as defined by the Securities antidhge
Commission:
Interest expensed and capitalized $ 59,94 $ 122,99¢ $ 123,63. $ 123,830 $ 134,95¢ $ 124,29¢
Amortization of debt premium, discount and expenses 1,972 3,69t 4,627 5,43( 6,38¢ 6,56¢
Interest from discontinued operations (includingitaized
interest) — — — 1,023 13,75¢ 12,54¢
Estimated interest factor of lease rental charges 2,94¢ 6,66¢ 6,88¢ 7,03¢ 7,89¢ 8,80¢
Preferred dividend requirements of subsidiary 38¢€ 864 1,07t 75¢ 68¢ 55€
Total Fixed Charges $ 65,25 $ 134,22 $ 136,220 $ 138,080 $ 163,688 $ 152,77:

Earnings, as defined by the Securities and Exchange
Commission:
Earnings (loss) from continuing operations befoiime

taxes and non-controlling interest $ 66,64 $ 321,46¢ $ (63,379 $ 94,75 $ (388,38) $ 63,11.
(Earnings) loss of equity investee — — 15,22 30,14¢ 29,68 (7,58))
Earnings (loss) from continuing operations befoiime

taxes, non-controlling interest, and investee egsi 66,64 321,46¢ (48,15¢) 124,89¢ (358,69 55,53:
Fixed charges as above 65,25: 134,22: ¢ 136,22: 138,08 163,68! 152,77
Interest capitalized (3,00¢6) (2,697) (3,400 (7,747 (8,849 (20,740
Non-controlling interest in earnings of Valencia (6,720 (14,04°) (13,569 (11,890 (7,179 —
Preferred dividend requirements of subsidiary (38¢6) (864) (2,075 (759) (689) (55€)
Earnings Available for Fixed Charges $ 121,78¢ $ 438,080 $ 70,026 $ 24258 $ (211,72 $ 197,00t
Ratio of Earnings to Fixed Charges 1.87 3.2€ 1 051 1.7¢€ M 1.2¢

! Earnings (loss) from continuing operations befom®me taxes and non-controlling interest for tearyended December 31, 2011 includes a pre-taxofoss
$21.4 million due to the write-off of regulatorysdilowances at PNM and TNMP. If those losses wectuded, the Ratio of Earnings to Fixed Chargesldiou
have been 3.42.

2 The shortfall in the earnings available for fixgthrges to achieve a ratio of earnings to fixedgd®of 1.00 amounted to $66.2 million for the yeaded
December 31, 2010. Earnings (loss) from continwipgrations before income taxes and non-controifiteyest includes a pre-tax loss of $188.2 milliture
to the impairment of PNMR's investment in an equiiestee. If that loss were excluded, the RatiBarfings to Fixed Charges would have been 1.90.

3 The ratio of earnings to fixed charges for theryeraled December 31, 2008 is not meaningful siaceirgs available for fixed charges is negativee Th
shortfall in the earnings available to achievetaraf earnings to fixed charges of 1.00 amounte$id75.4 million for the year ended December 30820



Exhibit 12.Z
PUBLIC SERVICE COMPANY OF NEW MEXICO

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

Six Months
Ended Year Ended December 31,

June 30, 2012 2011 2010 2009 2008 2007

Fixed charges, as defined by the Securities and
Exchange Commission:

Interest expensed and capitalized $ 38,837 $ 75,217 $ 73,42 $ 73,10¢ $72,42° $ 58,04t
Amortization of debt premium, discount and exper 89¢ 1,32¢ 1,27¢ 1,33¢ 4,34t 4,61¢
Interest from discontinued operations (including
capitalized interest) — — — 1,027 13,75¢ 12,54¢
Estimated interest factor of lease rental charges 1,89¢ 4,13¢ 4,102 4,51 4,55° 4,661
Total Fixed Charges $ 41,62¢ $ 80,68. $ 78,80( $ 79,98 $95,08: $ 79,87(

Earnings, as defined by the Securities and Exchange
Commission:

Earnings (loss) from continuing operations before

income taxes and non-controlling interest $ 62,11: $105,96! $107,28¢! $ 45,627 $(69,329) $ 34,61’
Fixed charges as above 41,62¢ 80,68: 78,80( 79,98¢ 95,08t 79,87(
Non-controlling interest in earnings of Valencia (6,720 (14,047 (13,569 (11,890 (7,179 —
Interest capitalized (2,597 (1,767 (2,81)) (6,067) (7,365 (10,037
Earnings Available for Fixed Charges $ 94,42 $170,83¢ $169,71c $107,65: $ 11,217 $104,44¢

1 2
Ratio of Earnings to Fixed Charges 2.2 2.12 2.1 1.3t 0.1Z 1.31

! Earnings (loss) from continuing operations befoteme taxes and non-controlling interest for tearyended December 31, 2011
includes a pre-tax loss of $17.5 million due towrée-off of regulatory disallowances. If that fowere excluded, the Ratio of
Earnings to Fixed Charges would have been 2.33.

2 The shortfall in the earnings available for fixgthrges to achieve a ratio of earnings to fixedgd®mof 1.00 amounted to $83.9
million for the year December 31, 2008.



Exhibit 12.:

TEXAS-NEW MEXICO POWER COMPANY
Ratio of Earnings to Fixed Charges
(In thousands, except ratio)

Fixed charges, as defined by the Securities antdhge
Commission:

Interest expensed and capitalized
Amortization of debt premium, discount and expenses

Estimated interest factor of lease rental charges

Total Fixed Charges

Earnings, as defined by the Securities and Exchange
Commission:

Earnings from continuing operations before income$
Fixed charges as above

Interest capitalized

Earnings Available for Fixed Charges

Ratio of Earnings to Fixed Charges

Six Months
Ended Year Ended December 31,
June 30, 2012 2011 2010 2009 2008 2007
13,11: $27,91: $28,63: $25,60¢ $17,86. $23,52:
747 1,67¢ 2,68 3,35¢ 1,50« 1,92¢
51€ 1,20z 1,24¢ 831 571 844
14,37 $30,79¢ $32,56. $29,79¢ $19,93¢ $26,29:
17,40. $36,13¢ $26,02¢ $20,15. $ 2,33% $29,05¢
14,37¢ 30,79 32,56. 29,79¢ 19,93¢ 26,29
(26]) (593) (158) (1,249 (1,025 (332
31,51¢ $66,34( $58,42¢ $48,80: $21,24¢ $55,01
1
2.1¢ 2.1F 1.7¢ 1.64 1.07 2.0¢

! Earnings from continuing operations before incaenes for the year ended December 31, 2011 inclages-tax loss of $3.9
million due to the write-off of regulatory disall@mces. If that loss were excluded, the Ratio ohiags to Fixed Charges would have

been 2.28.



PNM Resources
Alvarado Square
Albuquerque, NM 87158

EXHIBIT 31.1
CERTIFICATION

I, Patricia K. Collawn, certify that:

1. I have reviewed this Quarterly Report on FofrQlof PNM Resources, In

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitde a material fact necessary to make the state
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the financial statements,aiher financial information included in this repdairly present in all material respects theaficia
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;

4. The registrang other certifying officer and | are responsible éstablishing and maintaining disclosure contesld procedures (as defined in Exchange
Rules 13a-15(e) and 15d-15(e)) and internal comtvel financial reporting (as defined in Exchangs Rules 13a-15(f) and 1515(f)) for the registrant a1
have:

Date:

a)

b)

d)

Designed such disclosure controls and proceduresused such disclosure controls and procedures ttesigned under our supervision, to er
that material information relating to the registraincluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@teing prepared;

Designed such internal control over financial répgy, or caused such internal control over finah@gaorting to be designed under our supervi:
to provide reasonable assurance regarding thebiléiaof financial reporting and the preparatioh fmancial statements for external purpose
accordance with generally accepted accounting iples;

Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtbds report our conclusions about the effectes
of the disclosure controls and procedures, aseétid of the period covered by this report basesuch evaluation; and

Disclosed in this report any change in thesiegnt's internal control over financial reportitigat occurred during the registrathost recent fisc
quarter (each registrastfourth fiscal quarter in the case of an annuabrg that has materially affected, or is reasopdikely to materially affec
the registrant’s internal control over financigboeting; and

The registrant’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrawer financial reporting, to tl
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which are reasonz
likely to adversely affect the registrant’s abilttyrecord, process, summarize and report finamtiafmation; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registramstinternal contrc
over financial reporting.

August 3, 2012 By: /s/ Patricia K. Collawn

Patricia K. Collawn
President and Chief Executive Officer
PNM Resources, Inc.



PNM Resources
Alvarado Square
Albuquerque, NM 87158

EXHIBIT 31.2
CERTIFICATION

I, Charles N. Eldred, certify that:

1. I have reviewed this Quarterly Report on FofrQlof PNM Resources, In

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitde a material fact necessary to make the state
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the financial statements,aiher financial information included in this repdairly present in all material respects theaficia
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;

4. The registrang other certifying officer and | are responsible éstablishing and maintaining disclosure contesld procedures (as defined in Exchange
Rules 13a-15(e) and 15d-15(e)) and internal comtvel financial reporting (as defined in Exchangs Rules 13a-15(f) and 1515(f)) for the registrant a1
have:

Date:

a)

b)

d)

Designed such disclosure controls and proceduresused such disclosure controls and procedures ttesigned under our supervision, to er
that material information relating to the registraincluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@teing prepared;

Designed such internal control over financial répgy, or caused such internal control over finah@gaorting to be designed under our supervi:
to provide reasonable assurance regarding thebiléiaof financial reporting and the preparatioh fmancial statements for external purpose
accordance with generally accepted accounting iples;

Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtbds report our conclusions about the effectes
of the disclosure controls and procedures, aseétid of the period covered by this report basesuch evaluation; and

Disclosed in this report any change in thesiegnt's internal control over financial reportitigat occurred during the registrathost recent fisc
quarter (each registrastfourth fiscal quarter in the case of an annuabrg that has materially affected, or is reasopdikely to materially affec
the registrant’s internal control over financigboeting; and

The registrant’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrawer financial reporting, to tl
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which are reasonz
likely to adversely affect the registrant’s abilttyrecord, process, summarize and report finamtiafmation; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registramstinternal contrc
over financial reporting.

August 3, 2012 By: /s/ Charles N. Eldred

Charles N. Eldred

Executive Vice President and
Chief Financial Officer

PNM Resources, Inc.



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

EXHIBIT 31.3
CERTIFICATION

I, Patricia K. Collawn, certify that:

1. I have reviewed this Quarterly Report on FofrQlof PNM Resources, In

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitde a material fact necessary to make the state
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the financial statements,aiher financial information included in this repdairly present in all material respects theaficia
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;

4. The registrang other certifying officer and | are responsible éstablishing and maintaining disclosure contesld procedures (as defined in Exchange
Rules 13a-15(e) and 15d-15(e)) and internal comtvel financial reporting (as defined in Exchangs Rules 13a-15(f) and 1515(f)) for the registrant a1
have:

Date:

a)

b)

d)

Designed such disclosure controls and proceduresused such disclosure controls and procedures ttesigned under our supervision, to er
that material information relating to the registraincluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@teing prepared;

Designed such internal control over financial répgy, or caused such internal control over finah@gaorting to be designed under our supervi:
to provide reasonable assurance regarding thebiléiaof financial reporting and the preparatioh fmancial statements for external purpose
accordance with generally accepted accounting iples;

Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtbds report our conclusions about the effectes
of the disclosure controls and procedures, aseétid of the period covered by this report basesuch evaluation; and

Disclosed in this report any change in thesiegnt's internal control over financial reportitigat occurred during the registrathost recent fisc
quarter (each registrastfourth fiscal quarter in the case of an annuabrg that has materially affected, or is reasopdikely to materially affec
the registrant’s internal control over financigboeting; and

The registrant’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrawer financial reporting, to tl
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which are reasonz
likely to adversely affect the registrant’s abilttyrecord, process, summarize and report finamtiafmation; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registramstinternal contrc
over financial reporting.

August 3, 2012 By: /s/ Patricia K. Collawn

Patricia K. Collawn
President and Chief Executive Officer
Public Service Company of New Mexico



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

EXHIBIT 31.4
CERTIFICATION

I, Charles N. Eldred, certify that:

1. I have reviewed this Quarterly Report on FofrQlof PNM Resources, In

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitde a material fact necessary to make the state
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the financial statements,aiher financial information included in this repdairly present in all material respects theaficia
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;

4. The registrang other certifying officer and | are responsible éstablishing and maintaining disclosure contesld procedures (as defined in Exchange
Rules 13a-15(e) and 15d-15(e)) and internal comtvel financial reporting (as defined in Exchangs Rules 13a-15(f) and 1515(f)) for the registrant a1
have:

Date:

a)

b)

d)

Designed such disclosure controls and proceduresused such disclosure controls and procedures ttesigned under our supervision, to er
that material information relating to the registraincluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@teing prepared;

Designed such internal control over financial répgy, or caused such internal control over finah@gaorting to be designed under our supervi:
to provide reasonable assurance regarding thebiléiaof financial reporting and the preparatioh fmancial statements for external purpose
accordance with generally accepted accounting iples;

Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtbds report our conclusions about the effectes
of the disclosure controls and procedures, aseétid of the period covered by this report basesuch evaluation; and

Disclosed in this report any change in thesiegnt's internal control over financial reportitigat occurred during the registrathost recent fisc
quarter (each registrastfourth fiscal quarter in the case of an annuabrg that has materially affected, or is reasopdikely to materially affec
the registrant’s internal control over financigboeting; and

The registrant’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrawer financial reporting, to tl
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which are reasonz
likely to adversely affect the registrant’s abilttyrecord, process, summarize and report finamtiafmation; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registramstinternal contrc
over financial reporting.

August 3, 2012 By: /s/ Charles N. Eldred

Charles N. Eldred

Executive Vice President and

Chief Financial Officer

Public Service Company of New Mexico



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

EXHIBIT 31.5
CERTIFICATION

I, Patricia K. Collawn, certify that:

1. I have reviewed this Quarterly Report on FofrQlof PNM Resources, In

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitde a material fact necessary to make the state
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the financial statements,aiher financial information included in this repdairly present in all material respects theaficia
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;

4. The registrang other certifying officer and | are responsible éstablishing and maintaining disclosure contesld procedures (as defined in Exchange
Rules 13a-15(e) and 15d-15(e)) and internal comtvel financial reporting (as defined in Exchangs Rules 13a-15(f) and 1515(f)) for the registrant a1
have:

Date:

a)

b)

d)

Designed such disclosure controls and proceduresused such disclosure controls and procedures ttesigned under our supervision, to er
that material information relating to the registraincluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@teing prepared;

Designed such internal control over financial répgy, or caused such internal control over finah@gaorting to be designed under our supervi:
to provide reasonable assurance regarding thebiléiaof financial reporting and the preparatioh fmancial statements for external purpose
accordance with generally accepted accounting iples;

Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtbds report our conclusions about the effectes
of the disclosure controls and procedures, aseétid of the period covered by this report basesuch evaluation; and

Disclosed in this report any change in thesiegnt's internal control over financial reportitigat occurred during the registrathost recent fisc
quarter (each registrastfourth fiscal quarter in the case of an annuabrg that has materially affected, or is reasopdikely to materially affec
the registrant’s internal control over financigboeting; and

The registrant’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrawer financial reporting, to tl
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which are reasonz
likely to adversely affect the registrant’s abilttyrecord, process, summarize and report finamtiafmation; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registramstinternal contrc
over financial reporting.

August 3, 2012 By: /s/ Patricia K. Collawn

Patricia K. Collawn
Chief Executive Officer
Texas-New Mexico Power Company



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

EXHIBIT 31.6
CERTIFICATION

I, Thomas G. Sategna, certify that:

1. I have reviewed this Quarterly Report on FofrQlof PNM Resources, In

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitde a material fact necessary to make the state
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the financial statements,aiher financial information included in this repdairly present in all material respects theaficia
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;

4. The registrang other certifying officer and | are responsible éstablishing and maintaining disclosure contesld procedures (as defined in Exchange
Rules 13a-15(e) and 15d-15(e)) and internal comtvel financial reporting (as defined in Exchangs Rules 13a-15(f) and 1515(f)) for the registrant a1
have:

Date:

a)

b)

d)

Designed such disclosure controls and proceduresused such disclosure controls and procedures ttesigned under our supervision, to er
that material information relating to the registraincluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@teing prepared;

Designed such internal control over financial répgy, or caused such internal control over finah@gaorting to be designed under our supervi:
to provide reasonable assurance regarding thebiléiaof financial reporting and the preparatioh fmancial statements for external purpose
accordance with generally accepted accounting iples;

Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtbds report our conclusions about the effectes
of the disclosure controls and procedures, aseétid of the period covered by this report basesuch evaluation; and

Disclosed in this report any change in thesiegnt's internal control over financial reportitigat occurred during the registrathost recent fisc
quarter (each registrastfourth fiscal quarter in the case of an annuabrg that has materially affected, or is reasopdikely to materially affec
the registrant’s internal control over financigboeting; and

The registrant’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrawer financial reporting, to tl
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reporting which are reasonz
likely to adversely affect the registrant’s abilttyrecord, process, summarize and report finamtiafmation; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registramstinternal contrc
over financial reporting.

August 3, 2012 By: /sl Thomas G. Sategna

Thomas G. Sategna
Vice President and Controller
Texas-New Mexico Power Company



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

EXHIBIT 32.1

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

In connection with the Quarterly Report on FormQ@er the period ended June 30, 2012 , for PNM Ress, Inc. (“Company”)s filed with the Securities a
Exchange Commission on August 3, 2012 (“Repogakh of the undersigned officers of the Compantjifiess, pursuant to 18 U.S.C. §1350, as adoptedyan
to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) the Report fully complies with the requirement$df3(a) or 15(d) of the Securities Exchange Act284, as amended,; &
(2) the information contained in the Report fairly mets, in all material respects, the financial cbodiand results of operations of the Comp

Date: August 3, 2012 By: /s/ Patricia K. Collawn
Patricia K. Collawn
President and Chief Executive Officer
PNM Resources, Inc.

By: /s/ Charles N. Eldred
Charles N. Eldred
Executive Vice President and
Chief Financial Officer




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

EXHIBIT 32.2

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

In connection with the Quarterly Report on FormQg@er the period ended June 30, 2012 , for PubdiviBes Company of New Mexico (“Company8s filec
with the Securities and Exchange Commission on Augu2012 (“Report”)each of the undersigned officers of the Compantifiesy, pursuant to 18 U.S.
81350, as adopted pursuant to § 906 of the Sarkiaxiey Act of 2002, that:

(1) the Report fully complies with the requirement$df3(a) or 15(d) of the Securities Exchange Act284, as amended,; &
(2) the information contained in the Report fairly mets, in all material respects, the financial cbodiand results of operations of the Comp

Date: August 3, 2012 By: /s/ Patricia K. Collawn
Patricia K. Collawn
President and Chief Executive Officer
Public Service Company of New Mexico

By: /s/ Charles N. Eldred
Charles N. Eldred
Executive Vice President and
Chief Financial Officer




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 ADOHED PURSUANT TO § 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@er the period ended June 30, 2012 , for Texas-Niexico Power Company (“Company’3s filed witt
the Securities and Exchange Commission on Augua®B? (“Report”),each of the undersigned officers of the Compantifiesy; pursuant to 18 U.S.C. §13
as adopted pursuant to §906 of the Sarbanes-OxiepfR002, that:

(1) the Report fully complies with the requirement$df3(a) or 15(d) of the Securities Exchange Act284, as amended,; &
(2) the information contained in the Report fairly mets, in all material respects, the financial cbodiand results of operations of the Comp

Date: August 3, 2012 By: /s/ Patricia K. Collawn
Patricia K. Collawn
Chief Executive Officer
Texas-New Mexico Power Company

By: /sl Thomas G. Sategna
Thomas G. Sategna
Vice President and Controller
Texas-New Mexico Power Company




