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Definitions:
Afton
AFUDC
ALJ
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Board
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CCB

CO,
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GLOSSARY

Afton Generating Station

Allowance for Funds Used During Construction
Administrative Law Judge

Optim Energy Twin Oaks, LP.

Advanced Meter System

Accumulated Other Comprehensive Income
Accumulated Postretirement Benefit Obligation

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

Asset Retirement Obligation

Best Available Retrofit Technology

BHP Billiton, Ltd, the Parent of SJICC

Board of Directors of PNMR

British Thermal Unit

Clean Air Act

California Power Exchange

California Independent System Operator
Cascade Investment, L.L.C.

Coal Combustion Byproducts

Carbon Dioxide

Continental Energy Systems, L.L.C.

Cap Rock Holding Corporation, a subsidiary of Coeatital
Competition Transition Charge

Million BTUs

Delta-Person Generating Station

United States Department of Energy

United States Department of Interior

ECJV Holdings, LLC

New Mexico Environmental Improvement Board
Eastern Interconnection Project

United States Environmental Protection Agency
El Paso Electric

Electric Reliability Council of Texas

Employee Stock Purchase Plan

Securities Exchange Act of 1934

Financial Accounting Standards Board

Federal Energy Regulatory Commission
Federal Implementation Plan

FCP Enterprises, Inc. and Subsidiaries

Four Corners Power Plant

FPL Energy New Mexico Wind, LLC

Fuel and Purchased Power Adjustment Clause

Generally Accepted Accounting Principles in the tddiStates of America

Gross Earnings at Risk

Greenhouse Gas Emissions

Gigawatt hours

International Brotherhood of Electrical Workers,cab611
Integrated Resource Plan
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IRS Internal Revenue Service
ISO Independent System Operator
KW Kilowatt
KWh Kilowatt Hour
LIBOR London Interbank Offered Rate
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MD&A Management'’s Discussion and Analysis of Financ@hdition and Results of Operations
MMBTU Million BTUs
Moody’s Moody’s Investor Services, Inc.
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Navajo Acts Navajo Nation Air Pollution Prevention and ContAadt, Navajo Nation Safe Drinking Water Act, and dgv
Nation Pesticide Act

NDT Nuclear Decommissioning Trusts for PVNGS
NEC Navopache Electric Cooperative, Inc.
NERC North American Electric Reliability Council
Ninth Circuit United States Court of Appeals for the Ninth Citcui
NMAG New Mexico Attorney General
NMED New Mexico Environment Department
NMGC New Mexico Gas Company, a subsidiary of Continental
NMIEC New Mexico Industrial Energy Consumers Inc.
NMPRC New Mexico Public Regulation Commission
NOXx Nitrogen Oxides
NOI Notice of Inquiry
NRC United States Nuclear Regulatory Commission
NSPS New Source Performance Standards
NSR New Source Review
O&M Operations and Maintenance
OCl Other Comprehensive Income
OPEB Other Post Employment Benefits
Optim Energy Optim Energy, LLC, a limited liability company, foerly known as EnergyCo, LLC
OSM United States Office of Surface Mining Reclamatéom Enforcement
PBO Projected Benefit Obligation
PCRBs Pollution Control Revenue Bonds
PGAC Purchased Gas Adjustment Clause
PG&E Pacific Gas and Electric Co.
PNM Public Service Company of New Mexico and Subsidri
PNM Facility PNM'’s Unsecured Revolving Credit Facility, repladgdthe PNM Revolving Credit Facility in 2011
PNM Revolving Credit

Facility PNM's $400.0 Million Unsecured Revolving Credit Hiac
PNMR PNM Resources, Inc. and Subsidiaries
PNMR Facility PNMR’s Unsecured Revolving Credit Facility, replddsy the PNMR Revolving Credit Facility in 2011
PNMR Revolving Credit

Facility PNMR's $300.0 Million Unsecured Revolving CreditHigy
PPA Power Purchase Agreement
PSD Prevention of Significant Deterioration
PUCT Public Utility Commission of Texas
PV Photovoltaic
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PART I
ITEM 1. BUSINESS

THE COMPANY
Corporate Overview

PNMR is an investoowned holding company of utilities providing elécitty and energy efficiency products and servicesNiew
Mexico and Texas. With PNMR's exit from its unregged businesses in 2011 and PNM's sale of itsalagas utility in early 2009, PNMR
now fully repositioned as a holding company of leged electric utilities focused on achieving tbé#dwing strategic goals:

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

PNMR's success in accomplishing these strategilts goaighly dependent on continued favorable raguy treatment for its regulai
utilities. Both PNM and TNMP seek cost recovery fbeir investments through general rate cases anidus rate riders. The PUCT |
approved mechanisms that allow for recovery of teajvested in transmission and distribution petgewithout having to file a general r
case. This allows for more timely recovery of antsuimvested in TNMP's systems. Both PNM and TNMReheecently completed r:
proceedings before their state regulators. PNMtlvagate cases pending before FERC. Additionalrinftion about all rate filings is provid
in Note 17.

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

Other Information

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

Financial information relating to amounts of salesenue, net income, and total assets of repersdgments is contained in MD«¢
and Note 3.

WEBSITES

The PNMR websitewww.pnmresources.comis an important source of Company informationwiN®& updated information for pub
access is routinely posted. PNMR encourages asalystestors, and other interested parties to t&g®1 the website to automatically rect
Company information by e3ail. This information includes news releases, aestiof webcasts, and filings with the SEC. Pardictp ca
unsubscribe at any time and will not receive infation that was not requested.

Our Internet addresses are:

. PNMR:www.pnmresources.cc

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

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

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

Committee, and Finance Committee

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

OPERATIONS AND REGULATION
Regulated Operations

PNM Electric

PNM Electric is an electric utility that providekeetric generation, transmission, and distribusenvice to its rateegulated custome
In New Mexico, the utility's retail electric sereiterritory covers a large area of north centrakMéexico, including the cities of Albuquerq
Rio Rancho, and Santa Fe, and certain other arfeasuthern New Mexico. PNM Electric also providdscericity to firmrequirement
wholesale customers in New Mexico and Arizona. Berto retail electric customers is subject to jtimésdiction of the NMPRC. Service
wholesale customers is regulated by FERC. Regulaitcompasses the utility's electric rates, senaceounting, issuances of securi
construction of major new generation, transmissémm distribution facilities, and other matters.

Other services provided by PNM Electric includengmission services to third parties as well asgéageration and sale of electric
into the wholesale market, which services are wgdl by FERC. The utility owns or leases transmissines, interconnected with otl
utilities in New Mexico, Texas, Arizona, Coloradmd Utah. The largest retail electric customerestwy PNM Electric accounted for 3.5%
the utility's revenues for the year ended Decertie011. PNM was incorporated in the State of Néexico in 1917.

Rate Proceedings
Customer rates for retail electric service arebgethe NMPRC. PNM Electric made rate case filingSeptember 2008 and June 2

The 2008 case covered PNM's New Mexico retail eusts except those formerly served by TNMP prioitgcacquisition by PNMR @NM
South”). That case was resolved in June 2009 wiglNMPRC approving a stipulation resolving all ssuncluding:

. $77.1 million increase in annual nérel revenues, 65% of which was implemented Jul2009 and the remainder on Apri
2010
. Inclusion of certain generation resources in deiging rates that were previously operated on a harcbasi

. A more traditional FPPA

Key components of PNM's 2010 Electric Rate Casdicgijon were:

. $165.2 million increase in annual nawrel revenues, to be effective April 1, 2(
. Separate rate increases for customers of PNMhSmd other customers of PNM (“PNM Nor}h”
. Future test period ending December 31, :

. FPPAC for PNM Sout

On August 8, 2011, the NMPRC issued a final ordedifiying a stipulation reached by PNM and othettipar The modified stipulatic
provides:

. $72.1 million increase in annual néurel revenues for all New Mexico retail customéngplemented August 21, 20

. PNM South customers being covered by the same FRRiAZzd for other retail customers of PP

. Subject to further NMPRC approvals, recovery ofte@ssociated with NMPRC approved renewable engrmggurement plat
through a rate rider beginning no earlier than AaiQi012
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. No new general rate adjustment prior to July 1,2@hless PNM needs to file for recovery of costsdmply with any feder
or state environmental law or requirement effecéfter June 30, 2010
. Limit on annual recovery of costs for fuel, renetaknergy, and energy efficiency, with recoveryaafditional amoun

deferred for collection to future periods

PNM Electric has entered into firmequirements wholesale contracts to provide el@ttrio various customers. These contracts co
both fixed capacity charges and energy chargesacgpcharges are fixed monthly payments for a citment of resources to service
contract requirements. Energy charges are payrbastd on the amount of electricity delivered todhstomer and are intended to comper
for the variable costs incurred to provide the ggePNM Electric's firmrequirements demand was 96 MW in 2011, and is ¢gdebase
solely on existing contracts, to be 103 MW in 20126 MW in 2013, and 113 MW in 2014. No fimaguirements customer of PNM Elec
accounted for more than 2.0% of the PNM Electriel@nues for the year ended December 31, 2011.

In September 2011, PNM filed with FERC to increestes by $8.7 million or 39.8% over existing rdi@selectric service and ancille
services provided to NEC, one of PNM's fireguirement wholesale customers. PNM also requestaditional FPPAC and full recovery
certain thirdparty transmission charges. NEC challenged PNN¥gyfivith FERC. On November 14, 2011, FERC issuedmer accepting tl
agreement as filed and allowing the increased ratdse collected beginning April 14, 2012, subjectrefund. The parties are currently
settlement negotiations. PNM is unable to predietdutcome of this proceeding.

In October 2010, PNM filed a notice with FERC tar@ase its wholesale electric transmission revebye$11.1 million annuall
based on a return on equity of 12.25%. If approikd rate increase would apply to all of PNM's lgkale electric transmission sen
customers, which include other utilities, electdgoperatives, and entities that use PNM's transomissystem to transmit power at
wholesale level. The proposed rate increase wootdmpact PNM's retail customers. The proposeelsratere implemented on June 1, 2
subject to refund. PNM and other parties to theedsad engaged in settlement discussions. A he&inthis proceeding is schedulec
commence on April 4, 2012. Subsequent to the sdimgdaf the hearing, the staff of FERC made a {jlirecommending an annual reve
increase of $4.6 million, based on a return ontgqfi10.4%. After the FERC staff made its filirggttlement discussions have resumed ar
ongoing. PNM is unable to predict the outcome &f froceeding.

Operational Information
Weather-normalized retail electric loads increabgd1.4% in 2011. The system peak demands for retad firmyequirement

customers were:
System Peak Demands

2011 2010 2009
(Megawatts)
Summer 1,938 1,973 1,866
Winter 1,709 1,551 1,531

PNM holds long-term, noexclusive franchise agreements for its electri@itedperations, with varying expiration dates. T
franchise agreements allow the utility to acceddipuights-ofway for placement of its electric facilities. Frainge agreements have expire
some areas PNM serves, including Albuquerque, RincRo, and Santa Fe. Because PNM remains obligatger New Mexico state law
provide service to customers in these areas, thieagions should not have a material adverse impgdw Albugquerque, Rio Rancho, and S
Fe metropolitan areas accounted for 46.3%, 10.1b9a2% of PNM Electric's 2011 revenues and nordtlamchise area represents more
5%. Although PNM is not required to collect or dfagnchise fees in some areas it serves, the utitittinues to collect and pay such fee
certain parts of its service territory, includingpAquerque, Rio Rancho, and Santa Fe.

PNM Electric owns or leases 3,189 circuit milesetdctric transmission lines that interconnect wither utilities in New Mexicc
Arizona, Colorado, Texas, and Utah. Although thHeae been modest load growth in the utility's serv@ritory in recent years, there has t
little development of new transmission facilitidherefore, most of the capacity on PNM's transmissiystem is fully committed during pe
hours, with very little to no additional accessikalde on a firm commitment basis. These factomltein physical constraints on the sys
and limit the ability to wheel power into PNM Elects service area from outside of New Mexico.
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PNM Electric also generates and sells electriqity ithe wholesale market. Because PNM's 134 MWesbaUnit 3 at PVNGS
permanently excluded from retail rates, that upiteer is being sold on the wholesale market. Inil/&D08, PNM entered into three sepa
contracts for the sale of capacity and energyedl&b its entire interest in PVNGS Unit 3 througbcBmber 31, 2010. Subsequently, the u
entered into contracts to sell its share of thé aumiput through December 31, 2011. Because ofl@xisting market prices, margins associ
with the contracts for 2011 were significantly lowkan those achieved in the 2008 agreements. Phidfitsacts to sell portions of the po
from PVNGS Unit 3 in 2012 and 2013 also reflect éownarket prices. The unit's remaining power igl dolthe spot market. Beyond
PVNGS contracts, PNM Electric also engages in #ig#/to optimize its existing jurisdictional assaind longeerm purchase power agreem
through spot market, hour ahead, day ahead, weeldatand other sales of any excess generationeqoired to fulfill retail load ar
contractual commitments. Revenues from these gatlesy, than those from PVNGS Unit 3, are crediterketail customers through the FPPAC.

Use of Future Test Year

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

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

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

The use of a future test year should help PNM raiéghe adverse effects of regulatory lag, whicimlirent when using a histori
test year. Accordingly, the utility's earnings shibinore closely reflect the rate of return allowmsdthe NMPRC. PNMR believes that achie\
earnings that approximate its allowed rate of retsran important factor in attracting equity intees, as well as being considered favorabl
credit rating agencies and financial analysts.

As with any forward looking financial informatiomitilizing a future test year in a rate filing prase challenges that exist in
forecasting process. These include forecasts &f typérating and capital expenditures that necéssigdiance on many assumptions concel
future conditions and operating results. In the magking process, PNM's assumptions are subjectdtbenge by regulators and intervetr
who may assert different interpretations or assionpt The settlement reached in PNM's 2010 Ele&&te Case reflected some aspects
future test year.

Renewable Portfolio Standard

The REA was enacted to encourage the developmentnaiwable energy in New Mexico. The act estabdishemandatory RF
requiring a utility to acquire a renewable energytiplio equal to 5% of retail electric sales byidary 1, 2006, increasing to 10% by 2(
15% by 2015, and 20% by 2020. The act providesstiamlined proceedings for approval of utilitiesiewable energy procurement pli
assures utilities recovery of costs incurred cdestswith approved procurement plans, and requliesNMPRC to establish a RCT for
procurement of renewable resources to prevent sxeegosts being added to rates. PNM files requissttwable energy plans with
NMPRC annually. See Note 1

TNMP Electric

TNMP Electric is a regulated utility operating iexas. TNMP's predecessor was organized in 1925. FMncorporated in the St
of Texas.

TNMP Electric provides transmission and distribotigervices in Texas under the provisions of TECA Hre Texas Public Utili
Regulatory Act. TNMP is subject to traditional ca$tservice regulation with respect to rates and seruieder the jurisdiction of the PU!
and certain municipalities. Because its transmissiod distribution activities are solely within ERT, TNMP is not subject to traditional r
regulation by FERC. TNMP Electric serves a markiesmall to medium sized communities, most of whiwdve populations of less tt
50,000. TNMP is the exclusive provider of transnoissand distribution services in most areas it egrv
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TNMP Electric's service territory consists of threen-contiguous areas. One portion of this territoryeexis from Lewisville, which
approximately 10 miles north of the Dallgeft Worth International Airport, eastward to mupalities near the Red River, and to commun
north, west and south of Fort Worth. The secondi@oof its service territory includes the areargjdhe Texas Gulf Coast between Hou
and Galveston, and the third portion includes acédar west Texas between Midland and El Paso. BRG the independent system oper
that is responsible for maintaining reliable opierad for the bulk electric power supply systemtgregion.

TNMP Electric provides transmission and distribatigervices at regulated rates to various REPs itihdtirn, provide retail electt
service to consumers within TNMP Electric's servézea. As of December 31, 2011, 83 active REPsvedeansmission and distributi
services from TNMP Electric. First Choice was TNMRctric's second largest customer and accountedl™ of TNMP's revenues for 1
year ended December 31, 2011. Revenues of othge leustomers accounted for 19% and 12% of TNMR/enges. No other custom
accounted for more than 10% of revenues.

Regulatory Activities

In June 2009, TNMP and other parties reached aimnoaus settlement resolving all issues in a rate ddsd in 2008. The PUC
approved the settlement in August 2009. Highligtitthe settlement included:

. $12.7 million annual increase in revenues, reflectinerest and other costs associated with deistareding in March 20C
. Adjustment of the interest rate TNMP is allowedttdiect on its CTC to reflect debt refinancing &
. Recovery of Hurricane Ike restoration costs plusy@ag costs over five yee

The PUCT approved an interim adjustment to TNMRsgmission rates of $5.5 million on May 14, 2010.

On August 26, 2010, TNMP filed with the PUCT fo$20.1 million increase in revenues. On January2P11, the PUCT approve(
stipulation that settles the case. Key componeiftseosettiement were:

. A revenue increase of $10.25 million, effective ey 1, 201
. A return on equity of 10.125
. A hypothetical 55%/45% deletguity capital structu

Franchise Agreements

TNMP holds long-term, noexclusive franchise agreements for its electriognaission and distribution services. These agrets
have varying expiration dates and some have exp¥&iMP intends to negotiate and execute new or aeerfranchise agreements v
municipalities where the agreements have expiredvitirbe expiring. Since TNMP Electric is the exsive provider of transmission &
distribution services in most areas that it sertlesneed to renew or renegotiate franchise agnetsnsbould not have a material adverse irr
on TNMP's business. TNMP also earns revenues fegmice provided to facilities in its service arbattlie outside the territorial jurisdiction
the municipalities with which TNMP has franchiseegments.

PNM Gas

On January 30, 2009, PNM completed the sale dPN&1 Gas segment (Note 2) for $620.0 million in ¢aslus a working capit
adjustment. PNM recognized an after-tax gain of.$8billion. PNM used the after-tax proceeds from #fale to retire shoterm debt and p:
a dividend of $220.0 million to PNMR. Financial ammation regarding PNM's gas operations, whichreflected as discontinued operation
presented in Note 22. PNM Gas distributed natueas @ most of the large communities in New Mexicmler rates that were subjec
traditional rate regulation by the NMPRC. PNM Gasl fa customer base that included both sales-secugtemers and transportatisarvice
customers.

Competitive Businesses

First Choice

As discussed in Note 2, PNMR completed the salgirst Choice on November 1, 2011 receiving $270il0an, plus $59.3 million fo
estimated working capital. The latter amount isjsctbto adjustment based on the actual amounteméio components of working capita
October 31, 2011. PNMR recognized a tae-gain of $174.9 million on the sale. The purendsas informed PNMR that it believes work
capital at October 31, 2011 was overstated by $dllbn. PNMR has responded
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to the purchaser disputing the purchaser's calounl@nd indicating that working capital at Octol3dr, 2011 was understated by $6.5 mill
PNMR believes its calculation is consistent with thrms of the agreement. PNMR does not believelltimate resolution of this matter v
have a material impact. PNMR used the net proctreds the sale of First Choice to repurchase someNi¥IR's outstanding debt and eq
and for other corporate purposes, including repajragborrowings under the PNMR Revolving Creditifity.

First Choice, operating as a certified REP in ERC®vided electricity to residential, small comeial and governmental customt
First Choice focused its competitive customer asitjon efforts in the major Texas metropolitan aré@at are open to electric choice wi
ERCOT, including Dallas-Fort Worth, Houston, Corihwisti, and McAllenHarlingen. Although First Choice was regulatedéntain respec
by the PUCT, its business was not subject to fiadit rate of return regulation. Rates were negedidy First Choice with each custon
rather than being regulated by the PUCT. Becausd#xas electricity market is deregulated, no djgegiovisions existed for the recovery
First Choice's fuel and purchased power costs. ¥esalt, purchased power costs affected First @&®imperating results.

During the period it was a subsidiary of PNMR, E&$oice's operating results were pressured byrakefaetors. Due to the competit
nature of the Texas market, First Choice, simitanther REPs, experienced significant turnovertsncustomer base. Since the provisio
Texas regulation that requires customers to pay gnevious REP before obtaining service from apotREP is limited, numerous custon
left First Choice with bills still outstanding. bBddition, the impacts of Hurricane lke and depréssmnomic conditions resulted in signific
increases in the levels of uncollectible accoumd bad debt expense. First Choice's load fluctudtesl to customer additions and los
changes in customer usage, and seasonality of eredthst Choice experienced increased sales aedatipg revenues during the sum
months as a result of increased air conditionegei$a hot weather. First Choice monitored and exvigs load forecast to account for chan
customer loads and entered into hedging arrangeneiebver forecasted sales.

Optim Energy

In January 2007, PNMR and ECJV created Optim Enéoggerve expanding U.S. energy markets, pringipdile areas of Tex
covered by ERCOT. Optim Energy's business consstattvelopment, operation, and ownership of di#egeneration assets, compleme
by wholesale marketing to optimize those assetdMElS a wholly owned subsidiary of Cascade, whialildate in 2011 was a large PN
shareholder. PNMR and ECJV each had a 50 percenerghip interest in Optim Energy, a limited liatyilicompany. Optim Energy h
interests in three electric generating resourcestéal within the ERCOT area.

Beginning in 2009, Optim Energy was affected bytoarng adverse market conditions, primarily lowtural gas and power prices.
response to those adverse conditions, Optim Engnrgpged its strategy to focus on utilizing caslwffoom operations to reduce debt. Og.
Energy also concentrated on optimizing generatiset® as a stand-alone independent power producer.

As discussed in Note 21, PNMR determined its inmesit in Optim Energy was fully impaired at DecemB#&y 2010 and reduced
carrying value of the investment to zero by reaogda pretax loss of $188.2 million. PNMR, ECJV, and Cascedtered into agreements
September 23, 2011, whereby Optim Energy was msted and ECJV made an equity contribution to @pEnergy in exchange for
increased ownership interest, which resulted in FRbwnership in Optim Energy being reduced fro®36 1%. On January 4, 2012, EC
exercised its option to acquire PNMR's remainingd®ership interest in Optim Energy at fair mankatue, which was determined to be z
PNMR accounted for its investment in Optim Energyng the equity method of accounting through Septan23, 2011 and used the «
method thereafter. In accordance with GAAP, PNM®& bt record income or losses associated wititsstment in Optim Energy in 2011.

Corporate and Other
The Corporate and Other segment includes PNMR hgldompany activities, primarily related to corgerdevel debt and PNV
Services Company. PNMR Services Company providegocate services through shared services agreentemBIMR and all of PNMR

business units, including PNM and TNMP, and throtrghsition services agreements with First Choreé @ptim Energy. These services
charged and billed on a monthly basis to the bgsinmits. Billings are at cost, except for Optinekgyy, which includes a profit element.
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SOURCES OF POWER
PNMR
First Choice bought electricity and entered intddieg arrangements to purchase quantities of ptoveratch the supply obligations
customers that are under fixed price contractswdPavas purchased long-term in the over-tbenter market or using futures. In the s
term, hedges were adjusted to load changes by dayid selling power in the over-the-counter mackeERCOT day-ahead market.
PNM

Generation Capacity

As of December 31, 2011, the total net generatapacity of facilities owned or leased by PNM we&34Z, MW. PNM also obtains 2
MW of power under a long-term PPA with the New MexWind Energy Center.

PNM's owned and leased capacity in electric gemgy&cilities in commercial service as of DecemBg&y 2011 is:

Generation
Capacity
Type Name Location (MW)

Coal SJGS Waterflow, New Mexico 79C
Coal Four Corners Fruitland, New Mexico 20z
Gas/Qil Reeves Station Albuquerque, New Mexico 154
Gas Afton (combined cycle) La Mesa, New Mexico 23t
Gas Lordsburg Lordsburg, New Mexico 80
Gas Luna (combined cycle) Deming, New Mexico 18t
Gas/Qil Delta Albuquerque, New Mexico 132
Gas Valencia Belen, New Mexico 14&
Nuclear PVNGS Wintersburg, Arizona 40z
Solar PNM-owned solar Five sites in New Mexico 22

2,347

Fossil-Fueled Plants

SJG<consists of four units operated by PNM. Units 13 2and 4 at SJIGS have net rated capacities oM3¥0340 MW, 498 MW an
523 MW. SJGS Units 1 and 2 are owned on a 50% ghzasis with Tucson. SJIGS Unit 3 is owned 50% bWIPH&L.8% by SCPPA, and 8.:
by Tri-State. SJGS Unit 4 is owned 38.457% by PNM, 28.8MBR Public Power Agency, 10.04% by the City ofaleim, Californie
8.475% by the City of Farmington, New Mexico, 7.B%the County of Los Alamos, New Mexico, and 7.02804JAMPS.

Four CornersUnits 4 and 5 are 13% owned by PNM. Units 4 antlBoarr Corners are jointly owned with SCE, APS, SRison, an
EPE and are operated by APS. PNM has no ownerstepest in Four Corners Units 1, 2, or 3. Four @msrand a portion of the faciliti
adjacent to SJGS are located on land held underneags from the United States and also under |des@she Navajo Nation. APS, on bel
of the Four Corners participants, has negotiateeraiments to an existing facility lease with the &jaWNation that would extend the leasel
interest in the plant to 2041. The amendments baea approved by the Navajo Nation Council andegidry the Nation's President. DOI nr
also approve the amendments as well as a relatigtalerights-ofway grant that the Four Corners participants wilkque. A feder:
environmental review will be conducted as parthef DOI review process.

PNM owns 100% oReeves, Afton, and Lordsbuagd 33.3% of.una. The remaining interests in Luna are owned equajflyrucsol
and Freeport McMoran. PNM is entitled to the enemgy capacity oDelta under a PPA that is deemed to be an operating. €& has
PPA that entitles it to the entire output\¢dlencia. Valencia is a variable interest entity and isswidated by PNM as required by GA/
Therefore, Valencia is reflected in the above tadef it were owned. Reeves, Lordsburg, Delta, ¥akkncia are used primarily for peak
power and transmission support. Lordsburg, Lund,\aalencia became included in retail rates under2008 Electric Rate Case. See Nc
and Note 17.
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Nuclear Plant

PNM is patrticipating in the three units BYNGS, also known as the Arizona Nuclear Power Projih APS (the operating ager
Salt River Project, EPE, SCE, SCPPA, and the Depart of Water and Power of the City of Los AngelellM is entitled to 10.2% of tl
power and energy generated by PVNGS. PNM has owipeirgerests of 2.3% in Unit 1, 4.6% in Unit 2,dat0.2% in Unit 3 and has leasel
interests of 7.9% in Unit 1 and 5.6% in Unit 2. $&xe 7 and Note 16 for information on other PVN@8&tters.

The lease payments for the leased portions of PVE@Iecovered through retail rates approved byNt&RC. In July 2009, PN
acquired the ownership of a portion of PYNGS Unjtr@viously owned by another PNMR subsidiary arddel to PNM. This asset is inclu
in rates charged to retail customers.

As part of recent refueling outages, PVNGS instalhew reactor vessel closure heads and simplifesti rassembly modificatiol
These projects are designed to provide safety lisnefiminate costly inspections, and reduce tination of future outages.

On March 11, 2011, a 9.0 magnitude earthquake oedwoff the northeastern coast of Japan. The ask®produced a tsunami t
caused significant damage to the Fukushima Daleldlear Power Station in Japan. Following thesentsyghe NRC commissioners launc
a two-pronged review of U.S. nuclear power plafétya The NRC supported the establishment of am@gtask force to conduct both a near-
and long-term analysis of the lessons that carebéd from the situation in Japan. The rniean task force issued a report on July 12, Z
and on October 3, 2011, the NRC staff issued a fodaimplementing the neaerm task force's recommendations. On October @81 2tht
NRC commissioners directed the NRC staff to impletmevithout delay, the ne-term task force recommendations, subject to ce
conditions. One such condition is that the agertmukl strive to complete and implement lessonsksdufrom the earthquake and tsunan
Japan within five years. A second condition is ttet staff should designate the recommendatioa falemaking to address extended los
offsite power to be completed within 24 to 30 ma@ntANM cannot predict when or if the NRC will tdkemal action as a result of its review.

Solar

In 2011, PNM completed its first major utility-owsheéenewable energy project when five utiltgale solar facilities in New Mexi
went online. The five solar sites are located iambgordo, Deming, Los Lunas, Las Vegas, and Albigyuee In addition to these facilitir
PNM completed its solastorage demonstration project in Albuquerque, wiiak a generation capacity of 0.5 MW that is noluided in th
above table.

Plant Operating Statistic

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

Plant Operator 2011 2010 2009
SJGS PNM 86.9% 73.5% 84.9%
Four Corners APS 81.5% 75.3% 87.5%
PVNGS APS 89.1% 88.6% 87.0%

Joint Projects

SJGS, PVNGS, and Four Corners are joint projeath @svned or leased by several different utiliti®sme participants in the jo
projects are investor-owned utilities, while othare municipally or caperatively owned. Furthermore, participants in SH&d Four Corne
may have varying percentage interests in diffegemterating units within the project. The primanegding or participation agreements for
joint projects expire in 2016 for Four Corners, 202r SJGS, and 2027 for PVNGS. In addition, SJ&8 Bour Corners are cefired
generating plants that obtain their coal requirei&om mines near the plants. The agreementsofalrsupply expire in 2016 for Four Corr
and 2017 for SJGS. As described above, Four Coisaituated on land under a lease from the NaMajtion. Portions of PNM's interests
PVNGS Units 1 and 2 are through leases that expi2015 and 2016, but contain certain fixede renewal and fair market value purcl
options (Note 7). Several of the participants ia fbint projects are located in California. There &egislative and regulatory mandate
California that prohibit utilities from enteringtmnew, or extending existing, arrangements foi-éioad generation. It is also possible that
participants in the joint projects have changeduirstances and objectives from those existingeatithe of becoming participants. The st
of these joint projects is further complicated bg tincertainty surrounding the form of potentigiséation and/or regulation of
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GHG, CCBs, and other air emissions, as well asnipacts of the costs of compliance and operativiadility of all or certain units within tf
joint projects. It is unclear how these factorslwihter into discussion and negotiations concerrihmg status of the joint projects as
expiration of basic operational agreements appeE®dANM can provide no assurance that its partioipan the joint projects will continue
the manner that currently exists.

PPAs

In addition to generating its own power, PNM Elactpurchases power under loterm PPAs. PNM also purchases power ir
forward, day-ahead, and real-time markets.

In 2002, PNM entered into an agreement with FPtetieelop a 200 MW wind generation facility in New ®igo. PNM began receivit
power from the project in June 2003. FPL owns apdrates the New Mexico Wind Energy Center, whichsgsis of 136 wingoweret
turbines on a site in eastern New Mexico. PNM haserdract to purchase all the power and RECs getetsy the New Mexico Wind Ener
Center for 25 years. In 2003, PNM received apprdnah the NMPRC for a voluntary tariff that allol®\M retail customers to buy wind-
generated electricity for a small monthly premid®ower from the New Mexico Wind Energy Center isduseservice load under the volunt
tariff and as part of PNM's electric supply mix faeeting retail load.

A summary of purchased power, excluding Delta aatéRcia, but including power purchased under l@rgitcontracts that have
expired by their terms, is as follows:

Year Ended December 31,

2011 2010 2009
Purchased under long-term PPAs
MWh 794,86° 1,360,99. 1,533,64.
Cost per MWh $ 29.9¢ $ 34.3¢ $ 31.37
Other purchased power
Total MWh 988,56+ 1,083,54 1,083,27.
Cost per MWh $ 3147 $ 40.61 $ 37.42

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

The percentages of PNBlgeneration of electricity (on the basis of KWé¢luding Valencia and Delta, fueled by coal, nacliiel
and gas and oil, and the average costs to PNMos&tfuels per MMBTU were as follows:

Coal Nuclear Gas and Oil
Percent of Average Percent of Average Percent of Average
Generation Cost Generation Cost Generation Cost
2011 62.4% $ 2.7¢ 30.(% $ 0.8C 7.4% $ 4.47
2010 59.4% $ 2.4¢ 31.5% $ 0.6€ 9.1% $ 4.5:
2009 61.5% $ 2.2t 27.€% $ 0.5€ 11.1% $ 3.52

In 2011, 0.2% of PNM's generation was from utibtyned solar, which has no fuel cost. The generationfor 2012 is expected to
62.4% coal, 29.2% nuclear, 7.9% gas and oil, aBelQutility owned solar. Due to locally availabletmal gas and oil supplies, the utilizat
of locally available coal deposits, and the gemgradequate supply of nuclear fuel, PNM believes tidequate sources of fuel are availabl
its generating stations into the foreseeable futBee Sources of Power - PNM - PPAs for informationcerning the cost of purchased power.

A-9




Table of Contents

Coal

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

Natural Gas

The natural gas used as fuel for the electric gaimgr plants is procured on the open market andeted by third party transportati
providers.

Nuclear Fuel and Wast

PNM is one of several participants in PVNGS. TheN®3& participants are continually identifying th&iture nuclear fuel resour
needs and negotiating arrangements to fill thosglseThe PVNGS participants have contracted 95®BMNGS's requirements for urani
concentrates through 2015, 90% of its requiremfEmt20162017, and 80% of its requirements for 2018. Theigpants have contracted
all of PVNGS's conversion services through 201568 of its requirements through 2018. All of PVN&&nrichment services are contra
through 2020 and all of PYNGS's fuel assembly faiidbn services through 2016.

The Nuclear Waste Policy Act of 1982 required tHeEDto begin to accept, transport, and dispose @fitspuclear fuel and high le
waste generated by the nation's nuclear powerlani998. The DOE failed to begin accepting PVNGPent nuclear fuel by 1998, and /
(on behalf of itself and the other PVYNGS particisaifiiled a lawsuit for DOE's breach in the U.Su@mf Federal Claims. The Court of Fed
Claims ruled in favor of APS and in October 2010aeded $30.2 million in damages to the PVNGS pandiots for costs incurred throt
December 2006. See Note 16.

The DOE had planned to meet its disposal obligatibp designing, licensing, constructing, and opegat permanent geolog
repository at Yucca Mountain, Nevada. In June 20DBE submitted its application to the NRC to auidmrconstruction of the Yuc
Mountain repository. In March 2010, the DOE filedmtion to dismiss with prejudice its Yucca Mountaionstruction authorizati
application that was pending before the NRC. Sévatarested parties have intervened in the NRCQgeding, but the matter has not
conclusively decided by either the NRC or the cauftdditionally, a number of interested partieséhéiled a variety of lawsuits in differe
jurisdictions around the country challenging the EX¥authority to withdraw the Yucca Mountain coastion authorization application. Nc
of these lawsuits has been conclusively decidetthéyourts.

On January 26, 2012, the Blue Ribbon Commission Aonerica's Nuclear Future (the “Blue Ribbon Comnues) made
recommendations on managing the back end of theeauéuel cycle. The Blue Ribbon Commission waslels&hed in early 2010 at t
direction of President Obama. The President's tileevas based on his assessment that the nasippteach to managing used nuclear
primarily through the repository at Yucca Mountdias proven to be ineffective.

The Blue Ribbon Commission's report recommendetiadegy with several key elements including: a remmsentbased approach
siting future nuclear waste management facilitteepw organization dedicated solely to implementirgwaste management program; ac
to the funds nuclear utility ratepayers are prawydior the purpose of nuclear waste managemeninpirefforts to develop geologic dispc
facilities, consolidated storage facilities andpi@pare for the eventual large-scale transportpehts nuclear fuel and higbvel waste t
consolidated storage and disposal facilities. Phil APS are monitoring this matter, but cannot ptettie proposed timing for implementat
of the recommended strategy.

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

In addition to the spent fuel stored at PVYNGS'sit@1SFSI, PVNGS also generates certain typeswfével radioactive waste that
stored on-site. Currently, the higher radioactifythe low level wastes is stored eite since industry access to a disposal site Vimsnatec
several years ago. The NRC is considering regulatibat would allow the industry to eliminate
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much of this waste by blending it with lower leveste so that it can be disposed of at a facilishsas the one PVNGS utilizes in Utah.
Water Supply
See Note 16 for information about PNM's water syppl
ENVIRONMENTAL MATTERS

Electric utilities are subject to stringent lawsdaregulations for protection of the environment Ibgal, state, federal, and tril
authorities. In addition, PVNGS is subject to theagdiction of the NRC, which has the authorityigsue permits and licenses and to reg
nuclear facilities in order to protect the healtid safety of the public from radioactive hazardd smconduct environmental reviews pursi
to the National Environmental Policy Act. The lidiies under these laws and regulations can be nahtéh some instances, liabilities may
imposed without regard to fault, or may be impo$ed past acts, whether or not such acts were laafuthe time they occurred. 1
construction expenditure projection does not inelathy amounts related to environmental upgrade®J&S or Four Corners that may
required by EPA to address regional haze desciilbédbte 16 or any other significant expenditures davironmental control facilities. S
MD&A - Other Issues Facing the Companglimate Change Issues for information on GHG. Iditigin, Note 16 contains information rela
to the following matters, incorporated in this itbsnreference:

. PVNGS Decommissioning Fundi

. Nuclear Spent Fuel and Waste Disp

. Environmental Matters under the caption “TheaDIdir Act”

. Endangered Species /

. Cooling Water Intake Structur

. Santa Fe Generating Stat

. Environmental Matters under the caption “Coatbostion Waste Disposal”
. Hazardous Air Pollutants (“HAPsRulemaking

COMPETITION

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

PNM is subject to varying degrees of competitiorcéntain territories adjacent to or within the arésserves. This competition con
from other utilities in its region as well as rueectric cooperatives and municipal utilities. NNs involved in the generation and sal¢
electricity into the wholesale market. It is sudtjio competition from regional utilities with sitai opportunities to generate and sell ener
market-based prices and larger trading entitiesdbaot own or operate generating assets.

EMPLOYEES

The following table sets forth the number of empley of PNMR, PNM, and TNMP as of December 31, 2011

PNMR PNM TNMP
Corporate? 492 — —
PNM Electric 1,115 1,115 —
TNMP Electric 342 — 342
Total 1,951 1,115 342

(1) Represents employees of PNMR Services Company.

As of December 31, 2011PNM Electric had 635 employees in its power plamtl operations areas that are currently coveree
collective bargaining agreement with the IBEW thats entered into in May 2009 and expires April3012. PNMR has no other employ
represented by unions. Negotiations for a new agee¢ with the IBEW began in February 2012. While Company is optimistic that a tim
agreement will be reached, PNM cannot, at this tipnedict the outcome of the negotiations.
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PNM has completed contingency planning for certai@narios that may occur as a result of negotigtionthe negotiations, PNM is focus
its efforts towards meeting four objectives: imyrd safety, continued compliance, continued rditgband cost management. The wages
benefits for all PNM employees who are membershef IBEW are typically included in the rates chargeckelectric customers, subject
approval of the NMPRC.

DISCLOSURE REGARDING FORWARD LOOKING STATEMENTS

Statements made in this filing that relate to fatavents or PNMR's, PNM's, or TNMP's expectatipngjections, estimates, intentio
goals, targets, and strategies are made pursudm terivate Securities Litigation Reform Act ofdB9 Readers are cautioned that all forward-
looking statements are based upon current expestatand estimates. PNMR, PNM, and TNMP assume digation to update th
information.

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

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

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

. State and federal regulatory, legislative, andgiadlidecisions and actions on ratemaking me

. State and federal regulation or legislation retatim environmental matters, including the resultamgacts on the operations
economic viability of PNM's generating plants

. The risk that recently enacted reliability standarelgarding available transmission capacity maytiegly impact the operatii
of PNM's transmission system

. The performance of generating units, transmissimtesns, and distribution systems, which could bgatieely affected by
number of significant operational issues

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

. Changes in price and availability of fuel and watepplie:

. Uncertainties surrounding the mine fire incidenthat mine supplying coal to SJ

. Uncertainty surrounding the status of PNM's ipgrétion in jointly-owned generation projects resulting from the schesd
expiration of the operational documents for thejguts

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

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

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

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

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

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

. The impacts of decreases in the values of marletadplity securities maintained to provide for nacldecommissioning a
pension and other postretirement benefits

. The effectiveness of risk management and commaogitytransactior

. The outcome of legal proceedings, including theetxof insurance covere

. Changes in applicable accounting princi

For information about the risks associated with e of derivative financial instruments see Itetn TQuantitative and Qualitati
Disclosures About Market Risk.”

SECURITIES ACT DISCLAIMER

Certain securities described in this report havebeen registered under the Securities Act of 1833amended, or any state secul
laws and may not be reoffered or sold in the Unféates absent registration or an applicable exemfitom the registration requirements
the Securities Act of 1933 and applicable stateises laws. This Form 18- does not constitute an offer to sell or the stion of an offe
to buy any securities.
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ITEM 1A. RISK FACTORS

The business and financial results of PNMR, PNMJ aNMP are subject to a number of risks and unggi¢s, including those <
forth below and in MD&A, Note 16, and Note 17. TNNRovides transmission and distribution serviceREPs that provide electric servict
consumers in TNMP's service territories. Referertoesustomers in the risk factors discussed belsw ancompass the customers of tl
REPs who are the ultimate consumers of electricétiysmitted and distributed through TNMP's falhti

Regulatory Factors

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

The rates PNM charges its customers are regulatedebNMPRC and FERC. TNMP is regulated by the PUGider its current ra
settlement, PNM cannot request a general rate aserdor its New Mexico customers that would be ctife prior to July 1, 2013. T
Company anticipates a trend toward increasing cistsvhich it might have to seek regulatory reagvd hese include or are related to:

. New asset construction related to the provisioeleétric servic

. Potential environmental compliance expendit

. The regulatory mandate to generate power from rabkaresource
. Energy efficiency mandat

. Fuel cost

. Costs related to rights-efay, pension and benefit exper

. Depreciation expens

Without timely cost recovery and the authorizatiorearn a reasonable return on invested capigiCttimpany's liquidity and results
operations could be negatively impacted.

Under New Mexico law, utilities may propose the w$a future test year in establishing rates. Aghwiny forward looking financi
information, a future test year presents challentped are inherent in the forecasting process. daste of both operating and car
expenditures necessitate reliance on many assumptioncerning future conditions and operating tesuéiccordingly, if PNM chooses
request rates based on a future test year, bubtancessfully support it, cash flows and resofteperations may be negatively impac
This could result from not being able to withstatithllenges from regulators and intervenors reggrdire utility's capability to mal
reasonable forecasts.

PNM recovers the cost of fuel for its generatiodilfdes through its FPPAC. The coal supply contsathat provide fuel for SJIGS &
Four Corners expire in 2017 and 2016. Coal supply ot been arranged for periods after the existorgracts expire. It is possible t
extended contracts with the existing suppliers ew montracts for coal from alternative sources @aekult in higher prices. Although PP
believes such costs would continue to be recovérasligh the FPPAC, there can be no assurance uhaketovery would continue to
allowed.

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

Compliance with federal, state, and local environtaklaws and regulations may result in increasggltal, operating, and other co
These costs could include remediation, containmemd, monitoring expenses. PNMR, PNM, and TNMP cammedict how they would |
affected if existing environmental laws and regolad were to be revised, or if new environmentatuites and rules were to be adopted.
Note 16.

Recently, EPA issued its proposed BART determimatiior both SJGS and Four Corners under the protpaaddress regional haze
the “four corners’area. If the proposals are finalized in the forsued, the levels of NOx emitted at both SJIGS andt Eorners would have
be reduced. This would require significant capéapenditures and increased operating costs foinstallation of SCR technology at b
generating stations.

PNM depends on fosdiilieled generation for a significant share of iecéicity. Therefore, it could be exposed to pdssfbture GHC

regulations imposed by New Mexico and/or the feldgowernment. Any such regulations could resuladditional operating restrictions
facilities and increased generation and compliaosts.
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CCBs from the operation of SJIGS are currently beisgd in the reclamation of a surface coal mines€hCCBs consist of fly a:
bottom ash, and gypsum. Any new regulation thatld/affect the reclamation process, including CCBm@ classified as hazardous wast
EPA, could significantly increase the costs ofdisposal of CCBs.

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

PNMR and its operating subsidiaries may undereséinize costs of environmental compliance, lialeitiand litigation due to t
uncertainty currently inherent in these factorghdugh there is uncertainty about the timing amthfof regulations regarding climate chat
CCBs, and other power plant emissions, such reégagtould have a material impact on operations. possible that requirements to con
with the final BART determinations, combined wittetfinancial impact of possible future climate apamegulation or legislation, if any, ot
environmental regulations, the result of litigatidine adequacy and timeliness of cost recovery am@sms, and other business consideral
could jeopardize the economic viability of SIGS/androur Corners or the ability of individual paifiants to continue participation in th
plants. Timely regulatory recovery of costs asgedavith any environmentaklated regulations would be needed to maintainosmg financia
and operational profile. The above factors couldeasely affect the Company's businesses, finargmaition, results of operations, ¢
liquidity.

PNMR, PNM, and TNMP are subject to complex governmet regulation, which may have a negative impact ortheir businesses
financial position and results of operations.

To operate their businesses, PNMR, PNM, and TNMPeqguired to have numerous permits and approxais & variety of regulato
agencies. Regulatory bodies with jurisdiction otrex utilities include the NMPRC, NMED, PUCT, TCERRCOT, FERC, NRC, EPA, a
NERC. Oversight by these agencies cover many aspéthe Company's utility operations. These ineluslting, construction, and operai
of facilities; the purchase of power under longvierontracts; conditions of service; the issuancgeofrrities; and rates charged to customers.

FERC has issued a number of rules pertaining teemting undue discrimination in transmission sezgi@nd electric reliabili
standards. In one of these, issued in 2011, FERi{Se the determination of total transmission cdjplunder the reliability standards 1
transmission systems. The order could potentiaijuce the total transmission capacity that we asdetiver our generation resource:
customers. Such reductions could require us toiexzqdditional transmission rights or assets, wltichld involve substantial investments
a significant amount of time to accomplish.

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

Operational Factors

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

Our financial performance depends on the succeegktation of PNM's generation assets, as welhadransmission and distribut
systems of PNM and TNMP. Unscheduled or longer thapected maintenance outages, other performaragepns with the electr
generation assets, severe weather conditions,edsiéind other catastrophic events, disruptiorisdrdelivery of fuel, and other factors cc
result in PNM's load requirements being larger thaailable system generation capacity. If this wereccur, PNM would be required
purchase electricity in either the wholesale madeespot market at the thenxrent market price. There can be no assurandestiificien
electricity would be available at reasonable pricgsavailable at all. The failure of transmissamdistribution facilities may also affect PNN
and TNMP's ability to deliver power. These potdng@neration, distribution, and transmission praideand any service interruptions rel;
to them, could result in lost revenues and additicosts.
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Customer electricity usage could be reduced by ineases in prices we charge and other factors. Thisuld result in underutilization of
PNM's generating capacity, as well as the capacieof PNM's and TNMP's transmission and distributionsystems. Should this occu
operating and capital costs might not be fully receered, and financial performance thus negatively irpacted.

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

. Increases in rates charged by PNM and T!
. Rates charged by REPs utilizing TNMP's facilitiesleliver powe

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

PNM's and TNMP's service territories include selenifitary bases and federally funded national latories, as well as large indust
customers that have significant direct and indinegtacts on the local economies where they opefate.do not directly provide service to i
of the military bases or national laboratories, dfprovide service to large industrial customérsr business could be hurt from the impact
the local economies associated with these custgmerps, as well as directly from the large indastdustomers, for a number of reas
including:

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

Another factor that could negatively impact ushattinitiatives are periodically undertaken in wai$ localities to municipalize
otherwise take over Company facilities. If anytsatunicipalization initiative is successful, thaul could be a material reduction in the ut
of our facilities.

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

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

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

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

PNM has a 10.2% undivided interest in PVNGS, regming 17.1% of PNM's total owned and leased geingraapacity. Portions
the interests in Units 1 and 2 are held under d¢NGS is subject to environmental, health, amafcial risks, including, but not limited to:

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

. Decommissioning of the ple

. Securing the facilities against possible terraattack:

. Unscheduled outages due to equipment fai

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

The NRC has broad authority under federal law tpdse licensing and safetgtated requirements for the operation of nut
generation facilities. In the event of noncomplianthe NRC has the authority, depending upon th€'BlRssessment
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of the severity of the situation, to impose monetavil penalties or a progressively increased @wjon regime. This could ultimately resul
the shutdown of a unit, the removal of a unit freervice until compliance is achieved, or both. éased costs resulting from penaltie
heightened level of scrutiny, and/or implementatdmlans to achieve compliance with NRC requiretseould adversely affect the finan
condition, results of operations, and cash flowBEMR and PNM.

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

Costs of decommissioning, remediation, and restor@ain of nuclear and fossilfueled power plants, as well as related coal minesopuld
exceed the estimates of PNMR and PNM, which couldegatively impact results of operations and liquidi.

PNM has interests in a nuclear power plant, twd-ficed power plants, and several natural fieesd power plants. PNM is obligated
pay for the costs of decommissioning its sharehefgower plants. PNM is also obligated to pay fershare of the costs of decommissio
the mines that supply coal to the cfisbd power plants. Rates charged by PNM to itstamsrs, as approved by the NMPRC, inclui
provision for recovery of certain costs of decomnsiuring, remediation, and restoration. The NMPRG lestablished a cap
decommissioning costs for the surface coal minesthé event any of these costs exceed current a&stsnmand PNM is unsuccessfu
recovering the expenses through increased ratadisef operations will be negatively impacted.

PNMR, PNM, and TNMP are subject to information secuity risks and risks of unauthorized access to theisystems.

The Company functions in a highly regulated industrat requires the continued operation of sopddstid information technolo
systems and network infrastructure. In the regodarse of business, the utilities handle a rarigewsitive security and customer informat
PNM and TNMP are subject to different agencies'slaand rules concerning safeguarding and maintaitiigg confidentiality of thi
information. Despite implementation of security m@@s, the technology systems are vulnerable tability, failures, or unauthoriz
access. Such failures or breaches of the systemld anpact the reliability of PNM's generation aRdIM's and TNMP's transmission
distribution systems, including the possible unatied shutdown of our facilities. If the technojogystems were to fail or be breached an
recovered in a timely way, critical business fuaes could be impaired and sensitive confidentitd dauld be compromised. A security bre
of the Company's information systems could haveateral adverse impact on the operations and fiahwondition of PNMR, PNM, ar
TNMP. Such a breach could involve theft or the prapriate release of certain types of informatimt/uding confidential data related
customers or operating systems.

General Economic and Weather Factors

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

Economic activity is a key factor in PNMR subsidigst performance. Decreased economic activity eadl to declines in enet
consumption, which could adversely affect futureereies, earnings, and growth. Higher unemploymages both in our service territories
nationwide could result in commercial customerssogpoperations and lower levels of income for @sidential customers. These custot
might then be unable to pay their bills on time,iskhhcould increase bad debt expense and negatingigict results of operations and ¢
flows. Economic conditions also impact the supphg/ar cost of commodities and materials neededottstcuct or acquire utility assets
make necessary repairs.

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

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

TNMP’s service areas are exposed to extreme weaitlchrding high winds, drought, flooding, and metic hurricanes. These sev
weather events can physically damage TNMP's owaetlitfes. Such an occurrence both disrupts thétyato deliver energy and increa:
costs. Extreme weather can also reduce custonsagelwand demand for energy. These factors coulaticely impact results of operations i
cash flows.

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

PNMR and its subsidiaries rely on access to botlitderm money markets and longerm capital markets as sources of liquidity
any capital requirements not satisfied by cash fimm operations, including energy infrastructureegstments and new projects. In genera
Company relies on its shaerm credit facilities as the initial source todirce construction expenditures. This results ineiased borrowing
under the facilities over time. The Company is ently projecting total construction expenditures floe years 2012016 to be $1,306
million. If PNMR or its operating subsidiaries amet able to access capital at competitive ratestall, PNMR's ability to finance capi
requirements and implement its strategy will beitih. Disruptions in the credit markets, which a@bakgatively impact our access to caf.
could be caused by:

. An economic recessi

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

. Terrorist attacks or threatened attacks on fagditif PNMR's operating subsidial

. Deterioration in the overall health of the utilibdustry

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

Future reduction in our credit ratings could materially and adversely affect our business, financial gsition, results of operations, an
liquidity.

PNMR, PNM, and TNMP cannot be sure that any ofrthairent ratings will remain in effect for any giv period of time or that
rating will not be put under review for a downgrattevered, or withdrawn entirely by a rating agenbpwngrades could result in increa
borrowing costs due to higher interest rates imrtifinancings, a smaller potential pool of invest@and decreased funding sources. It
could require the provision of additional supparthie form of letters of credit and cash or oth@lateral to various counterpatrties.

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

PNMR is a holding company and has no operatiorissawn. PNMR's ability to meet its financial oldiipns and to pay dividends
its common stock primarily depends on the net ine@and cash flows of PNM and TNMP and their capattitpay upstream dividends
distributions. Prior to providing funds to PNMR, FNand TNMP have financial and regulatory obligaidhat must be satisfied, includ
among others, debt service and, in the case of Ri¥éflerred stock dividends.
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The NMPRC has placed certain restrictions on thityabf PNM to pay dividends to PNMR, includingahPNM cannot pay dividen
that cause its debt rating to fall below investngmatde. The NMPRC has also restricted PNM fromnadividends in any year, as determi
on a rolling fourquarter basis, in excess of net earnings withoior éNMPRC approval. PNM is permitted to pay divideno PNMR fror
prior equity contributions made by PNMR. AdditiolyalPNM has various financial covenants that lithi¢ transfer of assets, through divide
or other means.

Further, the ability of PNMR to declare dividendgpdnds upon:

. The extent to which cash flows will support divide

. The Company's financial circumstances and perfoce

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

. The effect of federal regulatory decisions anddigive act
. Economic conditions in the United Ste

. Future growth plans and the related capital requemg:

. Other business considerati

Impairments of intangible longived assets of PNMR, PNM, and TNMP could adverselaffect their business, financial positior
liquidity, and results of operations.

PNMR, PNM, and TNMP annually evaluate their intdodgilonglived assets, including goodwill, for impairmenthély also asse
tangible and intangible long-lived assets whenéwaicators of impairment exist. Factors that afféa longterm value of these assets as
as other economic and market conditions could tesumpairments. Significant impairments could asely affect our business, finan
position, liquidity, and results of operations.

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

The Company targets 42% of its pension trust fumad 70% of its trust funds for other postretirembanefits to be invested
marketable equity securities. Over dmaf of funds held in the NDT are typically invedtisn marketable equity securities. Declines in rei
values could result in increased funding of thatswas well as the recognition of losses as imgaitefor the NDT and additional expense
the benefit plans.

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

The “Events of LossYenerally relate to casualties, accidents, andr @bhents at PVNGS, including the occurrence of sigelcnuclea
events, which would severely adversely affect thiéita of the operating agent, APS, to operate, Hrelability of PNM to earn a return on
interests in PVNGS. The “Deemed Loss Evemistisist primarily of legal and regulatory changssch as issuance by the NRC of spec
violation orders, changes in law making the sald E@aseback transactions illegal, or changes inrfeaking the lessors liable for nucl
decommissioning obligations). PNM believes thatghzbability of such “Events of Loss” or “DeemeddsoEvents’bccurring is remote for tl
following reasons: (1) to a large extent, prevamtid “Events of Loss” and some “Deemed Loss Eveigtstithin the control of the PVNC
participants through the general PVNGS operati@ral safety oversight process; and (2) other “Deeimess Events"would involve
significant change in current law and policy. PNdunhaware of any proposals pending or being coretidi®r introduction in Congress, ol
any state legislative or regulatory body thatdbpted, would cause any of those events. See Note 7

Governance Factors
Provisions of PNMR's organizational documents, as &l as several other statutory and regulatory factcs, will limit another party's
ability to acquire PNMR and could deprive PNMR's stareholders of the opportunity to receive a takeovepremium for shares o
PNMR's common stock.

PNMR's restated articles of incorporation andldys include a number of provisions that may hdneedffect of discouraging perst

from acquiring large blocks of PNMR's common stogkdelaying or preventing a change in control NMR. The material provisions tt
may have such an effect include:
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. Authorization for the Board to issue PNMR's preddrstock in series and to fix rights and prefererafethe series (includir
among other things, voting rights and preferenciés rgspect to dividends and other matters)

. Advance notice procedures with respect to any wabather than those adopted or recommended Bydhe

. Provisions specifying that only a majority of thea8d, the chairman of the Board, the chief exeeutifficer, or holders of

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

Under the New Mexico Public Utility Act, NMPRC ammal is required for certain transactions that mesult in PNMR's change
control or exercise of control, including ownershipl0% or more of PNMR's voting stock. Certainuaisgions of PNMR's outstanding voti
securities also require FERC approval.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

PNMR

The significant properties owned by PNMR includesi owned by PNM and TNMP and are disclosed below.
PNM
See Sources of Power in Item. 1 Business abovieflimation on PNM’s owned and leased capacityléeteic generating stations.

As of December 31, 2011PNM owned, jointly owned, or leased, 3,189 cirauiles of electric transmission lines, 5,825 mitd
distribution overhead lines, 5,548 cable milesmderground distribution lines (excluding streehtigg), and 271 substations.

PNM'’s electric transmission and distribution lin@se generally located within easements and rightsay on public, private, al
Native American lands. PNM leases interests in P8NGnits 1 and 2 and related property, Delta, EIE associated equipment, ¢
processing, communication, office and other equiptmeffice space, vehicles, and real estate. PNdd alwns and leases service and o
facilities in Albuquerque and in other areas thitougy its service territory. See Note 7.

TNMP

TNMP’s facilities consist primarily of transmission adidtribution facilities located in its service ased NMP also owns and lea
service and office facilities in other areas thhoogt its service territory. As of December 31, 20TNMP owned 966 circuit miles of overhe
electric transmission lines, 7,054 pole miles otrnead distribution lines, 1,059 circuit miles afderground distribution lines, and :
substations.

ITEM 3. LEGAL PROCEEDINGS

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

Note 16
. Regional Haze SJG¢
. Regional Haze Four Corner

. SJGS Operating Permit Challel
. Citizen Suit Under the Clean Air A

. Navajo Nation Environmental Isst

. Four Corners New Source Revi

. Santa Fe Generating Stat

. Coal Combustion Waste Disposabierra Club Allegatior
. PVNGS Water Supply Litigatic

. San Juan River Adjudicati

. Western United States Wholesale Power M:

. Begay v. PNM et

. Transmission Issu
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Note 17
. PNM —Emergency FPPA
. PNM —Renewable Portfolio Stand:

. PNM — Energy Efficiency and Load Managem®igincentives/Incentives Add
. PNM —2010 Electric Rate Ca

. PNM —Transmission Rate Ce

. PNM — FirmRequirements Wholesale Customer Rate

. TNMP Competitive Transition Charge Trigp Proceedin

. TNMP —Interest Rate Compliance Ta

. TNMP -2010 Rate Ca:
. TNMP —Advance Meter System Deployment and Surcharge R
. TNMP —Remand of ERCOT Transmission Rates for 1999 an@

ITEM 4. MINE SAFETY DISCLOSURES

Not Applicable.

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

All officers are elected annually by the Board NNPR. Executive officers, their ages as of Februzy 2012and offices held wit
PNMR for the past five years, or other companidss$ than five years with PNMR, are as follows:

Name Age Office Initial Effective Date
P. K. Collawn 53 Chairman, President, and Chief Executive Officer January 2012
President and Chief Executive Officer March 2010
President and Chief Operating Officer August 2008
President, Utilities June 2007
President and CEO - Public Service Company of
Colorado, Xcel Energy October 2005
C. N. Eldred 58 Executive Vice President and Chief Financial
Officer July 2007
Senior Vice President and Chief Financial Office January 2006
P. V. Apodaca 60 Senior Vice President, General Counsel and
Secretary January 2010
University Counsel, University of New Mexico May 2006
R. E. Talbot 51 Senior Vice President and Chief Operating Office January 2012
Chief Operating Officer, Power Supply and Powe
Delivery -Indianapolis Power and Light Compe June 2011
Senior Vice President, Power Supply - Indianapc
Power and Light Company February 2007
Senior Vice President, Customer Operations -
Indianapolis Power and Light Company August 2003
R. N. Darnell 54 Senior Vice President, Public Policy December 2011
Vice President, Regulatory Affairs April 2008
Director, Regulatory Administration South - Xcel
Energy January 2007
Director, Pricing and Planning - Xcel Energy October 2000
T. G. Sategna 58 Vice President and Corporate Controller October 2003
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PART Il

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

PNMR’s common stock is traded on the New York StBgkhange (Symbol: PNM). Ranges of sales pricdaNifIR’'s common stoc
reported as composite transactions, and divideadsued on the common stock for 2011 and 2010qguayters, are as follows:

Range of
Quarter Ended Sales Prices Dividends
High Low Per Share
2011
March 31 $ 15.1¢ $ 12.9¢ % 0.12¢
June 30 17.1C 14.4¢ 0.12¢
September 30 17.1¢ 12.7¢ 0.12¢
December 31 19.1% 15.81 0.12¢
Fiscal Year 19.15 12.7¢ 0.50(
2010
March 31 $ 13.3¢  $ 11,12 $ 0.12¢
June 30 13.9¢ 11.1¢ 0.12¢
September 30 12.9(C 10.81 0.12¢
December 31 13.4: 11.3% 0.12¢
Fiscal Year 13.9¢ 10.81 0.50(

Dividends on PNMRS common stock are declared by its Board. The gminthe declaration of dividends is dependentientiming o
meetings and other actions of the Board. This lsterically resulted in dividends considered todttibutable to the second quarter of ¢
year being declared through actions of the Boarthduhe third quarter of the year. The Board dextdadividends on common stock considt
to be for the second quarter of $0.125 per shada@ln2010 and July 201lwhich are reflected as being in the second quaklieve. The Boa
declared dividends on common stock considered timbthe third quarter of $0.125 per share in Seyer 2010 and September 20Mhict
are reflected as being in the third quarter ab@reDecember 6, 2011 and February 28, 2012, thedBaexlared quarterly dividends of $0..
and $0.145 per share. PNMR targets a Itarg: dividend payout ratio of 50% to 60% of condated earnings. During the period it
outstanding, PNMR's convertible preferred stockiie¢SeA was entitled to receive dividends equivalemtany dividends paid on PNN
common stock as if the preferred stock had beemearted into common stock.

On February 22, 2012 , there were 12,067 holdersaafrd of PNMR’s common stock.

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

See Part Ill. Item 12. Security Ownership of Certaeneficial Owners and Management and RelateckBtdder Matters.
Preferred Stock

PNM is not aware of any active trading market fisr dumulative preferred stock. Quarterly cash dins were paid on PN’
outstanding cumulative preferred stock at the dtettes during 2010 and 2011. PNMR purchased airddell of its outstanding convertil
preferred stock, Series A effective September 2212TNMP does not have any preferred stock oulgtign

Sales of Unregistered Securities
None.
Acquisition of Equity Securities

The following table provides information about PNMRrchases of equity securities that are registbyeBNMR pursuant to Secti
12 of the Exchange Act during the quarter endecebder 31, 2011:
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Total Number of  Approximate

Shares Dollar Value of
Purchased as Shares that
Part of Publicly May Yet Be
Total Number Announced Purchased
of Shares Average Price Plans or under the Plans
Period Purchased Paid per Share Programs or Programs
October 1, 2011 - October 31, 2011 — — — $ 156,525,49
November 1, 2011 - November 30, 2621 7,019,551 $ 17.9( 7,019,551 $ —
December 1, 2011 - December 31, 2011 —  $ — 7,01955( $ —
Total 7,019,551 $ 17.9(C 7,019,551 $ —

@ On September 23, 2011, PNMR announced that thedBa@proved a stock repurchase program under whijaltyepurchase
of up to $230.0 million were authorized. On OctobeP011, PNMR completed the purchase from Casoad# of PNMR's
outstanding convertible preferred stock, Seriegrfah aggregate purchase price of $73.5 milliore pieferred stock was r
registered under Section 12 of the Exchange Ace Stmares of preferred stock were convertible in®r&,000 shares
PNMR's common stock. On November 10, 2011, PNMRpietad the purchase of 7,019,550 shares of PNM&tisrmn
stock from Cascade for an aggregate purchase pficpproximately $125.7 million. On November 22,120 PNMR
announced that it had completed its current plangduity purchases.
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ITEM 6. SELECTED FINANCIAL DATA

The selected financial data and comparative operatiatistics for PNMR should be read in conjunctidth the Consolidated Financ
Statements and Notes thereto and MD&A. PNMR reslttude results for the Twin Oaks business throtgy 31, 2007, when it w
contributed to Optim Energy. On January 30, 2008VRrompleted the sale of its gas operations, whighconsidered discontinued operat
and excluded from continuing operations informationthe table below. PNMR sold First Choice on Nober 1, 2011. First Choice
included in the following information through Octat31, 2011.

PNM RESOURCES, INC. AND SUBSIDIARIES

2011 2010 2009 2008 2007
(In thousands except per share amounts and ratios)
Total Operating Revenues from Continuing
Operations $ 1,700,61* $ 167351 $ 164774 $ 195952 $ 1,914,02
Earnings (Loss) from Continuing Operations  $ 190,93: % (31,129 $ 65,93: $ (297,56 $ 59,88¢
Net Earnings (Loss) $ 190,93: % (31,129 % 136,73: $ (262,93) $ 75,40z
Net Earnings (Loss) Attributable to PNMR $ 176,35¢ % (45,217 $ 124,31« $ (270,649 $ 74,87¢
Earnings (Loss) from Continuing Operations
Attributable to PNMR per Common Share
Basic $ 19¢ $ 049 $ 05¢ $ (3.66) 9 0.77
Diluted $ 19 $ 0.49 % 05¢ % (3.66) $ 0.7¢
Net Earnings (Loss) Attributable to PNMR per
Common Share
Basic $ 19¢ $ 0.49 $ 13¢ % (329 $ 0.9¢
Diluted $ 19 $ 049 % 13€ $ (329 % 0.9¢
Cash Flow Data
Net cash flows from operating activities $ 292,24( $ 287,35: $ 87,70¢ $ 88,62t $ 223,06:
Net cash flows from investing activities $ 19,77¢ $ (275,900 $ 379,72t $ (320,71) $ (73,53))
Net cash flows from financing activities $ (312,33) $ (10,689 $  (593,43) $ 354,94 $  (255,15%
Total Assets $ 520461 $ 522508 $ 535992 $ 6,14798 $ 5,872,13
Long-Term Debt, including current
installments $ 167401, $ 156584 $ 1567,33 $ 1,584,700 $ 1,681,07
Common Stock Data
Market price per common share at year end $ 18.2: $ 13.0: $ 1268 % 10.0¢ $ 21.4¢
Book value per common share at year end $ 19.7¢  $ 1790 % 19.1: % 19.1: % 22.0%
Tangible book value per share at yearend $ 16.27 $ 14.1C % 153 % 1531 $ 14.5¢
Average number of common shares outstanding
- diluted 89,755 91,557 91,67! 83,46¢ 77,92¢
Dividends declared per common share $ 0.50C $ 0.50C $ 0.50C $ 0.60: $ 0.92(
Capitalization
PNMR common stockholders’ equity 48.2% 47.8% 49.6% 49.2% 50.(%
Convertible preferred stock — 3.1 3.C 3.C —
Preferred stock of subsidiary, without mandar
redemption requirements 0.3 0.4 0.3 0.3 0.3
Long-term debt 51.4 48.7 47.1 47.4 49.7
100.0% 100.% 100.(% 100.% 100.(%

Note: The book value per common share at yeartandjble book value per share at year end, averagger of common shares outstanc
and return on average common equity reflect theeS#y convertible preferred stock as if it was cenied into common stock at the ¢

of its issuance on November 17, 2008 through Sape3, 2011.
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PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS
2011 2010 2009 2008 2007

(In thousands)
PNM Electric Revenues

Residential $ 390,38( $ 355,90 $ 320,96¢ $ 296,12: $ 265,41¢
Commercial 386,38 355,69¢ 330,55: 326,40t 294,75!
Industrial 94,88: 85,57¢ 79,54( 100,66! 99,97(
Public authority 23,97( 21,30: 19,77( 19,13¢ 15,11
Transmission 43,631 38,66 36,07¢ 33,16: 32,32t
Firm-requirements wholesale 34,127 31,87( 29,04¢ 46,85¢ 46,25
Other sales for resale 69,31¢ 121,72¢ 140,31 345,94¢ 396,58:
Mark-to-market activity 4,21¢ (3,599 151 56,56( (44,319
Other 10,377 9,97¢ 11,59 18,09( 30,87:
Total PNM Electric Revenues $ 1,057,28¢ $ 1,017,121 $ 968,00¢ $ 1,242,94. $ 1,136,97.
TNMP Electric Revenues
Residential $ 100,29 $ 83,64 $ 74,73¢ % 71,67: % 69,48¢
Commercial 84,89¢ 77,47¢ 73,34¢ 72,78¢ 70,14¢
Industrial 13,06¢ 12,34: 12,11: 13,84¢ 7,87¢
Other 39,601 39,127 32,43¢ 31,97 32,91
Total TNMP Revenues $ 237,85¢ % 212,58t $ 192,63: $ 190,28: $ 180,42:
Altura Wholesale Revenues
Long-term contracts $ —  $ —  $ — 3 — % 65,39¢
First Choice Revenues
Residential $ 260,16: $ 305,83: $ 349,62¢ $ 407,35( $ 390,32¢
Commercial 166,49¢ 159,78! 160,99¢ 205,51¢ 206,57t
Trading gains (losses) — 4 14 (49,93) (3,559
Other 12,79: 17,58¢ 18,17: 19,28’ 7,34%
Total First Choice Revenues $ 439,45( $ 483,20: $ 528,81¢ $ 582,22: $ 600,69!

Notes: Altura Wholesale includes Twin Oaks throtgy 31, 2007, when Altura was contributed to OpEnergy.
PNM Gas, which was sold on January 30, 2009, isrted as discontinued operations and has beendedliiom the above table.

First Choice is included through October 31, 20¢en it was sold by PNMR.
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PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

2011 2010 2009 2008 2007
PNM Electric MWh Sales
Residential 3,402,84; 3,361,47. 3,264,37: 3,221,89. 3,208,59.
Commercial 4,043,79! 4,015,99! 3,899,12 4,029,80: 4,006,37.
Industrial 1,560,86' 1,449,93 1,454,48| 1,657,58! 1,920,08!
Public authority 282,06: 263,42: 249,55: 253,07¢ 236,65
Firm-requirements wholesale 650,35¢ 677,50¢ 689, 74( 1,123,53! 1,121,69
Other sales for resale 2,076,86! 2,203,78 3,996,31 5,095,18. 6,897,30
Total PNM Electric MWh Sales 12,016,79 11,972,12 13,553,59 15,381,07 17,390,70
TNMP Electric MWh Sales
Residential 2,862,33 2,699,60. 2,582,55! 2,533,02! 2,520,60!
Commercial 2,360,99i 2,260,50! 2,216,871 2,206,15! 2,195,96:
Industrial 2,578,87 2,241 ,45. 1,983,16! 2,094,78! 1,927,93.
Other 108,66 103,34: 107,09: 107,52: 100,58:
Total TNMP MWh Sales 7,910,87 7,304,89! 6,889,68 6,941,49. 6,745,08;
Altura Wholesale MWh Sales
Long-term contracts — — — — 915,88
First Choice MWh Sales
Residential 2,006,43 2,267,83! 2,441,55! 2,547,49 2,796,86.
Commercial 1,538,20: 1,363,741 1,218,94! 1,471,401 1,590,22!
Total First Choice MWh Sales 3,544,64 3,631,58. 3,660,49! 4,018,89! 4,387,09:

Notes: Altura Wholesale includes Twin Oaks throtigy 31, 2007, when Altura was contributed to OpEnergy.

Under TECA, customers of TNMP Electric in Texas chiose First Choice or any other REP to providerggn Howeve
TNMP Electric delivers energy to customers withis $ervice area regardless of the REP chosen. foheref NMP Electric eart
revenue for energy delivery and First Choice eagwgnue on the usage of that energy by its custriére MWh reported above
TNMP Electric and First choice include 836,599,12®842, 1,131,907, 1,563,260, and 2,018,110 MWl lisyecustomers of TNV
electric in 2011 , 2010, 2009 , 2008 , and 20@%q have chosen first Choice as their REP.

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

First Choice is included through October 31, 20¢ien it was sold by PNMR.
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PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

2011 2010 2009 2008 2007
PNM Electric Customers
Residential 448,97¢ 447,78 445,63 442,64 438,99(
Commercial 54,46¢ 54,00¢ 53,78} 53,05¢ 52,78(
Industrial 252 26C 27C 284 27¢
Other sales for resale 28 46 44 b5 54
Other 98¢ 1,00z 991 991 1,02:
Total PNM Electric Customers 504,71( 503,10 500,72¢ 497,03¢ 493,12¢
TNMP Electric Consumers
Residential 192,35t¢ 190,80 188,81 187,88t 183,26(
Commercial 37,20¢ 37,35¢ 37,72¢ 38,54¢ 39,89:
Industrial 73 72 73 74 76
Other 2,092 2,09¢ 2,05¢ 2,11¢ 2,104
Total TNMP Consumers 231,72¢ 230,33t 228,67 228,62! 225,33:
Altura Wholesale Customers
Long-term — — — — 1
First Choice Customers
Residential 176,57 172,50t 183,60! 192,30t 209,68(
Commercial 44,48" 41,69¢ 41,37: 45,12¢ 48,68¢
Total First Choice Customers 221,06: 214,20 224,97t 237,43: 258,36¢
PNMR Generation Statistics
Net Capability - MW, including wind and solar 2,54 2,631 2,711 2,71 2,65k
Coincidental Peak Demand - MW 1,93¢ 1,97: 1,86¢ 1,901 1,93:
Average Fuel Cost per MMBTU $ 2267 $ 2.06¢ $ 189 % 2407 % 1.753¢
BTU per KWh of Net Generation 10,44 10,23} 10,27 10,26¢ 10,85(

Notes: Altura Wholesale includes Twin Oaks throtigy 31, 2007, when Altura was contributed to OpEnergy.
The consumers reported above for TNMP Electricudel 64,732, 70,366, 80,718, 92,090, and 126,855urners of TNMI
for 2011 , 2010, 2009 , 2008 , 2007 , who havesehd-irst Choice as their REP.
These TNMP Electric customers are also includetiénFirst choice customers.

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

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

The following Managemerg’ Discussion and Analysis of Financial Conditior d&esults of Operations for PNMR is presented
combined basis, including certain information apgtle to PNM and TNMP. The MD&A for PNM and TNMP psesented as permitted
Form 10-K General Instruction | (2). A referencead‘Note” in this Item 7 refers to the accompanying NoteCtnsolidated Financi
Statements included in Item 8, unless otherwiseifipd. 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 ught serving approximately 730,000 residential, camial, and industri
customers and engsers of electricity in New Mexico and Texas. PN&dsits gas operations on January 30, 2009 anchéyehd of 201
PNMR had exited both of its competitive business$ésst Choice and Optim Energy, and repositionseélitas a holding company sol
operating its regulated electric utilities, PNM afNMP. Financial results for 2011 included Firstote through October 31, 2011. Op
Energy had no impact on 2011 because it was writtkim 2010, and PNMR had no further financial coitment to Optim Energy.

Strategic Goals

PNMR is focused on achieving the following strategdals:

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

PNMR's success in accomplishing these strategits goaighly dependent on continued favorable raguy treatment for its regulai
utilities. Both PNM and TNMP seek cost recovery fbeir investments through general rate cases anidus rate riders. The PUCT |
approved mechanisms that allow for recovery of teajvested in transmission and distribution petgewithout having to file a general r
case. This allows for more timely recovery of amsunvested in TNMP's systems.

PNM and TNMP have recently completed rate procegdbefore their state regulators. PNM has two cates pending before FEF
Additional information about all rate filings isqarided in Note 17. A recap of these proceedingsifollows:

PNM
. NMPRC proceeding
o 2012 Renewable Energy Rate Ridesurcharge to recover approximately $95 million dfWPs investment in its 22MW sol
facility and other NMPRC approved renewable eneagts, to be implemented in August 2012, subjebiNB®RC approval
o 2010 Electric Rate Case - $72.1 million increiasannual norfuel revenues effective August 21, 2!

o 2008 Electric Rate Case - $77.1 million incremsannual norfuel revenues, implemented 65% on July 1, 2009 356% or
April 1, 2010

. FERC proceedin(

o Transmission Rate Case 11$1 million requested annual increase in revenimeglemented June 1, 2011, subject to re
pending FERC final determination

o Firm-Requirements Wholesale Customer Rate C&8e7-million requested annual increase in revenod®timplemented Ap
14, 2012, subject to refund pending FERC final oheteation

. PUCT proceeding
o AMS Cost Recoverysurcharge to recover $113.3 million over 12 yeagifming August 11, 20:
o 2010 Rate Case 18.25 million increase in revenues effective Felyrda 201:
o Transmission Cost Recovery5.% million increase in revenues effective May 2@1(
o 2008 Rate Case 12.7 million increase in revenues effective Septenih 200
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Fair and timely rate treatment from regulatorsricc@l to achieving PNMR's strategic goals becausads to PNM and TNMP earni
their allowed returns. PNMR believes that if thgukated utilities earn their allowed returns, itule be viewed positively by rating agenc
and would further improve credit ratings, which kblower costs to customers. Also, earning allowetdrns should result in increased earn
for PNMR, which should lead to increased total meguto investors. In 2011, PNMR common stock appted 40.0% and outpaced
appreciation in the S&P 500 and S&P 400 Utilitiedices.

PNM's interest in PVYNGS Unit 3 is permanently edeld from NMPRC jurisdictional rates. While PVNGS itJB8's financia
contribution is not calculated in the authorizetlines on its regulated business, it impacts PNfaiags and has demonstrated to be a val
asset. Power generated from the 134 MW unit iseatly sold into the wholesale market and any egsiiar losses are attributable
shareholders.

Exit from Competitive Businesses

As a result of the exit from its competitive busises, First Choice and Optim Energy, PNMR's busimesdel is centered on
regulated electric utilities. The elimination ofetttompetitive businesses should reduce PNMR's aisk earnings volatility. Addition
discussion about the exit from the competitive besses is found in Note 2 and Note 21.

Credit Ratings and Liquidity

See the subheading Liquidity included in the fidlcdission of Liquidity and Capital Resources befowthe specific credit ratings 1
PNMR, PNM, and TNMP. As a result of recent rateesa®r PNM and TNMP and the new business diredtian is expected to provide I
risk, S&P raised the credit ratings for PNMR, PNdvwd TNMP and changed the outlook for each entifyasitive on September 26, 2011.
November 1, 2011, Moody's raised the credit ratiog®NMR and TNMP while retaining the outlook &dlge.

Business Principles

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

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

In support of these principles, PNMR works closglth customers, stakeholders, legislators, andlatgrs to ensure that our resot
plans and infrastructure investments benefit frotyust public dialogue and balance the diverse nefdsr communities.

Economic Vitality

PNMR and its utilities are keenly aware of the soleey play in enhancing economic vitality in thiiew Mexico and Texas serv
territories. We believe there is a direct connectitween electric infrastructure and economic ¢ginowVhen considering expanding
relocating to other communities, businesses congidergy affordability and energy reliability to beportant factors. PNM and TNMP str
to balance service affordability with infrastruaunvestment to maintain a high level of electatability. The utilities also work to ensure t
rates reflect actual costs of providing service.

Investing in PNM's and TNMP's infrastructure idicdl to ensure reliability and meet future enengeds. In September 2011, TN
began its deployment of smart meters in homes asthbsses across its Texas service area. As ptre state of Texas' lortgrm initiative tc
create a smart electric grid, the smart meter wbleill ultimately give consumers more energy cangtion data and help them make
informed decisions. TNMP's deployment is expectelet completed in 2016.

During the 2009 to 2011 period, PNM and TNMP togetimvested $828.9 million in substations, poweamnps, and transmission ¢
distribution systems in New Mexico and Texas. Bathities have long-established records of providicustomers with togier electrit
reliability.
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Environmental Stewardsh

For years, PNMR has demonstrated its commitmergntaronmental stewardship. PNMR's environmentakctbjes focus on fo
areas:

. Deploying renewable ener

. Reducing emissions from existing fodsiel power plant
. Increasing energy efficiency participat

. Reducing was

In 2011, PNM completed its $95 million investmenta utility-owned renewable energy project where fitility-scale solar facilitie
went online. The five solar sites located in Alamp, Deming, Los Lunas, Las Vegas, and Albuquengaeide a combined 22 MW
power. A sixth facility, the 508W PNM Prosperity Energy Storage Project, uses ackd batteries to store solar power and dispate
energy either during highse periods or when solar production is limitede Pinoject features one of the largest combinatadrimattery storag
and photovoltaic energy in the nation and involegtensive research and development of smart gridequts with the Electric Power Rese:
Institute, East Penn Manufacturing Co., NorthermvNMexico College, Sandia National Laboratories #mlUniversity of New Mexico. Wh
the facility went online in September 2011, it vilas nation's first solar storage facility fully égfrated into a utility's power grid.

In addition, PNM's resource portfolio includes fhechase of 200 MW of wind power. Both wind andasgower are key means
PNM to meet the RPS established by the REA andectleegulations issued by the NMPRC. These rulgsire a utility to achieve prescrik
levels of energy sales from renewable sources mwithigeneration mix, if that can be accomplishétheut exceeding the RCT cost limit sel
the NMPRC, which aims to moderate the cost to corss when utilities use more renewable resourded! Bought and received a wai
from the NMPRC excusing it from meeting the RP2@12 because the cost to achieve the full RPS wexdded the RCTHowever, PNN
will continue to procure renewable resources whidancing the bill impact to customers in ordemieet New Mexico's escalating R
requirements.

PNM's SJGS near Farmington, N.M., is one of theperormers in the nation with respect to mercemyoval. The plant outperfori
the mercury limit recently imposed by EPA. Majoveanmental upgrades on each of the four unitsJ&S which were completed in e
2009, have significantly reduced emissions of N&®,,, particulate matter, and mercury. PNM's sharédefdosts of these upgrades was !
million. From 2006 to 2010, SJGS reduced NOx emissby 44%, SQby 71%, particulate matter by 72%, and mercury 1368

In order to keep costs to customers as low as lpessihile also reducing emissions from fodsi#l generation, PNM has proposed
installation of SNCR technology at SJGS, which textbgy is also proposed by the State of New Mexitawever, the EPA has issued its
requiring SCR technology to be installed, which PBimates would cost about 10 times as much &alling SNCRs. PNM is challengil
EPA's proposal in the courts and administrativeihin EPA.

Energy efficiency also plays a significant rolehigiping to keep customers' electricity costs low areeting their energy needs. PN
and TNMP's energy efficiency and load managementfglios continue to be robust. In 2011, annualrggpesaved as a result of PNI
portfolio of energy efficiency programs was apprately 58,900 MWh. This is equivalent to the conptiom of approximately 7,700 hon
in PNM's service territory. PNM's load management anergy efficiency programs also help lower pegakand requirements. TNMP's ene
efficiency programs in 2011 resulted in energy isgsitotaling an estimated 13,435 MWh.

In 2008, PNMR established a three-year wastkiction goal in which all facilities were to mi&im recycling programs and iden
significant waste streams. The target called fdeast 75% of facilities to implement plans to regl@ minimum of one waste stream by :
below 2009 levels. By the end of 2011, more tha¥ & PNMR facilities had achieved the waste-reductjoal.

Social Responsibility

Through outreach, collaboration, and various conitgtoriented programs, PNMR continues to make signifigaogress in two of i
key focus areas of low-income assistance and ereffigiency support in New Mexico and Texas.

Building off work that began in 2008, outreach effoin 2011 included numerous community events tlmatnected lowncome
customers with non-profit community service provileffering support and help with such needs disyuttills, food,
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clothing, medical programservices for seniors, and weatherization. Additiigndour of the largest grants awarded by PNMR pmaec
nonprofits in various areas such as:

. Adult literacy

. Assistance for families trying to emerge from pady
. Food rescue from restaurants and grocers to hetptfese in net
. Assistance for lowrcome individuals to build a home, start a smalibess, or pursue higher educa

In 2011, the PNM Good Neighbor Fund provided $1iltion of assistance with utility bills to 9,907 rfalies. Further, as part of t
settlement in its 2010 Electric Rate Case, PNM ni@tily agreed to contribute an additional $1.3lioml to the Good Neighbor Fund. T
fund, along with additional collaboration with vaiis other agencies, has helped to reduce theieigcaffordability gap for many vulnerat
customer groups such as seniors, young familiesnaedically challenged households.

The PNM Resources Foundation helps nonprofits becomore energy efficient through Reduce Your Usentgraln 2011, th
Foundation awarded more than $0.3 million to supf@rprojects in New Mexico and Texas that helpedtipase energy efficiency applian
and install highperformance windows and solar panels. Since thgrana's inception in 2008, Reduce Your Use grantg lpaovided nonprof
agencies with $1.0 million of support in New Mex@ond Texas.

Economic Factors

In 2011, PNM and TNMP experienced weathermalized, retail load growth of 1.4% and 1.3%ra@@10. While growth was relative
modest, electricity demand in both utilities' seevierritories was positive in 2011 and 2010 amelddetter than many other areas of the U
States. New Mexico and Texas have surpassed tfenalaverage the past several years in other ecignimdicators such as unemployrr
and employment growth.

Rate Base Potential Growth

Based on the §ear capital plan announced in December 2011, Pkdéas rate base to grow at a 2% compound anntegabedwee
2011 and 2013. That growth figure could be 6% fi2dd1 through 2016 through additional potential Edpnvestments. The largest of th
involves possibly being required to install SCRhtemlogy to reduce emissions at SJGS and Four Corfiae addition of other facilities, st
as renewable resources and peaking capacity, etsddexpand rate base. TNMP's compound annuabegae growth rate from 2011 throt
2013 is estimated at 8%, predicated on the usiliBear capital plan announced in December 2011. Aifsignt portion of the capit
additions should be recovered through the transomsand distribution cost recovery mechanisms. PNMIRcontinue to carefully balance t
potential rate base growth for PNM and TNMP witlstouner rate impacts.

Results of Operations

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

Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(In millions, except per share amounts)

Earnings (loss) from continuing operatic$ 176.2 $ (452 $ 53t $ 221.¢ $ (98.7)
Earnings from discontinued operations, net

of income taxes — — 70.€ — (70.9)
Net earnings (loss) $ 1762 $ (452 $ 124: $ 221¢ $ (169.5
Average common and common equivalent

shares 89.¢ 91.€ 91.7 (1.8 (0.7
Earnings (loss) from continuing operatic

per diluted share $ 19€ $ 0.49 $ 0.5t $ 24t $ (1.09)
Net earnings (loss) per diluted share $  1.9¢ $ (049 $ 13€ % 24 % (1.8%)
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The components of the changes in earnings (logs) fontinuing operations attributable to PNMR bgreent are:

Change
2011/2010 2010/2009
(In millions)
PNM Electric $ 28 % 37.2
TNMP Electric 6.3 3.8
First Choice 0.1 (20.9)
Corporate and Other 95.1 (24.7)
Optim Energy, including impairment 122.¢ (204.%)
Net change $ 221.¢ $ (98.7)

PNMR's operational results were affected by thio¥ahg:

. Exit from unregulated businesses and PNM Gas di&cussed above, PNMR sold First Choice in 28ddylting in a preax
gain of $174.9 million. Additionally, PNMR wrote-oits investment in Optim Energy in 2010, recogniza pretax impairmer
loss of $188.2 million. Further, in January 2000MP completed the sale of PNM Gas, which is refldcées discontinue
operations, realizing a ptex gain of $98.4 million. In addition to the impa®f these transactions, results of operationg
include PNM Gas through January 30, 2009, Optimr@gn¢hrough December 31, 2010, and First Choiceutjin October 3

2011.
. Rate increases for PNM and TNMRdditional information about these rate increasgsrovided in Note 1
. Other factors Other factors impacting results of operation fotheaegment are discussed under Results of Opesatilow

The decrease in the number of common and commoivadent shares is primarily due to PNMR's purchabéts equity
described in Note 6.

Liquidity and Capital Resources

During 2011, PNMR and PNM replaced their revolvirgdit facilities with new facilities. The new féities provide capacities f
shortterm borrowing and letters of credit of $300.0 iill for PNMR and $400.0 million for PNM. In additip TNMP has a $75.0 millic
revolving credit facility. Total availability for RMR on a consolidated basis was $584.9 million ettriary 22, 2012. The Company utili
these credit facilities and cash flows from operadi to provide funds for both construction and apienal expenditures. PNMR also
intercompany loan agreements with each of its slidrées.

In 2011, PNMR completed the sale of First ChoiddMR used the proceeds of $329.3 million to purchagemillion shares of i
outstanding common stock, all $100.0 million ofatgstanding convertible preferred stock, Seriearfd $50.0 million of its outstanding 9.2
senior unsecured notes as well as to reduce shont-debt. Also, PNM issued $160.0 million of negni®r unsecured notes and usec
proceeds to reduce short-term debt. TNMP refinameeexisting $50.0 million term loan, which redudhke interest rate on the debt.

The Company projects that its total capital requiats, consisting of construction expenditures diviends, will total $1,540
million for 20122016. This estimate does not include any amourédedkto environmental upgrades at SIGS or Founé@srthat may |t
required by EPA to address regional haze (Noteddijitional renewable resources that may be regjtireneet the RPS, or additional peal
resources that may be needed to meet needs outhifidM's current IRP. In addition to internal cagmneration, the Company anticipates
it will be necessary to obtain additional lotegm financing in the form of debt refinancing, ndebt issuances, and/or new equity in ord
fund its capital requirements during the 2@26 period. The Company currently believes thaitriternal cash generation, existing cr
arrangements, and access to public and privatéataparkets will provide sufficient resources toanthe Company's capital requirements.

RESULTS OF OPERATIONS - PNMR
Segment Information

The following discussion is based on the segmernthou®logy that PNMRS management uses for making operating decisiod
assessing performance of its various businessitativSee Note 3 for more information on PNMR’'&m@ding segments.
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The following discussion and analysis should bel i@aconjunction with the Consolidated Financiat8ments and Notes thereto. Tre
and contingencies of a material nature are disduss¢he extent known. Refer also to Disclosure @&Reigpg Forward Looking Statements
Item 1 and to Part Il, Item 7A. Risk Factors.

PNM Electric

The table below summarizes operating results faviFRectric:

Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(In millions)
Total revenues $ 1,057 $ 1,017 $ 968.C $ 40z $ 49.1
Cost of energy 362.2 352.: 378.1 9.¢ (25.9)
Gross margin 695.1 664.¢ 589.¢ 30.2 75.C
Operating expenses 438.¢ 424 ¢ 420.5 14. 4.C
Depreciation and amortization 94.¢ 92.5 92.1 2.t 0.1
Operating income 161. 148.1 77.5 13.: 70.€
Other income (deductions) 19.¢ 31.€ 37.4 (11.9) (5.9)
Net interest charges (75.9) (72.4) (69.7) (2.9 (3.9
Earnings before income taxes 106.( 107.3 45.¢ (1.9 61.7
Income (taxes) (37.9 (36.9) (13.9) (2.0 (22.9)
Valencia non-controlling interest (24.0 (13.6) (11.9 (0.9 (2.7
Preferred stock dividend requirements (0.5 (0.5 (0.5 — —
Segment earnings $ 54.C $ 56.¢ $ 195 $ 2.8 $ 37.c

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

2011/2010 Change 2010/2009 Change
Total Cost of Gross Total Cost of Gross
Revenues Energy Margin Revenues Energy Margin
(In millions)
Retail rate increases $ 321 % — 9 321 % 40.2 $ 132 $ 27.C
Retail load, fuel, and

transmission 28.: 10.7 17.F (3.9 (25.9 22.C
Unregulated margins (41.0 0.9 (41.9 16.€ (29.9) 36.4
Energy efficiency rider 13.C — 13.C — — —
Net unrealized economic hedc¢ 7.8 .7 9.5 (3.9 6.€ (20.9)
Total increase (decrease) $ 40z % 9¢ % 30z % 49.1 % (25.9 % 75.C
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The following table shows PNM Electric operatingesues by customer class and average number afnces:

Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(In millions, except customers)

Residential $ 390.« $ 355.¢ $ 321.C $ 345 % 34.¢
Commercial 386.4 355.7 330.¢ 30.7% 25.1
Industrial 94.¢ 85.€ 79.5 9.3 6.1
Public authority 24.C 21.: 19.¢ 2.7 1kt
Transmission 43.€ 38.7 36.1 4.¢ 2.€
Firm-requirements wholesale 34.1 31.¢ 29.C 2.2 2.¢
Other sales for resale 69.3 121.5 140.c (52.9) (18.¢)
Mark-to-market activity 4.2 (3.6) 0.1 7.8 3.7
Other 10.4 9.¢ 11.€ 0.5 (1.7

$ 1,057.0 $ 1,017 $ 968.C $ 40z $ 49.1
Average retail customers (thousands) 503.¢ 501.7 499.( 2.2 2.7

The following table shows PNM Electric GWh salescimgtomer class:

Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(Gigawatt hours)
Residential 3,402.¢ 3,361.! 3,264. 41.2 97.1
Commercial 4,043.¢ 4,016.( 3,899.: 27.¢ 116.¢
Industrial 1,560.¢ 1,449.¢ 1,454.! 111.C (4.6
Public authority 282.1 263.2 249.¢ 18.7% 13.¢
Firm-requirements wholesale 650.4 677.5 689.7 (27.7) (12.2)
Other sales for resale 2,076.¢ 2,203.¢ 3,996.: (227.0 (1,792.9
12,016.¢ 11,972.: 13,553.1 447 (1,581.9

The results of operations of PNM Electric are pritgadriven by the rate making decisions and othetions of the NMPRC. On Aug!
21, 2011, PNM implemented a $72.1 million annuai-feel rate increase for its retail customers, inglgdhose customers formerly servec
TNMP (“PNM South”).In addition, PNM was allowed to implement a FPPACifs PNM South retail customers. This rate inseea&ombine
with a base rate increase in April 2010, improvedRrevenues and margins by $32.1 million.

Increases in retail loads were primarily drivenvbgather in 2011, with cooler temperatures in thet fijuarter and warmer weathe
the third quarter, improving revenues and margin$12.0 million. Higher transmission revenues asged with new longerm point to poir
customers and the June 1, 2011 implementatiomred@ested increase in transmission rates, whisbligect to refund pending final outcomt
the case, also improved revenues and margins.

In 2010, revenues and margins increased due toatheéncrease from PNM's 2008 Electric Rate Casegtwwas implemented in tv
phases in July 2009 and April 2010. Retail loadprowed in 2010 driven primarily by weather impadts, average usage per custc
remained flat due in large part to implementatiéreergy efficiency programs for retail customedsich increases were partially offset
lower off-system sales volumes due to lower available exgensration from baseload facilities due to outasyed increased loads. Th
reductions in revenues, along with reductions inegation fuel costs due to outages and an incrigae volumes and pricing of econo
purchases were offset through the FPPAC for retstomers, except PNM South customers and certaitesale customers.

Unregulated revenues and margins are primarily fileRM's share of PVYNGS Unit 3, which is excludednireetail regulatior
Revenues and margins decreased significantly irl 26l longterm tolling agreements for the output of PVNGS tUii which containe
favorable pricing terms, expired on December 31,02®NM hedged the output of PVYNGS in 2011, however
the prices received under the 2011 agreements sigmédicantly below those received in 2010 due ¢éprtssed market prices. PNM contir
to hedge part of the output of PVNGS Unit 3 for 2@hd 2013 although market prices remain depressed.
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Unregulated revenues and margins in 2009 reflgmeadax charge of $32.0 million associated with a eetént arising out of certe
transactions in the California energy markets du&000 and 2001. The revenues and costs assowigtetuna, Lordsburg, and the Valen
PPA were included in unregulated margins prior @myM009, at which time these resources began tedmvered in retail rates.

PNM offers several energy efficiency programs amitlatives to its retail customers regulated by M&PRC. In addition, PNM
allowed to earn incentives/disincentives addershase programs, based on the energy savings girttggams. PNM recovers these en
efficiency program costs and adders via a rate.rite2011, revenues and margins improved by $&8llon, of which $3.1 million is add
revenues and the remaining $9.9 million increasafset with an increase in operating expenseHerdnergy efficiency program costs. P
expects to continue to earn incentive adder revehased on future program participation, althoughdisincentive component of the ac
revenues was removed upon implementation of th® Hddctric Rate Case in August 2011. PNM is cutyectllecting adder revenues of $
million.

Economic hedges related to unregulated activitiggdved margins in 2011. Contractual positions eténber 31, 2011 were favore
compared to market prices at that date. In additionealized losses recorded in 2010 reversed settiement in 2011.

In 2011, operating expenses reflect regulatory lldiwances of $17.5 million resulting from PNM's ZDElectric Rate Case. |
disallowances were recorded in 2010. Operating esg® increased associated with energy efficienogram costs of $9.9 million, which :
recovered through a rate rider as discussed al@®rain process improvement initiatives to redudeare spending of $6.7 million, renewa
Native American right-of-way at higher costs, and an increase in taxes alUdetv Mexico gross receipts tax on prior year g als
increased operating expenses. Lower maintenante @BNM's baseload generation facilities, assediwith improved plant performance i
timing of planned outages at SJGS, $4.6 milliorugidn in property insurance and injuries and dagsagserves, and $4.7 million in savi
in corporate allocations and overhead spendingoestioperating expenses.

In 2010, operating expenses increased associatbdméintenance costs incurred at SJGS and Foure@yrand planned outage:
PNM's gas-fired generating facilities. Renewal aftide American rights-olvay at higher costs, increases in retiree medicdlpgension cost
increases in allocated corporate costs, and higlogrerty taxes further increased operating expengaish increases were partially offset k
regulatory disallowance recorded in 2009 of $26ilian.

In 2011, depreciation and amortization expensecamed due to higher utility plant balances. In tioldli PNM invested approximate
$95 million associated with 22 MW of solar PV féttéls and a solastorage demonstration project. Incremental deptieci@xpense associa
with these facilities is deferred to a regulatopset pending approval of the Renewable Energy Rilee Note 17. In 2010, increase
depreciation and amortization expense due to higtity plant balances were offset by lower defaton expenses on PVNGS and Re:
Station due to extension of their useful lives.

In 2011, lower interest income associated withdtigeduled pay down of the PVNGS lessor notes aedwuction in the equity portit
of AFUDC lowered other income and deductions, whisthuctions were partially offset with increasedlimed gains on the NDT assets, ne
fees, taxes and impairments. In 2010, other incantedeductions was impacted due to a settlemeeivieet from the Republic Savings B:
litigation, which resulted in a prax gain of $8.5 million. This increase was morarttoffset with reduced interest income associatid
uncertain income tax positions compared to 2009awdr interest associated with the scheduled payndof the PVNGS lessor notes.

In October 2011, PNM issued $160.0 million of seninsecured notes that bear interest at 5.35%isEla@nce of these notes incre:
interest charges, which increase was offset byd#ierral of interest charges associated with thestment in utility owned solar facilities a
regulatory asset. In addition, reduced intereseagp from refinancing of $403.8 million of PCRBslifly 2010 was offset by a reduction in
capitalization of the debt portion of AFUDC due ltaver capitalization rates. Interest charges ingedain 2010 as lower capitalization
interest due to reduced borrowing rates and capiiaénditures more than offset lower interest @nr#financed PCRBs.
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TNMP Electric

The table below summarizes the operating result$XtMP Electric:

Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(In millions)
Total revenues $ 237.¢ % 212¢ $ 192.€ % 252 % 20.C
Cost of energy 41.2 37.1 34.7 4.1 2.3
Gross margin 196.7 175.t 157.¢ 21.2 17.€
Operating expenses 88.2 77.4 75.5 10.¢ 1.8
Depreciation and amortization 44.¢ 41.7 37.-& 2.¢ 4%
Operating income 63.€ 56.4 45.1 7.4 11.c
Other income (deductions) 1.6 0.8 2.¢ 0.8 (2.2
Net interest charges (29.9) (31.2) (27.9) 1.¢ 3.3
Earnings before income taxes 36.1 26.C 20.z 10.1 5.9
Income (taxes) (13.9 (10.0 (8.0 (3.9 (2.7
Segment earnings $ 22 % 16.C $ 122 $ 6.2 $ 3.8

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

2011/2010 Change 2010/2009 Change
Total Cost of Gross Total Cost of Gross
Revenues Energy Margin Revenues Energy Margin
(In millions)
Rate increase $ 87 % — 3 87 $ 6.7 $ — 3 6.7
Customer growth/usage 5.5 — 5.5 4.8 — 4.8
Transmission cost recovery 6.8 4.1 2.7 — — —
Recovery of CTC, Hurricane lke, energy

efficiency, and other 4.3 — 4.3 8.t 2.3 6.2
Total increase $ 25 $ 41 $ 212 $ 20.C $ 23 $ 17.€

The following table shows TNMP Electric operatingvenues by retail tariff consumer class, includimigrsegment revenues, ¢
average number of consumers:

Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(In millions, except customers)
Residential $ 100.2 % 83.€ $ 747 $ 16.7 $ 8.9
Commercial 84.¢ 77.5 73.% 7.4 4.2
Industrial 13.1 12.: 12.1 0.8 0.2
Other 39.€ 39.2 32.t 0.4 6.7
$ 237.¢ % 212¢ $ 192.¢ $ 25 $ 20.C
Average consumers (thousané) 231t 229.4 228.¢ 1€ 0.8

@ Under TECA, consumers of TNMP Electric in Texas éhdlve ability to choose First Choice or any oth&PRo provide energy. T
average consumers reported above include 67,268205and 86,007 consumers of TNMP Electric for2202010 , and 200®hat chos
First Choice as their REP. These consumers ardralkaled in the First Choice segment.
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The following table shows TNMP Electric GWh salgsrétail tariff consumers class:

Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(Gigawatt hours
Residential 2,862.: 2,699.¢ 2,582.¢ 162.7 117.C
Commercial 2,361.( 2,260.t 2,216.¢ 100.t 43.€
Industrial 2,578.¢ 2,241 1,983.: 337.2 258.:
Other 108.7 103.: 107.1 5.4 (3.9
7,910.¢ 7,304.¢ 6,889." 606.( 415.2

@ The GWh sales reported above include 836.6, 1,082@ 1,131.9 GWhs for 2011 , 2010 , and 208&d by consumers of TNMP Elec
who have chosen First Choice as their REP. Thesaszke also included below in the First Choice sagm

Implementation of base rate increases in Febru@dl 2and May 2010 increased revenues and margin8bg million in 2011
Increases in consumer usage primarily associatédwérmer temperatures in the second and thirdteuas well as cooler temperatures ir
first quarter and moderate growth in the numbecafsumers in TNMP's service areas also improvedl maargins and revenues. Change
Texas retail electric rules that allow distributiproviders to defer and later recover or refunéedénces between revenues and costs char
transmission providers improved gross margin by $2illion in 2011.

On August 11, 2011, TNMP implemented a surcharg&$oAMS deployment. The surcharge will recoverMR's investment in AM
over a 12 year period. The surcharge has aupustechanism, which allows TNMP to match revenuwdected against the expenses incu
and allows for a return to be earned on its invests In 2011, revenues increased by $1.6 millartHis surcharge, which offset increase
operating expenses and depreciation. Increases/@nues associated with recovery of the CTC, Hamgclke, rate case expenses, and e
efficiency programs are offset with increases irraing expenses as described below.

In 2010, rate increases implemented in the thirartgu of 2009 and the second quarter of May 20t&feased revenues and margin:
addition, implementation of riders for recoveryHbirricane Ike and energy efficiency programs insegbrevenues.

Increased maintenance activities in the Gulf coagion of TNMP's operations resulting from extredreught conditions increas
operating expenses by $1.2 million in 2011. Opegatxpense increases of $1.0 million in vegetatr@nagement and maintenance,
million in higher allocation of corporate overheaad incentive compensation, and higher street Iranth property taxes of $0.8 million we
partially offset by a $3.0 million reduction in grerty insurance and injuries and damages reservesedl as higher capitalization
administrative and general expenses. In additimereases in energy efficiency programs and rate aa®rtization further increased opera
expenses, which are offset with revenues as destabove. In 2011, operating expenses increasedodagegulatory disallowance of $
million, based on a ruling in the"Court of Appeals regarding retroactive applicatidithe interest rate used to calculate the retariidMP's
CTC regulatory assets. See note 17.

In 2010, operating expenses increased due to egsticiated with energy efficiency programs thattsi@g recovered in revenu
lower capitalized overhead costs due to lower ahgjpending compared to 2009, and increased csstgiated with the implementation ¢
new work management system.

Depreciation and amortization increased in 201ateel to the amortization of CTC and Hurricane l&staration costs. In additic
depreciation expense increased due to increagesnismission plant and the AMS deployment. In 2@Epreciation expense increased dt
the amortization of Hurricane lke restoration castg increases in transmission plant. The refimgnof TNMP's Revolving Credit Facility
2010 resulted in a writeff of unamortized debt issuance costs that didreotir in 2011. The recovery of carrying costs loa Hurricane 1k
restoration costs recorded in 2009 increased aticeme and deductions in 2009.

In December 2010, the TNMP Revolving Credit Fagiitas amended, which resulted in lower fees ancerfanrorable interest rates t
lowered interest charges in 2011. In addition, ept&mber 30, 2011, TNMP replaced its 2009 Term LAgreement, at lower interest ra
which further reduced interest expense in 201200, interest charges increased due to highaestteates on lonterm debt issued in Mar
2009 and lower capitalization of interest due wued capital expenditures in 2010.
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PNM Gas

PNM completed the sale of PNM Gas on January 3092UThe table below summarizes the operating re$oit PNM Gas, which
classified as discontinued operations in the Codatedd Statements of Earnings:

Period from
January 1to
January 30,
2009
(In millions)
Total revenues $ 65.7
Cost of energy 447
Gross margin 21.C
Operating expenses 11.c
Depreciation and amortization —
Operating income 9.7
Other income (deductions) 0.3
Net interest charges (1.0)
Gain on disposal 98.4
Earnings before income taxes 107.t
Income (taxes) (36.7)
Segment earnings $ 70.¢
First Choice
The table below summarizes the operating resuttsifst Choice:
Ten Months
Ended
October 31, Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(In millions)
Total revenues $ 439t $ 4832 $ 528.¢ $ (43.¢) $ (45.6)
Cost of energy 323.c 350.t 346.t (27.)) 4.C
Gross margin 116.1 132.7 182.¢ (16.€) (49.¢)
Operating expenses 76.C 92.1 107.¢ (16.7) (15.9)
Depreciation and amortization 11 0.¢ 1.8 0.2 (0.9)
Operating income 39.1 39.¢ 73.2 (0.7 (33.9
Other income (deductions) (0.6) (0.9 (0.9 (0.2 —
Net interest charges (0.€) (1.9 (2.9) 0.7 1kt
Earnings before income taxes 37.¢ 38.1 70.C (0.2 (31.9
Income (taxes) (13.9) (14.7) (25.€) 0.2 11.€
Segment earnings $ 241 % 241 % 444 $ 01 $ (20.9)

PNMR completed the sale of First Choice on Novermhe2011. As a result of the sale, the above tadflects operations of Fil
Choice from January 1 through October 31, 2011,paved to a full year of operations for 2010 and®00
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The changes to total revenues, cost of energygesas margin in 2011 compared to 2010 are primduly to ten months of operatit
in 2011 compared to twelve months in 2010. Theofweihg table summarizes the significant changestia tevenues, cost of energy, and g

margin for 2010 compared to 2009:

Weather

Customer growth/usage
Retail margins

Unrealized economic hedges
Total increase (decrease)

2010/2009 Change

Total Cost of Gross
Revenues Energy Margin
(In millions)
$ 11 $ 74 % 4.2
(15.€) (12.¢) (2.9
(41.¢) (19.1) (22.5)
— 28.t (28.5)
$ (45.¢) % 4C $ (49.¢)

The following table shows First Choice operatingergues by customer class, including intersegmemnges, and actual numbel

customers:
Ten Months
Ended
October 31, Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(In millions, except customers)
Residential $ 260.:2 $ 305.6 $ 349.¢ $ (45.€) $ (43.¢)
Commercial 166.£ 159.¢ 161.( 6.7 1.2
Other 12.¢ 17.€ 18.2 4.9 (0.6)
$ 439.5 % 483.2 $ 528.6 §$ (43 ¢ (45.6)
Actual customers (thousands¥ 221.] 214.- 225.( 6. (10.8)

@

@ Due to the competitive nature of First Choibus

See note above in the TNMP Electric segment disousgout the impact of TEC

iness, actual customer count at the end gfdfied is presented in the table at

as a more representative business indicator treawrage customers that are shown in the tablENMP customers.

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

Ten Months
Ended
October 31, Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(Gigawatt hoursV)
Residential 2,006.¢ 2,267.¢ 2,441 ¢ (261.9 (173.9
Commercial 1,538.. 1,363.¢ 1,218.¢ 174.¢ 144.¢
3,544.¢ 3,631.¢ 3,660.! (87.0 (28.9

@

See note above in the TNMP Electric segment dissusdout the impact of TEC

Total revenues decreased in 2011, primarily dudéaen months of operations in 2011 versus tweleaths in 2010. Prior to the s¢

total revenues increased in 2011 compared to time geeriod

in 2010 due to favorable weather andharease in both MWh sales and nun

of customers, which were partially offset by a @ase in the average revenue rates. First Choicerattsignificantly higher purchased po
costs per MWh due to extreme summer temperatur28lih. These higher energy costs more than offgeincrease in revenues. During 2!
a decrease in average revenue rates, lower MWR, sald a reduction in the number of customers texdinh decreased operating revenue v
compared to 2009. The decrease in 2010 was parbéidet by lower purchased power costs and faverateather but overall resulted

decreased gross margin.

First Choice managed its exposure to fluctuationsarket energy prices by matching sales contsaitbssupply instruments desigr
to preserve targeted margins. Accordingly, FirsbiCa had forward contracts for the purchase ofgner
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to cover the future load requirements for mostofiked price sales contracts. Gains or lossesmwealized economic hedges represent chi
in unrealized fair value estimates related to tHesgard supply contracts. Changes in the fair galfisupply contracts that were not design
or were not eligible for hedge or normal purchassales accounting were marked to market througteotiperiod earnings as requirec
GAAP. During 2010, market energy prices decreagguificantly, which resulted in GAAP losses on eémtof First Choice's forward sup
contracts. During 2011, market energy prices iregdawhich resulted in unrealized markat@rket gains on certain of First Choice's forv
supply contracts. First Choice was not requirechtivk the related fixed price sales contracts toketawhich would likely offset the supy
contracts. Gains on unrealized economic hedgesased segment earnings by $4.9 million in 2011 esetbwith losses of $22.4 million
2010 and gains of $6.1 million in 2009.

The allowance for uncollectible accounts and reldtad debt expense was based on collections anetaffriexperience. In 2009, t
customer default rates experienced were signifigaiiove historic levels due to overall economioditions, higher average final bills, anc
increase in customer churn. Since 2009, lower custalepartures, lower default rates, and an inereesommercial customers have redt
bad debts. As a result, bad debt expense decr@a8i10, which increased segment earnings, by $afllibn. In 2011, bad debt expet
decreased by $4.6 million, primarily due to the mreonths of operations in 2011 versus twelve momth2010. Initiatives to reduce bad de
included efforts to reduce the default rate expeeel for customers switching to another REP andkased focus on identifying new custo
prospects that are more likely to demonstrate deégiayment behavior. First Choice focused its marggeefforts on commercial customers
customers with established payment patterns. Birstice also increased the credit score requirebetmme a customer and expandec
circumstances where customers are required to geaailvance deposits to obtain service, or bottsdptember 2010, the PUCT adoptt
switch/hold provision for customer accounts on #eded payment plan, an average payment plan, tr avimeter determined to have b
tampered with, which will require those customergpay any outstanding balance before changing athan REP. The switch/hold provis
became effective on June 1, 2011.

Total operating expenses decreased in 2011, ptindue to the ten months of operations in 2011 wetsvelve months in 2010. Pr
to the sale, operating expenses in 2011 increasagared to the same period in 2010 due to incraasesarketing and operational costs wt
were partially offset by a decrease in incentivenpensation expense. In 2010, First Choice incuimedtased operational costs compare
2009, which included expenses related to openiagraklocal office locations as well as supportenges. This increase was partially offse
lower customer acquisition expenses when compar&®®9. In 2011 and 2010, interest expense deatgagmarily due to lower shoterrr
debt.

Corporate and Other

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

Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(In millions)

Total revenues $ (340 $ (39.9 $ (417 $ 54 ¢ 2.3
Cost of energy (33.9) (39.) (41.3) 5.3 2.3
Gross margin (0.2 0.3 (0.9 0.2 0.1
Operating expenses (9.7 (12.9) (13.5) 2.€ 1.2
Depreciation and amortization 16.5 16.€ 16.7 (0.3 0.1
Operating income (loss) (7.0) (4.9 (3.6) (2.9 (1.9
Gain on sale of First Choice 174.¢ — — 174.¢ —
Optim Energy loss and impairment — (203.9) (30.0) 203.2 (173.9)
Other income (deductions) (15.9) (6.0 15.2 (9.9 (21.2)
Net interest charges (19.¢) (20.5) (22.5) 0.¢ 2.C
Earnings (loss) before income taxes 132.t (234.9 (41.1) 367.< (293.9)
Income (taxes) benefit (56.5) 92.¢ 18.t (149.9) 74.%
Segment earnings (loss) $ 76.C $ (142.00 $ (22.5) $ 218.1 $ (119.5

The Corporate and Other segment includes consmidaliminations of revenues and cost of energywbet business segme
primarily related to TNMP's sale of transmissionvgees to First Choice prior to November 1, 201hew PNMR sold First Choice.
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Operating expenses increased $1.2 million in 2040 $2.6 million in 2011. The increase in 2011 igmarily due to legal ar
consulting expenses incurred related to assessmérgsategic alternatives for PNMR's competitivesimesses. The increase in 2010
driven primarily by a fee that was received from 88 in 2009 related to the transition of accounsggtems following the sale of PNM Gas.

Corporate and Other results include a gain ondleeaf First Choice. Results of operations of F&hbice are discussed above. The
of First Choice is discussed in Note 2.

Corporate and Other results also include lossesciged with Optim Energy. Further information redjag Optim Energy is shov
below. The loss due to the impairment of PNMR'estiment in Optim Energy, which is discussed abaxkia Note 21, is also reflected in
Corporate and Other segment.

Other income and deductions decreased in 2011 phlyntue to a $9.2 million loss on the repurcha$e$$0.0 million of PNMR'
9.25% senior unsecured notes (Note 6). Other incamdedeductions decreased in 2010 compared to 200@rily due to a $15.0 million fi
received upon termination of the CRHC acquisitigreament and a gain of $7.3 million on the repusehaf $157.4 million of PNMR's 9.2t
senior unsecured notes, both of which occurred®92

Net interest charges decreased by $2.0 millionOih02and $0.9 million in 2011. The decrease in 2€drhpared to 2010 is primar
related to lower borrowings of long-term debt. Texrease in 2010 is primarily related to lower baings of longterm debt and interest
uncertain income tax positions.

In 2010, income tax benefit was reduced by the impent of New Mexico wind energy production tax ditecarry forwards. The:
credits were not expected to be utilized priotirt expiration due to the Company's net operdtisg position.

Optim Energy

As described above and in Note 21, PNMR reducednitestment in Optim Energy to zero at December3110 due to tF
determination that the investment was fully impajreesulting in a pre-tax impairment loss of $18B#lion ($113.7 million aftertax). Ir
accordance with GAAP, PNMR did not record incomdasses associated with its investment in Optimrgnén 2011 as PNMR had
contractual requirement or agreement to providen®pinergy with additional financial resources. Aatiagly, Optim Energy has no impact
PNMR's 2011 balance sheet, statement of earningsstatement of cash flows. Therefore, summarizezh€ial information for Optim Ener
is not presented for 2011. PNMR entered into agesgsion September 23, 2011 that reduced PNMR'srghipan Optim Energy from 50%
1%. On January 4, 2012, ECJV exercised its optioaicjuire PNMR's remaining 1% ownership interegdptim Energy at fair market vall
which was determined to be zero. PNMR accountedtsanvestment in Optim Energy using the equitytmoee of accounting until Septem|
23, 2011 and used the cost method thereafter.

In 2009 and 2010, Optim Energy's strategy and texan-focus was on utilizing cash flow from operatido reduce debt and optimiz
its generation assets as a statwhe independent power producer. Optim Energgslts of operations were primarily determinedhwy price
at which its power was sold and its fuel to gereegatwer, principally natural gas, was procured. &gwices in the ERCOT market are dire
correlated to natural gas prices. The markets dorgr and natural gas were depressed in 2009 ar@l Zidtim Energy had net earnings (I«
of $(25.1) million and $(56.8) million in the yeaemided December 31, 2010 and 2009. PNMR recogmigeearnings (loss) from Opt
Energy of $(15.2) million and $(30.1) million inelyears ended December 31, 2010 and 2009. Suchnésrniaulude amortization of a ba
difference between PNMR's recorded investment itilDEnergy and 50 percent of Optim Energy's equity.
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LIQUIDITY AND CAPITAL RESOURCES
Statements of Cash Flows

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

Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
(In millions)
Net cash flows from:
Operating activities $ 2922 % 287.2 3 87.7 % 48 % 199.7
Investing activities 19.¢ (275.9) 379.7 295.7 (655.€)
Financing activities (312.9) (20.7) (593.9 (301.¢) 582.7
Net change in cash and cash equivalents $ 03 $ 0.8 $ (126.00 $ 11 $ 126.¢

The changes in PNMR's cash flows from operatingvitiess relate primarily to increased cash flowsPM and TNMP due to re
increases in 2011 and 2010 and a reduction inteddlarequirements at December 31, 2011, primatilg to the sale of First Choice. |
refunds of income taxes of $5.5 million and $99.Bliom in 2011 and 2010 compared with net paymenitsp118.2 million in 2009 als
contributed to the changes. The net refund of iredees in 2010 included changes in book to tafemifhces on capitalized overheads ar
2009 was primarily related to the sale of PNM Gas.

The changes in cash flows from investing activitielate primarily to the proceeds from the sald~in§t Choice in 2011 of $32¢
million and related transaction costs of $10.9 innill Utility plant additions decreased $6.5 millizn2010 and increased $45.4 million in 2
after reflecting payments for rights-afay renewals at PNM of $11.2 million in 2011, $2%ndlion in 2010, and $10.6 million in 2009.
addition, PNMR made equity contributions of $20.@iom to Optim Energy in 2010. In 2009, PNM reced/proceeds of $652.9 million frc
the sale of PNM Gas.

The changes in cash flows from financing activitiekte primarily to the use of the proceeds frbm $ale of First Choice in 2011
purchase PNMR common stock for $125.7 million, PN81Bonvertible preferred stock, Series A for $7@&illion, and longterm debt fa
$58.5 million. In addition, payments received onN&GS firm-sales contract arrangements were $2.6 million itl2@ompared to $30.5 milli
in 2010 and $30.7 million in 2009, as those congraxpired at December 31, 2010. A net repaymer$3o4 million for transmissic
interconnection arrangements at PNM in 2011 contpéweproceeds of $8.5 million in 2010 also contidalito the change. In 2011, PI
obtained $160.0 million in new long-term borrowingsing the proceeds to reduce shertn borrowings. Also in 2011, TNMP replaced $!
million in long-term debt with a new term loan agreement for $&dillon. In 2010, PNM refinanced the $403.8 milliohPCRBs. In 2009, ti
proceeds from the sale of PNM Gas were used teerstiort-term borrowings at PNM and PNMR, as wslitlze retirement of lontermr
borrowings at PNMR. At TNMP, the retirement of bahort-term and long-term borrowings was financgcbw longterm borrowings i
20009.

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

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

» Upgrading generation resources, including thosedbewable energ
» Expanding the electric transmission and distribuggstem
»  Purchasing nuclear ft

Projected capital requirements are:

2012 2013-2016 Total
(In millions)
Construction expenditures $ 286.¢ $ 1,020.0 $ 1,306.¢
Dividends on PNMR common stock 46.2 184.¢ 231.(
Dividends on PNM preferred stock 0.t 2.C 2.3

Total capital requirements $ 333.8 $ 1,207.. $ 1,540.
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The construction expenditure estimates are undaireong review and subject to ongoing adjustmastwell as to Board review &
approval. The construction expenditures above donetude any amounts related to environmental aggs at SIGS or Four Corners that
be required by EPA to address regional haze, atditirenewable resources that may be required tt the RPS, or additional peak
resources that may be needed to meet needs ouitidM's current IRP. Estimates for constructi@penditures currently do not include i
significant expenditures for environmental confiadilities. See Note 16 and Commitments and Cotued®bligations below. The ability
PNMR to pay dividends on its common stock is depahdipon the ability of PNM and TNMP to be ableptry dividends to PNMR. Note
describes regulatory and contractual restrictionghe payment of dividends by PNM and TNMP.

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

In addition to the capital requirements for condtian expenditures and dividends, the Company tragterm debt that must be paic
refinanced at maturity. Note 6 contains informatarout the maturities on lortgrm debt. The Company has from time to time refoea o
repurchased portions of its outstanding debt bedoheeduled maturity. Depending on market condititims Company may refinance other «
issuances or make additional debt repurchasegifutbre.

Liquidity

PNMR's liquidity arrangements include the PNMR Rew Credit Facility and the PNM Revolving Creéiacility that both expire
2016 and the TNMP Revolving Credit Facility thapers in December 2015. On October 31, 2011, PNNMtered into the PNMR Revolvil
Credit Facility, which has a financing capacity $800.0 million, and PNM entered into the PNM Revolving Credit ig¢c which has |
financing capacity of $400.0 millionThe new credit facilities replace the PNMR Fagitind the PNM Facility, both of which would hi
expired in August 2012. The terms and conditionthefnew facilities are substantially similar te thrior facilities and the Company belie
the terms and conditions are consistent with tlafsether investment grade revolving credit fagitiin the utility industry. Each of the n
facilities contains one financial covenant thatuiegs the maintenance of debtdapital ratios of less than or equal to 65%. Thasies reflec
the present value of payments under the PVNGS #hdeases as debt.

These facilities provide shot@rm borrowing capacity and also allow letters i@ dit to be issued. Letters of credit reduce thailale
capacity under the facilities. The Company utilifesse credit facilities and cash flows from operet to provide funds for both construct
and operational expenditures. The Company's busiiseseasonal with more revenues and cash flows @iperations being generated in
summer months. In general, the Company relies en citedit facilities to be the initial funding soardor construction expenditur
Accordingly, borrowings under the facilities incseaover time. Depending on market and other carditithe Company will periodically s
long-term debt and use the proceeds to reducedirevings under the credit facilities. Shéetm borrowings at PNMR ranged from zen
$106.0 million during the year ended December 81,12and the three months ended December 31, 20dMI. $hortterm borrowings rangs
from zero to $298.0 million during the year endezt®mber 31, 2011 and from zero to $257.0 milliorirduthe three months ended Decen
31, 2011. PNMR short-term borrowings ranged from.8million to $133.0 million during the year endedcember 31, 2010. PNM shaerr
borrowings ranged from $110.0 million to $244.0lioil during the year ended December 31, 2010. Tivere no borrowings under the TNI
Revolving Credit Facility during 2011 and 2010. Bécember 31, 2011, average interest rates wer@&@f0b the PNMR Revolving Cre(
Facility and 1.80% for the PNM Revolving Credit iy. PNMR also has a $5.0 million line of credikpiring in August 2012 with a sing
financial institution.

The Company currently believes that its capitalmegments can be met through internal cash geperatixisting credit arrangemel
and access to public and private capital marketscdver the difference in the amounts and timingnéérnal cash generation and c¢
requirements, the Company intends to use deomt- borrowings under its current and future ligyicarrangements. However, if diffici
market conditions experienced during the recergssion return or worsen, the Company may not ke tatdccess the capital markets or re
credit facilities when they expire. Should that wgahe Company would seek to improve cash flowsdnjucing capital expenditures
exploring other available alternatives. Also, PNMyntonsider seeking authorization for the issuarid&st mortgage bonds to improve acc
to the capital markets.

In addition to its internal cash generation, thenpany anticipates that it will be necessary to iobtalditional longterm financing t
fund its capital requirements during the 2012-2p&60od. This could include debt refinancing, newtdssuances, and/or new equity.

The Company's ability to access the credit andt@bymiarkets at a reasonable cost is largely depengmn its:

. Ability to earn a fair return on equ
. Results of operatiol
. Ability to obtain required regulatory approv
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. Conditions in the financial mark
. Credit rating

On September 26, 2011, S&P raised the credit mfiogPNMR, PNM, and TNMP and changed the outlamkefach entity to positiv
On November 1, 2011, Moody's raised the credihgstifor PNMR and TNMP but retained the outlook tabke. As of February 22, 20:
ratings on the Company's debt securities were |y

PNMR PNM TNMP

S&P

Senior secured * * BBB

Senior unsecured BB BBB- *

Preferred stock * B+ *
Moody’s

Senior secured * * A3

Senior unsecured Bal Baa3 *

Preferred stock * Ba2 *

* Not applicable

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

A summary of liquidity arrangements as of Febru22y2012 is as follows:

PNMR PNM TNMP PNMR
Separate Separate Separate Consolidated
(In millions)
Financing Capacity:

Revolving credit facility $ 300.C $ 400.C $ 75.C % 775.0
Local lines of credit 5.C — — 5.C
Total financing capacity $ 305.C $ 400.C $ 75.C % 780.(

Amounts outstanding as of February 22, 2012:
Revolving credit facility $ 27.¢ 3 152.2 % — 180.1
Local lines of credit — — — —
Total short-term debt outstanding 27.¢ 152.: — 180.1
Letters of credit 11.C 3.7 0.3 15.C
Total short term-debt and letters of credit $ 38.6 $ 156.C $ 03 $ 195.1
Remaining availability as of February 22, 2012 $ 266.: $ 244 $ 747 % 584.¢
Invested cash as of February 22, 2012 $ 0€ $ — % —  $ 0.6

The above table excludes intercompany debt. Thairéng availability under the revolving credit fhiiés at any point in time vari
based on a number of factors, including the timafgcollections of accounts receivables and paymémtsconstruction and operati
expenditures.

For offerings of securities registered with the SEDNMR has a shelf registration statement expiimgViarch 2014. This she
registration statement has unlimited availabilitydacan be amended to include additional securiedject to certain restrictions ¢
limitations. PNMR can also offer new shares of canmstock through the PNM Resources Direct Plan wadseparate SEC shelf registra
statement that expires in August 2012. PNM hase#f sbgistration statement for up to $440.0 millimnsenior unsecured notes that will ex
in May 2014.

Off-Balance Sheet Arrangements

PNMR's offbalance sheet arrangements include PNM's operatiisg obligations for PVNGS Units 1 and 2, the Edasmission lin
and Delta.
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In 1985 and 1986, PNM consummated sale and ledseéfzatsactions for its interest in PVNGS Units 1 & The original purpose
the sale-leaseback financing was to lower revergairements and to levelize the ratemaking imp&a&MNGS being placed iservice. Th
lease payments reflected lower capital costs agdliy investors were able to capitalize the itwesnt with greater leverage than PNM
because the sale transferred tax benefits that BOIMI not fully utilize. Under traditional ratemakj, the capital costs of ownership of a m
rate base addition, such as a nuclear plant, ant-¢nd loaded. The revenue requirements are higreiimttial years and decline over the life
the plant as depreciation occurs. By contrast,Il¢hse payments are level over the lease term. se$, which expire in 2015 and 2!
contain options to renew the leases at a fixedepoicto purchase the property for fair market valbee Note 7 regarding the status of t
alternatives.

Additionally, in 1996, PNM entered into a PPA foetrights to all the output of the Delta generafitant through June 2020. The F
is accounted for as an operating lease. The ghm&generating unit is operated by Delta, which igriable interest entity. See Note 9.
plant is mainly used to meet peak load requirements

For reasons similar to the PVNGS sale and leasebradsactions, PNM built the EIP Transmission Lard sold it in sale al
leaseback transactions in 1985. The EIP line is6rgile, 345 kilovolt line with a capacity of 200Wl PNM currently owns 60% and oper:
the other 40% of the EIP line under the terms tdame agreement. The lease expires in 2015 widdfixte and fair market value rene'
options and a fair market value purchase option.

The future lease payments shown below for the PVN@G® EIP leases have been reduced by amounts ih&éeweturned to PNI
through its ownership in related lessor notes.

PVNGS
Units 1&2 EIP Delta Total
(In thousands)
2012 $ 25,07¢ % 49¢ $ 595¢ $ 31,53
2013 27,421 2,84t 5,95¢ 36,22¢
2014 32,23¢ 2,84t 5,95¢ 41,037
2015 17,08: 1,422 5,95¢ 24,46(
2016 3,27( — 5,95¢ 9,22¢
Thereafter — — 21,34: 21,34:
Total $ 105,09: $ 7,61C $ 51,12: $ 163,82!

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

The following table sets forth PNMR'’s long-term ¢@ttual obligations as of December 31, 208ke Note 7 for further details ab
the Company’s significant leases:

Payments Due

2017 and
Contractual Obligations 2012 2013-2014 2015-2016 Thereafter Total
(In thousands)

Long-term debt (a) $ 2,381 $ 52,53( $ 181,89: $ 1,442,077 $ 1,678,87
Interest on long-term debt (b) 117,04: 232,74 212,58 728,09° 1,290,46!
Operating leases (c) 49,92: 111,05¢ 58,28¢ 103,66 322,93
Transmission reservation payments 13,42: 16,66¢ 3,31¢ 16,98( 50,38:
Coal contracts (d) 58,31¢ 119,36¢ 116,26 46,41 340,36¢
Coal mine decommissioning 3,201 1,311 3,164 67,99¢ 75,68:
Nuclear decommissioning funding requiremen

(e) 2,60( 5,20( 5,20( 48,13¢ 61,13¢
Outsourcing 6,38¢ 4,541 1,30 — 12,22¢
Pension and retiree medical (f) 86,37¢ 75,15 25,451 — 186,97¢
Construction expenditures (g) 286,65 541,61: 478,67 — 1,306,93!
Total (h) $ 626,31: $ 1,160,180 $ 1,086,13- $ 2,453,360 $ 5,325,99
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(a) Represents total lortgrm debt excluding unamortized discount of $4.Bioni.

(b) Represents interest payments during the pe

(c) The operating lease amounts include amounts duetta and are net of amounts to be returned to Pa$Vpayments on
investments in related lessor notes. See InvestmemMote 1 and Note 7.

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

(e) These obligations represent funding based on thremtrate of return on investmel

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

(g) Represents forecasted capital expenditures, imdudiuclear fuel, under which substantial commitreehfve been made. 1
Company only forecasts capital expenditures fomte five years.

(h) PNMR is unable to reasonably estimate the timingjadifility and interest payments for uncertain inm@tax positions in individu
years due to uncertainties in the timing of theetffe settlement of tax positions. Therefore, PNs liability of $19.6 million an
interest payable of $1.1 million are not reflectedhis table. Amounts PNM is obligated to pay \fedia are not included above si
Valencia is consolidated by PNM in accordance v@thAP. See Note 9. No amounts are included aboveéhmNew Mexico Win
Energy PPA since there are no minimum paymentsnegdjunder that agreement.

Contingent Provisions of Certain Obligations

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

The PNMR Revolving Credit Facility, the PNM Revalgi Credit Facility, and the TNMP Revolving Credadiity contain ‘fatings
triggers,” for pricing purposes only. If PNMR, PNM, or TNMP @#ewngraded or upgraded by the ratings agenciesrasult would be ¢
increase or decrease in interest cost. In addittmse credit facilities contain contingent reqoieats that require the maintenance of debt-to
capital ratios of less than 65%. In the calculatibrlebt for PNMR and PNM, the present value ofrpagts under the PVNGS and EIP lei
are considered debt. If that ratio were to exceslb,&he entity could be required to repay all bairgs under its facility, be prevented fr
borrowing on the unused capacity under the facibityd be required to provide collateral for allstahding letters of credit issued under
facility.

If a contingent requirement were to be triggeredaurthe PNM Revolving Credit Facility resultingan acceleration of the repaym
of outstanding loans under the PNM Revolving Créditility, a crossdefault provision in the PVNGS leases could océuhé accelerate
amount is not paid. If a crosiefault provision is triggered, the PVNGS lessoasehthe ability to accelerate their rights under bhase:
including acceleration of all future lease payments

PNM's standard purchase agreement for the procuteafiggas for its fuel needs contains a contingequirement that could requ
PNM to provide collateral for its gas purchase gddiions if the seller were to reasonably believas #NM was unable to fulfill its payme
obligations under the agreement.

The master agreement for the sale of electricithénWSPP contains a contingent requirement tlatines PNM to provide collatera
the credit ratings on its debt falls below investingrade. Additionally, PNM utilizes standard dative contracts to financially hedge and ti
energy. These agreements contain contingent regeires that require PNM to provide security if thredit rating on its debt falls bel
investment grade. The WSPP agreement also cordatesitingent requirement, commonly called a mdtadaerse change provision, wh
could require PNM to provide collateral if a masadverse change in its financial condition orrafiens were to occur.

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

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

December 31,

PNMR 2011 2010
PNMR common equity 48.2% 47.8%
Convertible preferred stock — 3.1%
Preferred stock of subsidiary 0.2% 0.4%
Long-term debt 51.4% 48.71%

Total capitalization 100.(% 100.(%

PNM
PNM common equity 49.7% 51.2%
Preferred stock 0.5% 0.5%
Long-term debt 49.8% 48.2%

Total capitalization 100.(% 100.(%

TNMP
Common equity 59.8% 59.2%
Long-term debt 40.2% 40.6%

Total capitalization 100.(% 100.(%

OTHER ISSUES FACING THE COMPANY

Climate Change Issues

Backgrounc

In 2011, PNM's generating plants emitted approxéfiya?.1 million metric tons of CQ, which comprises the vast majority of
GHG. By comparison, the total GHG in the Unitedt8s$ in 2009, the latest year for which EPA hadighixd this data, were approximately
billion metric tons, of which approximately 5.5 Imh metric tons were CQ. According to EPA data, electricity generatior@mted fo
approximately 2.2 billion metric tons, or 40%, bétCO,emissions.

PNM has several programs underway to reduce GH®@ fte generating plants, thereby reducing its expogo climate chan
regulation. See Note 17. In 2011, PNM completedstraction of 22 MW of utilityscale solar generation located at five sites on RNiyister
throughout New Mexico. Additionally, PNM has a auser distributed solar generation program thakeeted to grow distributed solar fr
the 14 MW installed at the end of 2011 to over 3&/lih the next year. Once fully subscribed, thertisted solar programs will reduce PN
demand for fossifueled electricity generation by 82 GWh per yeadMPoffers its customers a comprehensive portfofi@ergy efficienc
and load management programs, with an annual budgeter $17 million, that projects electricity $ags in 2012 of an estimated 60 G\
Over the next 19 years, PNM projects the expandestgy efficiency and load management programs pitivide the equivalent
approximately 12,870 GWh of electricity, which wéloid at least 6.1 million metric tons of GBased upon projected emissions from P!
systemwide portfolio with and without these programs. $@eestimates are subject to change given thatdiffisult to accurately estima
avoidance because of the high uncertainty of mdnlyeounderlying variables and complex interrelasioips between those variables, inclu
changes in demand for electricity.

Management periodically updates the Board on implgation of corporate environmental policy and @@mpany's environmen
management systems, promotion of energy efficiemz/use of renewable resources. The Board isadidiged of the Company's practices
procedures to assess the sustainability impaatperfations on the environment. The Board reguleshsiders associated issues around cli
change, the Company's GHG exposures, and poténtaicial consequences that might result from piidaefederal and/or state regulatior
GHG.

Approximately 81.9% of PNM's owned and leased gativey capacity at December 31, 2011 consisted af @ogasfired generatio
that produces GHG, all of which is located withire tUnited States. The Company does not anticipatedaect impact from any neaefrr
international accords. Based on current forec#stésCompany does not expect its output of GHG fexisting sources to increase significa
in the near-term. Many factors affect the amourGbiG, including plant
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performance. For example, if PYVNGS experiencedopged outages, PNM might be required to utiliZeeotpower supply resources suc
gas-fired generation, which could increase GHGheliv natural gafired generation resources are added to meet isedelmad anticipated
PNM's current IRP, GHG would be incrementally irmsed. Because of the Company's dependence onfigsdsidl generation, any legislat
that imposes a limit or cost on GHG will impact test at which electricity is produced. While PNkpects to be entitled to recover that
through rates, the timing and outcome of proceegliiog cost recovery is uncertain. In addition, ke extent that any additional costs
recovered through rates, customers may reducedbeiand, relocate facilities to other areas witheloenergy costs, or take other actions
ultimately will adversely impact the Company.

Given the geographic location of its facilities angstomers, PNM generally has not been exposegetextreme weather events
other physical impacts commonly attributed to clienehange, with the possible exception of periai@mught conditions. Climate changes
generally not expected to have material consequeircehe neaterm. Drought conditions in northwestern New Meximmuld impact th
availability of water for cooling codired generating plants. Water shortage sharingergents have been in place since 2004, althou
shortage has been declared due to sufficient ptattigm in the San Juan basin. PNM also has a supghtal water contract in place with
Jicarilla Tribe to help address any water shortdgesa primary sources. The contract expires Decer3ltg2016. TNMP has operations in
Gulf coast area of Texas, which experiences peribdiricanes and drought conditions. In additioppatentially causing physical damagt
TNMP owned facilities, which disrupt the ability tenerate, transmit, and/or distribute energy,itames can temporarily reduce custon
usage and demand for energy.

EPA Regulatior

In April 2007, the U.S. Supreme Court held that BR& the authority to regulate GHG under the CAAis decision heightened f
importance of this issue for the energy industiy. December 2009, EPA released its final endangetrfinding stating that the atmosph
concentrations of six key greenhouse gases {C@ethane, nitrous oxides, hydrofluorocarbons, Iperbcarbons, and sulfur hexafluori
endanger the public health and welfare of curradtfature generations.

In May 2010, EPA released the final PSD and Titl&k¢enhouse Gas Tailoring Rule to address GHG &tationary sources unt
the CAA permitting programs. The purpose of theerid to “tailor” the applicability of two programs, PSD and Titleoyerating perm
programs, to avoid impacting millions of small GH@itters. The rule focuses on the largest sourE&Hss, including fossilfueled electri
generating units. This program currently covers mewstruction projects that emit GHG of at leasd,000 tons per year (even if PSD is
triggered for other pollutants). In addition, madiitions at existing facilities that increase GHgab least 75,000 tons per year will be sul
to PSD permitting requirements, even if they dosighificantly increase emissions of any otherygaiht. An additional phase is schedule
become effective in July 2013 and may regulate evealler GHG sources. All of PNM's fos#ileled generating plants are potentially sul
to the Tailoring Rule because of the magnitudeaf-GHG, but the plants do not have any currently pdahprojects that would trigger P
permitting for GHGs.

On December 23, 2010, EPA announced a proposechallag timeline for CAA NSPS for GHG from power pta and petroleu
refineries. EPA is expected to announce the prap@dG NSPS in the near future. The EPA previousigsed several deadlines to prog
the rules, the most recent being in January 20h2.deadline for EPA to publish the final standasdstill May 26, 2012, although final acti
is not expected until late 2012. The CAA's NSPSsjsions include separate programs for new and riestifficilities and for existing facilitie
EPA will establish NSPS for new and modified fa@k directly, while EPA will establish emissionidelines for existing facilities througt
cooperative federal-state process.

EPA regulation of GHG from large stationary soureét impact PNM's operations due to the Compamgli&ance on fossifuelec
electric generation. The impact to PNM is unknowetduse the regulatory requirements, including Bestilable Control Technolog
implications and NSPS requirements are still dgyelp. Impacts could involve investments in effidgnimprovements and/or cont
technologies at the fosdilleled generating plants. It is also possible that costs of such improvements or technologiesdcaupact th
economic viability of some plants.

Federal Legislatior

Prospects for enactment of legislation imposingeav ror enhanced regulatory program to address dirchtinge in the curre
Congress are extremely unlikely, although Congoesdd address these issues at a future time. bhsteRA is likely the primary venue !
GHG regulation in the near future.

The Company has assessed, and continues to atteegrpacts of potential climate change legislattoregulation on its busines
This assessment is preliminary, and future chaagemsg out of the legislative or regulatory progesuld impact the assessment significat
The Company's assessment includes assumptionslimgdine specific GHG limits, the timing of implentation of these limits, the level
emissions allowances allocated and the level thet tme purchased, the development
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of technologies for renewable energy and to redinessions, the cost of emissions allowances, tigeegeto which offsets may be used
compliance, and provisions for cost containmentrédeer, the assessment assumes various markeébrsastich as with respect to the pric
coal and gas and regional plant economics. Thaesengtions, at best, are preliminary and specelativowever, based upon th
assumptions, the enactment of climate change &ignl would likely, among other things, result igréficant compliance costs, includi
significant capital expenditures by the Companyd aauld jeopardize the economic viability of cemtgienerating facilities. See Note 16.
turn, these consequences would lead to increasstd ttocustomers and could affect results of ojmersit cash flows, and financial conditio
the incurred costs are not fully recovered throvegulated rates. Higher rates could also contriboiteeduced demand for electricity. -
Company's assessment process is ongoing, butétimprary 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 evaltetewable energy, ene
efficiency, load management, distributed generatéond conventional supplide resources on a consistent and comparable bEHsSIRP i
required to take into consideration risk and uraety of fuel supply, price volatility, and costé anticipated environmental regulations w
evaluating resource options to meet supply needbefutility's customers. The NMPRC issued an oideJune 2007, requiring that N
Mexico utilities factor a standardized cost of @carlemissions into their IRPs using prices rangiatyken $8 and $40 per metric ton of €0
emitted and escalating these costs by 2.5% per yéader the NMPRC order, each utility must analffrese standardized prices as proje
operating costs. Reflecting the developing natdithis issue, the NMPRC order states that thesepmay be changed in the future to acc
for additional information or changed circumstancelewever, PNM is required to use these pricepioposes of its IRP, and the prices
not reflect the costs that it ultimately will incuPNM's IRP filed with the NMPRC on July 18, 20(Note 17), showed that while considera
of the NMPRC required carbon emissions costs didsignificantly change the resource decisions migarfuture facilities over the next
years, it did slightly impact the projectec-service dates of some of the identified resourddsich higher GHG costs than assumed ir
NMPRC analysis are necessary to impact future resodecisions. The primary consequence of the atdimbd cost of carbon emissions
an increase to generation portfolio costs.

In 2007, seven western states, including New Mexaud three Canadian provinces entered into anr@cecalled the Weste
Regional Climate Action Initiative (the “WCI"Yp reduce GHG from automobiles and certain indestrincluding utilities. The WCI releas
design recommendations for elements of a regioaplamdtrade program in September 2008 and created sesglbabmmittees to devel
detailed implementation recommendations. UnderWCIl recommendations, GHG from the electricitytseand fossil fuel consumption
the industrial and commercial sectors would be edpgt then current levels and subject to regulagtanting in 2012. Over time, produc
would be required to reduce their GHG. Implemeaotatf the design elements for GHG reductions wdalldto each state and province.

On June 4, 2010, the NMED filed a petition with EI& for the adoption of rules required to implernanWCI cap-andrade progran
A hearing was held in September 2010. On Novemb2020, the EIB approved the NMED's proposal tditine a regional cap-aniade ruls
that would affect sources regulated by NMED thattenore than 25,000 metric tons of G@er year. The cap would start with an emiss
baseline established in 2011. NMED would grantvedioces for free to regulated sources based onlihsgline and a 2% annual reductior
order to take effect, New Mexico and California tmrecognize each other as trading partners un@&ew@l regional trading program, wh
has not occurred. On October 20, 2011, the CaldioAir Resources Board adopted a final cap-ttade regulation that calls for quarte
auctions of GHG allowances starting in August 204120, several market elements including allowamaeking and a trading market mus
established by WCI. The EIB adopted the proposdd i December 2010. PNM appealed the EIB's detisiod after various leg
proceedings, the EIB voted to repeal the cap-aadetprogram regulation on February 6, 2012. Thedg&l@sion is subject to appeal.

In December 2008, New Energy Economy (“NEE”), a-poofit environmental advocacy organization, petigd the EIB to amel
existing regulations and adopt new regulations waild reduce GHG from certain sources regulatethbyState of New Mexico. Followi
extensive litigation regarding the EIB's authotityregulate GHG, which did not resolve the isshe,rulemaking hearing on the NEE peti
concluded on October 5, 2010. On December 8, 20&(E:IB adopted a modified version of the petitibhe modifications pushed the effec
date to January 1, 2013 or six months after NMHEajs-andtrade rule is no longer in force, whichever is lafeNM filed testimony in tF
rulemaking hearing estimating the cost of eledyriocd PNM's customers would increase by approxityek8 million each year over the pr
year if the NEE's proposed rule is adopted. Ondign5, 2011, PNM appealed the EIB's decision aftdr cour-sanctioned mediation, PN
and EIB filed a joint motion asking the court ofpagls to remand the case to the EIB for a periatB6fdays. The court granted the motiol
July 19, 2011. PNM and other industry parties fitieBetition for Regulatory Change (Repeal) of tieENRule on July 15, 2011. Hearings
the petition to repeal the rule were held in Decen#911. The EIB is scheduled to deliberate theakpf the NEE Rule on March 16, 201:
the EIB does not repeal the NEE Rule and it takiexte PNM will seek to recover in rates any in@ed costs due to the rule. PNM estim
the cost of compliance with this rule to be $541liam over the 20-year IRP planning period.
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In April 2011, NEE moved to intervene in PNM's aglpavhich motion was denied by the New Mexico CafrAppeals. After furthe
procedural steps in the Court of Appeals, NEE faed/rit of Superintending Control in the New Mexi8apreme Court in June 2011 and
sought to vacate the remand order entered by tlhiet GbAppeals. After oral argument, the Supremeir€beld on July 27, 2011 that NEE
the right to be a party on appeal. However, thearedrof PNM's appeal, in which NEE is now an apgeltemains in effect.

The status of the NMED cap-amcide rule and the NEE rule is currently uncertaird it is possible the EIB, the courts, or
legislature might take further action on them. didiion, the Governor of New Mexico establishedraab-business task force to review rec
regulations shortly after her inauguration. The& tisce issued its recommendations on April 1, 200He recommendations include chan
New Mexico's status in the WCI from participanbtuserver and revising the -andtrade rule approved in November 2010. New Mexicac
longer a participant in the WCI. However, the stateontinuing to work with other states and proeis on other North American clim
initiatives and clean energy policies and strategie

Transmission Issues

FERC has pending numerous notices of inquiry afehraking dockets related to transmission issuesh &ations may lead to chan
in FERC administrative rules or ratemaking polibyt have no time frame in which action must be nagea docket closed with no furtl
action. Further, such notices and rulemaking dacletnot apply strictly to PNM, but will have indyswide effects in that they will apply
all FERC¥egulated entities. The Company monitors and oftdmmits comments taking a position in such notares rulemaking dockets
may join in larger group responses. The Compamgnofannot determine the full impact of a proposdd and policy change until the fii
determination is made by FERC and PNM is unabjaredict the outcome of these matters.

On November 24, 2009, FERC issued Order 729 appgotwo Modeling, Data, and Analysis Reliability &tards (Reliability
Standards”) submitted by NERC - MOD-001-1 (Avaimblransmission System Capability) and MOD-029Rated System P«
Methodology). Both MOD-001-1 and MOD-029require a consistent approach, provided for énReliability Standards, to measuring the
transmission capability (“TTC"df a transmission path. The TTC level establiste@dgithe two Reliability Standards could resulaireductio
in the available transmission capacity currentledidby PNM to deliver generation resources necesfaryts jurisdictional load and f
fulfilling its obligations to third-party users tfie PNM transmission system.

During the first quarter of 2011, at the requesPdfM and other southwestern utilities, NERC adviaidransmission owners a
transmission service providers they have delayedrttplementation of portions of the MOI29 methodology for "Flow Limited" paths ul
such time as a modification to the standard caddweloped that will mitigate the technical concedentified by the transmission owners
transmission service providers. PNM and other wesiélities are expecting to file a Standards AotRequest later this year as a follapc
the NERC ruling.

In July 2011, FERC issued Order 1000 adopting neguirements for transmission planning, cost aliocatand development. Or«
1000 will require significant changes in transnossplanning and cost allocation mechanisms in thstern region that PNM is located. -
impacts of the new requirements of Order 1000 iredab future transmission development and ownershithe company are uncertain. M
of the work needed to be able to comply must beedairthe subregional level and PNM plans to workugh WestConnect in developing b
its own and regional compliance filings. Compliafitiags to address these new requirements aredhiieber 2012.

Financial Reform Legislation

In July 2010, the Dod&rank Wall Street Reform and Consumer Protectiot) abich is intended to improve regulation of ficéd
markets, was signed into law. Many of the rulesuiegl to implement the legislation have not yetrbénalized. The Company is currer
evaluating this legislation and cannot predictithpact it may have on the Compasyinancial condition, results of operations, cistvs, ol
liquidity.

Other Matters

See Notes 16 and 17 for a discussion of commitremdscontingencies and rate and regulatory matses.Note 20 for a discussior
accounting pronouncements that have been issuedréunot yet effective and have not been adopgatido Company.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in accardawith GAAP requires management to apply accogngialicies and to mal
estimates and judgments that best provide the freometo report the results of operations and finangosition for PNMR, PNM, and TNM
As a result, there exists the likelihood that miatlr different amounts would be reported underfedi#nt conditions or using differe
assumptions. Management has identified the follgwancounting policies that it deems critical to gwtrayal of the financial condition a
results of operations and that involve significanbjectivity. The following discussion provides amination on the processes utilized
management in making judgments and assumptiorfegsapply to its critical accounting policies.

Unbilled Revenues



The Company records unbilled revenues represemimgagemeng assessment of the estimated amount customerbeviilled fo
services rendered between the metading dates in a particular month and the enthatf month. Management estimates unbilled reve
based on historical sales recorded in the billipgtesm, taking into account weather impacts. Thehotkis consistent with the approacl
normalization employed for rate case billing deteants and the load forecast. To the extent thienattd amount differs from the amo
subsequently billed, revenues will be affected.

Regulatory Accounting

The Company is subject to the provisions of GAAP rsteregulated enterprises and records assets andtlesbilesulting from th
effects of the ratemaking process, which wouldb®tecorded under GAAP for non-regulated entities.

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

Impairments

Tangible longlived assets and amortizable intangible assetgwakiated for impairment when events and circunegaindicate th
the assets might be impaired in accordance with BARhese potential impairment indicators includenaggemens assessment of fluctuat
market conditions as a result of planned and sdeddtustomer purchase commitments; future markeetpation; fluctuating market pric
resulting from factors including changing fuel @and other economic conditions; weather pattexnd; other market trends. The amour
impairment recognized, if any, is the differencénmen the fair value of the asset and the carryalge of the asset and would reduce botl
asset and current period earnings. Variations énatssessment of potential impairment or in therapions used to calculate an impairn
could result in different outcomes, which coulddéa significant effects on the Consolidated FinahStatements.

Goodwill and noramortizable other intangible assets are evaluaiedhfpairment at least annually, or more frequeiftlgvents an
circumstances indicate that the goodwill and intilalegassets might be impaired. Note 23 containserinftion on the impairment test
performed by the Company on goodwill and intang#ésdeets. No impairments were indicated in the Caoryisaannual goodwill testing, whi
was performed as of April 1, 2011. Since the anmwvaluation, there have been no indications thatfair values of the reporting units w
recorded goodwill have decreased below the carryimiges. The annual testing was based on cert#ioatrestimates and assumptic
Changes in the estimates or the use of differesuraptions could affect the determination of failugaand the conclusion of impairment
each reporting unit.

Application of the impairment test requires judgmencluding the identification of reporting unitassignment of assets and liabili
to reporting units and determination of the faitlueaof each reporting unit. A discounted cash flm@thodology is primarily used to estim
the fair value of each reporting unit. This anaysiquires significant judgments, including estiorabf future cash flows, which is depenc
on internal forecasts, estimation of long-term dgirovates for the business and determination of@pate WACC for each reporting unit.

In determining the fair value of each reportingtuttiie WACC is a significant factor. The Companysiders many factors in select
a WACC, including the market view of risk for eastdividual reporting unit, the appropriate capitfucture, and the borrowing r
appropriate for each reporting unit. The Compangsaters available markdiased information and may consult with third partie hel|
determine the WACC. The selection of a WACC is satiye and modifications to this rate could sigrafitly increase or decrease the
value of a reporting unit.

The other primary factor impacting the determirmatid the fair value of each reporting unit is tletimation of future cash flows. T
Company considers budgets, long-term forecast®ridal trends, and expected growth rates in ordestimate
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future cash flows. Any forecast contains a degffeengertainty and modifications to these cash flmeald significantly increase or decre
the fair value of a reporting unit. For the PNM ardMP reporting units, which are subject to reggulation, a fair recovery of and return
costs prudently incurred to serve customers isragdu Should the regulators not allow recovery afaie costs or not allow these repor
units to earn a fair rate of return on investeditahpthe fair value of the reporting units couldcdease. For the First Choice unregul
reporting unit, which PNMR sold on November 1, 2QNote 2), assumptions regarding customer usageingy retention, and payme
behavior, in addition to fluctuations in the cobeaergy, significantly impacted estimates of feteash flows.

The Company believes that the WACCs and cash flmjeptions utilized in the 2011 testing appropiiateflected the fair value
each reporting unit. Since any cash flow projectiontains uncertainty, the Company adjusted the W#@sed to reflect that uncertainty.
Company does not believe that there are indicatidig®odwill impairment in any of its reporting i but this analysis is highly subjective.
of the impairment testing for April 1, 2011, thérfaalue of the PNM reporting unit, which had godliiwf $51.6 million, exceeded its carryi
value by approximately 5%. The fair value of theMR reporting unit, which had goodwill of $226.7 haih and the fair value of the Fi
Choice reporting unit, which had goodwill of $43clllion, exceeded their carrying values by morentken percent. Due to the subjectivity
sensitivities of the assumptions and estimates nlyidg the impairment analysis, there can be na@sge that future analyses, which wil
based on the appropriate assumptions and estiattest time, will not result in impairments.

PNMR had an investment in Optim Energy, which wesoanted for using the equity method of accountipgo September 23, 20.
On September 23, 2011, PNMR's ownership in Optirergn was reduced from 50% to 1%. Beginning in 2868 continuing throughc
2010, Optim Energy was affected by adverse martetiitions, primarily low natural gas and power psc These factors were indicator:
impairment that required an impairment analysidb¢operformed by PNMR of its investment in Optim Eyeas of December 31, 20
PNMR's analysis indicated that its entire investherOptim Energy was impaired and PNMR reducedddeying value of its investment
Optim Energy to zero at December 31, 2010, resyltna pretax loss of $188.2 million in 2010. Accordingly abdcause PNMR had
further financial commitment to Optim Energy, naldinal impairment analysis was performed in 2084e Note 21.

Decommissioning Costs

Accounting for decommissioning costs for nucleat &ossilfuel generation involves significant estimatestedao costs to be incurr
many years in the future after plant closure. Clearig these estimates could significantly impacMR% and PNMS financial position, resu
of operations and cash flows. PNM owns and leasetear and fossiluel generation facilities. In accordance with GAAPNM is only
required to recognize and measure decommissionagliies for tangible londived assets for which a legal obligation existaichka
decommissioning costs are based on gitecific estimates of the costs for removing aflisactive and other structures at PVNGS anc
dependent upon numerous assumptions. PVNGS UsiteXdluded from PNM retail rates while PVYNGS Units 1 and 2 are inelildPNNMN
collects a provision for ultimate decommissionifgP& NGS Units 1 and 2 and its fos$ilel generation facilities in its rates and recagsi
corresponding expense and liability for these anouRNM believes that it will continue to be abte dollect in rates for its legal as
retirement obligations for nuclear generation atiés included in the ratemaking process. Assetremaent obligations and nucle
decommissioning costs are discussed in Note 15.

In connection with both the SJGS coal agreementaadrour Corners fuel agreement, the owners ap@re to reimburse the mini
companies for the cost of contemporaneous reclamais well as the costs for final reclamation @f toal mines. The reclamation costs
based on sitepecific studies that estimate the costs to beriaduin the future and are dependent upon numeassismptions. PNM consid
the contemporaneous reclamation costs part ofdbedt its delivered coal costs. See Note 16 fseubsion of the final reclamation costs.

Derivatives

The Company follows the provisions set forth in GA# account for derivatives. These provisionshdista accounting and reporti
standards requiring derivative instruments to lmembed in the balance sheet as either an assithdity measured at their fair value. GA
also requires that changes in the derivatiVais'value be recognized currently in earnings sslgpecific hedge accounting or normal purc
and sale criteria are met. Fair value is baseduorent market quotes as available and is supplesddnt modeling techniques and assump
made by the Company to the extent quoted markeepror volatilities are not available. Externalcpry input availability varies based
commodity location market liquidity, and term okthgreement. Although the Company uses its begtrjadt in estimating the fair value
these instruments, there are inherent limitationary estimate technique. Changes in the assunsptised in the fair value determinati
could have significant impacts. See Note 8.
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Pension and Other Postretirement Benefits

The Company maintains qualified defined benefitgi@m plans, postretirement benefit plans providimgdical and dental benefits, :
executive retirement programs. The net periodiebienost or income and the calculation of the pctg¢d benefit obligations are recognize
the Companys financial statements and depend on investmeribrpeaince, the level of contributions made to thenp] and employ
demographics. They both require the use of a numbactuarial assumptions and estimates. The nrditat of the actuarial assumptions
the expected longerm rate of return, the discount rate, and pregdiealth care cost trend rates. The Company reveewd evaluates
actuarial assumptions annually and adjusts theneesssary. See Note 12.

Accounting for Contingencies

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

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

Income Taxes

The Companys income tax expense and related balance sheet#sniowvolve significant judgment and use of estesatAmounts ¢
deferred income tax assets and liabilities, curesm noncurrent accruals, and determination of iaicetax positions involve judgment &
estimates related to timing and probability of teeognition of income and deductions by taxing arities. In addition, some tempor:
differences are accorded flow-through treatmenti®y Company’s regulators and impact the Compmeffective tax rate. In assessing
likelihood of the realization of deferred tax assehanagement considers the estimated amount @ndctér of future taxable income. Aci
income taxes could vary from estimated amounts twuéhe future impacts of various items, includingaeges in income tax laws,
Company'’s forecasted financial condition and resoftoperations in future periods, and the finale® from taxing authorities. See Note 11.

Market Risk

See Item 7A. Quantitative and Qualitative Discles@bout Market Risk for discussion regarding thanpanys accounting policie
and sensitivity analysis for the Company’s finahiiatruments and derivative energy and other @itre contracts.

MD&A FOR PNM
RESULTS OF OPERATIONS

PNM'’s continuing operations are presented in the PN&d¢tEE segment, which is identical to the segmeesented above in Results
Operations for PNMR. PNM'’ discontinued operations are presented in the F3Nlgl segment, which is identical to the total egmifron
discontinued operations, net of income taxes, shomthe Consolidated Statements of Earnings fdr B&M and PNMR. See Note 22.

MD&A FOR TNMP
RESULTS OF OPERATIONS

TNMP operates in one reportable segment, TNMP Eteets presented above in Results of OperationBXMR.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKE T RISK

The Company controls the scope of its various foofgsk through a comprehensive set of policied procedures and oversight
senior level management and the Board. The Bedfitiance Committee sets the risk limit paramefense. RMC, comprised of corporate
business segment officers, oversees all of the miakagement activities, which include commoditk,risredit risk, interest rate risk, ¢
business risk. The RMC has oversight for the omgewvaluation of the adequacy of the risk contrglamization and policies. The Company
risk control organizations, which are assigned easjbility for establishing and enforcing the p@i&, procedures and limits and evaluating
risks inherent in proposed transactions on an prniserwide basis.

The RMC’s responsibilities include: establishment of pekciregarding risk exposure levels and activitiegaeh of the busine
segments; authority to approve the types of ddvigatentered into; authority to establish a genpodicy regarding counterparty exposure
limits; authorization and delegation of transactionits; review and approval of controls and prases$ for derivative activities; review &
approval of models and assumptions used to catkutark-tomarket and market risk exposure; authority to ap@rand open brokerage
counterparty accounts for derivatives; review afidiag and risk activities; the extent and type egarting to be performed for monitoring
limits and positions; and quarterly reporting te #udit and Finance Committees on these activiliee. RMC also proposes risk limits, sucl
VaR and GEaR, to the Finance Committee for its @aygdr

It is the responsibility of each business segmeistéate its own control procedures and policighiwithe parameters established by
Corporate Financial Risk Management Policy, appidye the Finance Committee. The RMC reviews and@a@s these policies, which .
created with the assistance of the Risk ManagemDepartment and the Vice President and Treasureh Basiness segmestpolicies addre
the following controls: authorized instruments andrkets; authorized personnel; policies on segiagalf duties; policies on mark-tmarke
accounting; responsibilities for deal capture; aomhtion responsibilities; responsibilities for cepng results; statement on the role
derivative transactions; and limits on individuarsaction size (nominal value).

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

Information concerning accounting for derivativesldhe risks associated with commodity contractseisforth in Note 8. Note 8 a
contains a summary of the fair values of mark-taketenergy related derivative contracts includethe Consolidated Balance Sheets.

The following table details the changes in the agstet or liability balance sheet position for mtarknarket energy transactions ot
than cash flow hedges. The following table doesimcitide $1.2 million of settlements in 2010 of piosis taken in 2008 by First Choice
flatten speculative transactions when First Choissed such transactions. These settlements veggaificant to 2010.
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Economic Hedges
PNMR PNM
(In thousands)

Sources of fair value gain (loss):

Net fair value at December 31, 2009 $ 2217 $ 1,431
Amount realized on contracts delivered during prio 20,70¢ 3,722
Changes in fair value (48,779 (9,416
Net mark-to-market change recorded in earnings (28,069 (5,697
Net change recorded as regulatory liability 56¢ 56¢
Unearned/prepaid option premiums 41 —
Settlement of de-designated cash flow hedges 2,26: 17

Net fair value at December 31, 2010 (22,979 (3,676
Amount realized on contracts delivered during pekrio 5,232 (802
Changes in fair value 3,481 4,62¢
Net mark-to-market change recorded in earnings 8,71: 3,822
Net change recorded as regulatory liability (502) (502
Unearned/prepaid option premiums 1,79 —
Settlement of de-designated cash flow hedges 423 —
Sale of First Choice 12,19: —

Net fair value at December 31, 2011 $ (356) $ (35€)

The following table provides the maturity of thet mssets (liabilities) other than cash flow hedgigng an indication of when the
mark-to-market amounts will settle and generate)(aash.

Fair Value of Mark-to-Market Instruments at December 31, 2011

Less than
1 year 1-3 Years 4+ Years Total
PNMR and PNM (In thousands)

Economic hedges

Prices actively quoted $ — 3 — $ —  $ —

Prices provided by other external sources 2,081 (1,596 (841) (35€)

Prices based on models and other valuations — — — —
Total $ 2,081 $ (1,59¢) $ (841 $ (35€)

At December 31, 2011, PNMR and PNM had no commadiéivative instruments designated as cash flowgimgdinstruments. Tt
fair value of commodity derivative instruments dgsited as cash flow hedging instruments decreaded $nillion for PNMR and PNM f
the year-ended December 31, 2010.

Risk Management Activities

PNM measures the market risk of its loegm contracts and wholesale activities using a alulation to measure price moveme
The VaR calculation reports the possible market fos the respective transactions. This calculatiobased on the transactisrfair marke
value on the reporting date. Accordingly, the Vaikalation is not a measure of the potential actingmark-tomarket loss. PNM utilizes t
Monte Carlo VaR simulation model. The Monte Carlodal utilizes a random generated simulation basedistorical volatility to genera
portfolio values. The quantitative risk informatjdmowever, is limited by the parameters establishedreating the model. The instrume
being evaluated may trigger a potential loss ineegf calculated amounts if changes in commoditep exceed the confidence level of
model used. The VaR methodology employs the folhgwgritical parameters: historical volatility estites, market values of all contrac
commitments, appropriate market-oriented holdingiogls, and seasonally adjusted and crxssmodity correlation estimates. The \
calculation considers PNM’forward positions, if any. PNM uses a holdingigetof three days as the estimate of the lengtimad that will be
needed to liquidate the positions. The volatilitgldhe correlation estimates measure the impaatheérse price movements both at an
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individual position level as well as at the totalffolio level. The VaR confidence level establidhe 95%. For example, if VaR is calculate
$10.0 million, it is estimated that in 950 out @00 market simulations the pt&x loss in liquidating the portfolio would not exed $10.
million in the three days that it would take todidate the portfolio.

PNM measures VaR for all transactions that aredirgctly asset-related and have economic risk. PéNdinot have any noasse
backed transactions for the years ended Decembe@031and 2010. PNM also measures VaR for the positiorits iwholesale portfolio. F
the year ended December 31, 2011, the high, lod,aaerage VaR amounts were $1.6 million, $0.5 oiilliand $1.1 million. For the ye
ended December 31, 2010, the high, low and averagemounts were $2.0 million, $0.1 million, and%enillion. At December 31, 2011 &
December 31, 2010, the VaR amounts for the PNMledade portfolio were $1.1 million and $1.6 million

First Choice measured the market risk of its retaiés commitments and supply sourcing activitesgia GEaR calculation to moni
potential risk exposures related to taking consrastsettlement and a VaR calculation to measure-#frm market price impacts. Becaus
its obligation to serve customers, First Choice wegiired to take certain contracts to settlemantordingly, a measure that evaluated
settlement of First Choice’s positions against egsm provided management with a useful tool to rgarits portfolio. First Choice used a hold-
to-maturity at risk for 12 months calculation for B2aR measurement. The calculation utilized the siktolete Carlo simulation approe
described above at a 95% confidence level and diedithe retail load and supply portfolios. Manageirelieved the GEaR results wel
reasonable approximation of the potential varigbitif earnings against forecasted earnings. Thatgatve risk information, however, w
limited by the parameters established in creatirgrhodel. The instruments being evaluated coul@ haggered a potential loss in exces
calculated amounts if changes in commodity priceseeded the confidence level of the model used.GBaR calculation considered F
Choices forward position for the next twelve months aettireach position to settlement. The volatility dne correlation estimates meast
the impact of adverse price movements both at dinigual position level as well as at the totaltfalio level.

For the ten months ended October 31, 2011, theageeGEaR amount was $2.4 million, with high and B&aR amounts for tl
period of $4.6 million and $0.9 million. For theareended December 31, 201@he average GEaR amount for these transactioss$da
million, with high and low GEaR amounts for the ipdrof $6.8 million and $1.5 million. The total GReamount for these transaction:
December 31, 2010 was $1.9 million.

First Choice utilized a VaR measure to manage #sket risk. The VaR limit was based on the samal fpbrtfolio approach as t
GEaR measure; however, the VaR measure was inteadigture the effects of changes in market piiees a holding period, which throu
June 30, 2010 was ten days. In July 2010, Firsicéhmodified the method of calculating VaR to cdesiFirst Choices positions over the li
of the total portfolio and is intended to captune effects of changes in market prices over a teseholding period. These changes dic
significantly impact the VaR amounts. The VaR chltians utilized the same Monte Carlo simulatiorprayach described above at a ¢
confidence level. For the ten months ended Oct8theR011, the high, low and average VaR amounte ®#&rl million, less than $0.1 milli
and $0.4 million. For the year ended December 8102 the high, low and average VaR amounts were $2lBsm $0.1 million and $0.
million. The VaR amount for these transactions $@4 million at December 31, 2010 .

The Company’s risk measures are regularly monitémedhe Companyg RMC. The RMC has put in place procedures to entha
increases in risk measures that exceed the predclitmits are reviewed and, if deemed necessatgdagpon to reduce exposures. Val
GEaR limits were not exceeded during the years@éidzember 31, 2011 or 2010 .

The VaR and GEaR limits represent an estimate e@ptitential gains or losses that could be recodnimethe Company’ portfolios
subject to market risk, given current volatility tihe market, and are not necessarily indicativaatfial results that may occur, since a
future gains and losses will differ from those mestied. Actual gains and losses may differ due toahdluctuations in market prices, opera
exposures, and the timing thereof, as well as aatmthe underlying portfolios during the year.

Credit Risk

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

The following table provides information relateddi@dit exposure as of December 31, 20The table further delineates that expo
by the credit worthiness (credit rating) of the ctarparties and provides guidance as to the coratemt of credit risk to individu
counterparties. All credit exposures at Decembe2811 will mature in less than two years.
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Schedule of Credit Risk Exposure
December 31, 2011

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

(Dollars in thousands)
PNMR and PNM

External ratings:
Investment grade $ 2,352 2 3 1,80«
Non-investment grade — —

Internal ratings:
Investment grade — —
Non-investment grade 2 — —
Total $ 2,35¢ $ 1,80¢

@ The rating “Investment Grade” is for counterpartigth a minimum S&P rating of BBB- or Moody'rating of Baa3. If the counterparty
provided a guarantee by a higher rated entity ,(ésgparent), determination is based on the ratihigs guarantor. The categorinterna
Ratings - Investment Gradédricludes those counterparties that are internatgd as investment grade in accordance with thaetjne:
established in the Company'’s credit policy.

@  The Credit Risk Exposure is the gross credit expgsimcluding long-term contracts (other than faltjuirements customers), forw
sales, and shoterm sales. The exposure captures the amountsrioeivables/payables for realized transactionsyeteld and unbille
revenues, and mark-toarket gains/losses (pursuant to contract terme)ssGexposures can be offset according to legaifgreeabl
netting arrangements but are not reduced by avaitakdit collateral. Credit collateral includeslaleposits, letters of credit, and pare
guarantees received from counterparties. Amounés mesented before the application of such creditateral instruments.
December 31, 2011 , PNMR and PNM held no crediaiterial to offset their credit exposure.

The Company provides for losses due to market aeditcrisk. Net credit risk for PNMR’s and PNBMlargest counterparties as
December 31, 2011 was $1.6 million.

Interest Rate Risk

The Company has longrm debt which subjects it to the risk of lossoagsted with movements in market interest rateg Miajority o
the Company’s long-term debt is fixedte debt and does not expose earnings to a nigfoofrloss due to adverse changes in market isi
rates. However, the fair value of lotgm debt instruments for PNMR, PNM, and TNMP woundrease by 3.1%, 3.5%, and 2.5%, if inte
rates were to decline by 50 basis points from tlesiels at December 31, 2011n general, an increase in fair value would impernings ar
cash flows to the extent not recoverable in reftedl or a portion of debt instruments were acotiine the open market prior to their matui
As described in Note 6, TNMP has lotegm debt of $50.0 million that bears interest sagable rate. However, TNMP has also enteredd
hedging arrangement that effectively results iis thébt bearing interest at a fixed rate, therebyiehting interest rate risk. AEebruary 22
2012 , PNMR, PNM, and TNMP had $27.8 million, $I5aillion, and zero of shoterm debt outstanding under their revolving créatiflities
and local lines of credit, which allow for a maximwaggregate borrowing capacity of $305.0 million FNMR, $400.0 million for PNM, ar
$75.0 million for TNMP. These facilities bear irgst at variable rates, which averaged 2.00% for RNiid 1.75% for PNM oRebruary 2:
2012 borrowings, and the Company is exposed toasteate risk to the extent of future increasesimnable interest rates.

The securities held by PNM in the NDT and in trusts pension and other postaployment benefits had an estimated fair valt
$656.8 million at December 31, 2011 , of which 48.Were fixedrate debt securities that subject PNM to risk afslof fair value wit
movements in market interest rates. If interesgsatere to increase by 50 basis points from tleeels at December 31, 2011he decrease
the fair value of the fixed-rate securities woulel ©1%, or $17.3 million. The securities held byM® in trusts for pension and other post-
employment benefits had an estimated fair valu86&.4 million at December 31, 2011 , of which 38.@84re fixedrate debt securities tt
subject TNMP to risk of loss of fair value with m@wents in market interest rates. If interest rateie to increase by 50 basis points from-
levels at December 31, 2011 , the decrease irathedlue of the fixed-rate securities would be%g,4r $1.9 million.
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PNM and TNMP do not directly recover or return thgb rates any losses or gains on the securitiekjdimg equity and alternati
investments discussed below, in the trusts forearctlecommissioning or pension and other pogbloyment benefits. However, the ove
performance of these trusts does enter into thiegierdeterminations of expense and funding lewelsich are factored into the rate mak
process to the extent applicable to regulated tipesa PNM and TNMP are at risk for shortfalls iméling of obligations due to investm
losses, including those from the equity market albernatives investment risks discussed below doetktent not ultimately recovered thro
rates charged to customers.

Equity Market Risk

The NDT and trusts established for PNM’s pensioth post-employment benefits hold certain equity sées at December 31, 2011

These equity securities expose PNM to losses inviaiue should the market values of the underl\degurities decline. Equity securi
comprised 44.2% of the securities held by the wariBNM trusts as of December 31, 2011 . The trestzblished for TNMR' pension ar
postemployment benefits hold certain equity securitidgese equity securities expose TNMP to losseaiinvalue should the market value:
the underlying securities decline. Equity secwsittemprised 40.5% of the securities held by the PNMists as of December 31, 2Q1There
was a significant decline in the general price lewé marketable equity securities in late 2008 amdarly 2009. The impacts of these decl
were considered in the funding and expense valsperformed for 2010 and 2011, which resultedentuced income or increased expt
related to the pension plans being recorded andrezhjincreased levels of funding beginning in 2088e Note 12.

Alternatives Investment Risk

The Company had 20.2% of its pension assets imy@st¢he alternatives asset class as of Decemhe2@lll. The Company hi
changed the target for this class to 17%. Thisuihe$ real estate, private equity, and hedge fuhksse investments are limited par
structures that are multi-manager mgliiategy funds. This investment approach givesudigersification and minimizes risk compared
direct investment in any one component of the fuiitte general partner oversees the selection amitoniog of the underlying managers. -
Company’s Corporate Investment Committee, assisyeits investment consultant, monitors the perfarogaof the funds and general parteer’
investment process. There is risk associated Wweke funds due to the nature of the strategiesezhaiques and the use of investments th
not have readily determinable fair value. The vidueof the alternative asset class was also ingghby the significant decline in the gen
price levels of marketable equity securities in2@add 2009.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

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

Management of PNM Resources, Inc. and subsidigfRNMR”) is responsible for establishing and maintaininggad¢e intern:
control over financial reporting as defined in RLBa-15(f) under the Securities Exchange Act 041 @3 amended.

Management assessed the effectiveness of PNMRmaitcontrol over financial reporting based on Ititernal Control —Integratec
Frameworkset forth by the Committee of Sponsoring Organireti of the Treadway Commission. Based on the assegsperformer
management concludes that PNMR’s internal contref éinancial reporting was effective as of Decemiie 2011 .

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

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

/s/ Charles Eldred

Charles Eldred

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

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

Management assessed the effectiveness of PNM'maiteontrol over financial reporting based on thiernal Control —Integratec
Frameworkset forth by the Committee of Sponsoring Organizeti of the Treadway Commission. Based on the amsesperformer
management concludes that PNM'’s internal contrel dwancial reporting was effective as of Decemier2011 .

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

/s/ Charles Eldred

Charles Eldred

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

Management of Texas-New Mexico Power Company arkidiaries (“TNMP”) is responsible for establishing and maintai
adequate internal control over financial reportasgdefined in Rule 13a-15(f) under the SecuritieshBnge Act of 1934, as amended.

Management assessed the effectiveness of TNMRsnigit control over financial reporting based on Ititernal Control —Integratec
Frameworkset forth by the Committee of Sponsoring Organizeti of the Treadway Commission. Based on the amsesperformer
management concludes that TNMP’s internal contvel dinancial reporting was effective as of Deceniie 2011 .

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

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

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

We have audited the internal control over finanséglorting of PNM Resources, Inc. and subsidigties "Company") as of December 31,
2011, based on criteria establishedniternal Control - Integrated Framewoigksued by the Committee of Sponsoring Organizatidrike
Treadway Commission. The Company's managemensponsible for maintaining effective internal cohtveer financial reporting and for its
assessment of the effectiveness of internal cootret financial reporting, included in the accomyiag Management's Annual Report on
Internal Control Over Financial Reporting. Our resgibility is to express an opinion on the Compsiinternal control over financial reporting
based on our audit.

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

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

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

In our opinion, the Company maintained, in all mialerespects, effective internal control over figal reporting as of December 31, 2011,
based on the criteria establishedriternal Control - Integrated Framewoigsued by the Committee of Sponsoring Organizatidrike
Treadway Commission.

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

financial statements and financial statement sdesdas of and for the year ended December 31, @Dthle Company and our reports dated
February 29, 2012 expressed an unqualified opiaiothose consolidated financial statements anddilshstatement schedules.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 29, 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balgineets of PNM Resources, Inc. and subsidiahies'Company") as of December 31,
2011 and 2010, and the related consolidated statsméearnings (loss), comprehensive income (lassh flows, and changes in equity for
each of the three years in the period ended Deae®ih@011. These financial statements are theoresipility of the Company's management.
Our responsibility is to express an opinion on ¢hisancial statements based on our audits.

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

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tinaricial position of PNM Resources, Inc. and
subsidiaries as of December 30, 2011 and 2010theniesults of their operations and their cash $léov each of the three years in the period
ended December 31, 2011, in conformity with accimgnprinciples generally accepted in the United&taf America. We have also audited,
in accordance with the standards of the Public GompAccounting Oversight Board (United States),Gloenpany's internal control over
financial reporting as of December 31, 2011, bagethe criteria established internal Control-Integrated Framewoliksued by the
Committee of Sponsoring Organizations of the Tread®ommission and our report dated February 292 2&pressed an unqualified opinion
on the Company's internal control over financigloing.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 29, 2012




Table of Contents

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balgineets of Public Service Company of New Mexiwb subsidiaries (the "Company")
as of December 31, 2011 and 2010, and the relatesbtidated statements of earnings, comprehensiggrie, cash flows, and changes in
equity for each of the three years in the periodeenDecember 31, 2011. These financial statemeatha responsibility of the Company's
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamigUnited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether the finestatements are free of material
misstatement. The Company is not required to hawewere we engaged to perform, an audit of itsrivdl control over financial reporting.

Our audits included consideration of internal cohtwer financial reporting as a basis for desigrandit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsasimopinion on the effectiveness of the Companyésnal control over financial reporting.
Accordingly, we express no such opinion. An audiludes examining, on a test basis, evidence stipgdghe amounts and disclosures in the
financial statements, assessing the accountingiplas used and significant estimates made by nanagt, as well as evaluating the overall
financial statement presentation. We believe thatodits provide a reasonable basis for our opinio

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

New Mexico and subsidiaries as of December 31, 20112010, and the results of their operationsthei cash flows for each of the tht
years in the period ended December 31, 2011, ifocmity with accounting principles generally acapin the United States of Americ

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 29, 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balsimeets of Texas-New Mexico Power Company ansidiabes (the "Company") as of
December 31, 2011 and 2010, and the related coiaset! statements of earnings, comprehensive inocasf,flows, and changes in common
stockholder's equity for each of the three yeathénperiod ended December 31, 2011. These finestai@ments are the responsibility of the
Company's management. Our responsibility is to@sgan opinion on these financial statements basedr audits.

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamBlogUnited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether the finatataiments are free of material
misstatement. The Company is not required to hawewere we engaged to perform, an audit of isriral control over financial reporting.

Our audits included consideration of internal cohtrver financial reporting as a basis for desigranidit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsaimopinion on the effectiveness of the Companiesnal control over financial reporting.
Accordingly, we express no such opinion. An augifudes examining, on a test basis, evidence stipgdhe amounts and disclosures in the
financial statements, assessing the accountingipt&s used and significant estimates made by neanagt, as well as evaluating the overall
financial statement presentation. We believe thatoidits provide a reasonable basis for our opinio

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

Company and subsidiaries as of December 31, 20d 2@h0, and the results of their operations anu taesh flows for each of the three years
in the period ended December 31, 2011, in confgrmith accounting principles generally acceptethim United States of America.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 29, 2012
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PNM RESOURCES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS (LOSS)

Electric Operating Revenues
Operating Expenses:
Cost of energy
Administrative and general
Energy production costs
Regulatory disallowances
Depreciation and amortization
Transmission and distribution costs
Taxes other than income taxes
Total operating expenses
Operating income
Other Income and Deductions:
Interest income
Gains on investments held by NDT
Other income
Gain on sale of First Choice
Equity in net earnings (loss) of Optim Energy
Impairment of equity investment in Optim Energy
Other deductions
Net other income (deductions)
Interest Charges
Earnings (Loss) before Income Taxes
Income Taxes (Benefit)
Earnings (Loss) from Continuing Operations

Earnings from Discontinued Operations, net of Incone Taxes of $0, $0, and
$36,687

Net Earnings (Loss)

(Earnings) Attributable to Valencia Non-controlling Interest
Preferred Stock Dividend Requirements of Subsidiary

Net Earnings (Loss) Attributable to PNMR

Earnings (Loss) from Continuing Operations Attributable to PNMR per
Common Share:

Basic
Diluted
Net Earnings (Loss) Attributable to PNMR per CommonShare:
Basic
Diluted
Dividends Declared per Common Share

Year Ended December 31,

2011 2010 2009
(In thousands, except per share amounts)

$ 1,700,61' $ 167351 $ 1,647,74.
692,92: 700,72 717,98¢

257,77- 264,55t 262,28.

180,85( 195,91¢ 185,22¢

21,40: — 27,54

157,04 151,70« 147,94¢

69,69: 63,42: 63,31:

63,63: 57,73¢ 51,50:
1,443,321 1,434,06! 1,455,80:
257,29¢ 239,45 191,94.

15,51t 18,89¢ 28,38¢

8,98t 4,86¢ 4,502

5,30¢ 14,837 31,62¢

174,92! — —
— (15,227 (30,14Y

— (188,17¢) —
(24,71%) (12,66() (9,367)

180,01 (177,459 25,01«

124,84¢ 125,37: 122,20!

312,46¢ (63,379 94,75

121,53 (32,259 28,81¢

190,93: (31,129 65,93:

— — 70,80:

190,93: (31,129 136,73:
(24,047 (13,569) (11,89()
(52¢) (52¢) (52¢)

$ 176,35¢ $ (45,21 $ 124,31¢
$ 1.9¢ % 0.49 % 0.5¢
$ 1.9€ % 0.49 % 0.5¢
$ 198 % 049 % 1.3¢€
$ 1.9€¢ $ 0.49 % 1.3¢€
$ 05C % 05C % 0.5C

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

Year Ended December 31,

2011 2010 2009
(In thousands)
Net Earnings (Loss) $ 190,93: % (31,129 $ 136,73
Other Comprehensive Income (L0oSS):
Unrealized Gain (Loss) on Investment Securities:
Unrealized holding gains arising during the periogk, of income tax (expense)
benefit of $(13,577), $(6,643), and $(7,462) 20,71¢ 10,13¢ 11,38¢
Reclassification adjustment for (gains) includeadét earnings (loss), net of
income tax expense of $13,956, $3,070, and $1,538 (21,299 (4,689 (2,34%)
Pension liability adjustment, net of income tax (epense) benefit of $(512),
$5,114, and $43,542 82z (7,819 (66,449
Fair Value Adjustment for Designated Cash Flow Hedgs:
Change in fair market value, net of income tax émge) benefit of $349,
$(4,839), and $(7,471) (659) 7,06t 9,47:
Reclassification adjustment for (gains) lossesudet in net earnings (loss), net
income tax expense (benefit) of $(1,230), $18,520, $20,421 2,21¢ (27,319 (29,069
Total Other Comprehensive Income (Loss) 1,81(C (22,609 (77,009
Comprehensive Income (Loss) 192,74 (53,739 59,72¢
Comprehensive (Income) Attributable to Valencia Norcontrolling Interest (14,047 (13,569 (11,890
Preferred Stock Dividend Requirements of Subsidiary (52¢) (52¢) (52¢)
Comprehensive Income (Loss) Attributable to PNMR $ 178,16¢ $ (67,82 $ 47,31

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

Cash Flows From Operating Activities:
Net earnings (loss)

PNM RESOURCES, INC. AND SUBSIDIARIES

Year Ended December 31,

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

activities:

Depreciation and amortization
PVNGS firm-sales contracts revenue
Bad debt expense
Deferred income tax expense
(Gain) on sale of First Choice
Equity in net (earnings) loss of Optim Energy
Impairment of equity investment in Optim Energy
Net unrealized (gains) losses on derivatives
Realized (gains) on investments held by NDT
(Gain) on sale of PNM Gas
(Gain) loss on reacquired debt
Stock based compensation expense
Regulatory disallowances
Settlement of legal proceeding
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
Accrued 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 investments held by NDT
Purchases of investments held by NDT

Proceeds from sale of First Choice

Transaction costs for sale of First Choice

Proceeds from sale of PNM Gas

Transaction costs for sale of PNM Gas
Return of principal on PVNGS lessor notes

Investments in Optim Energy
Other, net

Net cash flows from investing activities

2011 2010 2009
(In thousands)
$ 190,93: $ (31,129 $ 136,73:
195,36t 186,06° 173,44t
(2,55¢ (58,289 (56,887
24,11¢ 27,56¢ 44,07
124,42 35,67+ 27,727
(174,92) — —
— 15,22 30,14¢
— 188,17¢ —
(8,719 29,30 (9,570
(8,98¢) (4,86¢) (4,507)
— — (98,425
9,20¢ — (7,317)
6,55¢€ 2,89¢ 2,18¢
21,40: — 27,54
— — 31,96¢
(939 1,719 (7,09€)
(70,73¢) (11,399 (48,809
(2,200 (1,84%) (1,089
(21,979 (42,84)) 47,55¢
(15,83%) 8,55¢ 72t
20,96¢ (15,46:) (70,54()
7,30¢ 34,16 (94,99¢)
3,46( (35,979 (20,98()
2,10z — —
(6,73%) (36,75() (14,199
292,24( 287,35. 87,70¢
(326,93) (281,48 (288,03)
145,28t 79,85 124,05
(149,18 (85,84Y) (129,83)
329,28: — —
(10,93() — —
— — 652,93:
— — (11,169
32,27 29,85! 27,06¢
— (20,279 —
a7 2,00¢ 4,697
19,77¢ (275,909 379,72t

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

Year Ended December 31,

2011 2010 2009

(In thousands)
Cash Flows From Financing Activities:

Short-term borrowings (repayments), net (139,300 24,00( (546,66
Long-term borrowings 210,00( 403,84! 345,24
Repayment of long-term debt (110,757 (405,97() (352,08
Purchase of preferred stock (73,47 — —
Purchase of common stock (125,68)) — —
Issuance of common stock — — 1,24¢
Proceeds from stock option exercise 5,622 1,247 —
Purchases to satisfy awards of common stock (10,109 (2,98¢) (951
Excess tax (shortfall) from stock-based paymeraregyements — (580) (760)
Payments received on PVNGS firm-sales contracts 2,55¢ 30,47¢ 30,731
Dividends paid (45,65¢) (46,25 (46,229
Equity transactions with Valencia’s owner (16,80)) (17,744 (13,639
Proceeds from transmission interconnection arraegésn 1,24¢ 8,51¢ —
Repayment of transmission interconnection arranggsne (4,637) — —
Debt issuance costs and other
(5,349 (5,23)) (10,329
Net cash flows from financing activities (312,33) (10,689 (593,43)
Change in Cash and Cash Equivalents (319) 763 (126,007)
Cash and Cash Equivalents at Beginning of Year 15,40« 14,64 140,64
Cash and Cash Equivalents at End of Year $ 15,09: $ 15,40 $ 14,64
Supplemental Cash Flow Disclosures:
Interest paid, net of capitalized interest $ 116,39: $ 119,67¢ $ 118,79¢
Income taxes paid (refunded), net $ (5,527 $ (99,319 $ 118,16(

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

ASSETS

Current Assets:

Cash and cash equivalents

Accounts receivable, net of allowance for uncoil#etaccounts of $1,778 and $11,178

Unbilled revenues

Other receivables

Materials, supplies, and fuel stock

Regulatory assets

Commodity derivative instruments

Income taxes receivable

Current portion of accumulated deferred incomegaxe

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 depreaatof $120 and $2,307

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 06,831 and $26,247
Net utility plant

Deferred Charges and Other Assets:

Regulatory assets

Goodwill

Other intangible assets, net of accumulated anatidiz of $0 and $5,414

Commodity derivative instruments

Other deferred charges
Total deferred charges and other assets

December 31,

2011

2010

(In thousands)

$ 15,090 $ 15,40«
87,79 97,24t
57,40 71,45
71,06¢ 60,56
54,23 52,47¢
44,99: 36,29:

3,71¢ 15,99¢
95,13( 97,45(
— 88¢
33,39 96,11
462,81 543,88(
79,04 103,87
168,85: 156,92
12,20; 18,79
4,631 7,33:
264,73 286,91
5,120,16 4,860,61.
1,705,52 1,626,60:
3,414,64 3,233,902
132,42( 137,62
80,06 72,90
3,627,13. 3,444, 44.
482,15 502,46
278,29° 321,31(
— 26,42

— 5,261
89,47( 94,37¢
849,92; 949,84;
$ 520461 $ 522508

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

December 31,

2011

2010

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Short-term debt $
Current installments of long-term debt
Accounts payable
Accrued interest and taxes
Commodity derivative instruments
Dividends declared
Current portion of accumulated deferred incomegaxe
Other current liabilities

(In thousands, except share

information)

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 betnedist
Commodity derivative instruments
Other deferred credits

Total deferred credits and other liabilities

Total liabilities

Commitments and Contingencies (See Note 16)
Cumulative Preferred Stock of Subsidiary

without mandatory redemption requirements ($10&@dtaalue; 10,000,000 shares authorized; iss!
and outstanding 115,293 shares)

Equity:
PNMR Convertible Preferred Stock, Series A, withmaindatory redemption requirements (no sta
value; 10,000,000 shares authorized; issued arstiamating, none and 477,800 shares)

PNMR common stockholders’ equity:

Common stock (no par value; 120,000,000 share®erdd; issued and outstanding 79,653,62+
and 86,673,174 shares)

Accumulated other comprehensive income (loss)phitcome taxes
Retained earnings

Total PNMR common stockholders’ equity

Non-controlling interest in Valencia

Total equity

82,70 $ 222,00(
2,387 2,25:
103,13¢ 95,96¢
53,11 47,78:
1,63¢ 31,40;
10,08¢ 11,56¢
9,08( —
111,12° 109,14¢
373,26t 520,12
1,671,621 1,563,59!
645,09 540,10
15,77: 18,08¢
418,09t 342,46
79,23 76,63
224,76t 270,17.
2,437 12,83
106,37¢ 147,61t
1,491,78; 1,407,911
3,536,67! 3,491,63!
11,52¢ 11,52¢
= 100,00(
1,193,19. 1,290,46!
(66,85¢) (68,66¢)
447,65 314,94
1,573,98! 1,536,74;
82,42: 85,17
1,656,40i 1,721,91:
$ 520461 $ 522508

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

Attributable to PNMR

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

Balance at December 31, 2008 $ 100,00¢ $ 1,288,161 $ 3094¢ $ 327,29 $ 1,646,401 $ 98,50¢ $ 1,844,91.
Purchases to satisfy awards of common

stock — (952) — — (952) — (95))
Excess tax (shortfall) from stock-based

payment arrangements — (760) — — (760) — (760)
Stock based compensation expense = 2,18¢ — — 2,18¢ — 2,18¢
Stock issuances — 1,24t — — 1,24t — 1,24t
Valencia’s transactions with its owner — — — — — (21,03) (21,03)
Net earnings excluding subsidiary preferred

stock dividends — — — 124,84 124,84 11,89( 136,73¢
Subsidiary preferred stock dividends — — — (52¢) (528 — (52¢)
Total other comprehensive income (loss) — — (77,004 — (77,005 — (77,00%)
Dividends declared on common stock — — — (45,727) (45,727 = (45,72
Balance at December 31, 2009 100,00t 1,289,891 (46,057 405,88: 1,649,71 89,35¢ 1,839,07i
Proceeds from stock option exercise — 1,247 — — 1,247 — 1,247
Purchases to satisfy awards of common

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

payment arrangements — (580) — — (580) — (580)
Stock based compensation expense — 2,89¢ — — 2,894 — 2,894
Valencia’s transactions with its owner — — — — — (17,745 (17,745
Net earnings (loss) excluding subsidiary

preferred stock dividends — — — (44,687 (44,687) 13,56: (31,129
Subsidiary preferred stock dividends — — — (52¢) (528 — (52¢)
Total other comprehensive income (loss) — — (22,609) — (22,609 — (22,609
Dividends declared on common stock — — — (45,72¢) (45,72¢) = (45,72¢)
Balance at December 31, 2010 100,00t 1,290,46! (68,66¢) 314,94 1,536,74. 85,177 $ 1,721,91
Proceeds from stock option exercise — 5,622 — — 5,627 — 5,622
Purchases to satisfy awards of common

stock — (10,109 — — (10,109 — (10,109
Stock based compensation expense — 6,55¢ — — 6,55¢ — 6,55¢
Valencia's transactions with its owner — — — — — (16,807 (16,807
Purchase of preferred stock (100,000 26,49( — — 26,49( — (73,510
Purchase of common stock — (125,83Y) — — (125,839 — (125,839
Net earnings excluding subsidiary preferi

stock dividends — — — 176,88 176,88" 14,047 190,93
Subsidiary preferred stock dividends — — — (52¢) (528 — (528¢)
Total other comprehensive income — — 1,81( — 1,81( — 1,81(
Dividends declared on common stock — — — (43,657) (43,657) — (43,657)
Balance at December 31, 2011 $ — $ 119319 $ (66,85¢) $ 447,65( $ 157398 $ 82,42 $ 1,656,40!

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

CONSOLIDATED STATEMENTS OF EARNINGS

Year Ended December 31,

2011 2010 2009
(In thousands)
Electric Operating Revenues $ 1,057,28! $ 1,017,121 % 968,00
Operating Expenses:
Cost of energy sold 362,23 352,27( 378,14!
Administrative and general 157,21° 153,58! 135,02
Energy production costs 180,80: 195,91° 190,63:
Regulatory disallowances 17,47¢ — 26,87:
Depreciation and amortization 94,78 92,28: 92,14(
Transmission and distribution costs 45,76¢ 43,05¢ 41,02:
Taxes other than income taxes 37,55¢ 31,89¢ 26,91¢
Total operating expenses 895,84t 869,00¢ 890, 75¢
Operating income 161,44 148,12: 77,25
Other Income and Deductions:
Interest income 15,56: 18,85¢ 30,54:
Gains on investments held by NDT 8,98t 4,86¢ 4,50z
Other income 2,22( 12,79 6,00z
Other deductions (6,89¢) (4,950 (3,619
Net other income (deductions) 19,87: 31,56¢ 37,43¢
Interest Charges 75,34¢ 72,40( 69,05¢
Earnings before Income Taxes 105,96! 107,28t 45,627
Income Taxes 37,421 36,421 13,72¢
Earnings from Continuing Operations 68,53¢ 70,86 31,90:
Earnings from Discontinued Operations, net of Incone Taxes of $0, $0, and
$36,687 _ _ 70.80:
Net Earnings 68,53¢ 70,86: 102,70:
(Earnings) Attributable to Valencia Non-controlling Interest (14,04 (13,569 (11,890
Net Earnings Attributable to PNM 54,49: 57,29¢ 90,81
Preferred Stock Dividends Requirements (52¢) (52¢) (52¢)
Net Earnings Available for PNM Common Stock $ 53,96 $ 56,77C $ 90,28«

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

B- 16




Table of Contents

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

Year ended December 31,

2011 2010 2009
(In thousands)
Net Earnings $ 68,53¢ $ 70,86: $ 102,70:
Other Comprehensive Income (L0sS):
Unrealized Gain (Loss) on Investment Securities:
Unrealized holding gains arising during the periogk, of income tax (expense)
benefit of $(13,577), $(6,643), and $(7,462) 20,71¢ 10,13¢ 11,38¢
Reclassification adjustment for (gains) includeaét earnings, net of incoms
tax expense of $13,956, $3,070, and $1,538 (21,29Y) (4,689 (2,34%)
Pension liability adjustment, net of income tax (epense) benefit of $(360),
$5,071, and $43,510 54¢ (7,73¢) (66,397)
Fair Value Adjustment for Designated Cash Flow Hedgs:
Change in fair market value, net of income tax émge) of $0, $(3,406), and
$(6,634) — 5,19¢ 10,12¢
Reclassification adjustment for (gains) lossesudet in net earnings, net of
income tax expense (benefit) of $(11), $11,725, %1629 16 (17,89 (22,329
Total Other Comprehensive Income (Loss) (12 (14,979 (69,559
Comprehensive Income 68,52¢ 55,88z 33,14¢
Comprehensive (Income) Attributable to Valencia Norcontrolling Interest (24,04°) (13,569) (11,890
Comprehensive Income Attributable to PNM $ 54,47¢ $ 42,31¢ % 21,25¢

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

Year ended December 31,

2011 2010 2009

(In thousands)
Cash Flows From Operating Activities:

Net earnings $ 68,53t $ 70,86, $ 102,70:.

Adjustments to reconcile net earnings to net chshsffrom operating activities:
Depreciation and amortization 123,21¢ 117,61¢ 108,50!
PVNGS firm-sales contracts revenue (2,55 (58,289 (56,88
Deferred income tax expense 90,56 113,68( 4,64¢
Net unrealized (gains) losses on derivatives (3,829 5,69: (4,487
Realized (gains) on investments held by NDT (8,985 (4,86¢) (4,502
(Gain) on sale of PNM Gas — — (98,425
Regulatory disallowances 17,47¢ — 26,87:
Settlement of legal proceeding — — 31,96¢
Other, net 4,21¢ 882 38¢

Changes in certain assets and liabilities:
Accounts receivable and unbilled revenues (23,487) 8,14t (19,81H
Materials, supplies, and fuel stock (2,067) (1,665) (385)
Other current assets (24,916 (24,439 17,67¢
Other assets (795) 21,56¢ 10,82:
Accounts payable 12,524 (5,542 (40,937
Accrued interest and taxes (45,579 (15,997 (88,187
Other current liabilities 15,21¢ (27,919 (12,919
Proceeds from governmental grants 2,10z — —
Other liabilities (18,617 (50,617 (16,357
Net cash flows from operating activities 213,03t 149,12¢ (39,309
Cash Flows From Investing Activities:

Utility plant additions (251,349 (226,76¢) (256,769
Proceeds from sales of NDT investments 145,28t 79,85 124,05
Purchases of NDT investments (149,189 (85,84") (129,83)
Proceeds from sale of PNM Gas — — 652,93:
Transaction costs for sale of PNM Gas — — (11,162)
Return of principal on PVNGS lessor notes 32,27 29,85: 30,87:
Other, net 1,782 2,31¢ 2,40(
Net cash flows from investing activities (221,189 (200,59() 412,49:

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

B- 18




Table of Contents

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

Cash Flows From Financing Activities:
Short-term borrowings (repayments), net
Long-term borrowings
Repayment of long-term debt
Payments received on PVYNGS firm-sales contracts
Equity contribution from parent
Equity transactions with Valencia’s owner
Dividends paid
Proceeds from transmission interconnection arraegésn
Repayments from transmission interconnection agarents
Other, net
Net cash flows from financing activities

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

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

Supplemental schedule of noncash investing and finaing activities:
Utility plant purchased through assumption of Idegn debt (Note 2)

Year ended December 31,

2011 2010 2009

(In thousands)

(124,00() 72,00 (222,00()
160,00( 403,84 36,00
— (403,841 (36,000)
2,55¢ 30,47¢ 30,73
43,00( — 86,25:
(16,807) (17,74%) (13,63¢)
(47,862 (28,529 (300,27)
1,24¢ 8,51¢ —
(4,637) — —
(3,389) (4,297) 491
10,12: 60,42t (418,43,
1,971 8,96: (45,24%)
10,33¢ 1,37¢ 46,62
12,307 $ 10,33¢ $ 1,37¢
69,99 $ 72,39 $ 68,48¢
(1,54) $ (59,299 $ 126,52¢
$ 31,98:

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

December 31,

2011 2010

(In thousands)

ASSETS
Current Assets:
Cash and cash equivalents $ 12,307 $ 10,33¢
Accounts receivable, net of allowance for uncoil#etaccounts of $1,778 and $1,483 68,66 58,78¢
Unbilled revenues 48,92¢ 39,05
Other receivables 65,46¢ 56,95
Affiliate receivables 8,91 8,60t
Materials, supplies, and fuel stock 51,52: 49,45«
Regulatory assets 44,48( 35,83¢
Commodity derivative instruments 3,71: 1,44:
Income taxes receivable 128,85¢ 76,94
Other current assets 26,77¢ 46,63
Total current assets 459,62: 384,03
Other Property and Investments:
Investment in PVNGS lessor notes 79,04¢ 103,87:
Investments held by NDT 168,85 156,92:
Other investments 2,90( 5,06¢
Non-utility property 97¢€ 97¢
Total other property and investments 251,77t 266,83
Utility Plant:
Plant in service and plant held for future use 4,009,87. 3,818,72.
Less accumulated depreciation and amortization 1,305,75 1,259,95
2,704,11 2,558,76!
Construction work in progress 116,03( 115,62¢
Nuclear fuel, net of accumulated amortization 06,831 and $26,247 80,06 72,90:
Net utility plant 2,900,211 2,747,29
Deferred Charges and Other Assets:
Regulatory assets 352,38 357,94«
Goodwill 51,63: 51,63:
Other deferred charges 79,65¢ 67,82¢
Total deferred charges and other assets 483,67« 477,40:

$ 4,095,28 $ 3,875,57.

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



B- 20




Table of Contents

PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI

A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.

CONSOLIDATED BALANCE SHEETS

ES

December 31,

2011

2010

LIABILITIES AND STOCKHOLDER'S EQUITY
Current Liabilities:
Short-term debt $
Accounts payable
Affiliate payables
Accrued interest and taxes
Commodity derivative instruments
Dividends declared
Current portion of accumulated deferred incomegaxe
Other current liabilities

(In thousands, except share

information)

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 benefist
Commodity derivative instruments
Other deferred credits

Total deferred credits and liabilities

Total liabilities

Commitments and Contingencies (See Note 16)
Cumulative Preferred Stock

without mandatory redemption requirements ($10&@dtaalue; 10,000,000 shares authorized; iss!
and outstanding 115,293 shares)

Equity:
PNM common stockholder’s equity:

Common stock (no par value; 40,000,000 shares dmélth issued and outstanding 39,117,799
shares)

Accumulated other comprehensive income (loss)phigtcome tax
Retained earnings

Total PNM common stockholder’s equity
Non-controlling interest in Valencia

Total equity

66,000 $ 190,00(
82,61¢ 51,93
14,59; 8,52¢
32,11 25,77:
1,637 3,11(

132 39,25¢
16,56: 9,78¢
76,91 66,58:
290,56t 394,96
1,215,541 1,055,74:
504,41 446,65
15,77: 18,08¢
373,70 299,76
78,42t 75,88¢
213,68t 253,94
2,437 2,00¢
94,70( 108,45!
1,283,14: 1,204,80!
2,789,224 2,655,511
11,52¢ 11,52¢
1,061,77! 1,018,77!
(66,79%) (66,78¢)
217,11 171,35¢
1,212,08" 1,123,34:
82,42: 85,17
1,294,51; 1,208,52!
$ 409528 $  3,87557

The accompanying notes, as they relate to PNMaatategral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARI ES

A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Attributable to PNM

Transactions with Valencia's owner —
Net earnings —
Total other comprehensive income (loss) —
Equity contributions from parent 86,25
Dividends declared on preferred stock —
Dividends declared on common stock —

Balance at December 31, 2009 1,018,771
Transactions with Valencia’s owner —
Net earnings —
Total other comprehensive income (loss] —
Dividends declared on preferred stock —
Dividends declared on common stock —

Balance at December 31, 2010 1,018,771
Transactions with Valencia's owner —
Net earnings —
Total other comprehensive income (loss) —
Equity contribution from parent 43,00(
Dividends declared on preferred stock —
Dividends declared on common stock —

Total PNM Non-
Common controlling
Common Retained Stockholder’s Interest Total
Stock AOCI Earnings Equity in Valencia Equity
(In thousands)
Balance at December 31, 2008 $ 932520 $ 17,74¢ $ 391,17( $ 1,341,43! $ 98,50¢ $ 1,439,94!
— — — (21,037 (21,03)
— 90,81: 90,81: 11,89( 102,70:
(69,557) — (69,559 — (69,559
— — 86,25: — 86,25
— (52¢) (52¢) — (52¢)
— (299,749 (299,749 — (299,749
(51,809 181,70t 1,148,67 89,35¢ 1,238,03.
— — — (17,74 (17,74
— 57,29¢ 57,29¢ 13,56 70,86
(14,979 — (14,979 — (14,979
— (52¢) (52¢) — (52¢)
— (67,117 (67,11°) — (67,117
(66,78¢) 171,35¢ 1,123,34! 85,171 1,208,52
— — — (16,807 (16,807
— 54,49 54,49 14,047 68,53¢
(12 — (12 — (12
— — 43,00( — 43,00(
— (52¢) (52¢) — (52¢)
— (8,21)) (8,21)) — (8,21)
$ (66,799 $ 217,110 $ 1,212,08 $ 82,42: $ 1,294,51.

Balance at December 31, 2011 $ 1,061,771

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

Year Ended December 31,

2011 2010 2009
(In thousands)
Electric Operating Revenues
Non-affiliates $ 204,04! $ 173,50: $ 151,29:
Affiliate 33,81 39,08« 41,33¢
Total electric operating revenues 237,85¢ 212,58¢ 192,63:
Operating Expenses:
Cost of energy sold 41,16¢ 37,06 34,72¢
Administrative and general 39,48¢ 37,07( 33,46¢
Regulatory disallowances 3,92: — 67C
Depreciation and amortization 44,61¢ 41,72¢ 37,26:
Transmission and distribution costs 23,91¢ 20,357 22,28*
Taxes, other than income taxes 20,91 19,96( 19,12:
Total operating expenses 174,01¢ 156,17 147,53(
Operating income 63,84 56,41 45,102
Other Income and Deductions:
Interest income 2 1 9
Other income 1,75: 1,27¢ 2,62
Other deductions av3) (509) 23¢
Net other income (deductions) 1,582 772 2,86¢
Interest Charges 29,28t 31,15% 27,82(
Earnings Before Income Taxes 36,13¢ 26,02¢ 20,15
Income Taxes 13,88: 10,04« 7,98¢
Net Earnings $ 22,257 $ 15,98: $ 12,16¢

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

Year Ended December 31,

2011 2010 2009
(In thousands)
Net Earnings $ 22,257 $ 15,98: $ 12,16¢
Other Comprehensive Income (Loss):
Pension liability adjustment, net of income tax (epense) benefit of $(152), $42
and $32 27t (76) (57)
Fair Value Adjustment for Designated Cash Flow Hedg:
Change in fair value, net of income tax (expen$&480, $1,139, and $182 777) (2,05€) (329
Reclassification adjustment for losses includeddhearnings, net of income
tax expense (benefit) of $(1,068), $(399), and $)25 1,92¢ 721 45/
Total Other Comprehensive Income (Loss) 1,427 (1,417 68
Comprehensive Income $ 23,68 $ 14577 % 12,23«

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

Year Ended December 31,

2011 2010 2009

(In thousands)
Cash Flows From Operating Activities:

Net earnings $ 22,257 % 15,98: $ 12,16¢
Adjustments to reconcile net earnings to net clshsffrom operating activities:
Depreciation and amortization 48,57 45,70 42,58¢
Regulatory disallowances 3,92 — 67C
Deferred income tax expense 15,47¢ 4,962 31,85¢
Other, net (532) 23 517
Changes in certain assets and liabilities:
Accounts receivable and unbilled revenues (9,130 53€ (1,139
Materials and supplies 77 (295) (96€)
Other current assets 4,77 (3,01 (712
Other assets (3,247 (2,937 (3,467)
Accounts payable 2,22t (70€) (5,604
Accrued interest and taxes (2,520 17,44: (29,259
Other current liabilities 513 (29 2,145
Other liabilities (611) (581 (2,607)
Net cash flows from operating activities 81,78: 77,19¢ 46,20¢
Cash Flows From Investing Activities:
Utility plant additions (67,407 (41,019 (53,069
Net cash flows from investing activities (67,407 (41,019 (53,069)

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

Year Ended December 31,

2011 2010 2009
(In thousands)

Cash Flow From Financing Activities:
Short-term borrowings (repayments), net — — (150,000)
Short-term borrowings (repayments) — affiliate, net (500 (22,300 34,60¢
Long-term borrowings 50,00( — 309,24.
Repayment of long-term debt (50,000 — (167,69()
Dividends paid (13,719 (13,079 (9,339
Debt issuance costs and other (167) (9349) (9,946

Net cash flows from financing activities (14,379 (36,319 6,87
Change in Cash and Cash Equivalents — (237 14
Cash and Cash Equivalents at Beginning of Year 1 13¢€ 124
Cash and Cash Equivalents at End of Year $ 1 % 1 % 13¢€
Supplemental Cash Flow Disclosures:
Interest paid, net of capitalized interest $ 27,23t % 27,69t $ 24,46t
Income taxes paid, (refunded) net $ 1,466 $ (11,70 $ 5,887
Supplemental schedule of noncash investing and finaing activities:
Equity contribution from parent through forgivene$éshort-term debt $ 25,20¢

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

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

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

December 31,

2011 2010

(In thousands)

$ 1 3 1
19,13 12,74
8,47: 5,73¢
847 1,67

— 3,95¢
2,71( 2,78
518 457
2,27z 1,87¢
694 61¢
34,64: 29,84¢
271 282
2,24C 2,24+
2,511 2,52¢
947,32 885,32!
323,12 302,33!
624,20: 582,99.
12,96¢ 12,37¢
637,17: 595,36°
129,76t 144,52:
226,66! 226,66!
6,68¢ 12,02¢
363,11¢ 383,21t
$ 1,037,44! % 1,010,95

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

December 31,

2011 2010
(In thousands, except share
information)
LIABILITIES AND STOCKHOLDER'’S EQUITY
Current Liabilities:
Short-term debt — affiliate $ 70C % 1,20(
Accounts payable 12,26: 5,531
Affiliate payables 1,31¢ 1,01t
Accrued interest and taxes 20,66¢ 23,18t
Other current liabilities 9,48( 3,29
Total current liabilities 44,42 34,22¢
Long-term Debt 310,96: 310,33
Deferred Credits and Other Liabilities:
Accumulated deferred income taxes 159,19 142,12:
Regulatory liabilities 44,39¢ 42,70:
Asset retirement obligations 69¢ 64¢
Accrued pension liability and postretirement benefist 11,07¢ 16,22«
Other deferred credits 3,431 11,41
Total deferred credits and other liabilities 218,80¢ 213,10¢
Total liabilities 574,19. 557,67-
Commitments and Contingencies (See Note 16)
Common Stockholder’s Equity:
Common stock ($10 par value; 12,000,000 share®ené;
issued and outstanding 6,358 shares) 64 64
Paid-in-capital 416,39: 430,10¢
Accumulated other comprehensive income (loss)phigtcome tax (58 (1,485
Retained earnings 46,85 24,59¢
Total common stockholder’s equity 463,25! 453,28

$ 1,037,44! $ 1,010,95

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

CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKH OLDER’S EQUITY

Balance at December 31, 2008
Equity contribution from parent

Net earnings

Total other comprehensive income
Dividends declared on common stock

Balance at December 31, 2009

Net earnings

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

Balance at December 31, 2010

Net earnings

Total other comprehensive income
Dividends declared on common stock

Balance at December 31, 2011

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

$ 64 $ 427,32(  $ (142) $ (3,552 $ 423,69
— 25,20¢ — — 25,20¢

— — — 12,16¢ 12,16¢

— — 68 — 68
— (9,339 — — (9,339

64 443,18 (74) 8,61« 451,79:

— — — 15,98: 15,98:
— — (1,417 — (1,419
— (23,079 — — (13,079

64 430,10¢ (1,485 24,59¢ 453,28:

— — — 22,25 22,25

— — 1,427 — 1,427
— (13,719 — — (13,714

$ 64 $ 416,39: $ (58) $ 46,85! $ 463,25!

The accompanying notes, as they relate to TNMPaiategral part of these financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011, 2010 and 2009

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

PNMR is an investor-owned holding company of eneagyl energy-related businesses. At December 311, ZBIMR’s priman
subsidiaries are PNM and TNMP. PNM is a publicitytilvith regulated operations primarily engagedthe generation, transmission, .
distribution of electricity. PNM completed the salkits natural gas operations on January 30, 2008MP is a wholly owned subsidiary
TNP, which is a holding company that is wholly owrtey PNMR. TNMP provides regulated transmission distribution services in Tex:
PNMR completed the sale of First Choice, which w&B® a subsidiary of TNP on November 1, 2011. Rdsbice was a competitive re
electric provider operating in Texas. Until Septemd3, 2011, PNMR owned 5086 Optim Energy, which was focused on unregulatedtsc
operations, principally within the areas of Texasered by ERCOT. See Note 2 and Note 21. PNdVl®mmon stock trades on the New Y
Stock Exchange under the symbol PNM.

Financial Statement Preparation and Presentation

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

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

Certain amounts in the 2010 and 2008nsolidated Financial Statements and Notes thdra@te been reclassified to conform to
2011 financial statement presentation. Prior tedle, PNM Gas was classified as discontinued tipas

GAAP defines subsequent events as events or tri@gmsathat occur after the balance sheet date bfdrd financial statements .
issued or are available to be issued. Based onnhgire, magnitude, and timing, certain subsegaeents may be required to be reflecte
the balance sheet date and/or required to be dietlm the financial statements. The Company hakiated subsequent events as require
GAAP.

Principles of Consolidation

The Consolidated Financial Statements of each dfiIRNPNM, and TNMP include their accounts and thoEsubsidiaries in whic
that entity owns a majority voting interest. PNheolidates the PVNGS Capital Trust and ValenciaMRiWwns undivided interests in seve
jointly-owned power plants and records its pro-rata sbfitee assets, liabilities, and expenses for tipteets.

PNMR shared servicegdministrative and general expenses, which reptessis that are primarily driven by corporate leaaivities
are charged to the business segments. These seariedilled at cost, except those billed to OdEnergy, which included a profit eleme
Other significant intercompany transactions betwB&8MR, PNM, and TNMP include transmission and distion services; lease, intert
and income tax sharing payments; and dividends gaidommon stock. All intercompany transactions balkknces have been eliminated.
Note 19.

Accounting for the Effects of Certain Types of Reglation

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

Certain of the Company’s operations are regulagethb NMPRC, PUCT, and FERC and the provisions ARAB for rateregulate:
enterprises are applied to the regulated operatiBegulators may assign costs to accounting pettioals differ from accounting methc
applied by norregulated utilities. When it is probable that redors will permit recovery of costs through futueges, costs are deferrec
regulatory assets that otherwise would be expenséicewise, regulatory liabilities are recognizedhen it is probable that regulators
require refunds through future rates or when regeisucollected for expenditures that have not yegrbincurred. Regulatory assets
liabilities are amortized into earnings over théhatized recovery period.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Accordingly, the Company has deferred certain castsrecorded certain liabilities pursuant to thie ractions of FERC, the NMPRC, and
PUCT. Information on “regulatory assets” and “redaty liabilities” is contained in Note 4.

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

Cash and Cash Equivalents

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

Utility Plant

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

Repairs, including major maintenance activitiesj arinor replacements of property are expensed wi@nred, except as required
regulators for ratemaking purposes. Major replacegmare charged to utility plant. Gains or lossesulting from retirements or ott
dispositions of regulated property in the normalrse of business are credited or charged to thenadated provision for depreciation.

Allowance for Funds Used During Construction

As provided by the FERC uniform systems of accquAtsUDC is charged to regulated utility plant fasnstruction projects. TF
allowance is a nowash item designed to enable a utility to capiafinancing costs during periods of constructiorpadperty subject to re
regulation. It represents the cost of borrowed fu(alowance for borrowed funds used during comrsiobn) and a return on other fut
(allowance for equity funds used during construgtio

In 2011 , 2010 , and 2009 , PNM recorded $1.5 amillj $4.6 million , and $8.0 millionf AFUDC on certain projects and TN!
recorded $1.2 million , $0.2 million , and $1.1 lioih .

Capitalized Interest

PNMR capitalizes interest on its construction prtgeand major computer software projects not sailtgethe computation of AFUD:
Interest was capitalized at the overall weighteerage borrowing rate of 6.6% , 6.7% , and 6.9%2fa1 , 2010 , and 2009 . In 2011 , 2010
and 2009 , PNMR’s capitalized interest was $0.3ionil, $0.8 million , and $0.7 million ; PNM’s w&®0.2 million , $0.4 million , an&0.z
million ; and TNMP had no capitalized interest.

Carrying Charges on Stranded Costs

TNMP’s estimate of allowable carrying charges on strdmsts that it may recover from its transmissiod distribution customers
based on a Texas Supreme Court ruling and the Pgpplication of that ruling.

Materials, Supplies, and Fuel Stock

Materials and supplies relate to transmissionyitistion, and generating assets. Materials and lmgpre charged to inventory wt
purchased and are expensed or capitalized as afgteowhen issued. Materials and supplies are daliséng an average costing method.

Coal is valued using a rolling weighted averagdingsmethod that is updated based on the curremmgeost per ton. Periodic ael
surveys are performed on the coal piles and adpraisnare made. In addition to coal delivered awmtuded in inventory, PNM prepays
SJGS coal supplier for coal mined but not yet @éetd. At December 31, 2011 and 2Q3f@repayments for coal, which are included in ¢
current assets on the Consolidated Balance ShePfdMR and PNM, amounted to $14.6 million and $3@idion . The December 31, 20
amount reflects delivery of a portion of the prepedal and its utilization due to the mine fireident described in Note 16.
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Inventories consisted of the following at Decembéer.

PNMR PNM TNMP
2011 2010 2011 2010 2011 2010
(In thousands)
Coal $ 17,178 $ 17,11¢ % 17,178 $ 17,11¢  $ — 3 =
Materials and supplies 37,05¢ 35,36¢ 34,34¢ 32,33¢ 2,71C 2,78
$ 54,23. $ 52,47¢ $ 51,52, $ 49,45 $ 271C % 2,78

Investments

In 1985 and 1986, PNM entered into eleven operdéages for interests in certain PVNGS generataiiifies (Note 7). The 10.3%nc
10.15%lessor notes that were issued by the owners ddigbets subject to these leases were subsequerthapead by and are now held by
PVNGS Capital Trust, which is consolidated by PN&ight leases continue and are classified as operatirsgded he PVYNGS Capital Tr
intends to hold the lessor notes until such notatire in 2015 and 2016. Similarly, in 1985, PNMeeatl into twooperating leases for the E
transmission line for which the owners had iss@sddr notes. In 2003, PNM acquired a 6d#hership interest in the EIP, collapsing the |
relating to it. In 2004, PNM purchased the outstagdessor note relating to the remaining 40f%erest. The remaining EIP lessor note k
interest at 10.25% , matures in 2012, and is choiethe Consolidated Balance Sheet in other invests at $2.2 million and $4.6 millias o
December 31, 2011 and 2010 . Both the PVNGS anddsHdr notes are carried at amortized cost.

The Companyg other investments, including the NDT, are prifgacomprised of international, United States, statied municipz
government obligations and corporate debt and ycaicurities. All investments are held in the Comps name and are in the custod
major financial institutions. The specific identdition method is used to determine the cost ofrg@zidisposed of, with realized gains
losses reflected in other income and deductionsDéd¢ember 31, 2011 and 201Gubstantially all of these investments were diassas
available for sale. PNM holds investment securitiethe NDT for the purpose of funding its sharetted decommissioning costs of PVNI
PNM evaluates these investment securities for impait on an omgoing basis. Since third party investment manabave sole discretion o\
the purchase and sales of the NDT securities, P&lddrds a realized loss as an impairment for anyriggdhat has a market value that is
than cost at the end of each quarter. For the yaraded December 31, 2011 , 2010 , and 20@8M recorded impairment losses on secu
held in the NDT of $12.5 million , $5.0 million nd $8.1 million. No gains or losses are deferred as regulatostsass liabilities. Unrealize
gains on these investments are included in oth@peehensive income, net of any related tax effect.

Investment in Optim Energy

Through September 23, 2011, PNMR accounted foinitesstment in Optim Energy using the equity metlobdaiccounting becau
PNMR’s ownership interest resulted in significant inflae, but not control, over Optim Energy and itsrafjiens. On September 23, 2C
PNMR's ownership interest in Optim Energy was redutm 1%and PNMR began using the cost method of accoun@mgJanuary 4, 201
ECJV acquired PNMR's remaining 1% ownership inteae$air market value, which was determined t@em . Through December 31, 2010
PNMR recorded its percentage share of earningsssrdf Optim Energy and carried its investmenbat,cadjusted for its share of undistribt
earnings or losses. PNMR’s investment in Optim Byevas reduced to zero at December 31, 20#)to the determination that the investr
was fully impaired. See Note 21.

Goodwill and Other Intangible Assets

Under GAAP, the Company does not amortize goodwdirtain intangible assets are amortized over tesiimated useful live
Goodwill and nonamortizable other intangible assets are evaluaiednfpairment annually, or more frequently if eveaind circumstanc
indicate that the goodwill and intangible assetghihbe impaired. Amortizable other intangible asset amortized over the shorter of t
economic or legal lives and are evaluated for impant when events and circumstances indicate lteaddsets might be impaired. See Nott
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Asset Impairment

Tangible longlved assets are evaluated in relation to the &tumdiscounted cash flows to assess recoverahilitgn events ar
circumstances indicate that the assets might bainegh

Revenue Recognition

Operating revenues are recorded in the period efggndelivery, which includes estimated amountssinwvice rendered but unbillec
the end of each accounting period. The determinaifdhe energy sales to individual customers seleon the reading of their meters, wi
occurs on a systematic basis throughout the méitthe end of each month, amounts of energy dedivéo customers since the date of the
meter reading and the corresponding unbilled reseane estimated. Unbilled electric revenue is esdtioh based on the daily genera
volumes, estimated customer usage by class, weédlars, line losses, and applicable customersragdlecting historical trends a
experience.

PNM'’s gas operations, which were sold on January 319 20d are reflected as discontinued operationrshpged gas on behalf of
end-use sales-service customers while other masketeproducers purchased gas on behalf of theiruse transportatioservice customel
PNM collected a cost of service revenue for thegpartation, delivery, and customer service pravitteall on-system endse customers. Cc
of service tariffs were set by the NMPRC while gasnmodity rates were subject to the terms of thé&®Gvith oversight provided by tl
NMPRC.

PNM'’s wholesale electricity sales are recorded as tipgreevenues and the wholesale electricity purebage recorded as cost:
energy sold. In accordance with GAAP, derivativaetcacts that are net settled or “booked-out” asorged net in earnings. A boakH is thu
planned or unplanned netting of off-setting purehasd sale transactions. A boolt is a transmission mechanism to reduce congesticht
transmission system or administrative burden. ooanting purposes, a bodkt is the recording of net revenues upon theeseéht of
derivative contract.

Unrealized gains and losses on contracts that dquadify for the normal purchases or normal sabeseption or are not designated
hedge accounting are classified as economic hedgEmomic hedges are defined as derivative instnisnencluding longerm powe
agreements, used to hedge generation assets astthped power costs. Changes in the fair valuemia@uic hedges are reflected in result
operations, with changes related to economic hedgesales included in operating revenues and clsamglated to economic hedges
purchases included in cost of energy sold. The Gomas no trading transactions.

Accounts Receivable and Allowance for Uncollectibl&ccounts

Accounts receivable consists primarily of tradeereables from customers. In the normal course dfirtmss, credit is extended
customers on a sharm basis. The Company calculates the allowancarfoollectible accounts based on historical exqrere and estimat
default rates by customer class applied to cormadipg accounts receivable balances net of custdeyosit coverage. The accounts recei
balances are reviewed monthly and adjustments doattowance for uncollectible accounts and bad dedpense are made as neces
Amounts that are deemed uncollectible are writtién o

Depreciation and Amortization

PNM'’s provision for depreciation and amortizatidnutility plant, other than nuclear fuel, is basgabn straightine rates approved
the NMPRC. Amortization of nuclear fuel is basedumits-of-production. TNMP provision for depreciation and amortization dfitytplant is
based upon straight-line rates approved by the PUI&preciation of non-utility property is computbdsed on the straighite method. Th
provision for depreciation of certain equipmentlkcated between depreciation expense and cotismugrojects based on the use of
equipment. Average rates used are as follows:

Year ended December 31

2011 2010 2009
PNM
Electric plant 2.2% 2.2% 2.31%
Common, intangible, and general plant 6.0% 5.62% 4.2%
TNMP 3.41% 3.3% 3.48%
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Amortization of Debt Acquisition Costs

Discount, premium, and expense related to the igsuaf longterm debt are amortized over the lives of the retspe issues. Gains a
losses incurred upon the early retirement of lterga debt are recognized in other income or dedustiexcept for amounts attributabl
NMPRC or PUCT regulation, which are recorded asileggry assets or liabilities and amortized overlthies of the respective issu

Derivatives

The Company records derivative instruments in thirce sheet as either an asset or liability medsat their fair value. GAA
requires that changes in the derivativigdt value be recognized currently in earnings sslspecific hedge accounting or normal purcha
sale criteria are met. For qualifying hedges, aityemust formally document, designate, and as#eseffectiveness of transactions that rec
hedge accounting. GAAP provides that the effectiogtion of the gain or loss on a derivative instamdesignated and qualifying as a «
flow hedging instrument be reported as a compoaEAOCI and be reclassified into earnings in thequeduring which the hedged forecas
transaction affects earnings. The results of hedg#ectiveness and the portion of the change invialue of a derivative that an entity |
chosen to exclude from hedge effectiveness arareshto be presented in current earnings. See 8lote

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

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

Decommissioning Costs

PNM owns and leases nuclear and fogl generating facilities. In accordance with GAAMNM is only required to recognize
measure decommissioning liabilities for tangiblegdived assets for which a legal obligation existeicdar decommissioning costs and rel
accruals are based on si#gecific estimates of the costs for removing allisactive and other structures at PVYNGS and arermtdgnt upc
numerous assumptions. PN&/accruals for PYNGS Units 1, 2, and 3 have beetlerbased on such estimates, the guidelines of Rf&, Mn(
the extended PVNGS license period. PVNGS Unit 8xsluded from PNMs retail rates while PVYNGS Units 1 and 2 are inethdPNN
collects a provision for ultimate decommissionidd®?®NGS Units 1 and 2 and its fos$ileled generation facilities in its rates and retogs
corresponding expense and liability for these artuBee Note 15.

In connection with both the SJGS coal agreementlaadrour Corners fuel agreement, the owners apdgresl to reimburse the mini
companies for the cost of contemporaneous reclamais well as the costs for final reclamation @& tloal mines. The reclamation costs
based on sitspecific studies that estimate the costs to beriadun the future and are dependent upon numassismptions. PNM consid
the contemporaneous reclamation costs part ofdbeds its delivered coal costs. See Note 16 faisaussion of the final reclamation costs.

Environmental Costs

The normal operations of the Company involve atiigiand substances that expose the Company tot@bti@bilities under laws ar
regulations protecting the environment. Liabilitieésder these laws and regulations can be materihlim some instances may be impc
without regard to fault, or may be imposed for gags, even though the past acts may have beeullatthe time they occurred.

The Company records its environmental liabilitielsew site assessments or remedial actions are peoball a range of reasons
likely cleanup costs can be estimated. The Compawigws its sites and measures the liability byessisg a range of reasonably likely ¢
for each identified site using currently availabieormation and the probable level of involvementidinancial condition of other potentis
responsible parties. These estimates include émrssite investigations, remediation,
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operations and maintenance, monitoring, and siiguce. The ultimate cost to clean up the Compaidgstified sites may vary from
recorded liability due to numerous uncertaintidseirent in the estimation process. Amounts recofde@nvironmental expense in the ye
ended December 31, 2011, 2010, and 2009, as wetheasamounts of environmental liabilities at DecemB1, 2011 and 2010 w«
insignificant.

Pension and Other Postretirement Benefits

See Note 12 for a discussion of pension and pastmeent benefits expense, including a discussiche@fctuarial assumptions.
Stock-Based Compensation

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

Income taxes are recognized using the asset dnitityianethod of accounting for income taxes. Dedertax assets and liabilities
recognized for the estimated future tax consequeattebutable to differences between the finansialement carrying value of existing as
and liabilities and their respective tax basis. r€or NMPRC and PUCT approved rates include theefdects of the majority of the
differences. GAAP requires that rate-regulated rpnises record deferred income taxes for tempodifierences accorded flowhwougt
treatment at the direction of a regulatory commissirhe resulting deferred tax assets and liaddlitire recorded at the expected cash flow
reflected in future rates. Because the NMPRC aedPUCT have consistently permitted the recovertarfeffects previously flowethrougt
earnings, the Company has established regulatahjlities and assets offsetting such deferred tssets and liabilities. The Comp:
recognizes only the impact of tax positions thasda on their merits, are more likely than notdsbstained upon an IRS audit. The Com
defers investment tax credits related to rate etgdlassets and amortizes them over the estimaéédl lives of those assets. See Note 11.

Excise Taxes

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

(2) Acquisitions and Disposition:
Sale of First Choice

On September 23, 2011, PNMR entered into an agmtefmethe sale of First Choice to Direct LP, Ificr $270.0 million, subject t
adjustment to reflect the actual amounts of cert@imponents of working capital at closing. Closoarurred on November 1, 2011, v
PNMR receiving $329.3 million which includes an estimate of the components afking capital. For accounting purposes, the sade
effective as of the close of business on Octobe2811. Such amount is subject to adjustment basdtie actual amounts of the compon
of working capital at October 31, 2011. PNMR redagd a pre-tax gain of $174.9 millian the sale. The purchaser has informed PNMF
it believes working capital at October 31, 2011 wasrstated by $4.2 millionPNMR has responded to the purchaser disputinguhehaser
calculation and indicating that working capitalCattober 31, 2011 was understated by $6.5 milliBNMR believes its calculation is consis
with the terms of the agreement. PNMR does notbelihe ultimate resolution of this matter will ke material impact. PNMR used the
proceeds from the sale of First Choice to repurettastain of PNMR's outstanding debt and equityisees (Note 6) and for other corpor
purposes, including repayment of borrowings underRNMR Revolving Credit Facility. PNMR Servicesr@many will continue to provic
certain services at cost to First Choice for aditeonal period of up to nine months following dlog. Because PNMR will continue to hi
direct cash flows resulting from transmission amstribbution services provided by TNMP to First Ctmi First Choice is not reflected
discontinued operations. After October 31, 2011,MRE revenues from First Choice are not intercorgpand are not eliminated
consolidation by PNMR.

Sale of PNM Gas

In January 2008, PNM reached a definitive agreenersell its natural gas operations, which compritee PNM Gas segment,
NMGC, a subsidiary of Continental, f$620.0 millionin cash, subject to adjustment based on the alewell of working capital at closing. <
Note 22 for financial information concerning PNM$Gavhich is classified as discontinu
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operations in the accompanying financial statemdntsa separate transaction conditioned upon the afathe natural gas operations, PN
proposed to acquire CRHC, Continergalégulated Texas electric transmission and digtdh business. In July 2008, PNMR and Contine
agreed to terminate the CRHC agreement and Comdihagreed to pay PNMR $15.0 milliarpon the closing of the PNM Gas transac
PNM completed the sale of PNM Gas on January 309 20id recognized a gain of $65.3 million , afteroime taxes of $33.1 millionwhick
reflects PNM receiving $32.9 million related to wimg capital truedps. This gain also reflects the reduction foritteease in the PBO of t
PNM pension plan related to the retirement of elygds transferred to NMGC. See Note 12. In 2009, RNBtognized an additional ptax
gain of $15.0 million ( $9.1 milliorafter income taxes) due to the CRHC terminationnmget, which is included in other income on
Consolidated Statements of Earnings (Loss). In eotion with the sale, PNM retained obligations urttie frozen PNM pension and execu
retirement plans for employees transferred to NMBNM had a regulatory asset related to these plansh was removed from regulat
assets on the date of the sale and transferred)G|AThe after-tax charge to AOCI was $64.8 millioRNM also retained obligations

certain contingent liabilities that existed at tete of sale and recognized $5.4 milliarexpense related to these liabilities in 2009MPlsec
the after-tax proceeds from the sale to retire tsteom debt and paid a dividend of $220.0 millismnPNMR. PNMR used the dividend fri
PNM and the $15.0 million from Continental to retdebt.

Other

In June 2007, a wholly-owned subsidiary of PNMRghaised 100% of a trust that owns a 2.27% undividitest, representing9.¢
MW, in PVNGS Unit 2, as well as a lease under which such facilitieslaased to PNM. The Resource Stipulation describedote 1°
allowed the Unit 2 interest to be transferred tdWPahd the acquisition costs to be recovered in PANMtes beginning with the 2008 Elec
Rate Case. In July 2009, PNM purchased the trost the other PNMR subsidiary for $39.1 milliancash. The purchase price was equ
the book value of the underlying assets less dedeaxes and miscellaneous accruals. The other PBRBidiary paid a dividend of that s¢
amount to PNMR. PNMR then made an equity contrdyutf that amount to PNM. The trust had $32.0 onillof debt owing to the PVNC
Capital Trust, which is consolidated by PNM.

(3) Segment Informatior

The following segment presentation is based omitkthodology that management uses for making operakecisions and assess
performance of its various business activitiesegonciliation of the segment presentation to theAB4inancial statements is provided.

PNM Electric

PNM Electric includes the retail electric utilityperations of PNM that are subject to traditionaé neegulation by the NMPRC. PN
Electric provides integrated electricity servicémittinclude the generation, transmission, and idigion of electricity for retail electr
customers in New Mexico as well as the sale ofstr@iasion to third parties. PNM Electric also in@gdhe generation and sale of electr
into the wholesale market. This includes the asp#inization of PNM$ jurisdictional assets as well as the capacityuebed from retail rate
FERC has jurisdiction over wholesale rates.

TNMP Electric

TNMP Electric is an electric utility providing refated transmission and distribution services in daBexinder the TECA. TNMP’
operations are subject to traditional rate regoialiy the PUCT.

PNM Gas

PNM Gas distributed natural gas to most of the maganmunities in New Mexico, subject to traditiomale regulation by the NMPR
As described in Note 2, PNM completed the salgsofias operations on January 30, 2009. PNM Gapasted as discontinued operations
is not included in the segment information presgielow. See Note 22.

First Choice

First Choice, which was sold by PNMR on NovembefQ]1 (Note 2), operated as a certified retail tele@rovider. First Choic
provided electricity to residential, small commatciand governmental customers. Although First €haevas regulated in certain respect
the PUCT, it was not subject to traditional ratgulation.

Optim Energy

Optim Energy was considered a separate segmeRNMR. PNMRS investment in Optim Energy was held in the Coafmand Oth
segment Optim Energy’s revenues and expenses aiachaded in PNMRS consolidated revenues and expenses or the foljptables. Se
Note 21.
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Corporate and Other

PNMR Services Company is included in the Corpoaatt Other segment.

The following tables present summarized financdbimation for PNMR by segment. Excluding PNM Gua#hich is presented
discontinued operations, PNM has only one segmBENMP operates in only one segment. Therefore, sabseégment information is r
presented for PNM and TNMP. Explanations for foeésdollow the tables.

PNMR SEGMENT INFORMATION

PNM TNMP First Corporate
2011 Electric Electric Choice and Other Consolidated
(In thousands)
Operating revenues $ 1,057,288 $ 204,04 $ 439,45( $ (165) $ 1,700,61
Intersegment revenues — 33,81 — (33,819 —
Total revenues 1,057,28! 237,85¢ 439,45( (33,979 1,700,61!
Cost of energy 362,23° 41,16¢ 323,33: (33,81) 692,92.
Gross margin 695,05: 196,69: 116,11¢ (16€) 1,007,69
Other operating expenses 438,82: 88,23« 75,96¢ (9,677) 593,35:
Depreciation and amortization 94,78 44,61¢ 1,09¢ 16,54¢ 157,04
Operating income (loss) 161,44 63,84: 39,05t (7,047 257,29¢
Interest income 15,56: 2 64 (119) 15,51¢
Gain on sale of First Choice — — — 174,92! 174,92!
Other income (deductions) 4,30¢ 1,58( (650) (15,660 (10,42
Net interest charges (75,349 (29,28¢) (581 (19,63 (124,849
Earnings before income taxes 105,96! 36,13¢ 37,88¢ 132,47¢ 312,46¢
Income taxes 37,42} 13,88 13,77: 56,45t 121,53t
Earnings from continuing operations 68,53¢ 22,25 24,11¢ 76,02¢ 190,93
Valencia non-controlling interest (14,047 — — — (14,047
Subsidiary preferred stock dividends (52¢) — — — (52¢)
Segment earnings from continuing operations
attributable to PNMR $ 53,96 $ 22,257 % 2411¢ % 76,020 % 176,35¢
Gross property additions $ 251,34¢ $ 67,407 $ 2,08¢ $ 6,09C $ 326,93
At December 31, 2011:
Total Assets $ 409528 $ 1,037,44 $ — $ 71,88 $  5,204,61.
Goodwill $ 51,63. $ 226,66! $ —  $ —  $ 278,29°
Additions to utility plant and non-utility
plant included in accounts payable $ 26,81f $ 4,73¢  $ — $ 2,10¢ % 33,65¢
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PNM TNMP First Corporate
2010 Electric Electric Choice and Other Consolidated
(In thousands)
Operating revenues $ 1,017,120 $ 173,50 $ 483,20: $ (31¢) $ 1,673,551
Intersegment revenues — 39,08¢ — (39,089 —
Total revenues 1,017,12 212,58t 483,20: (39,407 1,673,51
Cost of energy 352,27( 37,06 350,47t (39,089 700,72
Gross margin 664,85¢ 175,52: 132,72 (319 972,79
Other operating expenses 424,45! 77,381 92,071 (12,284 581,63«
Depreciation and amortization 92,28: 41,72¢ 864 16,83 151,70
Operating income (loss) 148,12: 56,41 39,78¢ (4,867 239,45;
Interest income 18,85« 1 18 23 18,89¢
Equity in net earnings (loss) of Optim Energy — — — (203,399 (203,399
Other income (deductions) 12,712 771 (412) (6,027) 7,04t
Net interest charges (72,400 (31,159 (1,269 (20,549 (125,37)
Earnings (loss) before income taxes 107,28¢ 26,02¢ 38,12¢ (234,819 (63,379
Income taxes (benefit) 36,421 10,04« 14,06¢ (92,790 (32,259
Earnings (loss) from continuing operations 70,86: 15,98: 24,06: (142,029 (31,129
Valencia non-controlling interest (13,567) — — — (13,567)
Subsidiary preferred stock dividends (528) — — — (52¢)
Segment earnings (loss) from continuing
operations attributable to PNMR $ 56,77 $ 1598: $ 24,06, $ (142,02) $ (45,21Y
Gross property additions $ 226,76¢ $ 41,01¢ $ 3,046 $ 10,65¢ $ 281,48t
At December 31, 2010:
Total Assets $ 3875570 $ 101095 $ 218,41: $ 120,14 $  5,225,08
Goodwill $ 51,63: $ 226,66! $ 43,01: % — $ 321,31(
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PNM TNMP First Corporate
2009 Electric Electric Choice and Other Consolidated
(In thousands)
Operating revenues $ 967,99¢ $ 151,29: $ 528,81¢ $ (366) $ 1,647,74
Intersegment revenues 11 41,33¢ — (41,349 —
Total revenues 968,00¢ 192,63: 528,81¢ (41,71Y 1,647,74
Cost of energy 378,14! 34,72¢ 346,45¢ (41,33¢) 717,98¢
Gross margin 589,86« 157,90 182,36 (377) 929,75!
Other operating expenses 420,47: 75,54( 107,35¢ (13,509 589,86«
Depreciation and amortization 92,14( 37,26: 1,80¢ 16,73¢ 147,94¢
Operating income (loss) 77,25 45,10 73,20: (3,612 191,94:
Interest income 30,54: 9 56 (2,219 28,38¢
Equity in net earnings (loss) of Optim Energy — — — (30,145 (30,145
Other income (deductions) 6,891 2,86( (43¢€) 17,457 26,77(
Net interest charges (69,059 (27,820 (2,782) (22,54 (122,204
Earnings (loss) before income taxes 45,62 20,15 70,031 (41,069 94,75
Income taxes (benefit) 13,72¢ 7,98t 25,62: (18,51% 28,81¢
Earnings (loss) from continuing operations 31,90 12,16¢ 44,41°* (22,549 65,93:
Valencia non-controlling interest (11,890 — — — (11,890
Subsidiary preferred stock dividends (528) — — — (52¢)
Segment earnings (loss) from continuing
operations attributable to PNMR $ 19,48: $ 12,16¢ $ 4441 $ (22,549 $ 53,51¢
Gross property additions® $ 253,33" $ 53,06 $ 86z $ 16,46: $ 284,59
At December 31, 2009:
Total Assets $ 3775160 $ 1,009,05 $ 197,06: $ 378,63t $ 5,359,92.
Goodwill $ 51,63: $ 226,66! $ 43,01: % — $ 321,31(

@ Excludes gross property additions related to PNM @acontinued operations of $3,434 and includesIRN\ourchase of an interes
PVNGS Unit 2 from another subsidiary of PNMR of §3%5 .

Major Customers

No individual customers accounted for more than Dd%he operating revenues of PNMR or PNM. First icaas a customer of TNV
and accounted for 17% of its operating revenuem fomntinuing operations in 2011 , 18% in 2010 , 2i&b in 2009. One unaffiliate
customer of TNMP accounted for 19% of its operatieeenues from continuing operations in 2011 , 18%010 , and 20% in 2009Anothe
unaffiliated customer of TNMP accounted for 12%itsfoperating revenues from continuing operation2011 , 13% in 2010 , and 13%
2009 .

(4) Regulatory Assets and Liabilitie:

The operations of PNM and TNMP are regulated byNIMPRC, PUCT, and FERC and the provisions of GAAP rhteregulate:
enterprises are applied to its regulated operatiBagulatory assets represent probable future ezgaf previously incurred costs that will
collected from customers through the ratemakinggss. Regulatory liabilities represent probablariiteductions in revenues associated
amounts that are to be credited to customers thrdlg ratemaking process. Regulatory assets ahiiities reflected in the Consolidal
Balance Sheets are presented below.
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ES

PNM
December 31,
2011 2010
Assets: (In thousands)
Current:
Fuel and purchased power adjustment clause $ 41,25¢  $ 35,83t
Other 3,22¢ —
44,48( 35,83t
Non-Current:
Coal mine reclamation costs 51,98t 57,90¢
Deferred income taxes 51,43¢ 48,22¢
Loss on reacquired debt 31,27¢ 34,57
Pension and OPEB 208,03: 208,62(
Renewable energy costs 9,55( 1,89¢
Other 107 6,72¢
352,38° 357,94«
Total regulatory assets $ 396,860 $ 393,77¢
Liabilities:
Non-Current:
Cost of removal $ (250,779 $ (239,92
Deferred income taxes (45,329 (12,57
Asset retirement obligations (39,979 (40,369
Renewable energy tax benefits (27,959 —
Other (9,665 (6,897
Total regulatory liabilities $ (373,70) $ (299,76
TNMP
December 31,
2011 2010
Assets: (In thousands)
Current:
Other $ 51 $ 457
Non-Current:
Stranded costs 81,25¢ 95,10¢
Deferred income taxes 11,49! 11,80:
Pension and OPEB 18,81¢ 20,61z
Loss on reacquired debt 2,852 —
Hurricane recovery costs 9,21( 13,68
Other 6,141 3,31¢
129,76¢ 144,52:
Total regulatory assets $ 130,28: $ 144,97¢
Liabilities:
Non-Current:
Cost of removal $ (32,78¢) $ (33,49¢)

NAfAavead inAannmaA +A-

C OANN

c A0\



Other (5,76€) (2,729

Total regulatory liabilities $ (44,395 $ (42,707

B- 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 CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011, 2010 and 2009

The Companys regulatory assets and regulatory liabilities mafdected in rates charged to customers or have beeressed in
regulatory proceeding. The Company does not recaiveay a rate of return on the following regulgtassets and regulatory liabilities (i
their remaining amortization periods): coal minelaenation costs (through 2020); deferred incomesgwver the remaining life of the taxe
item, up to the remaining life of utility plant)epsion and OPEB costs (through 2033); FPPAC défegraater than $30.5 milliofbased o
future FPPAC activity and regulatory proceedings)] asset retirement obligations (to be determimadfuture regulatory proceeding).

The Company is permitted, under rate regulatiomctrue and record a regulatory liability for ttstirmated cost of removal and salv
associated with certain of its assets through aggtien expense. Under GAAP, actuarial losses aiuat pervice costs for pension plans
required to be recorded in AOCI; however, to theeekauthorized for recovery through the regulajmmycess these amounts are record:
regulatory assets or liabilities. Based on prigyutatory approvals, the amortization of these anmwill be included in the Compars/rates
See Note 17 for information related to TNMP’s stted costs and regulatory decisions.

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

(5) Stockholders’ Equity
Common Stock and Equity Contributions

See Note 6 for details related to PNMRommon stock. PNM and TNMP did not issue any comstock during the three year pe
ended December 31, 2011 .

PNMR made cash equity contributions to PNM of $48ilion in 2011 and $86.3 millioin 2009, including the transaction relatin
the transfer of an interest in PVNGS Unitd2scribed in Note 2. PNMR made an equity contrdsutio TNMP by forgiving intercompa
borrowings of $25.2 million in 2009.

Dividends on Common Stock

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

In 2011, PNM declared and paid cash dividends t&IRNof $8.2 million . In 2010, PNM paid cash dividknto PNMR 0f$28.(
million . In addition, PNM declared a dividend c3%1 millionin December 2010 that was paid in January 2011oWwilg the sale of PNI
Gas, PNM paid a dividend to PNMR of $220.0 milliom February 5, 2009 and paid additional cash diddeof $79.7 milliorin 2009. TNMF
paid cash dividends to PNMR of $13.7 million in 201$13.1 million in 2010 , and $9.3 million in ZD0

The NMPRC has placed certain restrictions on thigyabf PNM to pay dividends to PNMR, includingehrestriction that PNM canr
pay dividends that cause its debt rating to falbWeinvestment grade. The NMPRC provisions allowMPltb pay dividends from equi
contributions previously made by PNMR and curraarnangs, determined on a rolling four quarter hasithout prior NMPRC approval. T
Federal Power Act also imposes certain restrictiomglividends by public utilities. Each of the PNMRvolving Credit Facility, the PN
Revolving Credit Facility, and the TNMP Revolvinge@it Facility contain a covenant that require th@ntenance of debt-tocapital ratios ¢
less than or equal to 65%which could limit amounts of dividends that coblel paid. For PNMR and PNM these ratios reflectpitesent valt
of payments under the PVNGS and EIP leases as®EM.also has other financial covenants that ltimét transfer of assets, through divide
or other means, including a requirement to obtajraval of certain financial counterparties to sf@m more than five percent of PN#asset
As of December 31, 2011none of the numerical tests would restrict thenpent of dividends from the retained earnings oMR\ PNM, ol
TNMP, except that PNM would not be able to distt@bbamounts in excess of approximately $204 millidthout approval of regulators
financial counterparties. Furthermore, TNMP woutd be able to distribute amounts in excess of apprately $192 millionwithout approve
of regulators or financial counterparties.

In addition, the ability of PNMR to declare dividimis dependent upon the extent to which cash flillssupport dividends, tt
availability of retained earnings, financial circst@nces and performance, current and future regyldecisions, Congressional and legisle
acts, and economic conditions in the United StaBemditions imposed by the NMPRC or PUCT, futurevwgh plans and related cap
requirements, and business considerations maya#fisct PNMR'’s ability to pay dividends.
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Preferred Stock

PNMR had 477,80@hares of Series A convertible preferred stocktanting through September 23, 2011 when it enteredar
agreement to purchase all of the outstanding sHeses Cascade. See Note 6. The Series A convenitdéerred stock was convertible i
PNMR common stock in a ratio of Ehares of common stock for each share of prefest@tk and received dividends equivalent to divi¢
paid on PNMR common stock as if the preferred stoa#t been converted into common stock. The Seriesriertible preferred stock w
entitled to vote on all matters voted upon by comratockholders, except for the election of the Bpand would have received distributi
substantially equivalent to common stock in thenewd liquidation of PNMR. The terms of the Seregonvertible preferred stock resultec
it being substantially equivalent to common stotkerefore, for earnings per share purposes, thebauwf common shares into which
Series A convertible preferred stock was convertibhs included in the weighted average number miheon shares outstanding for periods
Series A convertible preferred stock was outstand8imilarly, dividends on the Series A convertipieferred stock were considered tc
common dividends in the accompanying Consolidatadri€ial Statements.

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

TNMP has no preferred stock outstanding. The nurabauthorized shares of TNMP cumulative prefesttk is 1 million shares.

(6) Financing
Financing Activities

PNMR

In January 2009, PNMR commenced a tender offeepainchase a portion of its 9.258énior unsecured notes due 2015. In Feb
2009, PNMR repurchased and retired $157.4 millibthese notes for $146.4 million plus accrued ie$erPNMR recognized a ptax gain o
$7.3 million , net of related transaction costs amite-off of the proportionate amount of the deferredtsad the original issuance of the no
which is included in other income on the ConsokdaBtatements of Earnings (Loss).

On September 23, 2011, PNMR entered into an agmtetogurchase all of its outstanding convertibleferred stock, Series A frc
Cascade. Cascade owned all of the 477,800 outsgustiiares of the preferred stock, which were cditlerinto 4,778,00&Ghares of PNM
common stock. Upon signing, the agreement obligBfeR to purchase the preferred stock at ad?86ount from the arithmetic mean of
daily volume weighted average price per share dfiRl¢ common stock on each trading day in the pebieginning September 19, 2011
ending on September 30, 2011 times the number afeshof PNMR common stock into which the preferséack was convertible. T
purchase of the preferred stock closed on Octob@051 with PNMR paying Cascade an aggregate psecpace of $73.5 million The
difference between the purchase price and the §I@lion carrying value of the preferred stock is refleciscan addition to common stocl
the Consolidated Financial Statements. PNMR utliaéborrowing under its revolving credit facility tund the purchase of the preferred st
Such borrowing was repaid on November 1, 2011 witiortion of the proceeds from the sale of FiraiCh See Note 2.

On October 24, 2011, PNMR commenced a cash tenffier I purchase up to $50.0 millioaggregate principal amount of
outstanding 9.25% Senior Unsecured Notes, Seriekid ,2015. PNMR offered to pay a premium of up &1 depending on when the nc
were tendered. The tender offer expired on Noven®ier2011 and was oversubscribed. On November @2]1,2PNMR purchasefi50.(
million of the notes for $58.5 million , plus acediand unpaid interest. PNMR recognized a loss9d gillion on the purchase, includi
transaction costs and writdf of the proportionate amount of the deferredts@s the original issuance of the notes, whicmiduded in othe
deductions on the Consolidated Statements of Egsniihoss). PNMR used a portion of the proceeds fileensale of First Choice to fund
purchase.

On November 4, 2011, PNMR entered into an agreenteptirchase up to 7,019,550ares of common stock from Cascade. |
signing, the agreement obligated PNMR to purchlaseeémmon stock at a 2% discount from the arithermagan
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of the volume weighted average price on each tgadiay in the period beginning October 27, 2011 anding November 9, 2011. T
purchase of the common stock closed on Novembe2@nl with PNMR purchasing all 7,019,580ares of common stock owned by Cas
for an aggregate purchase price of $125.7 millidine sharesf common stock repurchased have become authobzednissued shares,
determined by the Board. PNMR used a portion optteeeeds from the sale of First Choice to fundpihechase.

PNMR offers new shares of PNMR common stock thrahghPNMR Direct Plan. On July 15, 2009, PNMR begglizing shares of it
common stock purchased on the open market, by dependent agent, rather than issuing additionakesha satisfy subscriptions under
PNMR Direct Plan. PNMR had offered new sharesotdmmon stock through an equity distribution agrest, which was terminated in J
2009. In 2009, PNMR issued 93,328 shares undeethkss, as well as 48,2@hares under the ESPP. See Note 13. The sharddMiR
common stock through the PNMR Direct Plan are effarnder a SEC shelf registration statement thaitexin August 2012.

For offerings of equity and debt securities regedewith the SEC, PNMR has a shelf registratiotest@nt expiring in March 201
This shelf registration statement has unlimitedlabdity and can be amended to include additicsedurities, subject to certain restrictions
limitations.

PNM

In 2003, PNM issued $36.0 million of 4.00€RBs, which had a scheduled maturity in 2038 wmre subject to mandatory repurct
and remarketing on July 1, 2009. PNM repurchasedehPCRBs for $36.0 millioon July 1, 2009 utilizing available cash balanced
borrowings under the PNM Facility. PNM held theseRBs (without legally canceling them) until Decembe2009, on which date they w
remarketed. The remarketed PCRBs bear interes2®¥6and mature on January 1, 2038.

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

On October 6, 2011, PNM priced a public offeringdd60.0 million aggregate principal amount of it8®%6 Senior Unsecured Noi
due 2021. The bonds were offered at 99.8%#%ace amount and the offering closed on Octol#®r2D11. Proceeds from the offering w
used to repay outstanding borrowings under the FRdbllity. The offering was part of a NMPRC authatinn for PNM to issue up #$250.(
million of senior unsecured notes. The authorization regaireffect through March 31, 2012. PNM has noemt into any agreements
has no arrangements or commitments concerninguigsulditional senior unsecured notes.

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

TNMP

At January 1, 2009, TNMP had a revolving crediteggnent, which had a stated maturity of May 13, 200$s facility provided TNMI
with a revolving credit facility for up to $200.0iltron . In January 2009, TNMP borrowed $100.0 roitl under a bridge financing arrangern
and used the proceeds and inter-company borrowiegs PNMR to repay the entire principal and intérége on $167.7 milliorprincipa
amount outstanding of 6.25% senior unsecured notes.

On March 23, 2009, TNMP issued $265.5 million agate principal amount of 9.50%rst Mortgage Bonds, due 2019, Series 2C
(the “Series 2009A Bonds”) at a price equal to 93% of their face value. The bonds bear intereti@tate of 9.5%er annum of their fa
value. TNMP may redeem some or all of the bondmgttime at a redemption price that reflects a makele provision, plus accrued inter
The Series 2009A Bonds are secured by a first ragetgpn substantially all of TNMP's property.

On March 25, 2009, TNMP entered into a $50.0 millioan agreement (the “2009 Term Loan AgreementNMP borrowed$50.(
million under this agreement on March 30, 2009.rBaings under the 2009 Term Loan Agreement were due
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March 25, 2014 and were secured by $50.0 milliogregate principal amount of TNMP first mortgage @®rfthe “Series 2009B Bongs”
Through hedging arrangements, TNMP established! finterest rates for the 2009 Term Loan Agreemébt@b%for the first three years a
6.30% thereafter. In January 2010, the hedgindioaiship was modified to reduce the fixed interagé to 4.80%hrough March 25, 2012 a
to 5.05% thereafter. The hedging obligations wdse aecured by the Series 2009B Bonds. The hedgeaw@ounted for as a cabw hedgs
and its December 31, 2010 pre-tax fair value oB$tillion is included in other current liabilitieexcept for $0.8 milliorincluded in othe
deferred credits, and in AOCI on the ConsolidatedaBce Sheets. Amounts reclassified from AOCI actuded in interest charges. The
value determination was made using Level 2 inpuden GAAP and were determined using forward LIBQRves under the midiarke
convention to discount cash flows over the remajniérm of the swap agreements.

TNMP used the proceeds received from the Serie®K2®onds and the 2009 Term Loan Agreement to rehay$100.0 millior
borrowed under the above bridge financing arranggmehich then terminated, and the $150.0 millmutstanding under TNMP's cre
facility. The remaining proceeds, after offeringperses, were used to reduce intercompany borroviiogsPNMR.

On September 30, 2011, TNMP entered into and bado$b0.0 millionunder a Term Loan Credit Agreement (the "2011 Teoar
Agreement") with JPMorgan Chase Bank, N.A. The 20&im Loan Agreement replaces the 2009 Term Loareégent. Borrowings unc
the 2011 Term Loan Agreement must be repaid by 30n2014 and are secured by $50.0 miléggregate principal amount of first mortg
bonds of TNMP (the "Series 2011A Bonds"). TNMP eadteinto hedging agreements whereby it effectiedtablished fixed interest rates
such borrowing of 1.475% through March 30, 2014 ar@B5% thereafter, which is an effective rate d&68% over the life of the de
considering the amounts paid to exit the prior rgeaments and enter into the new arrangements. €tgirig obligations entered into
connection with the 2011 Term Loan Agreement ase aécured by the Series 2011A Bonds. This hedaecisunted for as a cafibw hedge
and had a fair value of $0.1 milliai December 31, 2011, using Level 2 inputs undeABAnd were determined using forward LIBOR cu
under the mid-market convention to discount casvdlover the remaining term of the swap agreements.

Borrowing Arrangements Between PNMR and its Subsidiries

PNMR has onerear intercompany loan agreements with its subsédialndividual subsidiary loan agreements vanainount up t
$100.0 million and have either reciprocal or meniprocal terms. Interest charged to the subsétias equivalent to interest paid by PNMF
its revolving borrowings. As of December 31, 2050t 2010 , TNMP had outstanding borrowings of $0ilfian and $1.2 millionfrom PNMR
At February 22, 2012 , TNMP had borrowings of $#iflion from PNMR.

Short-term Debt

On April 30, 2009, TNMP entered into the TNMP Rexnf) Credit Facility, a new $75.0 milliorevolving credit facility, and tt
existing credit facility was terminated. Borrowingsder the TNMP Revolving Credit Facility are sexuiby $75.0 millioraggregate princip
amount of TNMP first mortgage bonds (the “Serie8RD Bonds”).In December 2010, the TNMP Revolving Credit Fagiitas amended a
restated, which extended its expiration to DecembeR015.

On October 31, 2011, PNMR entered into the PNMRdRawg Credit Facility, which has a financing capof $300.0 million, anc
PNM entered into the PNM Revolving Credit Faciliyhich has a financing capacity of $400.0 milliofhese new facilities expire on Octa
31, 2016, and include two oryear extension options, subject to approval by gority of the lenders and, with respect to the PRgVvolving
Credit Facility, regulatory approval. The new ctefdicilities replace the PNMR Facility and the PNRAcility, both of which would ha
expired in August 2012. The PNMR Facility had amgioal financing capacity of $600.0 million , whit¢tad been reduced to $517.0 millipn
and the PNM Facility had an original financing ceipa of $400.0 million , which had been reduced®868.0 million. The terms ar
conditions of the new facilities are substantiaignilar to the prior facilities. Each of the neacilities contains one financial covenant
requires the maintenance of debt-to-capital radbiokess than or equal to 65%These ratios reflect the present value of paymander th
PVNGS and EIP leases as debt. PNMR also has a lineabf credit amounting to $5.0 milliothat expires in August 2012. TNMP hg
revolving credit facility for borrowings up to $Tmillion under the TNMP Revolving Credit Facilitfyat expires in December 2015.

B- 44




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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011, 2010 and 2009

ES

At December 31, 2011 , the weighted average intests was 2.05% for the PNMR Facility, and 1.8686the PNM Facility. Th
TNMP Revolving Credit Facility had no borrowingststanding at December 31, 2011 . Short-term detstanding consists of:

December 31,

Short-term Debt 2011 2010
(In thousands)

PNM Revolving credit facility $ 66,000 $ 190,00(

TNMP Revolving credit facility — —
PNMR

Revolving credit facility 16,70( 32,00(

Local lines of credit — —

$ 82,70 % 222,00(

In addition to the above borrowings, PNMR, PNM, amNMP had letters of credit outstanding of $11.1liom , $4.7 million , and0.2
million at December 31, 2011 that reduce the alkbdlaapacity under their respective revolving dréatilities.

At February 22, 2012 , PNMR, PNM, and TNMP had $26illion , $244.0 million , and $74.7 millioaf availability under the
respective revolving credit facilities and locatds of credit, including reductions of availabilidpie to outstanding letters of credit. T
availability at February 22, 2012 , on a consobdabasis, was $584.9 million for PNMR. At Februagy 2012, PNMR had invested cash

$0.6 million . PNM and TNMP had no invested casketiruary 22, 2012.
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Long-Term Debt

Information concerning long-term debt outstandm@s follows:

Long-term Debt

December 31,

2011

2010

PNM Debt

Senior Unsecured Notes, Pollution Control Revenoeds:

4.875% due 2033

5.15% due 2037

6.25% due 2038

4.75% due 2040, mandatory tender at June 1, 2017

5.20% due 2040, mandatory tender at June 1, 2020

5.90% due 2040

6.25% due 2040

4.00% due 2043, mandatory tender at June 1, 2015

5.20% due 2043, mandatory tender at June 1, 2020
Senior Unsecured Notes:

7.95% due 2018

7.50% due 2018

5.35% due 2021

Other, including unamortized discounts

Less current maturities

TNMP Debt

First Mortgage Bonds:
2011 Term Loan Agreement, due 2014
2009 Term Loan Agreement, due 2014
9.50% due 2019, Series 2009A

Other, including unamortized discounts

Less current maturities
PNMR Debt
Senior unsecured notes, 9.25% due 2015
Other

Less current maturities

Total Consolidated PNMR Debt
Less current maturities
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(In thousands)

$ 146,00 $ 146,00
20,00( 20,00(
36,00( 36,00(
37,00( 37,00(
40,04 40,04

255,00 255,00
11,50( 11,50(
39,30( 39,30(
21,00 21,00

350,00 350,00

100,02* 100,02*

160,00( —

(330) (122)
1,215,541 1,055, 74
1,215,541 1,055, 74
50,00( —
— 50,00(

265,50 265,50
(4,537) (5,169

310,96 310,33’

310,96 310,33’

142,59; 192,50:

4,91¢ 7,17(

147,51( 199,76:

2,381 2,25:

145,12 197,51
1,674,01: 1,565,84°

2,387 2,25:

$  1,671,62 $  1,563,59
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Long-term debt matures as follows:

PNMR
PNMR PNM TNMP Consolidated
(In thousands)
2012 $ 2,381 $ — 9 — $ 2,38
2013 2,531 — — 2,531
2014 — — 50,00( 50,00(
2015 142,59: 39,30( — 181,89:
2016 — — — —
Thereafter — 1,176,57 265,50( 1,442,071
Total $ 147,51 $ 1,215,871 $ 315,50( $ 1,678,88!

(7) Lease Commitment:

The Company leases office buildings, vehicles, @thér equipment under operating leases. In addiBdiM leases interests in Units
and 2 of PVNGS and an interest in the EIP trandorniskne. Many of PNMS electric transmission and distribution facilite® located c
lands that require the grant of rightsve&y from governmental entities, Native Americabés, or private parties. PNM has recently comp
several renewals of rights-of-way, the largest bfalv is a renewal with the Navajo Nation, and hasignificant rights-ofway that will expir
before 2020. PNM is obligated to pay the Navajoitde20 annual payments of $6.0 milligrsubject to adjustment each year based @
Consumer Price Index. The Navajo Nation rights-afpagreement is accounted for as an operating.lease

PNM has a PPA for the entire output of Delta, a-fiyasl generating plant in Albuquerque, New Mexiedhich is classified as
operating lease with imputed annual lease paynwdr#6.0 million . See Note 9 for additional infortitan about the Delta operating lease.

In July 2009, a portion of PVYNGS UnittBat had been leased by PNM from another subsidiaBNMR was transferred to PNM (N
2) and became subject to rates established by MRC. The table below includes lease expense favl BN$5.4 million in 2009aid to the
subsidiary of PNMR prior to the transfer.

Operating lease expense was:

PNMR PNM TNMP
(In thousands)
2011 $ 86,32: $ 78,42: $ 3,60¢
2010 $ 79,49. $ 71,20¢ $ 3,73i
2009 $ 77,697 $ 75,86f $ 2,49¢

The above amounts reflect the total amount of expdor the lease payments PNM makes under the PVAIGISEIP leases. .
discussed under Investments in Note 1, the PVNGSt&arrust, which is consolidated by PNM, acquitkd lessor notes that were issue
the PVNGS lessors and PNM acquired the remainiagolenote issued by the remaining EIP lessor. ©ftdtal annual payments 669.]
million made by PNM under the PVNGS and EIP lea$g8,6 million in 2011 , $56.3 million in 2010 ,&$55.0 million in 2009vas returne
in cash to PNM in the form of principal and intdrpayments on the lessor notes and through its shkipeof the PVYNGS Unit 2 leased assets.
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Future minimum operating lease payments at DeceBStheP011 shown below have been reduced by RNKase payments -
amounts that will be returned to PNM on the lessmes, which amounts vary but are approximately itdon in 2012 and reduce therea
to approximately $33 million annually in 2015:

PNMR PNM TNMP
(In thousands)

2012 $ 49,92: $ 43,56: $ 3,04t
2013 51,54’ 45,31t 2,87t
2014 59,51: 54,05’ 2,457
2015 39,82% 36,66: 1,54¢
2016 18,46 17,45 1,00(¢
Later years 103,66¢ 103,30: 367
322,93t 300,35t 11,29:

Future payments under non-cancelable subleases 1,52z — —
Net minimum lease payments $ 321,41 $ 300,35t $ 11,29:

The PVNGS leases expire on January 15, 2015 fodtliel leases and January 15, 2016 for the Utéa8es. Under the terms of e
of the leases, PNM has an option to purchase #meteassets at fair market value at the end ofettees, but does not have a fixed
purchase option. In addition, PNM has options teere the leases at fixed rates set forth in eacthefleases for two years beyond
termination of the original lease terms. The optpariods on certain leases may be further exterfidliedp to an additional six years (
“Maximum Option Period”)f the appraised remaining useful lives and faiueeof the leased assets are greater than paranseteforth in th
leases. The rental payments during the fixed reheptéon periods would be 50%f the amounts during the original terms of thesésa Gros
annual lease payments, before considering the impHcamounts returned to PNM through ownershiphef lessor notes, aggregaig3.(
million for the Unit 1 leases and $23.7 milliéor the Unit 2 leases. If PNM elects to extend lgeses, it will have the option to purchase
leased assets at fair market value at the enceagxtended lease terms.

Each lease provides that no later than three ywéosto the expiration of the lease, PNM must givgice to the lessor if it wishes
“retain” the leased assets (but without specifyiigether it would purchase the leased assets on@xbe lease) or “returrthe leased assets
the lessor. Furthermore, each lease provides ifh@M gives notice to “retainthe leased assets, PNM must give notice as to wdfithe
purchase or renewal options it will exercise neddhan two years prior to the expiration of thaske The elections PNM makes under ea
the leases is independent of the elections maderuhd other leases.

On January 6, 2012, in accordance with the notioeigions, PNM notified each of the lessors in theit 1 leases that PNM w
“retain” the assets leased under that lease upon the éxpicdtthe basic lease term on January 15, 20154 RNl be required to specify t
notice to each of the lessors by January 15, 2@h&ther on January 15, 2015 it will extend the Unleases, or purchase the leased a
Each of the Unit 1 Leases is subject to the Maxin@ption Period lease extension provisions.

There are similar notice provisions with respeatach of the Unit 2 leases. PNM must provide naticiés intent to “retain” or “return”
the leased assets by January 15, 2013. If PNM gioése to “retain"the leased assets, PNM must give notice as to wdfithe purchase
renewal options it will exercise no later than Jayul5, 2014. One of the Unit 2 leases containdvagimum Option Period lease extens
provision and the other three do not have thatipiow.

Covenants in PNM’s PVNGS Units 1 and 2 lease agestsrimit PNM's ability, without consent of the owner participaint the leas
transactions, (i) to enter into any merger or ctidation, or (ii) except in connection with normdividend policy, to convey, transfer, leas:
dividend more than 5%f its assets in any single transaction or serigslated transactions. PNM is exposed to losseeuthe PVNGS lea
arrangements upon the occurrence of certain eteat?NM does not consider to be reasonably likelpccur. Under certain circumstan
(for example, the NRC issuing specified violatioders with respect to PVNGS or the occurrence etiied nuclear events), PNM would
required to make specified payments to the equityigpants, and take title to the leased interegkdch, if appropriate, may be required tc
written down in value. If such an event had ocatirse of December 31, 201PNM could have been required to pay the equitjigipants u|
to approximately
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$178.3 million. In such event, PNM would record the acquired tassethe lower of their fair value or the aggregef the amount paid a
PNM'’s carrying value of its investment in PVNGS lessotes. If PNM exercises its renewal options untlerléases, the amount that wouli
payable to equity participants under the circuntstardescribed above would increase to the fair @addue as of the renewal date.

PNMR currently leases a building that is used at @faits corporate headquarters, as well as hgusartain support functions for 1
utility operations of PNM and TNMP. The lease egpion November 30, 2015 and provides for annudts reh$1.9 million, which ar
included in the tables above. PNMR is also obligdte pay taxes, insurance, and utilities applicabléhe building, which aggregatéd.C
million in 2011. At December 31, 2011, the net baalue of leasehold improvements in the building #4.6 million . Currently, 85%f the
costs of the building are allocated to PNM and I&%allocated to TNMP. In November 2011, PNMR nedifthe lessor of its intent to vac
the building by the end of 2012 and made a setii¢mier to terminate the lease. A termination agnent has not been reached with the le
If such an agreement is reached, the settlemenidwmirecorded as an expense at that time. Ifraitetion agreement is not reached, G/
provides that a loss would be recognized whenahedd space is no longer being used. PNMR angsijihis would occur serially during 2(
as each floor of the building ceases to be used.

(8) Fair Value of Derivative and Other Financial Instruments

Energy Related Derivative Contracts
Overview

The Company is exposed to certain risks relatingstangoing business operations. The primary dijedor the use of derivati
instruments, including energy contracts, optiomsl futures, is to manage price risk associated feitbcasted purchases of energy or fuel
to generate electricity, or to manage anticipatedegation capacity in excess of forecasted demiam éxisting customers. The Company’
energy related derivative contracts manage commoigi.

On November 1, 2011, PNMR completed the sale aft&hoice. See Note 2. Accordingly, PNMR informatieflects activity for Fir:
Choice through October 31, 2011. The differencevbenh the PNMR and PNM amounts represents Firstaghoi

Commodity Risk

Marketing and procurement of energy often involvarket risks associated with managing energy comtiesdand establishing of
positions in the energy markets, primarily on arsterm basis. The Company routinely enters into weriderivative instruments such
forward contracts, option agreements, and priceslsagap agreements to economically hedge pricevahuine risk on power commitments ¢
fuel requirements and to minimize the effect of kearfluctuations in wholesale portfolios. The Compamonitors the market risk of
commodity contracts using VaR and GEaR calculationsaintain total exposure within managempergscribed limits in accordance w
approved risk and credit policies.

PNM is required to meet the demand and energy nekds retail and firmrequirements wholesale customers. PNM is expos
market risk for its share of PVYNGS Unit 3 and theeds of its firm-requirements wholesale customeitscovered under a FPPAC. PNV’
operations are managed primarily through a nett-dmseked strategy, whereby PN&/aggregate net open forward contract positiorveie
by its forecasted excess generation capabilitiesarket purchases. PNM could be exposed to maisietfrits generation capabilities were
be disrupted or if its load requirements were tgimater than anticipated. If all or a portion @dd requirements were required to be cover
a result of such unexpected situations, commitmentdd have to be met through market purchases.

First Choice was responsible for energy supplytedléo the sale of electricity to retail customier§exas. TECA contains no provisic
for the specific recovery of fuel and purchased @owosts. The rates charged to First Choice custmere negotiated with each custor
First Choice purchased power at wholesale andsoleer at retail to customers in the competitive ERCetail markets. Many of these re
customers bought power from First Choice for a @mted period of time at a fixed price so First ithowas exposed to price risk if
wholesale power price changed during the time efdbntract. First Choice’strategy was to minimize its exposure to flugturest in marke
energy prices by matching sales contracts with Iguipgtruments designed to preserve targeted margiowever, if actual fixed price ret
loads varied significantly from forecasts (for exse) due to extreme weather, other significant lcla@nges or contract breaches), First Ct
had a residual exposure to wholesale power pritefor the mismatch between the forecast and aldaell

B- 49




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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011, 2010 and 2009

Accounting for Derivatives

Under derivative accounting and related rules faergy contracts, the Company accounts for its uarigderivative instruments for 1
purchase and sale of energy based on the Congpartght. Energy contracts that meet the definibba derivative under GAAP and do
qualify, or are not designated, for the normal saled purchases exception are recorded on thedeatdneet at fair value at each period
The changes in fair value are recognized in easningess specific hedge accounting criteria areandtelected. Normal sales and purch
are not marked to market and are reflected in tesdiloperations when the underlying transacti@tties

For derivative transactions meeting the definitidra cash flow hedge, the Company documents tlioakhips between the hedc
instruments and the items being hedged. This dontatien includes the strategy that supports exeguthe specific transaction and
methods utilized to assess the effectiveness ohdldges. Changes in the fair value of contractéifgung for cash flow hedge accounting
included in AOCI to the extent effective. The Compassesses the effectiveness of hedge relatianahipast quarterly using statistical ¢
Ineffectiveness gains and losses were immateriabifoperiods presented. Gains or losses relatethsh flow hedge instruments, incluc
those de-designated, are reclassified from AOCInathe hedged transaction settles and impacts emnis of December 31, 20Hhd 201(
the Company was not hedging its exposure to thmhidity in future cash flows from commodity dertixges through designated cash flc
hedges.

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

Fair value is defined under GAAP as the price thatld be received for an asset or paid to tranaféability (an exit price) in tt
principal or most advantageous market for the amséability in an orderly transaction between ketrparticipants on the measurement «
Fair value is based on current market quotes atableand is supplemented by modeling techniguelsassumptions made by the Compatr
the extent quoted market prices or volatilities mo€ available. External pricing input availabiliparies based on commodity location, ma
liquidity, and term of the agreement. Valuationglefivative assets and liabilities take into aceawnperformance risk including the effec
counterparties' and the Compasigredit risk. The Company regularly assesses #fidity and availability of pricing data for its deative
transactions. Although the Company uses its begment in estimating the fair value of these insients, there are inherent limitations in
estimation technique.

The Company does not offset fair value, cash @it and accrued payable or receivable amountgnézed for derivative instrumel
under master netting arrangements. At Decembe2(@ll1 and 2010 , amounts recognized for the leght tb reclaim cash collateral wezerc
and $3.4 million for PNMR and zero and $3.0 millimn PNM. In addition, at December 31, 2011 and®0amounts posted as cash colla
under margin arrangements were $1.8 million and®8#llion for PNMR and $1.8 million and $2.1 mdh for PNM. PNMR and PNM had |
obligations to return cash collateral at Decemlegr211 and 2010 Cash collateral amounts are included in otherecirassets on t
Consolidated Balance Sheets.

The following tables do not include activity reldteo PNM Gas. See Note 22.
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Commodity Derivatives
Commodity derivative instruments are summarizefbbews:

Economic Hedges
December 31,
2011 2010

(In thousands)

PNMR
Current assets $ 3,71t $ 15,99¢
Deferred charges — 5,26¢
3,718 21,26
Current liabilities (1,632) (31,40
Long-term liabilities (2,439 (12,83)
(4,06¢) (44,239
Net $ (356) $ (22,97Y)
PNM
Current assets $ 3,71t $ 1,44:
Current liabilities (1,632) (3,110
Long-term liabilities (2,439 (2,009
(4,06¢) (5,119
Net $ (35€) $ (3,676

On April 20, 2010, PNM received NMPRC approval dfiedging plan to manage fuel and purchased powsts celated to custom:
covered by its FPPAC. The table above includes 80l%n of current assets and $0.5 milliofi current liabilities at December 31, 2011,
$0.6 million of current assets at December 31, 2010 relatedisoptan. The offsets to these amounts are recoadeckgulatory assets ¢
liabilities on the Consolidated Balance Sheets.

The following table presents the effect of commpdiérivative instruments on earnings and OCI, ediclg income tax effects. For c:
flow hedges, including de-designated hedges, th@regs impact reflects the reclassification from @Qvhen the hedged transactions settle.

Economic Qualified Cash
Hedges Flow Hedges
Year Ended Year Ended
December 31, December 31,
2011 2010 2011 2010
(In thousands)
PNMR
Electric operating revenues $ 568: $ (4,030 $ — 3 29,93(
Cost of energy (2,200 (44,749 (422) (2,267)
Total gain (loss) $ 3481 $ 48,779 $ (422) $ 27,66"
Recognized in OCI $ 427 % (18,739
PNM
Electric operating revenues $ 568: $ (4,030 $ —  $ 29,93(
Cost of energy (2,05¢) (5,386 — (18
Total gain (loss) $ 4,62¢ $ (9,41¢) $ — 3 29,91:

Recognized in OCI $ — 3 (20,989
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Commodity contract volume positions are presenteB@ecatherms for gas related contracts and in M@v/hpbwer related contrac

The table below presents PNMR’s and PNM'’s net ls@ylY volume positions:

Economic Hedges

Decatherms MWh
December 31, 2011
PNMR and PNM 1,499,001 (366,449
December 31, 2010
PNMR 22,767,50 1,693,43.
PNM 1,882,501 (990,120

In connection with managing its commodity riskse tBompany enters into master agreements with nedainterparties. If tt
Company is in a net liability position under an egmnent, some agreements provide that the countiespaan request collateral from
Company if the Compang’credit rating is downgraded; other agreementgigeecthat the counterparty may request collatergdrovide it witt
“adequate assurance” that the Company will perf@mna others have no provision for collateral.

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

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

(In thousands)

December 31, 2011

PNMR and PNM $ 4,03¢ $ — 3 4,03¢
December 31, 2010

PNMR $ 8,11: $ — 3 2,64

PNM $ 291 $ — $ 11¢

Sale of Power from PVNGS Unit 3

In April 2008, PNM entered into three separate @mis for the sale of capacity and energy relateitstentire interest in PVNGS U
3 . Under two of the contracts, PNM sold 90 MWfiah capacity and energy. Under the third contr&iM sold 45MW of unit continger
capacity and energy. The term of the contracts Mag 1, 2008 through December 31, 2010nder the two firm contracts, the two buy
made prepayments of $40.6 million and $30.0 milliomhese amounts were recorded as deferred rexsmligvere amortized over the life
the contracts. The prepayments received underitimecbntracts, as well as required subsequent mhopyyments on them, are shown
financing activity in the Consolidated StatementGssh Flows as required by GAAP. The firm contractse accounted for as cash f
hedges and changes in fair value were included@CKA The contingent contract was accounted for agranal sale. Beginning Januanr
2011, PNM is selling its interest in PYNGS Unit &ilgt at market prices. PNM has established fixeadsdor the majority of these sales thra
the end of 2012 through hedging arrangements teai@ounted for as economic hedges and is partiatdged into 2013.

Non-Derivative Financial Instruments

The carrying amounts reflected on the Consolid8&l@nce Sheets approximate fair value for casteivables, and payables due to
short period of maturity. Available-for-sale seties are carried at fair value. Available-femle securities for PNMR and PNM consist of F
assets held in the NDT for its share of decommigsgcosts of PYNGS. PNMR and PNM
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do not have any unrealized losses on availableditg-securities. The fair value of and gross uimedlgains of investments in available-for-
sale securities are presented in the followingetabl

December 31, 2011 December 31, 2010
Unrealized Unrealized
Gains Fair Value Gains Fair Value

(In thousands)
Equity securities:

Domestic value $ 3,54¢ % 25,14 % 510¢ $ 25,491
Domestic growth 16,71« 52,18} 17,23¢ 48,231
International and other 662 12,75¢ 2,73( 10,67(

Fixed income securities:
Municipals 2,861 41,46 837 37,59t
U.S. Government 1,352 25,367 34¢ 21,541
Corporate and other 742 9,171 573 8,402
Cash investments — 2,76¢ — 4,98¢
$ 25,88 $ 168,85. $ 26,83t $ 156,92:

The proceeds and gross realized gains and lossi atisposition of available-farale securities for PNMR and PNM are shown ir
following table. Realized gains and losses arerdéteed by specific identification of costs of sdtes sold.

Year Ended December 31,

2011 2010 2009
(In thousands)
Proceeds from sales $ 145,28t $ 79,85: $ 124,51¢
Gross realized gains $ 17,49 $ 563t $ 6,00¢
Gross realized (losses) $ (6,229 $ (3,709 $ (7,359

Held-to-maturity securities are those investments in debusties that the Company has the ability andninte hold until maturity
Held-to-maturity securities consist of the investment inN®&GS lessor notes and certain items within otheestwments, including the EIP les
note.

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

At December 31, 2011 , the available-for-sale agld4o-maturity debt securities had the followitigal maturities:

Fair Value
Available-for-
Sale Held-to-Maturity
PNMR and
PNM PNMR PNM
(In thousands)
Within 1 year $ 1,47C $ 2,33¢ $ 2,33¢
After 1 year through 5 years 20,86: 115,78t 108,74:
After 5 years through 10 years 11,89% 2,06( —
Over 10 years 41,77 — —
$ 76,001 $ 120,18° $ 111,08:
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The carrying amount and fair value of held-to-migyutlebt securities and other nderivative financial instruments (including curt
maturities) are:

December 31, 2011 December 31, 2010
Carrying Carrying
Amount Fair Value Amount Fair Value
(In thousands)
PNMR
Long-term debt $ 1,674,01. $ 1,873,00. $ 1,565,84 $ 1,659,67
Investment in PVNGS lessor notes $ 107,09: $ 108,74. $ 136,14 $ 141,66:
Other investments $ 12,207 $ 14,20¢ $ 18,79. $ 21,67¢
PNM
Long-term debt $ 1,215,541 % 1,294,841 $ 1,055,74i $ 1,056,86-
Investment in PVNGS lessor notes $ 107,09: $ 108,74. $ 136,14 $ 141,66:
Other investments $ 2900 $ 3,05 $ 5,066 $ 5,56°
TNMP
Long-term debt $ 310,96 $ 413,96t $ 310,337 $ 385,22(
Other investments $ 271 % 271 $ 282 % 282

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

Other Fair Value Disclosures

The Company determines the fair values of its difre and other instruments based on the hieraesigblished in GAAP, whi
requires an entity to maximize the use of obseréphuts and minimize the use of unobservable mpihien measuring fair value. GA
describes three levels of inputs that may be useshdasure fair value. Level 1 inputs are quotedegrilunadjusted) in active markets
identical assets or liabilities that the reportergity has the ability to access at the measurenhet Level 2 inputs are inputs other than qt
prices included within Level 1 that are observdbtethe asset or liability, either directly or imectly. Level 3 inputs are unobservable input:
the asset or liability. Level 3 inputs used in deti@ing fair values for the Company consist of intd valuation models.

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

Derivatives and Investments

The fair values of derivatives and investments #énatrecorded at fair value on the ConsolidatedB= Sheets are as follows:
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Quoted Prices Significant
in Active Other Significant
Market for Observable Unobservable
Identical Assets Inputs Inputs
Total @ (Level 1) (Level 2) (Level 3)
December 31, 2011 (In thousands)
PNMR and PNM
NDT investments
Cash and equivalents $ 2,76€ $ 2,76€ $ — 3 =
Equity securities:
Domestic value 25,14: 25,14: — —
Domestic growth 52,181 52,181 — —
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¢ 3 54,59: $ —
Commodity derivative assets $ 3,71 % — $ 3,71 % —
Commodity derivative liabilities (4,069 — (4,069 —
Net $ (356) $ —  $ (356) $ —
December 31, 2010
PNMR and PNM
NDT investments
Cash and equivalents $ 4,98¢ $ 4,98¢ $ —  $ —
Equity securities:
Domestic value 25,49: 25,49: — —
Domestic growth 48,231 48,231 — —
International and other 10,67( 10,67( — —
Fixed income securities:
U.S. government 21,54: 16,61 4,92¢ —
Municipals 37,59¢ — 37,59¢ —
Corporate and other 8,40z — 8,40: —
Total NDT investments $ 156,92 $ 105,99° $ 50,92t $ —
PNMR
Commodity derivative assets $ 21,26 $ 8,64¢ $ 12,30¢ % 272
Commodity derivative liabilities (44,239 (26,379 (16,729 (1,099
Net $ (22,977 $ Q7,737 $ 4,421 $ (822)
PNM
Commodity derivative assets $ 1,44: % — 1,44: % =
Commodity derivative liabilities (5,119 — (5,119 —
Net $ (3,67¢) $ — (3,67¢) $ =

@ The Level 1, 2 and 3 columns in the above tablepegsented based on the nature of each instruffleatotal colum
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is presented based on the balance sheet clagsificdtthe instruments and reflect unit of accowdassifications between commot
derivative assets and commodity derivative liale#itof zero for PNMR and PNM at December 31, 204d lass than $0.1 milliofor
PNMR and zero for PNM at December 31, 2010 . Theree no transfers between levels for the twelve ttroendedecember 3.
2011 .

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

PNMR PNM
Year Ended Year Ended
December 31, December 31,
2011 2010 2011 2010
(In thousands)
Balance at beginning of period $ (822) % 248 $ — $ a7
Total gains (losses) included in earnings 1,02( (1,646 — (128¢)
Purchases 3,16: 70 — —
Settlements (1,579 50¢€ — 14&
Sale of First Choice (1,787 — — —
Balance at end of period $ — 3 (822) $ — —
Total gains (losses) included in earnings attribletéo the
change in unrealized gains or losses relatinggetastill
held at the end of the period $ — (1,087) $ — —

The above gains and losses (realized and unreplised.evel 3 fair value measurements included annéngs are reported in cosi
energy.

Investments Held by Employee Benefit Plans

As discussed in Note 12, PNM and TNMP have trusé hold investment assets for their pension ahérgpostretirement bene
plans. The fair value of the assets held by th&tdrimpacts the determination of the funded stat@sch plan, but the assets are not reflect:
the Consolidated Balance Sheets. Both the PNM Beriian and the TNMP Pension Plan hold units ofigpation in the PNM Resourct
Inc. Master Trust (the “PNMR Master Trustiyhich was established for the investment of assietise pension plans. Fair value of alterne
investments is determined based on net asset &alueported by fund managers.
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The fair values of investments held by the empldyeeefit plans are as follows:

Quoted
Prices in
Active Significant
Market for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
December 31, 2011 (In thousands)
PNM Pension Plan
Participation in PNMR Master Trust Total Plan
Investments $ 444,46t $ 176,27¢ $ 184,05¢ 84,13:
TNMP Pension Plan
Participation in PNMR Master Trust Total Plan
Investments $ 62,13¢ $ 24,11¢ % 23,46¢ 14,55¢
PNM OPEB Plan
Cash and equivalents $ 1,12¢ 3 1,12¢ 3 — —
Equity securities:
International funds 2,74( — 2,74( —
Domestic value 1,28¢ 1,28¢ — —
Domestic growth 43,01¢ 22,21¢ 20,80: —
Other funds 7,67¢ — 7,67¢ —
Fixed income securities:
Mutual funds 4,00€ 4,00€ — —
Total Assets $ 59,857 $ 28,63t $ 31,21¢ —
TNMP OPEB Plan
Cash and equivalents $ 18C $ 18C $ — —
Equity securities:
International funds 1,24¢ — 1,24¢ —
Domestic value 551 551 — —
Domestic growth 73€ 73€ — —
Other funds 3,04¢ — 3,04¢ —
Fixed income securities:
Mutual funds 2,69¢ 2,69¢ — —
Total Assets $ 8,45¢ % 4,16 $ 4,29¢ —
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Quoted
Prices in
Active Significant
Market for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
December 31, 2010 (In thousands)
PNM Pension Plan
Participation in PNMR Master Trust $ 393,48( $ 208,75¢ $ 105,78: $ 78,94(
TNMP Pension Plan
Participation in PNMR Master Trust $ 60,50¢ $ 30,53( $ 16,317 $ 13,65¢
PNM OPEB Plan
Cash and equivalents $ 1811 $ 1811 $ — $ —
Equity securities:
International funds 3,182 — 3,18 —
Domestic value 1,36: 1,36: — —
Domestic growth 41,27¢ 22,93¢ 18,33¢ —
Other funds 9,057 — 9,057 —
Fixed income securities:
Mutual funds 5,86( 5,86( — —
Total Assets $ 62,55 $ 31,97 $ 30,57¢ $ =
TNMP OPEB Plan
Cash and equivalents $ 424 % 424 % — 3 =
Equity securities:
International funds 1,11¢€ — 1,11¢ —
Domestic value 582 582 — —
Domestic growth 71C 71C — —
Other funds 2,95¢ — 2,95¢ —
Fixed income securities:
Mutual funds 2,83¢ 2,83¢ — —
Total Assets $ 8,62t $ 455 $ 4,07t $ —
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The fair values of investments in the PNMR Mastarst are as follows:

Significant
Quoted Prices in Other Significant
Active Market for Observable Unobservable
Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
December 31, 2011 (In thousands)
PNMR Master Trust
Cash and equivalents $ 6,75 $ 6,75 % — $ =
Equity securities:
International 37,17: 37,17: — —
Domestic value 58,35( 57,43: 913 —
Domestic growth 65,00« 65,00/ — —
Other funds 15,27 — 15,271 —
Fixed income securities:
Corporate 59,73( — 59,73( —
U.S. government 104,10: 34,03( 70,07 —
Municipals 3,47¢ — 3,47¢ —
Other funds 58,05¢ — 58,05¢ —
Alternative investments:
Private equity funds 37,10( — — 37,10(
Hedge funds 36,90¢ — — 36,90¢
Real estate funds 24,68¢ — — 24,68¢
Total Fair Value of Plan Investments $ 506,60 $ 200,390 $ 207,52( % 98,68¢
December 31, 2010
PNMR Master Trust
Cash and equivalents $ 10,71¢ $ 10,71¢ $ — 3 —
Equity securities:
International 46,50¢ 46,50¢ — —
Domestic value 79,21¢ 76,49: 2,72¢ —
Domestic growth 81,37t 81,37t — —
Other funds 49,307 — 49,307 —
Fixed income securities:
Corporate 2,062 — 2,062 —
U.S. government 39,58¢ 24,19¢ 15,38 —
Municipals 2,93t — 2,93t —
Other funds 49,68 — 49,68 —
Alternative investments:
Private equity funds 32,93t — — 32,93t
Hedge funds 37,62 — — 37,62
Real estate funds 22,04 — — 22,04
Total Assets $ 453,98t $ 239,28¢ $ 122,09¢ $ 92,59¢
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A reconciliation of the changes in Level 3 fairmalmeasurements is as follows:

Year Ended December 31,

Level 3 Fair Value Assets and Liabilities 2011 2010
(In thousands)

Real
Master Master Estate
PNM Pension Trust Trust Funds
Balance at beginning of period $ 78,94C $ 74,108 $ 2,16¢
Actual return on assets sold during the period 1,62¢ (77€) (1,84¢)
Actual return on assets still held at period end 1,40¢ 4,01¢ —
Purchases 4,03( 33,73 —
Sales (1,86%) (32,139 (322)
Balance at end of period $ 84,13: $ 78,94 % —
TNMP Pension
Balance at beginning of period $ 13,65¢ $ 12,42¢
Actual return on assets sold during the period 28C (199
Actual return on assets still held at period end 243 1,02¢
Purchases 695 8,602
Sales (322) (8,199
Balance at end of period $ 14,55 % 13,65¢

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

Level 3 Fair Value Assets and Liabilities

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

Balance at December 31, 2009 $ 26,88: $ 34,92: % 24,727 % 86,53:
Actual return on assets sold during the period (769) — (20¢) (977
Actual return on assets still held at period end 2,36: 2,701 (25) 5,03¢
Purchases 39,25¢ — 3,07¢ 42,33t
Sales (34,799 — (5,530) (40,32Y)
Balance at December 31, 2010 32,93¢ 37,62: 22,04: 92,59¢
Actual return on assets sold during the period 1,904 — — 1,90«
Actual return on assets still held at period end 2,372 (718) ) 1,641
Purchases 2,07¢ — 2,64¢ 4,72¢
Sales (2,187) — — (2,187)
Balance at December 31, 2011 $ 37,10 $ 36,90: $% 2468: $ 98,68¢

(9) Variable Interest Entities

GAAP determines how an enterprise evaluates anduats for its involvement with variable interestiges, focusing primarily ¢
whether the enterprise has the power to direcathigities that most significantly impact the ecorio performance of a variable interest en
GAAP also requires continual reassessment of tinegpy beneficiary of a variable interest entity.
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PNM has a PPA to purchase all of the electric cpand energy from Valencia, a 145 MW natural jesd power plant near Bele
New Mexico through May 2028. A thi-party built, owns, and operates the facility wHiIEM is the sole purchaser of the electricity geteat
The total construction cost for the facility wa0¥®million . During the term of the PPA, PNM haeg option to purchase and own upb¥
of the plant or the variable interest entity. PNMimates that the plant will typically operate dwyipeak periods of energy demand in sum
PNM is obligated to pay fixed O&M and capacity aes in addition to variable O&M charges under tRBA. For the years enc
December 31, 2011 , 2010 , and 2009 , PNM paid3a8llion , $17.9 million , and $17.7 million foixed charges and $1.4 million$1.1
million , and $0.5 millionfor variable charges. PNM does not have any otimantial obligations related to Valencia. The assétValencii
can only be used to satisfy obligations of Valerasid creditors of Valencia do not have any recoagsenst PNM’s assets.

PNM sources fuel for the plant, controls when thelity operates through its dispatch, and recettiesentire output of the plant, wh
factors directly and significantly impact the ecorio performance of Valencia. Therefore, PNM hascbatted that the third party entity tl
owns Valencia is a variable interest entity and BdM is the primary beneficiary of the entity und2AAP since PNM has the power to dil
the activities that most significantly impact theoromic performance of Valencia and will absorb tiaority of the variability in the ca
flows of the plant. As the primary beneficiary, PN&nsolidates the entity in its financial statersemccordingly, the assets, liabiliti
operating expenses, and cash flows of Valenciairarleded in the consolidated financial statemeritM although PNM has no leg
ownership interest or voting control of the var@abiterest entity. The assets and liabilities ofeviaia set forth below are immaterial to P
and, therefore, not shown separately on the Caletelil Balance Sheets. The owseequity and net income of Valencia are consic
attributable to non-controlling interest.

Summarized financial information for Valencia isfabows:

Results of Operations
Year ended December 31,

2011 2010 2009
(In thousands)
Operating revenues $ 19,72C $ 18,907 $ 18,17¢
Operating expenses (5,679 (5,349 (6,285)
Earnings attributable to non-controlling interest $ 14,047 $ 13,56: $ 11,89(

Financial Position
December 31,

2011 2010
(In thousands)
Current assets $ 2,40t % 2,37
Net property, plant and equipment 80,78¢ 83,617
Total assets 83,19( 85,98¢
Current liabilities 767 812
Owners’ equity — non-controlling interest $ 82,42: $ 85,171

PNM leases interests in Units 1 and 2 of PVNGS uad@angements, which were entered into in 19851886, that are accounted
as operating leases. There are currently eightraepéease agreements with eight different trudiese beneficial owners are fidifferen
institutional investors. PNM is not the legal ox tavner of the leased assets. The beneficial owofeitse trusts possess all of the voting col
and pecuniary interests in the trusts. As describédbte 7, PNM has an option to purchase the tbassets at appraised value at the end
leases, but does not have a fixed price purchasenognd does not provide residual value guaranted$! has options to renew the lease
fixed rates set forth in the leases for tyears beyond the termination of the original letses. The option periods on certain leases m.
further extended for up to an additional gears if the appraised remaining useful lives aaid falue of the leased assets are greatet
parameters set forth in the leases. Under GAARgethenewal options are considered to be variabdedsts in the trusts and result in the ti
being
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considered variable interest entities. PNM is atljigated to make payments to the trusts for tiedoled semannual lease payments, wh
net of amounts that will be returned to PNM throutghownership in related lessor notes, aggrega®® 3 millionover the remaining terms
the leases. Under certain circumstances (for ex@nfiplal shutdown of the plant, the NRC issuingcsfied violation orders with respect
PVNGS, or the occurrence of specified nuclear es)e®NM would be required to make specified payméntthe beneficial owners and t
title to the leased interests. If such an eventdwirred as of December 31, 2QIRNM could have been required to pay the benéfiviaer:
up to approximately $178.3 millionwhich would result in PNM taking ownership of tleased assets and termination of the leases. P
no other financial obligations or commitments te thusts or the beneficial owners. Creditors of tiugts have no recourse to PNdVHsse
other than with respect to the contractual leagengats. PNM has no additional rights to the assktke trusts other than the use of the le
assets. PNM has no assets or liabilities recoraeiisoConsolidated Balance Sheets related to tiestrother than accrued lease paymer
$26.0 million at December 31, 2011 and 2010 , whichincluded in other current liabilities on thenSolidated Balance Sheets. See Note 7.

PNM has evaluated the PVNGS lease arrangementz@rmduded that it does not have the power to ditleetactivities that ma
significantly impact the economic performance o tinusts and, therefore, is not the primary beraficof the trusts under GAAP. T
significant factors considered in reaching thisaosion are: the periods covered by fixed priceevesd options are significantly shorter tl
the anticipated remaining useful lives of the asgmrticularly since the operating licenses ferplants were extended for twerngars throug
2045 for Unit 1 and 2046 for Unit 2 ; PNMbnly financial obligation to the trusts is to reake fixed lease payments and the payments ¢
vary based on the output of the plants or theifguerance; during the lease term, the economic pmdace of the trusts is substantially fi
due to the fixed lease payments; PNM is only onsesferal participants in PVNGS and is not the dpegaagent for the plants, so does
significantly influence the day-tday operations of the plants; furthermore, the afems of the plants, including plans for tl
decommissioning, are highly regulated by the NRf@ying little room for the participants to oper#tie plants in a manner that impacts
economic performance of the trusts; the economifopeance of the trusts at the end of the leasedds dependent upon the fair value
remaining lives of the plants at that time, whick determined by factors such as power pricespokitfor nuclear power, and the impact
potential carbon legislation or regulation, all atiare outside of PNM’control; and while PNM has some potential berfeditn its renewe
options, the vast majority of the value at the efithe leases will accrue to the beneficial owrtdrthe trusts, particularly given increases ir
value of existing nuclear generating facilities,iethhave no GHG, resulting from potential carbagidtation or regulation.

PNM has a PPA covering the entire output of Deltaich is a variable interest under GAAP. This agement was entered into priol
December 31, 2003 and PNM has been unsuccesshltéining the information necessary to determinie i§ the primary beneficiary of t
entity that owns Delta, or to consolidate that tgrifiit were determined that PNM is the primarynkéciary. Accordingly, PNM is unable
make those determinations and, as provided in GA®Rtinues to account for this PPA as an operddage. PNM makes fixed and varie
payments to Delta under the PPA. PNM also contt@sdispatch of the generating plant, which imp#uésvariable payments made undel
PPA and impacts the economic performance of thigyethiat owns Delta. For the years ended Decembef811 , 2010 , and 20QPNM
incurred fixed payments of $6.0 million , $6.0 neill , and $6.4 million and variable payments of5$illion , $0.4 million , ands0.4 millior
under the PPA. PNM'’s only quantifiable obligationder the PPA is to make the fixed payments, whichfaDecember 31, 201,laggregate
$51.1 millionthrough the end of the PPA in 2020. PNM will alsy wariable costs, which cannot be guantified stheeamounts are based
how much the generating plant is in operation. PiNdd no other obligations or commitments with respeelta.
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(10) Earnings Per Share

In accordance with GAAP, dual presentation of basid diluted earnings (loss) per share has beesemied in the Consolidal
Statements of Earnings (Loss) of PNMR. Informatiegarding the computation of earnings (loss) paresis as follows:

Year Ended December 31,
2011 2010 2009
(In thousands, except per share amounts)

Earnings (Loss) Attributable to PNMR:

Earnings (loss) from continuing operations $ 190,93: % (31,129 $ 65,93
Earnings from continuing operations attributablé&/tdencia Non-controlling
Interest (14,047 (13,567 (11,890
Preferred stock dividend requirements of subsidiary (52¢) (52¢) (52¢)
Earnings (loss) from continuing operations attrétlé to PNMR 176,35¢ (45,214 53,51¢
Earnings from discontinued operations — — 70,80:
Net Earnings (Loss) Attributable to PNMR $ 176,35¢ $ (45,21 $ 124,31t
Average Number of Common Shares:
Outstanding during year 85,55¢ 86,67 86,63«
Equivalents from convertible preferred stock (NBte 3,46¢ 4,77¢ 4,77¢
Vested awards of restricted stock 174 10€ 23
Average Shares - Basic 89,20: 91,557 91,43¢
Dilutive Effect of Common Stock Equivalents®:
Stock options and restricted stock 55€ — 23€
Average Shares — Diluted 89,757 91,557 91,67:
Per Share of Common Stock — Basic:
Earnings (loss) from continuing operations $ 19¢ % 0.49 % 0.5¢
Earnings from discontinued operations — — 0.7¢
Net Earnings (Loss) $ 19¢ $ 0.49 ¢ 1.3¢€
Per Share of Common Stock — Diluted:
Earnings (loss) from continuing operations $ 19¢ $ 0.49 % 0.5¢
Earnings from discontinued operations — — 0.7¢
Net Earnings (Loss) $ 19¢ % 0.49 % 1.3¢€

@ Excludes out-of-the-money options for 1,591,&tares of common stock at December 31, 2011. Duestes in the year enc
December 31, 2010, no potentially dilutive secesitare reflected in the average number of commarestused to compute earni
(loss) per share since any impact would be antitisieé. See Note 13.
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(11) Income Taxe:!

PNMR
PNMR'’s income taxes (benefit) from continuing opienas consist of the following components:

Year Ended December 31,

2011 2010 2009
(In thousands)
Current federal income tax $ 1,31¢ $ (52,18 $ (81,967)
Current state income tax (4,209 (15,529 (3,770
Deferred federal income tax 119,28( 28,36« 112,707
Deferred state income tax 7,462 9,52: 4,39:
Amortization of accumulated investment tax credits (2,319 (2,429 (2,549
Total income taxes (benefit) $ 121,53 % (32,25H % 28,81¢

PNMR’s provision for income taxes from continuing opierad differed from the federal income tax compuaedhe statutory rate {
each of the years shown. The differences are atétibe to the following factors:

Year Ended December 31,

2011 2010 2009
(In thousands)

Federal income tax at statutory rates $ 109,36 $ (22,189 $ 33,16:
First Choice goodwiill 15,05¢ — —
Investment tax credits (2,319 (2,429 (2,549
Flow-through of depreciation items 3,65¢ 3,99t 3,771
Earnings attributable to non-controlling interesMalencia (4,917 (4,747 (4,162
State income tax 3,39t (6,312 344
Other (2,709 (579 (1,755

Total income taxes (benefit) $ 121,53¢ % (32,259 % 28,81¢
Effective tax rate 38.9% 50.8% 30.41%
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The components of PNMR’s net accumulated defemmedme tax liability were:

December 31,
2011 2010
(In thousands)

Deferred tax assets:

Net operating loss $ 86,98 $ 72,95(
Pension 50,51¢ 58,26
Regulatory liabilities related to income taxes 49,41 17,03%
Optim Energy — 46,50¢
Other 109,87! 96,37¢
Total deferred tax assets 296,78t 291,14:
Deferred tax liabilities:
Depreciation and plant related (697,529 (579,509
Investment tax credit (15,77)) (18,089
Regulatory assets related to income taxes (56,317 (53,28))
Stranded costs (28,439 (33,28))
Other (168,68) (164,28
Total deferred tax liabilities (966,739 (848,45()
Net accumulated deferred income tax liabilities (669,95() (557,309
Current accumulated deferred income tax (assdtitia 9,08( (88¢€)
Non-current accumulated deferred income tax ligbili $ (660,87() $ (558,19))

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

Year Ended
December 31, 2011
(In thousands)

Net change in deferred income tax liability perabtable $ 112,64:
Change in tax effects of income tax related regmjeassets and liabilities 29,421
Tax effect of mark-to-market adjustments (35€)
Tax effect of excess pension liability (50¢)
Adjustment for uncertain income tax positions (16,55%)
Other (225)

Deferred income taxes $ 124,42.
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PNM
PNM'’s income taxes (benefit) from continuing opimas consist of the following components:

Year Ended December 31,

2011 2010 2009
(In thousands)
Current federal income tax $ (46,369 $ (77,69) $ (64,347
Current state income tax (6,77¢€) 43¢ (13,62))
Deferred federal income tax 78,67: 109,17( 77,264
Deferred state income tax 14,21 6,93¢ 16,97«
Amortization of accumulated investment tax credits (2,319 (2,429 (2,549
Total income taxes $ 37,427 $ 36,427 % 13,72¢

PNM'’s provision for income taxes from continuing opiensd differed from the federal income tax computé¢dhe statutory rate {
each of the years shown. The differences are at#iite to the following factors:

Year Ended December 31,

2011 2010 2009
(In thousands)

Federal income tax at statutory rates $ 37,08¢ $ 37,55 % 15,96¢
Investment tax credits (2,319 (2,429 (2,549
Flow-through of depreciation items 3,65¢ 3,99/ 3,77¢
Earnings attributable to non-controlling interest/ialencia (4,917 (4,749 (4,1672)
State income tax 4,791 4,743 1,93¢
Other (879 (2,689 (1,247

Total income taxes $ 37,427  $ 36,427 $ 13,72¢
Effective tax rate 35.32% 33.95% 30.0¢%
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The components of PNM’s net accumulated deferrednre tax liability were:

December 31,
2011 2010
(In thousands)

Deferred tax assets:

Net operating loss $ 72,61F $ 66,32(
Pension 54,27( 61,05¢
Regulatory liabilities related to income taxes 43,57¢ 10,77¢
Other 47,26 52,16
Total deferred tax assets 217,72t 190,31!
Deferred tax liabilities:
Depreciation and plant related (570,279 (476,53)
Investment tax credit (15,777 (18,089
Regulatory assets related to income taxes (45,33) (42,070
Other (123,099 (128,15))
Total deferred tax liabilities (754,479 (664,84
Net accumulated deferred income tax liabilities (536,757 (474,529
Current accumulated deferred income tax liability 16,56: 9,78:
Non-current accumulated deferred income tax ligbili $ (520,190 $ (464,749

The following table reconciles the change in PNMet accumulated deferred income tax liabilitythte deferred income tax ben
included in the Consolidated Statement of Earnings:

Year Ended
December 31, 2011
(In thousands)

Net change in deferred income tax liability perabtable $ 62,22:
Change in tax effects of income tax related regmjeassets and liabilities 29,53¢
Tax effect of mark-to-market adjustments 367
Tax effect of excess pension liability (360)
Adjustment for uncertain income tax positions (2,196
Other (6)

Deferred income taxes $ 90,56
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TNMP
TNMP’s income taxes from continuing operations ésinsf the following components:

Year Ended December 31,

2011 2010 2009
(In thousands)
Current federal income tax $ (3,57¢) $ 3532 $ (25,237
Current state income tax 1,981 1,76¢€ 1,58¢
Deferred federal income tax 15,50 4,77% 31,66¢
Deferred state income tax (29 (29 (26)
Total income taxes $ 13,88] $ 10,04« $ 7,98¢

TNMP’s provision for income taxes differed from the fedéncome tax computed at the statutory rate &mheof the periods shov
The differences are attributable to the followiagtbrs:

Year Ended December 31,

2011 2010 2009
(In thousands)
Federal income tax at statutory rates $ 12,64¢  $ 9,10¢ $ 7,05
State income tax 1,28¢ 1,14¢ 1,03
Other (55) (219 (100)
Total income taxes $ 13,88 % 10,04 % 7,98t
Effective tax rate 38.41% 38.5%% 39.62%

The components of TNMP’s net accumulated defemedre tax liability at December 31, were:

December 31,
2011 2010
(In thousands)

Deferred tax assets:

Regulatory liabilities related to income taxes $ 583t % 6,25¢
Other 16,04 16,63¢
Total deferred tax assets 21,87¢ 22,891
Deferred tax liabilities:
Depreciation and plant related (125,270) (103,45¢)
Stranded costs (28,439 (33,28))
Regulatory assets related to income taxes (10,98 (11,217
Other (14,119 (15,18
Total deferred tax liabilities (178,807 (163,149
Net accumulated deferred income tax liabilities (156,929 (140,249
Current accumulated deferred income tax (asset) (2,272) (1,87¢)
Non-current accumulated deferred income tax ligbili $ (159,19) $ (142,127
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The following table reconciles the change in TNBIRet accumulated deferred income tax liabilityhe deferred income tax ben

included in the Consolidated Statement of Earnings:

Year Ended
December 31, 2011
(In thousands)

Net change in deferred income tax liability perabtable $ 16,68(
Change in tax effects of income tax related regmeassets and liabilities (112)
Tax effect of excess pension liability (14¢)
Adjustments for uncertain income tax positions (87)
Other (855)

Deferred income taxes $ 15,47¢

GAAP requires that the Company recognize only thigact of tax positions that, based on their tedinieerits, are more likely than 1
to be sustained upon an audit by the taxing authdkireconciliation of unrecognized tax benefigxgenses) is as follows:

Balance at December 31, 2008
Additions based on tax positions related to 2009
Reductions for tax positions of prior years
Settlements

Balance at December 31, 2009
Additions based on tax positions related to 2010
Reductions for tax positions of prior years
Settlements

Balance at December 31, 2010
Additions based on tax positions related to 2011
Reductions for tax positions of prior years
Settlements

Balance at December 31, 2011

PNMR PNM TNMP
(In thousands)

$ 16,38¢ $ 69 $ 541
6,63 (287) 6,25¢

(430 — —

22,59: (21¢) 6,79¢€

13,51« 12,13¢ 99z

36,10¢ 11,91¢ 7,78¢
(790) (717) (74)
(15,739 (449) (23

$ 19,58( $ 10,75: $ 7,701

Included in the balance at December 31, 2011 ar@ $8lion and $0.5 milliorof unrecognized tax benefits that, if recognizeduld
affect the effective tax rate for PNMR and PNM. arf TNMP’s unrecognized tax benefits at Decemler2®11would affect the effecti
tax rate if recognized. The Company believes thas reasonably possible that approximately $16iiam of PNMR’s unrecognized t:
expenses, $8.7 million of PNM’s unrecognized tagemses, and $7.5 million of TNM®unrecognized tax benefits will be reduced otesit

2012 as a result of the conclusion of income tam@rations.

Estimated interest income related to refunds thea@amy expects to receive is included in Other Ine@nd estimated interest expe
and penalties related to potential cash settlememetsncluded in Interest Expense in the Consddi&tatements of Earnings (Loss). Inte

income (expense) related to income taxes is asvisl|

2011
2010
2009

PNMR PNM TNMP
(In thousands)
467 $ 401 $ 2
397 $ 465 % (8)
6,41¢ $ 7,74 $ (6)
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Accumulated accrued interest receivable (payakle}ed to income taxes is as follows:

PNMR PNM TNMP
(In thousands)

December 31, 2011:
Accumulated accrued interest receivable $ 355 $ 3552 $ —

Accumulated accrued interest payable $ (1,107 $ (29) $ (113
December 31, 2010:

Accumulated accrued interest receivable $ 4,001 $ 4,001 $ =

Accumulated accrued interest payable $ 1,179 $ (23) $ (115)

The Company files a federal consolidated and séceresolidated and separate state income tax itilitre tax years prior to 2003
closed to examination by either federal or statetpauthorities. Tax year 2003 is open for exariamaonly for certain items. Tax year 200
closed to examination by federal and state taxitgaities. Other tax years are open to examindiipfederal and state taxing authorities
December 31, 2011 , the Company has $139.9 mififdaderal net operating loss carryforwards thatiexin 2030 and $24.3 millioof federa
tax credit carryforwards that expire beginning B22. State net operating losses expire beginning0it5 and vary from federal due
differences between state and federal tax law.

(12) Pension and Other Postretirement Benefit

PNMR and its subsidiaries maintain qualified dedirfenefit pension plans, postretirement benefihplproviding medical and der
benefits, and executive retirement programs (“PN&hE” and “TNMP Plans”)PNMR maintains the legal obligation for the bergefitved t
participants under these plans. As discussed i [RptPNM completed the sale of its gas operationdMIGC on January 30, 2009. P!
retained the obligations under the defined bempefitsion plans and executive retirement plans nglat employees that transferred to NV
upon the sale. NMGC assumed the postretirementaalegind dental obligations for the transferred @ygés. The periodic costs or incom
the PNM Plans and TNMP Plans are included in regdlaates to the extent attributable to regulateerations. In addition, PNM receive
regulated return on the amount it has funded fopénsion plan in excess of the periodic costaorire.

Participants in the PNM Plans include eligible enyples and retirees of PNMR and other subsidiafieBNMR. Participants in tt
TNMP Plans include eligible employees and retirgeENMP and other subsidiaries of TNP. The PNM pem®plan was frozen at the enc
1997 with regard to new participants, salary lewgld benefits. Through December 31, 2007, additiorealited service could be accrued ui
the PNM pension plan up to a limit determined bg agd service. The TNMP pension plan was frozebegember 31, 2005 with regarc
new participants, salary levels and benefits.

GAAP requires a plan sponsor to (a) recognizesirstatement of financial position an asset foraa’ploverfunded status or a liabi
for a plan’s underfunded status; (b) measure apkssets and its obligations that determine iteléa status as of the end of the emplayer’
fiscal year; and (c) recognize changes in the fdretatus of a defined benefit postretirement phathé year in which the changes occur. ¢
changes are reported in other comprehensive income.

GAAP also requires unrecognized prior service castd unrecognized gains or losses to be recordedO@| and subsequen
amortized. The amortization of these incurred cestk ultimately be included as pension and posteetent periodic cost or income
subsequent years. To the extent the amortizatidhesie items will ultimately be recovered in futtages, PNM and TNMP record the costs
regulatory asset or regulatory liability.

The Company has in place, for the PNM Plans and PNIN&ans, a policy that defines the investment abjes, establishes performal
goals of the asset managers and provides procefiurdse manner in which investments are to beeneeid. The plans implement investrr
strategies to achieve the following objectives:

. Maximize the return on assets, commensurate wéhigk that the Corporate Investment Committee degppropriate to: me
the obligations of the pension plans and otherrptisgment benefits plans; minimize the volatildl expense and account
contingencies

. Generate a rate of return for the total portfafiattequals or exceeds the actuarial investmenasstemptio

. Transition asset mix over time to a higher promortdof high quality fixed income investments as filens' funded stat
improves
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Management is responsible for the determinatiothefasset target mix and the expected rate ofrrelire target asset allocations
determined based on consultations with externastment advisors. The expected ldagn rate of return on pension and postretireméan
assets is calculated on the martadtted value of assets. GAAP requires that agamls and losses on pension and postretirementasiset
be recognized in the market-related value of assguslly over a period of not more than five yearsich reduces year-tgear volatility. Fo
the PNM Plans and TNMP Plans, the market-relatddevaf assets is equal to the prior yeamarket related value of assets adjuste
contributions, benefit payments and investmentgaind losses that lie within a corridor of plusvdnus 4.0%around the expected return
market value. Gains and losses that lie outsidedneédor are amortized over five years. This markdated valuation recognizes the portio
return that is outside the range over a fiyear period from the year in which the return oscus such, the future value of assets wil
impacted as previously deferred returns are recbrde

In March 2010, the Patient Protection and AfforgaBlare Act and the Health Care and Education Rdaiimn Act of 2010 wer
signed into law. This legislation expands healtte @overage to individuals and will largely be feddhrough tax increases. One provision
will impact certain companies significantly is teémination of the tax deductibility of the MedieaPart D subsidy. The Company does
expect any significant impact on its financial staénts as a result of the legislation.

In June 2010, the Preservation of Access to Cardviedicare Beneficiaries and Pension Relief Act wasacted. The act contain
provision designed to lower required contributioies pension plans by offering extended amortizatinathods for shortfalls resulti
from recent losses in asset market value. The @ogip pension plans were allowed relief for lossesurring in any twoyears within th
20092011 periods. The Company elected this reliefykar 2009 and 2010 for the PNM Plan and 2010 aid 26r the TNMP Plan. TI
impacts of this legislation have been reflectedstimated future contributions to the pension plans

Pension Plans

For defined benefit pension plans, including thecetive retirement plans, the PBO represents thedal present value of all bene
attributed by the pension benefit formula to empbyservice rendered prior to that date using astomnspregarding future compensat
levels. The APBO represents the PBO without comsigduture compensation levels. Since the plaedzen, the PBO and APBO are ec
The following table presents information about BRO, fair value of plan assets, and funded stdttiseoplans:

PNM Plan TNMP Plan
Year Ended December 31, Year Ended December 31,
2011 2010 2011 2010
(In thousands)

PBO at beginning of year $ 593,45 §$ 545,74 $ 72,26( $ 68,63¢
Service cost — — — —
Interest cost 32,80¢ 34,07: 3,80( 4,12¢
Actuarial (gain) loss 1,197 51,37¢ (2,799 5,11z
Benefits paid (38,58¢) (37,747 (6,037) (5,61%)

PBO at end of year 588,87- 593,45 67,23¢ 72,26(

Fair value of plan assets at beginning of year 392,78t 360,85« 60,38 57,74+
Actual return on plan assets 31,67 51,72¢ 4,44 8,01:
Employer contributions 41,51 17,95: 1,151 24t
Benefits paid (38,589 (37,74 (6,037) (5,615

Fair value of plan assets at end of year 427,38t 392,78t 59,95 60,381

Funded status-asset (liability) for pension besefit $ (161,48) $ (200,669 % (7,282 $ (11,879
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The following table presents pre-tax informatiomatoprior service cost and net actuarial (gain iosAOCI as of December 31, 2011

PNM Plan TNMP Plan
December 31,
December 31, 2011 2011
Prior service Net actuarial Net actuarial
cost (gain) loss (gain) loss

(In thousands)
Amounts in AOCI not yet recognized in net periob@nefit cost (income) at

beginning of year $ 314 $ 133,15: $ 521
Experience loss (gain) — 6,601 (1,869
Regulatory asset (liability) adjustment 3 (1,5972) 1,35¢
Amortization recognized in net periodic benefittcscome) (240 (4,079 (16)
Amounts in AOCI not yet recognized in net periobl@nefit cost (income) at end ¢

year $ 171 $ 134,08¢ $ —
Amortization expected to be recognized in 2012 $ (13¢) $ (4,579 $ —

The following table presents the components ofeeindic benefit cost (income) recognized in thex§&idated Statements of Earni
(Loss):
Year Ended December 31,

2011 2010 2009
(In thousands)

PNM Plan
Service cost $ — 3 — $ =
Interest cost 32,80¢ 34,07: 34,43¢
Expected return on plan assets (37,079 (37,359 (38,769)
Amortization of net (gain) loss 9,20¢ 6,45( 3,81¢
Amortization of prior service cost 317 317 317
Net periodic benefit cost (income) $ 5,25t  $ 3,48¢ $ (189
TNMP Plan
Service cost $ — $ — —
Interest cost 3,80(C 4,12¢ 4,39¢
Expected return on plan assets (5,470 (5,799 (6,099
Amortization of net (gain) loss 34¢€ — —
Amortization of prior service cost — — —
Net periodic benefit cost (income) $ (1,329 $ (2,668 $ (2,697)
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The following significant weightedverage assumptions were used to determine thedPB@et periodic benefit cost (income). Sh
actual experience differ from actuarial assumptitims PBO and net periodic benefit cost (incomedidde affected.

Year Ended December 31,

PNM Plan 2011 2010 2009
Discount rate for determining December 31 PBO 5.67% 5.72% 6.47%
Discount rate for determining net periodic benedist (income) 5.72% 6.47% 7.25%
Expected return on plan assets 8.5(% 8.75% 8.75%
Rate of compensation increase N/A N/A N/A
TNMP Plan

Discount rate for determining December 31 PBO 5.65% 5.5(% 6.31%
Discount rate for determining net periodic benedist (income) 5.5(% 6.31% 7.25%
Expected return on plan assets 8.5(% 8.75% 8.75%
Rate of compensation increase N/A N/A N/A

The assumed discount rate for determining the PB® determined based on a review of long-term higllgbonds and management’
expectations. Changes in discount rates resultetieases in the PNM PBO of $2.8 million and $4tiBion at December 31, 2011 and 2(
Changes in discount rates resulted in a decreaeiTNMP PBO of $1.2 million at December 31, 2@t an increase of $5.1 millica
December 31, 2010. In addition, the PNM PBO inceddsy $9.0 milliorat December 31, 2010 due to changes in demogragHiesmpacts
other changes in assumptions and experience wersignificant. These changes are reflected as Aatu@ain) loss above. In 2009,
actuarial loss of $9.6 milliomesulted from changes in demographics associattd emirly retirement of PNM Gas employees transteto
NMGC. Although under GAAP a curtailment did not agcGAAP required measuring the effects of the otidua in the work force in the sai
manner as a curtailment for purposes of determitfirgyain or loss on the sale of gas operationis. &6 million, which is not included in n
periodic benefit (income) cost above, was recoghie® a loss reducing the gain on the sale of PNBl 882011, TNMP had an actuarial |
due to changes in demographics associated witkaHg retirement of FCP employees. The loss wassiguiificant and is not included in t
net periodic benefit (income) cost above.

The expected lonterm rate of return on plan assets reflects theagesrate of earnings expected on the funds indesteto b
invested, to provide for the benefits includedtie PBO. Factors that are considered include, linat limited to, historic returns on p
assets, current market information on long-ternurreg (e.g., longerm bond rates) and current and target assetasitms between as:
categories. The expected long-term rate of retasumption for the PNM and TNMP pension plans comspéo the actual return of 8.08fc¢
7.7% for the year ended December 31, 2011 . lbthier factors were to remain unchanged, a 1% dsergathe expected lortgrm rate ¢
return would cause PNM’s and TNMP’s 2012 net pedaost to increase $5.0 million and $0.6 milli@malogous changes would result fro
1% increase).

The Company's longerm pension investment strategy is to invest seswhose values are correlated with the pengbility. The
Company has chosen to implement this strategy kramswnability Driven Investing ("LDI") by increasinthe liability matching investments
the funded status of the pension plans improvess# tiability matching investments are currentkefl income securities. The pension p
current targeted asset allocation is 42% equitld8p fixed income, and 17%lternative investments. Equity investments arenarily in
domestic securities that include large, mid, andlspapitalization companies. The pension planshal0%targeted allocation to equities
companies domiciled primarily in developed coumtrieitside of the United States. This category thetuactively managed international
domestic equity securities that are benchmarkethsiga variety of style indices. Fixed income invesnts are primarily corporate bond:
companies from diversified industries, and govemnsecurities. Alternative investments include stwgents in hedge funds, real estate ft
and private equity funds. The hedge funds and feieguity funds are structured as multi-managetirstriategy fund of funds to achiev
diversified position in these asset classes. Thigédéunds pursue various absolute return strategiels as relative value, lorsdport equity, an
event driven. Private equity fund strategies inelmtezzanine financing, buyuts, and venture capital. The real estate invastisestructure
as an opernded, commingled private real estate portfolid theests in a diversified portfolio of assets umihg commercial property a
multi-family housing. See Note 8 for fair valuednfnation concerning assets held by the pensiorsplan
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The following pension benefit payments are expetidae paid:

PNM TNMP
Plan Plan
(In thousands)

2012 $ 40,80¢ $ 6,69(
2013 41,75¢ 5,80¢
2014 42,53¢ 6,23¢
2015 43,18: 6,04¢
2016 43,71* 5,69(
Years 2017 — 2021 222,07: 25,71t

There was a significant decline in the generaleplavels of marketable equity securities held &y fglension plans in late 2008 ani
early 2009. Such declines have been partially bffseprice increases through 2010. PNM and TNMPabemaking contributions to t
pension plans in 2010. Based on current law arichass of portfolio performance, contributions e fpension plan trust are estimated t
$77.7 million in 2012 and a total of $85.3 millifor 2013-2016 for PNM and $5.3 million in 2012 amdbotal of $1.8 million for 2013-2016r
TNMP. These anticipated contributions were deveadopging current funding assumptions with a discoat# of 5.3% Actual amounts to |
funded in the future will be dependent on the agallassumptions at that time, including the appidp discount rate.

Other Postretirement Benefit Plans

For postretirement benefit plans, the APBO is tbarial present value as of a date of all futueadits attributed under the term:
the postretirement benefit plan to employee semgoéered to that date.

The following table presents information about 4#BO, the fair value of plan assets, and the furslatuis of the plans:

PNM Plan TNMP Plan
Year Ended December 31, Year Ended December 31,
2011 2010 2011 2010
(In thousands)

APBO at beginning of year $ 99,48¢ $ 122,417 $ 12,15: $ 11,55¢
Service cost 25¢ 41¢ 30¢€ 28¢
Interest cost 5,37¢ 7,65( 654 711
Participant contributions 2,20¢ 1,732 281 257
Actuarial (gain) loss 712 (17,959 (862) (11€)
Benefits paid (10,31H (9,33)) (1,18%) (543
Plan amendments (1,505 (5,449 — —

APBO at end of year 96,22 99,48¢ 11,34« 12,15:

Fair value of plan assets at beginning of year 61,74¢ 57,12¢ 8,59¢ 7,09
Actual return on plan assets 2,26: 9,771 262 1,214
Employer contributions 2,87: 2,451 351 57t
Participant contributions 2,20¢ 1,732 281 257
Benefits paid (10,31% (9,33)) (1,187 (5439

Fair value of plan assets at end of year 58,77¢ 61,74¢ 8,30¢ 8,59¢

Funded status-asset (liability) $ (37,44%) $ (37,73) $ (3,047 $ (3,55€)

As a result of the sale of gas operations on Jgr@@r2009, $15.7 million of the APBO liability wasnsferred to the
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purchaser and PNM recognized unamortized priorigecosts resulting in a $2.9 milliggain, which is not included in net periodic benetis
below. In 2011, TNMP had an actuarial gain duehtangies in demographics associated with the eaihgmeent of FCP employees. The ¢
was not significant and is not included in the petiodic benefit (income) cost below.

The following table presents pre-tax informatiomatprior service cost and net actuarial (gain} iosAOCI as of December 31, 2011 .

PNM Plan TNMP Plan
December 31, 2011 December 31, 2011
Prior service Net actuarial Prior Net actuarial
cost (credit) (gain) loss service cost (gain) loss

(In thousands)
Amount in AOCI not yet recognized in net periodenkefit cost

(income) at beginning of year $ (882) $ 3,187 $ 12 % (110
Experience loss (gain) (1,50%) 3,831 — (431)
Regulatory asset (liability) adjustment 2,164 (5,940 (12) 537
Amortization recognized in net periodic benefittcscome) 10z (129 @ 4
Amounts in AOCI not yet recognized in net periobl@nefit

cost (income) at end of year $ (121) $ 96C $ — 3 =
Amortization expected to be recognized in 2012 $ 35 $ (100) $ — % —

The following table presents the components ofpeeibdic benefit cost recognized in the Consolid&&atements of Earnings (Loss):

Year Ended December 31,
2011 2010 2009
(In thousands)

PNM Plan
Service cost $ 25¢ % 41¢  $ 417
Interest cost 5,37¢ 7,65( 7,38¢
Expected return on plan assets (5,389 (5,572) (5,837)
Amortization of net (gain) loss 3,20¢ 5,48¢ 3,29(
Amortization of prior service credit (2,64 (4,147 (4,267)
Net periodic benefit cost $ 80¢€ $ 3,84: $ 1,001
TNMP Plan
Service cost $ 306 $ 28¢ § 26C
Interest cost 654 711 733
Expected return on plan assets (539 (5149 (495)
Amortization of net (gain) loss (193 (295) (265)
Amortization of prior service cost 60 6C 60
Net periodic benefit cost $ 294 $ 351 $ 292

The following significant weightedverage assumptions were used to determine the AfBIOhet periodic benefit cost. Should ac
experience differ from actuarial assumptions, tfB® and net periodic benefit cost would be affected
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Year Ended December 31,

PNM Plan 2011 2010 2009
Discount rate for determining December 31 APBO 5.7(% 5.5%% 6.42%
Discount rate for determining net periodic benedist 5.5% 6.42% 7.25%
Expected return on plan assets 8.5(% 8.7% 8.7%%
Rate of compensation increase N/A N/A N/A
TNMP Plan

Discount rate for determining December 31 APBO 5.7(% 5.5% 6.42%
Discount rate for determining net periodic benedist 5.5% 6.42% 7.25%
Expected return on plan assets 6.3(% 6.7(% 6.7(%
Rate of compensation increase N/A N/A N/A

The assumed discount rate for determining the APB&F determined based on a review of long-term giglde bonds ai
management’s expectations. The change in discatatresulted in an increase in the PNM APBO of $iilion at December 31, 2010.
addition, the December 31, 2010 PNM APBO decre&2€dl millionas a result of updated claims assumptions and treegree experienc
The impacts of other changes in assumptions orrepee were not significant.

The expected lonterm rate of return on plan assets reflects theagesrate of earnings expected on the funds indesteto b
invested, to provide for the benefits includedhie APBO. Factors that are considered include, bunat limited to, historic returns on p
assets, current market information on long-ternurres (e.g., longerm bond rates), and current and target assetatibms between as
categories. The expected lotegm rate of return assumption for the PNM and TNpBtretirement benefit plans compares to the hottarr
of 3.8% and 3.2% for the year ended December 311 20f all other factors were to remain unchanged% decrease in the expected long-
term rate of return would cause PNM’s and TNMP’'4d2postretirement benefit cost to increase $0.@6ianiland $0.1 million(analogou
changes would result from a 1% increase).

TNMP’s exposure to cost increases in the postratireg benefit plan is minimized by a provision thatits TNMP’s share of cos
under the plan. Costs of the plan in excess ofithieare wholly borne by the participants. TNMRaoked the cost limit at the end of 2001. ,
result, a one-percentage-point change in assurradthleare cost trend rates would have no effeaither the net periodic expense or the year-
end APBO.

The following table shows the assumed health caséteend rates:

PNM Plan
December 31,
2011 2010
Health care cost trend rate assumed for next year 7.5% 8.C%
Rate to which the cost trend rate is assumed tlinge(the ultimate trend rate) 5.C% 5.C%
Year that the rate reaches the ultimate trend rate 2017 2017

The following table shows the impact of a one-petage-point change in assumed health care cost tedes:

PNM Plan

1-Percentage- 1-Percentage-
Point Increase Point Decrease

(In thousands)
Effect on total of service and interest cost $ 424 $ (365)
Effect on APBO $ 6,21t $ (5,417

The Companys other postretirement benefit plans invest in dfplio that is diversified by asset class and estgtrategies. The ott
postretirement benefit plans use the same pensied income and equity investment managers andeitihe same
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overall investment strategy as described abovetHer pension plans, except there is no allocatioralternative investments. The ot
postretirement benefit plans have an asset altwtati 70% equities and 30%ixed income. See Note 8 for fair value informaticoncernin
assets held by the other postretirement benefiispla

The following other postretirement benefit paymentsich reflect expected future service, are exgetd be paid:

PNM TNMP
Plan Plan
(In thousands)

2012 $ 6,70¢ $ 77
2013 6,87¢ 78C
2014 7,13¢ 797
2015 7,27( 79¢
2016 7,52( 81€
Years 2017 — 2021 38,93 4,157

PNM expects to make contributions totaling $2.5lioil to the PNM postretirement benefit plan in 201ZNMP expects to ma
contributions totaling $0.2 million to the TNMP patirement benefit plan in 2012 .

Executive Retirement Programs

For the executive retirement programs, the follgutiable presents information about the PBO andddredatus of the plans:

PNM Plan TNMP Plan
Year Ended Year Ended
December 31, December 31,
2011 2010 2011 2010
(In thousands)

PBO at beginning of year $ 17,02 $ 17,00¢ $ 884 $ 867
Service cost — — — —
Interest cost 93C 1,054 46 52
Actuarial (gain) loss (252) 473 8 59
Benefits paid (2,507 (1,51 (99) (99)

PBO at end of year-funded status 16,19: 17,02( 844 884

Less current liability 1,43¢ 1,47¢ 89 89
Non-current liability $ 14758 $ 1554. §$ 758§ 79t

The following table presents pre-tax informatiomatnet actuarial loss in AOCI as of December 31,12

December 31, 2011

PNM Plan TNMP Plan
(In thousands)
Amount in AOCI not yet recognized in net periodenkefit cost at beginning of year  $ 158t $ =
Experience loss (gain) (252) 8
Regulatory asset (liability) adjustment 59 (8
Amortization recognized in net periodic benefittcscome) (42) —
Amount in AOCI not yet recognized in net periodankfit cost at end of year $ 1,35¢ % —
Amortization expected to be recognized in 2012 $ (36) $ —

The following table presents the components opeeibdic benefit cost recognized in the Consolid&8&atements of
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Earnings (Loss):

Year Ended December 31,
2011 2010 2009
(In thousands)

PNM Plan
Service cost $ — 3 — 3 59
Interest cost 93C 1,05¢ 1,13¢
Amortization of net loss 93 71 27
Amortization of prior service cost — — 10
Net periodic benefit cost $ 1,02¢ % 1,122 % 1,231
TNMP Plan
Service cost $ — % — 3 —
Interest cost 46 52 76
Amortization of net (gain) loss — (4) —
Amortization of prior service cost — — —
Net periodic benefit cost $ 446 9 48 $ 76

The following significant weightedverage assumptions were used to determine the dBet periodic benefit cost. Should ac
experience differ from actuarial assumptions, tBORNd net periodic benefit cost would be affected.

Year Ended December 31,

PNM Plan 2011 2010 2009
Discount rate for determining December 31 PBO 5.67% 5.72% 6.47%
Discount rate for determining net periodic benedist 5.72% 6.47% 7.25%
Long-term rate of return on plan assets N/A N/A N/A
Rate of compensation increase N/A N/A N/A
TNMP Plan

Discount rate for determining December 31 PBO 5.65% 5.5(% 6.31%
Discount rate for determining net periodic benedist 5.5(% 6.31% 7.25%
Long-term rate of return on plan assets N/A N/A N/A
Rate of compensation increase N/A N/A N/A

The assumed discount rate for determining the PR® determined based on a review of long-term higlalggbonds and management’
expectations. The impacts of changes in assumptioagperience were not significant.

The following executive retirement plan paymenthjol reflect expected future service, are expected:

PNM TNMP
Plan Plan
(In thousands)

2012 $ 1477 $ 91
2013 1,46( 90
2014 1,441 89
2015 1,41¢ 87
2016 1,39: 85
Years 2017 — 2021 6,462 37¢

Other Retirement Plans



PNMR sponsors a 401(k) defined contribution planefaible employees, including those of its sulzigs. PNMR’s

B- 78




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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011, 2010 and 2009

contributions to the 401(k) plan consist of a disionary matching contribution equal to 75% of firvst 6% of eligible compensatic
contributed by the employee on a before-tax bd&2MMR also makes a non-matching contribution randiogn 3% to 10%of eligible
compensation based on the eligible employee’s age.

PNMR also provides executive deferred compensdtarefits through an unfunded, nqualified plan. The purpose of this plan i
permit certain key employees of PNMR who particpat the 401(k) defined contribution plan to def@mpensation and receive cre
without reference to the certain limitations on tritnutions. Eligible employees are allowed to semean after-tax basis.

A summary of expenses for these other retirememtspis as follows:

Year Ended December 31,
2011 2010 2009
(In thousands)

PNMR
401(k) plan $ 17,00C $ 17,19¢ $ 16,74%
Non-qgualified plan $ 1,931 $ 2500 $ 2,07:
PNM
401(K) plan $ 12,547 $ 12,78¢ $ 11,69¢
Non-qualified plan $ 1,407 $ 1871 $ 1,29¢
TNMP
401(k) plan $ 3,72: $ 3,49 $ 3,32t
Non-qualified plan $ 431 % 47¢ S 40t

(13) Stock-Based Compensation Plar

PNMR has various types of stoblesed compensation programs, including stock optioestricted stock and performance st
granted under the Performance Equity Plan (“PEMIT)stock-based compensation is granted througbksb@ased employee compensation p
maintained by PNMR. Although certain PNM and TNMptoyees participate in the PNMR plans, PNM and T™Mib not have separ
employee stock-based compensation plans. In 206&1Company changed its approach to awarding diaskd compensation. As a result
stock options were granted in 2011 and awardsstficeed stock increased.

Performance Equity Plan

The PEP provides for the granting of ngualified stock options, restricted stock rightsyfprmance shares, performance units,
stock appreciation rights to officers, key emplaesnd noremployee board members. Generally, the awards&edily over three years fr
the grant date of the award. However, plan prowusiprovide that upon retirement, participants bexd®0%vested in stock awards. The tt
number of shares of PNMR common stock subjectltavedrds under the PEP may not exceed 12.34 mili@mmes, subject to adjustment ui
certain circumstances defined in the PEP. The nurobeshares of PNMR common stock subject to thentgad restricted stock righ
performance shares and units and stock apprecidagiots is limited to 3.24 million shares. Réeing of stock options is prohibited unl
specific shareholder approval is obtained.

Source of Shares

The source of shares for exercised stock optioelyedy of vested restricted stock, and performasitares is shares acquired on
open market by an independent agent, rather thatyngsued shares.

Accounting for Stock Awards

The unearned stodkased compensation related to stock options amdcted stock awards is being amortized to compmsa&xpens
over the requisite vesting period, which is gergratjually over three years. However, compensatiqmense for stock options and restri
stock awards to participants that are retiremegtbdé on the grant date is recognized immedia&tlyhe grant date and is not amortized
the vesting period. The Company records compensatiat for performance stock awards based upoogierestimates of the levels that
performance targets will be achieved.
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Total compensation expense for stock-based payeweahgements recognized by PNMR for the years emismember 31, 2011
2010 , and 2009 was $6.2 million , $2.2 millionnda$2.2 million . Of the total expense, $4.3 millip $1.5 million , and $1.4 milliowas
charged to PNM and $1.4 million , $0.4 million da®0.5 million was charged to TNMP.

PNMR receives a tax deduction for certain stockampéxercises during the period the options arectsed, generally for the exces:
the price at which the options are sold over ther@ge prices of the options and a tax deductiofnfzreases in the value of equity instrum
issued under stock-based payment arrangements.

At December 31, 2011, PNMR had $2.3 million ofesugnized compensation expense related to dtasked payments that is expe:
to be recognized over a weighted-average peridd®years.

Stock Options

The Company uses the Bla8icholes option pricing model to estimate the faitue of stock option awards with the follow
weighted-average assumptions (no options were gpldnt2011):

Year Ended December 31,

2010 2009
Dividend yield 4.0% 6.27%
Expected volatility 41.5% 42.0%
Risk-free interest rates 2.1% 1.56%
Expected life (years) 4.6 4.t

The assumptions above are based on multiple fadrekiding historical exercise patterns of emplegén relatively homogenec
groups with respect to exercise and padting employment termination behaviors, expedtgdre exercising patterns for these s
homogeneous groups and both the implied and hisdorolatility of PNMR’s stock price.

The following table summarizes activity in stockiop plans:

Weighted Weighted
Stock Average Aggregate Average
Option Exercise Intrinsic Remaining
Shares Price Value Contract Life
Outstanding at December 31, 2008 3,725,990 $ 21.5¢
Granted 790,06 $ 8.2%
Exercised (6,23¢) $ 10.27
Forfeited (69,2000 $ 16.4C
Expired (166,516 $ 21.3Z
Outstanding at December 31, 2009 427401 % 19.1¢
Granted 618,70t $ 12.2:
Exercised (140,98¢) $ 8.6¢
Forfeited (106,966 $ 11.0Z
Expired (696,51) $ 21.2¢
Outstanding at December 31, 2010 3,948,26. $ 18.3¢
Granted — $ —
Exercised (493,59() $ 11.3¢
Forfeited (12,999 $ 11.4¢
Expired (239,44) $ 24.71
Outstanding at December 31, 2011 3,202,222 % 18.9t $ 1,610,85 @ 4.80 year:
Exercisable at December 31, 2011 2,738,36. $ 2216 $ 1,146,71. 4.29 year:
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@ At December 31, 2011 , the exercise price of 1&8outstanding stock options is greater than the itpprice of PNMR commc
stock on that date so those options have no itriregue.

The following table provides additional informatiooncerning stock option activity:

Year Ended December 31,

Options for PNMR Common Stock 2011 2010 2009
Weighted-average grant date fair value of optiaasigd $ — 3 3.0t % 1.63
Total fair value of options that vested (in thouws)n $ 118 $ 1,39 $ 1.17¢
Total intrinsic value of options exercised (in teands) $ 261 $ 52t $ 15

Restricted Stock and Performance Shares

The PEP allows for the issuance of restricted staeirds. The term “restricted stock”the name of these awards provided for ir
PEP and refers to awards of stock subject to vgstirdoes not refer to restricted shares with @otual postresting restrictions as definec
GAAP. Compensation expense for restricted stockpartbrmance stock awards was determined basekleomarket price of PNMR stock
the date of grant reduced by the present valueitofré dividends, which will not be received durithge vesting period, applied to the ti
number of shares that were anticipated to fullyt wath the following weighted-average assumptions:

Year Ended December 31,
2011 2010 2009
Expected quarterly dividends per share $ 0.128 % 0.12t $ 0.12¢
Risk-free interest rate 1.35% 1.4% 3.11%

The following table summarizes nonvested restristedk activity for the year ended December 31,1201

Weighted-

Average

Grant-Date

Nonvested Restricted Stock Shares Fair Value
Nonvested at beginning of period 237,02 $ 9.24
Granted 308,98! $ 13.7¢
Vested (125,07¢ $ 9.9z
Forfeited (2,200) $ 13.67
Nonvested at end of period 418,730 ¢ 12.3¢

The following table provides additional informatioancerning restricted stock activity:

Year Ended December 31,

Nonvested Restricted Stock 2011 2010 2009
Weighted-average grant date fair value of sharastgd $ 13.7¢ $ 92¢ $ 7381
Total fair value of shares that vested (in thousand $ 124C $ 1,368 $ 1,90(

During 2009 and 2010 the Company issued performance share agreenemrtain executives that are based upon the Coy
achieving specified performance targets for thespective years. During 2009, the Company als@isperformance share agreements thi
based upon achieving specific performance targatshie period 2009 through 2011. The determinatibthe number of shares ultimat
issued depends on the levels at which the perfocmariteria are achieved and cannot be determinétaiter the performance periods €
For the targets based only on 2009 performancéneaptevels were attained resulting in 102,3Mares being awarded in 2010, which vest
three years. For the targets based only on 201forpgnce, optimal levels were attained resultin@®913shares being awarded in 2C
which vest over three years. The 2010 and 2011dsnvare included in the number of shares grantdtidrabove table. Excluded from
above table are 42,768 shares for the
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targets based on the period 2009 through 2011 ymeafoce that will be issued and fully vested in 2@irice all performance criteria wi
achieved at the optimal level.

Performance share agreements issued in 2011 primrigeerformance periods through 2014. The deteation of the number of sha
ultimately issued depends on the levels at whiehparformance criteria are achieved and cannoteberrdined until after the performal
periods end. Excluded from the above table arelT#/shares for the targets based only on 2011 npesface, as well as maximumsig7,38:
and 188,401shares in 2013 and 2014 that could be issued pexformance criteria are achieved and all exeeatikemain eligible. The
awards would be fully vested upon issue.

ESPP

PNMR terminated the ESPP effective June 30, 200@letthe ESPP, employees were allowed to purclesesof PNMRS commo
stock at a 5% discount from the market price. TB®E was not considered to be a compensatory panNste 6.

(14) Construction Program and Jointly-Owned Electric Generating Plant:
Joint Projects

PNMR’s construction expenditures for 2011 were $32@illion . TNMP does not participate in the ownership orrapien of an
generating plants, but incurred construction expanes of $67.4 million during 2011 .

PNM’s construction expenditures for 2011 were $25million , including expenditures on jointtywned projects. Under t
agreements for the jointly-owned projects, PNM &asindivided interest in each asset and liabilitthe project and records its prata shar
of each item in the corresponding asset and ltgkalccount on PNM’s Consolidated Balance Sheetewise, PNM records its pn@ta shar
of each item of operating and maintenance expefweits jointly-owned plants within the corresponding operatingeasg account in
Consolidated Statements of Earnings.

At December 31, 2011 , PNM'’s interests and investsii jointly-owned generating facilities are:

Construction
Plant in Accumulated Work in Composite
Station (Fuel Type) Service Depreciation Progress Interest
(In thousands)
SJGS (Coal) $ 94447 $ (401,269 $ 20,67¢ 46.3(%
PVNGS (Nuclear{® $ 471,30 $ (122,70) $ 37,20( 10.2(%
Four Corners Units 4 and 5 (Coal) $ 151,16¢ $ (102,229 $ 6,57¢ 13.0(%
Luna (Gas) $ 57,50 $ (12,750 $ 2,32 33.3%

@ Includes interest in PVNGS Unit 3, interest in enan facilities for all PVNGS units, and owned imsts in PVYNGS Units 1 and.2
San Juan Generating Station

PNM operates and jointly owns the SJGS. SJGS Uratsd 2 are owned on a 50% shared basis with TuSIBS Unit 3 is owneslo%
by PNM, 41.8% by SCPPA, and 8.2% by Tri-State. SUBS 4 is owned 38.457% by PNM, 28.8% by M-S-R RuBower Agency10.04%
by the City of Anaheim, California, 8.475% by thé&yGof Farmington, New Mexico, 7.2%y the County of Los Alamos, New Mexico, i
7.028% by UAMPS.

Palo Verde Nuclear Generating Stati

PNM is a participant in the three units of PVNG&oanown as the Arizona Nuclear Power ProjecthwliPS (the operating agel
SRP, EPE, SCE, SCPPA, and The Department of WatePawer of the City of Los Angeles. PNM has a %®uhdivided interest in PVNG
with portions of its interests in Units 1 and 2dhehder leases.
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Operation of each of the three PVYNGS units requaresperating license from the NRC. The NRC isduégower operating licens
for Unit 1 in June 1985, Unit 2 in April 1986 anahity3 in November 1987. The full power operatintelises were originally for a period 4
years and authorize APS, as operating agent for®¥,Mo operate the three PVNGS units. On AprilZitl,1, the NRC approved extension
the operating licenses for the plants for 20 y#amsugh June 2045 for Unit 1, April 2046 for Uniténd November 2047 for Unit 3. In Ay
2010, APS entered into a Municipal Effluent Pureéhasd Sale Agreement that provides effluent wadgdrts necessary for cooling purpose
PVNGS through 2050.

Four Corners Power Plar

PNM is a participant in two units of Four CornershwAPS (the operating agent), EPE, SRP, SCE, amtbdn. PNM has 43.0%
undivided interest in Units 4 andd@ Four Corners. The Four Corners plant site isddafrom the Navajo Nation and is also subjectn
easement from the federal government. APS, on beh#tie Four Corners participants, has negotia@éndments to an existing facility le
with the Navajo Nation which would extend the F@arners leasehold interest to 2041. The amendniavis been approved by the Na
Nation Council and signed by the Naf's President. The effectiveness of the amendmestsratjuires the approval of the DOI, as dc
related federal rights-ofray grant which the Four Corners participants piltsue. A federal environmental review will be coad as part
the DOI review process.

Luna Energy Facility

Luna is a combined-cycle power plant near DemingwNMexico. Luna is owned 33.3% by PNM, 33.3% by Sarc and 33.3%y
Freeport McMoran. Prior to July 2009, Luna was apeat as a PNM wholesale facility and PNM’s 148V share of its power was sold
wholesale electric customers in the Southwest. iBegg in July 2009, Luna is included in rates sabje the jurisdiction of the NMPRC. £
Note 17. The operation and maintenance of theitiatibs been contracted to North American EnergyiSes.

Construction Program

The Company anticipates making substantial capitpenditures for the construction and acquisitibaotiity plant and other proper
and equipment. A summary of the budgeted constmiatxpenditures, including expenditures for joirdlyned projects, renewable ene
projects, and nuclear fuel, is as follows:

2012 2013 2014 2015 2016 Total
(In millions)
PNM $ 1707 $ 168t % 167« $ 1532 $ 149.¢ $ 809.7
TNMP 95.2 86.1 95.7 90.2 61.C 428.2
Other 20.7 11. 12.4 12.4 12.1 69.C
Total PNMR $ 286.6 $ 266.C $ 2758 $ 255.¢ % 223.C % 1,306.¢

The construction expenditures above do not incideamounts for environmental upgrades at SIG®war €orners that may be
required by EPA to address regional haze (Noteddjitional renewable resources that may be redjtireneet the RPS, or additional peaking
resources that may be needed to meet needs outlifddM's current IRP. Estimates for constructi@penditures do not include any
significant expenditures for environmental confedlilities.

(15) Asset Retirement Obligation:

The ARO is recorded based on the determinatiomdétlying assumptions, such as the Compaudiscount rate, estimates of the fu
costs for decommissioning, and the timing of thmaeal activities to be performed. Any changes iesthassumptions underlying the reqt
calculations may require revisions to the estim#®B® when identified. A reconciliation of ARO is &slows:
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PNMR PNM TNMP
(In thousands)

Liability at December 31, 2008V $ 63,67 $ 62,87¢ $ 711
Liabilities incurred 3,46¢ 3,46¢ —
Liabilities settled (8) (8) —
Accretion expense 5,751 5,68: 60
Revisions to estimated cash floif's (1,919 (1,919 —

Liability at December 31, 2009 70,96: 70,09¢ 771
Liabilities incurred 53z 531 —
Liabilities settled (603) (413 (290
Accretion expense 6,01¢ 5,94t 67
Revisions to estimated cash floW®s (274) (274) —

Liability at December 31, 2010 76,637 75,88¢ 64¢
Liabilities incurred 60 60 —
Liabilities settled 4 — 4
Accretion expense 6,11¢ 6,051 55
Revisions to estimated cash flof®'s (3,579 (3,579 —

Liability at December 31, 2011 $ 79,23: % 78,428 % 69¢

@ ARO for PNMR and PNM includes $0.2 million at Dedsen 31, 2008or PNM Gas

@ Based on studies to estimate amount and timinguafré ARO expenditures. PNM has an ARO for PVNG#& tincludes th
obligations for nuclear decommissioning of thaflfgc In 2011, a new decommissioning study for PGSl reflects updated cash fl
estimates and the 3@ar license extension, which extends the commeectof decommissioning to 2045. The new study teduf
a $4.2 million decrease to the ARO.

(16) Commitments and Contingencie

Overview

There are various claims and lawsuits pending agatile Company. The Company is also subject tor&dstate, and loc
environmental laws and regulations, and is curygpdlrticipating in the investigation and remediataf several sites. In addition, the Comg
occasionally enters into financial commitments onmection with its business operations. The Comgangliso involved in various lec
proceedings in the normal course of its businggs.rot possible at this time for the Company étedmine fully the effect of all litigation a
other legal proceedings on its financial positi@sults of operations, or cash flows.

With respect to some of the items listed below, @lmenpany has determined that a loss is not probmbikat, to the extent probat
cannot be reasonably estimated. In some case§dimpany is not able to predict with any degreeestainty the range of possible loss
could be incurred. Notwithstanding these facts, @menpany has assessed these matters based ont énfoemation and made judgme
concerning their potential outcome, giving due ddastion to the nature of the claim, the amourd aature of damages sought, and
probability of success. Such judgments are madé thié understanding that the outcome of any litigatinvestigation, and other le
proceeding is inherently uncertain. In accordanite WAAP, the Company records liabilities for mastavhere it is probable a loss has
incurred and the amount of loss is reasonably edtin The actual outcomes of the items listed betowld ultimately differ from th
judgments made and the differences could be mhtdiiee Company cannot make any assurances thantoeint of reserves or poten
insurance coverage will be sufficient to cover ¢tash obligations that might be incurred as a redfuitigation or regulatory proceedings. 1
Company does not expect that any known lawsuitdr@mmental costs, and commitments will have a migteffect on its financial conditio
results of operations, or cash flows.
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Commitments and Contingencies Related to the Environment

PVNGS Decommissioning Funding

PNM has a program for funding its share of decomimisng costs for PVNGS. The nuclear decommissmriimding program
invested in equities and fixed income instrumentgjualified and non-qualified trusts. PNM funded@&#nillion , $3.0 million , andb3.C
million for the years ended December 31, 2011, 2@hd 2009 into the qualified and nqnalified trust funds. The estimated market valt
the trusts at December 31, 2011 and 2010 was $16i8idn and $156.9 million .

Nuclear Spent Fuel and Waste Disposal

Nuclear power plant operators are required to einterspent fuel disposal contracts with the DOBgereby the DOE is required
accept and dispose of all spent nuclear fuel ahdrdtighlevel radioactive wastes generated by domestic pogaetors. Although the Nucle
Waste Policy Act required the DOE to develop a eremt repository for the storage and disposal efispuclear fuel by 1998, the Di
announced that it would not be able to open thegiégry by 1998 and sought to excuse its perforrmamder the contract. In November 1¢
the U.S. Court of Appeals for the District of Colbia Circuit issued a decision preventing the DQdafrexcusing its own delay, but refuse
order the DOE to begin accepting spent nuclear Be$ed on this decision and the DOE's delay, abeumf utilities, including APS (on beh
of itself and the other PVYNGS owners, including P\Nfled damages actions against the DOE in therCafuFederal Claims. APS pursue
damages claim for costs incurred through Decemb86 2n a trial that began in January 2009. In J2@&0, the court awarded the PVN
owners $30.2 million . PNM's $3.1 million sharetbfs amount was recorded in 2010 as a $2.1 milletuction of cost of energy andba.(
million reduction of utility plant. As part of th2010 Electric Rate Case, the NMPRC ordered PNMfiond $1.3 millionof the DOE settleme
to customers, which was recorded as a regulat@glidivance in 2011. See Note 17. PNM estimatessittveill incur approximately$42.¢
million (in 2010 dollars) for its share of the costlated to the osite interim storage of spent nuclear fuel at PVNG&h estimate reflects
impact of the extension of the PVYNGS operatingriges discussed in Note 14. PNM accrues these @mstcomponent of fuel expense a:
fuel is consumed. At December 31, 2011 and 201Qvi P&torded interim storage costs of $14.5 milliowd &14.8 millionin other deferre
credits.

The Clean Air Act
Regional Hazt

EPA has established rules addressing regional &adeguidelines for BART determinations. The ruledl tor all states to establi
goals and emission reduction strategies for imprgvisibility in national parks and wilderness arela particular, the rules define how an SO
emissions trading program developed by the WedRamional Air Partnership, a voluntary organizatafnwestern states, tribes, and fed
agencies, can be used by western states. New Mexitdoe participating in the SQ program, which is a trading program that will
implemented if SQreduction milestones are not met.

SJGS

Several provisions of the CAA aim to improve vi§ithiin certain national parks and wilderness areasatural conditions by the y«
2064. The regional haze provisions of the CAA reguhat reasonable progress be made to achievitggthal during planning peric
established by the CAA. SJGS is a source thatigsuto these statutory obligations to reducebilisy impacts.

Pursuant to the CAA, states have the primary mlegulate visibility requirements by promulgati®tPs, and the State of New Mex
submitted its SIP on the two elements of the Migybiules - regional haze and interstate transpdotr review by EPA in June 2011. The :
found that BART to reduce NOx emissions from SJ&Seiective non-catalytic reduction (“SNCRiNd requires SJGS to install SNCR on «
of its four units. Nevertheless, on August 22, 2CBRA published its FIP, stating that it was reedito do so by virtue of a consent decr
had entered into with an environmental group iigdition concerning the interstate transport requéets of the CAA. The FIP include«
regional haze BART determination for SJIGS that ireguinstallation of selective catalytic reductid8CR”) on all four units within five yea
of the rule's effective date of September 21, 20tk FIP also requires stringent NOx emission BmitPA stated that it would review and
on the SIP at some future date.
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In December 2011, EPA issued a notice of a propasedent decree to settle litigation with severalimnmental groups which,
finalized by EPA and approved by the court, wowdduire EPA to review and take action through a psed rulemaking on New Mexic
regional haze SIP. The comment period for thosansenting on the draft consent decree as it relatebe New Mexico SIP expired
February 3, 2012. To date, the consent decreadtdseen filed with the court.

PNM filed a Petition for Review in the U.S. CouftAppeals for the Tenth Circuit on September 16,2 hallenging EPA's regiot
haze FIP decision as arbitrary, capricious, ormtlee not in accordance with law. PNM has also d4kA to reconsider the FIP. Additiona
on October 21, 2011, the Governor of New Mexico BIMED petitioned the Tenth Circuit to review EPAfscision on the same ground:
PNM's challenge and requested EPA to reconsideleitsion. These three parties have also askedER#hand the Tenth Circuit to stay
effective date of the rule. WildEarth Guardian®dlked an action to challenge EPA's rule in thefheCircuit, seeking to shorten its complia
period from five years to three years. WildEartha@lians, Dine Citizens against Ruining our Envireni National Parks Conservat
Association, New Energy Economy, San Juan CitiZdliance and Sierra Club intervened in support 82Ein both PNM's challenge and
the case brought by the New Mexico Governor and BMENM has intervened in support of the challengeught by the New Mexic
Governor and NMED. PNM has also intervened in th&lRarth Guardian's action advocating that the-frear compliance period in the |
be maintained should the FIP stand.

The compliance deadline of the FIP requires PNMat@ immediate steps to commence installation dR.SI@ January 2012, PN
issued an RFP to prospective bidders for the proyeb bids due in April 2012. PNM estimates thia¢ tinstallation of SCR at SJIGS will ¢
approximately $750 million to $1 billion and indtdlon of SNCR at SIGS will cost about $77 millioRNM's share under either technoloc
46.3%based upon its SJIGS ownership interest. Operatists avould also increase with the installation itfies SCR or SNCR. Unless 1
decision to install SCR technology within five ygd#s stayed by the EPA or the court, PNM estimttas$21.3 million and $91.5 millioof its
share of the total project costs will need to bauimed in 2012 and 2013, even though the legall@hgés to the EPA's decision have nc
decided. PNM anticipates filing in May 2012 for amendment to its air permit for SJGS that woulddmuired for the installation of eitt
SCR or SNCR technology. PNM anticipates filing guest with the NMPRC in mi@012 for authority to install the SCR technology ac
recover SCR costs in rates charged to customers.

PNM will seek recovery from its ratepayers for @lists that may be incurred as a result of the Céduirements. PNM is unable
predict the ultimate outcome of these matters oatwif any, additional pollution control equipmentl be required at SIGSf additiona
equipment is necessary and/or final requiremerssltrén additional operating costs being incurretiM believes that its access to the ca
markets is sufficient to be able to finance thetahation. It is possible that requirements to compwith the final BART determination
combined with the financial impact of possible fgtilimate change regulation or legislation, if aother environmental regulations, the re
of litigation, and other business consideratiorylad jeopardize the economic viability of SIGS loe fability of individual participants
continue participation in the plant.

Four Corners

On October 6, 2010, EPA issued its proposed regibaze determination of BART for Four Corners. Thée, as proposed, wot
require the installation of SCR as post-combustiontrols on each of Units 8-at Four Corners to reduce NOx emissions. PNMnegés it
total costs could be up to $69.0 million for postnbustion controls at Four Corners Units 4 an®M8M has no ownership interest in F
Corners Units 1, 2, and 3. PNM would seek recofemy its ratepayers of all costs that are ultimateturred.

Following EPA's issuance of its proposed BART, AR®mitted a letter to EPA proposing to shutdownrRoorners Units 1, 2, anc
by 2014 and to install posbmbustion pollution controls for NOx on Units 4dah by the end of 2018, provided that EPA agreesr&solutio
of Four Corners' obligations or liability, if anynder the regional haze and reasonably attributeblbility impairment programs, the N
program, and NSPS programs of the CAA.

In response to APS's proposal, EPA issued a Supgpl@inNotice Requesting Comment in February 20l @pnposed to find that
alternative emission control strategy, largely bas@on APS's proposal, would achieve more progtieas EPA's October 2010 BAI
proposal.

APS continues to work with EPA to resolve theseeéss The Four Corners participants' obligationsaimply with EPA's final BAR
determinations, coupled with the financial impaicpossible future climate change regulation ordkdion, other
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environmental regulations, the result of the lawvsugntioned above, and other business considesatimuld jeopardize the economic viab
of Four Corners or the ability of individual paifiants to continue their participation in Four Gens

PNM is continuing to evaluate the impacts of EPpreposed BART determination for Four Corners. Aspoised, the participe
owners of Four Corners will have five years aft€¥AEssues its final determination to achieve coamie with the BART requirements. PI
is unable to predict the ultimate outcome of thaster.

SCE, a participant in Four Corners, has indicatet tertain California legislation may prohibitfiom making emission conti
expenditures at the coal-fired plant. APS and S@ered into an asset purchase agreement, providintpe purchase by APS of SCE8%
interest in each of Units 4 and 5 of Four Corn@wmmpletion of the purchase by APS, which is expmktdeoccur in the second half of 201z
subject to the receipt of various regulatory apptevClosing is also conditioned on the executiba aew coal supply contract for the le
renewal period described in Note 14 and other ¢mmdi. APS has announced that, if APS's purchaS&Caf's interests in Units 4 and 5 at F
Corners is consummated, it will shutdown Units Jard 3 at the plant.

SJGS Operating Permit Challenge

I n November 2010, WildEarth Guardians and otheesi fd petition with the EPA objecting to NMED's pospd renewal of the SJi
operating permit. NMED issued the renewed permidanuary 24, 2011. On February 16, 2012, EPAdam order granting five of the se
objections raised by the petitioners. The ordguires NMED to provide further explanation or digation in the record and/or consi
permit modifications in connection with some of thigections. NMED has 90 days to respond to thieror PNM is evaluating the order
believes the issues raised are based either onré@tanformation or on a perceived inadequacyhi@ permitting record. As a result, PI
believes the objections can be readily resolvedudnce of the order by EPA does not impact PNMI&yato operate the plant.

Ozone Non-Attainment

In January 2010, EPA announced it would strengthen8-hour ozone standard by setting a hew standaadrange of 0.0600.07(
parts per million (“ppm”).EPA had intended to establish the new standardulyy31, 2011. However, in September 2011, Presi@dydmi
requested that the EPA administrator withdraw thenay's proposed rule that would have replacecetigting ozone national ambient
quality standard (“NAAQS"). The President in his release stated that workréadl underway to reconsider the ozone standatl,prbpose
revisions expected in the fall of 2013 and a fistandard published by 2014. Depending upon wherestandard for ozone is set, San .
County, where SJGS is situated, could be designasedot attaining the standard for ozone. If thatewto occur, NMED would ha
responsibility for bringing the county into complze and would look at all sources of NOx and vidairganic compounds since these art
pollutants that form grountkvel ozone. As a result, SJGS could be requirggutoon additional NOx controls. In addition, ottoeunties i
New Mexico, including Bernalillo County, may be @pmted as nc-attainment. PNM cannot predict the outcome of théter, the impact
other potential environmental mitigations, or ifi&nal NOx controls would be required as a resfibzone non-attainment designation.

Citizen Suit Under the Clean Air Act

The operations of the SJGS are covered by a Colmsssree with the Grand Canyon Trust and Sierra @ludb with the NMED thi
includes stipulated penalties for noompliance with specified emissions limits. Stigethpenalty amounts are placed in escrow on aejly
basis pending review of SJIGS's emissions performabuer the past several years, PNM has also stdahm¢ports addressing mercury
NOx emission controls for SJIGS as required by tbesént Decree. Plaintiffs and NMED rejected PNMsorts. PNM disputes the validity
the rejection of the reports. In May 2010, PNMdila petition with the federal district court seekia judicial determination on the disp
relating to PNM's mercury controls. NMED and plédfstseek to require PNM to implement additionalrmey controls. PNM estimates -
implementation would increase annual mercury comivsts for the entire station by as much as $5l4om (for a total annual mercury cont
cost of $6.0 million). The court has appointed a special master taatakhe technical arguments in the case. PNM ¢gredict the outcon
of this matter.
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Navajo Nation Environmental Issu

Four Corners is located on the Navajo Reservatiwhis held under an easement granted by the fedev@rnment as well as a le
from the Navajo Nation. The Navajo Acts purportdive the Navajo Nation Environmental Protection Age authority to promulga
regulations covering air quality, drinking watendapesticide activities, including those activittbat occur at Four Corners. In October 1
the Four Corners participants filed a lawsuit ia District Court of the Navajo Nation challengirg tapplicability of the Navajo Acts to F«
Corners. The District Court stayed these proceedmgsuant to a request by the parties and thiepante seeking to negotiate a settlement.

In May 2005, APS and the Navajo Nation signed ameagent resolving the dispute regarding the Naigtion's authority to ado
operating permit regulations under the Navajo Netdr Pollution Prevention and Control Act. As auét of this agreement, APS sought,
the courts granted, dismissal of the pending litigain the Navajo Nation Supreme Court and thedj@Wation District Court, to the extent
claims relate to the CAA. The agreement does ndtess or resolve any dispute relating to othercaspd the Navajo Acts.

The Company cannot currently predict the outcomin@de matters or the range of their potential ctga
Section 114 Request

In April 2009, APS received a request from EPA un8lection 114 of the CAA seeking detailed informatregarding projects at ¢
operations of Four Corners. EPA has taken theipodihat many utilities have made physical or opieral changes at their plants that shi
have triggered additional regulatory requirememdes the NSR provisions of the CAA. Other electiiitities have received and responde
similar Section 114 requests, and several of thawe been subject to notices of violation and latssbly EPA. APS has responded to El
request. PNM is currently unable to predict thergror content of EPA's response, if any, or amsylteing actions.

Four Corners New Source Revi

Following two NOIs to sue, EarthJustice filed a $ant in October 2011 in the United States Dist@ourt for New Mexico against Al
and the other Four Corners participants, except PhlMging violations of the PSD provisions of t6&A. EarthJustice filed suit agai
PNMR, which is not a Four Corners patrticipant. Amather things, the plaintiffs seek to have thertenjoin operations at Four Corners t
any required PSD permits are issued and orderapment of civil penalties, including a beneficiatigation project.

In January 2012, following a third NOI to sue, BEddstice filed its First Amended Complaint, namP§M as a party instead
PNMR. In addition to the allegations of its origir@mplaint, EarthJustice alleged NSPS violatioRbIM was served with the ameni
complaint on January 17, 2012. APS is evaluatirglalvsuit. The Company cannot currently predictabttome of this matter or the rang:
its potential impact.

Endangered Species Act

In January 2011, the Center for Biological DiversDine Citizens Against Ruining Our EnvironmemgdaSan Juan Citizens Alliar
filed a lawsuit against the OSM and the DOI, alhggthat OSM failed to engage in mandatory Endamh&meecies Act (“ESA"ronsultatiol
with the Fish and Wildlife Service prior to authwng the renewal of an operating permit for the enihat serves Four Corners. The law
alleges that activities at the mine, including minand the disposal of coal combustion residud,asifersely affect several endangered sp
and their critical habitats. The lawsuit requehts court to vacate and remand the mining perndtemjoin all activities carried out under
permit until OSM has complied with the ESA. NeitNM nor APS is a party to the lawsuit. The lawdsis been stayed pending a deci
by the court on a motion to dismiss filed by thevija Nation, another intervenor. PNM is unable tedict the ultimate outcome of this matter.

Cooling Water Intake Structures

EPA issued its proposed cooling water intake stmest rule in April 2011, which would provide natédrstandards for certain cooli
water intake structures at existing power plants ather facilities under the Clean Water Act. Thepmsed standards are intended to pr
fish and other aquatic organisms by minimizing ing@ment mortality (the capture of aquatic wildlifie intake structures or against scre
and entrainment mortality (the capture of fish leelfish in water flow entering
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and passing through intake structures). The praposke would require facilities such as Four Cosnand SJGS to either demonstrate
impingement mortality at its cooling water intaldzes not exceed a specified rate or reduce thedtalose structures to less than a spe«
velocity and to take certain protective measurdh vgspect to impinged fish. To minimize entraininerortality, the proposed rule would &
require these facilities to either meet the ddfinitof a closed cycle recirculating cooling systentonduct a “structured site-specific analysis”
to determine what site-specific controls, if artypsld be required.

EPA is expected to issue a final rule by July 20IRe proposed rule requires existing facilitiesctmply with the impingeme
mortality requirements as soon as possible, buatew than eight years after the effective datéhefrule, and to comply with the entrainn
requirements as soon as possible under a schedotenpliance established by the permitting autlgof®NM and APS continue to follow t
rulemaking and are performing analyses to deterrttisepotential costs of compliance with the propgosde. PNM is unable to predict !
outcome of this matter or a range of the potewtigts of compliance.

Santa Fe Generating Station

PNM and the NMED are parties to agreements undé&chMPNM installed a remediation system to treatewétom a City of Santa |
municipal supply well, an extraction well, and ntoning wells to address gasoline contaminatiorhia groundwater at the site of the for
Santa Fe Generating Station and service center. Bhlives the observed groundwater contaminatiaginated from offsite sources b
agreed to operate the remediation facilities uh#&lgroundwater meets applicable federal and statelards or until the NMED determines
additional remediation is not required, whicheveearlier. The municipal well continues to opewatd meets federal drinking water stand:
PNM is not able to assess the duration of thisgutoj

The Superfund Oversight Section of the NMED hasdooted multiple investigations into the chlorinagadvent plume in the vicini
of the site of the former Santa Fe Generating @tatn February 2008, a NMED site inspection repaas submitted to EPA, which states
neither the source nor extent of contaminationtieen determined and also states that the sourcenaidye the former Santa Fe Genere
Station. The NMED investigation is ongoing. The Qmamy is unable to predict the outcome of this matte

Coal Combustion Waste Disposal
Regulation

CCBs consisting of fly ash, bottom ash, and gypsurm SJGS are currently disposed of in the surfagee pits adjacent to the ple
SJGS does not operate any CCB impoundments. Thiad/émd Minerals Division of the New Mexico Enerdinerals and Natural Resour:
Department currently regulates mine placement bfveith federal oversight by the OSM. APS dispose€GBs in ash ponds and dry stor
areas at Four Corners, and also sells a portigs @f ash for beneficial uses, such as a corsstitin concrete production. Ash manageme
Four Corners is regulated by EPA and the New MeSitade Engineer's Office.

In June 2010, EPA published a proposed rule trdtides two options for waste designation of codl iasthe Federal Register. C
option is to regulate CCBs as a hazardous wastiehwtould allow EPA to create a comprehensive fabprogram for waste management
disposal of CCBs. The other option is to regula@B€ as a nomazardous waste, which would provide EPA with ththaerity to develo
performance standards for waste management fasilitandling the CCBs and would be enforced priményl state authorities or throu
citizen suits. Both options allow for continued ugeCCBs in beneficial applications. EPA's propadats not address the placement of CCl
surface mine pits for reclamation. A final rule aeding waste designation for coal ash is not exquefiom EPA before mid to late 2012.
OSM CCB rulemaking team has been formed to devalppposed rule. OSM's draft rulemaking schedutgeta an April 2012 publication
the Federal Register.

In January 2012, several environmental groupsudinl Sierra Club, submitted a NOI to sue to EPAamthe RCRA. The grou
intend to file a citizen suit claiming that EPA Haded to review and revise RCRA's regulationshwigspect to CCBs. The groups allege
EPA has already determined that revisions to thBx@gulations are necessary. They also claimBR#t now has a nodiscretionary duty 1
revise the regulations. The environmental groupk 46 ask a court to direct EPA to complete itsieevof the regulation of CCBs anc
hazardous waste analytical procedure as soon asbfmand to determine whether revisions of sudulegions are warranted. PNM ¢
industry groups are evaluating the potential ingilans of the
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threatened suit on EPA's rulemaking agenda for CCBs

PNM advocates for the ndmzardous regulation of CCBs. PNM cannot predietabtcome of EPA's or OSM's proposed ruleme
regarding CCB regulation, including mine placemah€CBs, or whether these actions will have a ni@ténpact on its operations, financ
position, or cash flows.

Sierra Club Allegations

In December 2009, PNM and PNMR received a NOI ® wuder RCRA from the Sierra Club (“RCRA NoticeJhe RCRA Notic
was also sent to all SIGS owners, to SICC, whiehatgs the San Juan Mine that supplies coal to Sd@&ito BHP. Additionally, PNM w.
informed that SJCC and BHP received a separatetbl®le under the Surface Mine Control and Reclamaiict ("SMCRA") from the Sier!
Club. In April 2010, the Sierra Club filed suittine U.S. District Court for the District of New Mier against PNM and PNMR. Also name:
the lawsuit were SJCC and BHP. Sierra Club filedaamended complaint in July 2010, correcting teclnaeficiencies in the origin
complaint. In the amended complaint, Sierra Cluegals that activities at SJGS and the San Juan Mimeausing imminent and substal
harm to the environment, including ground and sigfaater in the region, and that placement of C&8bke San Juan Mine constitutes "c
dumping” in violation of RCRA. The suit also indies claims against SJICC and BHP under SMCRA. Theplzint requests judgment
injunctive relief, payment of civil penalties, and award of plaintiffs’ attorney's fees and coBke parties have agreed to a stay of the a
which the Court entered in August 2010, to allow parties to try to address Sierra Club's concéitize parties are unable to settle the me
PNM is prepared to aggressively defend its positioihhe RCRA litigation. PNM and PNMR do not bekethe outcome of this matter will he
a material impact.

Hazardous Air Pollutants (“HAPs”) Rulemaking

In December 2011, the EPA issued its final Mercamgl Air Toxics Standards (“MATS"WMATS is designed to reduce emission
heavy metals, including mercury, arsenic, chromamd nickel, as well as acid gases, including hydarec and hydrofluoric gases, from ¢
and oil-fired electric generating units with a ceipaof at least 29MW. Existing facilities will generally have up todr years to demonstr:
compliance with the new rule. PNM's assessment AT Slindicates that the control equipment currened at SIGS allows the plant to r
the emission standards set forth in the rule atjhotihe plant may be required to install additiomainitoring equipment. With regard
mercury, stack testing performed for EPA during MTS rulemaking process showed that SIGS achiave@rcury removal rate of 996
greater. APS will conduct testing to determine wadditional controls, if any, will be required ab Corners. If additional controls
required, the costs are not expected to be material

Other Commitments and Contingencies
Coal Supply

The coal requirements for SJIGS are being supple8JCC, a wholly owned subsidiary of BHP. In adulitio coal delivered to me
the current needs of SJIGS, PNM prepays SJCC ftaiceroal mined but not yet delivered to the plsite. SICC holds certain federal, s
and private coal leases and has an undergroundsate agreement to supply processed coal for iperaf SIGS through 2017. Under
coal sales agreement, SJCC is reimbursed for sisdor mining and delivering the coal, includingallocated portion of administrative co
and receives a return on its investment. BHP Misdraernational, Inc. has guaranteed the obligetiof SICC under the coal agreement.
coal agreement contemplates the delivery of cadlwiould supply substantially all the requiremeasftthe SIGS through approximately 2017.

APS purchases all of Four Corners' coal requiremBoin a supplier with a lonterm lease of coal reserves with the Navajo Ne
The Four Corners coal contract runs through 20186 piicing determined using an escalating baisee. APS is currently in discussions v
the coal supplier regarding post-2016 coal suppiy=bur Corners.

In 2010, PNM updated its study of the final recléioracosts for both the surface mines that prevjopsovided coal to SJIGS and
current underground mine providing coal and revigedestimates of the final reclamation costs. €smate for decommissioning the F
Corners mine was also revised in 2010. Based omtist recent estimates, payments for mine reclamaiti future dollars, are estimated tc
$54.1 million for the surface mines at both SJG8 Baour Corners and $21.7 millidar the underground mine at SJGS as of Decemb
2011. PNM made payments against the surface nabdity of
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$1.9 million , $5.1 million , and $7.6 millioduring the years ended December 31, 2011, 20102668. At December 31, 2011 and 2(
liabilities, in current dollars, of $26.5 milliomd $25.0 million for surface mine reclamation add2$million and $2.8 milliorfor undergroun
mining activities were recorded in other deferrestits.

PNM collects a provision for mine reclamation coststs rates. The NMPRC has capped the amountdiatbe collected for fin
reclamation of the surface mines at $100.0 millid?reviously, PNM recorded a regulatory asset lieramount of surface mine reclama
costs to be collected from ratepayers, limitedh®yamount of the cap. If future estimates incrélsdiability for surface mine reclamation,
excess would be expensed at that time.

San Juan Underground Mine Fire Incident

On September 9, 2011, a fire was discovered atitiderground mine owned and operated by SJCC tobaidas coal for SIGS. T
federal Mine Safety and Health Administration (“M&H was notified of the incident and has since beersite. On September 12, 20
SJCC informed PNM that the fire was extinguished aontinues to report that all measurements frogatfea of the fire continue to sug
the fire is extinguished. However, MSHA requiredlg® the incident area and confirmation of a nonbastible environment before allow
re-entry of the sealed area. SJICC informed PNM thaHM@pproved a sealing plan on October 7, 2011. Si@Cindicated to PNM thal
believes the mine's longwall equipment has expeeéronly minor damage, if any, and currently estésdeing able to restart longwall min
operations in early May 2012. However, if the lomdjvmining operation is shut down longer than cotiseanticipated by SJCC, PNM and
other owners of SJGS would need to consider altiersafor operating SJIGS, including running at léem full capacity or shutting down ¢
or more units, the impacts of which cannot be daeiteed at the current time. In late February 201CG began the process ofartering th
sealed portion of the mine. Although no unanti@patonditions have been encountered to date, aletergssessment of the incident site
the longwall mining equipment cannot be made dulilaccess is made to the sealed area.

PNM continues to actively monitor developmentshatinine and evaluate the availability of coal syppk of September 9, 2011, th
were inventories of previously mined coal availatdesupply the fuel requirements of SJIGS for apnaxely eight and onbalf months ¢
forecasted consumption before the disruption. Retidin from continuous miner sections of the mineswwastarted on November 19, 2011
coal sourced from other mines is being consideseslipplement inventories. SJCC has also reportiedritplementing cost savings meas
during the mine disruption. PNM is also working w&JCC to identify cost-saving opportunities toigaite the impact of the incident.

PNM anticipates that as the cost of the mine regoflews through the costimbursable component of the coal supply agreenit
would recover through its FPPAC the portion of sgolsts attributable to its customers subject to Mésxico regulation. The staff of t
NMPRC has requested that PNM provide informatiagresgating the impacts of this incident on the FPPA@ February 27, 2012, PNM m;
a filing with the NMPRC, which reflects a prelimiyaestimate that this incident increased the defarnder the FPPAC by $14.5 millian
PNM is unable at this time to predict when operaiwill resume at the mine. Based on informatiorVPhas received from SJCC to di
PNM does not expect the mine fire to have a mdtefiact on its financial condition, results of ptons, or cash flows due to the inventc
of previously mined coal available to supply SJGS.

PVNGS Liability and Insurance Matters

The PVNGS participants have insurance for pubkbility exposure for a nuclear incident totaling2%l billion per occurrenc
Commercial insurance carriers provide $375 millgord $12.2 billioris provided through a mandatory industry wide rgtextive assessm
program. If losses at any nuclear power plant cavdsy the program exceed the accumulated funds, BBINO be assessed retrospec
premium adjustments. Based on PNM's 10i@8rest in each of the three PVNGS units, PNM'simam potential assessment per inciden
all three units is $36.0 million , with an annualyment limitation of $5.4 million .

The PVNGS participants maintain “all riskin€luding nuclear hazards) insurance for damagertd, decontamination of, property
PVNGS in the aggregate amount of $2.75 billioa substantial portion of which must first be aggblto stabilization and decontaminat
These coverages are provided by Nuclear Electsarhnce Limited (“NEIL”).If NEIL's losses in any policy year exceed accurtaadgunds
PNM is subject to retrospective assessments ob $§518 millionfor each retrospective assessment declared by slBlhard of Directors. Tt
insurance coverage discussed in this and the preyiaragraph is subject to policy conditions arduesions.
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Natural Gas Supply
PNM Electric procures gas supplies for its powanfs from third-party sources and contracts wittdtparty transportation providers.

PNM Gas contracted for the purchase of gas prignéoilserve its retail customers. The majority aésth contracts were shaetrm ir
nature. The price of gas was a pass-through, wiie?diM Gas recovered 10086 its cost of gas. As discussed in Note 2, PNM gleted th:
sale of PNM Gas on January 30, 2009 at which tilneoanmitments for PNM Gas future gas purchase®vassumed by the buyer.

Water Supply

Because of New Mexico's arid climate and periodiought conditions, there is concern in New Mexidmat the use of wate
including that used for power generation. PNM hasuged groundwater rights in connection with thistexg plants at Reeves Station, De
Valencia, Afton, Luna, and Lordsburg. Water avdllgbdoes not appear to be an issue for thesetplainthis time.

PNM, APS, and BHP have undertaken activities tause@dditional water supplies for SJIGS, Four Carnand related mines
accommodate the possibility of inadequate predipitain coming years. Since 2004, PNM has entemémlagreements for voluntary sharin
the impacts of water shortages with tribes androtraer users in the San Juan basin. The curregeeagents run through December 31, -
and renewals are currently being negotiated. Intiadd in the case of water shortage, PNM, APS, BhtlP have reached agreement with
Jicarilla Apache Nation on a lortgfrm supplemental contract relating to water fa8Sand Four Corners that runs through 2016. Althdbe
Company does not believe that its operations vélhtaterially affected by drought conditions at tiise, it cannot forecast the weather o
ramifications, or how policy, regulations, and Egtion may impact the Company should water shegagcur in the future.

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

PVNGS Water Supply Litigation

In 1986 an action commenced regarding the rightaRfs and the other PVNGS participants to the usgrafindwater and effluent
PVNGS. APS filed claims that dispute the courttssgliction over PVNGS' groundwater rights and thegintractual rights to effluent relating
PVNGS and, alternatively, seek confirmation of #hagghts. In 1999, the Arizona Supreme Court issaedecision finding that certe
groundwater rights may be available to the fedgmalernment and Indian tribes. In addition, the Ana Supreme Court issued a decisic
2000 affirming the lower court's criteria for regoly groundwater claims. Litigation on these isshas continued in the trial court. No t
dates have been set in these matters. PNM doesxpett that this litigation will have a materialgact on its results of operation, finan
position, or cash flows.

San Juan River Adjudication

In 1975, the State of New Mexico filed an actionNew Mexico District Court to adjudicate all wateghts in the San Juan Ri
Stream System. PNM was made a defendant in tigatiitin in 1976. The action is expected to adjueiceater rights used at Four Corners
SJGS. In 2005, the Navajo Nation and various parienounced a settlement of the Navajo Nationfacgiwater rights. In March 20(
President Obama signed legislation confirming #tlemment with the Navajo Nation. Under the terrh¢he settlement agreement, the Na
water rights would be settled and finally deterndiri®y entry by the court of two proposed adjudicatitecrees. The court has ordered
settlement of the Navajo Nation's claims undersetiement agreement and entry of the proposeceédgdre heard in an expedited proceeding.

PNM's water rights in the San Juan Basin may bectdtl by the rights recognized in the settlemergeagent as being owned by
Navajo Nation (which comprise a significant portioh water available from sources on the San JuamerRand in the San Juan Bas
Therefore, PNM has elected to participate in tli@peding. The Company is unable to predict tkienate outcome of this matter or estin
the amount or range of potential loss and canntgraigne the effect, if any, of any water rightsuaigation on the present arrangement:
water at SJIGS and Four Corners. Final resolutidghetase cannot be expected for several yearagfgement reached with the Navajo Ne
in 1985, however, provides that if Four Cornergfoa portion
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of its rights in the adjudication, the Navajo Natiwill provide, for an agreed upon cost, sufficierdter from its allocation to offset the loss.
Conflicts at San Juan Mine Involving Oil and Gas Laseholders

SJCC, through leases with the federal governmedtthe State of New Mexico, owns coal interests wehpect to the San Ju
underground mine. Certain gas producers have léagbe area of the underground coal mine and leagerted claims against SJCC the
coal mining activities are interfering with gas guation. SJICC has reached settlement with sevasllenseholders and has had succe
court in defeating the claims of other claimanteveal other claims and potential claimants remRINM cannot predict the outcome
existing or future disputes between SJCC and geleolders or the range of potential outcomes.

Republic Savings Bank Litigation

In 1992, an inactive subsidiary of PNMR filed sagfainst the federal government in the United St@msrt of Claims, alleging brea
of contract arising from the seizure of RepubliziSgs Bank (“RSB”").RSB was seized and liquidated after federal letiyisigporohibited certai
accounting practices previously authorized by @t with the federal government.

In January 2008, the court awarded the plaintifimédges in the amount of $14.9 milliofihe federal government appealed this m
to the U.S. Court of Appeals for the Federal Cireud plaintiffs crosgppealed. On October 21, 2009, the Federal Ciissiited its opiniol
affirming in part and reversing in part the deaisf the Court of Claims, resulting in an awardhe plaintiffs of $9.7 million. The appe:
period expired in January 2010. A final judgmerdesrwas entered for $9.7 milligrwhich amount was received in April 2010. PNM netzu
the amount, net of legal expenses of $1.2 milliaa pther income in 2010.

Western United States Wholesale Power Market

Various circumstances, including electric powerm@yshortages, weather conditions, gas supply castesmission constraints, ¢
alleged market manipulation by certain sellersylted in the well-publicized California and Westemnarkets energy crisis of 20@D01 an
the bankruptcy filings of the Cal PX and PG&E. @&sesult of the conditions in the Western marketsvben late-2000 and mRB0O3, FERC
the California Attorney General, and private partigollectively, the “California Parties")itiated investigations, litigation, and ot
proceedings relevant to PNM and other sellers énWrestern markets at FERC and in both CaliforngeSand Federal District Courts. Th
sought a determination whether sellers of wholeskdetric energy during the crisis period, incldifrNM, should be ordered to pay mone
refunds to buyers of such energy. PNM participatetthese proceedings at FERC, the Federal Dighaetrts, and the Ninth Circuit, includi
filing appeals to that court.

In December 2009, PNM and the California Partiexhed an agreement in principle to settle all raingi claims against PNM.
Settlement Agreement was signed in February 20t0approved by FERC in April 2010. In the settlemétiM paid the California Parti
$45.0 million, consisting of the assignment of PNM receivables terest as of December 31, 2009 from the 6@l &nd the Cal PX in t
amount of $13.1 million plus a cash payment of $3tillion . In exchange, the California Parties released HNWh claims arising from tt
California energy crisis of 2000 and 2001. PNM reed the settlement at December 31, 2009. PNM ssfyralenied any wrongdoing
culpability with respect to the claims againstritlain entering into the settlement, did not admniy fault or liability.

Complaint Against Southwestern Public Service Compay

In September 2005, PNM filed a complaint under Feeleral Power Act against SPS. PNM argued that [&iSbeen overchargi
PNM for deliveries of energy through its fuel cagljustment clause practices. PNM also intervenedpgroceeding brought by other custor
raising similar arguments relating to SPS' fuelt @justment clause practices (the “Golden Spreadegding”).In April 2008, FERC issut¢
its order in the Golden Spread proceeding. FER@naéd the decision of an ALJ that SPS violatedfitsl cost adjustment clause tari
However, FERC shortened the refund period appleablthe violation of the fuel cost adjustment skassues. PNM and SPS have -
petitions for rehearing and clarification of thepe of the remedies that were ordered and revefsarious rulings in the order. FERC has
yet acted upon the requests for rehearing or watibn and they remain pending further decisiaiMPcannot predict the final outcome of
case at FERC or the range of possible outcomes.
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Begay v. PNM et al

A putative class action was filed against PNM atitep utilities in February 2009 in the United Sgafistrict Court in Albuquerqu
Plaintiffs claim to be allottees, members of thev&ja Nation, who pursuant to the Dawes Act of 188&re allotted ownership in land car
out of the Navajo Nation. Plaintiffs, including aliottee association, make broad, general assertiat defendants, including PNM, are rights-
of-way grantees with rights-of-way across the #didiands and are either in trespass or have psidficient fees for the grant of rights-afy
or both. The plaintiffs, who have sued the defesléor breach of fiduciary duty, seek a constuetrust. They have also included a breac
trust claim against the United States and its $agreof the Interior. PNM and the other defenddilexl motions to dismiss this action.
March 2010, the court ordered that the entiretythef plaintiffs' case be dismissed. The court ditl grant plaintiffs leave to amend tr
complaint, finding that they instead must pursué exhaust their administrative remedies beforeingaledress in federal court.

In May 2010, Plaintiffs filed a Notice of Appeal thithe Bureau of Indian Affairs ("BIA"), which wadenied by the BIA Region
Director. In May 2011, plaintiffs appealed the Rewil Director's decision to the DOI Board of Appedihe appeal has been fully briefed
is pending. PNM is participating in order to preseits interests regarding any PNM-acquired rigifts«ay implicated in the appeal. P}
cannot predict the outcome of the proceeding ordahge of potential outcomes at this time.

Transmission Issues

In April 2010, Cargill Power Markets, LLC (“Cardi)l filed a complaint with FERC, asserting that PNM noyeerly processed
transmission service queue and unfairly invalidat@éthnsmission service request by Cargill. In 20¢0, FERC issued an order establishi
schedule for hearing and settlement procedurestsirorder, FERC determined that PNM had impropenyalidated a single Carg
transmission service request submitted in Febrg@68 and set the issue for hearing to determinapmnopriate remedy. In September 2
FERC granted rehearing for further considerationJdnuary 2011, PNM and Cargill filed a settlemmgteement with FERC in which PN
agreed to pay Cargill $0.2 millicend put Cargill's transmission service request liatckthe queue. The settlement also left Cargiltid PNM'
rehearing requests in place before FERC. One iatenvin the proceeding contested the settlemerekbember 2011, the Commission iss
an order approving the settlement as filed butiregpia compliance filing to modify the standardrefiiew for third parties and FERC. PN
unable to predict the final outcome of this mas#teFERC.

(17) Regulatory and Rate Matters

PNMR
First Choice Request for ERCOT Alternative Disgrésolutior

In June 2008, First Choice filed a request forrative dispute resolution with ERCOT alleging tERCOT incorrectly applied |
protocols with respect to congestion managemerihguhe first quarter of 2008. First Choice reqadsthat ERCOT resolve the dispute
restating certain elements of its first quarter@06ngestion management data and by refundingréd €hoice allegedly overstated conges
management charges. This matter was terminatedtprosing of the sale of First Choice. See Nhte

PNM
Emergency FPPA!

In 2008, the NMPRC authorized PNM to implement aneEgency FPPAC from June 2, 2008 through June G09.2The NMPR
order approving the Emergency FPPAC also provitiedlif PNM's base load generating units did notrafgeat or above a specified cape
factor and PNM was required to obtain replacememqy to serve jurisdictional customers, PNM wouddrbquired to make a filing with t
NMPRC seeking approval of the replacement powetscdis its required filing, PNM stated that the tsogf the replacement power amoun
to $8.0 millionwere prudently incurred and made a motion that tfeeppproved. The NMPRC staff opposed PNM's maimh recommend:
that PNM be required to refund the amount collectadlitors selected by the NMPRC found that PNM \weasdent in operating its base I«
units and in securing replacement power but hadobtained prior NMPRC approval in the manner reziiby the NMPRC order. PN
continues to assert that its recovery of replaceémewer costs was proper and did not violate theRRZ's order. The NMPRC has not rt
on this matter. Under
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the terms of the approved stipulation in the 20lérEc Rate Case discussed below, the partieseatipulation, including the NMPRC sti
will jointly request that the NMPRC take no furthestion in this matter and close the docket. PNNcgrates this filing will be made in t
first quarter of 2012. PNM is unable to predict thecome of this matter.

2008 Electric Rate Case

In September 2008, PNM filed its 2008 Electric R@tese requesting the NMPRC to approve an increaskectric service rates to
PNM retail customers except those formerly served®WMP. The proposed rates were designed to ineraagual operating revenue $423.:
million . PNM also proposed a FPPAC in the gentoah authorized by the NMPRC, but with PNM retamid5% of offsystem sales margi
and crediting 75% against fuel and purchased poosts.

In June 2009, the NMPRC approved a stipulation gm®NM and most of the intervening parties to resall issues in the ca
including the approval of the Resource Stipulatitascribed below. The stipulation provided for acré@ase in annual nduel revenues ¢
$77.1 million , of which 65% was implemented onyJl) 2009 and the remaining 35#&s implemented on April 1, 2010. As an offsethte
increase, PNM implemented a credit to customesdingt $26.3 million , representing past sales of,&owances. This amount was cred
to ratepayers over 21 months beginning July 1, 2002009, PNM recorded a regulatory disallowangee@se and a regulatory liability for-
$26.3 million to be credited to ratepayers. Thpusétion also provides that a traditional FPPACigo effect July 1, 2009 with 100% of off-
systems sales margins being credited against oosie FPPAC. The FPPAC factor is set annually. & idMPRC rules, PNM must file
application for continued use of its FPPAC at leagtry four years, which would require a filing lhay 28, 2013. This filing may be submit
as part of a general rate proceeding.

Resource Stipulatio

In anticipation of the 2008 Electric Rate Case, "MPRC approved the Resource Stipulation in MayR20the Resource Stipulati
allowed recovery in rates of costs related tohg)Yalencia PPA, 2) PNM's acquisition of an owngrshterest in Unit 2 of PVNGS that it w
leasing (Note 2), and 3) Lordsburg and PNM's irgkire Luna.

Renewable Portfolio Standa

The REA establishes a mandatory RPS requiringligyuth acquire a renewable energy portfolio equaab% of retail electric sales |
January 1, 2006, increasing to 10% by 2011, 1592045, and 20% by 2020. The NMPRC requires renewaidegy portfolios to beftlly
diversified” beginning in 2011, with at least 20%6rh wind energy, 20% from solar energy, 10% frolmeotrenewable technologies, ah&%
from distributed generation. The REA provides ftreamlined proceedings for approval of utilitieshewable energy procurement pli
assures utilities recovery of costs incurred cdestswith approved procurement plans, and requliesNMPRC to establish a RCT for
procurement of renewable resources to prevent sixeesosts being added to rates. The NMPRC hablis$tad a RCT for 2011 of 2%f all
customers' aggregated overall annual electric esattgat increases by 0.25% annually until reacB#gn 2015. The NMPRC has dockete
new rulemaking to determine the appropriate catmramethodology of the RCT. The rulemaking alsopgmses changes to the RPS dive
requirements.

In August 2010, the NMPRC partially approved PNk'gised 2010 procurement plan, including PNM's étweent in 22MW of solal
PV facilities at various PNM sites and the congitucof a solarstorage demonstration project. The NMPRC approfiedestimated costs
$107.7 million. Under the REA, actual costs incurred pursuanarid consistent with an approved procurement plandaemed to |
reasonable and recoverable in the ratemaking poGamstruction of these facilities was completed@11 at a total cost of approximat&g:
million .

In July 2010, PNM filed its renewable energy pracuent plan for 2011. The NMPRC ultimately rejeddM's proposal to satisfy
2011 RPS requirement through the purchase of wiB€4Rand ordered PNM to procure actual wind enemg20i11. While the rejection
RECs is under appeal at the New Mexico SupremetCBMM procured the wind energy as ordered in 20NM requested a variance fr
the diversity requirements for solar and certaithéo resourcesfor 2011 based on the RCT and availability constsaiwhich the NMPR
granted conditioned upon PNM including in its 2@t@curement plan a proposal that would meet therdity requirements by April 5, 2013.

In July 2011, PNM filed its renewable energy prasuent plan for 2012. The plan requested a varifmee the RPS due to R(
limitations. The plan was diversity compliant basedthe reduced RPS, except for non-wind/non-gelsources,
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which were not currently available. In December 20the NMPRC approved PNM's 2012 plan with modtfaras. Under the modified ple
PNM must spend $0.9 milliomore on renewable procurements in 2012 than iiraily proposed. If PNM's proposed additional precoent
are approved by the NMPRC, the resulting portfoligenewable resources will constitute approxima®B8%of PNM's energy sales in 20
which is less than the statutory RPS of 108&te to the RCT. The NMPRC also required PNM I di supplemental plan by April 30, 20
within which PNM is authorized to include an eafilyjng of its 2013 renewable energy procurementnplen this filing PNM is to propo:
procurements to meet the 10% RPS by 2014 or sooner.

PNM has requested recovery of the costs of the alpoagrams from customers through a rate rider. FBgewable Energy Ric
below. PNM is unable to predict the outcome or iotgd these matters.

Energy Efficiency and Load Managem
Program Costs

Public utilities are required to obtain NMPRC apmoto implement energy efficiency and load managetnprograms. Costs
implement approved programs are recovered througttearider. In September 2010, PNM filed an enegfiiciency program application {
programs to be offered beginning July 1, 2011. MMPRC issued an order in June 2011 that approvedea recovery amount d$17.]
million in program costs. The new rider rate wdgsefve with bills rendered July 27, 2011.

In April 2011, PNM filed a reconciliation of energyficiency program costs and collections as ofddelger 31, 2010. Included in t
filing was an adjustment of the adder amount téectéfthe measured and verified savings for 201@uem participation in its 2010 Anni
Electric Energy Efficiency Report, also filed in Ap2011. PNM proposed an adjustment to the en&ffigiency rider to recover an under-
collected balance of $2.6 million After suspending the proposed adjusted ratesNf@®RC concluded that some of the program ¢
exceeded approved budgets and determined thatidengary hearing should be held to consider whelié¢M should be permitted to reco
over-budget program. The NMPRC issued an orderoweihber 2011 that approved recovery of substapliof the undecollected prograi
costs through December 31, 2010.

Disincentives/Incentives Adder

The Efficient Use of Energy Act requires the NMPRCremove utility disincentives to implementing ege efficiency and loz
management programs and to provide incentivesuon programs. A rule approved by the NMPRC autledrielectric utilities to collect re
adders of $0.01 per KWh for lifetime energy savilags $10per KW for demand savings related to energy efficyeand demand respol
programs beginning in 2010. The NMAG and NMIEC agpd the NMPRC order adopting this rule to the Nédexico Supreme Court. PN
began implementing a rate rider under the ruleottect adders related to its 2010 program savingBeécember 2010 while the appeal of
rule was pending. In July 2011, the Supreme Caourtibed and vacated the order adopting the ruleranthnded the matter to the NMPRC
a result of the Supreme Court decision, PNM filedsed tariffs and ceased collecting this adde26#0 program savings on August 21, 2
Of the $4.2 million authorized for recovery, $2.8liwn had been collected through August 20, 2011.

In June 2011 prior to the Supreme Court decisiom NMPRC approved PNM-specific adders of $0.002kén and $4poer kW. PNN
is presently collecting $1.3 millioim adder revenues consistent with this order. AfterSupreme Court decision vacating the rule N> RC
initiated a proceeding to determine whether PNMusthde required to cease collecting the adderstamdfund all adder revenues collec
since December 2010. In November 2011, the NMPRG@eis orders that PNM is not required to refund ashder revenues and is authorize
continue collecting the adders. However, in an omle rehearing, which it subsequently rescindeduither reduced the amount of
authorized adders. Prior to the rescission, PNMealgal the rehearing order to the Supreme Courtt dygeal is still pending. In a sepa
appeal and writ proceeding in the Supreme Court]BBland the NMAG seek to overturn the NMPRC ordéavang PNM to continue t
collect adders in light of the previous Supreme i€dacision. PNM cannot predict the outcome of ¢hesitters.

2010 Electric Rate Case

PNM filed its 2010 Electric Rate Case applicatiothvthe NMPRC in June 2010 for rate increases it@ye$165.2 millionfor all PNM
retail customers to be effective April 1, 2011. Hpplication proposed separate rate increasesiftomers formerly served by TNMP priol
its acquisition by PNMR (“PNM South”) and other tarmers of PNM (“PNM North”)The filed revenue requirements were based on ae
test period ending December 31, 2011. PNM propts@dplement the increase in two
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phases. Phase 1 would have become effective Ap2i011 and Phase 2 would have become effectiveadariy 2012. PNM also proposec
implement a FPPAC for PNM South. This was the fiege case filing in New Mexico proposing a futdest year consistent with rec
amendments to the Public Utility Act.

In February 2011, PNM, NMPRC staff, NMAG, and sedarther parties entered into a stipulation thatlddave allowed PNM -
increase rates by $45.0 million immediately follagiapproval and by an additional $40.0 millieeginning January 1, 2012. The stipulal
which reflected some aspects of a future test yweas, subject to approval of the NMPRC. The PNM Bawistomers would also be coveret
the same FPPAC that is utilized for the PNM Nowstomers. In addition, subject to further NMPRCrappls, PNM would be able to reco
the costs associated with NMPRC approved renewaisegy procurement plans through a rate rider lnéginJduly 1, 2012 or twelve mon
after the effective date of the new electric raR$M would also be able to implement a separateridér in 2013 to recover up to an additic
$20.0 million to cover changes in plaetated rate base between June 30, 2010 and Dec8hb2012. PNM's next general rate adjusti
could not go into effect before January 1, 2014ceex that PNM could file for recovery of costs tomply with any federal or ste
environmental law or requirement effective aftene@0, 2010. In addition, the stipulation woulditithe amount that could be recovered o
annual basis for fuel costs, renewable energy castsenergy efficiency costs during the periodeced by the stipulation. Recovery of cos!
excess of the limits would be deferred for collectiwithout carrying costs, to future periods. lnglist 2011, the NMPRC issued an order
provided for an immediate $72.1 million raterease, rejected the capital additions rider, rmade other modifications to the stipulation. P
and other parties to the stipulation filed an ameehstipulation in August 2011 that conformed to thedifications. The amended stipulat
allows PNM to file a new general rate case forgatebe effective July 1, 2013. PNM implementedriee rates on August 21, 2011.

As a result of the modified stipulation, PNM receddore-tax losses for the $10.0 milliohfuel costs that will not be recovered thro
the FPPAC and $7.5 milliofor other costs that will not be recovered in rafEsese amounts were recorded as of June 30, 2dhnr
reflected as regulatory disallowances on PNM's Glisted Statement of Earnings.

Renewable Energy Rid

In January 2012, PNM filed an application for aerdater that would go into effect in August 2012ctillect costs for renewable ene
procurements incurred after December 31, 2010 dhatot otherwise being collected in rates. Thestscinclude the procurement of s
RECs from customers, wind resource procurementigiudovember and December 2011 as ordered by thé’R® and the reven
requirements for PNMwned solar PV facilities and a solar battery gferdemonstration project that went into servicergu011. The rider
rate for 2012 would be set at 2.081% of the retasitomer's monthly bill. The rate would be reseR #95%as of January 1, 2013 to refl
unrecovered costs from 2012 and projected codis facurred in 2013. The rider would terminate updimal order in PNM's next general t
case unless that order authorized a continuatigheofider. Amounts that can be collected undemptioposed rider are capped$di8.0 millior
in 2012 and $24.6 milliom 2013 under the stipulation in PNM's 2010 ElecRiate Case. Any amounts above the caps are diferréuture
recovery without carrying costs. In that stipulatisignatories agreed not to oppose approval ofritker for collection of costs incurr
consistent with PNM's approved annual renewableggngans. As a separate component of the rideM Pkoposes that if its earned returr
jurisdictional equity in 2013 excee0.5% , it would refund to customers during Mayotigh December 2014 the amount over 10.586
procedural schedule has been adopted and a pwaiing is scheduled to begin May 14, 2012. PNMnighle to predict the outcome of 1
matter.

2011 Integrated Resource Plan

NMPRC rules require that investor owned utilitide &in IRP every three years. The IRP is requicedover a 20rear planning peric
and contain an action plan covering the first fpears of that period. In its most recent IRP, whigls filed in July 2011, PNM indicated the
planned to meet its anticipated load growth throagtombination of new natural géised generating plants, renewable energy resoutoae
management, and energy efficiency programs. Howd&M has not entered into any commitments reggrtliese plans beyond wha
otherwise described herein. As required by NMPRIEs;uPNM utilized a public advisory group processimny the development of the 2(
IRP. Two protests were filed to the IRP requestijgction of the plan. The NMPRC assigned the taseHearing Examiner and designat
mediator to facilitate negotiations. The NMPRC fsfééd a motion in December 2011 to dismiss thetgsts and terminate the proceedin
the ground that PNM's IRP fully complies with NMPR@es. PNM is unable to predict the outcome of thatter.
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Transmission Rate Case

In October 2010, PNM filed a notice with FERC tanease its wholesale electric transmission revebye$11.1 millionannually
based on a return on equity of 12.25% . The filaigo seeks to revise certain Open Access Trangmis&ariff provisions and Hatera
contractual terms. If approved, the rate increaseld apply to all of PNM's wholesale electric tsamission service customers, which incl
other utilities, electric ce@peratives, and entities that use PNM's transmissystem to transmit power at the wholesale leVidle propose
rate increase would not impact PNM's retail cust@emb December 2010, FERC issued an order acgeptiiM's filing and suspending |
proposed tariff revisions for five months. The peed rates were implemented on June 1, 2011, subjesfund. PNM and other parties to
case had engaged in settlement discussions. Howdweto an impasse in those settlement negotgttbe settlement judge issued an ord
August 2011 designating an ALJ, establishing pracadtime standards, and terminating settlemenggugrocedures. The ALJ schedule
hearing for this proceeding to commence on Apri2@d]12. Subsequent to the ALJ's order setting tleeitg, the staff of FERC made a fili
recommending an annual revenue increase of $4lomil based on a return on equity of 10.4%fter the FERC staff made its filir
settlement discussions have resumed and are ondtiilg is unable to predict the outcome of this pexting.

Firm-Requirements Wholesale Customer Rate Case

In September 2011, PNM filed an amended sales agneebetween PNM and NEC with FERC. The agreemesggses a cost
service based rate for the electric service andlarncservices PNM provides to NEC, which wouldué in an annual increase $8.7 millior
or a 39.8% increase over existing rates. PNM agoested a FPPAC and full recovery of certain tpady transmission charges PNM inc
to serve NEC. NEC filed a protest to PNM's filingttwFERC. In November 2011, FERC issued an ordeepting the agreement as fil
suspending the effective date for a fiventh period, to be effective April 14, 2012, subje refund, and set the proceeding for settleniem
parties are currently in settlement negotiatioméMHAs unable to predict the outcome of this procegd

TNMP
TNMP Competitive Transition Charge True-Up Proceedi

The trueup proceeding quantified the amount of strandedsdbst TNMP can recover, as a CTC, from its cusiemA 2004 PUC
decision established $87.3 milli@s TNMP's stranded costs. TNMP and other partieferaaseries of appeals on the ruling. In June 2
Texas Supreme Court denied all petitions for revaen a motion for rehearing, concluding this matter

Interest Rate Compliance Tar

Following a revision of the interest rate on TNME$C, TNMP filed a compliance tariff to implemeritet new lower 8.31%ate
Intervenors asserted objections and, after regylaimceedings, the PUCT issued an order makingnéve rate retroactive to July 20, 2C
TNMP successfully appealed to the District CourAirstin, Texas for the new rate not to be effecpivier to December 27, 2007. However,
Texas 3rd Court of Appeals reversed the Districut€and reaffirmed the PUCT's decision. TNMP petiéid the Texas Supreme Court
review in July 2011. After opposing parties filegssponses, the Texas Supreme Court ordered fufingief this matter. TNMP is unable
predict if the Texas Supreme Court will review tthecision or the ultimate outcome of this matterwdweer, due to the new retroaci
ratemaking theory contained in the Texas 3rd Colippeals opinion, TNMP recorded a pre-tax regulatdisallowance of $3.9 million
2011 to reflect the impact of applying the 8.31% n@troactively.

2008 Rate Case

In August 2008, TNMP filed with the PUCT for a gesleincrease in rates. In June 2009, TNMP and giheties reached an unanim
settlement that permitted TNMP to increase revetye$12.7 millionannually. This increase reflected interest anémotosts associated w
its March 2009 debt refinancing and the settlenaeljtisted the interest rate TNMP is allowed to @l its CTC to reflect those costs.
rate increase includes recovery of $17.6 milliorHofricane ke restoration costs plus carrying saster five years, although $0.7 milliarh
the costs incurred by TNMP were not included andeweritten off in 2009. The settlement was approbsgdhe PUCT in August 2009 &
rates went into effect on September 1, 2009.
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2010 Rate Case

In August 2010, TNMP filed with the PUCT for a $20nillion increase in revenues. In January 2011, the PUCToaeg a settleme
that provided for a revenue increase of $10.25ignill a return on equity of 10.125% , and a hypiithe 55% / 45% debequity capite
structure. The PUCT approved the settlement inalgn2011. TNMP implemented the new rates on FepriaP011.

2010 Rate Case Expense Proceeding

The determination of the amount of reasonable case expenses incurred by TNMP and other partig®dlMP's 2010 Rate Case v
severed into a separate proceeding. The partieeddo a settlement of the case, which was approy¢de PUCT in May 2011. TNMP bec
collecting $2.8 million over three years on Juh2@11.

Energy Efficienc

TNMP recovers the costs of its energy efficiencggpams through an energy efficiency cost recoventdr. The PUCT approv
TNMP's collection of its 2010 energy efficiency gram costs of $2.6 millioover 11 months beginning February 1, 2010. Recowéithe
2011 program costs of $2.7 milliomere approved for collection beginning January @112 In September 2011, the PUCT approv
settlement that allows TNMP to collect the estirda?2@12 energy efficiency program costs of $3.4ianlland a $0.3 milliorbonus for 201(
TNMP's new rates were effective January 1, 2012.

Transmission Rate Filings

TNMP can update its transmission rates twice par y& reflect changes in its invested capital. Updaates would reflect the addit
and retirement of transmission facilities, incluglappropriate depreciation, federal income tax@her associated taxes, and the approve:
of return on such facilities. In March 2010, TNMEed an application to update its transmissiongatereflect changes in its invested caf
The requested increase in total rate base is $88li8n , with a total revenue requirement increa$e$5.5 million. The PUCT approved t
interim adjustment on May 14, 2010.

Periodic Distribution Rate Adjustme

As required by Texas Senate Bill 1693, the PUCTreygd a new rule permitting interim rate adjustrsett reflect changes
investments in distribution assets on Septembe2@T1. The rule permits distribution utilities téeffor a periodic rate adjustment betw
April 1 through April 8 of each year as long as éhectric utility is not earning more than its autized rate of return using weathsosrmalize«
data.

Advanced Meter System Deployment and SurchargecRt

In July 2011, the PUCT approved a settlement atidoazed an advanced meter deployment plan thamipeT NMP to collect$113.:
million in deployment costs through a surchargeraé2year period. TNMP began collecting the surchargéogust 11, 2011. Deployme
of advanced meters began in September 2011 actieslgled to be completed over a 5-year period.

Remand of ERCOT Transmission Rates for 1999 and

Following a variety of appeals, the ERCOT transioissates approved in 1999 and 2000 were receatiyanded back to the PU(
These dockets concern the recalculation of ratethéofourth quarter of 1999 and all of 2000 toreot overpayments made by certain mai
participants and the recovery of additional, undeteed transmission costs by the City Public ServBpard of San Antonio ("CPS").
October 2011, TNMP joined in a namanimous settlement of the issues relating tottteseent of the last four months of 1999. In Oct
2011, an ALJ dismissed CPS' claims regarding #sttlEement of 2000 and "Quarter of 1999. In January 2012, the PUCT declitwedea
CPS' appeal, approved the nemanimous settlement of the last four months 00189d severed any remaining claims belonging t6 @k ¢
separate proceeding. TNMP should receive $1.6onillinder the settlement. However, whether such fulade o be passed on to custor
will be determined in TNMP's next transmission aesovery factor filing. TNMP cannot predict théimlate outcome of this matter.
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(18) Accumulated Other Comprehensive Income (Los

AOCI reports a measure for accumulated changesquitye that result from transactions and other ecoisoevents other thi
transactions with shareholders. The following taddts forth each component of AOCI, net of incomes:

Unrealized Mark-to- Accumulated
gain Pension market for cash- other
on liability flow hedge comprehensive
securities adjustment transactions income (loss)
(In thousands)
PNMR
Balance at December 31, 2011 $ 15,63¢ $ (82,437 $ (58 $ (66,85¢)
Balance at December 31, 2010 $ 16,21 $ (83,259 $ (1,629 $ (68,66¢)
PNM
Balance at December 31, 2011 $ 15,63¢ $ (82,437 $ — (66,79¢)
Balance at December 31, 2010 $ 16,21 $ (82,98) $ (16) $ (66,78¢)
TNMP
Balance at December 31, 2011 $ — 3 — 3 (58 % (58)
Balance at December 31, 2010 $ — 3 (275) $ (1,210 $ (1,485

(19) Related Party Transaction:

PNMR, PNM, and TNMP are considered related paggdefined under GAAP. TNMP provides transmissiot @istribution service
to First Choice. On November 1, 2011, PNMR solgt=€hoice. TNMP revenues from First Choice thro@gttober 31, 2011 are conside
related party revenues and included in the tablevbhePNMR Services Company provides corporate sesvio PNMR and its subsidiarie:
accordance with shared services agreements. Thegees are billed at cost on a monthly basis ®lihsiness units. Optim Energy wz
related party prior to September 23, 2011. PNMR/iBes Company provided corporate services to Oflimargy under a services agreerr
There was also a services agreement for Optim Ertergrovide services to PNMR.

PNMR files a consolidated federal income tax retwith its affiliated companies. A tax allocationragment exists between PNMR
each of its affiliated companies. These agreemamugide that the subsidiary company will compugetéxable income on a staatbne basi:
If the result is a net tax liability, such amouht be paid to PNMR. If there are net operatings&s and/or tax credits, the subsidiary
receive payment for the tax savings from PNMR wdktent that PNMR is able to utilize those begefit
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See Note 6 for information on intercompany borraparrangements. See Note 22 for information coriegr®ptim Energy. The tak
below summarizes the nature and amount of reladety pransactions of PNMR, PNM and TNMP:

Year Ended December 31,
2011 2010 2009
(In thousands)

Electricity, transmission and distribution relatatvices billings:

TNMP to PNMR $ 33,81 % 39,08: % 41,33¢
Services billings:
PNMR to PNM® 98,91« 93,60: 80,14:
PNMR to TNMP 29,35 25,45¢ 22,91¢
PNM to TNMP 55(C 40C 69¢
TNMP to PNMR 164 31¢ 63€
PNMR to Optim Energy 4,08: 5,77¢ 6,74%
Optim Energy to PNMR 23 17z 30t
Income tax sharing payments:
PNM to PNMR — — 126,52
TNMP to PNMR — — 4,32
PNMR to TNMP — (13,869 —
PNMR to PNM — (59,299 —
Interest payments:
PNM to PNMR 54 13 8
TNMP to PNMR 40 281 84¢

D ncludes billings to PNM Gas of $0.9 million in 200

(20) New Accounting Pronouncement

Information concerning recently issued accountingnpuncements that have not been adopted by thep&wpmand could have
material impact, is presented below.

Accounting Standards Update 2011-04 Fair Value Measurement. Amendments to Achieve Comon Fair Value Measurement ant
Disclosure Requirements in U.S. GAAP and IFRSs

The FASB released amended guidance to provide aigtent definition of fair value and to ensure faalue measurement &
disclosure requirements are similar between GAAR baternational Financial Reporting Standards. Tpeate changes certain fair ve
measurement principles, further enhances disclosemeirements related to transfers between hieyatetels, and increases qualita
disclosures regarding unobservable inputs use@welL3 measurements, including the sensitivityeclrring Level 3 measurements to cha
in significant unobservable inputs. In additiore tipdate requires disclosure of the level withanftir value hierarchy for fair value disclost
of instruments recorded on an amortized cost basis.update is required to be applied prospectiaely is effective for interim and ann
reporting periods beginning on or after December2ld 1, with early adoption prohibited. The Compalmes not believe this guidance !
have a material impact on the Company's finantééments and will comply with this requirement nits effective date.

Accounting Standards Update 2011-08 - Intangibles-@dwill and Other: Testing Goodwill for Impairment
The FASB released amended guidance that is intetalsdnplify requirements to test goodwill for impaent. Under the amend
guidance, an entity will have the option to firssass qualitative factors to determine whetheetigtence of events or circumstances lead:

determination that it is more likely than not tkizé fair value of a reporting unit is less thatcésrying
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amount. If an entity determines it is more likelyah not that the fair value of a reporting unitgi®ater than its carrying amount, t
performing the twostep impairment test will not be necessary. Howgban entity is unable to make this conclusidmert it will be required 1
perform the first step of the twatep impairment test by calculating the fair vatiiighe reporting unit and comparing the fair valigh the
carrying amount of the reporting unit, as requibgdcurrent guidance. The update is effective foruah and interim goodwill impairment te
performed for fiscal years beginning after Decemtigr2011, with early adoption permitted. The Comyps currently evaluating the impa
of this new standard and will apply it in 2012.

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

The FASB released amended guidance that will reqgeirtities to disclose both gross and net inforomaibout instruments a
transactions eligible for offset in the statemeinfiriancial position as well as instruments ands$@ctions subject to an agreement similar
master netting arrangement. In addition, the updetgiires disclosure of collateral received andtgmbsn connection with master nett
agreements or similar agreements. The updatedastefé for annual reporting periods beginning omfber January 1, 2013, and interim per
therein. The disclosures required by this amendméihtbe applied retrospectively for all comparatiperiods presented. The Compar
currently evaluating the impacts of this new stadda

(21) Optim Energy

In January 2007, Optim Energy was created by PNM& BCJV, a wholly owned subsidiary of Cascade,etiwves expanding U.
markets, principally the areas of Texas covereERCOT. PNMR and ECJV each had a 50 perosviiership interest in Optim Energy
limited liability company.

In 2007, Optim Energy entered into a bank finan@mgngement that provided for a revolving lineiEdit, the issuance of bank leti
of credit support certain contractual arrangemeants, a maturity of May 31, 2012. Cascade and EQifanteed Optim Energy's obligati
on this facility and, to secure Optim Energy's gétion to reimburse Cascade and ECJV for any patsmeade under the guaranty, receiv
first lien on all assets of Optim Energy and itbsdiaries. Optim Energy's debt was non-recours&NbIR.

Impairment and Restructurir

Beginning in 2009 and continuing throughout 201pti@ Energy was affected by adverse market conditiprimarily low natural gi
and power prices. In addition to these adverse etarnditions, reported sales of electric genegatésources within the ERCOT market :
were transacted at prices (per KW of generatingwcity) that were substantially below the amountorded for the electric generating ple
underlying PNMR's investment in Optim Energy. Un@XAP, these factors were indicators of impairmiatt required impairment analy:
to be performed as of December 31, 2010, both bynORnergy of its electric generating plants andRiYMR of its investment in Opti
Energy.

GAAP requires that Optim Energy perform the impannanalysis of its electric generating plants gigorecasts of future cash flo
on an undiscounted basis in order to determin@visstments are recoverable. Optim Energy's arslgdicated that it would be able to recc
its investments in electric generating assets baseids estimates of undiscounted future cash flfneen operating those plants over tl
expected useful lives. Therefore, Optim Energyrditirecord any impairment loss related to its electenerating plants at December 31, 2

However, GAAP requires that PNMR develop the impaint analysis of its investment in Optim Energyeohen a determination
the investment's fair value. Determination of faafue is subjective and requires reliance on masymptions and judgments regarding fu
events. Fair value can be based on the market agiprincome approach, or cost approach. In maksgdtermination, PNMR conside
recent transactions involving electric generatiagets within the ERCOT market area, the forecasdst flows related to the investment,
preliminary information concerning strategic alegives for its investment in Optim Energy. PNMR&atmination of the fair value of
investment in Optim Energy is considered a Leveléasurement under the fair value hierarchy estadisinder GAAP. See Note. PNMR':
analysis indicated that its entire investment irti@pEnergy was impaired at December 31, 2010. Adiogly, PNMR reduced the carryi
value of its investment in Optim Energy to zer®atember 31, 2010, resulting in a pre-tax impaitnhess of $188.2 million $113.7 millior
aftertax), which is reflected within Other Income anddDetions on the Consolidated Statements of Earnlibgss) of PNMR. In accordan
with GAAP, PNMR has not recorded income or lossspeiated with its investment in Optim Energy il 2@s
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PNMR had no contractual requirement or agreemepitdeide Optim Energy with additional financial oesces.

As a result of the adverse market conditions desdriabove, PNMR (in collaboration with Optim Eneegyd ECJV) assessed vari
strategic alternatives relating to Optim Energy. 8sptember 23, 2011, PNMR, ECJV, and Cascade atpeextructure Optim Energy ¢
ECJV made an equity contribution to Optim Energyexcthange for an increased ownership interest, wtgsulted in PNMR's ownership
Optim Energy being reduced from 50% to 1%s part of this transaction, PNMR did not make aquity contribution to Optim Energy r
was it required to make any future contributioneTair value of PNMR's 1% ownership interest in i@pEnergy wasle minimisat Decembe
31, 2011. PNMR Services Company provided certampaate services to Optim Energy through Decemider2B11 and is continuing
provide services with respect to certain open tattens. From January 1, 2012 through December Gl3,2ECJV had the option to purch
PNMR's 1%ownership interest in Optim Energy at fair markatue. On January 4, 2012, ECJV exercised its optioacquire PNMR
remaining 1% ownership interest in Optim Energfaatmarket value, which was determined to be zé?bIMR accounted for its investmen
Optim Energy using the equity method of accountintl September 23, 2011 and used the cost metierdafter.

Operational Information

As discussed above, PNMR fully impaired its investinin Optim Energy at December 31, 2010 and hasetognized losses of Opt
Energy from January 1, 2011 through September 221 2vhen PNMR ceased to account for its investnusitig the equity method
accounting. Accordingly, Optim Energy has no impactPNMR's 2011 balance sheet, statement of earnamy statement of cash flo
Summarized financial information for Optim Energy presented below although summarized balance shieemation for 2011 is n
presented since PNMR ceased using the equity methaccounting.

Results of Operations

Nine Months Ended Year Ended December 31,
September 30, 2011 2010 2009
(In thousands)
Operating revenues $ 256,78t $ 374,35t $ 319,50°
Gross margin 84,68¢ 109,98( 117,96(
Net earnings (loss) (21,439 (25,090 (56,82¢)

PNMR recognized net earnings (loss) from Optim Byesf zero , $(15.2) million , and $(30.1) millidar the years ended Decem
31, 2011, 2010, and 2009. The 2010 and 2009 amancitede amortization of a basis difference betwB&NMR's recorded investment
Optim Energy and 50 percent of Optim Energy's gquit

Financial Position

December 31,

2010
(In thousands)

Current assets $ 105,41
Non-current assets 1,045,24:
Current liabilities (50,22¢)
Long-term debt (717,000
Other long-term liabilities (7,515)

Owners' equity 375,92(
50 percent of owners' equity 187,96(
PNMR basis difference in Optim Energy 21€
Impairment of equity investment in Optim Energy (188,17¢)

PNMR equity investment in Optim Energy
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(22) Discontinued Operations
PNM Gas

As discussed in Note 2PNM sold its gas operations, which comprised”RhN¢ Gas segment, on January 30, 2009. Under GANR/
Gas is presented as discontinued operations oadt@mpanying Consolidated Statements of EarningssL In accordance with GAAP,
depreciation was recorded on assets held for s&#609. PNM also retained obligations for certaintmgent liabilities that existed at the ¢
of sale. PNM recognized $5.4 millian expense related to these liabilities in the 268%ults of Operations for PNM Gas. Summai
financial information for PNM Gas is as follows:

Results of Operations

Period from

January 1to

January 30,

2009

(In thousands)
Operating revenues $ 65,69¢
Cost of energy 44,69¢
Gross margin 20,99
Operating expenses 11,26«
Depreciation and amortization —
Operating income 9,73:
Other income (deductions) 292
Net interest charges (962)
Gain on disposal 98,42¢
Segment earnings before income taxes 107,48t
Income taxes (benefit) 36,681
Segment Earnings $ 70,80:

PNM Gas'’s cost-of-gas revenues collected from ssdegice customers were recovered in accordanceNWRRC regulations throuy
the PGAC and represented a pass-through of theotaostural gas to the customer.

(23) Goodwill and Other Intangible Assets; Impairments

The excess purchase price over the fair valueef#isets acquired and the liabilities assumed ByRRFor its June 2005 acquisition
TNP was recorded as goodwill and was pushed dowhedusinesses acquired. Subsequently, TNMP atfsdtsvere included in its Ne
Mexico operations, including goodwill of $102.8 hah , were transferred to PNM. Of the $79.3 milliof other intangible assets acquire:
the TNP acquisition, $68.8 million related to thadie name “First ChoiceThe trade name was considered to have an indetisétul life an
was not amortized. The other $10.5 million intatgigisset related to the First Choice customealistwas amortized over eight years.

The Company evaluates its goodwill and ramnertizing intangible assets for impairment annuall the reporting unit level or m¢
frequently if circumstances indicate that the goitidar intangible assets may be impaired. Applioatiof the impairment test requi
judgment, including the identification of reportingits, assignment of assets and liabilities t@riépg units, and determination of the fair ve
of each reporting unit. A discounted cash flow moeltlogy is primarily used to estimate the fair valf each reporting unit. This analy
requires significant judgments, including estimatiaf future cash flows, which is dependent on ima¢rforecasts, estimation of lotgrr
growth rates for the business, and determinatiompgropriate weighted average cost of capital farhereporting unit. Changes in th
estimates and assumptions could materially affextietermination of fair value and the conclusibimmpairment for each reporting unit.

For nonamortizing intangibles other than goodwill, the Gmmy compares the fair value of the intangible tassés recorded valu
For goodwill, the first step of the impairment tesguires that the Company compare the fair vafuezoh
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reporting unit with its carrying value, includingpgdwill. If as a result of this analysis, the Compaconcludes there is an indicatior
impairment in a reporting unit having goodwill, tB®@mpany is required to perform the second stehefmpairment analysis, determining
amount of goodwill impairment to be recorded. Theoant is calculated by comparing the implied faatue of the goodwill to its carryil
amount. This exercise requires the Company to aéothe fair value determined in step one to thividual assets and liabilities of
reporting unit. Any remaining fair value would beetimplied fair value of goodwill on the testingtelaTo the extent the recorded amour
goodwill of a reporting unit exceeds the implied falue determined in step two, an impairment iss®flected in results of operations.

The annual evaluations have not indicated impaitmef any of PNMR's reporting units, except in 2008ring 2008, the mark
capitalization of PNMRS common stock was significantly below book valmeaddition, changes in the ERCOT market signifitaimpacte
the results of operations of First Choice. Theriitial challenges facing First Choice were exacexdbdiy the impacts of Hurricane lke i
depressed economic conditions resulting in sigaificincreases in the levels of uncollectible act®uAs a result, the Company recor
goodwill impairments of $51.1 million for PNM, $3million for TNMP, and $88.8 million for First Ckaz in 2008. Preax impairment loss:
of $42.6 million for the First Choice trade namel &4.8 millionfor the First Choice customer list were also reedrth 2008. At December !
2010, other intangible assets, before accumulateattazation, consisted of $26.2 million for the $tiChoice trade name and $5.7 millifmm
the First Choice customer list.

Since 2008, the price of PNM&common stock has increased, improving the relsliip between PNMR's market capitalization
book value. In addition, improved regulatory treatthhas been experienced by PNM in New Mexico andMWMP in Texas. Furthermoi
First Choice's business became more stable, phinthré to more predictable power and fuel pricaguas in the ERCOT market. These fac
resulted in more predictable earnings and increésiedalues of the reporting units. Since 200& #mnual evaluations have not indicated
the fair values of the reporting units with recatdmodwill have decreased below their carrying @aluOther than the 2008 impairments,
Company has not recorded any impairments of gobdwidther intangible assets.

As discussed in Note 2, PNMR completed the saléirst Choice on November 1, 2011. As a result Fiisbices' goodwill and oth
identifiable intangibles are no longer includedNMR's Consolidated Balance Sheet.

See Note 21 for a discussion of impairments reablgeOptim Energy and the impairment of PNMR’s isiveent in Optim Energy.

(24) Quarterly Operating Results (Unaudited

Unaudited operating results by quarters for 201d 2010are presented below. In the opinion of managemémhen Company,
adjustments (consisting of normal recurring ac&uakcessary for a fair statement of the resultspafrations for such periods have t
included.
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Quarter Ended
March 31 June 30 September 30 December 31
(In thousands, except per share amounts)

PNMR
2011
Operating revenues $ 387,66. $ 41558t $ 549,49t $ 347,87.
Operating income 52,22( 32,86( 108,28 63,93¢
Net earnings” 19,95: 7,66¢ 47,90t 115,40¢
Net earnings attributable to PNMR 16,63: 4,06 43,66 111,99:
Net Earnings Attributable to PNMR per Common Share:
Basic 0.1¢ 0.04 0.4¢ 1.3¢€
Diluted 0.1¢ 0.04 0.4¢ 1.3t
2010
Operating revenues $ 383,39t $ 405,81 $ 503,65. $ 380,65:
Operating income 10,48: 73,67¢ 105,40t 49,88t
Net earnings (loss) (5,214 26,30: 52,59: (104,809
Net earnings (loss) attributable to PNMR (8,449 22,87¢ 48,55: (108,196
Net Earnings (Loss) Attributable to PNMR per Common
Share:
Basic (0.09) 0.2t 0.5: (1.1¢)
Diluted (0.09) 0.2t 0.5¢ (1.1¢)
PNM
2011
Operating revenues $ 234,23t $ 239,23: % 323,76( $ 260,05
Operating income 18,16¢ 10,54: 87,91 44,82
Net earnings 6,964 2,097 42,57 16,90¢
Net earnings (loss) attributable to PNM 3,781 (1,379 38,46: 13,62:
2010
Operating revenues $ 230,53t $ 243,060 $ 304,26¢ $ 239,26
Operating income 12,457 33,39( 80,67 21,60(
Net earnings 7,551 12,19¢ 43,163 7,95
Net earnings attributable to PNM 4,44¢ 8,90z 39,25¢ 4,694
TNMP
2011
Operating revenues $ 53,84: $ 59,957 $ 66,98! $ 57,07¢
Operating income 13,72« 13,69¢ 21,55 14,87:
Net earnings 4,16: 4,102 8,86¢ 5,12¢
2010
Operating revenues $ 48,17 $ 52,56¢ $ 61,20 $ 50,63¢
Operating income 10,24: 14,44 19,62: 12,10¢
Net earnings 1,64¢ 4,10¢ 7,32¢ 2,90

W During the fourth quarter of 2011, PNMR completied sale of First Choice which resulted in a $174ilon ( $97.0 million aftertax) gain
that positively affected net earnings, net earnatyibutable to PNMR, and earnings per share. Nee 2.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the consolidated financial stateésn&fPNM Resources, Inc. and subsidiaries (theniany") as of December 31, 2011 and
2010, and for each of the three years in the penimied December 31, 2011, and the Company's ihsgnaol over financial reporting as of
December 31, 2011 and have issued our reportsahelated February 29, 2012; such consolidated diahstatements and reports are inclu
elsewhere in this Form 10-K. Our audits also inetlithe consolidated financial statement scheddl#seedCompany listed in Item 15. These
consolidated financial statement schedules aresgmonsibility of the Company's management. Oysaesibility is to express an opinion
based on our audit. In our opinion, such consadiddinancial statement schedules, when considereslation to the basic consolidated
financial statements taken as whole, present fairlgll material respects, the information setHdrerein.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 29, 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the consolidated financial statésnefPublic Service Company of New Mexico and @libsies and Texas-New Mexico
Power Company and subsidiaries (the "Companiesdf Becember 31, 2011 and 2010, and for each dtttee years in the period ended
December 31, 2011, and have issued our reportsdhefated February 29, 2012; such consolidateddiabstatements and reports are
included elsewhere in this Form 10-K. Our auditoahcluded the consolidated financial statemem¢duales of the Companies listed in Item
15. These consolidated financial statement schedukethe responsibility of the Companies' managén@r responsibility is to express an
opinion based on our audits. In our opinion, sumhsolidated financial statement schedules, whesidered in relation to the basic
consolidated financial statements taken as whotsemt fairly, in all material respects, the infation set forth herein.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 29, 2012
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SCHEDULE |
PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
STATEMENTS OF EARNINGS

Year ended December 31,

2011 2010 2009
(In thousands)

Operating Revenues $ — $ — 3 =
Operating Expenses 20,54% 6,584 8,15¢

Operating income (loss) (20,54%) (6,589 (8,15¢)
Other Income and Deductions:

Equity in earnings (loss) of subsidiaries 205,21! 96,80: 76,49:

Equity in net earnings (loss) of Optim Energy — (15,229 (30,145

Impairment of equity investment in Optim Energy — (188,17¢) —

Other income 59 94¢ 22,91¢

Other deductions (34,129 (25,772) (26,85()

Net other income (deductions) 171,15( (131,419 42,41
Income (Loss) Before Income Taxes 150,60 (138,007) 34,25\
Income Tax Expense (Bengfit) (25,756 (92,78%) (19,25¢)
Earnings (Loss) from Continuing Operations 176,35¢ (45,21Y 53,51¢
Earnings from Discontinued Operations, net of incora taxes of $0, $0, and

$36,687 _ _ 70.80:
Net Earnings (Loss) $ 176,35¢ $ (45,21 $ 124,31t
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SCHEDULE |
PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
STATEMENTS OF CASH FLOWS

Year Ended December 31,

2011 2010 2009

(In thousands)
Cash Flows From Operating Activities:

Net earnings (loss) $ 176,35¢ $ (45,219 $ 124,31t
Adjustments to reconcile net earnings (loss) tocash flows from operating
activities:
Depreciation and amortization 7,65¢ 6,767 4,89:
Deferred income tax expense (34,39¢) (73,06 (16,959
Equity in (earnings) loss of subsidiaries (205,219 (96,80 (147,29)
Equity in net (earnings) loss of Optim Energy — 15,22 30,14¢
Impairment of equity investment in Optim Energy — 188,17t —
Loss (Gain) on reacquired debt 9,20¢ — (7,317)
Stock based compensation expense 6,55¢ 2,89/ 2,18¢
Changes in certain assets and liabilities:
Other current assets 42,68 15,17: 8,391
Other assets 59,97¢ 31 634
Accounts payable (D) (157) (97)
Accrued interest and taxes 27,34¢ 141 (2,080
Other current liabilities 4,76t (8,95%) 1,387
Other liabilities (12,859 18,23¢ (22,359
Net cash flows from operating activities 82,081 22,44: (23,149
Cash Flows From Investing Activities:
Investments in subsidiaries (43,000 — (86,257
Investments in Optim Energy — (20,279 —
Cash dividends from subsidiaries 285,75 47,94( 347,01.
Other, net — — 3
Net cash flows from investing activities 242,75 27,66: 260,76.
Cash Flows From Financing Activities:
Short-term borrowings (repayments), net (15,300 (8,000 (114,66
Short-term borrowings (repayments) — affiliate, net 30C 1,71¢ 3,20(
Repayment of long-term debt (60,39)) (2,125) (148,427
Purchase of preferred stock (73,47%) — —
Purchase of common stock (125,68)) — —
Issuance of common stock — — 1,24¢
Proceeds from stock option exercise 5,622 1,247 —
Purchases to satisfy awards of common stock (10,109 (2,986 (957)
Excess tax (shortfall) from stock-based paymertrayements — (580) (760)
Dividends paid (45,129 (45,726) (45,707)
Other, net (747) — —
Net cash flows from financing activities (324,90¢) (56,45)) (306,05¢)
Change in Cash and Cash Equivalents (62 (6,349 (68,449
Cash and Cash Equivalents at Beginning of Period 303 6,652 75,09t
Cash and Cash Equivalents at End of Period $ 241 % 30 $ 6,652

Supplemental Cash Flow Disclosures:
Interest paid $ 19,21 % 19,07¢ % 32,09:




Income taxes paid (refunded), net $ 545. % (27,019 $ 116,59:
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SCHEDULE |

PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
BALANCE SHEETS

December 31,

2011 2010

(In thousands)

Assets

Cash and cash equivalents $ 241 $ 30¢
Intercompany receivables 76,98: 80,66¢
Income taxes receivable — 42,68t¢

Total current assets 77,22¢ 123,65
Property, plant and equipment, net of accumulaggetiation of $14,340 and $12,628 18,79: 20,50¢
Long-term investments 7,43¢ 12,01:
Investment in subsidiaries 1,646,44! 1,682,17
Other long-term assets 37,29 64,23t

Total long-term assets 1,709,97. 1,778,93

$ 1,787,199 $ 1,902,58

Liabilities and Stockholders’ Equity

Short-term debt $ 16,70 $ 32,00(
Short-term debt-affiliate 8,81¢ 8,51¢
Current maturities of long-term debt 2,38 2,252
Accrued interest and taxes 31,51( 3,64¢
Other current liabilities 7,748 4,45¢

Total current liabilities 67,15¢ 50,87
Long-term debt 145,12: 197,51(
Other long-term liabilities 93C 17,46

Total liabilities 213,21 265,84!
Convertible preferred stock (no stated value; 10,000 shares authorized; issued and outstanding

none and 477,800 shares) — 100,00
Common stock (no par value; 120,000,000 share®ernéd; issued and outstanding 79,653,624 and

86,673,174 shares) 1,193,19. 1,290,46!
Accumulated other comprehensive income, net of tax (66,85¢) (68,66¢)
Retained earnings 447,65( 314,94:

Total common stockholders’ equity 1,573,98! 1,536,74.

$ 1,787,199 $ 1,902,58

See Notes 6, 7, and 16 for information regardingmiments, contingencies, and maturities of longatdebt.
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SCHEDULE 1l
PNM RESOURCES, INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions
Balance at Charged to Charged to
beginning of costs and other Write-offs and Balance at
Description year expenses accounts other end of year
(In thousands)
Allowance for doubtful accounts, year
ended December 31:
2009® $ 21,46¢ $ 43937 $ — % 52,62( $ 12,78:
2010 $ 12,787 $ 27,56¢ $ — 3 29,17 $ 11,17¢
2011 $ 11,17¢  $ 24,11¢ $ — % 33,516 @ % 1,77¢

@ Totals reflect continuing operations.

@Includes reduction of $11,818 due to the sale rftFhoice on November 1, 2011.
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SCHEDULE 1l

PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions
Balance at Charged to Charged to
beginning of costs and other Balance at
Description year expenses accounts Write-offs end of year
(In thousands)
Allowance for doubtful accounts, year ended
December 31:
2009® $ 1,34t $ 253 $ — $ 2,39 $ 1,48:
2010 $ 1,48: $ 2,60C $ — 3 2,600 $ 1,48:
2011 $ 1,48: $ 3,73t % — 3 3,441 $ 1,77¢

@ Totals reflect continuing operatio
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SCHEDULE 1l
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions
Balance at Charged to Charged to
beginning of costs and other Balance at
Description year expenses accounts Write-offs end of year
(In thousands)

Allowance for doubtful accounts, year ended

December 31:
2009 $ — ¢ 236 $ — 3 236 % =
2010 $ — ¢ 22 $ — 3 22 % —
2011 $ — ¢ 33 % — 3 33 % =
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE
None.
ITEM 9A. CONTROLS AND PROCEDURES
PNMR

(a) Evaluation of disclosure controls and proceslure

As of the end of the period covered by this anmegort, PNMR conducted an evaluation under the rsigien and with th
participation of PNMRS management, including the Chief Executive Offi@ed the Chief Financial Officer, of the effectiess of the desi
and operation of the disclosure controls and proced (as defined in Rules 13a-15(e) and 15¢k) under the Securities Exchange Ac
1934). Based upon this evaluation, the Chief ExeeuDfficer and the Chief Financial Officer concdithat the disclosure controls .
procedures are effective.

(b) Management'’s report on internal control ovaaficial reporting.

“Management’s Annual Report on Internal Control ©O¥énancial Reporting” appears on page2BThis report is incorporated
reference herein.

(c) Changes in internal controls.

There have been no changes in PNMR’s internal cbatrer financial reporting (as such term is defime Rules 13a-15(f) and 15d-15
(f) under the Securities Exchange Act of 1934) miyrihe quarter ended December 31, 2014t have materially affected, or are reasor
likely to materially affect, PNMR'’s internal controver financial reporting.

PNM
(a) Evaluation of disclosure controls and proceslure

As of the end of the period covered by this anmepbrt, PNM conducted an evaluation under the stigien and with the participatit
of PNM’s management, including the Chief Executive Offaxed the Chief Financial Officer, of the effectiess of the design and operatio
the disclosure controls and procedures (as defimdtlles 13a-15(e) and 18db(e) under the Securities Exchange Act of 1934kl upo
this evaluation, the Chief Executive Officer and @®hief Financial Officer concluded that the discie controls and procedures are effective.

(b) Management’s report on internal control ovaaficial reporting.

“Management’s Annual Report on Internal Control ©O%nancial Reporting” appears on page3BThis report is incorporated
reference herein.

(c) Changes in internal controls.

There have been no changes in PNM'’s internal cbatrer financial reporting (as such term is defimedRules 13a-15(f) and 15t5(f)
under the Securities Exchange Act of 1934) durivgduarter ended December 31, 2@idt have materially affected, or are reasonakigiy
to materially affect, PNM’s internal control ovéndncial reporting.

TNMP
(a) Evaluation of disclosure controls and proceslure

As of the end of the period covered by this anmegort, TNMP conducted an evaluation under the rigien and with th
participation of TNMP$ management, including the Chief Executive Offimed the Chief Financial Officer, of the effectiess of the desi
and operation of the disclosure controls and procexd (as defined in Rules 13a-15(e) and 15¢k) under the Securities Exchange Ac
1934). Based upon this evaluation, the Chief ExeeuDfficer and the Chief Financial Officer concdithat the disclosure controls .
procedures are effective.

(b) Management'’s report on internal control ovaaficial reporting.

“Management’s Annual Report on Internal Control ©O%nancial Reporting” appears on pagetBThis report is incorporated
reference herein.

C-1




Table of Contents

(c) Changes in internal controls.

There have been no changes in TNMP’s internal obnotrer financial reporting (as such term is defirie Rules 13a-15(f) and 15d-15
(H under the Securities Exchange Act of 1934) miyirihe quarter ended December 31, 201k have materially affected, or are reasor
likely to materially affect, TNMP’s internal controver financial reporting.

ITEM 9B. OTHER INFORMATION
None.
PART III
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS OF PNMR AND CORPORATE GOVERNANCE

Reference is hereby made to “Proposal 1. Elect Daectors” in PNMRS Proxy Statement relating to the annual meetir
stockholders to be held on May 15, 2012 (the “ 2Pi@xy Statement”), to PART |, SUPPLEMENTAL ITEM*EXECUTIVE OFFICERS O
THE COMPANY” in this Form 10-K, “Other Matters”-“®tion 16(a) Beneficial Ownership Reporting Comptiefy “Code of Ethics,”anc
“Board Committees and Their Functions”-“Audit anthies Committee” in the 201Proxy Statement. The Company intends to satisf
disclosure requirements of Form 8-K relating to admeents to the Comparg/code of ethics applicable to its senior execudind financie
officers by posting such information on its Interweebsite. Information about the Company’s websiténcluded under Part |, Item 1 -
“Websites.”

PNMR’s common stock is listed on the New York St&oichange. As a result, PNMKRChief Executive Officer is required to make
annual certification to the New York Stock Excharsiating that she was not aware of any violatiopnsPbIMR of the New York Stoc
Exchange corporate governance listing standarddMmN Chief Executive Officer made the most recentifieation to the New York Stoc
Exchange on June 14, 2011.

ITEM 11. EXECUTIVE COMPENSATION

Reference is hereby made to “Executive Compensatiom all subheadings thereunder from “Compenediiscussion and Analysis”
to “Potential Payments Upon Termination or ChangeControl”, “Director Compensation,” and “Board Cuonittees and Their Functions”-
“Compensation and Human Resources Committee”-llmt&s” in the 2012 Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Reference is hereby made to “PNM Resources Comrtomk ®wned by Executive Officers and DirectorsQwnership of More The
Five Percent of PNM Resources Common Stock,” amqliiy Compensation Plan Information” in the 2012Br Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

Reference is hereby made to “Related Person Traosag “Other Governance Policies-Related Persoan3actions Policy,anc
“Director Independence” in the 2012 Proxy Statement

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Reference is hereby made to “Audit and Ethics CatemiReport” and “Independent Auditor Fees” in 312 Proxy Statemer
Independent auditor fees for PNM and TNMP are rigbin the 2012 Proxy Statement for PNMR. All stebs are fees of PNMR.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(@) - 1. See Index to Financial Statements under Item 8.

(@) - 2. Financial Statement Schedules for the years 201110,2and 2009 are omitted for the reason that éheyot required or the
information is otherwise supplied under Item 8.

(@) - 3-A. Exhibits Filed:

Exhibit No Description
10.1 PNMR First Amendment to Credit Agreement dateduldan18, 2012 among PNMR, the lenders party theestd Wells

Fargo Bank, National Association, as Administra\gent

10.2 PNM First Amendment to Credit Agreement dated dand8, 2012 among PNM, the lenders party theeatd,Wells
Fargo Bank, National Association, as Administrat\gent

10.3** PNMR Amendment to the PNMR Long-Term Care InsueaRalicy effective December 31, 2011 (terminatimg plan)
10.4** PNMR Second Amendment to the PNM Resources, Iffcce® Retention Plan executed December 16, 2011.
10.5** PNMR Fifth Amendment to the PNM Resources, Indidef Life Insurance Plan executed December 161201
10.6** PNMR Amendment to Corporate Policy Absence frontk\Rolicy 125 executed December 16, 2011.

10.7** PNMR 2012 Director Compensation Summary

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

21 PNMR Certain subsidiaries of PNM Resources, Inc.

231 PNMR Consent of Deloitte & Touche LLP for PNM Rasees, Inc.

23.2 PNM Consent of Deloitte & Touche LLP for Publicrdee Company of New Mexico

311 PNMR Chief Executive Officer Certification Purstiam Section 302 of the Sarbanes-Oxley Act of 2002

31.2 PNMR Chief Financial Officer Certification Pursuda Section 302 of the Sarbanes-Oxley Act of 2002

31.3 PNM Chief Executive Officer Certification PursudatSection 302 of the Sarbanes-Oxley Act of 2002

314 PNM Chief Financial Officer Certification PursudntSection 302 of the Sarbanes-Oxley Act of 2002

315 TNMP Chief Executive Officer Certification Pursuda Section 302 of the Sarbanes-Oxley Act of 2002

31.6 TNMP Chief Financial Officer Certification Pursudn Section 302 of the Sarbanes-Oxley Act of 2002



32.1

32.2

32.3

99.1

101.INS

101.SCH

101.CAL

101.DEF

101.LAB

101.PRE

PNMR

PNM

TNMP

PNMR

PNMR

PNMR

PNMR

PNMR

PNMR

PNMR

Chief Executive Officer and Chief FinancidfiGer Certification Pursuant to Section 906 of arbanes-Oxley
Act of 2002

Chief Financial Officer and Chief Financialfioér Certification Pursuant to Section 906 of 8&rbanes-Oxley Act
of 2002

Chief Executive Officer and Chief FinancidffiGer Certification Pursuant to Section 906 of abanes-Oxley
Act of 2002

Unaudited Pro Forma Consolidated StatemdrEsumings of PNMR for the year ended Decembe2811
XBRL Instance Document

XBRL Taxonomy Extension Schema Do&oim

XBRL Taxonomy Extension Calculatibimkbase Document

XBRL Taxonomy Extension Definitiomkbase Document

XBRL Taxonomy Extension Label Linkbase Docutne

XBRL Taxonomy Extension Presentation LinkbBeeument

D-1




Table of Contents

(a) -3- B.

Exhibits Incorporated By Reference:

The documents listed below are being filed (as shalove) or have been previously filed on behaPNM Resources, PNM or TNMP
and are incorporated by reference to the filinggar¢h below pursuant to Exchange Act Rule 12m88 Regulation S-K section 10, paragraph

(d).

Exhibit

No.

Description of Exhibit

Plan of Acquisition

2.1

2.2

2.3

Stock Purchase Agreement dated as of Septemb2023,among

PNMR, TNP Enterprises, Inc. and Direct LP, Inc.

Asset Purchase Agreement dated January 12, 2008gaRdM,

Continental Energy Systems, LLC and New Mexico Gampany,

Inc.

Contribution Agreement, dated as of June 1, 200i5ay
EnergyCo, LLC, PNM Resources, and ECJV HoldingsCLL

Articles of Incorporation and By-laws

3.1 Articles of Incorporation of PNM Resources, as adezhto date
(Certificate of Amendment dated October 27, 2008 Rastated
Articles of Incorporation dated August 3, 2006)

3.2 Restated Articles of Incorporation of PNM, as anezhthrough
May 31, 2002

3.3 Articles of Incorporation of TNMP, as amended thgbuuly 7,
2005

3.4 Bylaws of PNM Resources, Inc. with all amendmeatartd
including December 8, 2009

3.5 Bylaws of PNM with all amendments to and includvgy 31,
2002

3.6 Bylaws of TNMP as amended effective June 26, 2011

Indentures#

PNMR

4.1 Indenture, dated as of March 15, 2005, between PMNRR
JPMorgan Chase Bank, N.A., as Trustee

4.2 Supplemental Indenture No. 1, dated as of Marct2805, between
the Company and JPMorgan Chase Bank, N.A. as Eusith
Form of Senior Note included as Exhibit A thereto

4.3 Supplemental Indenture No. 2, dated as of May 0688etween
PNMR and The Bank of New York Trust Company, N.gudcessc
to JPMorgan Chase Bank, N.A.), as trustee

A4 A Anreamaent nf Racinnatinn Annnintment and Arcarganffactive

Registrant(s)

Filed as Exhibit: File No:

2.1 to PNMR's Current Report on Form 1-32464
8K filed September 23, 2011 PNMR

2.0 to PNM's Annual Report on Form 10-1-6986
K for the year ended December 31, 2007PNM

2.1 to the Company's Quarterly Report ori-32462
Form 10-Q for the quarter ended June 3(PNMR
2007

3.1 to the Company's Current Report on 1-32462
Form 8-K filed November 21, 2008 PNMR

3.1.1 to the Company's Quarterly Report 1-6986
on Form 10-Q for the quarter ended JunePNM
30, 2002

3.1.2 to the Company's Quarterly Report 2-97230
on Form 10-Q for the quarter ended JuneTNMP
30, 2005

3.1 to the Company's Current Report on 1-32462
Form 8-K filed December 11, 2009 PNMR

3.1.2 to the Company's Report on Form 1-6986
10-Q for the fiscal quarter ended June 30PNM
2002

3.6 to the Company's Quarterly Report or2-97230

Form 10-Q for the quarter ended TNMP
September 30, 2011

10.2 to PNMR's Current Report on Form 1-32462
8-K filed March 31, 2005 PNMR
10.3 to PNMR's Current Report on Form  333-32170
8-K filed March 31, 2005 PNMR

4.3 to PNMR's Current Report on Form 8- 1-32462
K filed May 21, 2008 PNMR
A 1 tn the Camnanv'e Nnarterhs Rennrt 1-R2AR?D



as of June 1, 2011, among PNMR, The Bank of Nevk ¥&gllon Form 10-Q for the quarter ended June 30, PNMR
Trust Company, N.A. and Union Bank, N.A. (for Marth, 2005 2011
PNMR Indenture)
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4.5 Indenture, dated as of October 7, 2005, between R4kt U.S. 4.11 to the Company's Quarterly Report 1-32462
Bank National Association, as trustee on Form 10-Q for the quarter ended PNMR
September 30, 2005

4.6 Supplemental Indenture, dated as of October 7, 20€t%een 4.12 to the Company's Quarterly Report 1-32462
PNMR and U.S. Bank National Association, as trustéth Form ol on Form 10-Q for the quarter ended PNMR
Senior Note included as Exhibit A thereto September 30, 2005

4.7 Supplemental Indenture No. 2, dated as of Augug0@8 between 4.3 to PNMR's Quarterly Report on Form  1-32462
PNMR and U.S. Bank National Association, as trustee 10-Q for the quarter ended September 30, PNMR

2008

4.8 Registration Rights Agreement, dated as of Oct@h&005, 4.10 to the Company's Annual Report on  1-32462
between PNMR, as issuer and Cascade Investment, a4 @itial Form 10-K for the year ended December PNMR
holder. 31, 2005

PNM

4.9 Indenture (for Senior Notes), dated as of March1BB8, between 4.4 to PNM's Quarterly Report on Form 1-6986
PNM and The Chase Manhattan Bank, as Trustee 10-Q for the quarter ended March 31, PNM

1998

4.10 First Supplemental Indenture, dated as of MarchL 298, 4.5 to PNM's Quarterly Report on Form 1-6986
supplemental to Indenture, dated as of March 1981Between 10-Q for the quarter ended March 31, PNM
PNM and The Chase Manhattan Bank, as Trustee 1998

411 Second Supplemental Indenture, dated as of Marcha98, 4.6 to PNM's Quarterly Report on Form 1-6986
supplemental to Indenture, dated as of March 1981Between 10-Q for the quarter ended March 31, PNM
PNM and The Chase Manhattan Bank, as Trustee 1998

4.12 Third Supplemental Indenture, dated as of Octob&8%9 to 4.6.1 to PNM's Annual Report on Form 1-6986
Indenture dated as of March 11, 1998, between PNd/Tdne Chase 10-K for the fiscal year ended PNM
Manhattan Bank, as Trustee December 31, 1999

413 Fourth Supplemental Indenture, dated as of May@320 4.6.2 to PNM's Quarterly Report on 1-6986
Indenture dated as of March 11, 1998, between PNdWJ®Morgan Form 10-Q for the quarter ended June 30, PNM
Chase Bank (formerly The Chase Manhattan BanKjrastee 2003

4.14 Fifth Supplemental Indenture, dated as of May D3® Indenture 4.6.3 to PNM's Quarterly Report on 1-6986
dated as of March 11, 1998, between PNM and JPMdtdease Form 10-Q for the quarter ended June 30, PNM
Bank, as Trustee 2003

4.15 Sixth Supplemental Indenture, dated as of May 0320 Indenture 4.6.4 to PNM's Quarterly Report on 1-6986
dated as of March 11, 1998, between PNM and JPMdCdese Form 10-Q for the quarter ended June 30, PNM
Bank, as Trustee 2003

4.16 Seventh Supplemental Indenture, dated as of JuP@0Y, to 4.23 to PNM's Quarterly Report on 1-6986

Indenture dated as of March 11, 1998, between PNd/Tdne Bank Form 10-Q for the quarter ended June 30, PNM
of New York Trust Company, N.A. (successor to JPjdor Chase 2007
Bank), as Trustee

4.17 Eighth Supplemental Indenture, dated as of Ju2@10 to 10.1 to PNM's Current Report on Form 8-  1-6986
Indenture dated as of March 11, 1988, between PNd/Tdne Bank K filed July 29, 2010 PNM
of New York Mellon Trust Company (successor to Jirjdom Chase
Bank), as Trustee

4.18 Ninth Supplemental Indenture, dated as of Jun®10Q 2o Indenture 10.2 to PNM's Current Report on Form 8-  1-6986
dated as of March 11, 1988, between PNM and Th& BaNew K filed July 29, 2010 PNM

VaAarl, NMAllan Triiect Namnanu (enianacenr +Aa TIDAMAraAanoARD AnlAN



4.19

4.20

as Trustee

Agreement of Resignation, Appointment and Accepgaeftective
as of May 1, 2011, among PNM, The Bank of New Yidlon
Trust Company, N.A. and Union Bank, N.A. (for Marth, 1998
PNM Indenture)

Indenture (for Senior Notes), dated as of Augudt9B8, between
PNM and The Chase Manhattan Bank, as Trustee
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10-Q for the quarter ended March 31,
2011

4.1 to PNM's Registration Statement No.

333-53367

1-6986
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333-53367
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4.21

4.22

4.23

4.24

4.25

TNMP
4.26

4.27

4.28

4.29

4.30

4.31

4.32

4.33

First Supplemental Indenture, dated August 1, 18@8plemental t

4.3 to PNM's Current Report on Form 8-K

Indenture, dated as of August 1, 1998, between RNMThe Chase Dated August 7, 1998

Manhattan Bank, as Trustee

Second Supplemental Indenture, dated Septemb@&03, 2
supplemental to Indenture, dated as of August 98 1Between
PNM and JPMorgan Chase Bank (formerly, The Chasehsltsan
Bank), as Trustee

Third Supplemental Indenture, dated as of May 0882between
PNM and The Bank of New York Trust Company, N.Atrastee

Agreement of Resignation, Appointment and Acceptapffective
as of June 1, 2011, among PNM, The Bank of New Yéekon
Trust Company and Union Bank, N.A. (for August 298 PNM
Indenture)

Fourth Supplemental Indenture, dated as of OctbBeP011, to the
Indenture, dated as of August 1, 1998, between RN§Union
Bank, N.A. (ultimate successor to The Chase Maahdank), as
trustee

The First Mortgage Indenture dated as of March2®89, between
TNMP and The Bank of New York Mellon Trust CompahyA., as
Trustee

The First Supplemental Indenture dated as of Ma&;2009,
between TNMP and The Bank of New York Mellon Tr@Gstmpany
N.A., as Trustee

The Second Supplemental Indenture dated as of MFcR009,
between TNMP and The Bank of New York Mellon TrGsimpany
N.A., as Trustee

The Third Supplemental Indenture dated as of A3#jl2009
between TNMP and The Bank of New York Mellon Tr@Gstmpany
N.A., as Trustee

First Amendment dated as of December 16, 2010 estWw&MP
and The Bank of New York Mellon Trust Company, N.&s
Trustee to The Third Supplemental Indenture daseaf &pril 30,
2009 between TNMP and The Bank of New York Mellonst
Company, N.A., as Trustee

Agreement of Resignation, Appointment and Acceptapffective
as of June 1, 2011, among TNMP, The Bank of NewkYdellon
Trust Company, N.A. and Union Bank, N.A. (for Marz8, 2009
TNMP Indenture)

Fourth Supplemental Indenture dated as of SepteB8the2011
between TNMP and Union Bank, N.A., as Trustee

Indenture, dated January 1, 1999 between TNMP Bibdgan
Chase Bank (successor to The Chase Bank of Texas)Ns
Trustee

Ciret Ciinnlamantal Indantiira Aatad Taniian: 1 HAOGAANRH 1IrA

4.7.1 to PNM's Quarterly Report on
Form 10-Q for the quarter ended
September 30, 2003

4.2 to PNM's Current Report on Form 8-K
filed May 15, 2008

4.3 to the Company's Quarterly Report on
Form 10-Q for the quarter ended June 30,
2011

4.2 to PNM's Current Report on Form 8-K
filed October 12, 2011

4.1 to TNMP's Current Report on Form 8-
K filed March 27, 2009

4.2 to TNMP's Current Report on Form 8-
K filed March 27, 2009

4.3 to TNMP's Current Report on Form 8-
K filed March 27, 2009

4.1 to TNMP's current Report on Form 8-
K filed May 6, 2009

4.1 to TNMP's Current Report on Form 8-
K filed December 17, 2010

4.4 to TNMP's Quarterly Report Form 10-
Q for the quarter ended June 30, 2011

4.1 to TNMP's 8-K filed October 6, 2011

4(w) to TNMP's Annual Report on Form
10-K for the year ended December 31,
1998

Al +A TRNIMD'e Arnninial DAanAarvk An CAr
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1-6986
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2-97230
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2-97230
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2-97230
TNMP

2-97230
TNMP

2-97230
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2-97230
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2-97230
TNMP
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dated January 1, 1999, between TNMP and JPMorgaseCBank 10-K for the year ended December 31, TNMP
(successor to The Chase Bank of Texas, N. A rastde 1998

4.35 Second Supplemental Indenture, dated June 1, 2003enture, 4 to TNMP's Quarterly Report on Form 2-97230
dated January 1, 1999, between TNMP and JPMorgaseCBank  10-Q for the quarter ended June 30, 2003  TNMP
(successor to The Chase Bank of Texas, N. A.)rastde
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Material Contracts

10.8 Credit Agreement, dated as of October 31, 2011 ngnRiNM 10.1 to the Company's Current Reporton  1-32462
Resources, Inc., the lenders party thereto, Weligé-Bank, Form 8-K filed October 31, 2011 PNMR
National Association, as Administrative Agent anddh Bank,
N.A., as Syndication Agent
10.9 First Amendment to Credit Agreement dated Janu8@rn2012 10.1 to the Company's Annual Reporton  1-32462
among PNMR, the lenders party thereto and Wellgd-&ank, Form 10-K for the year ended December PNMR
National Association, as Administrative Agent 31, 2011
10.10 Letter Agreement, dated as of February 28, 201tlyden PNM 10.3 to the Company's Quarterly Report 1-32462
Resources, Inc. and Cascade Investment, L.L.C. on Form 10-Q for the quarter ended PNMR
March 31, 2011
10.11 Letter Agreement, dated as of May 5, 2011, betweM 10.3 to the Company's Quarterly Report 1-32462
Resources, Inc. and Cascade Investment, L.L.C. on Form 10-Q for the quarter ended June  PNMR
30, 2011
10.12 Sale and Purchase Agreement, dated as of NovemBed 4, 10.1 to PNMR's Current Report on Form 1-32462
between PNMR and Cascade Investment, L.L.C. 8-K filed November 4, 2011 PNMR
10.13 Sale and Purchase Agreement dated as of Septe@hzd 1 10.1 to PNMR's Current Report on Form 1-32462
between PNM Resources, Inc. and Cascade Investimert,. 8-K filed September 23, 2011 PNMR
10.14 Credit Agreement, dated as of October 31, 2011 nanRNM, the  10.2 to PNM's Current Report on Form 8-  1-6986
lenders party thereto, Wells Fargo Bank, Nationsddciation, as K filed October 31, 2011 PNM
Administrative Agent and Union Bank, N.A., as Syration Agent
10.15 First Amendment to Credit Agreement dated Janu@rpQ012 10.2 to PNM's Annual Report on Form 1-6986
among PNM, the lenders party thereto, and Wellgé&ank, 10-K for the year ended December 31, PNM
National Association, as Administrative Agent 2011
10.16 Term Loan Credit Agreement dated as of Septembe2(®0L, 10.1 to TNMP's Current Report on Form 2-97230
among TNMP, as borrower, the lenders identifiedeime and 8-K filed October 6, 2011 TNMP
JPMorgan Chase Bank, N.A., as administrative agent
10.17 Amended and Restated Credit Agreement, dated Becgmber 16, 10.1 to TNMP's Current Report on Form 2-97230
2010, among TNMP, the lenders identified thereid dAMorgan ~ 8-K filed December 17, 2010 TNMP
Chase Bank, N.A., as administrative agent
10.18 Amendment No. 1 to the Amended and Restated CAgpléement, 10.2 to TNMP's Current Report on Form 2-97230
dated as of September 30, 2011 by and among TNiéP, t 8-K filed October 6, 2011 TNMP
institutions parties thereto as lenders, and JPRoEhase Bank,
N.A. as administrative agent
10.19** PNM Resources, Inc. Second Amended anda®as Omnibus 4.1 to PNM Resources' Form S-8 333-159361
Performance Equity Plan dated May 19, 2009 (“PEP”) Registration Statement filed May 20, 2009 PNMR
10.20**  Amendment dated May 17, 2011 to PNMR'sd®ecAmended and 10.1 to PNMR's Current Report Form 8-K  1-32462
Restated Omnibus Performance Equity Plan filed May 20, 2011 PNMR
10.21*  PNM Resources, Inc. 2011 Officer ShortmeCash Incentive Plan 10.4 to the Company Quarterly Reporton  1-32462
dated April 29, 2011 Form 10-Q for the quarter ended March PNMR
31, 2011
10.22**  PNM Resources, Inc. 2011 Long-Term InceafTransition Plan,  10.5 to the Company Quarterly Report on  1-32462
dated April 29, 201. Form 1(-Q for the quarter ended Mar PNMR



31, 2011

10.23**  PNM Resources, Inc. 2011 Long-Term IncemtPlan Terms and  10.6 to the Company Quarterly Report on  1-32462
Conditions, dated March 22, 2011 Form 10-Q for the quarter ended March PNMR
31, 2011
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10.24**

10.25**

10.26**

10.27**

10.28**

10.29**

10.30**

10.31**

10.32**

10.33**

10.34**

10.35**

10.36**

10.37**

10.38**

Description of 2010 long term incentiveogram for named Item 5.02(e) of PNM Resources' Current
executive officers Report on Form 8-K filed March 25, 2010

Form of Stock Option Award Agreement famaqualified stock 10.3 to PNMR's Current Report on Form
options granted under PEP in 2010 8-K filed May 26, 2009

Form of Performance Restricted Stock Réghtvard Agreement for 10.4 to PNMR's Quarterly Report on Fc
performance-based, time-vested restricted stotkgigwards based 10-Q for the quarter ended March 31,
on adjusted cash earnings granted under PEP in 2010 2010

Form of Performance Cash Award Agreementgerformance cash 10.5 to PNMR's Quarterly Report on Fc
awards based on adjusted cash earnings granted RE&ein 2010 10-Q for the quarter ended March 31,
2010

Form of Performance Restricted Stock Réghtvard Agreement for 10.4 to PNMR's Current Report on Form

performance-based, time-vested restricted stotkgigwards based 8-K filed May 26, 2009 (the 2009 long-

on adjusted cash earnings granted under PEP in 2009 term incentive program for named
executive officers is described in ltem
5.02(e) of this Current Report on Form 8-
K filed May 26, 2009)

Form of Performance Cash Award Agreemenfpferformance cash 10.5 to PNMR's Current Report on
awards based on adjusted cash earnings granted RE&ein 2009 Form 8-K filed May 26, 2009

Form of Performance Share Award Agreenienperformance 10.6 to PNMR's Current Report on
share awards based on special purpose performatergacgranted form 8-K filed May 26, 2009
under the PEP in 2009

Form of Performance Cash Award Agreementgerformance cash 10.7 to PNMR's Current Report on
awards based on special purpose performance argeainted under Form 8-K filed May 26, 2009
the PEP in 2009

Form of Restricted Stock Rights Award Agneent for time-vested 10.8 to PNMR's Current Report on

stock rights awards granted under PEP in May 2009 Form 8-K filed May 26, 2009
Form of the award agreement for non- dfieai stock options 10.2 to the Company's Current Report on
granted under the PEP in 2007-2009 Form 8-K filed February 16, 2007

Form of award agreement for restricteccktaghts granted under 10.3 to the Company's Current Report on

the PEP in 2007, 2008 and February 2009 Form 8-K filed February 16, 2007

2012 Director Compensation Summary 10.7 to PNMR's Annual Report on Form
10-K for the year ended December 31,
2011

Changes in Director Compensation 10.2 to the Company's Current Report on

Form 8-K filed March 1, 2011 (for 2011
compensation) and 10.1 to PNMR's
Quarterly Report on Form 10- Q for the
guarter ended March 31, 2010 (for 2010
compensation)

Form of award notice for restricted stankards and stock options 10.3 to the Company's Current Report on
granted to directors and officers under the PEP Form 8-K filed March 1, 2011

PNM Resources, Inc. Executive Spending@uot Plan (amended 10.4 to the Company's Current Report on
and restated effective January 1, 2011) Form 8-K filed March 1, 2011

1-32462
PNMR

1-32462
PNMR

1-32464
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

333-32170
PNMR
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10.39**

10.40**

10.41**

10.42**

10.43**

10.44**

10.45**

10.46**

10.47**

10.48**

10.49**

10.50**

10.51**

10.52**

10.53**

PNM Resources, Inc. Executive Savings Plgamended and
restated effective January 1, 2009)

PNM Resources, Inc. Aftdrax Retirement Plan effective Januar

2009

2009 Officer Incentive Plan

2010 Officer Incentive Plan

Performance Cash Program for the UtilifRresident (Patricia K.
Collawn)

Summary of Executive Time Off Policy Eftae January 1, 2006

Amendment to Corporate Policy Absence fidfark Policy 125
executed December 16, 2011

Restated and Amended Public Service CompmdiiNew Mexico
Accelerated Management Performance Plan (1988)ygtutp,
1988) (refiled)

First Amendment to Restated and AmendeldiP&ervice
Company of New Mexico Accelerated Management Perémrce
Plan (1988) (August 30, 1988) (refiled)

Second Amendment to Restated and AmendédidService
Company of New Mexico Accelerated Management Perémice
Plan (1988) (December 29, 1989) (refiled)

Second [Third] Amendment to the Restataed Amended Public
Service Company of New Mexico Accelerated Managemen
Performance Plan (1988) dated December 8, 1992

Fourth Amendment to the Restated and Aredrfdublic Service
Company of New Mexico Accelerated Management Perémrce
Plan, as amended effective December 7, 1998

Fifth Amendment dated November 27, 2002h® Restated and
Amended PNM Resources, Inc. Accelerated Performance
Management Plan

Sixth Amendment dated December 9, 200théoPNM Resources,

Inc. Restated and Amended Accelerated Performaraslyement
Plan

Seventh Amendment dated November 21, 206Be PNM
Resources, Inc. Accelerated Management Perfornmiace

4.1 to PNMR's Registration Statement on 333-156243

Form S-8 (333-156243) filed December PNMR
17, 2008

10.5 to PNMR's Annual Report on Form 1-32462
10-K for he fiscal year ended December PNMR
31, 2008

10.2 to PNM Resources' Current Report 1-32462
on Form 8-K filed May 26, 2009 PNMR
10.3 to PNM's Quarterly Report on Form 1-32462
10-Q for the quarter ended March 31, PNMR
2010

10.2 to the Company's Quarterly Report 1-32462
on Form 10-Q for the quarter ended June  PNMR
30, 2008

10.31 to the Company's Quarterly Report  1-32462
on Form 10-Q for the quarter ended PNMR
September 30, 2005

10.6 to the Company's Annual Reporton  1-32462
Form 10-K for the year ended December PNMR
31,2011

10.23 to PNM's Annual Report on Form 1-6986
10-K for fiscal year ended December 31, PNM
1998

10.23.1 to PNM's Annual Report on Form 1-6986
10-K for fiscal year ended December 31, PNM
1998

10.23.2 to PNM's Annual Report on Form  1-6986
10-K for fiscal year ended December 31, PNM
1998

10.22.1 to PNM's Annual Report on Form 1-6986
10-K for fiscal year ended December 31, PNM
2004.

10.23.4 to PNM's Quarterly Report on 1-6986
Form 10-Q for the quarter ended March PNM
31, 1999

10.23.5 to the Company's Annual Report  333-32170
on Form 10-K for the fiscal year ended PNMR
December 31, 2002

10.23.6 to the Company's Annual Report  333-32170
on Form 10-K for the fiscal year ended PNMR
December 31, 2003

10.4 to PNMR's Annual Report on Form 1-32462
10-K for the fiscal year ended December PNMR



10.54**

10.55**

31, 2008

PNM Resources, Inc. Non-Union Severancg Pan effective 10.3 to the Company's Quarterly Report
August 1, 2007 (amended and restated) on Form 10-Q for the quarter ended
September 30, 2007

First Amendment to the PNM Resources Namdd Severance Pay 10.3 to PNMR's Annual Report on Form
Plan executed November 20, 2008 10-K for the fiscal year ended December
31, 2008
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10.56**

10.57**

10.58**

10.59**

10.60**

10.61**

10.62**

10.63**

10.64**

10.65**

10.66**

10.67**

10.68**

10.69**

PNM Service Bonus Plan dated October 2841

First Amendment dated November 20, 198BM Service Bonus 10.11.1 to PNM's Annual Report on Form

Plan

Second Amendment dated December 29, 16%INM Service

Bonus Plan

Second [Third] Amendment dated Decembet988 to PNM

Service Bonus Plan

Fourth Amendment dated November 27, 2@0PNKNM Resources,

Inc. Service Bonus Plan

19.4 to PNM's Quarterly Report on Form 1-6986
10-Q or the quarter ended September 30, PNM
1988

1-6986
10-K for the fiscal year ending December PNM
31, 1985

10.27.2 to PNM's Annual Report on Form 1-6986
10-K for the fiscal year ending December PNM
31,1989

10.45 to PNM's Quarterly Report on Form  1-6986
10-Q for the quarter ended March 31, PNM
1999

10.45.4 to the Company's Annual Report  333-32170
on Form 10-K for the fiscal year ended PNMR
December 31, 2002

Fifth Amendment dated December 9, 200BMM Resources, Inc. 10.45.5 to the Company's Annual Report  333-32170

Service Bonus Plan

Public Service Company of New Mexico OBFO8 Retirement

Plan effective November 15, 1993

First Amendment to the Public Service Camp of New Mexico

on Form 10-K for the fiscal year ended PNMR
December 31, 2003

10.4 to PNM's Quarterly Report on Form 1-6986
10-Q for the quarter ended September 30, PNM
1993

10.48.1 to PNM's Quarterly Report on 1-6986

OBRA '93 Retirement Plan, as amended effective Bbee 7, 1998 Form 10-Q for the quarter ended March PNM

Second Amendment dated November 27, 26GBe¢ PNM
Resources, Inc. OBRA '93 Retirement Plan

31, 1999

10.48.2 to the Company's Annual Report  333-32170
on Form 10-K for the year ended PNMR
December 31, 2002

Third Amendment dated December 9, 200&®PNM Resources, 10.48.3 to the Company's Annual Report  333-32170

Inc. OBRA '93 Retirement Plan

Public Service Company of New Mexico Sentd415 Plan dated

January 1, 1994

on Form 10-K for the year ended PNMR
December 31, 2003

10.50 to PNM's Annual Report on Form 1-6986
10-K for fiscal year ended December 31, PNM
1993

First Amendment dated December 7, 1998 &@cbnd Amendment 10.50.1 to the Company's Annual Report  333-32170

dated August 7, 1999 to PNM Section 415 Plan andTh

Amendment dated November 27, 2002 to the PNM Ressuinc.

Section 415 Plan

in Form 10-K for the fiscal year ended PNMR
December 31, 2002

Fourth Amendment dated December 9, 200B¢cPNM Resources, 10.50.2 to the Company's Annual Report  333-32170

Inc. Section 415 Plan

in Form 10-K for the fiscal year ended PNMR
December 31, 2003

PNM Resources, Inc. Officer Retention Péxecuted September 2,10.1 to the Company's Quarterly Reportin  1-32462

2008 (amended and restated effective January B)200

Form 10-Q for the quarter ended PNMR
September 30, 2008



10.70**

10.71**

10.72**

First Amendment to PNM Resources, Inc.i€#f Retention Plan  10.8 to the Company's Annual Report in 1-32462
executed November 20, 2008 Form 10-K for the fiscal year ended PNMR
December 31, 2008

Second Amendment to the PNM Resources,@fficer Retention  10.4 to the Company's Annual Reporton  1-32462
Plan executed December 16, 2011 Form 10-K for the year ended December PNMR
31, 2011

PNM Resources Executive Spending Accoudah®ated December 10.52 to the Company's Annual Report on 333-32170
9, 2003 Form 10-K for fiscal year ended PNMR
December 31, 2003
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10.73**

10.74**

10.75**

10.76**

10.77**

10.78**

10.79**

10.80**

10.81**

10.82**

10.83**

10.84**

10.85**

10.86**

First Amendment to PNM Resources Execu8pending Account

Plan effective January 1, 2004

Second Amendment to PNMR's Executive Spemnéccount Plan

executed August 28, 2008

Third Amendment to PNMR's Executive SpemgdAccount Plan

effective January 1, 2009

Third Restated and Amended Public Ser@ompany of New

Mexico Performance Stock Plan effective March 18B8L

First Amendment to the Third Restated and Amendddi® Service
Company of New Mexico Performance Stock Plan D&eoruary

7, 2000

Second Amendment to the Third Restated/Aameénded Public
Service Company of New Mexico Performance Stock Riffective

December 7, 1998

Third Amendment to the Third Restated @&mended Public
Service Company of New Mexico Performance Stock Riffective

December 10, 2000

Fourth Amendment to Third Restated and Aded Public Service
Company of New Mexico Performance Stock Plan dBtecember

31, 2001

Fifth Amendment to the

Third Restated and Amended PNM Resources, Incoffeance

Stock Plan dated September 6, 2002

PNM Resources, Inc. Director Retainer Pldated December 31,

2001

First Amendment dated February 17, 200BNM Resources, Inc.

Director Retainer Plan

Supplemental Employee Retirement AgreenfienPatrick T. Ortiz

(amended and restated effective January 1, 2009)

Retainer Agreement between the CompanyRatdck T. Ortiz
dated July 28, 2009 (assigned on December 10, 260Billing and

collection purposes only, to Cuddy & McCarthy, LLP)

Executive Transition Agreement between@wnpany and Patrick

T. Ortiz dated July 28, 2009

10.52.1 to PNM's Quarterly Report on 333-32170
Form 10-Q for the quarter ended March PNMR
31, 2004

10.2 to PNMR's Quarterly Report on Fc 1-32462
10-Q for the quarter ended September 30, PNMR
2008

10.7 to PNMR's Annual Report on Form 1-32462
10-K for the year ended December 31, PNMR
2008

10.74 to PNM's Quarterly Report on Form  1-6986

10-Q for the quarter ended March 31, PNM
1998

10.74.1 to PNM's Quarterly Report on 1-6986
Form 10-Q for the quarter ended March PNM
31, 2000

10.74.2 to PNM's Annual Report on Form  1-6986
10-K for the fiscal year ended December PNM
31, 2000

10.74.3 to PNM's Annual Report on Form 1-6986
10-K for the fiscal year ended December PNM
31, 2000

4.3.5 to PNM Resources' Post-Effective  333-03303
Amendment No. 1 to Form S-8 PNMR
Registration Statement filed December

2001

10.74.5 to the Company's Quarterly 333-32170

Report on Form 10-Q for the quarter PNMR
ended September 30, 2002

4.3 to PNM Resources, Inc. Post-Effective 333-03289
Amendment No. 1 to Form S-8 PNMR
Registration Statement filed December

2001

10.40.1 to the Company's Quarterly 333-32170
Report on Form 10-Q for the quarter PNMR
ended March 31, 2003

10.3 to the Company's Quarterly Report 1-32462
on Form 10-Q for the quarter ended PNMR
September 30, 2008

10.1 to PNMR's Current Report on Form 1-32462
8-K filed July 30, 2009 PNMR
10.2 to PNMR's Current Report on Form 1-32462
8-K filed July 30, 2009 PNMR



10.87**

10.88**

10.89**

Supplemental Employee Retirement Agreenfienfeffry E. Sterba 10.9 to the Company's Annual Report on  1-32462

(amended and restated effective January 1, 2009)

Amended and Restated Retention Bonus Agese for Jeffry E.
Sterba executed September 7, 2007

First Amendment to the Retention Bonus égmnent between
PNMR and Jeffrey E. Sterba effective January 19200

D-8

Form 10-K for the fiscal year ended PNMR
December 31, 2008

10.4 to the Company's Quarterly Report 1-32462
on Form 10-Q for the quarter ended PNMR
September 30, 2007

10.11 to the Company's Annual Report on  1-32462
Form 10-K for the fiscal year ended PNMR
December 31, 2008
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10.90**

10.91**

10.92**

10.93**

10.94**

10.95**

10.96**

10.97**

10.98**

10.99

10.100

10.101

10.102

10.103

PNM Resources Officer Life Insurance Pthated April 28, 2004

First Amendment to PNM Resources Officéiellnsurance Plan
dated December 16, 2004

Second Amendment to PNM Resources Offigtr Insurance Plan
executed April 15, 2007

Third Amendment to the PNMR Officer Lifadurance Plan
effective January 1, 2009

Fourth Amendment to the PNMR Officer Lifgsurance Plan
effective January 1, 2009

Fifth Amendment to the PNM Resources, Inc. Officée Insurance
Plan executed December 16, 2011

Long Term Care Insurance Plan effectiveutay 1, 2003

Amendment to the PNM Resources, Inc. Ldegm Care Insurance 10.3 to PNMR's Annual Report on Form

Plan effective December 31, 2011 (terminating tlaa P

Executive Long Term Disability effectivaduary 1, 2003

Supplemental Indenture of Lease dated as of Jul¢#9/6 between
PNM and other participants in the Four Cornersdttognd the
Navajo Indian Tribal Council

Amendment and Supplement No. 1 to SupplementaAalditional
Indenture of Lease dated April 25, 1985 betweerN#aeajo Tribe
of Indians and Arizona Public Service Company, &dElectric
Company, Public Service Company of New Mexico, Ealer
Project Agricultural Improvement and Power Distri8buthern
California Edison Company, and Tucson Electric Po@empany
(refiled)

Amendment and Supplement No. 2 to SupplementaAalditional
Indenture of Lease with the Navajo Nation dateddWat, 2011

Amendment and Supplement No. 3 to Supplementalalditional
Indenture of Lease with the Navajo Nation dateddfiaf, 2011

Water Supply Agreement between the Jiaahilache Tribe and
Public Service Companv of New Mexico. dated JulvZiD0

333-32170
PNMR

10.24.1 to the Company's Quarterly
Report on Form 10-Q for the quarter
ended March 31, 2004

10.27 to the Company's Annual Report on 333-32170

Form 10-K for the fiscal year ended PNMR
December 31, 2004.

10.5 to the Company's Quarterly Report 1-32462
on Form 10-Q for the quarter ended PNMR
September 30, 2007

10.10 to PNMR's Annual Report on Form  1-32462
10-K for the fiscal year ended December PNMR
31, 2008

10.15 to PNMR's Annual Report on Form  1-32462
10-K for the fiscal year ended December PNMR
31, 2008

10.5 to the Company's Annual Reporton  1-32462
Form 10-K for the year ended December PNMR

31, 2011

10.87 to the Company's Annual Report on 333-32170

Form 10-K for the year ended December PNMR
31, 2002

1-32462
10-K for the year ended December 31, PNMR

2011

10.88 to the Company's Annual Report on 333-32170

Form 10-K for the year ended December PNMR
31, 2002

4-D to PNM's Registration Statement No.  2-26116
2-26116 PNM
10.1.1 to PNM's Annual Report on Form 1-6986
10-K for fiscal year ended December 31, PNM
1995

10.1 to PNM's Quarterly Report on Form 1-6986
10-Q for the quarter ended March 31, PNM
2011

10.2 to PNM's Quarterly Report on Form 1-6986
10-Q for the quarter ended March 31, PNM
2011

10.5 to PNM's Quarterly Report of Form 1-6986
1C-O for the auarter ended Sentember PNM



10.104

10.105

2001

Arizona Nuclear Power Project Participation Agreatraanong 5-T to PNM's Registration Statement No.

PNM and Arizona Public Service Company, Salt RRegject 2-50338
Agricultural Improvement and Power District, TucsGas &

Electric Company and El Paso Electric Company,diAtegust 23,
1973

Amendments No. 1 through No. 6 to Arizona Nucleaw®r Project 10.8.1 to PNM's Annual Report on Form
Participation Agreement 10-K for fiscal year ended December 31,
1991

D-9

2-50338
PNM

1-6986
PNM




Table of Contents

10.106

10.107

10.108

10.109

10.110

10.111

10.112

10.113

10.114

10.115

10.116

10.117

Amendment No. 7 effective April 1, 1982, to the Zoma Nuclear
Power Project Participation Agreement (refiled)

Amendment No. 8 effective September 12, 1983, ¢ofttizona
Nuclear Power Project Participation Agreement kgéji

Amendment No. 9 to Arizona Nuclear Power Projecti€ipation
Agreement dated as of June 12, 1984 (refiled)

Amendment No. 10 dated as of November 21, 1985Aameindmen
No. 11 dated as of June 13, 1986 and effectivealsriiD, 1987 to
Arizona Nuclear Power Project Participation Agreatr{eefiled)

Amendment No. 12 to Arizona Nuclear Power ProjestiBipation
Agreement dated June 14, 1988, and effective Augusd88

Amendment No. 13 to the Arizona Nuclear Power Ritoje
Participation Agreement dated April 4, 1990, arféafve June 15,
1991

Amendment No. 14 to the Arizona Nuclear Power Rtoje
Participation Agreement effective June 20, 2000

Amendment No. 15 to the Arizona Nuclear Power Ritoje
Participation Agreement dated November 29, 201 0Oedfedtive
January 1, 2010

Underground Coal Sales Agreement, dated Augus2@11 among
San Juan Coal Company, PNM and Tucson Electric Powe
Company

Amendment One to Underground Coal Sales Agreensetld
December 15, 2003 among San Juan Coal Company, &M
Tucson Electric Coal Company

Amendment Two to Underground Coal Sales Agreemiéettese
September 15, 2004 among San Juan Coal Company,didM
Tucson Electric Coal Company

Amendment Three to Underground Coal Sales Agreemartuted
April 29, 2005 among San Juan Coal Company, PNMTaraon
Electric Coal Company (Confidential treatment weguested for
portions of this exhibit, and such portions weretted from this
exhibit filed and were filed separately with thecGeties and
Exchanae Commissiol

10.8.2 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1991

10.58 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1993

10.8.4 to PNM's Annual Report of the
Registrant on Form 10-K for fiscal year
ended December 31, 1994

10.8.5 to PNM's Annual Report of the
Registrant on Form 10-K for fiscal year
ended December 31, 1994

19.1 to PNM's Quarterly Report on Form
10-Q for the quarter ended September 30,
1990

10.8.10 to PNM's Annual Report on Form
10-K for the fiscal year ended December
31, 1990

10.8.9 to PNM's Annual Report on Form
10-K for the fiscal year ended December
31, 2000

10.1 to PNM's Current Report on Form 8-
K filed March 1, 2011

10.85 to PNM's Quarterly Report on Form
10-Q for the quarter ending September 31,
2001 (Confidential treatment was
requested for portions of this exhibit, and
such portions were omitted from this
exhibit filed and were filed separately w
the Securities and Exchange Commission)

10.9.1 to PNM's Amended Report on
Form 10-K for fiscal year ended
December 31, 2003 (Confidential
treatment was requested for portions of
this exhibit, and such portions were
omitted from this exhibit filed and were
filed separately with the Securities and
Exchange Commission)

10.9.2 to PNM's Quarterly Report on
Form 10-Q for the quarter ended
September 30, 2004

10.86.1 to the Company's Quarterly
Report on Form 10-Q for the quarter
ended June 30, 2005
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10.118  Amendment Four to Underground Coal Sales Agreemiéadctive  10.89 to PNM's Quarterly Report on Form  1-6986
March 7, 2007 among San Juan Coal Company, PNMraogon  10-Q for the quarter ended March 31, PNM
Electric Coal Company 2007
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10.119

10.120

10.121

10.122

10.123*

10.124*

10.125

10.126

10.127

10.128

10.129

Amendment Five to Underground Coal Sales Agreemeatuted
December 21, 2007 among San Juan Coal Company, &N\
Tucson Electric Power Company (Confidential treathveas
requested for portions of this exhibit, and sucttipns were omitte
from this exhibit filed and were filed separatelittwthe Securities
and Exchange Commission)

Participation Agreement among PNM, Tucson Eledogver
Company and certain financial institutions relatinghe San Juan
Coal Trust dated as of December 31, 1981 (refiled)

Participation Agreement dated as of June 30, 188&g Security
Trust Company, as Trustee, PNM, Tucson Electricétd@ompany
and certain financial institutions relating to tBan Juan Coal Trust
(refiled)

Amended and Restated San Juan Project Participagiceement
dated as of March 3, 2006, among Public Service 2oy of New
Mexico, Tucson Electric Power Company, The Cityrafmington,
New Mexico, M-S-R Public Power Agency, The Incogted
County of Los Alamos, New Mexico, Southern CalifiarRublic
Power Authority, City of Anaheim, Utah Associatedicipal
Power System and Tri-State Generation and Trangmiss
Association, Inc.

Facility Lease dated as of December 18518etween The First
National Bank of Boston, as Owner Trustee, and P 8#rvice
Company of New Mexico together with Amendments Nad2 and 3
thereto (refiled)

Amendment No. 4 dated as of March 8, 189%acility Lease
between Public Service Company of New Mexico ardRinst
National Bank of Boston, dated as of December 2851

Facility Lease dated as of July 31, 1986, betwherFirst National
Bank of Boston, as Owner Trustee, and Public Ser@iesmpany of
New Mexico together with Amendments No. 1, 2 ani8eto
(refiled)

Facility Lease dated as of August 12, 1986, betvidenFirst
National Bank of Boston, as Owner Trustee, and iP\8#rvice
Company of New Mexico together with Amendments Nand 2
thereto (refiled)

Amendment No. 2 dated as of April 10, 1987 to kigcilease dated 10.20.2 to PNM's Annual Report on Form

as of August 12, 1986, as amended, between ThieN&tonal
Bank of Boston, not in its individual capacity, lmalely as Owner
Trustee under a Trust Agreement, dated as of Aufst986, with
MFS Leasing Corp., Lessor and Public Service CompdmiNew
Mexico, Lessee (refiled)

Amendment No. 3 dated as of March 8, 1995, to Fatikase
between Public Service Company of New Mexico ardRinst
National Bank of Boston, dated as of August 12,6198

Facility Lease dated as of December 15, 1986, mtwe First
National Bank of Boston, as Owner Trustee, and iP\8#rvice
Company of New Mexico (Unit 1 Transaction) togetivith
Amendment No. 1 thereto (refiled)

10.95 to PNM's Annual Report on Form
10-K for the year ended December 31,
2007

10.14 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1992

10.61 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1993

10.119 to PNM's Quarterly Report on
Form 10-Q for the quarter ended March
30, 2006

10.18 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1995

10.18.5 to the PNM's Quarter Report on
Form10-Q for the quarter ended March
31, 1995

10.19 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996

10.20 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996

10-K for fiscal year ended December 31,
1998

10.20.4 to PNM's Quarterly Report on
Form 10-Q for the quarter ended March
31, 1995

10.21 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996
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10.130

10.131

10.132

10.133

10.134

10.135

10.136

10.137

10.138

10.139

10.140

10.141

Facility Lease dated as of December 15, 1986, atwide First
National Bank of Boston, as Owner Trustee, and iB8#rvice
Company of New Mexico Unit 2 Transaction) togetivith
Amendment No. 1 thereto (refiled)

Amendment No. 2 dated as of April 10, 1987 to theilty Lease
dated as of August 12, 1986 between The First Natibank of
Boston, as Owner Trustee, and PNM. (Unit 2 transagt(This is
an amendment to a Facility Lease which is substiysimilar to
the Facility Lease filed as Exhibit 28.1 to the Quamy's Current
Report on Form 8-K dated August 18, 1986)

Master Decommissioning Trust Agreement for PalodéeXuclear
Generating Station dated March 15, 1996, betwedtid8ervice
Company of New Mexico and Mellon Bank, N.A.

Amendment Number One to the Master Decommissiohimgt
Agreement for Palo Verde Nuclear Generating Stadeted Januar
27,1997, between Public Service Company of Newitteand
Mellon Bank, N.A.

Amendment Number Two to the Master Decommissiofingt
Agreement for Palo Verde Nuclear Generating Statietween
Public Service Company of New Mexico and Mellon BaN.A.

Refunding Agreement No. 8A, dated as of Decembgf 297,
among PNM, the Owner Participant Named ThereirteStreet
Bank and Trust Company, as Owner Trustee, The QHlashattan
Bank, as Indenture Trustee, and First PV Fundingp@ation

PVNGS Capital Trust-Variable Rate Trust Notes-PVNGge
Agreement dated as of July 31, 1998

Stipulation in the matter of PNM's transition pldtility Case No.
3137, dated October 10, 2002 as amended by Amendmen
Stipulated Agreement dated October 18, 2002

Stipulation dated February 28, 2005 in NMPRC Case(4-00315-
UT regarding the application of PNM Resources aN§/P for
approval of the TNP acquisition

Settlement Agreement dated February 3, 2005, betwé&M
Resources, Inc. and Texas-New Mexico Power Comgheygities
of Dickenson, Lewisville, La Marque, Ft. Stocktamda
Friendswood, Texas, the Legal and Enforcement ivisf the
Public Utility Commission of Texas, the Office ofifftic Utility
Counsel, the Texas Industrial Energy Consumerdfamdlliance
for Retail Markets

Consent Decree entered into by PNM on March 9, 268ing to
the citizen suit under the Clean Air Act and theess emissions
report matter for SIGS

Settlement and Release of Claims Agreedwet] February 11,
2010 among PNM, PG&E, SDG&E, CPUC, California est. r
Edmund G. Brown, Jr., Attorney General and thef@Galia Dept. of
Water Resources (collectively, “PNM and the CalifarParties”)
(relating to certain 20(-2001 transactions in California enet

10.22 to PNM's Annual Report of the
Registrant on Form 10-K for fiscal year
ended December 31, 1996

10.53 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1987

10.68 to PNM's Quarterly Report on Form
10-Q for the quarter ended March 31,
1996

10.68.1 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1997

10.68.2 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
2003

10.73 to PNM's Quarterly Report on Form
10-Q for the quarter ended March 31,
1998

10.76 to PNM's Quarterly Report on Form
10-Q for the quarter ended September 30,
1998

10.86 to the Company's Annual Report on
Form 10-K for the year ended December
31, 2002

10.134 to the Company's Quarterly Report
on Form 10-Q for the quarter ended
March 31, 2005

10.1-10.1.7 to the Company's Current
Report on Form 8-K filed February 7,
2005

10.135 to the Company's Quarterly Report
on Form 10-Q for the quarter ended
March 31, 2005

10.1 to PNM's Current Report on Form 8-
K filed February 12, 2010
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markets)

10.142  Agreement for Disposition of Escrowed Funds datetlary 11, 10.1 to PNM's current Report on Form 8- 1-6986
2010 among PNM and the California Parties K filed January 14, 2010 PNM
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Subsidiaries

21

Certain subsidiaries of PNM Resources 21 to the Company's Annual Report on

Form 10-K for the year ended December

31, 2011

Additional Exhibits

99.2*

99.3

99.4

99.5*

99.6

99.7

99.8

Participation Agreement dated as of Decemberl 985, among the 99.2 to PNM's Annual Report on Form
Owner Participant named therein, First PV FundiogpGration. 10-K for fiscal year ended December 31,
The First National Bank of Boston, in its individuapacity and as 1995

Owner Trustee (under a Trust Agreement dated 8goémber 16,

1985 with the Owner Participant), Chemical Bankifsrindividual

capacity and as Indenture Trustee (under a Trdgtriture,

Mortgage, Security Agreement and Assignment of Rdated as of

December 16, 1985 with the Owner Trustee), andi®Sarvice

Company of New Mexico, including Appendix A defioits

together with Amendment No. 1 dated July 15, 1986 a

Amendment No. 2 dated November 18, 1986 (refiled)

Trust Indenture, Mortgage, Security Agreement asdignment of 99.3 to PNM's Quarterly Report on Form
Rents dated as of December 16, 1985, between ithieNztional 10-Q for the quarter ended March 31,
Bank of Boston, as Owner Trustee, and Chemical Baskndentur 1996

Trustee together with Supplemental Indentures Mlad 2 (refiled

Supplemental Indenture No. 3 dated as of Marcl®851to Trust  99.3.3 to PNM's Quarterly Report on
Indenture Mortgage, Security Agreement and AssigiiroéRents  Form 10-Q for the quarter ended March
between The First National Bank of Boston and CleahBank 31, 1995

dated as of December 16, 1985

Assignment, Assumption and Further Agreenteréd as of 99.4 to PNM's Annual Report on Form
December 16, 1985, between Public Service CompahNgw 10-K for fiscal year ended December 31,
Mexico and The First National Bank of Boston, asm@wTrustee 1995

(refiled)

Participation Agreement dated as of July 31, 198&ng the 99.5 to PNM's Annual Report on Form
Owner Participant named herein, First PV Fundingo@Gration, The 10-K for fiscal year ended December 31,
First National Bank of Boston, in its individualpg=ity and as 1996

Owner Trustee (under a Trust Agreement dated dalpf31, 1986,
with the Owner Participant), Chemical Bank, iniitdividual
capacity and as Indenture Trustee (under a Trasriture,
Mortgage, Security Agreement and Assignment of Rdated as of
July 31, 1986, with the Owner Trustee), and Pubkcvice
Company of New Mexico, including Appendix A defioits
together with Amendment No. 1 thereto (refiled)

Trust Indenture, Mortgage, Security Agreement asdignment of 99.6 to PNM's Annual Report on Form
Rents dated as of July 31, 1986, between The [Rasbnal Bank of 10-K for fiscal year ended December 31,
Boston, as Owner Trustee, and Chemical Bank, anionde Trustee 1996

together with Supplemental Indenture No. 1 the(etbled)

Assignment, Assumption, and Further Agreement dasedf July ~ 99.7 to PNM's Annual Report on Form
31, 1986, between Public Service Company of Newibteand The 10-K for fiscal year ended December 31,
First National Bank of Boston, as Owner Trusteéiléd) 1996
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99.9

99.10*

99.11*

99.12

99.13*

99.14*

99.15

99.16

99.17

Participation Agreement dated as of August 12, 188tong the 99.8 to PNM's Quarterly Report on Form
Owner Participant named therein, First PV FundiogpGration. 10-Q for the quarter ended March 31,
The First National Bank of Boston, in its individeapacity and as 1997

Owner Trustee (under a Trust Agreement dated Asigfist 12,

1986, with the Owner Participant), Chemical Bamkit$ individual

capacity and as Indenture Trustee (under a Trasriture,

Mortgage, Security Agreement and Assignment of Rdated as of

August 12, 1986, with the Owner Trustee), and Rubérvice

Company of New Mexico, including Appendix A defioits

(refiled)

Amendment No. 1 dated as of November 1861® Participation 99.8.1 to PNM's Quarterly Report on
Agreement dated as of August 12, 1986 (refiled) Form 10-Q for the quarter ended March
31, 1997

Trust Indenture, Mortgage, Security Agreatrend Assignment of 99.9 to PNM's Annual Report of the
Rents dated as of August 12, 1986, between theNrational Bank Registrant on Form 10-K for fiscal year
of Boston, as Owner Trustee, and Chemical Bankgdenture ended December 31, 1996

Trustee together with Supplemental Indenture Nibeteto (refiled)

Supplemental Indenture No. 2 dated as oEM8r 1995, to Trust  99.9.1 to PNM's Quarterly Report on
Indenture, Mortgage, Security Agreement and Assigmtrof Rents Form 10-Q for the quarter ended March
between The First National Bank of Boston and Cleahank 31, 1995

dated as of August 12, 1986

Assignment, Assumption, and Further Agreetntiated as of 99.10 to PNM's Quarterly Report on Form
August 12, 1986, between Public Service Companyest Mexico 10-Q for the quarter ended March 31,
and The First National Bank of Boston, as Ownersiee (refiled) 1997

Participation Agreement dated as of Decenbe 1986, among the 99.1 to PNM's Quarterly Report on Form
Owner Participant named therein, First PV FundiogpGration, 10-Q for the quarter ended March 31,
The First National Bank of Boston, in its individuapacity and as 1997

Owner Trustee (under a Trust Agreement dated Beoémber 15,

1986, with the Owner Participant), Chemical Bankit$ individual

capacity and as Indenture Trustee (under a Trdgtriture,

Mortgage, Security Agreement and Assignment of Rdated as of

December 15, 1986, with the Owner Trustee), andi¢®Service

Company of New Mexico, including Appendix A defioids (Unit 1

Transaction) (refiled)

Trust Indenture, Mortgage, Security Agreement asdignment of 99.12 to PNM's Quarterly Report on Form
Rents dated as of December 15, 1986, between TéieN&tional 10-Q for the quarter ended March 31,
Bank of Boston, as Owner Trustee, and Chemical Baskndentur 1997

Trustee (Unit 1 Transaction) (refiled)

Assignment, Assumption and Further Agreement daseof 99.13 to PNM's Quarterly Report on Form
December 15, 1986, between Public Service CompahNgw 10-Q for the quarter ended March 31,
Mexico and The First National Bank of Boston, asm@wTrustee 1997

(Unit 1 Transaction) (refiled)

Participation Agreement dated as of December 186,18mong the 99.14 to PNM's Quarterly Report on Form
Owner Participant named therein, First PV FundiogpGration, 10-Q for the quarter ended March 31,
The First National Bank of Boston, in its individeapacity and as 1997

Owner Trustee (under a Trust Agreement dated 8soémber 15,

1986, with the Owner Participant), Chemical Bamkit$ individual

capacity and as Indenture Trustee (under a Trasriture,

Mortgage, Security Agreement and Assignment of Rdated as of

December 15, 1986, with the Owner Trustee), andi®8kervice

Company of New Mexico, including Appendix A defioits (Unit 2

Transaction) (refiled)
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99.18

99.19

99.20*

99.21*

99.22

99.23

99.24

99.25*

99.26

* One or more additional documents, substantiaintical in all material respects to this exhibive been entered into, relating to one or
more additional sale and leaseback transactionBoA¢h such additional documents may differ in pteepects (such as dollar amounts

Trust Indenture, Mortgage, Security Agreement asdignment of
Rents dated as of December 31, 1986, between thieNational
Bank of Boston, as Owner Trustee, and Chemical Baskndentur

Trustee (Unit 2 Transaction) (refiled)

Assignment, Assumption, and Further Agreement daseaf
December 15, 1986, between Public Service CompaNgw
Mexico and The First National Bank of Boston, asr@wTrustee

(Unit 2 Transaction) (refiled)

Waiver letter with respect to “Deemed L&s®&nt” dated as of
August 18, 1986, between the Owner Participant wlatimerein, and
Public Service Company of New Mexico (refiled)

Waiver letter with respect to Deemed Lossrif” dated as of
August 18, 1986, between the Owner Participant waimerein, and
Public Service Company of New Mexico (refiled)

Agreement No. 13904 (Option and Purchase of Effluelated
April 23, 1973, among Arizona Public Service Compa®alt River
Project Agricultural Improvement and Power Distritie Cities of
Phoenix, Glendale, Mesa, Scottsdale, and Tempethantiown of

Youngtown (refiled)

Agreement for the Sale and Purchase of Wastewdéfleekt, dated
June 12, 1981, Among Arizona Public Service Comp&ajt River
Project Agricultural Improvement and Power Distacid the City o

Tolleson, as amended (refiled)

Municipal Effluent Purchase and Sale AgreementdiAfgril 23,
2010 between Cities of Phoenix, Mesa, Tempe, Staldsand
Glendale, Arizona municipal corporations; and ABRP, acting on
behalf of themselves and EPE, SCE, PNM, SCPPA| aad

Angeles Department of Water and Power

1996 Supplemental Indenture dated as ofeBdper 27, 1996 to
Trust Indenture, Mortgage, Security Agreement asdignment of
Rents dated as of December 16, 1985 between Statt Bank and
Trust Company, as Owner Trustee, and The Chase attanhBank,

as Indenture Trustee

1997 Supplemental Indenture, dated as of Decenthek®7, to
Trust Indenture, Mortgage, Security Agreement asdignment of

99.15 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996

99.16 to PNM's Quarterly Report on Form
10-Q for the quarter ended March 31,
1997

99.17 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996

99.18 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996

99.19 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996

99.20 to PNM's Annual Report on Form
10-K for fiscal year ended December 31,
1996

10.6 to the Company's Quarterly Report
on Form 10-Q for the quarter ended
March 31, 2010

99.21 to PNM's Quarterly Report on Form
10-Q for the quarter ended September 30,
1996

99.22 to the Company's Annual Report on
Form 10-K for the year ended December

Rents, dated as of August 12, 1986, between Steget®ank and 31, 2006

Trust, as Owner Trustee, and The Chase Manhattak, Ba

Indenture Trustee

and percentages), there are no material detalich such additional documents differ from thisidit.

** Designates each management contract or compenysplan or arrangement required to be identifiedsuant to paragraph 3 of Item 1!

of Form 10-K.

¥ Certain instruments defining the rights ofideos of long-term debt of the registrants includethe financial statements of registrants filed
herewith have been omitted because the total anafisatcurities authorized thereunder does not ekit8&o of the total assets of registrants.

The registrants hereby agree to furnish a copygfsaich omitted instrument to the SEC upon request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regyigthas duly caused this repor
be signed on its behalf by the undersigned, theoeduly authorized.

PNM RESOURCES, INC.
(Registrant)

Date: February 29, 2012 By /sl P. K. Collawn
P. K. Collawn

Chairman, President, and
Chief Executive Officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bdgwhe following persons i
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature Capacity Date
/s/ P. K. Collawn Principal Executive Officer and Director Febru2g, 2012
P. K. Collawn

Chairman, President, and
Chief Executive Officer

/s/ C. N. Eldred Principal Financial Officer February 29, 2012
C. N. Eldred
Executive Vice President and

Chief Financial Officer

/s/ T. G. Sategna Principal Accounting Officer February 29, 2012
T. G. Sategna
Vice President and

Corporate Controller

/sl A. E. Archuleta Director February 29, 2012
A. E. Archuleta

/s/ J. A. Dobson Director February 29, 2012
J. A. Dobson
/s/ R. R. Nordhaus Director February 29, 2012

R. R. Nordhaus

/s/ M. T. Pacheco Director February 29, 2012
M. T. Pacheco
/sl B. S. Reitz Director February 29, 2012
B. S. Reitz
/sl D. K. Schwanz Director February 29, 2012
D. K. Schwanz
/sl B. W. Wilkinson Director February 29, 2012

B. W. Wilkinson



/s/ J. B. Woodard Director February 29, 2012

J. B. Woodard

E-1




Table of Contents

SIGNATURES

Pursuant to the requirements of Section 13 or 1&8{the Securities Exchange Act of 1934, the Resyigthas duly caused this repol
be signed on its behalf by the undersigned, theéoeduly authorized.

PUBLIC SERVICE COMPANY OF NEW MEXICO
(Registrant)

Date:February 29, 2012 By /s/ P. K. Collawn
P. K. Collawn

President and
Chief Executive Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bdigwhe following persons 1
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature Capacity Date
/s/ P. K. Collawn Principal Executive Officer and Chairman of the Bba February 29, 2012
P. K. Collawn

President and
Chief Executive Officer

/s/ C. N. Eldred Principal Financial Officer and Director February 29, 2012
C. N. Eldred
Executive Vice President and
Chief Financial Officer

/s/ T. G. Sategna Principal Accounting Officer February 29, 2012
T. G. Sategna
Vice President and
Corporate Controller

/s/ R. N. Darnell Director February 29, 2012
R. N. Darnell

/sl R. E. Talbot Director February 29, 2012
R. E. Talbot
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&8{the Securities Exchange Act of 1934, the Resyigthas duly caused this repol
be signed on its behalf by the undersigned, theéoeduly authorized.

Date:February 29, 2012

By

/s/ P. K. Collawn

TEXAS-NEW MEXICO POWER COMPANY
(Registrant)

P. K. Collawn
Chief Executive Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bdigwhe following persons 1
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature

/s/ P. K. Collawn

P. K. Collawn
Chief Executive Officer

/s/ T. G. Sategna

T. G. Sategna
Vice President and
Controller

/s/ R. N. Darnell

R. N. Darnell

/s/ C. N. Eldred

C. N. Eldred

/s/ R. E. Talbot

R. E. Talbot

/s J. N. Walker

J. N. Walker

Principal Executive Officer and Chairman of the Bba

Principal Financial Officer and Principal Accourgi®fficer

Director

Director

Director

Director

E-3

Date

February 29, 2012

February 29, 2012

February 29, 2012

February 29, 2012

February 29, 201

February 29, 201



Exhibit 10.:
FIRST AMENDMENT TO CREDIT AGREEMENT

THIS FIRST AMENDMENT TO CREDIT AGREEMENT (this " Aendment") is entered into as of January 18, 2
among PNM RESOURCES, INC., a New Mexico corporatitre " Borrower"), the Lenders party hereto and WELLS FAR
BANK, NATIONAL ASSOCIATION, as Administrative Agentor the Lenders (in such capacity, the " Admirgititre Agent")
and as Swing Line Lender. Capitalized terms usedif@nd not otherwise defined shall have the rmggnascribed thereto in 1
Credit Agreement (as defined below).

RECITALS

WHEREAS, the Borrower, the Lenders party therdte, Administrative Agent and the Swing Line Lendes parties t
that certain Credit Agreement, dated as of Oct84eR011 (as amended or modified from time to tithe," Credit Agreemern;

WHEREAS, the Borrower has requested a modificatibotihe Credit Agreement as described below; and

WHEREAS, the Lenders party hereto and the Swing lLiander are willing to agree to such modificatisabject to th
terms set forth herein as more fully set forth faelo

NOW, THEREFORE, in consideration of the premised e mutual covenants contained herein, and fogrojood an
valuable consideration, the receipt and sufficieotyhich is hereby acknowledged, the parties lveagtee as follows:

AGREEMENT

1. Amendment to Credit Agreement

Clause (c) of the definition of “Interest Paymerdat& in Section 1.1 of the Credit Agreement is amendwsdi r@stated |
its entirety to read as follows:

(c) as to LIBOR Market Index Rate Swing Line Loamsthe third Business Day after the end of eadbrciar month an
the Maturity Date.

2. Effectiveness; Conditions Precedent

This Amendment shall be effective on the date orniclwithe Administrative Agent shall have receivegies of thi:
Amendment duly executed by the Borrower, the Reguirenders and the Swing Line Lender.

3. Ratification of Credit Agreement The term "Credit Agreement" as used in each ef @edit Documents sh
hereafter mean the Credit Agreement as amendechaddied by this Amendment. Except as herein sjidlfy agreed, the Crel
Agreement, as amended by this Amendment, is heabied and confirmed and shall remain in fullderand effect according
its terms. Each party hereto acknowledges and otmse the modifications set forth herein and agjtbat, other than as explici
set forth in Section 1 above, this Amendment daetsimpair, reduce or limit any of its obligationader the Credit Documet
(including, without limitation, the indemnity obkdgions set forth therein) and that, after the deeeof, this Amendment sh
constitute a Credit Document.




4.  Authority/Enforceability. Each party hereto represents and warrants asill

(@) It has taken all necessary action to authorizeeeeution, delivery and performance of this Amendine

(b) This Amendment has been duly executed and deliieyeslich Person and constitutes such Person's
valid and binding obligations, enforceable in adewmrce with its terms, except as such enforcealviidy be subject to |
bankruptcy, insolvency, reorganization, fraudulemmveyance or transfer, moratorium or similar laffecting creditor:
rights generally and (ii) general principles of égregardless of whether such enforceabilitydasidered in a proceedi
at law or in equity).

(c) No consent, approval, authorization or order offilimg, registration or qualification with, any od o1
governmental authority or third party is requiraccbnnection with the execution, delivery or pemfance by such Pers
of this Amendment.

5. Representations and Warrantiéehe Borrower represents and warrants to the Lsrithat (a) the representations
warranties of the Borrower set forth in Sectionf@he Credit Agreement are true and correct ahefdate hereof, unless ti
specifically refer to an earlier date, (b) no evieas occurred and is continuing which constitut&etault or an Event of Defat
and (c) it has no claims, counterclaims, offsetsdits or defenses to its obligations under thedi€i2ocuments, or to the exten
has any, they are hereby released in consideratithe Lenders party hereto entering into this Admant.

6. No Conflicts. Neither the execution and delivery of this Amemraty nor the consummation of the transac
contemplated herein, nor performance of and compdiavith the terms and provisions hereof by ther@eer will (a) violate
contravene or conflict with any provision of itspective articles or certificate of incorporatidayjaws or other organizational
governing document, (b) violate, contravene or konivith any law, rule, regulation, order, writyggment, injunction, decree
permit applicable to the Borrower, (c) violate, tamene or conflict with contractual provisions of, cause an event of defe
under, any indenture, loan agreement, mortgagel, degust, contract or other agreement or instminte@ which the Borrower is
party or by which it or its properties may be bowrdd) result in or require the creation of angihiupon or with respect to 1
Borrower's properties.

7. Counterparts/TelecopyThis Amendment may be executed in any numbemahterparts, each of which when
executed and delivered shall be an original, bubfalvhich shall constitute one and the same imsamt. Delivery of execut
counterparts by telecopy or by electronic formalf)jghall be effective as an original.

8. GOVERNING LAW . THIS AMENDMENT AND THE RIGHTS AND OBLIGATIONS OFTHE PARTIES
HEREUNDER SHALL BE GOVERNED BY AND CONSTRUED AND INERPRETED IN ACCORDANCE WITH TH
LAWS OF THE STATE OF NEW YORK.

[remainder of page intentionally left blank]




Each of the parties hereto has caused a counterfpdiis Amendment to be duly executed and delidexr® of the date first
above written.

BORROWER:

PNM RESOURCES, INC.,
a New Mexico corporation

By: /s/ Terry Horn

Name: Terry Horn
Title:  Vice President & Treasurer




ADMINISTRATIVE AGENT :

WELLS FARGO BANK, NATIONAL ASSOCIATION
as Administrative Agent and as a Lender

By: /s/ Yann Blindert
Name: Yann Blindert
Title:  Director

SWING LINE LENDER:

WELLS FARGO BANK, NATIONAL ASSOCIATION
as Swing Line Lender

By: /s/ Yann Blindert
Name: Yann Blindert
Title:  Director




LENDERS:

Union Bank, N.A.
[Name of Lender]

By: /s/ Efrain Soto
Name: Efrain Soto
Title:  Vice President




CITIBANK, N.A.

By: /s/ Amit Vasani
Name: Amit Vasani
Title:  Vice President




JPMORGAN CHASE BANK, N.A.

By: /s/ Helen D. Davis
Name: Helen D. Davis
Title:  Vice President




MORGAN STANLEY BANK, N.A.

By: /s/ John Durland
Name: John Durland
Title:  Authorized Signatory




KEYBANK NATIONAL ASSOCIATION

By: /s/ Karen D. Smith
Name: Karen D. Smith
Title:  Senior Vice President




ROYAL BANK OF CANADA

By: /s/ William J. Caggiano
Name: William J. Caggiano
Title:  Authorized Signatory




US Bank, National Association

By: /s/ Holland H. Williams
Name: Holland H. Williams
Title:  AVP & Portfolio Manager




THE BANK OF NEW YORK MELLON

By: /s/ Mark W. Rogers
Name: Mark W. Rogers
Title:  Vice President




Bank of Albuquerque

By: /s/ John M. Valentine
Name: John M. Valentine
Title:  Senior Vice President




SUNTRUST BANK

By: /s/ Andrew Johnson
Name: Andrew Johnson
Title:  Director




Exhibit 10.z
FIRST AMENDMENT TO CREDIT AGREEMENT

THIS FIRST AMENDMENT TO CREDIT AGREEMENT (this " Aendment") is entered into as of January 18, 2
among PUBLIC SERVICE COMPANY OF NEW MEXICO, a Newekico corporation (the " Borrowe), the Lenders par
hereto and WELLS FARGO BANK, NATIONAL ASSOCIATIONys Administrative Agent for the Lenders (in sucpazity, tht
" Administrative Agent") and as Swing Line Lender. Capitalized terms uBerkin and not otherwise defined shall have
meanings ascribed thereto in the Credit Agreementéfined below).

RECITALS

WHEREAS, the Borrower, the Lenders party theregte, Administrative Agent and the Swing Line Lendex parties t
that certain Credit Agreement, dated as of Oct@84eR2011 (as amended or modified from time to tithe," Credit Agreemern;

WHEREAS, the Borrower has requested a modificatiothe Credit Agreement as described below; and

WHEREAS, the Lenders party hereto and the Swing lLiander are willing to agree to such modificatisabject to th
terms set forth herein as more fully set forth faelo

NOW, THEREFORE, in consideration of the premised e mutual covenants contained herein, and fogragjood an
valuable consideration, the receipt and sufficieotyhich is hereby acknowledged, the parties loeagree as follows:

AGREEMENT

1. Amendment to Credit Agreement

Clause (c) of the definition of “Interest Paymerdat& in Section 1.1 of the Credit Agreement is amendwsdi r@stated |
its entirety to read as follows:

(c) as to LIBOR Market Index Rate Swing Line Loamsthe third Business Day after the end of eadanciar month an
the Maturity Date.

2. Effectiveness; Conditions Precedent

This Amendment shall be effective on the date orniclwithe Administrative Agent shall have receivegies of thi:
Amendment duly executed by the Borrower, the Reguirenders and the Swing Line Lender.

3. Ratification of Credit Agreement The term "Credit Agreement” as used in each ef @medit Documents sh
hereafter mean the Credit Agreement as amendethadiied by this Amendment. Except as herein speadlff agreed, the Cre:
Agreement, as amended by this Amendment, is hawabied and confirmed and shall remain in fullderand effect according
its terms. Each party hereto acknowledges and otmse the modifications set forth herein and agjtbat, other than as explici
set forth in Section 1 above, this Amendment daetsimpair, reduce or limit any of its obligationader the Credit Documet
(including, without limitation, the indemnity obkdgions set forth therein) and that, after the deeeof, this Amendment sh
constitute a Credit Document.




4.  Authority/Enforceability. Each party hereto represents and warrants asill

(@) It has taken all necessary action to authorizeeeeution, delivery and performance of this Amendine

(b) This Amendment has been duly executed and deliieyeslich Person and constitutes such Person's
valid and binding obligations, enforceable in adewmrce with its terms, except as such enforcealviidy be subject to |
bankruptcy, insolvency, reorganization, fraudulemmveyance or transfer, moratorium or similar laffecting creditor:
rights generally and (ii) general principles of égregardless of whether such enforceabilitydasidered in a proceedi
at law or in equity).

(c) No consent, approval, authorization or order offilimg, registration or qualification with, any od o1
governmental authority or third party is requiraccbnnection with the execution, delivery or pemfance by such Pers
of this Amendment.

5. Representations and Warrantiéehe Borrower represents and warrants to the Lsrithat (a) the representations
warranties of the Borrower set forth in Sectionf@he Credit Agreement are true and correct ahefdate hereof, unless ti
specifically refer to an earlier date, (b) no evieas occurred and is continuing which constitut&etault or an Event of Defat
and (c) it has no claims, counterclaims, offsetsdits or defenses to its obligations under thedi€i2ocuments, or to the exten
has any, they are hereby released in consideratithe Lenders party hereto entering into this Admant.

6. No Conflicts. Neither the execution and delivery of this Amemraty nor the consummation of the transac
contemplated herein, nor performance of and compdiavith the terms and provisions hereof by ther@eer will (a) violate
contravene or conflict with any provision of itspective articles or certificate of incorporatidayjaws or other organizational
governing document, (b) violate, contravene or konivith any law, rule, regulation, order, writyggment, injunction, decree
permit applicable to the Borrower, (c) violate, tamene or conflict with contractual provisions of, cause an event of defe
under, any indenture, loan agreement, mortgagel, degust, contract or other agreement or instminte@ which the Borrower is
party or by which it or its properties may be bowrdd) result in or require the creation of angihiupon or with respect to 1
Borrower's properties.

7. Counterparts/TelecopyThis Amendment may be executed in any numbemahterparts, each of which when
executed and delivered shall be an original, bubfalvhich shall constitute one and the same imsamt. Delivery of execut
counterparts by telecopy or by electronic formalf)jghall be effective as an original.

8. GOVERNING LAW . THIS AMENDMENT AND THE RIGHTS AND OBLIGATIONS OFTHE PARTIES
HEREUNDER SHALL BE GOVERNED BY AND CONSTRUED AND INERPRETED IN ACCORDANCE WITH TH
LAWS OF THE STATE OF NEW YORK.

[remainder of page intentionally left blank]




Each of the parties hereto has caused a counterfpdiis Amendment to be duly executed and delidexr® of the date first
above written.

BORROWER:

PUBLIC SERVICE COMPANY OF NEW MEXICO
a New Mexico corporation

By: /s/ Terry Horn

Name: Terry Horn
Title:  Vice President & Treasurer




ADMINISTRATIVE AGENT :

WELLS FARGO BANK, NATIONAL ASSOCIATION
as Administrative Agent and as a Lender

By: /s/ Yann Blindert
Name: Yann Blindert
Title:  Director

SWING LINE LENDER:

WELLS FARGO BANK, NATIONAL ASSOCIATION
as Swing Line Lender

By: /s/ Yann Blindert
Name: Yann Blindert
Title:  Director




LENDERS:

Union Bank, N.A.
[Name of Lender]

By: /s/ Efrain Soto
Name: Efrain Soto
Title:  Vice President




CITIBANK, N.A.

By: /s/ Amit Vasani
Name: Amit Vasani
Title:  Vice President




JPMORGAN CHASE BANK, N.A.

By: /s/ Helen D. Davis
Name: Helen D. Davis
Title:  Vice President




SUNTRUST BANK

By: /s/ Andrew Johnson
Name: Andrew Johnson
Title:  Director




MORGAN STANLEY BANK, N.A.

By: /s/ John Durland
Name: John Durland
Title:  Authorized Signatory




KEYBANK NATIONAL ASSOCIATION

By: /s/ Karen D. Smith
Name: Karen D. Smith
Title:  Senior Vice President




ROYAL BANK OF CANADA

By: /s/ William J. Caggiano
Name: William J. Caggiano
Title:  Authorized Signatory




US Bank, National Association

By: /s/ Holland H. Williams
Name: Holland H. Williams
Title:  AVP & Portfolio Manager




THE BANK OF NEW YORK MELLON

By: /s/ Mark W. Rogers
Name: Mark W. Rogers
Title:  Vice President




Bank of Albuquerque

By: /s/ John M. Valentine
Name: John M. Valentine
Title:  Senior Vice President




Exhibit 10.:
AMENDMENT
TO THE
PNM RESOURCES, INC.
LONG TERM CARE INSURANCE PLAN

PNM Resources, Inc. (the “Companysieviously adopted the PNM Resources, Inc. LongrT€are Insurant
Plan (the “Plan”)which is a plan to assist employees in paying $sisted living or professional health care expemt
conjunction with advancing age or disability. Bystinstrument, the Company intends to terminateRlaa effectiv
December 31, 2011.

1. This Amendment shall be effective December 31, 20hless otherwise noted below.

2. The Plan is hereby terminated. Pursuant to the ‘W®everage Will EndSection of the Plan, all covere
under the Plan ends on December 31, 2011. Thertatiom of the Plan will not affect any benefit thish a Participal
became entitled before the termination.

IN WITNESS WHEREOF, the Company has hereby caubéxl Amendment to be executed by its ¢
authorized representative on this _ 16day of _ December, 2011.

PNM RESOURCES, INC.

By: /s/ Alice A. Cobb
Its: SVP/CAO




Exhibit 10.¢
SECOND AMENDMENT
TO THE
PNM RESOURCES, INC.
OFFICER RETENTION PLAN

Effective December 7, 1998, Public Service Compainilew Mexico adopted the Public Service Compar
New Mexico First Restated and Amended ExecutiveReain Plan (th“Plan”). By an amendment dated Novembet
2002, sponsorship of the Plan was transferred t¥ HRésources, Inc. (the “PNM Resourcesid the Plan wi
renamed the “PNM Resources, Inc. First RestatedAandnded Executive Retention Plarkffective as of July 1
2003, PNM Resources amended and restated the rPligs entirety and changed the name of the PlatheédPNM
Resources, Inc. Officer Retention Plaiitie Plan was most recently amended and restatedtigé January 1, 20(
The Plan was subsequently amended on one occ@siaaxecution of this instrument, PNM Resources miasires t

amend the Plan to close the Plan to Officers wkdaed on or after December 31, 2011.

1. Except as otherwise set forth below, this Seconéridment shall be effective as of the date on v
it is executed.

2. Section 2.1(t) (_Definitions Participant) of the Plan is hereby amended and restated it a¢

follows:

(t) “ Participant ” means any Officer of the Company who was hired rieefdecember 3
2011 and who has satisfied the eligibility requiesits of this Plan.

3. Section 4.1 (_Eligibility to Participafeof the Plan is hereby amended by adding the viaig new

sentence to the end thereof:
Any Officer who is hired on or after December 3@12 shall be ineligible to participate in the Plan.




4. This Second Amendment amends only the provisiotkePlan as noted above, and those provi
not expressly amended shall be considered in fuitef and effect. Notwithstanding the foregoing,stiecon
Amendment shall supersede the provisions of the ldhe extent those provisions are inconsistettt the provision

and intent of this Second Amendment.

IN WITNESS WHEREOF, PNM Resources has caused thi®i® Amendment to be executed as of thi€
___day of _December , 2011.

PNM RESOURCES, INC.

By: /s/ Alice A. Cobb

Its:  SVP/CAO



Exhibit 10.£
FIFTH AMENDMENT
TO THE
PNM RESOURCES, INC.
OFFICER LIFE INSURANCE PLAN

Effective January 1, 2004, PNM Resources, Inc.béisteed the PNM Resources, Inc. Officer Life Inswog
Plan (the “Plan”).The Plan was subsequently amended on four prevoaasions. By execution of this instrum

PNM Resources now desires to amend the Plan te thesPlan to officers hired on or after Septendse2011.

1. Except as otherwise set forth below, this Fifth Awh@ent shall be effective as of the date on wh
iS executed.
2. Section 2.1(h) ( GeneraParticipani) is hereby amended and restated in its entiretgdd as follows

(h) * Participant " means an employee of the Company or any affilidie Wwas been designatec
selected for participation in the Plan pursuanbéation 3.2 (_Selection of ParticipagtdNo employee hired «
or after September 25, 2011 shall become a Patitip the Plan.

3. Section 3.2 (_Eligibility Selection of Participanfgsof the Plan is hereby amended and restated t

as follows:

3.2  Selection of Participants. The employees who are eligible to participatehe Plan are tt
“Officers” of the Company. For this purpose, an fi€dr” is an individual who occupies the position of \
President or higher. No Officer who is hired orafter September 25, 2011shall be eligible to padie in thi
Plan.

4. This Fifth Amendment amends only the provisionghef Plan as noted above, and those provisior

expressly amended shall be considered in full f@mce effect. Notwithstanding the foregoing, thiiFiAmendmer
shall supersede the provisions of the Plan to xtenéthose provisions are inconsistent with thevigions and intent |

this Fifth Amendment.




IN WITNESS WHEREOF, PNM Resources has caused fiftis Amendment to be executed as of this 16

day of _December, 2011.

PNM RESOURCES, INC.

By: /s/ Alice A. Cobb

Its:  SVP/CAO



Exhibit 10.¢
AMENDMENT
TO
CORPORATE POLICY
ABSENCE FROM WORK
POLICY 125

Absence from work is governed by Corporate Polidysence from Work, Policy 125 (thé&bsence from Wor
Policy”). By this instrument, PNM Resources (theoffipany”) intends to amend the Absence from Work Polic
discontinue the sale of paid time off by officers.

1. This Amendment shall be effective September 251201

2. The Sale of PTO Hours Section of the Policy is bgramended and restated in its entirety to re:

follows:

Sale of PTO Hours

Although the Company strongly encourages employedske vacation, the sale of PTO hours is perd
under certain conditions. Under no circumstanceg doaated PTO hours be sold. Effective as of Selpter5
2011, Officers of the Company may no longer selDPfiours. Please refer to the Operating Procedares
guidance on requesting or donating PTO/Vacation.

IN WITNESS WHEREOF, the Company has hereby caubesl Amendment to be executed by its (
authorized representative on this _ 16day of _ December, 2011.

PNM RESOURCES, INC.

By: /s/ Alice A. Cobb
Its:  SVP/CAO




Exhibit 10.7
2012 Director Compensation Summary

Non-employee directors of PNM Resources, Inc. (ther@any”) receive their annual retainer in the foricwash and stock-based
compensation as determined by the Company's Bddbddectors. At the December 2011 Board meeting,Bloard approved maintaining the
2012 annual retainer for non-employee directotb@tsame level previously reported for the 201luahretainer. Thus, the 2012 annual
retainer for non-employee directors is as follows:

Annual Retainer : Restricted stock rights* with a grant date markatie of $55,000; and an annual cash
retainer of $52,500 paid in quarterly installments

Annual Presiding Lead Director Fee: $15,000 paid in quarterly installments

Annual Committee Chair Fee: $ 5,000 paid in quarterly installments (in addittormeeting attendance fees), except
that the Annual Audit and Ethics Committee Chaie ie$10,000

Committee Meeting Attendance Fees $ 1,500 per Board Committee meeting

Directors are also reimbursed for any Board-relatquenses, such as travel expenses incurred rald@t@ard and Board committee meetings
and director educational programs. Further, dimscéoe indemnified by the Company to the fulleserkpermitted by law pursuant to the
Company's bylaws and indemnification agreementsédst the Company and each director.

* The amount of annual restricted stock rightsegedmined by dividing $55,000 by the closing pié¢he Company's stock on the New
York Stock Exchange on the day of the grant. Retsili stock rights granted under the Company's Ousriterformance Equity Plan (“PEP”)
each vest in three equal annual installments béginon the first anniversary of the grant date jestitto vesting acceleration upon retirement
from the board. These awards are typically madkeeainnual meeting of directors, unless the meetiogrs during a black-out period for
trading in the Company's securities as specifigiénCompany's Insider Trading Policy. As set fantider the Company's Equity
Compensation Awards Policy, under those circumssynihie Board will either (a) schedule a speciating after the expiration of the black-
out period, (b) make awards pursuant to a unanimoiien consent executed after the expiratiorhefltlack-out period, or (c) pregprove the
equity awards with an effective date after the etjpn of the black-out period. The date of the mlgas the date on which the Board approves
the awards, unless (i) the approval date is atreting day, in which case the date is the immedtligireceding trading date or (ii) in the cas
pre-approval during a black-out period, in whickethe grant date is the first trading date aftereixpiration of the black-out period.



Exhibit 12.1
PNM RESOURCES, INC. AND SUBSIDIARIES
Ratio of Earnings to Fixed Charges
(In thousands, except ratio)

Year Ended December 31,

2011 2010 2009 2008 2007

Fixed charges, as defined by the SecuritiesExathange Commission:
Interest expensed and capitalized $122,99¢ $123,63¢ $123,830 $134,95¢ $124,29¢
Amortization of debt premium, discount and e>qen 3,69¢ 4,62 5,43( 6,38¢ 6,56¢
Interest from discontinued operations (includingitdized interest) — — 1,027 13,75¢ 12,54¢
Estimated interest factor of lease rental charge 6,66¢ 6,88¢ 7,03¢ 7,89¢ 8,80¢
Preferred dividend requirements of subsidiary 864 1,07t 75¢ 68¢ 55€

Total Fixed Charges $134,22; $136,220 $138,08. $163,68" $152,77:
Earnings, as defined by the Securities and Exch@ugemission:
Earnings (loss) from continuing operations befoi@ime taxes and non
controlling interest $321,46¢ $(63,37¢) $ 94,75 $(388,38) $ 63,11:
(Earnings) loss of equity investee — 15,22 30,14t 29,68 (7,587
Earnings (loss) from continuing operations befoi@ime taxes, non-
controlling interest, and investee earnings 321,46¢ (48,15¢) 124,89¢ (358,699 55,531
Fixed charges as above 134,22: 136,22: 138,08 163,68! 152,77
Interest capitalized (2,697) (3,400 (7,749 (8,849 (10,740
Non-controlling interest in earnings of Valencia (14,047 (13,569 (11,890 (7,179 —
Preferred dividend requirements of subsidiary (864) (2,075 (759 (689) (55€)
Earnings Available for Fixed Charges $438,08 $ 70,02¢ $242,58° $(211,72¢ $197,00¢

1 2 3

Ratio of Earnings to Fixed Charges 3.2¢€ 0.51 1.7¢€ N/M 1.2¢

! Earnings (loss) from continuing operations befoomme taxes and non-controlling interest for tearyended December 31, 2011
includes a pre-tax loss of $21.4 million due towhée-off of regulatory disallowances at PNM andNIP. If those losses were excluded,
the Ratio of Earnings to Fixed Charges would haaenii3.42.

2 The shortfall in the earnings available for fixgthrges to achieve a ratio of earnings to fixedggmof 1.00 amounted to $66.2 million
for the year ended December 31, 2010. Earnings)(fosm continuing operations before income taxes @on-controlling interest
includes a pre-tax loss of $188.2 million due te itnpairment of PNMR's investment in an equity stee. If that loss were excluded, the
Ratio of Earnings to Fixed Charges would have degf.

® The ratio of earnings to fixed charges for theryaraled December 31, 2008 is not meaningful siaceirgs available for fixed charges
is negative. The shortfall in the earnings avadablachieve a ratio of earnings to fixed chardels@ amounted to $375.4 million for the
year ended December 31, 2008.



Exhibit 12.2
PUBLIC SERVICE COMPANY OF NEW MEXICO
Ratio of Earnings to Fixed Charges
(In thousands, except ratio)

Year Ended December 31,

2011 2010 2009 2008 2007

Fixed charges, as defined by the Securities antid&hge
Commission:
Interest expensed and capitalized $ 75217 $ 7342 $ 73,100 $ 72,427 $ 58,04t
Amortization of debt premium, discount and expenses 1,32¢ 1,27¢ 1,33¢ 4,34¢ 4,61¢
Interest from discontinued operations (includingitaized
interest) — — 1,027 13,75¢ 12,54¢
Estimated interest factor of lease rental charges 4,13¢ 4,10¢ 4,517 4,557 4,661

Total Fixed Charges $ 8068 $ 7880C $ 7998 $ 9508: $ 79,87(
Earnings, as defined by the Securities and Exchange
Commission:
Earnings (loss) from continuing operations befo@me
taxes and non-controlling interest $ 10596¢ $ 107,28¢ $ 45627 $ (69,329 $ 34,61
Fixed charges as above 80,68: 78,80( 79,98¢ 95,08: 79,87(
Non-controlling interest in earnings of Valencia (14,047 (13,569 (12,890 (7,179 —
Interest capitalized (1,767 (2,81)) (6,06%) (7,367) (10,039
Earnings Available for Fixed Charges $ 170,83¢ $ 169,71: $ 107,65 $ 11,217 $ 104,44¢

1 2

Ratio of Earnings to Fixed Charges 2.1z 2.1 1.3¢ 0.1Z 1.31

! Earnings (loss) from continuing operations befoomme 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 fixeithrges to achieve a ratio of earnings to fixedgdsof 1.00 amounted to $83.9
million for the year December 31, 2008.



TEXAS-NEW MEXICO POWER COMPANY

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

Fixed charges, as defined by the Securities antd&hge
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

Exhibit 12.¢

Year Ended December 31,

2011 2010 2009 2008 2007
27,91 $ 2863 $ 2560 $ 17,867 $ 23,52
1,67¢ 2,68: 3,35¢ 1,50¢ 1,92t
1,20z 1,24¢ 831 571 844
30,798 $ 3256 $ 29,798 $ 19,93 $ 26,29
36,13t $ 26,02 $ 20150 $ 2,33 $ 29,05
30,79t 32,56 29,79t 19,93¢ 26,29:
(599) (15¢) (1,149 (1,025) (332)
66,34( $ 5842¢ $ 48,80: $ 21,24t $ 55,01¢
2.1F 1.7¢ 1.64 1.07 2.0¢

! Earnings from continuing operations before incden@s for the year ended December 31, 2011 inclages-tax loss of $3.9 million
due to the write-off of regulatory disallowancdghiat loss were excluded, the Ratio of Earningsiked Charges would have been

2.28.



EXHIBIT 21

Subsidiaries of PNM Resources, Inc.

As of December 31, 2011, PNM Resources, Inc. directindirectly owns all of the voting securitie§the following subsidiaries:

Public Service Company of New Mexico, a New Mexaooporation that does business under the nameditRidrvice Company of New
Mexico” and “PNM”.

Texas-New Mexico Power Company, a Texas corpordtiandoes business under the name “Texas-New M&aever Company” and
“TNMP”,

TNP Enterprises, Inc., a Texas corporation thasdussiness under its corporate name.

The remaining subsidiaries of PNM Resources, lansitered in the aggregate as a single subsidiargpt constitute a "significant
subsidiary" (as defined in Rule 1-02(w) of Reguats-X) as of the end of the year covered by #yort.



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference iniRegion Statement Nos. 333-161218 and 333-172802orm S-3ASR and
Registration Statement Nos. 333-76288, 333-139388,129454, 333-03303, 333-03289, 333-88372, 33312, 333-125010,
333-141282, 333-156243, 333-159361, 333-159362388e168797 on Form S-8 of our reports dated Felpr2@y 2012, relating
to the consolidated financial statements and firdstatement schedules of PNM Resources, Incsahbdidiaries, and the
effectiveness of PNM Resources, Inc. and subsafiaiternal control over financial reporting, aapeg in this Annual Report on
Form 10-K of PNM Resources, Inc. and subsidiaregte year ended December 31, 2011.

/s/ Deloitte & Touche LLP

Dallas, Texas
February 29, 2012



EXHIBIT 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTIN&GRM

We consent to the incorporation by reference iniRemgtion Statement No. 333-173530 on Form S-3 of

our report dated February 29, 2012, relating toctivesolidated financial statements and financetieshent schedule of Public
Service Company of New Mexico and subsidiaries appg in this Annual Report on Form 10-K of Pulsliervice Company of
New Mexico and subsidiaries for the year ended B 31, 2011

/sl Deloitte & Touche LLP

Dallas, Texas
February 29, 2012



EXHIBIT 31.1
CERTIFICATION

I, Patricia K. Collawn, certify that:

1.

2.

| have reviewed this Annual Report on FormkKL6f PNM Resources, Int

Based on my knowledge, this report does not cordgainuntrue statement of a material fact or omistade a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, nigadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementd, ather financial information included in this repdfairly present in all materi
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrang other certifying officer and | are responsible dstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and proceduresaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly durifg tperiod in which this report is being prepared;

b) Designed such internal control over financial reipgr, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealepted accounting principles;

¢) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtéds report our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thesegnt’'s internal control over financial reportitigat occurred during the registranthos
recent fiscal quarter (each registranfourth fiscal quarter in the case of an annuadbrg that has materially affected, or is reasoy
likely to materially affect, the registrant’s inted control over financial reporting; and

The registrang other certifying officer and | have disclosedsdxdon our most recent evaluation of internal @bmtver financial reportin
to the registrant’s auditors and the audit commitiEthe registrant’s board of directors (or pesspearforming the equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controlerdfinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a signiifiole in the registrastinterna
control over financial reporting.

Date:February 29, 2012 By:/s/ Patricia K. Collawn
Patricia K. Collawn

President and Chief Executi
Officer

PNM Resources, Inc.




EXHIBIT 31.2
CERTIFICATION

I, Charles N. Eldred, certify that:

1.

2.

I have reviewed this Annual Report on FormkKL6f PNM Resources, Int

Based on my knowledge, this report does not cordgainuntrue statement of a material fact or omistade a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, nigadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementd, ather financial information included in this repdfairly present in all materi
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrang other certifying officer and | are responsible dstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and proceduresaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly durifg tperiod in which this report is being prepared;

b) Designed such internal control over financial reipgr, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealepted accounting principles;

¢) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtéds report our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thesegnt’'s internal control over financial reportitigat occurred during the registranthos
recent fiscal quarter (each registranfourth fiscal quarter in the case of an annuadbrg that has materially affected, or is reasoy
likely to materially affect, the registrant’s inted control over financial reporting; and

The registrang other certifying officer and | have disclosedsdxdon our most recent evaluation of internal @bmtver financial reportin
to the registrant’s auditors and the audit commitiEthe registrant’s board of directors (or pesspearforming the equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controlerdfinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a signiifiole in the registrastinterna
control over financial reporting.

Date:February 29, 2012 By:/s/ Charles N. Eldred
Charles N. Eldred
Executive Vice President and
Chief Financial Officer
PNM Resources, Inc.




EXHIBIT 31.3
CERTIFICATION

I, Patricia K. Collawn, certify that:

1.

2.

| have reviewed this Annual Report on FormKLEf Public Service Company of New Mexi

Based on my knowledge, this report does not cordgainuntrue statement of a material fact or omistade a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, nigadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementd, ather financial information included in this repdfairly present in all materi
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrang other certifying officer and | are responsible dstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and proceduresaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly durifg tperiod in which this report is being prepared;

b) Designed such internal control over financial reipgr, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealepted accounting principles;

¢) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtéds report our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thesegnt’'s internal control over financial reportitigat occurred during the registranthos
recent fiscal quarter (each registranfourth fiscal quarter in the case of an annuadbrg that has materially affected, or is reasoy
likely to materially affect, the registrant’s inted control over financial reporting; and

The registrang other certifying officer and | have disclosedsdxdon our most recent evaluation of internal @bmtver financial reportin
to the registrant’s auditors and the audit commitiEthe registrant’s board of directors (or pesspearforming the equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controlerdfinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a signiifiole in the registrastinterna
control over financial reporting.

Date:February 29, 2012 By:/s/ Patricia K. Collawn
Patricia K. Collawn

President and Chief Executi
Officer

Public Service Company of New
Mexico




EXHIBIT 31.4
CERTIFICATION

I, Charles N. Eldred, certify that:

1.

2.

| have reviewed this Annual Report on FormKL6f Public Service Company of New Mexi

Based on my knowledge, this report does not cordgainuntrue statement of a material fact or omistade a material fact necessar
make the statements made, in light of the circuntgts under which such statements were made, nigadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementd, ather financial information included in this repdfairly present in all materi
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrang other certifying officer and | are responsible dstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and proceduresaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly durifg tperiod in which this report is being prepared;

b) Designed such internal control over financial reipgr, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealepted accounting principles;

¢) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtéds report our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thesegnt’'s internal control over financial reportitigat occurred during the registranthos
recent fiscal quarter (each registranfourth fiscal quarter in the case of an annuadbrg that has materially affected, or is reasoy
likely to materially affect, the registrant’s inted control over financial reporting; and

The registrang other certifying officer and | have disclosedsdxdon our most recent evaluation of internal @bmtver financial reportin
to the registrant’s auditors and the audit commitiEthe registrant’s board of directors (or pesspearforming the equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controlerdfinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a signiifiole in the registrastinterna
control over financial reporting.

Date:February 29, 2012 By:/s/ Charles N. Eldred
Charles N. Eldred
Executive Vice President and
Chief Financial Officer

Public Service Company of New
Mexico




EXHIBIT 31.5
CERTIFICATION

I, Patricia K. Collawn, certify that:
1. 1 have reviewed this Annual Report on Form 10fKexasNew Mexico Power Compar

2. Based on my knowledge, this report does notadomany untrue statement of a material fact ortdmstate a material fact necessary in
order to make the statements made, in light ottlmmstances under which such statements were,matimisleading with respect to t
period covered by this report;

3. Based on my knowledge, the financial statememts other financial information included in théport, fairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant’s other certifying officer andrk responsible for establishing and maintainisgldsure controls and procedures (as definec
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procsdaorecaused such disclosure controls and procedorege designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us
others within those entities, particularly durifg tperiod in which this report is being prepared;

b) Designed such internal control over financial réipgr, or caused such internal control over finaha@gaorting to be designed under
supervision, to provide reasonable assurance rieggitoe reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneealepted accounting principles;

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentesi report our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thestgnt’s internal control over financial reportitigait occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

5. The registrang’ other certifying officer and | have disclosedsdxon our most recent evaluation of internal @miver financial reportin
to the registrant’s auditors and the audit commitiEthe registrant’s board of directors (or pesspearforming the equivalent functions):

a) All significant deficiencies and material weakgses in the design or operation of internal céstreer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invedvwnanagement or other employees who have a sgmiifiole in the registrarstinterna
control over financial reporting.

Date: February 29, 2012 By/s/ Patricia K. Collawn
Patricia K. Collawn

President and Chief Executive
Officer

Texas-New Mexico Power
Company




EXHIBIT 31.6
CERTIFICATION

I, Thomas G. Sategna, certify that:

1.

2.

I have reviewed this Annual Report on Form 106fKexasNew Mexico Power Compar

Based on my knowledge, this report does not cordgainuntrue statement of a material fact or omistade a material fact necessar
order to make the statements made, in light ottfeimstances under which such statements were,matienisleading with respect to
period covered by this report;

Based on my knowledge, the financial statementd, ather financial information included in this repdfairly present in all materi
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrang other certifying officer and | are responsible dstablishing and maintaining disclosure contasld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateitnal control over financial reporting (as defihin Exchange Act Rules 13&(f)
and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and proceduresaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly durifg tperiod in which this report is being prepared;

b) Designed such internal control over financial reipgr, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and tipeeparation of financial stateme
for external purposes in accordance with geneealepted accounting principles;

¢) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtéds report our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in thesegnt’'s internal control over financial reportitigat occurred during the registranthos
recent fiscal quarter (the registranfourth fiscal quarter in the case of an annupbrg that has materially affected, or is reasoy
likely to materially affect, the registrant’s inted control over financial reporting; and

The registrang other certifying officer and | have disclosedsdxdon our most recent evaluation of internal @bmtver financial reportin
to the registrant’s auditors and the audit commitiEthe registrant’s board of directors (or pesspearforming the equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controlerdfinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invedvmanagement or other employees who have a signiifiole in the registrastinterna
control over financial reporting.

<)

Date:February 29, 2012 By:/s/ Thomas G. Sategna
Thomas G. Sategna
Vice President and Controller

Texas-New Mexico Power
Company




EXHIBIT 32.1

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

In connection with the Annual Report on Form 10df the period ended December 31, 2011, for PNM Ress, Inc. (“Company”)as filec
with the Securities and Exchange Commission on W&ehr29, 2012 (“Report”)each of the undersigned officers of the Companyifiesy,
pursuant to 18 U.S.C. 81350, as adopted pursud®@s of the Sarbanes-Oxley Act of 2002, that:

(1) the Report fully complies with the requirement$gdf3(a) or 15(d) of the Securities Exchange Act234, as amended; ¢

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

Date:February 29, 2012 By:/s/ Patricia K. Collawn
Patricia K. Collawn

President and Chief Executi
Officer

PNM Resources, Inc.

By: /s/ Charles N. Eldred
Charles N. Eldred
Executive Vice President and
Chief Financial Officer
PNM Resources, Inc.




EXHIBIT 32.2

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

In connection with the Annual Report on Form K@er the period ended December 31, 2011, for RuBkrvice Company of New Mexi
(“Company”), as filed with the Securities and Exega Commission on February 29, 2012 (“Repoegch of the undersigned officers of
Company certifies, pursuant to 18 U.S.C. §135@&dmpted pursuant to 8 906 of the Sarbanes-Oxleyp®2002, that:

(1) the Report fully complies with the requirement$gdf3(a) or 15(d) of the Securities Exchange Act234, as amended; ¢

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

Date:February 29, 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

Public Service Company of Ne
Mexico




EXHIBIT 32.3

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

In connection with the Annual Report on Form 10-¢¢ the period ended December 31, 2011, for Té&&s- Mexico Power Compa
(“Company”), as filed with the Securities and Exega Commission on February 29, 2012 (“Repoegch of the undersigned officers of
Company certifies, pursuant to 18 U.S.C. §135@&dmpted pursuant to 8 906 of the Sarbanes-Oxleyp®2002, that:

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

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

Date:February 29, 2012 By:/s/ Patricia K. Collawn
Patricia K. Collawn

President and Chief Executi
Officer

Texas-New Mexico Power
Company

By: /s/ Thomas G. Sategna
Thomas G. Sategna
Vice President, Controller

Texas-New Mexico Power
Company




EXHIBIT 99.1
PNM RESOURCES, INC. AND SUBSIDIARIES

UNAUDITED PRO FORMA CONSOLIDATED STATEMENT OF EARNI NGS

The following Unaudited Pro Forma Consolidated &tant of Earnings of PNM Resources, Inc. (“PNMR3) the year ende
December 31, 2011 is derived from and should be ireaonjunction with the historical consolidatedtements and related notes of PNMR.

As previously reported, on September 23, 2011, PNdvifered into an agreement for the sale of FCPrgniges, Inc. and Subsidiari
which were indirect wholly-owned subsidiaries of R and comprised the “First Choicélsiness segment of PNMR, to Direct LP, Inc
$270.0 million plus the actual amounts of certadmponents of working capital at the closing datlesi®g occurred on November 1, 2C
with PNMR receiving $329.3 million, which includas estimate of the components of working capithke Unaudited Pro Forma Consolid:
Statement of Earnings of PNMR for the year endedeDwer 31, 2011 reflects the sale of First Chog# the transaction had occurred a
January 1, 2011. An Unaudited Pro Forma ConsoliiBedance Sheet for PNMR as of December 31, 20hbtisncluded as the sale of F
Choice is reflected in the Consolidated BalanceeSfee PNMR as of December 31, 2011.

The Unaudited Pro Forma Consolidated Statementaofiigs has been prepared based upon availablemafion and assumptic
deemed appropriate by PNMR's management. The pmeaftinformation is for informational purposes oalyd is not intended to be indical
of the actual consolidated results of operatioms Would have been reported had the transactioarmmt on the date indicated, nor does
information represent a forecast of the finanaaltts of PNMR for any future period.




PNM RESOURCES, INC. AND SUBSIDIARIES

PRO FORMA CONSOLIDATED STATEMENT OF EARNINGS

Electric Operating Revenues
Operating Expenses:
Cost of energy

Administrative and general

Energy production costs
Regulatory disallowances
Depreciation and amortization
Transmission and distribution costs
Taxes other than income taxes
Total operating expenses
Operating income

Other Income and Deductions:
Interest income
Gains on investments held by NDT
Other income
Gain on sale of First Choice
Other deductions
Net other income (deductions)

Interest charges

Earnings before Income Taxes

Income taxes

Net Earnings

(Earnings) Attributable to Valencia Non-controlling interest
Preferred Stock Dividend Requirements of Subsidiary

Net Earnings Attributable to PNMR

Net Earnings Attributable to PNMR per Common Share:
Basic

Diluted

Number of Shares Used in Calculating Earnings per i&are

Basic

Diluted

FOR THE YEAR ENDED DECEMBER 31, 2011
(Unaudited)

Pro Forma Adjustments

PNMR Historical First Choice Other Pro Forma
(In thousands, except per share amounts)

1,700,61! (439,45() A $ 3381 B $ 1,294,98:
692,92: (323,33) A 33,81 B 403,40
257,77 (75,179 A 5577 C

3,797 D 191,96¢
180,85( — — 180,85(
21,40: — — 21,40:
157,04 (1,099 A — 155,94¢
69,69: — — 69,69:
63,63: (787) A — 62,84t

1,443,32i (400,39Y) 43,18; 1,086,11;
257,29¢ (39,05¢) (9,379 208,87(
15,51t 64) A — 15,45;

8,98t — — 8,98t
5,30¢ — A (53) D 5,25¢
174,92! — (174,929 E —
(24,715 65C A 9,20¢ (14,856
180,01¢ 58€ A (165,76 14,83¢
124,84¢ (581) A 2,799 J
6,80C |
(4,119 H 124,15
312,46¢ (37,889 (175,03 99,54¢
121,53 (13,779 A (2,208 C
(1,529 D
1,10¢ J
(2,697) |
5,27¢
(69,259 E 38,46¢
190,93« (24,116 (105,73) 61,08:
(14,04 = = (14,047
(52¢) — — (52¢)
176,35¢ (24,119 % (105,73) $ 46,50¢
1.9¢ 0.5¢
1.9¢ 0.5¢
89,20: (3,469 F
(5,909 G 79,82¢
89,751 (3,469 F



(5,909 G 80,38¢




PNM RESOURCES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED PRO FORMA CONSOLIDATED STATEMENT OF EARNINGS

(1) PNMR Basis of Presentatio

Historical information for PNMR Resources, Inc. RMR”) for the year ended December 31, 2011 is derivent fPONMR's historic
financial statements.

(2) Sale of FCP Enterprises, Inc. and Subsidiaries toiiect LP, Inc.

As previously reported, on September 23, 2011, PNdvifered into an agreement for the sale of FCPrgniges, Inc. and Subsidiari
which were indirect wholly-owned subsidiaries of MR and comprised the “First Choicbusiness segment of PNMR to Direct LP, Inc
$270.0 million, subject to adjustment to reflece tactual amounts of certain components of workiagital at closing, pursuant to a St
Purchase Agreement dated September 23, 2011. Glostourred on November 1, 2011, with PNMR receiv#39.3 million, which include
an estimate of the components of working capital@ding. PNMR recognized a ptax gain of $174.9 million on the sale. PNMR usdeel he
proceeds from the sale of First Choice to repureltastain of PNMR's outstanding debt and equityistées and for other corporate purpo
including the repayment of short-term debt.

On September 23, 2011, PNMR entered into an agmeetogurchase all of its outstanding convertibleferred stock, Series A frc
Cascade Investment, L.L.C. (“Cascade€Cascade owned all of the 477,800 outstanding shudrtee preferred stock, which were convert
into 4,778,000 shares of common stock. The purclodsthe preferred stock closed on October 5, 201th WNMR paying Cascade
aggregate purchase price of $73.5 million.

On October 24, 2011, PNMR commenced a cash tenffier o purchase up to $50.0 million aggregate gpal amount of it
outstanding 9.25% Senior Unsecured Notes, Serieké 2015. On November 22, 2011, PNMR purchased3$80lion of the notes for $58
million, plus accrued and unpaid interest. PNMRoggized a loss of $9.2 million on the purchaseluigiog transaction costs and writd- of
the proportionate amount of the deferred costi@ftiginal issuance of the notes.

On November 4, 2011, PNMR entered into an agreetogmirchase 7,019,550 shares of common stock @astade. The purchase
the common stock closed on November 10, 2011 wMIMR purchasing all 7,019,550 shares of common stmgked by Cascade for
aggregate purchase price of $125.7 million.

PNMR has reflected the sale of First Choice in Bre Forma Unaudited Consolidated Statement of BEgsnfor the year end
December 31, 2011 by (1) removing the historicastFChoice amounts; (2) removing the pag-gain of $174.9 million; (3) reflecting t
impacts of the use of proceeds from the sale, dictuthe reduction in the number of common and comequivalent shares used to com
earnings per share; (4) increasing general andrasinzitive expenses to reflect the pro forma elation of billings to First Choice for servic
provided by PNMR to First Choice pursuant to a mewagreement; and (5) adjusting for income téeces of the previous items.

(3) Reduction in Ownership of Optim Energy

As previously reported, in January 2007, PNMR a@I¥ Holdings, LLC (“ECJV"),a wholly owned subsidiary of Cascade, cre
Optim Energy, LLC (“Optim Energy”)PNMR and ECJV each had a 50% ownership intere®pitim Energy, a limited liability company. ¢
September 23, 2011, PNMR and ECJV entered intogeeement that reduced PNMR's ownership in Optimr@gn&om 50% to 1%. PNM
performed an impairment analysis of its investnmier®@ptim Energy at December 31, 2010, determingéhitestment was fully impaired, ¢
reduced the carrying value of its investment taozas of December 31, 2010. In accordance with gdgesiccepted accounting principl
PNMR has not recorded losses (or income) associaittdits investment in Optim Energy in 2011. PNMias reflected the reduction
ownership in the Unaudited Pro Forma ConsolidatedeSient of Earnings for the year ended Decembgf@11 by increasing general i
administrative expenses to reflect the pro formmiahtion of billings to Optim Energy for servicgsovided by PNMR to Optim Ener
pursuant to a services agreement and related intaeffects.

(4) Issuance of Det
On October 6, 2011, Public Service Company of Neexigb (“PNM"), a wholly owned subsidiary of PNMR, priced a puldftering

of $160.0 million aggregate principal amount of %85% Senior Unsecured Notes due 2021. The borudle wffered at 99.857% of fe
amount and the offering closed on October 12, 2Btdceeds from the offering were used to repay




outstanding borrowings under the PNM Revolving GrEdcility.

(5) Pro Forma Adjustments

Following are brief descriptions of the pro formdjustments to the Consolidated Statement of Easnitog reflect the abo
transactions. The Unaudited Pro Forma ConsolidStatement of Earnings reflects the transactions ey had occurred as of Januar

2011.

A.

B.

Removes First Choice balances from the PNMR histbbialances for the year ended December 31,

Reflects the reversal of the elimination, madeha €onsolidated Statement of Earnings of PNMR,ntércompany reven
received by Texas-New Mexico Power Company, a whmNned subsidiary of PNMR, from First Choice.

Reflects additional general and administrative espe due to the elimination of billings to Firstatle for services provided
PNMR to First Choice pursuant to a services agre¢ieued related income tax impacts.

Reflects additional general and administrative espe due to the elimination of billings to OptimelEgy for services provided
PNMR to Optim Energy pursuant to a services agregiared related income tax impacts.

Reflects the removal of the gain realized on the s&First Choice and related income tax impi
Reflects the effect on basic and diluted shargbepurchase of the preferred shares from Cas
Reflects the effect on basic and diluted shareeepurchase of common shares from Cas

Reflects the reduction in interest expense reltiegtle purchase of PNMR's 9.25% Senior Unsecurddd\&eries A, the remo
of the loss realized upon the purchase, and relateine tax impacts.

Reflects the increase in interest expense andetkiatome tax impacts of PNM's issuance of senmiseoured notes. The nc
were sold at 99.857% of face value and bear intetemn effective rate of 5.369%.

Reflects the reduction in interest expensehant$erm debt under revolving credit facilities frometapplication of the proceeds
PNM's issuance of debt and the excess of the pisdeem the sale of First Choice after the purchesgebt and equity securit
reflected above, as well as the related incoméngacts.



