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Portions of the following document are incorporated by reference into Part III of this report:

Proxy Statement to be filed by PNMR with the SEC pursuant to Regulation 14A relating to the annual meeting of
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This Form 10-K represents separate ﬁlings by PNMR, PNM and TNMP. Information herein relating to an
individual registrant is.filed by that reglstrant on its own behalf. . PNM makes no representatxons as to the
information relating to PNMR and. s subsidiaries- other than PNM. TNMP makes no representatxons as to the
information relating to PNMR and its subsidiaries other than TNMP. When this Form 10-K is incorporated by
reference into any filing with the SEC made by PNM or TNMP, the portions of this Form 10-K that relate to PNMR
and its subsidiaries other than PNM or TNMP, respectively, are not incorporated by reference therein.

On June 6, 2005, PNMR completed its acquisition of TNP Enterprises, Inc. and Subsidiaries. SeeNote 2 in the
Notes to Consolidated Financial Statements under Part H, Item 8. “Financial Statements and Supplementary Data,”
of this report for further information. Commencing with the Form 10-Q for the quarter ended June 30,2005, TNMP
was mcluded in the filing of PNMR and PNM.
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GLOSSARY

AfION ..o S Afton Generatmg Station

ALY i Administrative Law Judge

Altura ..o Altura Power L.P.

APB .ot e _Accounting Principles Board

APS e Arizona Public Service Company

PN 0 J Asset Retirement Obligation

L.l Avistar, Inc. . : :

BLM e Us. Depanment of the Interlor Bureau of Land Management

BNCC ... BHP Navajo Coal Company

Board.....c.ooociiiiieee e Board of Directors -

BTU.oiiiccceen British Thermal Unit

(0711522 GO California Power Exchange

CalISO. e California Independent System Operator

CON oo Ll Certificate of Public Convenience and Necessity

Company ........cccoveevcreroeeneerenenns PNM Resources, Inc. and Subsidiaries

CONGIESS .....corvoeeeerreereeeenrrsseres United States Congress

Constellation ..........ccceveevererercennennne Constellation Energy Commodities Group, Inc.

Decatherm ....ooooooeevvveivniivieiees 1,000,000 BTUs

Delta . Delta-Person Limited Partnership

DOJ o e United States Department of Justice

DUKE it Duke Energy Corporation

EaR ..o Earnings at Risk

EIP .o Eastern Interconnection Project

EITF oo Emerging Issues Task Force

EPE.....cooiiiiiieicee e El Paso Electric Company

EPA oot United States Environmental Protection Agency

ERCOT ...t Electric Reliability Council of Texas

ESPP...oiii et Employee Stock Purchase Plan

FASB ..o Financial Accounting Standards Board

Farmington ...........c.coovvieieiecinnennnn. City of Farmington, New Mexico

FCPSP ..ottt First Choice Power Special Purpose, L.P.

FERC ..o Federal Energy Regulatory Commission

First Choice oo, First Choice Power, L. P. and Subsidiaries

FIP oo Federal Implementation Plan

Four COmers .....coovvverunrireenenrenns Four Corners Power Plant

FPL ..ottt FPL Energy New Mexico Wind, LLC

GAAP oot Generally Accepted Accounting Principles in the United
States of America

GCT e Grand Canyon Trust

Global Electric Agreement............... Signed by PNMR and other parties in 2003; provides for a five-year rate
path for New Mexico jurisdictional customers that began in September
2003

Great Southwestern.................... — Great Southwestern Construction, Inc.

IBLA .ot Interior Board of Land Appeals

IRS e enes United States Internal Revenue Service

ISO e Independent System Operator

LIBOR ..ooiiit e London Interbank Offered Rate

Lordsburg......cccceecvirennenirnineeneee Lordsburg Generating Station

Luna .o, Luna Energy Facility

MMBTUS e Million British Thermal Units

MoOAY'S ..ot Moody’s Investor Services, Inc.

MW e Megawatt
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MWh .. e S e Megawatt Hour

Navajo ACtS..o.covceniiciereereeceiecenee Navajo Nation Air Pollution Preventlon and Control Act, the
Navajo Nation:Safe Drinking Water Act, and the Navajo
Nation Pesticide -Act -

Ninth Circuit.......coooviiiieicoinicnnen. United States Court of Appeals for the Ninth Circuit

NMED ...t New Mexico Environment Department

NMPRC.....ooiierieiic e New Mexico Public Regulation Commission

NNHPD ..ottt Navajo Nation Historic Preservation Department -

NRC .o United States Nuclear Regulatory Commission

NSPS ..o New Source Performance Standards

NSR ot New Source Review

OASIS e Open Access Same Time Information System

OATT ..o Open Access Transmission Tariff

O&M ..ot Operations and Maintenance

PGAC i Purchased Gas Adjustment Clause

172 S Pacific Gas and Electric Co.

PNM e Public Service Company of New Mexico and Subsidiary

PNMR .ot PNM Resources, Inc. and Subsidiaries

PPA L Power Purchase Agreement

PRG oot Power Resource Group, Inc.

PSA e Power Supply Agreement

PSD e Prevention of Significant Deterioration

PUCT ..o Public Utility Commission of Texas '

PUHCA ... The Public Utility Holding Company Act

PURPA ..ottt Public Utility Regulatory Policy Act of 1978

PVNGS. ..ottt Palo Verde Nuclear Generating Station

Reeves ..o Reeves Generating Station

REP .ol Retail Electricity Provider

Restructuring Act ........ccooceervcvincnnen. New Mexico Electric Utility Industry Restructuring Act of 1999,
as amended

RMC et Risk Management Committee

RMRR ..o Routine Maintenance, Repair or Replacement

RTO...coiiiien e Regional Transmission Organization

T 0 U SO Southern California Edison Company

SCPPA ..ttt Southern California Public Power Authority

SDG&E ..ot San Diego Gas and Electric Company

SEC ..t United States Securities and Exchange Commission

Sempra .......oocoeeeveeieeceeeeeee Sempra Energy

Senate Bill 7............ et et nnene Legislation that established retail competition in Texas

SESCO et San Angelo Electric Service Company

SFAS e Statement of Financial Accounting Standards

SICC.iiicec e San Juan Coal Company

SIGS e San Juan Generating Station

SO2..e e e Sulfur Dioxide

S&EP oo Standard and Poors Ratings Services

SPS e Southwestern Public Service Company

SW AcquiSition .......c.ccooevceccreennen. SW Acquisition, L.P.

TCEQ ..ot seene Texas Commission on Environmental Quality

TECA ..ot Texas Electric Choice Act (also known as Senate Bill 7)

TNMP . Texas-New Mexico Power Company and Subsidiaries

TNP et e TNP Enterprises, Inc. and Subsidiaries

Throughput.......ccooiiiiiii Volumes of gas delivered, whether or not owned by the Company

Tri-State ..o Tri-State Generation and Transmission Association, Inc.

TUCSON ..ot Tucson Electric Power Company
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ITEM 1. ‘BUSINESS

THE COMPANY

PNMR was incorporated in the State of New México in 2000. The Company’s three primary subsidiaries are
PNM, TNMP and First Choice. PNM was incorporated in the State of New Mexico in 1917. Upon the completion
in 2001 of a one-for-one share exchange between PNM and PNMR, PNMR became the parent company of PNM.
Prior to the share exchange, PNMR had existed as a subsidiary of PNM. The new parent company began trading on
the New Yeork Stock Exchange under the same PNM symbol: begmmng n December 2001.

On June 6 2005 PNMR completed the acquxsmon of TNP Prior to the consummation of the acquxsmon
TNP was a privately. owned holding company based in Fort Worth, Texas. - TNP’s principal subsidiaries are TNMP
and-First-Choice. TNMP’s:predecessor.was organized in‘the State of Texasin 1925 and First Choice was organized
in the, State of Texas in 2000. See Note 2 in the Notes to Consolidated ‘Financial Statements for. detalls about the
acquisition-of TNP. ‘. SRR

These filings for PNMR, PNM and TNMP include disclosures for PNMR, PNM and TNMP. For discuséion
purposes,this report will use the term “Company” when. discussing  matters of common: applicability to:PNMR,
PNM and TNMP : Discussions regardmg only PNMR PNM or TNMP w1ll be:clearly mdlcated as such. :

In December 2004, PNMR became a reglstered holding company: under PUHCA As a result of the
requirement to register as a holding company, PNMR created PNMR Services Company, a wholly owned services
company, which began operation in January 2005:' PNMR’s status as a registered holding company did not change
the utility operations of the Company. Effective with the acquisition of TNP on June 6, 2005, all TNMP employees
who: were providing: corporate support to TNP and First Choice became employees of PNMR Services Company.
Energy legislation, enacted in August 2005 resulted:in the repeal of PUHCA effective February 2006. PNMR 18-1in
the process of evaluating the effects of that repeal, along with the other provisions of the legislation. S

PNMR is an investor-owned holding company of energy and energy-related businesses. PNM is an
integrated public utility with regulated and unregulated operations primarily engaged in (i) the generation,
transmission and distribution of electricity, (ii) transmission, distribution and sale of natural gas within New
Mexico, and (iii) unregulated operations primarily focused on the sale and marketing of electricity in the western
United States. TNMP is a regulated utility operating in Texas and New Mexico. In Texas, TNMP provides
regulated transmission and distribution services. In New Mexico, TNMP provides integrated electric services that
include the transmission, distribution, purchase and sale of electricity. First Choice is a competitive retail electric
provider operating in Texas. In addition, PNMR provides energy and technology related services through its wholly
owned subsidiary, Avistar.

In January 2006, Altura, an indirect, wholly owned subsidiary of PNMR, entered into an agreement to
purchase Twin Oaks no earlier than April 17, 2006. The Twin Oaks facility is a 305 MW coal-fired plant located in
Texas. See Note 22 in the Notes to Consohdated Financial Statements for further details about the proposed
acquisition of Twin Oaks.

Financial information relating to amounts of sales, revenue, net income and total assets of the Company’s
reportable segments is contained in “Part II, Item 7. - Management’s Discussion and Analysis of Financial
Condition and Resuits of Operation” and Note 3 in the Notes to Consolidated Financial Statements.

COMPANY WEBSITE

The Company’s Internet address is hitp://www.pnmresources.com. The contents of the website are not a
part of this Form 10-K. The Company’s filings with the SEC, including annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and amendments to those reports, filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities and Exchange Act of 1934, are accessible free of charge at
http://www.pnmresources.com as soon as reasonably practicable after the Company electronically files such
material with, or furnishes it to, the SEC. These reports are also available upon request in print from the Company
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free of charge. Additionally, the Company's Corporate Governance Principles, code of ethics (Do the Right Thing-
Principles of Business Conduct) and charters of the Company's Audit and Ethics Committee, Governance and
Public Policy Committee, Human Resources and Compensation Committee and Finance Committée are available on
the Company's website at http://www.pnmresources.com/ge/index and such information is available in print,

without charge, to any shareholder who requests it.
REGULATED OPERATIONS:

PNM Electric

PNM Electric is an integrated electric. utility that:consists ‘of generation, transmission’and . distribution of
electricity for retail electric customers in New Mexico and the sale of transmission to third parties as well as to
PNM Wholesale and TNMP. PNM Electric provides-retail electric service to a large area of north central New
Mexico, including the cities of Albuquerque and Santa Fe, and certain other areas of New-Mexico.. PNM Electric
owns.or leases transmission lines, interconnected with other utilities in New Mexico, south‘and east into- Texas, west
into Arizona, and north into Colorado and Utah. ‘The ‘Company’s largest non-affiliated retail electric:customer was
served by PNM Electric and accounted for approximately 8.3% of the Company’s total retail electric revenues for
the year ended December 31, 2005.

’In 1990 the NMPRC estabhshed an: off- ystem sales methodology that- prov1ded for a sharmg mechamsm
whereby a certain amount of revenues from off-system sales were credited :to reduce retail cost of service. Offx
system sales above the amounts credited to retail customers accrue to the beneflt of shareholders. Subsequent rate
case settlements have continued to utilize. this. methodology : :

Customer rates for retail. elecmc service are set by the NMPRC based on the provxsxons of the Global Elecmc
Agreement‘ In-2003, the NMPRC approved the Global Electric Agreement that set a rate path through 2007 PNM
agreed to decrease retail electric rates by 6.5% in two phases; over three years. The first phase of the rate reductions
becarhe-effective in September.2003 and the second phase became. effectlve September 1, 2005 (See Note 171n the
Notes to Consolidated Financial Statements.) . : ‘ ‘ IR 2




Weather-normalized retail electric load growth was 2.5% in 2005. PNM Electric’s system peak demands for
its retail customers and firm requirements customers-in the summer and the winter for the last three years are shown
in the following table:

System Peak Demands

2005 2004 2003

(Megawatts)
Summer 1,779 1,655 1,661
Winter 1,530 1,481 1,434

PNM holds long-term, non- “exclusive franchise agreements for its electric retail operatlons w1th varying
exp1rat1on dates _These franchise agreements allow PNM to access public rlghts of-way for placement of PNM’s
electric facﬂmes Franchise ~agreements have expired in _Albuquerque, Santa Fe, Bemnalillo Courty, Sandoval
County, San nguel County, Vlllage of Bosque Farms, Pueblo de Cochiti, Village of Tijeras, McKmley County and
the Cify ‘of Las Vegas. PNM remains obligated under New Mexico state law to provide service to customers in
these franchise areas despite the absence of an effective franchlse agreement. The Albuquerque metropohtan area
accounted for "approximately 53% of PNM Electric’s 2005 electric utility operating revenues (excluding
transmission revenues), and no other franchise area represents more than approximately 10%. PNM continues to
collect and pay franchise fees to Albuquerque and Santa Fe, Village of Bosque Farms, Village of Tijeras and the
City of Las Vegas PNM currently does not pay franchlse fees to Bernalillo County, Luna County, Sandoval
County, McKmley County, Pueblo de Cochiti or San M1gue1 County.

PNM Electnc owns or leases 2 897 circuit mxles of electrlc transmission lmes mterconnected with other
utrlmes in New Mex1co east and south into Texas, west into Arizona, and north into Colorado and Utah. Due to
rapid load growth in PNM Electric’s serv1ce territory in recent years and the lack of transmlsswn development most
of the capac1ty on this transmission system is fully committed and there is very little or no additional access
available on a firm comm1tment basis. These factors result in physical constraints on the system 2 and limit the ability
to wheel power into PNM Electnc ] serV1ce area from out51de of New Mexrco

TNMP Electric

TNMP Electric consists of the operatlons of TNMP. TNMP is a regulated ut111ty operatxng in Texas and New
Mexico. .In Texas, TNMP Electric provides regulated transmission and distribution services under the provisions of
TECA in accordance with Seénate Bill 7. TNMP Electric serves a market mche of ‘small-to-medium-sized
communities. Only three of the 84 communities in TNMP Electric’s service territory have populations exceeding
50,000. TNMP Electric’s service territory is organized into two operating areas: Texas and New Mex1co In most
areas that TNMP Electric serves, 1t is the excluswe provider of transmission and dlstrfbuuon services.

TNMP Electric’s Texas temtory Consists of three rion-contiguous areas. One portion of this territory exténds
from Lewisville, Wthh is approximately 10 miles north of the Dallas-Fort Worth International Airport, eastward to
municipalities near the Red River, and to communities north, west and south of Fort Worth The second port1on of
its territory ‘includes the area along the Texas Gulf Coast between Houston and Galveston, and the third portion
includes areas of far west Texas between Midlarid and El Paso. TNMP Electri¢’s Texas operations lie entirely
within the ERCOT region. ERCOT is the mdependent system operator that is respons1ble for maintaining reliable
operations for the bulk electric power supply system in the ERCOT region, which is located entirely’ within Texas
and serves approximately 85% of the electrical load in ERCOT. " See “Rates and Regulatlon below for more
information about ERCOT. In New Mexico, TNMP prov1des integrated elec’mcxty services that include the
transmission, distribution, purchase and sale of electncrty to its customers in southwest and south central New
Mexlco as well as transmission to third parties and to PNM.

TNMP Electric provides transmission and distribution services at regulated rates to various retail electric
providers that, in turn, provide retail electric service within TNMP Electric’s Texas service area. As of December
31, 2005, 30 retail electric providers served customers that receive transmission and distribution services from
TNMP Electric. First Choice, TNMP Electric’s affiliated retail electric provider, was TNMP Electric’s largest
customer and accounted for approximately 56% of TNMP's total retail electrlc revenues for the year ended
December 31, 2005. :

A3




TNMP' holds long-term, non-exclusive franchise agreements for its .electric transmission and distribution
services, with varying expiration dates. These franchises accounted for approximately 7% of TNMP’s 2005 total
electric utility operating revenues. TNMP intends to negotiate and execute new or amended franchise agreements
with municipalities as they expire. Sales within the remaining 84 franchises contributed approximately 63% of
TNMP’s 2005 total electric utility operating revenues. The remainder of TNMP's revenues are earned from service
provided to facilities in its service area that lie outside the territorial jurisdiction of the municipalities with which
TNMP has franchise agreements.

PNM Gas

PNM Gas distributes natural gas to most of the major communities in New Mexico, including Albuquerque
and Santa Fe. The Albuquerque metropolitan area accounted for approximately 50% of the total gas révenues in
2005. No single sales-service customer accounted for more than 0.9% of PNM Gas’ therm sales in 2005. PNM
holds long -term non-exclusive franchises with varying expiration dates in all incorporated communities in New
Mexico requiring franchise zigreements except for the municipalities of Aztec Bosque Farms, Eunice, Gallup,
Grants, Hurley, Los Ranchos de Albuquerque Milan, Santa Clara; Santa Fé County, and Silver City. PNM Gas
remains obhgated to’ serve these franchrse areas pursuant to state law despite the’ absence of an effective franchise
agreement.

PNM Gas has a customer base that includes both sales-service customers and transportanon service
customers. ~Sales-service customers purchase natural gas and receive transportation and delivery services from
PNM Gas for which PNM Gas receives both cost-of-gas and cost-of-service revenues. In 2005, the market price of
natural gas across the United States increased significantly, due to a hot 2005 summer, which led to more demand
from natural gas-fired power plants, as well as due to the hurricaries in the Gulf Coast region of the United States.
Cost- of—gas revenues collected from its sales-gervice customers are recovered in.accordance with NMPRC
regulations through the PNM Gas PGAC and Tepresent a pass-through of the cost of natural gas to the customer. As
a résult, increases or decreases in gas revenues resultmg from wholesale gas price fluctuations do not impact the
Company’s consolidated gross margin (gross margin is equal to operating revenues minus cost of energy sold). An
order was issued by the NMPRC in 2001 that approved an agreement regarding the hedging strategy of PNM Gas
and the implementation of a price management fund program which includes a continuous monthly balancing
account with a carrying charge. This carrying charge has the effect of keeping PNM Gas whole on purchases of gas
since it is compensated for the time value of money that exists due to any delay in collections from customers.
Additionally, PNM Gas makes occasronal gas sales to off-system sales customers. Off—system sales dehvenes
generally occur at pipeline 1nterconnect10ns with the: PNM Gas system and profits are shared between PNM Gas and
1ts customers on a 30%/70% basis.

PNM Gas had 26 transportatron-serwce customers in 2005, whrch procure gas for their end users
independently of PNM Gas end users. Transportation-service customers are gas marketers and producers
contracting with PNM Gas for transportation services to their end users and for other related services that provide
PNM Gas with cost-of-serv1ce revenues only. Transportation services are provided to transportatlon service
customers at locatrons throughout the PNM Gas distribution system, as, well as _points on and off PNM Gas
transmission prpehnes Through its transportation-service customers, PNM Gas provided gas transportation
deliveries to 1 ,823 end users that were not PNM Gas customers durmg 2005.

In 2005 38% of the total gas throughput of PNM Gas was related to transportation gas deliveries. The
transportatron rates of PNM Gas are unbundled, and transportation customers only pay for the service they receive.
In 2005, revenues from transportation customers accounted for 3% of the total gas revenues of PNM Gas.
Revenues from sales- -service customers accounted for the remaining 97%. Cost of gas, on which PNM Gas makes
no margin, accounted for 71% of total sales-service revenue. Because a major portion of the PNM Gas load is
related to heating, sales levels are affected by the weather. In 2005, 60% of the total sales occurred in the months of
January, February, March and December.

PNM Gas obtains its supply of natural gas primarily from sources within New Mexico by contracting with
third party producers and marketers. These contracts are generally sufficient to meet its peak-day demand. PNM
Gas serves certain cities that depend on El Paso Natural Gas Company or Transwestern Pipeline Company for
transportation of gas supplies. Because these cities are not directly connected to the transmission facilities of PNM
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Gas, gas transported by these companies is the sole supply source for these cities. Such gas transportation is
regulated by the FERC.

UNREGULATED OPERATIONS
PNM Wholesale

PNM Wholesale consists of the generation and sale of electricity into the wholesale market based on two
product lines, long-term contracts and short-term sales. The source of these sales is supply created by selling the
unused capacity of PNM's jurisdictional assets as well as the capacity of PNM’s wholesale plants excluded from
retail rates. Both regulated and unregulated generation is jointly dispatched in order to improve rehablhty, provide
the most economic power to retail customers, and maximize profits on any wholesale transactions.

Long-term contracts include sales to firm-requirements and other wholesale customers with multi-year
arrangements. ‘At December 31, 2005, these contracts ranged from 1 to 14.5 year terms with an average term of 5.3
years. Short-termisales include- transactions-entered into for less than one year. They include forward market
opportunities, which transactions do not qualify as normal sales and purchases as defined in SFAS No. 133; as
amended, “Accounting for Derivative Instruments and Hedging Activities,” (“SFAS 133”) and, as a result, are
marked to market. Also included in short-term sales are spot market, hour ahead, day ahead, week ahead and other
sales of any excess generation not required to fulfill PNM Electric’s retail load and contractual commitments.

The PNM Wholesale strategy calls for increased asset-backed energy sales supported by long-term contracts
in the wholesale market, where PNM’s aggregate net open forward electric sales position, including short-term sales
and long-term contracts, is generally covered by its forecasted excess generation capacity. Company management
actively monitors the asset-backed sales by the use of stringent risk management policies. The Company’s future
growth plans call for approximately 75% of its new generation portfolio to be committed through long-term
contracts. The 75% threshold 1s in-compliance with the Global Electric Agreement.: Growth is dependent on market
development and on the Company’s ability to generate funds for the Company’s future expansion. The Company
continues to- operate in the wholesale market and seek appropriately priced asset additions such ‘as the proposed
acquisition of the Twin Oaks facility. Expansion of the Company’s generation portfolio is dependent on the
Company’s ability to acqulre favorably priced -assets at strategic locations and to secure long- -term commitments for
the purchase of power from the acqulred plants.

In 2005 and 2004, PNM Wholesale revenues stabilized following the preceding years when volatility was
high. The Company has been successful in developing its wholesale' power marketing activities in the western
United States, even in times of market volatility. Management believes this success is due to its business strategy of
providing electric power customized to meet the special needs of its customers. This marketing strategy is based on
PNM Wholesale's net asset-backed methodology, which helps mitigate the risks inherent in wholesale power
marketing activities. PNM Wholesale also utilizes long-term transactions to enhance its product offenngs '

Certain of PNM’s generation resources are excluded from retail electric rates. As a result, PNM Wholesale
developed a wholesale power marketing strategy in which it sells the generation from its resources that are excluded
from retail rates. This strategy also includes the forward purchase and sale of electricity to take advantage of market
price opportunities in the electric wholesale market. During 2005, 2004 and 2003, PNM’s sales in the wholesale
‘electric markets accounted for approximately 58%, 62% and 62%, respectively, of its total MWh sales. Of the total
wholesale electric sales made in 2005, 2004 and 2003, 87%, 80% and 82%, respectively, were transacted through
purchases for resale. (See Item 2. "Properties.”)

PNM Wholesale has entered into various firm wholesale electric sales contracts. These contracts contain
fixed capacity charges in addition to energy charges. Capacity charges are fixed monthly payments for a
commitment of resources to service the contract requirements. Energy charges are payments based on the amount
of electricity delivered to the customer intended to compensate PNM Wholesale for its variable costs incurred to
provide the energy. PNM Wholesale’s firm-requirements demand was 281 MW in 2005, and is expected, based
solely on existing contracts, to be 273 MW in 2006, 161 MW in 2007, 154 MW in 2008 and 90 MW in 2009. Firm
requirements for TNMP’s New Mexico customers are included in these amounts through 2006. In accordance with
the NMPRC’s stipulation approving PNMR’s acquisition of TNP, beginning January 1, 2007, TNMP’s New
Mexico customers will be included in the PNM Electric load (see “Acquisition Agreements” below). No firm-
requirements PNM Wholesale customer accounted for more than 6.9% of the Company's total electric sales for
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resale revenues for the year ended December 31, 2005. -

First Choice

First Choice is a certified retail electric provider operating in Texas, which allows it to provide electricity to
residential, small and large commercial, industrial and institutional customers. First Choice's responsibilities
include acquiring new retail customers, setting up retail accounts, handling eustomer inquiries and complaints, and
acting.as a liaison between the transmission and distribution companies and retail customers. - First Choice was
organized in-2000 to.act as TNMP’s.affiliated retail electric provider, as required by TECA. -Although First Choice
is regulated in certam respects by the PUCT under ERCOT the Company includes First Ch01ce in the unregulated

First Choice .serves price-tosbeat and competitive customers. (residential, commercial, and aggregated
municipalities) in Texas. . The: price-to-beat customers are former customers of TNMP that have chosen to remain
with . First: Choice, TNMP’s affiliated retail electricprovider.- . First. Choice - focuses its..competitive customer
acquisition efforts in the- major ‘metropolitan areas that are open to electric choice within ERCOT, including. Dallas-
Fort Worth, Houston, Corpus Christi, and McAllen Harlingen.

F1rst Ch01ce expenences mcreased sales and operatlng revenues durmg the summer. rnonths as a result of
increased air conditioner usage in hot weather. In 2005, approximately 43% of First Choice’s consolidated annual
revenues were recorded in-June, July, August and September. :

Frrst Ch01ce s load fluctuates contmuously due to among other thmgs customer addmons and. losses,
changes n customer usage, unseasonal weather and customer switching. First Choice continually monitors and
revises its load forecast. to account for changing price-to-beat .and competitive customer loads. First Choice
develops short-term load forecasts to. ldentxfy short-term load surpluses and shortages, and to ensure that hedges are
in place to cover forecasted sales To the extent these short-term load forecasts identify shortages, First Choice
covers shortages through short—term power purchases or through purchases on the ERCOT balancing. market.

o In Texas capamty auc’nons were a serm-regular event mandated by the TECA to promote hqurdlty in the
marketplace In the most recent auctions, First Choice was the successful bidder for four 25 MW baseload blocks of
capacity in October 2005 and two 25 MW cyclic blocks of capacity in September 2005.

- 'CORPORXTE AND,V,;OETHER

PNMR Servrces Company provrdes corporate serv1ces to PNMR and to all of PNMR's business umts
mcludmg PNM, Avistar, TNP, TNMP and First Choice based on shared services agreements. These services are
billed at cost on a monthly basrs and allocated to the busmess units,. PNMR Services Company and Avistar are
included in the Corporate and Other segment. o T
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SOURCES OF POWER

PNMR

The Company has sources of power from property it owns or leases and power purchased through various
long-term PPAs. +For the year ended December 31, 2005, the Company had a 2, 393 MW generatlon capac1ty from
these sources. R . :

First Choice assumed the energy supply activities of TNMP in Texas in 2002, In 2003, First Choice and
Constellation-executed a PSA that resulted in Constellation being the primary supplier of power-for First-Choice’s
customers through the end of 2007. Additionally, Constellation has agreed to supply -power in certain transactions
under the PSA beyond the date when that commitment expires. The Company’s basic strategy is to minimize its
exposure to fluctuations in market energy prices by matching fixed price sales contracts with fixed price supply. In
addition, First Choice uses various financial instruments to hedge against the risk of adverse changes in natural gas
prices. ‘The PSA with Constellation resulted in Constellation assurning weather related risks-because the contract is
based on ‘customer usage profiles: as .determined by ERCOT. First Choice retained: the nsks assoc1ated with
customer attrition. (See Note 17 in the Notes:to Consohdated Fmancxal Statemients.} :

PNM
Sources of Power Owned

As of December 31, 2005, the: total net generatxon capamty of famhtles owned by PNM wag:1 744 MW
which includes all of PNMs mterests in PVNGS portlons of which are held under operatmg leases. (See Item 2
“Propemes ”) : T

PNM is comrmtted 10 increasing the unhzatlon of its’ generatlon capacny at SJGS Four Corners and PVNGS.
SJGS is operated:by PNM. SJGS’ equivalent availability was 89.4% and 89.8% for the years ended: December 31,
2005 and 2004, respectively. PVNGS’ equivalent availability was 76.0% and 81.7% for the years ended Deeember
31, 2005 and 2004, respectively. Four Corners’ equivalent availability was 86.3% and 82.4% for the years ended
December 31, 2005 and 2004, respectively. Four Comers and PYNGS are operated by APS.

PNM’s Lordsburg and Afton plants were built'to serve wholesale customers and other sales rather than New
Mexico retail customers and, therefore, are. not currently included in the retail rates. - However; these. plants may be
needed in the future to serve the growing retail'load as is the case for Afton, 'as déscribed below.. If so, these plants
would have to be certified by the NMPRC .and would then be subject to inclusion in PNM’s rétail rates in a future
rate case. These plants were built as part of PNM’s ongoing strategy of increasing generation capacity over time to
serve increasing retail load, sales under long-term contracts and other sales. The plants owned by PNM are
available through joint dispatch to support service to the retail'customers of PNM.

In July 2005, PNM filed with the NMPRC ‘an' application for ae CCN'in which PNM requested NMPRC
approval to operate ‘Afton as a public-utility plant and include in PNM’s retail rate base in its next retail electric rate
case the costs-associated with the conversion of Afton from a combustion-turbine to a: combined cycle unit. In
November 2005, PNM filed a joint stipulation with the NMPRC that would allow PNM: terconvert Afton-to a
combined cycle plant and bring Afton into retail rates, with 50% of Afton's capacity designated to serve PNM's
customers and the other 50% designated to serve TNMP's New Mexico customers. Hearings were held in February
2006 before the NMPRC.

In November 2004, PNMR Development, a subsidiary of PNMR, purchased a one-third interest in Luna.
Luna is a 570 MW, partially constructed, natural gas-fired power plant near Deming in southern New Mexico. The
purchasers are investing approximately $100.0 million, one-third from each purchaser, to complete construction. In
November 2005, the one-third interest in Luna was transferred from PNMR Development to PNM. PNM will
continue to develop Luna and wiil utilize it as merchant plant. Luna is expected to be operational no later than the
second quarter of 2006.
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Sources of Power - Leased

In 1996, PNM entered into an operating lease agreement for the rights to all the output of the Delta gas-fired
generating plant for 20 years. The plant received FERC approval for "exempt wholesale generator” status. The
maximum dependable capacity under the lease is 132 MW: The gas turbine generating unit-is operated by Delta and
is located on PNM’s retired Person Generating Station site in Albuquerque. Primary fuel for the gas turbine
generating unit is natural gas provided by wholesale gas purchases. In addition, the unit has the capability to utilize
low sulfur fuel o1l if natural gas is neither available nor cost effective. '

As dlscussed above, PNM leases portrons of PVNGS See Ttem 2. “Propemes and Note 7-in the Notes to
Consohdated Financial Statements. : »

Sources of Power - PPAs

In addition to generating its own power, PNM purchases power in the open market: PNM's purchases under
its long-term PPAs, including the Delta lease and the contract described :below, were 649 MW in. 2005 and. are
expected to be 599 MW in 2006, 532. MW in 2007, 532 MW in 2008, and 532 MW in 2009. This projected
capacity assumes that contracts that end during the period are not renewed or extended. PNM also purchases power
in the forward, day-ahead and real-time markets.

In 2002, PNM entered into an agreement with FPL to develop a 200 MW wind generation facility in New
Mexico. PNM began receiving commercial power from the project in June 2003. FPL owns and operates the New
Mexico Wind Energy Center, which consists of 136 wind-powered turbines: on a site in eastern New Mexico. PNM
has a contract to purchase all the power generated by the New Mexico Wind Energy Center for 25 years. In 2003,
PNM received approval from the NMPRC for a voluntary tariff that allows PNM retail customers to buy wind-
generated electricity for a small monthly premium. Power from the New Mexico Wind Energy Center is used to
service load under the voluntary tariff and as part of PNM’s electric supply mix for meeting retail load. -Any wind-
generated. eléctricity in excess of these amounts is sold on the wholesale power market, either within New Mex1c0
or outside the state. » : -

TNMP

TNME:purchases all electricity for its:New Mexico customers’ needs and energy-scheduling services under a
wholesale power contract with PNM' that extends through December 2006. -As discussed below, in “Rates and
Regulation,” in accordance with the NMPRC stipulation approving PNMR’s acquisition of TNP, PNM will remain

the power:supplier for TNMP’s New Mexico:needs through 2010.. As discussed above, First Choice performs the
energy supply activities for TNMP’s Texas customers.

MARKET REACH
As of the date of this report, PNM owns firm transmission capacity to the Mead market hub in the amount of
100 MW, which serves various wholesale power markets:-and: loads in the greater Las Vegas, Nevada area, and

serves as a delivery point for the Cal ISO. In addition, PNM owns transmission capacnty to serve major load centers
in the Phoenix, Arizona:area in amounts varying from 100 MW . to 150 MW.
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FUEL AND WATER SUPPLY

PNM

The percentages of PNM’s generation of electricity (on the basis: of KWh) fueled by. coal, nuclear fuel and
gas and oil, and the average costs to PNM of those fuels (in cents per million BTUY), during the past three years were
as follows:

Coal C Nuclear - : Gas-and Oil

Percent of Average Percent of Average Pereent of Average

Generation Cost Generation Cost Generation Cost
2005 71.3% 163.9 26.3% 45.7 24% - 687.6
2004 70.1% . 1544 28.1% 525 1.8% 693.9
2003 68.0% ; 163.'8 29.5% 44.5 2.5% 625.2

The generation mix for 2006'is expected to be 67.4% coal, 27.7% nuclear and 4.9% gas and oil. Due to
locally available natural gas and oil supplies, the utilization of locally available coal deposits and the generally
abundant supply of nuclear fuel, PNM believes that adequate sources of fuel are ava11ab1e for its generating stations
into the foreseeable future.

Coal

See Note 16 in the Notes to Consolidated Financial Statements for information about PNM’s coal supply.

Natural Gas

The natural gas used as fuel for the electric generating plants located in Albuquerque (Reeves and the Delta
operating lease) is procured on the open market and delivered by PNM Gas through its transportation services.

PNM Wholesale procures its gas supply independently of PNM Gas but obtains gas transportation services from
PNM Gas.

Nucléar Fuel

PNM is one of several participants in PVNGS. (See Note 14 in ‘the Notes to Consolidated Financial
Statements.) The fuel cycle for PVNGS is comprised of the following stages:

mirﬁng and milling of uranium ore to produce uranium concentrates;
conversion of uranium concentrates to uranium hexafluoride;
enrichment of uranium hexafluoride;

fabrication of fuel assemblies;

utilization of fuel assemblies in reactors; and

storage and disposal of spent nuclear fuel.

The PVNGS participants have contracted for all of the PVNGS requirements for uranium concentrates and
conversion services through 2008. The PVNGS participants have also contracted for.all of the PVNGS-enrichment
services through 2010, 80% of enrichment services through 2013 and all of the fuel assembly fabrication services
until at least 2015. .

Water Supply

See Note 16 in the Notes to Consolidated Financial Statements for information about PNM's water supply.
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RATES AND REGULATION

PNM is subject to the jurisdiction of the NMPRC, with respect to its retail electric and gas rates, service,
accounting, issuance of securities, construction of major new generation and transmission facilities and other
matters regarding retail utility services provided.in New Mexico. The FERC has jurisdiction over.rates and other
matters-related to wholesale electric sales and cost recovery for a portion of PNM’s transmission network.

In Texas, TNMP provides regulated transmission and distribution services and is subject to the jurisdiction of -
the PUCT and certain municipalities with respect to rates and service. Within New Mexico, TNMP is subject to the
jurisdiction of the NMPRC. TNMP is subject to traditional cost-of-service regulation.in both Texas and New
Mexico. TNMP is subject to the jurisdiction of the FERC for some of its activities, including the issuance of
securities and the acquisition or disposition of propemes in New Mexico. TNMP’s transmission and distribution
activities in Texas are not subject to FERC regulation, because those activities occur solely within the ERCOT
system ¢ of Texas.

First Choice is a member of ERCOT, the ISO responsible for maintaining reliable operations of the bulk
electric power supply system in the Texas electric market. The respon51bxl1t1es of ERCOT include ensuring that
information relating to a customer's ch01ce of retail electric prov1der is conveyed in a timely manner to anyone
needing the information. ERCOT is also respon51ble for ensuring that electricity production, and delivery are
accurately accounted for among the generation resources and wholesale buyers and sellers in the ERCOT region.
The ERCOT ISO does not operate a centrally dispatched pool and does not procure energy on behalf of its members
other than to maintain the reliable operation of the transmission system. ERCOT also serves as agent for procuring
ancillary services for those who elect not to secure their own ancillary services requirements.

Members of ERCOT include retail customers, mvestor and municipai owned electric utilities, rural electric
cooperatives, river authorities, independent generators, power markets and retail electric providers. The electric
market served by ERCOT operates under the reliability standards set by the North American Electric Reliability
Council. The PUCT has primary Jurlsdlctlonal authority over the electric market served by ERCOT and the
rehablhty of electncny across Texas' main interconnected power grld

First Choice provides energy to retail customers in Texas. 'Senate Bill 7 ¢ontains no provisions for the
specific recovery of fuel and purchased power costs, although First Choice can request that the PUCT change the
price-to-beat fuel factor twice a year to recognize changes in natural gas prices. The rates charged to new customers
acquired by First Choice outside of TNMP’s service territory are not regulated by the PUCT, but are negotiated by
First Choice with each customer. As a result, changes in fuel and purchased power. costs will affect First Choice’s
operating results.

The items below describe certain of the more significant rate and regulatory matters that are relevant to the
Company. See Notes 16 and 17 in the Notes to Consohdated Flnan01a1 Statements for a discussion of additional
rate and regulatory matters.

PNMR
Energy Policy Act

‘In August 2005, the Energy Policy Act of 2005 was enacted, effective February 2006. Implementation of
various portions of the law requires the issuance of rules by the FERC. The FERC adopted final rules implementing
various provisions of the Energy Policy Act including rules pertaining to repeal of PUHCA of 1935 and
implementation of PUHCA of 2005, the FERC’s expanded mergers and acquisitions approval authority and
prohibition of energy market manipulation. The FERC has also issued a number of other proposed rules that are
pending, including rules pertaining to preventing undue discrimination in transmission services and electric
reliability standards. The Company will continue to monitor, and participate in, as approprlate proceedings
involving implementation of the Energy Policy Act.




PNM

Reglonal Transmlssmn Issues

In July 2005 the FERC 1ssued an. order termmatmg its proceedmg on standard market des1gn stating that
since issuanceof the .standard market design notice of proposed rulemaking, the electric industry has made
significant progress in the development of voluntary RTOs and ISOs. In September 2005, the FERC issued a
Notice of Inquiry on Preventing Undue Discrimination and Preference in Transmission Services seeking
information- from the mdustry regardmg the provisions:of the OATT for p0551b1e revision: 1n a future rulemaking.

In November 2005 the FERC issued a Notice of Proposed Rulemakmg Promoting Transmlsswn lnvestment
through Pricing Reform. In the proposed rulemaking, the FERC notes declining investment in the national
transmission grid and proposes certain incentive actions it is considering to increase transmission investment to
improve the reliability of national transmission grid. In addition to the incentive proposals, the FERC would
implement:additional reporting requirements for public. utilities.that operate transmission systems.. The Company
mtends to monitor and part1c1pate in these FERC;notices and rulemakmgs

Generatmn Market Power Fllmgs

In its triennial market power screen filing in 2004, PNM reported that it continued to face transmission
constraints in northern New Mexico and would continue to abide by the cost-based rate limitation on transmission
service during times of transmission congestion for the northern New Mexico market. PNM also reported that for
the EPE control area, PNM’s revised wholesale market share screen was below 20% for all seasons. In its order in
PNM’s: miarket-based rate filing, the FERC initiated a proceeding to determine if PNM’s mitigation measure in
northern” New Mexico is sufficiently adequate to prevent the exercise of market-power and also required additional
explanation of PNM’s revised wholesale market share calculation. The FERC established.that rates reviewed under
this proceedmg for transactions completed in these two markets would be subject to refund effective March 6, 2005

In Aprll 2005, the FERC 1ssued an order denying PNM s. petition for rehearmg regarding the FERC’s ﬁndmg
that the existing mitigation: measure  for the northern. New -Mexico control area was insufficient, rejecting PNM’s
February 2005 compliance filing “as<to both the northem and southern New Mexico control areas and requiring
PNM to submit a compliance filing containing one of the alternatives listed in the order. The FERC’s order also
clarified that market-based sales made at SJGS are sales made within PNM’s northern control area and are subject
to these proceedings. In July. 2005, PNM made its compliance filing at the FERC. - The filing indicated that, as:a’
résult of the completion of its analysis pursuant to the FERC’s order, PNM did show: failures in its own control area,
but.did not show failures:in the EPE control area, with the exception of one. measure. PNM maintained-its position
that.when the historical data is considered, it is clear that PNM does not possess generation market power in either
the PNM or EPE control area destination markets and PNM should maintain its market-based sales authority in
those markets. In the event the FERC does not so find, PNM also proposed mitigation measures in both the PNM

and EPE control area destination markets that will be applicable during the limited time periods when the failures
occurred.

~ PNM cannot predict the outcome of the additional FERC proceedings on PNM’s financial position or results
of ‘operations; however, should the FERC determine that PNM has generation market power in these two markets,
PNM could continue to:make sales at cost-based or otherw1se mmgated rates and thus not have future revenues
subject to refund in this matter. , : -

FERC Office of Market Oversight and Investigations Audit

In November 2005, PNM received notice that the FERC Division of Operational Audits of the Office of
Market Oversight and Investigations would perform a compliance audit of PNM. - The audit covers the period from
January 2004 to the present and will examine PNM’s compliance with the FERC standards of conduct and OASIS
requirements, compliance of PNM’s transmission practices with the FERC regulations and applicable OATT, and
compliance of PNM’s wholesale electricity marketirig operation with its market-based rate tariff. This audit is part
of a series of routine, mandatory audits of all of the utilities under FERC oversight, focused on compliance with the
FERC’s rules and regulations. Similar audits have been conducted of other regional utilities. The FERC will i1ssue
its findings upon conclusion of the audit, which could take from six months to a year, or more to complete.
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In preparing for an on-site visit by OMOI as part of its audit, and during the visit itself, the Company
discovered computer system paths that could have permitted unauthorized Company personnel to.access certain
real-time transmission information concerning the PNM and TNMP transmission systems. The Company
immediately reported to OMOI its discovery and disabled the paths. The Company’s preliminary examination has
not revealed any -evidence that unauthorized access.to transmrssxon information was, in fact; obtamed by :use of
these paths. : : : ;

. PNM has been cooperating, and:will continue to cooperate; fully with the FERC:to complete. the audit. - The
Company cannot predict the outcome of the audit or whether the FERC will make any adverse findings related to
PNM’s: comphance W1th the FERC’s rules and regulatrons

Global Electrlc Agreement

~In 2003 PNM srgned the Global Elecme Agreement whrch provrded for the repeal of-a majority of the New
Mexrco Restructuring Act, a fixed rate path, procedures for PNM’s participation in unregulated generating plant
activities and other regulatory issues. In accordance with this rate path, PNM reduced its retail rates by 2.5% in
September 2005. The rate path is effective through December 31, 2007, at which time rates are subject to review by
the NMPRC.

Renewable Portfollo Standard

The NMPRC 1ssued a renewable resources. rule in 2002 to encourage the development of renewable energy in
New Mexico. The rule includes a provision requiring the use of a minimum of 5% renewable energy by January 1,
2006, with the minimum-amount to increase 1% per year for each year until a renewable portfolio standard of 10%
is. reached: in ‘the. year 2011. . The Renewable Energy Act passed by the New Mexico Legislature establishes a
mandatory renewable. energy portfolio standard similar to the structure established by the NMPRC. . The Renewable
Energy Act provides for streamlined proceedings for utilities to obtain approval of procurement plans, provided
certainty to utilities and.protection for. customers and required the NMPRC to establish a‘reasonable cost threshold
for 'the procurement. of renewable energy to prevent excessive costs being added to rates. -Under the Renewable
Energy Act if renewable energy cannot:bé acquired under the threshold, the mandate would be suspended

In September 2005, PNM made: its 2006 annual portfoho summary ﬁlmg and renewable energy procurement
plan ﬁlmg. PNM proposed to continue to. procure renewable energy and certificates from wind resources, to pursue
renewable energy projects and: to implement a program to.purchase renewable energy certificates from net-metered
customers:with small solar systems. - The NMPRC approved this plan; however, with respect to cost recovery, costs
incurred pursuant to the:plan, w1th the exceptron ‘of those for the small solar program are subject to a rebuttable
presumpnon of prudence : C :

TNMP
FERC Office of Market OverSIght and Investlgatlons Audit

In November 2005 the Company reeelved notrce that the FERC Division of Operatronal Audits of the Office
of Market. Oversight and Investigations would begin -a- compliance audit of the FERC: jurisdiction transmission
system of TNMP. The audit covers the period from the effective date of PNMR’s acquisition of TNP in June 2005
to the present. The audit is substantially the same as the PNM audit discussed above.

Acquisition Agreements
In 2005 the PUCT approved a settlement agreement fmdmg the acqutsmon of TNP o be in the public
interest. Among other thmgs the settlement agreement called for:

e '*a::two-year-.electnc rate freeze that mcludes a $13.0 million annual rate reduction in TNMP's
retail delivéry rates effective May 1, 2005;
‘e an authorized return on' equity of 10:25% on an implied caprtal structure of 60% debt and
' 40% equity for certain reporting purposes; ' :
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» the use of a 60/40%: debt/equrty caprtal structure in TNMP'S hext base rate case 1f filed before
January:1,.2009; and

* 2 $6.0 million synergy savmgs credit’ amortlzed over 24 months effectrve after the close of the
transactlon :

Also in 2005, the NMPRC approved a stlpulatron in connectlon wrth the acqursrtlon of TNP Among other
things, the stipulation called for:

o a three-phase rate reduction totaling *t5%; to TNMP’s électric customers in southern New
Mexico, beginning January 2006 and ending’ December2010; the rate reduction w111 ]ower
TNMP electric rates by approximately $9.6 million iri the first” year ‘ ‘

o an imputed 55/45% debt/equity structure with an assumed tate of return on equity of 10.5%
for TNMP;

¢ . PNM to remain the power suppher for TNMP’s New Mexico needs through 2010 ‘and

o 1ntegrat10n '6f TNMP’s New' Mexico asséts - 1nto PNM effective” January 1, 2007 the
compames however will maintain separate rates at mrmmum through 2010 )

ENVIRONMENTAL MATTERS o

PNM and TNMP, in common with other electric and gas utilities, dre “subject to’ stringent laws and
regulations for protection of the environment by local, state, federal and tribal authorities. In addition, PVNGS is
subject to the jurisdiction of the NRC, which has the authiority to issue permits and licenses and to regulate nuclear
facilities in order to protect the health and safety of the pubhc from ‘fadioactive hazards and to ‘conduct
environmental reviews ‘pursuant to the National Environmental Policy’ Act.” The liabilities under thes¢ laws and
fegulations can be material and, in some instances, may be imposed ‘without regard to fault, or may be imposed for
past acts, whether or not such acts were lawful at the time they occuirred. “See Part [T, Itém 7. “Management’s
Discussion and Analysis of Financial Condition and Results of Operation - Critical Accounting Policies” for a
discussion of applicable accounting policies. In addition, see Note 16 and Note 18 in the Notes to Consolidated
Financial Statements for information related to the following matters, incorporated in this item by reference.

Person Station

Retired Fossil-Fueled Plant Decommissioning Costs
Nuclear Spent Fuel and Waste Disposal
Navajo Nation Environmental Issues

New Source Review Rules

The Clean Air Act

Citizen Suit Under the Clean Air Act

Four Corners Air Emissions

Excess Emissions Reports

Santa Fe Generating Station

SESCO Matter (for both PNM and TNMP)
Coal Combustion Waste Disposal
Environmental Issues

COMPETITION

PNM Wholesale is involved in the generation and sale of electricity into the wholesale market., It is subject
to competition from regional utilities with similar opportunities to generate and sell energy at market-based prices
and larger trading entities that typically do not own or operate generating assets. The Company believes that it is
well positioned to compete in this market due to its long history in the marketplace, its product offerings, and
stringent risk management practices. The Company’s energy marketers are operationally trained and maintain
effective marketing relationships with competitors and counterparties. The Company has maintained an investment-
grade rating for its long-term debt despite turbulent wholesale markets, which enables the Company to fully
participate in the marketplace.




The Texas electricity market has been-open to retail competition since January 2002. Prior to 2002, TNMP
operated as an integrated utility in Texas. In accordance with Senate Bill 7.and in compliance with a plan approved
by the PUCT, TNMP separated-its Texas utility operations into three components: (1) an unregulated retail sales
business operated by First Choice; (2) a regulated power transmission and distribution business operated by TNMP
and (3) power generation, a business which TNMP is no longer engaged in. In accordance with Senate Bill 7,
TNMP provides transmission and distribution services at regulated rates to various: retarl elecmc providers that, in
turn, provide retail electric service within TNMP’s Texas service area.

The Company is exposed -to competition in the unregulated Texas retail electricity market through First
Choice. First Choice serves customers at competitive rates and customers. at price-to—beat rates approved by the
PUCT. In order to compete effectively in the Texas retail electricity market, First Choice must be able to attract and
retain customers on the basis of cost and service, while managing the cost of its energy. supp]y.

Since 2002, Texas’ electric consumers have been encouraged to switch from their tradmonal affiliated retail
energy provrder such as TNMP, to a. competltwe retail energy provider, such as First Choice., Currently under
TECA, Texas’ consumers whose chosen retail energy. prov1der has exited the Texas market are provided electric
service by a “provider of last resort.” The rates of a provider of last resort are regulated by the PUCT and are fixed
for the two-year period that each provider of last resort serves. - The current contracts for default service offered by
providers of last resort under TECA will expire on December 31, 2006. On January 1, 2007 new providers of last
resort will be identified and those providers as well as the rates offered will be effective until December 31, 2008.

On December 31 2006 the pnce to—beat rate mechanism will cease to ex1st and First Choxce and other retail
energy providers subject to providing pnce-to-beat rates will only market retail electricity at competmve rates.
There is currently an open rulemakmg at the PUCT evaluating the potential need for a replacement rate for the
prlce—to-beat rate mechanism. Other services being evaluated in this rulemaking are provrder of last resort functions
and pricing and the possible creatron of a default provider. The Company cannot currently predict what, if any,
changes will occur to either mechanism and what, if any, impact such changes may have on its results of operations
and financial posmon

EMPLOYEES

The following table sets forth the number of employees of PNMR PNM and TNMP and for each business
segment as of December 31, 2005:

PNMR PNM TNMP’
Corporate * : 751 : - ' -
PNM Electric 1,165 1,165 -
TNMP Electric 469 : - 469
PNM Gas . 736 736 ‘ -
PNM Wholesale 70 70 -
First Choice 174 . ‘ -
Other 17 e - ‘ - =
Total ] 3,382 1,971 469

* Represents employees of PNMR Services Company.
TNMP does not have any employees that are represented by unions. The following table sets forth the

number of employees of PNMR and PNM, by business segment, who are represented by unions as of December 31,
2005:

PNMR PNM

PNM Electric - 496 . -496
PNM Gas - 82 82
PNM Wholesale 45 45
Total A ’ 623 623

Not all of the Company’s business segments are separate legal entities. The employees disclosed in the tables
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above for PNM Electric, PNM Gas-and PNM Wholesale are allocated in part An’a manner consistent with the
allocation of labor costs to those segments:.

ITEM 1A. RISK FACTORS"

The busmess and ﬁnanc1al results of PNMR PNM and TNMP are- subject to a number of nsks and
uncertamtles including those set forth below and in Part II. Item 7. “Management’s Discussion,and. Analysis of
Financial Condition and Results of Operatron

PNMR may fall to: successfully mtegrate acqu1s1tlons, mcludmg the TNP acquisition and-the- proposed
acquisition of Twin Oaks, into its other businesses or otherwise fail -to achieve -the anticipated benefits of
pendmg and future acqulsmons

As: part of PNMR s growth strategy, PNMR is pursumg, and mtends to continue to - pursue a- disciplined
acquisition strategy.. While PNMR-expects to identify potential synergies, cost savings, and:growth opportunities
prior to. the acquisition and:integration of -acquired companies .or assets PNMR may not be able to achieve these
antlcrpated benefits due to; among other things: » oL o TS e

o delays or difficultie$ in completing the integration of acqurred co’rnpaniesor' ass‘ets,j:"‘

. .lligher than expected costs ora need to allocate resources to rnanage urrexpected operatingvd__ifﬁculties,
. ' diversion of the attentron and resources of its management -

.’ | rehance on inaccurate assumptlons in evaluating the- expected beneﬁts of a-given acquisition,

. mabrlrty to retain key employees or key customers of acqurred compames and

‘. ‘assumptron of lrabrlmes unrecogmzed in the due dlllgence process
Acqulsmon of TNP in 2005

PNMR cannot assure that it w111 successfully mtegrate TNP w1th PNMR‘s current busmesses _The
integration of TNP with PNMR ‘s other businesses presents significant challenges and, as a result, PNMR may not
be:able to operate the combined: company: as -effectively as expected:: ‘PNMR may also fail to-achieve the
anticipated benefits of the acquisition as quickly or as anticipated or may not-be able tg achieve those:benefits at:all.
Even if PNMR manages to realize greater than anticipated benefits from the integration of TNP into its business,
PNMR 'S regulated subsidiaries may be required by their regulators to retum these beneﬁts to ratepayers

Whrle the acqu1smon of TNP -‘was accretlve to earnings and cash ﬂow n 2005 the 2005 results were based
on a number-of factors, which may not continue in the future. At FCP;-the gross margin increased, which’was
driven mainly by natural gas hedging, lower transmission costs and: gains from .capacity: auction.participation:
However, at TNMP, gross margin decreased in 2005 compared to the prior year. The decreasé was primarily. due to
a decrease in revenues due to a rate reduction effective May 1; 2005 that was part of the PUCT’s. approval of the
TNP acqulsmon :

The ultrmate success of the acqursmon is also dependent upon PNMR’s abrhty to achieve operational

benefits from operating the compames asa umﬁed operatron and the management of customer retention at First
Choice and TNMP. : :

Proposed Acqulsmon of Twin Oaks in 2006

On January 14, 2006, Altura, a newly formed indirect wholly owned subsidiary of PNMR entered mto an
agreement with Sempra to purchase Twin Oaks in:an acquisition- of assets for $480.0 million in cash. . The Twin
Oaks facility is a 305 MW coal-fired power plant located 150 miles south of:Dallas; Texas. The.transaction is
expected to close no earlier than April 17, 2006. The Twin Oaks purchase agreement also includes the development
rights for a possible 600 MW expansion of the plant. The necessary permits are expected to be granted.in 2007. An
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additional $2.5 million'payment will be made to Sempra upon the issuance of an air permit for the expansion and.an
additional $2.5 million will be paid when Altura begins construction of the expansion.

The proposed acquisition of Twin Oaks is the latest step in implementing PNMR’s strategy of expanding its
merchant generation fleet to serve a growing wholesale market in the Southwest, including the ERCOT market in
Texas. - The Twin:Qaks plant provides PNMR with the opportumty for lower-cost coal generatlon in an ERCOT
market that is driven by natural ‘gas. ' ‘

PNMR and Sempra are also parties to the purchase agreement and have agreed to guarantee certain
obligations ‘of their respective subsidiaries relating to the acquisition. Consequently, PNMR is at risk that Altura
will not-be:able to meetiits obligations that are guaranteed by PNMR. :

Under the purchase agreement, substantially all of the assets and contractual commitments relating to Twin
Oaks are to be transferred to Altura upon closing, including fuel supply and power purchdse and sale’ agreements.
For the next five years the majority-of the plant’s output will be sold via two existing contracts. All of the plant’s
capacity is cominitted through:September 2007: After expiration, the first contract is expected to be replaced with
another contract for approximately 75% of the plant’s capacity through 2010. Although PNMR plans to market the
excess energy and capacity within ERCOT, PNMR is at risk that its marketing efforts may not be successful due to
a number of factors, including competmon ‘market prices and"demand for electricity and economic conditions.

PNMRli:a's arranged for bridge financing to close the transaction. It is expected that the permanent financing
will come from the issuance of debt and equity structured to maintain PNMR’s investment grade rating. However,
PNMR is at risk that it will be unable to obtain financing for the acquisition at a reasonable cost or terms that will
permit PNMR to maintain its investment grade-rating, due to conditions in the capital markets or PNMR’s financial
condition.

While the acquisition of the Twin Oaks facility is expected to be neutral to slightly accretive to earnings in
the first 18 months of ownership, approximately 15% to 20% of earnings during this period will include the
amortization of certain contracts, which will be recorded at fair market value under purchase accounting and
amortized into income. Although the acquisition of Twin Oaks is expected to be fully accretive to earnings after the
first 18 months and to be neutral to cash flow in 2006 and accretive thereafter, PNMR cannot assure that it will be
able to achleve the expected earmngs and cash flow results from the Twin: Oaks plant
PNMR PNM and TNMP are: sub]ect to complex government regulatlon, whlch may have a’ negatlve impact
on thelr busmess, ﬁnancnal posmon and results of operatlons '

PNMR PNM and TNMP are subJect to comprehenswe regula‘uon by several federal state and local
regulatory agencies, which significantly influences their operating environment and may affect their ability to
recover costs.from utility customers. In particular, the NMPRC, the PUCT, the FERC, the NRC, the. EPA, ERCOT,
the:NMED and the TCEQ regulate many aspects of their utility-operations, including siting and construction of
facilities;” conditions”of service, the issuance of securities, and the rates that the regulated entities can charge
customers.:PNMR;,-PNM and TNMP are required to have numerous permits, approvals and certificates from these
agencies to operate their business.  The rates that PNM and TNMP are allowed to charge for their retail services
significantly influence PNMR’s and those subsidiaries’ business, financial position, results of operations and
liguidity. Due to pending federal regulatory reforms, the public utility industry continues to undergo change.

"The Energy Policy Act of 2005:was enacted into law :in ‘August 2005, effective in February 2006. The
legislation covers many areas, including the items set forth in Note 17 in the Notes to the Consolidated Financial
Statements and elsewhere in this report. Implementation of various portions of the law requires the issuance of
rules by the FERC. The FERC has adopted final rules implementing various. provisions of the Energy Policy Act
including rules pertaining to repeal of PUHCA of 1935 and implementation of PUHCA of 2005, the FERC’s
expanded mergers -and .acquisitions approval authority and prohibition of energy -market manipulation. FERC has
also issued a number of other proposed rules that are pending, including rules pertaining to preventing undue
discrimination in transmission services and electric reliability standards. PNMR will continue to monitor, and
participate in as appropriate; the FERC and other proceedings involving implementation of the Energy Policy Act,
in-order to assess the implications of the new law and rules on its operations.
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PNMR and its subsidiaries are unable to predict the impact on their business and operating results from the
future regulatory activities of any agency that regulates them or from the implementation of the Energy Policy Act
of 2005. Changes in regulations or the imposition of additional regulations may require. PNMR and its regulated
subsidiaries to incur ‘additional expenses or change business operations, and therefore may have an adverse impact
on PNMR’s and those subsidiaries’ results of operations. ‘

PNM'’s retail electric rate reduction and retail electric rate freeze, and the New Mexico settlement relating to
the TNP acquisition, could adversely‘affect its proﬁt margin if it does not control costs.

Pursuant to an electric retail rate freeze stlpulatlon PNM decreased its retail electnc rates by 6.5% as
follows: .

o a4%reduction effective September 1, 2003,
& -anadditional 2.5% reduction effective September 1, 2005, and -
e maintain these reduced retail electric rates through December 31, 2007.

The TNP acquisition: settlement in New Mexico established how synergy savmgs ‘would be allocated
among PNM S gas and electric customers. The settlement provrdes that : o

. ‘-'PNM s 413,000 “electric customers will receive rate credits -totaling $4.6 rml]ron or nearly $1.84
) thillion annually over a 30-month period beginning January 2008. :
e PNM’s 471,000 gas customers will receive $4.3 million in rate credits over five years, -or $860,000
annually, beginning June 6, 2005.

PNM's costs, however, are not frozen. Thus, PNM's ability to maintain its profit margins depends upon
increased demand for electncrty and PNM's efforts to control costs incurred in supplymg that electr1c1ty, including,
in partrcular 1ts coal costs.

PNM does not have the benefit of a fuel adjustment clause for its retail electric operations that would allow it
to recover-intreased fuel and purchased power costs from customers. - Therefore, to the extent that fuel and power
prices increase, it is exposed to changes in fuel and power prices to the extent fuel for its electric generating
facilities-and power must be. purchased on the open market in order for it to serve its retail electric customers: If
PNM cannot control other operating expenses, the retail electric rate freeze may decrease PNM's profit margin. The
retail electric rate freeze will also affect PNM's ability to earn'a return or recover from its customers costs associated
with investments in generation, transmission and distribution facilities since it will not be able to increase Tetail
electrlc rates to recover those costs until at least after the end of the rate freeze

PNMR and PNM are not able to predlct what rate treatment PNM will receive followmg the expiration of the
retail electric rate freeze in New Mexico. Sorme of the factors that influence rates are largely outside their control.
In response to competitive, economic, political, legislative and/or regulatory pressures, PNM may have to agree to
further rate freezes, rate refunds or rate reductions, any or all of which could have a significant adverse effect on
PNMR’s dand PNM’s business, financial position, results of operations and liquidity.

The impact from the TNP acquisition settlements could adversely affect TNMP’s profit margm if TNMP
does not control costs.

The TNP acquisition settlements for TNMP in Texas and New Mexico provide for the following:
e atwo-year electric rate freeze that includes a $13.0 million annual rate reduction in TNMP's retail

delivery rates effective May 1, 2005,

e . a $6.0 million synergy savings credit (whether or not these savings are acuially }bachieved)
amortized over 24 months effective after the closing of the transaction,

‘s athree-phase rate reduction totaling 15%, beginning January 2006 and ending December 2010, to
TNMP’s ¢lectric customers in southern New Mexico; the rate reduction, which includes TNMP’s
annual synergy-savings allocation, will lower TNMP electric rates by $9.6 million in the first
year, and
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. s maintain PNM as the power supplier for TNMP’s New Mexico needs through 2010.

In addition, as part of the New Mexico settlement relating to:the TNP acquisition, TNMP's current fuel and
purchased power adjustment clauses will be eliminated no ‘later than. March 31, 2006.  Also, the New Mexico
settlement requires the integration 'of TNMP’s New Mexico assets into PNM effective January 1, 2007, The
companies, however, will maintain separate rates, at a minimum, through 2010.

“PNMR: and TNMP are not able to predict what rate treatment TNMP will receive following the expiration of
the retail electric rate provisions in New Mexico. Some of the factors that.influence rates are largely outside their
control. In response to competitive, economic, political, legislative and/or regulatory pressures, TNMP may have to
agree to further rate freezes, rate refunds .or tate ‘reductions, .any or all of which could have. a significant adverse
effect on PNMR’s and TNMP’s business, financial position, results of operations and liquidity.

The ability of First Choice to attract and retain customers and its ability to mitigate the fluctuation in costs of
energy supply could have a significant adverse effect on PNMR’s busmess, financial position, results of
operations and liquidity. ; : = [ : :

- As a‘result of. the acquisition of TNP, PNMR is -exposed .to competition in,the: unregulated Texas retail
electnc1ty market through First Choice, which serves customers at.price-to-beat rates and customers at;competitive
rates. In order to compete effectively in the Texas retail electricity market, First Choice must be able to attract and
retain customers on the basis of cost,and service,:while managing the cost of its energy supply. The ability of First
Choice to compete successfully in the Texas market could have a significant effect. on- PNMR’s business, financial
position,.results of operations and liquidity. L '

There are inherent risks in the operation of nuclear facilities, such as envii'enmental, health and financial
risks and the risk of terrorist attack. :

PNM has a 10.2% undivided interest in PVNGS, with portions of its interests in Units: 1 and. 2 held under
leases. PVNGS is subject to environmental, health and financial risks such as the ability to dispose of spent nuclear
fuel, the ability to maintain, adequate reserves.for decommissioning, potential liabilities arising out of the operation
of these facilities. and the costs of securing the facilities against possible terrorist attacks and;unscheduled outages
due; to -equipment and other problems. PNM maintains nuclear decommissioning trust.funds and external i insurance
coverage to minimize its financial exposure to some of these risks; however,; it.is, p0551b1e that damages could
exceed .the amount -of insurance coverage. Although the decommissioning trust. funds are  designed, to. provide
adequate funds for decommlss:onmg at the. end- of the expected life of the PVNGS' units,, ~there is the risk of
insufficient decommissioning trust funds in the event of early decomm]ssmnmg oftheunits. . ... . - .

The NRC has broad authority under federal law to lmpose lxcensmg and safety-related requxrements for the
operation of nuclear generation facilities. In-the event of non-compliance,-the NRC has the.authority.to impose fines
or shut down a unit, or both, depending.upon its assessment: of the. severity of the situation, until compliance -is
achieved. In .addition, if aserious nuclear incident were to occur at PVNGS, it could materially. and adversely affect
PNM’s-and. PNMR’s business, financial position, results.of operations and liquidity. A major. incident at a nuclear
facility anywhere in the world could cause the NRC to limit or prohibit the operation or_licensing of any. domestic
nuclear unit.

PNMR’s and its electric subsidiaries’ financial performan‘ce may be adversely affected if »theirl.p‘uwle_'l" fpu]a"n;té
and transmission and distribution system are not successfully operated.

_Genefal 4

PNMR’s and its electric subsidiaries’ financial performance depends on the successful operation of their
generation, transmission and distribution assets. Unscheduled or longer than expected maintenance outages, other
performance problems with the electric generation assets, sever¢ weather conditions, accidents and other
catastrophic events, disruptions in the delivery of fuel and other factors could reduce its excess generation capacity
and therefore limit the electric subsidiaries’ ability to opportunistically sell excess power in the wholesale market.
Diminished generation capac1ty could also'result in the aggregate riet open forward electric sales position being
larger than forecasted generation capacity. . If this were to occur, purchases of electricity in the wholesale market
would be required under contracts priced at the time of execution or, if in the spot market, at the then-current market
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price. There can be no assurance that sufficient electricity would be available at reasonable prices, or at all, if such
a situation. were to occur. Failures of transmission or. distribution. facilities may also cause interruptions in the
services  the electric subsidiaries provide. These potential generation, distribution and transmission problems, and
any potentially related service interruptions, could result in lost revenues and additional costs. :

PVNGS

‘During 2005, PVNGS had the lowest capacity factor (measured against maximun dependable capacity) that
the plant. has had since 1994. The equivalent availability for PVNGS was 76.0% for 2005. This reflects bottom
quartile performance relative to-the 103: operating reactors: in the United States. There were nine unscheduled
outages during 2005 that hada variety of causes. . In 2004, the NRC. determined that there had been a safety concern
at PVNGS related to the safety injection systems for the three PVNGS units. This led to a "yellow" finding-and a
$50,000:civil penalty under the NRC’s reactor oversight process. *A "yellow" finding places a unit in the “degraded
safety cornerstone” column of the NRC’s performance miatrix, which results in an enhanced NRC inspection
regrmen Durrng 2005 the NRC completed its enhanced mspectron The "yellow" ﬁnding remains unresolved.

APS has encountered tube crackmg in the steam: generators and has taken, and wrll continue to take, remedral
actions that it believes have slowed the rate of tube degradation. The PVNGS Unit 2 steam generators were
replaced in 2003, and the replacement of PVNGS Unit 1 steam generators was completed in December 2005.
Installation of the PVNGS Unit3 steam generators should be completed by December 2007.

APS has.been operating PVNGS Umt 1. at reduced power levels since December 25, 2005 due toa v1bratron
in the PVNGS:Unit 1:shutdown cooling lines. ' As a result, PNM is receiving approxrmately 24 MW of power from
PVNGS Unit 1 based on its- 10.2% und1v1ded interest in PVNGS.

) Implementatron of a potential: solutron prehmmarrly scheduled by APS.for February 2006 was canceled after
comprehensive: analysis concluded that the desired. improvement. likely would not have been achieved: APS had
informed PNM that it was in the process of formulating other potential remedies to address the issue and: that:it was
scheduling another attempt to remedy this issue sometime in April 2006. APS has more recently informed PNM
that the preferred solution will require Unit 1 to undergo an outage of approximately five weeks in order to effect
the necessary modifications to Unit 1 and that it plansito begin this outage in the June 2006 timeframe. In addition,
an outage of approximately one week for preparatory work will begin i m mid-March 2006 This preferred solution
was initially planned for installation in the spring of 2007.

_ .. The operation of PVNGS not only affects PNM s ablllty to. make off—system sales, but can also cause PNM
to purchase power to serve its retail electric customers. Based on current forward market energy prices, PNM
estimates that operation of PVNGS Unit 1 at the reduced power level could result in a reduction in consolidated
gross margin, ot operating revenues minus:cost:of energy:sold, of $3.0'million to' $4:0 million per month before
income taxes. However, PNM is taking steps to mmgate the 1mpact on consolidated gross margin whrle PVNGS
Unit 1 operates at the reduced power level

The financial performance of PNMR and PNM may be adversely affected 1f PVNGS Umt 1 cannot be
operated at a satisfactory level or if the NRC imposes restrictions on operation of the plant or any of the three units
at PVNGS. '

The operations of PNMR and its operatmg subsrdlarles are sub]ect to risks beyond their control that may
reduce their revenues. o . -

The revenues of PNMR and its operating subsidiaries are affected by the demand for electricity and natural
gas. That demand can vary greatly based upon:
e  weather conditions, lncludfng hurricanes, seasonality and temperature extremes,

¢ fluctuations in economic activity and growth in PNMR’s service area and the western region of
the Umted States,

o the extent of addmonal energy available from current or new competrtors and

e the ability of First Choice to attract and retain customers.
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Weather conditions will impact thé revenues that PNMR and its operating subsidiaries obtain from electric
retail and wholesale sales. Temperature extremes, especially for prolonged periods, can dramatically increase the
demand for electricity, as opposed to the effect of more moderate temperatures.” Temperature extremes inside the
subsidiary’s service territory reduce the amount of power available to sell on the wholesale market.

Drought conditions in New Mexico generally, and especially in the Four Corers region, in which SJGS and
the Four:Corners (enerating Station are. located, may affect the:water supply for PNM’s generating plants. If
adequate ‘précipitation is. not received in the watershed that supplies the Four Corners region, PNM may have to
decrease generation at these plants, which would reduce PNM’s ability to sell excess power on the wholesale market
and reduce its revenues. If the drought.conditions continue-or regulators or legislators-take:action to limit PNM’s
supply -of water, PNM’s and PNMR’s business may be adversely impacted.. .:Aithough PNM has been able to
maintain adequate access to water through'supplemental contracts and -voluntary shortage sharing agreements with
tribes and other water users in the San Juan Basin, PNM cannot be certaln that it will be able to do so in the future.

The 1nab111ty to raise capltal ‘could llmlt PNMR’s ablhty to execute 1ts growth strategy and ﬁnance its capltal
requirements, which.could adversely affect. PNMR’s busmess, ﬁnancnal posmon, results of operatlons and
llq\l)dlty

PNMR and its operatlng subsidiaries rely on. access- to both short-term meney markets and longer—tenn
capital markets as a source of liquidity for any capital requirements not satisfied by the cash flow from operations,
which could include capital requirements for energy infrastructure investments and funding new. projects: If PNMR
and- its ‘operating’ subsidiaries are:not able to acces§ .capital at competitive rates or at all, PNMR’s ability to
implement its growth strategy and its ability to finance capital :requirements, if needed, will be limited. Market
disruptions or any downgrade of PNMR’s or its operating subsidiaries’ credit rating may increase the cost of
borrowing or adversely affect their ability to raise capital through: the.issuance of securities or other borrowing
arrangements; which could have a material adverse effect on them busmess ﬁnanc1al position, results of operations
and hquldxty These disruptions could include:- ; e . :

* an economic downturn, _

s changes in capital market condmons generally, :
e the bankruptcy of an unrelated énergy con}pany,
e mcreased market prices for electricity and gas |

e terrorist attacks or threatened attacks .on facﬂmes of PNMR s operatmg sub51d1anes or those of
‘unrelated energy companles and "

: - e  deterioration in the overall health of the ut}hty 1ndustry

A significant reductlon in the credlt ratmgs of PNMR or its operatmg subsxdlanes could matenally -and
adversely affect their business, financial posmon results of operatlons and 11qu1d1ty

PNMR PNM and TNMP cannot be sure that any of their- current ratlngs w111 remain in effect for any given
period of time or that a rating will not be lowered or withdrawn entirely by a rating agency. Any downgrade:
. could increase borrowing costs, which would dlmlmsh ﬁnancxal results, .

e could require payment of a hlgher interest rate in future financings and the potentlal pool of
investors and funding sources could decrease,

e could increase borrowing costs under certain of existing credit facilities,

*  could also require the provision of additional support in the form of letters of credit or cash or
other collateral to various counterparties,

e ' could limit access to or increase the cost of access to the commercial paper market, and

* below investment grade credit ratings would also require approvals from the NMPRC for new
wholesale plant projects and for continuing to participate in wholesale plant projects of more than
a certain dollar value and under certain conditions.

A-20




On January 20, 2006, S&P revised PNMR’s outlook from stable to negative and downgraded the commercial
paper of PNMR and PNM from A-2 to A-3, citing concerns about reduced plant availability at PVNGS, the higher
cost of replacement power due to high natural :gas prices and the lack of a fuel adjustment clause that would permit
PNM to: pass these costs to customers. The ratings action by S&P. has increased short-term borrowing costs for
PNMR and PNM and could increase long-term borrowing costs for PNMR and PNM.

The ratings from rating agencies reflect only:the views of such rating agencies and are not.recommendations
to buy, to sell or to hold our securities. Each rating should be evaluated independently-of any other rating. Any
downgrade or withdrawal of PNMR’s, PNM’s or TNMP’s current ratmgs may have an adverse effect on the market
price of their outstanding debt.

Costs of environmental compliance, liabilities and. ]mgatron could exceed estimates by PNMR’s and its
operating subsidiaries, which could adversely affect their busmess, financial position, results of operations
and hqurdrty :

Compliance with federal, state and local environmental laws and regulations may result in increased capital,
operating and other costs, including remediation and containment expenses and monitoring obligations. PNMR,
PNM and ‘TNMP cannot predict how they would be affected if existing environmental laws and regulations were
revised, or if new environmental laws and regulations seeking to protect the env1ronment were adopted, but any
such changes could increase their financing requirements or otherwise adversely affect their business, financial
position, results of operations and liquidity, unless increased environmental costs are recovered in customer rates.
Revised or additional laws and regulations could also result in additional operating restrictions on their facilities or
increased compliance costs that may not be fully recoverable in rates, thereby reducing net income. For example,
any future changes in the interpretation of the Clean Air Act’s new source review provisions could potentially
increase operating and maintenance costs substantially. Similarly, in March 2005, the EPA adopted the Clear Air
Act Mercury Rule, which is intended to reduce mercury emissions from coal-fired generation plants. PNMR and
PNM cannot be certain how this rule will affect them.

In addition, PNM or TNMP may be designated as a responsible party for environmental clean up at a site
identified by a regulatory body. PNMR, PNM and TNMP cannot predict with certainty the amount and timing of
all future expendifures related to environmental matters because -of the difficulty of estimating clean-up and
compliance costs, and the possibility that changes will be made to the current environmental laws and regulations.
There is also uncertainty in quantifying liabilities under environmental laws that impose joint and several liability
on all potentially responsible parties. Failure to comply with environmental laws and regulations, even if caused by
factors beyond PNM’s or TNMP’s control; may result in the asséssmiént of civil or criminal penalties and fines.

PNMR’s business, results of operations and financial position may be adversely affected if PNMR and its
operating subsidiaries do not successfully compete for wholesale customers and genération plant acquisition
opportunities. Wholesale plants will be exposed to price risk to the extent they must compete for the sale of
energy and capacity. :

As a result of the changing regulatory environment and the relatively low barriers to entry (which include, in
addition to open access transmission service, relatively low construction costs for new generating facilities), PNMR
expects competition to steadily increase. This increased competition could affect load forecasts, -acquisition
opportunities and wholesale energy sales and related revenues. Since PNM’s sales in the wholesale electric market
accounted for approximately 58% of total MWh sales in 2005, the impact of these changes on PNMR’s and PNM’s
financial results could be material. The effect on results of operations and financial position could vary depending
on the extent to which:

e PNMR and its operating subsidiaries are able to acquire addmona] generation to compete in the
wholesale market,

®  new opportunities are created for the expansion of wholesale load, and
s current wholesale customers elect to purchase from other suppliers after exrstmg contracts expire.
As of December 31, 2005, PNM’s long-term contracts to supply power ranged from 1 to 14.5 year terms

with an average term of 5.3 years. PNM’s ability to renew these contracts at terms comparable to those currently in
place is dependent upon prevailing market conditions at the time of negotiations.

A-21




To the extent electric.capacity generated by wholesale plants is not under contract to be sold, the:business,
results of operations and financial position:of PNMR :and PNM will-generally. depend on the prices that can be
obtained for energy and capamty in New Mexico, in Texas: (if the proposed acqu1smon of Twin Oaks 18 completed)
and in adjacent markets.

PNMR and its operating subsidiaries may not. be able to mitigate fuel and wholesale electricity pricing risks,
whlch could result in unantlclpated hablhtles or increased volatility in earnings.

The business and operations of PNMR and its operating subsidiaries are subjeCt to .changes in purchased
power prices and fuel costs that may cause increases in the amounts that must be paid for power supplies on the
wholesale market and the cost of producing power.in owned: generation plants. - Prices for electricity, fuel and
natural gas may fluctuate ‘substantially over relatively short periods:of time .and expose PNMR and its operatmg
subsidiaries to significant commodity price risks. i

Among the factors that'could affect market prices for-electricity and fuel are:

. ‘prevallmg market prices for coal, oil, nattiral gas and’ other fuels ‘used in the generatlon plants of
_ PNMR and ‘its operatmg sub51dlar1es 1nc]udmg assoc1ated transportatlon costs and supplies of
such commodltles

s prevailing market conditions in the general wholesale electrlmty market,
‘o liquidity in the commodlty markets, ' ‘

s the rate of growth in electricity.as a result of populatxon changes reglonal economic conditions
and the 1mp1ementat10n of conservation programs,

e  weather conditions impacting demand for electnc1ty or availability of hydroelectnc power or fuel
supplies,

e changes in the regulatory framework for the commodities markets that PNMR and its operanng
subsidiaries rely on for purchased power and fuel; :

‘o “the actio’ns of ‘external parties,’ “such as-the FERC or independent sj/stem operators, that may
o 1mp0se pnce limitations and other mechamsms to address some of the volatility in the Umted
‘States ‘western energy markets '

. changes in federal and state energy and env1ronmenta1 laws and regulatxons
e union and labor relanons and

PR natural dlsasters wars, embargoes and other catastrophlc events.

PNMR and its opefating subsidiaries rely on derivatives such as forward contracts, futures contracts, options
and swaps to manage these risks. They attempt to manage their exposure from these activities through enforcement
of established risk limits and risk management procedures.. PNMR and its operating, subsidiaries cannot be certain
that these strategies will be successful in managing .pricing risk, or that they will not result in net liabilities as a
result of future volatility in these markets.

Impairments“of tangible lbng-lived assets of PNMR,;PNM and ETNI\"IP could adversely affect their bubsiness-,
financial position, liquidity and results of operations..

PNMR, PNM and TNMP evaluate their tangible long-lived assets for impairment whenever indicators of
impairment exist pursuant to SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets”
(“SFAS 144”). These potential impairment triggers could include changing customer purchase commitments and
market share; fluctuating market: prices resulting. from weather patterns; changing fuel costs; industry deregulation
and other economic and market conditions and trends. Except as described below, PNMR, PNM and TNMP
determined that nlo triggering events occurred during the period for their tangible long-lived assets.

PNM determined that as of December‘f_’)l, 200s, its D-11 steam turbine, which is in a temporary storage
facility in southern New Mexico, was impaired in the amount of approximately $15.0 million. The D-11 steam

A-22




turbine was impaired since it is no longer being utilized in the Afton generation facﬂlty and has been designated as
available for sale. ,

PNM will continue to analyze all tangible long-lived assets for impvaii"mént.on'ahién-going basis in
accordance with SFAS 144, '

Impalrments of goodwill and intangible assets of PNMR and its subsidiaries could adversely. affect their
business, ﬁnancml posmon, llqu1d1ty and results of operatlons _

As a result of the acqu1smon of TNP in 2005, 'PNMR recorded $499 2. mllhon of goodw1ll composed ‘of
$456.1 million of goodwill at TNMP and $43.1 mxlllon of goodwill at FCP.’ As required by SFAS 142, “Goodwill
and Other Intangible Assets” (“SFAS 142”), PNMR and TNMP will evaluate goodwill for impairment annually and
between annual tests whenever indicators of impairment exist. Impalrment of goodwill ex1sts when the carrying
amount of goodwill exceeds its 1mp11ed fair value.

PNMR also recorded $79.3 million of other intangible assets as a result of its acquisition of TNP. Of the
$79.3 million of acquired intangible assets, $68.8 million was assigned to the trade name “First Choice.” The trade
name has an indefinite useful life and therefore, no amortization will be recognized until its useful life is determined
to be no longer indefinite. As required by SFAS 142, PNMR evaluates the First Choice trade name for impairment
annually and between annual tests whenever indicators of impairment exist. PNMR evaluates the useful life of the
First Choice trade name each reporting period as required by SFAS 142 to determine whether events or
circumstances continue to support an indefinite useful life.

The remaining $10.5 million of acquired intangible assets was assigned to the First Choice customer list.
The useful life of the customer list is estimated to be eight years and is being amortized on a straight-line basis over
eight years. As required by SFAS 144, PNMR evaluates the First Choice customer list for impairment whenever
indicators of impairment exist. PNMR evaluates the remaining useful life of the First Choice customer list each
reporting period as required by SFAS 144 to determine whether events or circumstances continue to support the
remaining amortization period.

Due to the significant amounts of goodwill and intangible assets recorded by PNMR and its subsidiaries, the
impairment of goodwill or intangible assets could adversely affect their business, financial position, liquidity and
results of operations.

Actual results could differ from estimates used to prepare PNMR’s, PNM’s and TNMP’s financial
statements. '

In preparing the financial statements in accordance with GAAP, management must often make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues, expenses and related disclosures at the
date of the financial statements and during the reporting period. Some of those judgments can be subjective and
complex, and actual results could differ from those estimates. For more information about these estimates and
assumptions, see Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operation -
Critical Accounting Policies” and Footnote 1 in the Notes to Consolidated Financial Statements.

Provisions of PNMR’s organizational documents, as well as several other statutory and regulatory factors,
will limit another party’s ability to acquire PNMR and could deprive PNMR’s shareholders of the
opportunity to gain a takeover premium for shares of PNMR’s common stock.

PNMR’s restated articles of incorporation and by-laws include a number of provisions that may have the
effect of discouraging persons from acquiring large blocks of PNMR’s common stock or delaying or preventing a
change in control of PNMR. The material provisions that may have such an effect include:

e authorization for the PNMR Board to issue PNMR’s preferred stock in series and to fix rights and
preferences of the series (including, among other things, whether, and to what extent, the shares of
any series will have voting rights, subject to certain limitations, and the extent of the preferences
of the shares of any series with respect to dividends and other matters),
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¢ advance notice procedures with respect to any proposal other than those adopted or.recommended
by PNMR’s Board, and

¢ provisions specifying that only a majority of the Board, the chairman of the Board, the president
or holders of not less than one-tenth of all of PNMR's shares entitled to, vote may call a special
meeting of stockholders. ’

Under the New Mexico Public Utility Act, NMPRC approval is required for certain transactions that may
result in PNMR’s change in control or exercise of control. Certain acquisitions of PNMR’s outstanding voting
securities would also require FERC approval under the FERC's authority resulting from the Energy Policy Act and
the repeal of PUHCA.."See Note 17 in the Notes to Consolidated Financial Statements for further discussion.
ITEM 1B.  UNRESOLVED STAFF COMMENTS

None.
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ITEM2. . PROPERTIES
PNMR '

The significant properties owned by PNMR include those owned by PNM and TNMP and are disclosed

below.
PNM
Electric
PNM’s ownershlp and capac1ty in electnc generating stations in commermal service as of December 31 2005
follow : ‘ . : .
* Total Net
Generation. ‘4
Capacity
Type Name Location MW)
Coal SIGS (a) Waterflow, New Mexico © 765
Coal Four Corners (b) Fruitland, New Mexico 192
Gas/Oil "' Reeves Station:- "+ + Albuquerque, New Mexico-- 154
- Gas/Oil" ~ - ¢ /" Las'Vegas(c) - Las Vegas, New Mexico : 18
- Gas/Oil =~ Afton (d) La Mesa; New Mexico i 141
Gas Lordsburg (e) Lordsburg, New Mexico 72
Nuclear PVNGS (f) Wintersburg, Arizona 402 (g)
1,744

(a) SIGS Units'l, 2 and 3 are 50% owned by PNM; SIGS Unit 4 is38.5% owned by PNM.

(b) Four Comers Units 4 and 5 are 13% owned by PNM.

(c) PNM has filed with the NMPRC for approval to close the Las Vegas Generating Station in’
2006.

(d)- Subject to NMPRC approval, PNM plans to convert Afton to a combined cycle plant and bring

"~ Afton into retail rates, with 50% of Afton's capacity designated to serve PNM's customers and
the other 50% designated to serve TNMP's New Mexico customers. '

(e) PNM’s Lordsburg plant was built to serve wholesale customers and other sales rather than New
Mexico retail customers and, therefore, is not currently included in the retail rates. However, it
is possible that this plant may be needed in the future to serve the growing retail load.

(f) PNM is entitled to 10.2% of the powér and energy generated by PVNGS. PNM has’a 10. 2%
ownership interest in‘ Unit 3 and has leasehold interests in approximately 7. 9% of Umts 1 and 2
and an ownership interest in approximately 2.3% of Units 1 and 2: ‘ '

(g) For load and resource purposes, PNM has notified-the NMPRC that the maximum dependab]e
capa(:lty rating for PVNGS is 395 MW.

Fossil- Fueled Plants

SJGS is located in northwestem New Mexico, and consists of four units operated by PNM. Units 1, 2, 3 and
4 at STIGS have net rated capacities of 327-MW, 316 MW, 497 MW and 507 MW, respectively. SIGS Umts l-and2
are owned-on a 50% ‘shared basis with Tucson. SJIGS Unit 3 is owned 50% by PNM, 41.8% by SCPPA and 8.2%
by Tri-State. SJGS Unit 4 is owned 38.457% by PNM, 28.8% by M~-S-R Public Power Agericy, 10.04% by
Anaheim, 8.475% by Farmington, 7.2% by Los Alamos and 7.028% by UAMPS.

PNM also owns 192 MW of net rated capacity derived from its 13% interest in Units 4 and 5 of Four Corners
located in northwestern New Mexico on land leased from the Navajo Nation and adjacent to available coal deposits.
Units 4 and 5 at Four Comers are jointly owned with SCE, APS, Salt River PI’O_)CCI Tucson and EPE and are
operated by APS

Four-Comers and a portion of the facilities adjacent to SIGS are located on land held under easements from
A-25




the United States and also under leases from the Navajo Nation. The enforcement of these leases could: require
Congressional consent. PNM does not deem the risk that is associated with the enforcement of these easements and
leases to be material. However, PNM is dependent in some measure upon the willingness and ability of the Navajo
Nation to protect these leased propemes

PNM owns 154 MW of generatron capacrty at Reeves Statlon in Albuquerque and 18 MW of generatlon
capacity at Las Vegas Station in Las Vegas, New Mexico. PNM also owns Afton, a 141 MW gas or oil fired
combustion turbine plant in La Mesa, New Mexico, and Lordsburg, a 72 MW gas fired combustion turbine
generator in Lordsburg, New Mexico. In addition, PNM has 132 MW of generation capacity in Albuquerque under
an operating lease. These power sources are used primarily for peaking and transmission support. During times. of
excess capacity, these resources have been used to augment PNM’s wholesale power trading activities. PNM owns
a one-third interest in a-partially constructed, combined-cycle power plant near Deming, New Mexico, called Luna.
The facility is expected to be completed no later than the second quarter of 2006 and is designed to be capable:of
producing 570 MW, of which PNM will be entitled to 190 MW. PNM plans to convert Afton to a combined cycle
plant and bring.Afton into retail rates, with 50% of Afton's capacity designated to serve PNM's customers and 50%
designated to:serve TNMP's Néw Mexico customers. (See “Sources of Power” in Item 1. “Business.”)

Nuclear I;lanf :
PNM'’s Interest in PVNGS e Lo

PNM is participating in the three units of PVNGS, also known as the Arizona Nuclear Power Project, with
APS (the operating agent), Salt River Project, EPE, SCE, SCPPA and the Department of Water and Power of the
City of Los Angeles. PNM has a 10.2% undivided interest in PVNGS, with portions of'its interests in Units | and 2
held under leases. ,

Other PVNGS Matters
See Note 16 in the Notes to Consolidated Financial Statements.for information on other PVNGS matters.
Transmission and Distribution -,

As, of December 31, 2005, PNM owned, jointly owned or leased, 2,897 circuit miles of electric transmission
lines, 4,077 miles of distribution overhead lines, 4,504 cable miles of underground drs’mbutron lines (excluding
street hghtmg) and 237 substations. .

Gas

As of December 31 2005, the natural gas propertles consrsted primarily of natural gas storage transmission
and dlstrlbutron systems. Prov1510ns for storage made by. PNM include ownership and operation of an underground
storage facility located near Albuquerque The transmission systems consisted. of .1,578 miles of pipe and
compression facilities.. The distribution systems cons1sted of 12,205 miles of pipe.,

Other Information

PNM’s electric and gas transmission and distribution lines are generally located within easements and rights-
of-way-on public, private and Native American lands.. PNM leases interests in PVNGS Units, |1 and 2 and related
property, EIP and associated equipment, data processing, communication, office and other equipment, office space,
joint use utility :poles, vehicles. and. real estate. .PNM also.owns and leases service and office facilities in
Albuquerque and in other areas threughout its service territory.

TNMP

. TNMP’s facilities are located within .its Texas and New Mexico service areas. TNMP’s Texas transmission
and distribution facilities are located in three non-contiguous areas.. One area extends from Lewisville, which is
approximately 10 miles north of the Dallas-Fort Worth International Airport, eastward to municipalities near.the -
Red River, and to communities north, west, and south of Fort Worth. The second area includes counties along the
Texas Gulf Coast between Houston and Galveston, and the third area includes portions of far west Texas between
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Midland and El Paso. TNMP’s New Mexico transmission and distribution facilities are located in southwest and
south central New Mexico, including the cities of Alamogordo, Ruidoso, Sliver City, Lordsburg and surrounding
communities. TNMP also owns and leases service and office facilities in other areas throughout its service territory.

ITEM 3. LEGAL PROCEEDINGS

- See Note 16 in the Notes to Consolidated Financial Statements for 1nformat10n related to the following
matters‘for PNMR, PNM and TNMP, incorporated in this-item by reference. :

¢ Tax Refund Litigation
¢ - PVNGS Water Supply Litigation {
¢ San Juan River Adjudication
« Navajo Nation Environmental Issues
.o Citizen Suit Under the Clean Air Act
_» Excess Emissions Reports ... -
" e Santa Fe Generating Station
s Natural Gas Royalties Qui Tam Litigation
s Asbestos Cases R
o SESCO Matter (for both PNM and TNMP) S
* Archaeological Site Disturbance
- Legal Proceedings discussed under the caption "Western Unitéd States Wholesale Power Market"
Wholesale Power Marketing Antitrust Suit - . y
TNMP True-Up Proceeding o P
Power Resource Group Litigation : o o
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ITEM 4.

None.

SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

SUPPLEMENTAL ITEM - EXECUTIVE OFFICERS OF PNM RESOURCES, INC.

All officers are elected annually by the Board of the PNMR. Executive officers, their ages‘-és of February 26,
2006 and offices held with PNMR for the past five years, or.other companies if less than five years with PNMR, are

as follows:

Name

J. E. Sterba

C.N. Eldred !

A. A. Cobb

P.T. Ortiz

W.J. Real

H. W. Smith 2

W.D Hobbs *

J. D. Shorter *

T. G. Sategna

Age
50

52

58

56

57

48

62

40

52

Office

Chairman, President and Chief Executive Officer ‘
Chairman, President and Chief Executive Officer, PNM
President and Chief Executive Officer, PNM ‘ -

-~ President, PNM

Senior Vice President and Chief
Financial Officer

Vice President and Chief Financial Officer,
Omaha Public Power District

Senior Vice President and Chief Administrative Officer

Senior Vice President, Peoples Services and
Development

Senior Vice President, Peoples Services and
Development, PNM

Global Human Resources Officer, Clientlogic

Senior Vice President and General Counsel

Senior Vice President, General Counsel and Secretary

Senjor Vice President, General Counsel and
Secretary, PNM

Senior Vice President, Public Policy (PNMR and PNM)
Executive Vice President, Power Production

and Marketing
Executive Vice President, Power Production

and Marketing, PNM

Senior Vice President, Energy Resources (PNMR and PNM)
Vice President, Energy Supply, Trading and
Services, TECO Energy, Inc.

Senior Vice President, Customer and Delivery Services
Senior Vice President and Chief Operations
Officer, TNMP
Vice President, Transmission and
Distribution Operations, TNMP
Vice President, Texas Transmission and
Distribution Operations, TNMP

Senior Vice President
Managing Partner, Wolfrox Partners LLP
Senior Vice President, North America
Commercial Operations, TXU Corp.
Vice President and Director of Trading, TXU Corp.

Vice President and Corporate Controller (PNMR and PNM)
Controller, Utility Operations (PNMR and PNM)
Controller, Electric and Gas

Controller, Electric and Gas Services, PNM
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Initial Effective Date

" December 2001

October 2000
June 2000
March 2000

. January 2006

November 1999
June 2005

December 2001

vSeptember 2001

November 1999
June 2005
December 2001
August 1999
July 2002

December 2001

January 1999
March 2004

January 2001
June 2005

August 2002
June 2002

October 2000

April 2005
August 2004

June 2003
March 1999

October 2003
August 2002
December 2001
May 2000




' C. N. Eldred was Chief Financial Officer at Omaha Public Power District prior to joining PNMR. Prior to
that he was head of financing and capital markets for Southern Company. At Southern Company Mr. Eldred
executed debt and equity financing strategles and managed rating - agency and investment bankmg relationships
associated with capital markets.

? H.W. Smith had 25-years of experience in the utility industry. prior to joining PNMR, which. included
executive-level experience in marketing and customer service, economic development generatxon development and
engineering. ’ : .

' W.D. Hobbs had more than 24 years of experience-in engineering, power production, business development
and utility operations prior to joining PNMR...He most recently served.as Senior Vice Préesident.and Chief
Operations Officer for TNMP.

*J. D. Shorter had more than 16 years of experience in strategic planning, pricing and wholesale power
marketing prior to joining PNMR, including extensive knowledge of the deregulated market in Texas.
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PARTII

ITEM 5. MARKET FOR THE.COMPANY’ S COMMON EQUITY RELATED -
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY: SECURITIES

PNMR’s common stock is traded on the New York Stock Exchange. On May 18, 2004;,"PNMR’s Board
approved a.3-for-2 stock split effective on June 11, 2004 for shareholders of record on.June1; 2004. Allireferences
to numbers of shares outstanding and per share amounts have been restated to reflect the stock split. v

Ranges of sales prices of PNMR’s common:stock, reported:as. compostte transactions: (Symbol PNM) and
dividends declared on the common stock for 2005 and 2004, by quarters, are as follows:

Range of
Quarter Ended " L e - . Sales Prices . "Dividends
‘ _ o . . ‘ » High- .~ “Low . Per:Share
2005
December 31 $29.22 $24.03 $0.200
September 30 : $30.45 $27.62 $0.400
June 30 $30.38 $26.12 5 -
‘March 31 $28.20 $23.83 $0.185
Fiscal Year $30.45 $23.83 $0.785
2004
December 31 $26.11 $22.57 $0.185
September 30 $22.75 $20.09 $0.160
June 30 $20.87 $18.70 $0.160
March 31 $21.20 $18.77 $0.160
Fiscal Year $26.11 $18.70 $0.665

Dividends declared during the quarter ended September 30, 2005 include a $0.20 per share dividend declared
on July 19, 2005 for the quarter ended June 30, 2005 and a $0.20 per share dividend declared on September 27,
2005 for the quarter ended September 30, 2005.

On July 19, 2005, PNMR’s Board approved an 8.0% increase in the common stock dividend. The increase
raised the quarterly dividend to $0.20 per share, for an indicated annual dividend of $0.80 per share. On February
14, 2006, the Board approved a 10.0% increase in the Company's common stock dividend for an indicated annual
rate of $0.88 per share. PNMR targets a payout ratio of 50% to 60% of consolidated earnings.

On February 28, 2006, there were 14,350 holders of record of the Company’s common stock.

See Part II. Item 7. “Management’s Discussion and Analysis of Results of Operation and Financial Condition
— Liquidity and Capital Resources — Dividends,” for a discussion on the payment of future dividends.

See Part IIL Item 12. “Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters.”
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Cumulative Preferred Stock
PNMR

PNMR does not have ény cumulative preferred stock outstandipg“ .

v

PNM

PNM is not aware of any active trading market for its cumulative preferred stock. Quarterly cash dividends
were paid on PNM’s outstanding cumulative preferred stock at the stated rates during 2005 and 2004.

Sales of Unregistered Securities

None not previously reported on a'Quarterly Report on Form 10-Q or a Current Report on Form 8-K.
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ITEM 6. SELECTED FINANCIAL DATA

The selected financial data and comparative operating statistics should be read in conjunction with the Consolidated ;
Financial Statements and Notes thereto and Management’s Discussion and Analysis of Financial Condition and Results of |
Operation. All references to numbers of shares outstanding and per share amounts have been restated to reflect the 3-for-2 stock
split that occurred on June 11, 2004. PNMR results include TNP results are included from the date of acquisition, June 6, 2005, in
the table below.

PNM RESOURCES, INC. AND SUBSIDIARIES

2005 2004 2003 2002 2001

(In thousands except pe} share amounts and ratios)
Total Operating Revenues : $2,076,810 ..:$1,604,792: $1,455,653 . $1,118,694 $2,254,178
Net Earnings Before Cumulative Effect of Changes
in Accounting Principles ‘ $ 68,153 $ 87,686 $ 58,552 $ 63,686 $ 149,847
Net Earnings $ 67,227 $ 87,686 $ 95173 $ 63,686 $ 149,847
Net Earnings per Common Share
Basic $ 1.02 3 1.45 $ 1.60 3 1.09 $ 2.55
Diluted $ 1.00 $ 1.43 $ 1.58 $ 1.07 ¥ 2.51
Cash Flow Data
Net cash flows provided from operating activities $ 210,451 $ 235,142 $ 225915 $ 97359 § 327346
Net cash flows used in investing activities $ (154,643) $(143,838) § (98,790) §$ (200,427) $(407,014)
Net cash flows generated (used) by financing activities $ (4,804) $ (86,803) $(118,133) $ 78,362 $ 385
Total Assets $5,124,709 $3,487,635 $3,378,629 $3,247,227 $3,127,602
Long-Term Debt $1,746,395 § 987,823 $ 987,210 $ 980,092 $ 953,884
Common Stock Data
Market price per common share at year end $ 2449 $ 2529 $§ 1873 $ 1588 $ 18.63
Book value per common share at year end $ 1951 $ 1820 $ 1807 $ 1e6.60 $ 1725
Average number of common shares outstanding 65,928 60,414 59,620 58,677 58,677
Dividends declared per common share $§ 0785 $ 0665 $ 0600 $ 0587 $ 0533
Return on average common equity 5.6 % 8.1 % 93 % 6.4 % 155 % L
Capitalization ;
Common stockholders’ equity 423 % 524 % 51.9 % 49.5 % 50.8 %
Preferred stock without mandatory redemption .
requirements 0.4 0.6 0.6 - 0.7 0.6
Long-term debt 57.3 47.0 475 49.8 - 48.6

100.0 % 100.0 % 100.0 % 100.0 % 100.0 %
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PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

2005 2004 2003 2002 2001
Regulated Operations
PNM Electric MWh Sales ,
Residential 2,652,475 2,509,449 2,405,488 2,298,542 2,197,889
Commercial 3,526,133 3,450,503 3,379,147 3,254,576 3,213,208
Industrial - R : 1,277,156 1,283,769 1,292,711 1,612,723 1,603,266
Other B 256,202 253,393 247,255 267,070 240,934
Total PNM Electric MWh Sales 7,711,966 7,497,114 7,324,601 7,432,911 7,255,297
TNMP Electric MWh Sales *
Residential . =T 1,859,020 ' - - , - -
“General Services ' 144,203 - - - -
Primary/Economy/Transmission 1,311,208 ‘ - v - - -
Secondary 1,174,587 - - - -
Municipal/Lighting 86,307 _ — — _
~ Total TNMP MWh Sales 4,575,325 - - - -
PNM Gas Throughput - Decatherms
(In thousands):
Residential 28,119 30,618 27,416 29,627 27,848
Commercial 10,554 11,639 10,810 12,009 | 10,421
Industrial . S 369 413 485 749 3,920
Transportation . 37,013 . 43,208 50,756 44,889 51,395
Other , 9,780 13,871 5,510 4,807 - 4355
Total PNM Gas Throughput . - 85,835 99,749 94,977 92,081 . 97,939
Unregulated Operations
PNM Wholesale MWh Sales . , — .
Long-term contracts ' ) 2,516,907 7 2,943372 2,469,707 844,169 1,463,031
Short-term sales _ 8,069,751 9,057,172 9,432,297 8,605,985 1 1,133,669
. Total PNM Wholesale. MWh Sales : 10,586,658 12,000,544 11,902,004 9,450,154 12,596,700
First Choice MWh Sales * -
Residential ~ - ‘ ; 1,591,005 - - - -
Mass-market © 400,839 - - R =
Mid-market 478,531 - - - -
Other ' 29,780 - - - -
Total First Choice MWh Sales , 2,500,155 ; - - - , ~

* TNMP aﬁd First Choice are reported from the date of acquisition, June 6, 2005.

Under TECA, customers of TNMP Electric in Texas can choose First Choice or any other REP to provide energy. However,
TNMP Electric delivers energy to customers within its service area regardless of the REP chosen. Therefore, TNMP Electric eams
revenue for energy delivery and First Choice earns revenue on the usage of that energy by its customers. The MWh reported above
for TNMP Electric and First Choice include approximately 1,644,675 MWh used by customers of TNMP Electric who have chosen
First Choice as their REP.
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Regulated Operations
PNM Electric Revenues
"Residential -
Comrhercial
Industrial
Tra:i)srpiésig_n
Other _ B
Total PNM Electric Revenues
TNMP Electric Revenues *
“Residential
General Services
Primary/Economy/Transmission
_Secondary ‘
Municipal/Lighting
Other
Total TNMP Revenues
PNM Gas Revenues
Residential
Commercial
TIndustrial
Transportation
Other
Total PNM Gas Revenues
Unregulated Operations
PNM Wholesalé Revenues
“Long-term contracts
Short-term sales
Total PNM Wholesale Revenues
First Choice Revenues *
Residential
Mass-market
Mid-market
Other

Total First Choice Revenues

PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

2005 2004 2003 2002 2001
(In thousands)
$ 216,890 $ 206950 $ 203,710 $ 197,074 S 187,600
| 254480 251,092 252,876 247,800 242,372
61,146 61,905 64,549 82,009 82,752
21,509 18,327 19,453 23,857 26,553
19,951 20,138 19,876 19,956 19,949
$ 573,976 $ 558412 § 560,464 $§ 570,796 $ 559,226
$ 57,732 0§ - s - $ -3
18,864 - - -
25,815 ' - - -
29925 ¢ - - -
5311 - SH -
16,703 - - -
$ 154350 - § - % - $ - 8
$ 311,043 $ 292,163 § 226,799 $ 176,284 § 221,409
98929 92,128 72,269 53,734 65,654
3375 . 2,889 2,820 2,872 27,519
13813 7 15274 18,906 17,735 20,188
84,282 88,467 37,473 26,781 - 36,495
$ 511,442 $ 490,921 $ 358267 ~$ 277,406° $ 371,265
C$ 154,692 °$ 158,085 $ 135674 < S 58546 S 77,250
473,336 430,158 417,486 (a) -« 285234 -:1,244,899
$ 628,028 - - $ 588243 § 553,160 $ 343,780  $1,322,149
$ 198218 §° g _ g _ g
53,111 - _ _
46,584 - - =
18,417 - - -
$ 316330  § - § _ T3 ~_ s

* TNMP and Firét Choice are reported from the date of. écquisition, June 6, 2005.

(a}. Iﬁclﬁdes intersegment éales of $1,535 in 2003.
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PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS -

L 2005 2004 2003 2002 2001
Regulatéd Operationé ; :
PNM Electric Customers o :
Residential = e T 378,116 367,491 358,099 345,588 340,656
Commergial | S M 4345 42391 41,092, - 40,065
Industrial | 281 290 . 296 31 377
Other 838 818 822 796 924
Total PNM Electric Customers = ' S 423956 ~ 412,024 A 401,608 387,787 382,022
TNMP Electric Customers * . - I o , S -
Residential -~ ~ =~ . o7 o o .222.688 . R T AT _
General Services © = - 16147 _ o . Fr N N _
PrimarjfEcohdfhy/foansﬁlission B .'\ ‘ 208 ' - _ _ ; : o -
Secondary SRR 20038 = _
Municipal/Lighting R S 2,188 : — i - -
Total TNMP Customers = * o 260269 0 - B _
PNM Gas Customers o
Residential - o 440,624 © 430,578 . 421,104 411,642 404,753
Commercial ‘v~ : 35,136 34,993 34645 351945 32,894
Industiial a2 47 46 58 50
Transportation | S 26 23 40 L. 21 34
Other - - . oo e 20654 » 2,931 -~ 22983 i+ 3,664 - . 3,528
Total PNM Gas Custqmeré ’ : 478,4:’82’ ‘ o 468,572 458,818 )""4(50,‘58:5 »v '.441,259
Unregulated Operations o ' o o e '
PNM Wholesale Customers
Long-termand short-term: P o IR [ R 68 72 i-:‘~""'-"76‘ 79
Total PNM Wholesale Custorers ' 76 68 U2 76 19
First Choice Customers * '
Residential - S S oot 178,128 e - S SR -
Mass-market 7o o304 0 L oo -
Mid-market 6649 A D _
Other .. - : , 1,760 L - ‘ - s -
Total First Choice Customers o C ¥ 210,451 : - ‘ C—- - -
PNM Géneration Statistics " o o L
Reliable Net Capability - MW 1,744 1729 o142 1734 1,521
Coincidental Peak Demand - MW o L779 1,655 : 1,661 o 1,478 - 1,431
Average Fuel Cost per Million BTU 08 147t s 13751 8 14120 0§ 13910 '8 1.6007

BTU per KWh of Net Generation 10,706 10,442 10,854 10,568 10,549
* ‘TNMP and F irst Ch‘oicé' are réported from the date‘ of acquisition, June 6, 2005,

The éustomers repoﬁed ébove for TNMP Electric and First Choice include 1-50,7'8‘7 customers of TNMP Whohéve chosen First
Choice as their REP. These TNMP Electric customers are also included in the First Choice segment.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATION

. The foﬁb.wing Mana’gement’s Discussion and Analysis of vf‘inancial Condition and Results of Operation for
PNMR, PNM and TNMP is presented both on a combined basis as applicable, and on a separate basis. For'
discussion purposes, this report will use the term “Company” when discussing matters of common. applicability to

PNMR, PNM and TNMP. , Discussions regarding specific contractual obligations generally reference the entity that

is legally obhgated In the case of contractual obligations of PNM and TNMP, these obligations are consolidated
with PNMR and its subsidiaries under GAAP. A reference to a “Note” in this Item 7 refers to the accompanymg
Notes to Consolidated Financial Statements

RESULTS OF OPERATION EXECUTIVE SUMMARY

Durmg 2005 the Company 8 results were 1mpacted by unexpected plant outages and the extefision of planned
outages particularly at. PVNGS; higher-purchased power costs and charges for refinancing and TNP acquisition
integration costs. As experienced in its 2005 results, the: Company expects that the TNP acquisition will be
accretive to earnings in 2006, the first full year of operation after the transaction was completed. This expectation i
based on certain assumptions, including assumptions related to interest rates and market prices for power, among
other things. In 2005, the market price of natural gas across the United States increased significantly, due to a hot
2005 summer, which led to more demand from natural gas-fired power plants, as well as due to the hurricanes in the
Gulf Codst region of the United States. The Company cannot predict what impact the increase in market prices for
natural-gas-will-have on its future results of operations:. Coe

PNM is‘a participant in PVNGS, of which APS is the operating agent. During 2005, PVNGS had the lowest

; capacity.factor (measured against maximum dependable capacity) that the plant has had since 1994. The equivalent

avaxlabxhty for PVNGS was 76.0% for 2005. This reflects bottom quartile performance relative to the 103 operating
reactors in the United States. There were nine unscheduled outages during 2005 that had a variety of causes. In
2004, the NRC determlned that there had been a safety concern at PVNGS related to the safety injection systems for
the three:PVNGS unit§*This led to a!"yellow" finding -and a $50,000 civil penalty under the NRC’s reactor

" joversight;process.” “A "yellow! finding places a unit in the; "dégraded safety comerstone" column, of the NRC’s

-performance matrix; which resultsin an-enhanced-NRC inspection- regimen. During 2005, the NRC comp]eted 1ts

enhanced inspection. The "yellow" finding remains unresolved.

PVNGS has encountered tube cracking in the steam generators. The PVYNGS Units 2 steam generators were.

“replaced;in 2003 and - the teplacement of PYNGS Unit' 1-steam~generators was completed in December 2005
... Completion of installation of the PVNGS. Unit 3 steam generators.is expected by December 2007 o i

APS has been operating PVNGS Unit 1 at reduced power levels since December 25, 2005 due to a vibration
in the PYNGS Unit 1 shutdown cooling lines. As a result, PNM is receiving approximately 24 MW of power from
PVNGS Unit 1 based on its 10.2% und1v1ded interest in PVNGS

~ Implementationof a potential solution preliminarily s_cheduled by APS for February 2006 was canceled after
comprehensive analysis concluded that the desired improvement likely would not have been achieved. APS had

- informed PNM that it was-in the process- of formulating other-potential remedies to address the issue and that it was

scheduling another attempt to remedy this issue sometime in April 2006. APS has more recently informed PNM
that the preferred solution will require Unit 1 to undergo an outage of approximately five weeks in ordér to effect the’
necessary modifications to. Unit 1 and thatrit plans to begin this outage in the June 2006 timeframe. In addition,an
outage of approximately one week for preparatory work will begin in mid-March 2006. This preferred solution was . ..

" initially planned for installation in the spring of 2007.

The operation of PVNGS not only affects PNM’s ability to make off-system sales, but can also cause PNM to
purchase power to serve its retail €lectric customers. - Based on current forward market ¢nergy prices, PNM
estimates that operation of PVNGS Unit 1 at the reduced power level could result in a reduction in consolidated

‘gross margin, or operating revenues minus cost of energy sold, of $3.0 million to $4.0 million per month before

income taxes. However, PNM is taking steps to mitigate the impact on consolidated gross margin while PVNGS
Unit 1 operates at the reduced power level.
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The Company is positioned as a-merchant utility, primarily operatingas a regulated energy service provider.
The Company is engaged in the sale and marketing of electricity in the competitive wholesale energy marketplace.
In addition, through First Choice, the Company is a retail electric provider in Texas under legislation that established
retail competition. PNM is under the jurisdiction of the NMPRC while TNMP operates under the jurisdiction:of thé
PUCT in Texas and the NMPRC in New Mexico.

Regulated Operatwns =

The regulated operations strategy 1s: drrected at supplyrng reasonably prrced and relrable energy to retarl
customers through customer-driven operational excellence, hrgh quality customer service, cost effrc1ent processes
and:improved overall organlzatlonal performance

PINM Electric

PNM Electric is an integrated -electric- utility that consists of generation, transmlssron and dlstnbutron of
electricity for retail electric customers in New Mexico and.the sale of transmission to third parties as well as to PNM
Wholesale.and TNMP Electric. PNM Electric provides retail electric service to a large area of north central New
Mexico, including the cities of Albuquerque and Santa Fe, and certain other areas of New Mexico. Customer rates
for retail electric service are set.by the NMPRC based on the provisions of the Global Electric :Agreement. (See
Note 17.) PNM Electric owns or leases transmission lines, interconnected with other utilities in'New Mexico, south
and east into Texas, west into Arizona, and north into Colorado and Utah. c

PNM Gas

- PNM Gas distributes natural gas to most of the major communities in New Mexico, including two of New
Mexico’s three largest metropolitan areas, Albuquerque and Santa Fe. The customer base for PNM Gas includes
both sales-service customers and transportation-service customers. PNM Gas operates under a purchase gas
adjustment clause that allows it to purchase natural gas in the open market and resell-it at cost to its-distribution
customers. As a result, increases or decreases in gas revenues resultrng from wholesale gas prrce fluctuations do not
impact PNM’s consolidated: gross margin or earnings. :

TNMP Electric

TNMP Elecmc is a regulated utllrty operating in Texas and New Mexrco In Texas, TNMP provides
regulated transmission and distribution services under TECA. In New Mexico, TNMP provides integrated electric
services that include the transmission, distribution, purchase and sale of'electricity to its New Mexico customers as
well as transmission to third parties and to PNM. TNMP’s Texas and New Mexico operations are subject to
traditional cost of service regulation. PNM Wholesale is TNMP’s sole supplier for its load in New Mexico. In
accordance with the NMPRC stipulation.approving PNMR’s acquisition-of TNP, PNM Wholesale will remain the
sole power supplier for TNMP’s New Mexico needs through 2010 (see Note 17) ,

Unregulated Opemtzons
PNM Wholesale

. PNM Who]esale is engaged in the generatron and sale of electricity into the wholesale market based on two
product lines, long-term contracts (including a contract with TNMP that expires December 31, 2006) and short-term
sales. PNM wholesale sells the unused capacity of jurisdictional assets as well as the capacity of PNM’s wholesale
plants excluded from retail rates. Both regulated and unregulated generation is jointly dispatched in order to
improve reliability, provide the most economic power to retail customers and maximize profits on any wholesale
transactions. Although PNM Wholesale is regulated in certain respects, including FERC jurisdiction over its rates,
the Company includes PNM Wholesale in the unregulated segment of its business because PNM Wholesale is not
subject to traditional rate of return regulation:

The PNM Wholesale strategy utilized by the Company calls for net asset-backed energy sales supported by
long-term contracts sold into the wholesale market. PNM Wholesale’s aggregate net open forward electric sales
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position, including short-term sales and:long-term contracts, is covered by its forecasted excess generation capacity.
Management actrvely momtors the net asset-backed sales by the use of stringent risk management pol1c1es

Flrst Chonce i

First Choice is a certified retail electric provider operating in Texas that provides electricity to residential,
small and large commercial, industrial and institutional customers. First Choice serves Texas:retail cistomers by
acquiring new retail customers, by setting up retail accounts, handling customer inquiries and complaints, and acting
as a liaison between:the transmission and distribution companies:and retail customers. -First Choice :was organized
in-2000 to act as TNMP’s. affiliated retail electric provider, as.required by TECA. Although First Choice: is
regulated in certain respects by the PUCT under ERCOT, the Company includes First Choice in-the unregulated
segment of its business because First Choice is not subject to traditional rate of return regulation.

Corporate and Other

. PNMR was estabhshed as the holdmg company in: 2001 On December 30 2004 PNMR became a regrstered
holdmg company under: PUHCA and created PNMR Services: Company, which began operatmg on January 1, 2005,

‘ Comprehenswe energy leg1slat10n enacted i August 2005 resulted in- the repeal of PUHCA effectlve
February 2006..-PNMR is in-the process of evaluatmg the effects of the repeal, along w1th the other provrsxons of the
legislation. . . . .

PNMR performed substantially all of the corporate activities of PNM from 2001 to 2004. These activities
were billed to PNM on a cost basis to the extent they were for the corporate management of PNM and were
allocated to the business units. The sérvices. functions prevmusly performed by PNMR were assumed by PNMR
Services Company effectrve January 1, 2005 ’

TNMP pr0V1ded First: Chorce and TNP with corporate support services under a shared services -agreement
with.First Choice.and a similar agreement with:TNP. These services were billed at. TNMP’s cost and, in return,
TNP and First Choice compensated TNMP for the use of the services. - These agreementsiwere in effect through
June 6, 2005 when they were replaced by a new service arrangement.

Effective with the acquisition of TNP on June 6, 2005 {see Note 2) all TNMP employees who were providing
corporate support to TNP and First: Choice became. employees: of PNMR Services Company. PNMR Services
Company provides corporate services to PNMR and its Subsidiaries including PNM, Avistar, TNP, TNMP and First
Cheice based on shared services agreements These services are bllled at cost on a monthly basis and are allocated
to PNMR and its subsrdlanes G S o

The followmg dlscussmn and analysrs ‘'should be read in conjunction w1th the Consohdated Fmancml
Statements and Notes thereto. Trends and contingencies of a material nature are discussed to-the extent known.
Refer also to Item 1A. "Risk Factors" and to “Disclosure Regarding Forward Looking Statements” in this Item 7.

TNP Acquisition

On June 6, 2005, PNMR acquired all of the outstanding common shares of TNP, including its principal
subsidiaries, TNMP and First Choice, in order:to complement its existing New Mexico electric operations and to
expand into the retail and wholesale markets in Texas. . The results-of TNP’s operanons have been 1ncluded in the
Consohdated Fmanclal Statements of PNMR from that date. :

The aggregate purchase pnce was. $l 221 m1llton including a net payment to the prekus owner- of $162.0
million consisting of $74.6 million of cash and common stock valued at $87.4-million. The value of the 4,326,337
common shares issued was determined based on $20.20 per common share as provided for in the Stock Purchase
Agreement, dated as of July 24, 2004, by and between PNMR and SW Acquisition. In addition, the aggregate
purchase price included $1,037 million of TNP debt and preferred stock and incurred transaction and other costs of
$21.5 million. Dunng the fourth quarter of 2005, PNMR completed the valuations of acquired property and
intangible assets. : .
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Pursuant to the Stock Purchase ‘Agreement, PNMR provided SW Acquisition its proposed final purchase
price, reflecting a reduction from-the estimated purchase price of approximately $37.0-million.. SW. Acquisition
filed a lawsuit that disputed PNMR’s proposed final purchase price:: In November.2005; the parties reached a
settlement. of the lawsuit resulting:in a reduction of approximately $13:0-million-to the original purchase price based
on working capital' adjustments from the closing of the:second-quarter-financial - statements: and stranded :cost
recovery-payments. PNMR received the $13.0 million payment from SW Acquxsmon in the fourth quarter of. 2005.
The net cash paid and purchase pnce stated above reﬂect thrs reductron . S

In 2005 the PUCT approved a. settlement agreement ﬁndmg the acqulsmon of TNP to be in the pubhc
interest. Among other things, the settlement agreement calls for: - .
s a two-year electric rate freeze that includes a $13 O mllllon annual rate reductron in TNMP's retail
.- delivery rates effective May 1, 2005;

o an-authorized return on equrty of 10.25% on an 1mp11ed capltal structure of 60% debt and 40% equity for
certain reporting purposes;

e theuseofa 60/40% debt/eqmty caprtal structure in TNMP s next base rate case 1f ﬁled before January 1,

¢+ 2009; and

¢ a $6.0 million synergy savings credit (whether or not savmgs are achleved) amortlzed over 24 months
effectxve after the close of the transactron o :

* Also-in 2005, the NMPRC approved a strpulatron in connectron wrth the acqursmon of TNP Among other
things; the strpulatron calls for:
e * a three: -phase rate reduction totahng 15%, to TNMP’s electric custorners in southern New Mexico,
" beginning January 2006 and ending December 2010; the rate reduction will lower TNMP electric rates by
approximately $9.6 million in the first year;
* animputed 55/45% debt/equity structure with an assumed rate of return on equity of 10.5% for TNMP;
e 'PNM 16 remain the power supplier for TNMP’s New Mexico needs through 2010; and ‘
* integration of TNMP’s New Mexico assets into PNM effective January 1, 2007, the compames however,
will maintain separate rates through 2010. .

Rfoposed Twin Orzks Actjﬁt’Sition

In January 2006 Altura an indirect wholly owned subsrdlary of PNMR entered mto an agreement with
subsidiaties. of ‘Sempra to purchase the Twin Oaks power facility i an. acqurs ion of assets for $480 million i in cash.
PNMR and Seinipra are also parties to the agreement and have agreed to provxde parental guarantees for ‘certain
‘, lig: tlons of thelr respectrve sub51d1anes relating to the acquxsmon

The Twin Oaks”power facility is a 305 MW coal- ﬁred power plant located 150 miles south of Dallas,
Texas. Under the agreement, substantially all of the assets and contractual commitments relating to Twin Oaks are
to be transferred to Altura upon closing, including fuel supply and power purchase and sale agreements. The
agreement also mcludes the development nghts for a possible 600 MW expansron of the plant.  The Sempra
subsidiaries are’ pursuing necessary permits for the plant expansion, whlch perrmts are expected to be granted in
2007. An additional $2.5 million payment will be made to ‘Sempra upon the issuance of an air permit for the
expansion and an addmonal $2.5 mllhon will be pa1d when Altura begms constructlon of the expansron '

The transaction is expected to close no earlier than April 17, 2006, subject to third-party consents and anti-
trust clearance under the Hart-Scott-Rodino Act. PNMR has arranged for bridge financing to close the transaction.
It is expected that the permanent financing will be provided from the issuance of debt and equity.

Competitive Strategy

The Company’s vision is to “Build America’s Best Merchant Utility.” To achieve this objective, management
intends to:

Expand Regulated and Unregulated Operations. The Company intends to develop both its retail and
wholesale business by expanding its current operations and by acquiring additional value-enhancing assets. As
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evidenced by the Luna and TNP acquisitions and the proposed Twin Oaks acquisition, the Company intends to
continue to increase its revenues by expanding its geographic coverage in the southwest, a region which:not only
exhibits rapid customer and load growth, but which the Company knows well. The Company also intends to
increase its presence in the southwest market by buying additional generating resources and selling power from
those resources through long-term contracts. The Company’s future growth plans call for approximately 75% of its
new generation portfolio to be committed through long-term contracts.as required by the Global Electric Agreement.
In October 2005, PNM entered into a 150 MW long-term sale contract with APS that begins in June 2007. - In
addition, the Company expects that the acquisition of First Choice as part of the TNP acquisition will provide a solid
foundation for entry into the competitive retail market in Texas. In addition, PNMR: intends to continue to provide
energy and technology related services through its wholly owned subsidiary, Avistar.

Acquire Additional Generatzng Assets in the Southwest Region.. The Company intends to enhance and
diversify its presence in the southwest region. through the acquisition or development of quality generation assets,
including renewable or clean technology resources, to serve the Company’s retail and wholesale load while
maintaining -diversity ‘of fuel.mix. The Company. also plans to increase long -term sales contracts. in tandem with
increases in its generation capacity. In 2004, the Company purchased a one-third interest in Luna, a partially
constructed, combined-cycle power plant near. Deming, New Mexico. The Company will be entitled to 190 MW
from the 570 MW facility, which is expected to be completed no later than the.second quarter of 2006. The
Company also believes that Luna strategically fits well into its portfolio of generation assets because of the facility’s
location in southern New Mexico, its low capital costs, its efficient heat rate, its anticipated low-dispatch costs and
its use of clean burning gas technology. In addition, the proposed acqursmon of the Twin Oaks facility, discussed
above, would provide access to wholesale markets in Texas. As in the past, the Company intends to continue a
disciplined approach to any .acquisition, to match acquisitions to demand and to hedge capacity with long-term
contracts.

Maintain Prudent Cost Controls Management maintains cost control procedures for PNMR and its
subsidiaries. '

Continue to Improve Credit Strength and Reduce Cost of Capital. A high priority and long-term commitment
is to maintain the Company's investment grade rating in any type of regulatory, natural gas or electncrty price
scenario. The Company believes TNP offers an opportunity to derive additional value through the stronger credit
profile of the combined entity. In conjunction with the acquisition of TNP, on June 6, 2005, PNMR made an equity
investment of approximately, $110. 5 million in TNP, which TNP used to repay in full amounts owing under TNP’s
credit agreement In addition, in July 2005, PNMR provided funds to TNP to enable TNP to redeem its preferred
stock and senior notes. See “Frnancmg Activities — PNMR” below in “Liquidity and Capital Resources” for further
details of this transaction. In addition, PNMR plans to obtain the permanent ﬁnancmg for the proposed acqulsrtron
of the Twin Oaks facility from the issuance of debt and equrty, structured to maintain the Company's investment
grade rating.

Commitment to Corporate Cztzzensth The Company is committed to ifs gu1d1ng principle, “Do the nght
Thing.” This commitment serves as the cornerstone of the Company's ethics and compliance efforts and
underscores its effort to ensure that deahngs with customers, employees, shareholdérs and business partriers are
above reproach. This is ev1denced by the Company s environmental sustainability program with aggressive five-
year goals for reducing water usage, improving air quality, reducing waste streams and becoming a leader in the
development of renewable energy.
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RESULTS OF OPERATION - PNMR

YEAR ENDED DECEMBER 31, 2005 COMPARED TO YEAR ENDED DECEMBER 31, 2004

PNMR’s net GAAP earnings for the year ended December 31, 2005 were $67.2 million, or $1.00 per diluted
share of common stock, compared to $87.7 million or $1.43 per diluted share of common stock in 2004. The
decrease in earnings per share was driven primarily by acquisition related and other charges of $36.5 million, net of
income taxes, which consisted of the following:*

‘e - TNP acquisition integration costs 6 $10.1 million;
turbine impairment of $9.0 million (see Note 1);
charge related to issuance of equity-linked units of $7.3 million (see Note 6)
- TNP debt refinancing costs of $5.1 million;
software write-off of $2.7 million;
“charge associated with the NMPRC’s approval of the TNP acquisition of $1 4 m11110n and
cumulative effect of adoptxon of FIN 47 of $0.9 million (see Note 1).

In ‘addition, as discussed above, PNM expenenced below normal levels of plant performance due to
unexpected plant outages, particularly at PVNGS, which reduced the amount of ‘electricity PNM“sold in the
wholesale market and forced PNM to purchase power to meet Junsdwtlonal and contractual wholesale needs. In
addition, the margm on ﬁxed-pnce contracts decreased, as increases in purchased power prices that were driven by
increasing fuel prices that could not be passed on to customers with fixed sales prices. These decreases to net
earnings were partially offset by the addition' of TNP operations from June 6 through December 31, 2005.

The following discussion is based on the methodology that management uses for making operating decisions
and assessing performance of its various business activities. See Note 3'for additional information regarding these
results and the Consolidated Financial Statements: SRR

In addition, adjustments-related to EITF Issue 03-11, “Reporting Realized Gains and Losses on Derivative
Instruments That Are Subject to FASB Statement No. 133 and Not Held for Trading Purposes,” are excluded from
the PNM Wholesale segment and are instead included in the Corporate and Other segment. This accounting
pronouncement requires a net presentation of realized gains and losses for certain non-trading derivatives.
Management evaluates PNM Wholesale on a gross presentation basis due to its primarily net-asset-backed
marketing strategy and the importance it places -on PNM’s ability to repurchase and remarket previously sold
capacity. The other segments are not affected by this EITF.

Corporate costs, income taxes and non-operating items are discussed on a consolidated basis for PNMR and
are in conformity with the presentation in PNMR’s Consolidated Financial Statements.
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Regulated Operations

PNM Electric

The table below sets.forth the operating results for PNM Electrlc :

Operating revenues
Less: Cost of energy
. Intersegment energy transfer
Gross margin
Energy production costs
Transmission and distribution O&M ..
Customer related expense.
‘ Administrative and general

Total non-fuel O&M
Corporate allocatron
Depreciation and amortlzatlon
Taxes other than income taxes
‘Income taxes.

Total non-fuel operatmg expenses
Operatrng income

. The followmg table shows electric revenues by customer class ‘and average ‘customers: .

PNM Electnc Revenues ‘

Year.Ended
Décember 31, . R
2005 oo 2004 - Variance -
(In thousands, except customers)
Residential. $216,890 $206,950 $ 9,940
Commercial 254480 -« . 251,092 ..3,388
Industrial 61,146 61,905 (759)
Transmission 21,509 18,327 3,182
Other 19,951 20,138 (187)
$573,976 $558,412 $15,564
Average customers 417,986 406,968 11,018

Year Ended
Decemberv 31,
C 2005 o 2004 . Variance
: " (In thousands).
$573,976 $558,412 $15,564
210,169 186,517 .. .. 23,652
. (35,829) (42,769) . 6,940
399,636 414,664  (15,028)
118,633 11‘3,848 4,785
30,462 31,360 . (898)
119454 . . 18,190 1,264
. 11,001 . 4640 6,361
179,550, . 168,038 11,512
64,170, . .. 69,820 (5,650)
. 69,798 .. 63,050 6,748
19,726 20,324 (598)
L 13065 23,141 (10,076) -
. 346,309 . 344373 . . 1,936
$53,327 . ... $70,291 -$(16,964) -
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The following table shows electric sales by customer class:

T - PNM Electric Sales
. Year Ended

December 31, ‘ ‘ :

2005 2004 Variance

s a (Megawatt hours) o

Residential 2,652,475 2,509,449 143,026

Commercial -+ 3,526,133 3,450,503 75,630

Industrial _ - 1,277,156 1,283,769  (6,613)

Other 256,202 253,393 2,809
SR 7,711,966 7,497,114 - 214,852

Operating revenues increased $15.6 million, or 2.8%, from the prior year. Retail electricity sales increased
2.9%, to 7.7 million MWh in 2005 compared to 7.5 million MWh in 2004. Customer growth was 2.7% year over
year and weather-normalized retail electric load growth was 2.5%. “~“Average customer load growth, when
normalized for the impact of weather and the leap year in 2004, incredsed revenues by $14.0 million. Cooling
Degree Days for Albuquerque increased approximately 19.6% and Heating Degree Days decreased approximately
4.7%, resulting in 2 net overall increase in revenues of $3.7 million. In addition, increased transmission revenues,
primarily from point:to-point customers, increased revenues $3.2 million. These revenue increases were partially
offset by a decrease of $1.3 million attributable to the 2004 leap year, with 2005 including one less day of revenues,
and by a decrease of $3.8 million due to the 2.5% electric rate reduction effective September 1,:2005.

The gross margin, or operating revenues minus cost of energy sold and intersegment energy transfer,
decreased $15.0 million, or 3.6%, from the prior year due to a reduction in power plant availability resulting from
plant outages and a related increase in-purchased power requirements to-serve load. In .addition, an:increase in
purchased power contract prices on pre-existing contracts reduced the margin earned on fixed-price sales. These
decreases were partially offset by the increased revenues associated with retail load growth.

Total non-fuel O&M expenses increased $11.5 million, or:6.9%, over the prior year. Energy production costs
increased $4.8 million, or 4.2%, due to higher plant maintenance costs in 2005 compared to 2004. Plant outage
costs at PVNGS and Reeves increased costs $2.8. million and $1.4 million, respectively, in 2005. In addition, there
" were higher general plant maintenance and other costs of $1.0 million compared to 2004. These increases were
partially offset by reduced outage costs at Four Corners and SJGS of $0.4 million and $0.3 million, respectively.
Transmission and distribution O&M expense decreased $0.9 million, or 2.9%, primarily due to a decrease in
maintenance and labor expenses. Customer related expense increased $1.3 million, or 6.9%, primarily due to
increased consulting fees related to FERC proceedings. Administrative and general expenses increased $6.4 million
over the prior year primarily due to increased incentive compensation, labor and insurance costs of $5.3 million
(compensation costs were recorded at the corporate level in 2004 but charged to the business segments in 2005) and
increased Jegal and other outside services costs of $0.6 million for routine business matters.

Depreciation and amortization increased $6.7 million, or 10.7%, primarily due to asset and software additions

pldced in service.in December 2004 and:in 2005.. PNMR expects depreciation to rise going forward as a result of
increased investment in new information technology platforms and other capital spending.
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TNMP Electric

PNMR acquired TNP, the parent of TNMP, on June 6, 2005, and results in this section are presented from the
acquisition date forward only. Comparable results from 2004 are not presented. For the year ended December 31,
2005, which includes results from June 6 through December 31, 2005, the TNMP Electric segment increased PNMR
revenues by $154.4 million.

The table below sets forth the operating results for TNMP Electric:

For the Period :
June 6 — December 31, 2005 it
(In thousands)
Operating revenues $154,350
Less: Cost of energy 58,014
Gross margin -.. - - . 96,336
Transmission and distribution O&M. .~ 12,403
Customer related expense : _ : o 23,111
Administrative and general S 415
Total non-fuel O&M , ‘ 15,929
Corporate allocation , 9,386
Depreciation and amortization . 17,596
Taxes other than income taxe ; ‘ 14,261
Income taxes B : : : - 8,442
Total non-fuel operating expenses 65,614
Operating income o . -$ 30,722

The following table shows electric revenues by customer class and average customers:
TNMP Electric Revenues
For the Period -

June 6 — December 31, 2005
(In thousands, except customers)

Residential $ 57,732
General Services ‘ 18,864
Primary/Economy/Transmission 25,815
Secondary : o : 29,925
Municipal/Lighting i 5,311
Other ’ 16,703
$154,350 -
Average customers * 255,335

* Under TECA, customers of TNMP Electric in Texas have the ability to choose First Choice or any other
REP to provide energy. However, TNMP Electric delivers energy to customers within its service area regardless:of
the REP chosen. Therefore, TNMP Electric eamns revenue for the delivery of energy to First Choice and First
Choice earns revenue on the usage of that energy by its customers. The average customers reported above include
154,252 customers of TNMP Electric who have chosen First Choice as their REP. These TNMP Electric customers
are also included below in the First Choice segment. For PNMR consolidated reporting purposes, these customers
are included only once in the consolidated customer count.
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The following table shows electric sales by customer class:

TINMP Electric Saies- *

For the Period
J une 6 — December 31, 2005
e _  (Megawatt hours)
Residential 1,859,020
General Services. = ‘ . 144,203
Y-anary/Economy/T ransmission 1,311,208
. Secondary ‘ 1,174,587

Municipal/Lighting 86,307
: 4,575,325

* The MWh reported above include 1, 644 675 MWh used by customers of TNMP Elecmc who have chosen
First Chmce as their REP. These MWh are also iricluded below in the First Choice segment ‘

TNMP: Electrlc s gross‘margin was $96: 3 million for the period June 6 through December - 31 2005. The
significant factors that impacted gross margin include increases due to load growth because of warmer than normal
weather, a decrease in revenues due to a 9.3% Texas rate reductlon synergy savings effective i May 2005, and
lower revenues due toa reductxon 1in operations-of a major customer in New Mexico. - ~ :
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PNM Gas

The table below sets forth the operating resuits for PNM Gas:’

Year Ended
-« December 31,
2008 2004 Variance
{In thousands)
Operating revenues $511,442 $490,921 $20,521
Less: Cost of energy 364,205 343,219 20,986
Gross margin 147,237 - 147,702 (465)
Energy production costs 2,444 2,338 106
Transmission and distribution O&M 27,817 28,006 (189)
Customer related expense 19,616 19,283 333
Administrative. and; general - < - 3,487 : L. 1,648 1,839
Total non-fuel Q&M . - :53;364 . 51,275 . 2,089 -
Corporate allocation 37,028 38,725 (1,697)
=Depreciation and amortization 22,548 18,894 31654
+ - Taxes other than income taxes 8,010 - 7,412 . 598 -
.Income taxes: - C 5,853 8,063 (2,210)
Total non-fuel operating expenses 126,803 - 124,369 . 2,434
Operating income $20,434 $ 23,333 $(2,899)

The following table shows gas revenues by customer and average customers:

PNM Gas Revenues
Year Ended
December 31,
2005 2004 Variance
(In thousands, except customers)

Residential $311,043 $292,163 $18,380

Commercial 98,929 92,128 6,801

Industrial 3,375 2,889 486
Transportation* 13,813 15,274 (1,461)
Other 84,282 88,467 (4,185)

$511,442 $490,921 $20,521

Average customers 471,321 461,399 9,922

*Customer-owned gas.
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The following table shows gas throughput by customer class:

PNM Gas Throughput
wYeéarEnded: .
December 31,
2005 2004 Variance
S (Thousands of decatherms)

Residential o 28,119 30,618 (2,499)
Commercial 10,554 11,639 (1,085)
Industrial RTINS 369 413 (44)
Transportation* R 37,013 43,208 (6,195)-
Other . - 9,780 13,871 . . (4,091
R P4 85,835 99,749 (13,914)

*Customer-owned gas.

Operating revenues increased $20.5 million, or 4.2% over the prior year, primarily due to higher natural gas
prices in 2005 compared to 2004. PNM Gas purchases natural gas in the open market and'resells it at the same price
to its sales-service customers.- As a result, increases or decreases in gas revenues driven by gas costs.do not impact
the consolidated gross margin-or earnings of PNM Gas. Total gas sales volumes decreased 13.9%, due to.a 4.7%
decrease in!Heating Degree-Days and additional customer conservation resulting ‘from higher natural ‘gas prices.
These decreases were partially offset by average customer growth of 2.2%, which increased gas revenues $2.2
million, anid'an increase of $6.7'million due to a residential cost of service rate increase beginning in April 2004.

‘The gross margin, or operating revenues minus cost of energy sold, was largely unchanged, decreasing only
$0.5 million, or 0.3%, from the prior year. Warmer weather resulted in a $7.9 million decrease to margin and
additional customer conservation resulted in reduced usage of $1.4 million. These decreases were offset by the
residential cost of service rate increase and the customer growth discussed above.

Total non-fuel O&M expenses increased $2.1 million, or 4.1%, over the prior year. Administrative and
general expense increased $1.8 million primarily due to a $1.5 million increase in incentive based compensation,
which was recorded at the corporate level in 2004 but charged to the business segments in 2005. Administrative and
general expense also increased by $0.9 million due to reduced capitalization of expenses, which increased the costs
allocated to administrative and general expense. The increase in administrative and general expense was offset in
part by a $0.9 million decrease in workmen’s compensation and insurance.

Depreciation and-amortization increased $3.7 million, or 19.3%, primarily due to the addition of $16.0
million in distribution assets, $14.2 million in transmission assets and $18.2 million in software assets. PNMR
expects depreciation to continue to rise going forward as a result of increased investment in new information
technology platforms and other capital spending.
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Unregulated Operations

PNM Wholesale

The table below sets forth the operating results:for PNM Wholesale:

Operating revenues
Less: Cost of energy

Intersegment energy transfer -
Gross margin -
Energy production costs. ~
Transmission and distribution O&M
Customer related expense
Administrative and general
.. Total non-fuel O&M
‘Corporate; allocation FRR
. . Depreciation-and amortization

+: Taxes other than income:taxes

Income taxes

Total non-fuel operating expenses -

Operating income

©4) .

Year Ended
December 31,
2005 2004 ... - Variance
(In thousands) .
$628,028 $588,243 $39,785
506,935 449,059 - - 57,876
35,829 42,769 . (6,940)
85,264 96,415 (11,151)
29,614 29,967 (353)
54 C81:, (X))
879 1,049 (170)
6,446 - - 7,255 . (809)
36,993 . 38,352 1,359)
4395 - . . 4,557 (162)
-15,669 ... . -14,809 860:
3,439 . 3,533
3612 - - 8537 (4,925).
64,108 . 69,788 -(5,680) .
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The following table shows revenues by customer class:

PNM Wholesale Revenues
Year Ended
December 31,
2005 2004 Variance
(In thousands)
Long-term contracts -$154;692 $158,085 $(3,393)
~ Short-term sales - 473,336 430,158 43,178

$628,028 $588,243 339,785

The following table shows sales by customer class:

PNM Wholesale Sales
Year Ended
December 31,
2005 2004 Variance
{Megawatt hours)
Long-term contracts 2,516,907 2,943,372 (426,465)
Short-term sales 8,069,751 - 9,057,172 {987,421)

10,586,658 12,000,544  (1,413,886)

Operating revenues increased $39.8 million, or 6.8%, from the prior year. This increase in wholesale electric
sales was primarily due to increased short-term sales of $43.2 million, or 10.0%, resulting from a 23.5% increase in
average short-term prices in 2005 compared to 2004. In:addition, long-term sales increased due to higher prices
associated with SO2 credit sales. These increases were partially offset by a decrease in revenues from long-term
contracts in 2005 due primarily to the expiration of a customer contract and lower sales volumes resuiting from
below normal levels of plant performance. PNM Wholesale sold 10.6 million MWh of electricity in 2005 compared
to 12.0 million MWh in 2004, a decrease of 11.8%.

The gross margin, or operating revenues minus cost of energy -sold and intersegment energy transfer,
decreased $11.2 million, or 11.6%, from the prior year. Decreased plant availability and increased retail load
decreased the availability of less expensive excess energy for sale in the wholesale market. In addition, higher
purchased power contracts prices decreased the margin on fixed-price sales contracts. The long-term sales margin
was relatively unchanged from the prior year due to the impacts of customer load growth and higher prices
associated with SO2 credit sales that were offset by a decrease in sales volume due to the expiration of a long-term
contract and increased purchased power contract prices that could not be passed through to customers based on
fixed-price sales contracts. The short-term margin -decreased $11.5 million primarily resulting ffom lower plant
availability and increased retail loads, which caused a decrease in energy available to sell on the wholesale market.
PNM Wholesale's mark-to-market position fell to a $0.2 million loss in 2005 from a $1.6 million gain in 2004.

Total non-fuel O&M expense decreased $1.4 million, or 3.5%, from the prior year. Administrative and
general expense decreased $0.8 million,” or 11.2%, due primarily to the capitalization of expenses from
administrative and general activities related to the construction of Luna.

Depreciation and amortization increased $0.9 million, or 5.8%, over the prior year due to the addition of new
technology platforms that were placed in service in December 2004 and in 2005. PNMR expects depreciation to rise
going forward as a result of increased investment in new information technology platforms and other capital
spending.
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First Choice

PNMR acquired TNP on June 6, 2005, and results ‘in this section are presented from the acquisition date
forward only. For the year ended December 31, 2005, which includes results from June 6 through December 31,
2005, the First Choice segment increased PNMR revenues by $316.3 million.

The table below sets forth the operating results for First Choice:

~ For the.Period
June 6 — December 31, 2005

(In thousands)

Operating revenues
Less: Cost of energy
Gross margin
Customer related expense
Administrative and general
Total non-fuel O&M
Corporate allocation ;
Depreciation -and amortization
Taxes other than income taxes.
Income taxes ,
Total non-fuel operating expenses
Operating income:

$316,330

243,053
73,277

2,539

13,008

15,547
8,434
1,094
3,916

15,450

44,441

$ 28,836

The following table shows electric revenues by customer class and average customers:

First Cho.ice,vnElect.ric’Reve,nue.s ‘
Foi‘ the Period .
June 6 — December 31, 2005

(In thousands, except customers) - L
Residential $198,218

The following table shows electric sales by ‘custoiﬁ;er class: -

First Choice Electric Sales *

~Mass-market - v . covos 53111
Mid-market e L . 46,584 o
Other . e L 18417 . -
S . $316330
Avefége_édsiqmeré * h o 209,464

For the Period .
June 6 — December 31, 2005
- (Megawatt hours) .. .~ .. ‘
Residential 1,591,005
Mass-market : L e 400,839
Mid-market - 478,531 . ;-
Other oL 29,780 L

2,500,155

* See note above in the TNMP Electric segment discussion about the impact of TECA.

First Choice’s gross margin, was $73.3 million for the period June 6 through December 31, 2005.
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significant factors that impacted gross margin include revenues of $9.4 million due to an increase in the price-to-
beat fuel factor in October 2005, higher: purchased power costs,:that were lessened by gas-hedges, gains-of.$4.2
million from the amortization of purchase power and power sale contracts (see Note 2) and gains of $4.2 m11110n
from a capacity auetion. - : . -

" In Texas, capacity auctions were a semi-regular event mandated by the TECA to promote liquidity in the
marketplace. In the most recent auctions, First Choice was the successful bidder for four 25 MW baseload blocks of
capacity in October 2005 and two 25 MW cychc blocks of capacity in September 2005.

Corporate and ‘Other

Corporate Administrative and General Expenses

Corporate administrative and general expenses, which represent costs that are driven primarily by corporate-
level activities, are allocated to the biisiness ségments and are presented in the corporate allocation line item in the
segment statements. These costs increased $10.5 million, or 9.3%, from the prior year to $123.6 million. The
increase was primarily due to charges in 2005 related to the TNP acquisition of $19.3 million and increased audit
and costs related to the cost of compliance with the Sarbanes-Oxley Act of $3.1 million. These increases were offset
in part by a decrease of $14.2 million for incentive based compensation at the corporate level, which were recorded
at the corporate level in 2004 but charged to the business segments in 2005.

PNMR Consolidated
Other Income and Deductions

Interest income increased $4.8 million, or 12.7%, due primarily to interest income of $2.5 million earned
from the investment of TNP's cash balance, which PNMR did not have in the prior year, interest income of $1.9
million earned from the investment of cash received from PNMR s issuance of equity-linked units, and $1.4 million
of interest income earned from higher cash balances from the PGAC caused by increasing gas prices. The increase
in interest income was partially offset by lower interest income of $2.0 miilion due to a lower level of investment in
the Palo Verde capital trust.

Other income increased $7.6 million, or 75.3%, due to a realized gain of $4.1 million on the sale of certain
PVNGS decommissioning trust assets, a $2.1 million increase in trust earnings in excess of the required amount and
a $2.2 million increase in merchandising revenues, primarily from emergency assistance services to other utilities
(offset by the related expenses in other deductions below). The increase in other income was offset in part by a $0.8
million decrease from the sale of water nights in 2004 that did not reoccur in 2005.

Carrying charges on regulatory assets were $4.4 million from June 6 through December 31, 2005. This
represents interest income on TNMP regulatory assets from the date of acquisition.

Other deductions increased approximately $16.0 million due primarily to an $11.3 million charge related to
the issuance of equity-linked units (see Note 6). In addition, other deductions increased due to a $2.5 million
contribution by PNMR to the PNM Resources Foundation and a $2.4 million increase in expenses related to
emergency assistance services to other utilities (offset by the related revenues in other income above).

Interest Charges

Interest charges increased $42.3 million, or 82.3%, primarily due to $16.8 million of interest charges related
to debt from the TNP operations, which PNMR did not have in the prior year, interest and refinancing costs of $10.8
million related to the hybrid income term securities issued in March and October of 2005 and $8.1 million of interest
charges related to increased commercial paper borrowings.

Cumulative Effect of a Change in Accounting Principle

Effective January 1, 2005, PNMR adopted FASB Interpretation No. 47, “Aecounting for Conditional Asset
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Retirement Obligations” (“FIN 47”), and recognized a cumulative effect of a.change in accounting principle that
decreased 2005 earnings $0.9 million, net of the income tax benefit; or $0.01 per diluted. common share.. The $0.9
million decrease to 2005 earnings is net of amounts expensed in prior years for cost of removal included: in
depreciation. FIN 47 requires the accrual of costs associated with conditional retirement obligations. ‘

Income Taxes

PNMR’s consolidated income tax expense was $32.9 million for the year ended December 31, 2005 before
the cumulative effect of a change in accounting principle, compared to $49.2 million in 2004. The decrease in
consolidated income tax expense was due to the impact of lower pre-tax eamnings. PNMR’s effective. operating
income tax rates for the years ended December 31, 2005 and 2004 were 30.80% and 36.95%, respectively. The
decrease in the effective operating tax rate, year-over-year, was due to lower pre-tax earnings and changes in
permanent tax differences. PNMR’s effective non-operating income tax rates for the years ended December 31,
2005 and 2004 were 32.92% and 33.03%, respectively. o '
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RESULTS OF OPERATION - PNM

YEAR ENDED DECEMBER 31, 2005 COMPARED TO YEAR ENDED DECEMBER 31, 2004

PNM’s segments are' PNM Electric, PNM Gas and PNM Wholesale and are identical to the segments
presented above in “Results of Operation” for PNMR.

Cumulative Effect of a Change in Accounting Principle
In 2005, PNM adopted FIN 47 and recognized a cumulative effect of & change in accounting: principle that
decreased 2005 earnings $0.5 million, net of the income tax benefit: The $0.5 million decrease to 2005 earings is

net of amounts expensed in prior years for cost.of removal included in depreciation. FIN 47.requires the accrual of
costs associated with conditional retirement obligations.
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RESULTS:OF OPERATION - TNMP

YEAR ENDED DECEMBER 31; 2005 COMPARED TO YEAR ENDED DECEMBER 31, 2004

TNMP operates in only one reportable segment, “TNMP Electric.” Results for the year-ended December 31,
2005 include the effects of purchase accounting on June 6, 2005, which are not included in the year ended December
31, 2004. Amounts for the period June 6 through December 31, 2005 are post-acquisition and amounts for the
period January 1 through June 6, 2005 and the year ended December 31, 2004 are pre-acquisition. (See Note 2.)

Operating revenues decreased $2.5 million; or.0.9%, from the prior year. Gross margin for the year ended
December: 31; 2005 decreased $3.0 million, or 1.8%, compared with the year ended December 31, 2004: The
decrease was primarily due to a:$10.5 million decrease in revenues: due to a rate reduction effective May 1, 2005
that was part of the PUCT’s approval of the TNP acquisition and $0.9 million decrease in margin due to the reduced
operations of a major customer. Partially offsetting the decrease in operating revenues were an increase in revenues
of $6.1 million due to customer growth and an increase in revenues of $1.8 million resulting from warm weather.

Total non-fuel operating expenses increased $0.3 million, or 0.2%, due primarily to a decrease in non-fuel
O&M of $0.6 million offset by an increase of $0.9 million in depreciation and amortization expense.

Administrative and general expenses decreased $2.8 million primarily due to decreased legal, environmental
and regulatory expenses of $4.4 million. The decrease in administrative and general expense was partially offset by
increased expenses of $1.5 million related to synergy credits passed to customers.

Transmission and distribution O&M increased $2.2 million primarily due to $0.6 million in increased
expenses for the preparation and restoration efforts related to hurricane Rita, $0.9 million related to the maintenance
of overhead lines in 2005, and increased payroll expenses of $0.6 million.

Depreciation expenses increased as a result of additions to fixed assets.

Cumulative Effect of a Change in Accounting Principle

In 2005, TNMP adopted FIN 47 and recognized a cumulative effect of a change in accounting principle that

decreased 2005 earnings $0.4 million, net of the income tax benefit. The $0.4 million decrease to 2005 earnings is

net of amounts expensed in prior years for cost of removal included in depreciation. FIN 47 requires the accrual of
costs associated with conditional retirement obligations.
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RESULTS OF OPERATION - PNMR

YEAR ENDED DECEMBER 31, 2004 COMPARED TO YEAR ENDED DECEMBER 31,2003

The Company’s net GAAP earnings for the year ended December 31, 2004 were $87.7 miillion, or $1.43 per
diluted share of common stock, a 7.8% decrease in net earnings compared to $95.2 million, or $1.58 per diluted
share of common stock, in 2003. This decrease primarily resulted from items that occurred in 2003 that did not
recur in 2004. In 2003, the Company recognized $36.6 million, net of income taxes, as an addition to net income for
the cumulative effect of changes in accounting principles for the adoption of SFAS No. 143, “Accounting for Asset
Retirement Obligations” ("SFAS 143”).and the change in the pension actuarial valuation measurement date ($0.61
per diluted share of common stock). This increase to 2003 income was partially offset by .the write-off of transition
costs of $9.5 million, net of income taxes, or $0.16 per diluted share of common stock, that resulted from the repeal
of electric deregulation in New Mexico in 2003, and a charge of $10.0 million, net of income taxes, or $0.17 per
diluted share of common stock, for costs related to long-term debt refinancing.

The following discussion is based on the methodology that the Company’s management uses.for making
operating decisions and assessing. performance of its various business activities. As such, these statements report
operating results without regard to the effect of accounting or regulatory changes, and similar items not related to
normal operations. See Note 3 for additional information regarding these results.and the Consolidated Financial
Statements. :

In addmon adjustments related to EITF Issue 03-11 are excluded from the PNM Wholesale segment and are
instead included in the Corporate and Other segment. This accounting pronouncement requires a net presentation of
realized gains and losses for certain non-trading derivatives. Management evaluates PNM Wholesale on a gross
presentation- basis dué to its primarily net-asset-backed marketing strategy and the zmportance it places on PNM’s
ability to repurchase and remarket previously sold capacity. The other segments are not affected by this EITF.

Corporate costs, income taxes and non-operating items are discussed onl):/ on a consolidated basis and are in
conformity with the presentation in the Consolidated Financial Statements.
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Regulated Operations

PNM Electric

The table below sets forth the operating results for PNM Electric:

December 31, .
2004 2003 - Variance
o : e (In thousands) : :
Operating revenues - $558,412 $560,464 $(2,052)
. Less: Cost of energy 186,517 177,767 8,750
Intersegment energy transfer (42,769) (34,760) (8,009)
Gross margin . e -414,664 417,457 “2,793)
Energy production’costs 113,848 108,734 5114
Transmission and distribution O&M -31,360 31,596 - e (236)
" Cuistomer related expense - -~ 18,190 15,543 2,647
Administrative and general 4,640 6,972 (2,332)
Total non-fuel O&M 168,038 162,845 5,193
Corporate allocation 69,820 69,269 551
Depreciation and amortization 63,050 73,532 (10,482)
Taxes other than income taxes 20,324 . 20,520 (196) -
Incomé taxes 23,141 23,750 (609)
' Total non-fuel operating expenses 344,373 349,916 (5,543)
‘Operating income B ' $ 70,291 $ 67,541 $ 2,750
The following table shows electric revenues by customer class and average customers:
PNM Electric Revenues
Year Ended
December 31,
2004 2003 Variance
(In thousands, except customers)
Residential $206,950 $203,710 $ 3,240
Commercial 251,092 252,876 (1,784)
Industrial 61,905 64,549 (2,644)
Transmission 18,327 19,453 (1,126)
Other 20,138 19,876 262
$£558,412 $560,464 $(2,052)
Average customers 406,968 396,303 10,665

Year Ended
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The following table shows electric sales by customer class:

PNM Electric Sales
Year Ended
December 31,
2004 2003 Variance
y C (Megawatt hours)

Residential | © 2,509,449 2,405,488 103,961
Commercial . 3,450,503 3,379,147 71,356
Industrial - 1,283,769 1,292,711 (8,942}
Other © 253393 247,255  ....6,138

7,497,114 7,324,601 . 172,513~

Operating revenues decreased-$2:1 miillion, or 0.4%, from the prior year: "The decrease in revenues was
primarily dié to an electric ratereduction under the Global Electric Agreement. The rate reduction decreased 2004
revenues by $16.7 million. Under the agreement, rates will decrease again by 2.5% in September:2005 and remain
at that level through 2007. PNM Electric sales"grew 2.4%, to 7.5 million MWh in 2004 compared to 7.3 million
MWh in 2003. Weather-normalized retail electric load growth was 3.3% in 2004." This volume increase was due to
customer growth, which increased revenues by $21.2 million. This volume increase was offset slightly by warmer
summer weather in 2003 compared to 2004. Cooling Degree Days for Albuquerque declined 22% to 1,304 during
the year ended December 31,2004 compared to 1,671 during the year ended December 31,:2003. .

The gross margin, or operating revenues minus cost of energy sold.and intersegment energy transfer,
decreased $2.8 million, or 0.7%, from the prior year. Generation costs decreased by $3.5 million driven by lower
fuel costs at SJGS, while purchased power costs increased. $5.4 million due to higher prices. In addition, costs of
$5.9 million related to the amortization of certain coal mine reclamation costs as agreed to in the current electric rate
agreement were incurred during 2004, an increase of $4 0 million compared to 2003. These costs are amortized
over 17 years

Total non-fuel O&M expenses increased $5.2 million, or 3.2%, over the prior year. Energy production costs
increased $5.1 million, or 4.7%, primarily due to mcreased splant maintenance costs of $4:3 million for planned and
unplanned outages in 2004. Transmission and distribution O&M expense decreased $0.2 million, or 0.8%, primarily
due to a decrease in operating lease costs of $1.1 million for a transmission line, a portion ( of which was purchased in
April 2003 and decreased maintenance costs of $0.3 million in 2004, which were .mostly offset by increased labor
and outside services costs. Customer-related expense. increased $2.6 million, or 17. 0%,: as a result of favorable
collection outcomes in 2003, Administrative arid general expense ‘decreased $2.3 million, or 33.5%, due to lower
expenses for paid-time-off and insurance, regulatory commission expense and outside service costs.

Depreciation and amortization decreased $10.5 million, or 14.3%. This reduction was primarily attributable
to a decrease in depreciation rates to align depreciation expenses with NMPRC approved rates based on a new five-
year depreciation study, which decreased depreciation expense by $8.2 million year over year. -Additionally,
depreciation decreased $3.0 million due to the Company’s billing system being fully depreciated at the end of 2003.
The Company expects to see depreciation rise going forward as a result of increased investment in new information
technology platforms.
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PNM Gas

The table below sets forth the operating results for PNM Gas:

Operating revenues
Less: Cost of energy
Gross margin - -
Energy production costs _ .
Transmission and dlstnbutlon O&M
Customer related expense
;- -Administrative and-general ... - .
-+ Total non-fuel O&M .
.+ Corporate-allocation -
. Depreciation-and .amortization. ., -
. - Taxes other than income taxes’ ..
.- Income faxes.

Total non-fuel operatmg expenses

Operating income. " -~

"~ The. following table shows ‘gas revenues by customer’ and average customers:

"Residential’ -~
‘‘Coinmercial
‘Industrial ©

: "~ 'Transportation* -~ 7

“Other

Pt

Average customers

*Customer-owned gas. . -

Year Ended
December 31,

2004 2003 Variance
(In thousands)

- $490,921 $358,267 - $132,654

343,219 228,345 - 114,874

147,702 129,922 *+ 17,780

. 2,338 1,930 .- 408
28,006 29,515 (1,509)

19,283 16,832 2,451

- 1,648 - . o 2040 .. o . (392) .

C 851,275 . 50,317 L5988
38,725 ... 39,543 - - o(B18) . o
18:894 .. 22,186 .. (3,292) «.0 o

7:412. 6886' = ¢ 526
178,063 (956) 9,019 .
.: 124,369 117 976:. . 6,393 - .o
- .$23,333 $11,946 . - -$11,387 - ... -

PNM Gas Revenues
Year Ended -
December 31,
2004 2003 Variance
“n thousands except customers)

- $292,163 ¢ $226,799 $ 65,364
"*9’2;128" 72269 19,859
2;_889"" Cop820 0 69

15274 ©18,906 ¢ " '(3,632)
88,467 ‘ 37,473* 50,994
$490,921- ‘$358,267 $132 654 S
461,399 452,328 9 071
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The following table shows gas throughput by customer class:

PNM Gas Throughput
Year Ended
December 31,
2004 2003 Variance
Dl ~ (Thousands of decatherms)

Re51dentxal . 30 618 27,416 3,202
Commercial - 1 1,639 10,810 829
Industrial 413 485 (72)
Transportation* S 43,208 50,756 (7,548) -
Other , 7 13,871 5,510 8,361

99,749 94,977 4,772

*Customer owned ; gas

Operatmg revenues mcreased $132.7 m11hon or 37.0%, over the prior year primarily because of higher
natural gas prices in 2004 as compared to 2003 and the rate increase discussed below. The Company purchases
natural gas.in the open market and resells it at the same price to its sales-service customers.  As a result, increases or
decreases in gas revenues driven by gas costs do not impact the Company’s consolidated gross margin or earnings.
In 2004, off-system sales réVerities increased $47.7 million due to the revision of an interstate transportation contract
and improved conditions in the gas market. Total gas sales volumes increased 5.0%, resulting from off-system sales
and customer growth of 2:0%; customer growth increased revenues $2.7 million over the prior year. ‘A normal early
winter season compared to.a warmer 2003 increased revenues $3.0 million. “In addition, revenues grew $11.4
millien due to.a cost of service rate increase granted by the NMPRC in January 2004. The rate increase is expected
to increade gas revenues by approximately $22.0 million annually; however, implementation of the residential
increase was. delayed until Apr11 2004. The increase in operating revenues was partially offset by a decrease in off-
system transportation of $5.4 million due to lower price differences between the San Juan and Permian basins.

The gross margin, or operating revenues minus cost of energy sold, increased $17.8 million, or 13.7%, over
the prior year. This increase was due mainly to customer growth, a normal winter heating season during the first
quarter 2004 compared to the first quarter of 2003, and the NMPRC-approved rate increase, partially offset by the
decrease in off-system transportation sales described above.

Total non-fuel O&M expenses increased $1.0 million, or 1.9%, over the prior year. Customer-related
expense increased $2.5 million, or 14.6%, primarily due to an improvement in collection rates in 2003 that was
maintained in 2004. Transmission and distribution O&M expense decreased $1.5 million primarily due to a
reduction in payroll costs from a Company reorganization. Administrative and general expense decreased $0.4
million due primarily to a $1.3 million decrease in paid-time-off expense, offset in part by increased insurance
expense of $0.5 million and increased capital activity in 2004.

Depreciation and amortization decreased $3.3 million, or 14.8%, primarily due to the Company’s customer

billing system being fully depreciated at the end of 2003. The Company expects to see depreciation rise going
forward as a result of increased investment in new information technology platforms and other capital spending.
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Unregulated Operations

PNM Wholesale

The table below sets forth the operating results for PNM Wholesale:

Operating revenues

External sales

Intersegment sales

Total revenues o
Less: Cost of energy =~

Intersegment energy transfer

Gross margin
Energy production costs :
Transmission and distribution O&M .
Customer related expense,
Administrative and general

Total non-fuel O&M
Corporate allocation
Depreciation and amortization
Taxes other than income taxes
Income taxes .

Total non-fuel operating expense
Operating income . * -
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Year Ended
December 31,
2004 2003 Variance
(In thousands)
$588,243 "¢ $551,625. $36,618
- 1,535, (1,535)
588,243 553,160 35,083
449,059 413,089 35,970
42,769 34,760 .. - 8,009
96,415 105,311 (8,896)
29967 - . 29,919 .o 48
81 59 S22
1,049 711 . ;. 338 .
7,255 8390 ... (3,135 v
38,352 . 39,079 . 727 - o
4,557 e 2,586 ¢ 1,971 - .
14,809 :14,230 579 -
3,533 . - 3,263 270- . -
8,537 2 12,111 3,574) .. - -
69,788 - 71,269 (1,481)
$ 26,627

$ 34,042

$(7,415)




Thefollowing table shows revenues by customer class:

PNM Whelesale Revenues

. Year Ended:’
December 31,
2004 2003 Variance
{(In thousands)
Long-term contracts $158,085 $135,674 $22,411 -
Short-term sales 430,158 415,951 14,207
* Intersegment sales T e 1,535 - (1,535)

$588,243 " $553,160  $35,083

The following table shows sales by customer class:

- PNM Wholesale Sales " -

- Year Ended

December 31,
2004 2003 VYariance

., (Megawatt hours)

Long-term contracts 2,943,372 2,469,707 473,665
Short-term sales © 9,057,172 9,432,297 (375,125)
- 12,000,544 11,902,004~ 98,540

Operating revenues increased $35.1 million or 6.3% over the prior year. This increase in wholesale electric
sales primarily reflects additional long-term contract sales and wholesale electric price improvements in short-term
prices. New long-term contracts added 437,446 MWhs, or $21.0 million in revenues, slightly offset by a decrease in
certain existing contract sales prices of $3.3 million due largely to a price reductxon for sales to Kirtland Air Force
Base. These contracts support the Company’s long—term growth plans and net asset—backed strategy. In addition,
the Company s short-term sales increased $14.2 million, or 3.4%, compared to. the prior year period, partially due to
an increase in average short-term prices. Short-term. sales volume decreased 4. 0% due to less favorable energy
purchase- to-sale market spreads between PVNGS and the Mead market hub.

The gross margm or operatmg revenues mrnus cost of energy sold and 1ntersegment energy transfer,
decreased $8.9 million, or 8.4%, from the prior year. Short-term sales margin decreased $15.6 million primarily due
to the effect of higher purchase costs and less available excess energy resulting from increased electric retail load
growth and unplanned outages on certain of the Company’s generation facilities, partially offset by hrgher sales
volumes and higher market prices. Average short-term market purchase prices increased 10.7% over the prior year
while average short-term market sale prices increased 4. 4% over the prior year. The Company had an unfavorable
change in the unrealized rnark to-market position of $1 7 million from the prior year ($1.8 million gain in 2004
versus $3.5 million gain in 2003) reflecting depressed. pricing caused by cooler weather. Long-term contracts
margin increased $6.8 million due to additional Iong-term sales under néw and existing contracts. In addmon the
long-term margin increase included $6.1 million from sales of pollution credits.

Total non-fuel O&M decreased $0.7 million, or 1.9%, from the prior year Administrative and general
decreased $1.1 million, or 13. 5%, due to transportatron costs of $1.0 million recognized in 2003 for turbines that
were placed in storage, whrch did not recur in 2004
Corporate and Other

Corporate Administrative and General Expenses

Corporate administrative and general expenses, which represent costs that are driven primarily by corporate-
level activities, is allocated to the business segments and is presented in the corporate allocation line item in the
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segment statements. These costs increased $1.7 million, or 1.5%, from the prior year to $113.1 million,. primarily
due to a net increase in compensation and benefit costs.

Taxes other than income increased $2.7 million due to the 2003 favorable resolution of tax issues of $2.4
million and increased social security taxes due to overall higher payroll costs.

PNMR Consolidated
Other Income and Deductions.

Other income decreased $4.6 -million, or 8.8%, from the prior year due to decreased tax credits of $2.4
million, and a decrease in the ‘equity. component of allowance for funds used during construction of $1.3 miltion.
Additionally, other income decreased due to favorable 2003 customer settlements of $0.8 million, which did not
recur in 2004, : ; :

Other deductions decreased $38.0 million from the prior-year primarily due to a charge of $16.7 million in
2003 for the write-off of transition costs due to the repeal of deregulation in New Mexico and a charge of $16.6
million in 2003 for costs related to long-term debt refinancing.

Interest Expense

Interest expense decreased $14.8 million, or 22.4%, over the prior year due to debt refinancing, including
senior unsecured notes and pollution control bonds, and lower short-term debt balances, which decreased interest
costs $10.1 million. Additionally, the' Company had lower, borrowing levels in 2004, which reduced interest
expense by $2.6 million, and a favorable interest rate swap which further reduced interest expense by $2.1 million.

Income T axes

“PNMR’s consolidated income tax' expense was $49.2 million for the year ended December 31, 2004,
compared to $27.9 million in 2003 before the cumulatrve effect of a change in accountrng pnncrples The i increase
was due to the impact of higher pre-tax earnings. PNMR’s effective operatmg income tax rates for the years ended
December 31, 2004 and 2003 were 36.95% and 34. 88%, respectively. The i mcrease in the effective operating tax
rate was due to a decrease in permanent tax differences, resulting from tax credrts in 2003." PNMR’s effective nof-
operating income tax rates ‘for the years ended December 31, 12004 anid 2003 were 33.03% ‘and (2.79)%,
respectively. The increase in the effective tax rate was due to a decrease in permanent tax dxfferences resulting
from allowance for funds used dunng constructron and tax credlts in 2003

5

Cumulative Effect of Changes in Accountzng Prznczples

In 2003, the Company adopted SFAS 143. The efféct of the initial applrcatlon of the new standard is reported
asa cumulatrve effect of 4 change in accounting prmcrple As a result, PNMR recorded income, net of i income tax
expense, ‘of approximately $37.4 million, or $0.62 per diluted common share, representrng amotints expensed in
prior years for its asset retirement obllgatrons in excess of the actual legal obhgatlons as estabhshed under the new
accounting standard.

In 2003, the Company changed its valuation date for its pension and post retirement benefits plans from
September 30 to December 31 to better reflect the actual plan balances as of the' PNMR’S year, end balance sheet
date. The effect of the change in the plans’ valuation date is reported as a cumulative’ effect of a change in
accounting principle. PNMR recorded additional expense, net of income tax benefit, of approximately $0.8 million,
or $0.01 per diluted common share reflecting the effect of changing the valuation date.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in accordance with GAAP. requires Company management to select
and apply accounting -policies that best provide the framework to report the results: of operations and financial
position forrPNMR, PNM and TNMP. The selection and application of those policies requires:management to make
difficult- subjective or. complex judgments concerning reported amounts of revenue and.expenses during the
reporting period and the reported amounts of assets and liabilities.at the date of:the financial statements. As a result,
there exists the likelihood that materially different amounts would be reported:under. different conditions or using
different assimptions. Company management has identified the following accounting policies that it deems critical
to the portrayal of the financial condition and results of operations of PNMR, PNM and TNMP and that: involve
significant subjectivity. Company management believes that its selection and application of these policies best
represent. the operating results and. financial- position of PNMR, PNM and TNMP: .The following. discussion
provides information on the processes utilized by Company management in makmg Judgments and assumptlons ‘as
they apply to its crltrcal accountmg pohcles . : ‘

Revenue Recognmon

0perating revenues are recorded as services.are rendered.to customers: Revenues -subject.to refund. are
recorded with a reserve also established for the potential refund. The Company’s subsidiaries record unbilled
revenues representing management's assessment of the estimated amount customers will be billed for services
rendered between the meter-reading dates in a particular month and the end of that month. Company management
estimates unbilled revenues based on sales recorded-in-the billing system, taking into account weather impacts. The
method is consistent with the.approach to normalization’ employed.for rate case billing determinants and the load
forecast. - To the extent the estimated amount. differs from the amount:subsequéntly billed, reveniues will be affected.
Unbilled revenues are separately reported on the Consolidated Balance Sheets of PNMR PNM and TNMP.

Regulatory Assets and Llabzhtzes

The Company is subject to the provisions of SFAS No 71, as amended “Accountmg for ‘the Effects of
Certain Types of Regulation” ("SFAS 71”). Accordingly, the Company’s utility..subsidiaries, PNM and TNMP,
have recorded assets and liabilities on the Consolidated Balance Sheets resulting from the effects of the ratemaking
process, which would not be recorded under GAAP for non-regulated entities. Regulatory assets represent incurred
costs that have been deferred because they are probable of future recovery in customer rates. Regulatory liabilities
generally represent probable: future reductions in revenue or refunds to.customers. The Company’s continued ability
to'meet the criteria for application.of SFAS 71: may be affected in the future by: competitive forces and restructuring
in-the electric industry. In.the event that. SFAS 71 no longer applied. to ally.of a separable portion; of Company’s
operations, the related regulatory assets and habrlmes would be written off unless an appropnate regulatory recovery
mechamsm is prov1ded ; ‘ . o ST ‘ T

Untrl 1ts next rate.case, PNM s elecmc rates ‘are ﬁxed therefore the opportumty to recaver increased. costs
and the costs of new investment in facilities through ratesis limited through 2007 due to the rate~freeze. ‘As a result,
PNM defers certain costs-based on its expectation that it will recover these costs in future rate.cases. . If.future
recovery of these costs ceases to be probable, PNM would be requlred to record a charge in current period eammgs
for the portron of the costs that were not recoverable. : : : -

Asset ]mpairment

Tangible long-lived assets are evaluated in relation to the future undiscounted cash flows to assess
recoverability in.accordance with SFAS 144 when events and :circumstances indicate -that the assets might be
impaired. These potential impairment indicators include Company management's. assessment of fluctuating market
conditions as a result of industry deregulation; planned and scheduled 'customer purchase commitments; future
market penetration; - fluctuating market- prices resulting. from. factors. including. changing . fuel costs and other
economic conditions; weather patterns; and other market trends. The amount of impairment recognized is the
difference between the fair.value of the asset and the carrymg value of the asset.: :

PNM has three turbmes currently in storage w1th a combmed book value of approxrmately $64.7 rmlhon at
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December 31, 2005. PNM believes that it will be able to place two of the turbines in service and recover the costs of
these two turbines in rates. As previously reported, PNM had planned to convert Afton from a combustion turbine
to a combined-cycle unit.using another turbine inistorage. As part of negotiations. that will allow PNM to convert
Afton to a:combined cycle plant and include it as a jurisdictional resource, Company management found.that an
alternative .equipment-configuration will be used and this turbine will not be used. In the fourth quarter of 2005,
Company management determined that it.would make the turbine available: for sale. Based on its market survey,
PNM recorded -an-impairment. charge.of ‘$15:0 million for the year ended December 31, 2005. The 1mpalrment
charge is recorded in the: Coxporate and Other segment.

Goodwzll and OIher Intangzble Assets

In accordance w1th SFAS No 141 as amended, “Business Combznatzons ” (“SFAS 141”), the Company' has
revalued,, the assets-and liabilities acqulred as.part of the acquisition of TNP at their respective fair values. Under the
provisions of SFAS 142, the Company does not amortize goodwill. Certain intangible assets are:amortized. over
their estimated useful lives. .Goodwill and unamortized intangible assets are evaluated for impairment at least
annually, or more freQuently if events and circumstances indicate that the goodwill and intangible assets might be
impaired. Amortized other intangible assets are evaluated for 1mpa1rment m accordance with SFAS 144 when
events and cncumstances md1cate that the assets mlght be 1mpa1red -

sl 1 : :

Purchase Accountzng

The acqmsmon of TNP was accounted for using the ipurchase method of accountmg as prescnbed n SFAS
141; accordingly, purchase accounting adjustments have been reflected in the financial statements of TNP for .all
periods subsequent to-June'6,'2005. The.purchase accounting entries are reflected on PNMR’s financial statements
as of the purchase date. PNMR “pushed down™the effects of purchase accounting to the financial statements of
TNMP and First Choice. Accordingly, TNMP’s post-acquisition financial statements reflect a new basis of
accounting. TNP’s largest subsidiary, TNMP, is a regulated utility; therefore, in accordance with SFAS 71, the fair
value of the majority of the assets and liabilities did not change significantly. The business operations of TNP were
not significantly changed as a result of the acquisition; and post-acquxsmon and pre-acqutsxtxon operatmg results,
except as: noted 1n the: dlscussmn are’ comparable : :

. W
RS T

Decommzsszonmg Costs
Accountmg for decommxssxonmg -COStS . for nuclear and fossﬂ fuel generatlon 1nvolves 51gmﬁcant estlmates
related.to ‘costsito be:incurred -manyyears in the future after plant closure. -Changes in these estimates could
significantly impact: PNMR’s and PNM’s financial position, results.of operations and-cash flows. PNM owns and
leases. nuclear: and fossil-fuel generation - facilities ‘that ‘are within and outside -of .its retail service areas. In
accordance with SFAS 143, PNM is only required to recognize and measure decommissioning liabilities for tangible
long-lived assets for which a legal obligation exists (see Note 15). Adoption of SFAS 143 changed the method of
accounting ‘for both:nuclear generation: decommissioning and -fossil-fuel generation decommissioning. Nuclear
decommissioning costs are -based ‘ori’ site-specific estimates:of the Costs. for removing all radioactive and other
structures at the site. PVINGS ‘Unit-3 is excluded from PNM’s retail rates while PVNGS Units 1-and 2 are included.
PNM -collects ‘a provision for .ultimate  decommissioning of PVNGS Units 1 and 2 in its rates and tecognizes a
corresponding expense and liability for these amounts. PNM believes: that it will continue to be able to collect in
rates for its legal asset retirement obligations for nuclear generation activities included in the ratemaking process.

Financial Instruments

The Coinpany follows the provisions sét ‘forth: under SFAS ‘133, as amended. SFAS 133 establishes
accouriting and repoiting standards requiring derivative instruments to-be recorded in the balance sheet as either an
asset or-liability measured at their fair value. -'SFAS 133 also requires that changes in the derivatives’ fair value be
recognized currently in. earnings unless ‘specific hedge accounting or normal purchase-and sale criteria are met:
Special accounting for qualifying hedges allows derivative gains and losses to offset Telated results on the hedged
item in the statement of eamings, and requires that a company must formally‘document, designate, and assess the
effectiveness of transactions that receive hedge accounting. SFAS 133 provides that the effective portion of the gain
or loss on a derivative instrument designated and qualifying ‘as:a cash flow hedging instrument be reported as a
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component of other comprehensive income and be reclassified into earnings in the period during which the hedged
forecasted transaction affects earnings. The results of hedge ineffectiveness and the change in fair value of a
derivative that an entity has chosen to exclude from hedge effectiveness are required to be presented in current
earnings.. .

Pension and Other Postretirement Benefits

PNMR and its subsidiaries maintain a qualified defined benefit pension, a plan providing medical and dental
benefits to eligible retirees, and an®executive retirement program (“PNM Plans”). PNMR maintains the legal
obligation for the benefits owed to participants under these plans. TNMP also maintains a qualified defined benefit
pension plan covering substantially all of its employees, a plan providing medical and death benefits to eligible
retirees and an executive retirement program (“TNMP Plans™). The actuarial estimates of retiree benefits and the
associated significant weighted-average assumptions for these plans are discussed in Note 12.

~ One of the most significant as§imptions is the return on assets assumption, which was 9.0% for the PNM
pension plan for:the year ending December 31, 2005 and 7.8% for the TNMP pension plan from January .1 though
June 6:and 9.0%.from June 6 through December 31, 2005. This assumption will be 9.0% for both the PNM and
TNMP -pension plans for 2006. In developing.the expected. long-term rate of return assumption, the Company
evaluated input from its actuaries and-its investment. consultant, including their review of asset class return
expectatlons as well as long-term inflation assumptions. The 9.0% assumption was based on a passive return of
8.7% and a premium for active management of 0.3% reflecting the target asset allocation and current investment
array. If all other factors were to remain unchanged it is expected that a 1% decrease in the expected long-term rate
of.return would cause PNM’s 2006 net pension income to decrease approximately $4.5 million (analogous change
wQﬁld result from a 1% increase). If all other factors were to remain unchanged, it is expected that a 1% decrease in
the eéxpécted long-term rate of return would cause TNMP’s 2006 net pension income to decrease approximately $0.8
million (analogous change would result from a 1% increase).

Under SFAS No. 87, “Employers’ Accounting for Pensions” (“SFAS 87”) and SFAS No. 106, ‘Employers’
Accounting for Postretirement Benefits Other Than Pensions” (“SFAS 106”), the expected long-term rate of return
on pension and postretirement plan assets is calculated on the market-related value of assets. SFAS 87 and SFAS
106 require that actual gains and losses on pension and postretirement plan assets be recognized in the market-
related value of assets equally over a period of not more than five years, which reduces year—to-year volatility. For
the PNM Plans and TNMP Plans, the market-related value of assets is equal to the prior years’ market related value
of assets.adjusted for contributions, benefit payments and investment gains and losses that lie within a corridor of
plus.or minus 4.0% around the expected return on market value. Gains and losses that lie outside the corridor are
amortized over five years, i.e., if investment return is outside a range of 5.0% to 13.0% (expected long-term rate of
return plus or minus 4.0%), this market-rélated value recognizes the portion of return that is outside the range over a
five-year period from the year in which the return occurs. As such, the future value of assets will be impacted as
pre;vioﬂsly deferred returns are recorded. :

The dxscount rate that the Company utilizes for determining future pension and postretlrement obligations is
based on a review of long-term high-grade bonds and management’s expectations. As a result of this review, the
Company adjusted the discount rate for the PNM pension plan to 5.75% at December 31, 2005 from 6.0% at
December 31, 2004. The rate for the TNMP pension plan was adjusted to 5.75% at December 31, 2005 from 5.25%
at June 6, 2005 and was 5.75% at December 31, 2004. Lowering the discount rate by 0.5% would have decreased
2005 pension income for PNM by approximately $0.5 mllhon and would have no 1mpact on TNMP pension
expense.

Based on an expected rate of return of 9.0%, a discount rate of 5.75% and various other assumptious, it is
estimated that the PNM pension income for the qualified and non-qualified pension plans will be approximately $2.8
million - in 2006 and $2.8 million in 2007. It is estimated that TNMP.pension income for the qualified and non-
qualified pension plans will be approximately $2.6 million in 2006 and $2.7 million in 2007. Future actual pension
income or expense will depend on future investment performance, changes in future discount rates and various other
factors related to the populations participating in the Company’s pension plans.

Note 12 contains further details about the effects of certain changes in assumptions related to medical trend
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rates-on retiree:health costs. ' The Company w1ll continue to evaluate 1ts actuarial:assumptions at. least annually, and
will- adjust as necessary. : . :

See Item 7A “Quantltatwe and Qualrtatlve Dlsclosure About Market Rlsk” for dlSCUSSlOH regardmg the
Company’s accounting policies and sensitivity analysis for the Company’s financial instruments and derivative
energy and other derivative contracts. See also “Financing Activities” below-for additional discussion regarding thé
Company s accountmg pollcres for forward interest rate swaps.

LIQUIDITY AND CAPITAL RESOURCES
PNMR :

At December 31 2005 PNMR had cash and short term 1nvestments of $68 2 mrlhon compared to. $l7 2
mrlllon in cash and short—term 1nvestments at December 31, 2004

- Cash prov1ded by operatmg actrvrtres for. the year ended December 31 2005 was. $2lO 5 mlllron compared to
$235 1 million for the year ended December:31;-2004. PNMR's net earnings for the year-ended December 31, 2005
decreased 23.4% -to $67:2 million: from $87.7 million. for:the:yearended December 31, 2004. The decreasé in
earnings; -as well as-higher natural gas:prices in 2005, contributed to the decrease .in cash provided by operating
activities. The decrease in-earnings was, driven primarily by acquisition related costs, the write down-of a turbine to
fair market value: and other charges. .In-addition, the.Company experienced below normal "levels of plant
performance, which reduced. the-amount of electricity the Company .sold. on the wholesale market and forced the
Company ‘to- purchase power to teet jurisdictional and-contractual wholesale needs. :In addition, the margin on
fixed-price contracts decreased;-as increases in purchased power contract prices driven by. increasing fuel prices
could not be passed on to customers with-fixed sales prices. ' These decreases to net earnings were partially offset by
the addition of the TNP operations for June 6 through December 31, 2005 and ‘an increase in cost of service gas
rates.

- Cash used for investing -activities “was'$154.6 million:for theé year' ended December 31, 2005: compared to
$143:8million: for ‘the year ended December' 31, 2004. ‘The inctease in cash used for- investing ‘activities in the
current period: was due primarily-to. increased cash-payments for ut111ty plant addltrons offset in part by :the cash
balances acqurred from TNP net of the cash pa1d to acqu1re TNP o ; :

Cash used for ﬁnancmg actrvrtres was $4 8 mrlllon for the -year ended December 31, 2005 compared to cash
used for. financing activities of \$86.8 million for the year ended:Decembet 31, 2004. Cash used for financing
activities in 2005 decreased due t6 the issuance of short-term debt of $237.5 million'to fund a portion of the cost. of
redemption of TNP preferred stock dand senior notes; the issuance of thé equity-linked. units for $339.8 million and
the issuance of common stock for $101.2 million. - The decrease in cash used for financing activities was partially
offset by the redemption of TNP preferred stock of $224.6 million and the repayment-of long-term debt of $399.6
million, including the repayment of $289.1 million in TNP senior notes (excluding the final interest payment) and
the repayment of $110.5 million under the TNP credit agreément. - Financing actrvrtres in 2004 consrsted primarily
of common stock drv1dend payments and: short term debt repayments ' : : e

PNM

Cash provided by operating activities for the yéar ended Decémber 31, 2005 was $171.5 million compared'to
$261.0 million for the year ended December 31, 2004. This decrease in cash provided by operating activities was
due pnmarrly to lower eammgs in 2005 and hlgher natural gas prrces in 2005

Cash used- for mvestmg activities was $151 3 mllllon for the year ended December 3l 2005 compared to
$131.8 million for the' year énded December 31,-2004. The increase in cash used for investing activities’was due
primarily to increased utility - plant’ additions: in- 2005, offset in’ part by a'$122 mrllron purchase of EIP bond
investments in 2004 that did not recur in 2005.

' Cash used by financing activities was $24.0 million for the year ended December 31, 2005 compared to cash
used for financing activities of $124.4 million for the year ended December 31, 2004. The decrease in cashused for
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financing activities was due primarily to cash received from short-term borrowings in 2005 of $67.8 million
compared to the use of cash in 2004 of $64.5 million to repay short-term borrowings. The decrease in cash flows
from financing activities was offset in part by the payment of $91.0 million in dividends to PNMR in 2005,

TNMP: -

TNMP's cash ptovided by operating activities for the year.ended December 31, 2005 was $66.9 million
compared to. $67.4 million for the year ended December 31,.2004. - TNMP's net eamnings for the year ended
December.31; 2005 were $26.7 million compared to a net loss of $51.2'million in’'the year.ended December 31,
2004. "'TNMP's net earnings increased $77.9 million in 2005 compared to 2004 due primarily:to a.charge of $97.8
million, net of tax, in 2004 for the disallowance of stranded.costs, which did not recur in 2005. The charge for
stranded-costs was offset in pan by the recording: of $32 0 mllhon of carryrng charges related to deferred stranded
costs in 2004 : . . , e

Cash used for- 1nvesnng actlvmes was $42 8. mrlllon for the year ended December 31, 2005 relatrvely
unchanged from: $43 2 million for the year ended December 31 2004 ‘ :

Cash used for ﬁnancmg act1v1t1es for the year ended December 31 2005 was $73 7 mllhon compared to cash
used for financing activities for the year ended December 31, 2004 of $15.4 million. During 2005, TNMP, a wholly
owned subsidiary. of TNP, paid $62.0 million to:redeem a portion -of the. TNMP stock held by TNP. TNMP also
paid:$12.0 million to redeem senior notes in 2005.- Cash used for ﬁnancmg activities in 2004 consisted pnmanly of
long-term debt costs/repayments and dividends paid.. :

Pension and Other Postretirement Benefits

PNMR

,PNMR -and its subsidiaries maintain a qualified defined benefit pension, a plan providing medical and dental
benefits.te eligible retirees, and. an--executive retirement.program (“PNM Plans”). . PNMR: maintains the :legal
obligation for the benefits owed to participants under these plans. TNMP also maintains a qualified defined benefit
pension plan covering substantially all of its employees, a plan providing medical and death benefits to eligible
retlrees and an executive retirement program (“TNMP PIans”)

The. total 2005 conmbutlons to the PNM Plans in addltlon to- conmbutlons to the TNMP Plans from the date
of PNMR’s acquisition:of TNP;:or June 6, 2005 through December 31, 2005, are included:in:PNMR’s Consolidated
Statement .of ‘Cash Flows. TNMP- Plan .contributions .of ‘$0.5 million are included in PNMR’s Consolidated
Statement of Cash -Flows for the yéar ended December 31,:2005. -Se¢. PNM and TNMP contribution detail below. .

PNM
During 2005, PNM did not make any contributions to its qualified pension plan and does not anticipate:
making any contributions to the qualified pension plan in 2006. PNM made contributions totaling $6.2 million to-its
postretirement benefit plan for the plan year 2005 and expects to make -contributions totalmg $6.2 million to:its
postretirement benefit plan in 2006.

TNMP

Durmg 2005 TNMP did not make any contnbutlons to-its quahﬁed pension plan and does not anticipate
making any contributions to the qdalified pension planin 2006. TNMP made contributions totaling:$0.9 million to
its postretirement benefit plan for the plan year 2005 and expects to make contributions totaling $0.3 million to.its
postretirement benefit plan in 2006.
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Capital Requirements

PNMR

Total capital requirements include construction expenditures as well as other major capital requirements and
cash dividend requirements for both common and preferred stock. The main focus of the Company’s current
construction program is upgrading generation resources, upgrading and expanding the electric and gas transmission
and-distribution systems-and purchasing nuclear fuel. Projections for total capital requirements for 2006, including
TNMP and First Choice, are $458.0 million with projections for construction expenditures for.2006 constituting
$418.0 million of that total. Total capital requirements, including TNMP and:First Choice; are projected to be
$1,833.8 million and construction expenditures are projected to be $1,602.8 million for 2006-2010. These estimates
are under continuing review and subject to on-going adjustment. This projection includes $16.0-million for the
construction of Luna and $147.0 million for expansion at Afton. In November 2005, PNM filed a joint stipulation
with the NMPRC that would allow PNM to convert Afton to a combined cycle plant and bring Afton into retail rates
effective January 1, 2008. The Afton book value for ratemaking in PNM’s 2007 rate case will be 50% of the lower
of the actual cost to construct or $187.6 million. PNM cannot.recover costs for Afton in excess of this amount in its
retail rates. The stipulation is subject to approval by the NMPRC This pr0_|ect10n does not include any amounts for
the proposed Twin Oaks acquisition. : : s

The Company continues to look for appropriately priced ‘generation acquisition and expansion opportunities
to support retail electric load growth, for the continued expansion of its long-term contract business, and-to
supplement its natural transmission position in the southwest and west areas of the United States.

During the year ended December 31, 2005, the Company utilized cash generated from operations and cash on
hand, as well as its liquidity arrangements, to cover its capital requirements and construction expenditures. Except
for the proposed acquisition of the Twin Oaks facility, the Company anticipates that internal cash generation -and
current debt capacity will be sufficient to meet all of its capital requirements and construction expenditures for the
years 2006 through 2010. To cover the difference in the amounts and timing of cash generation and cash
requirements, the Company intends to use short-term borrowings under its current and future liquidity arrangements.

PNM

The main focus of PNM’s current construction program is to upgrade generation resources, to upgrade and
expand the electric and gas transmission and distribution systems ‘and to purchase nuclear fuel. Projections for total
capital requirements for 2006-are $386.2 million with projections for construction expenditures for 2006 constituting
$346.2 million of that total. ~ Total capital requirements are. projected .to ‘be $1,520.0 million andconstruction
expenditures are projected to be $1,289.0 million for the years 2006 through 2010.  These estimates are under
continuing review and subject to on-going adjustment.

Until November 2005, the Company's one-third interest in the 570 MW Luna facility, currently under
construction, was held in a wholly owned subsidiary, PNMR Development and Management Corporation. In
November 2005, the Company transferred its one-third interest in the Luna fac1hty to PNM. PNM will complete
construction of the Luna facility for use as merchant plant. s o

TNMP

The main focus of TNMP’s current construction program is to upgrade and expand its electric transmission
and distribution. systems.  -Projections for total capital requirements for. 2006 are $44.3 million. Total :capital
requirements are projected to be $233.7 million for 'the years 2006 through 2010. These estimates are under
continuing review and subject to on-going adjustment.
Liquidity
PNMR

As of February 28, 2006, PNMR had $615.0 million of liquidity arrangements. The liquidity arrangements
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consist of $600.0 million from an unsecured revolving credit facility, referred to.as the PNMR Facility for purposes
of this discussion, and $15.0 million in local lines of credit. As of February 28, 2006, there were no ‘amounts
borrowed under the PNMR Facility and $9 8 million borrowed under the local lines of credit.

At February.28, 2006, First Chorce had up to $3OO 0 million of borrowmg capacity under the PNMR Facility.
Any borrowings'made by First Choice under this sublimit are guaranteed by PNMR.. At February 28, 2006, First
Choice-had no borrowings outstanding under the PNMR Facility; however, First Choice had $16.9 million of letters
of -credit outstanding, which reduces: the available: capacity under the PNMR Facility. TNMP is also a: borrower
under the PNMR Facility, see “TNMP” detail below. .

In addition, in February 2006, the Board approved intercompany borrowing arrangements between PNMR
and its subsidiaries that would authorize each sub51drary to borrow up to $50.0 m1111on from PNMR.

PNMR has estabhshed a commercial paper. program under which 1t may-issue up to. $400 0 million in
commercial paper for up to 270 days.. The commercial paper is unsecured and the proceeds are used for short-term
cash management needs. - The PNMR: Facility serves as a backstop for the. outstanding commerc1a1 paper “Asrof
February 28,.2006, there were $208.4 million of borrowrngs outstandrng under this'{ program

PNMR’s ability, if required, to access the caprtal markets ata reasonable cost and to provrde for other caprtal
needs is largely dependent upon its ability to earn a fair return on:equity; its results of operations, its credit. ratings,
its ability-to-obtain required regulatory approvals and conditions in the financial and wholesale markets. . Financing
flexibility is enhanced by providing a high percentage of total capital requiretnents from internal sources and-having
the ability, if necessary, to issue long-term securities and to obtam short-term credrt

Moody s considered PNMR's credit outlook stable-as of the date of thls report In January 2006 S&P revised
its* outlook - for PNMR -to negative from stable. The Company is committéd -to maintaining or improving its
investment grade ratings. . S&P and Moody’s rated PNMR’s senior unsecured notes issuéd in March 2005 (see
“Financing Activities” below) as BBB- and Baa3, respectively. .PNMR's commercial paper program discussed
above has been rated P-3 by Moody s, but was lowered to A—3 from A 2 by S&P in January 2006.

Investors are cautioned that a security rating'is not-a recommendatlon to buy, se]l or hold securities, that it is
subject to revision or withdrawal at any time by the a551gn1ng rating orgaruzatron and that each ratmg should be
evaluated 1ndependently of any other ratmg : ; :

PNM

As of February.28, 2006, PNM had $493.5 million of liquidity arrangements.. The liquidity arrangements
consist of $400.0 million from an unsecured revolving credit facility, referred to as the PNM Facility for purposes of
this discussion, $70.0 million from an accounts.receivable securitization program and $23.5 million in local lines of
credit. As of February 28, 2006, there were no amounts borrowed against the accounts receivable securitization, the
local lines of credit, or the PNM Facility; however, $4.5 million of letters-of credit were outstanding, which reduces

the available capacity under the PNM Facility. The-accounts receivable securitization program expires in April
2006.

At February 28, 2006, PNM also had a $20.0 million borrowing arrangement with PNMR, which is not
included in the $493.5 million of liquidity arrangements drscussed above As of February 28, 2006 there were no
amounts outstandmg under this arrangement : :

PNM has a. commercial paper program under which PNM may issue up to $300.0 million in commercial
paper for up to 365 days. The commercial paper is unsecured and-the. proceeds are used for short-term cash
management needs. The PNM Facility serves as a backstop for PNM's outstanding commercial paper. -As of
February 28, 2006 PNM had $133.9 million in commercial paper outstandmg under this program.

PNM’s ability, if required, to access the capital markets at a reasonable cost and to provide for other capital

needs is largely dependent upon its ability: to- earn a fair return on equity, its results of operations, its credit ratings,
its ability to obtain required regulatory approvals and conditions in the:financial and wholesale markets. Financing
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flexibility is enhanced by providing a high percentage: of total capital requirements. from internal sources- and having
the: ability, if necessary, to.issue long-term securmes and to obtain short-term credit. -

Moody’s cons1dered PNM s credit outlook stable as of the date of thlS report In January 2006, S&P revrsed
its ‘outlook for PNM to negative; from:stable.; PNM:is committed to mairtaining or improving»its.investment grade
ratings.”: As of December:31, 2005, S&P rated. PNM’s business. position as six, its senior unsecured-notes as;BBB
with a stable outlook and:its :preferred stock as BB+. :As of December 31, 2005, Moody s rated PNM's -senior
unsecured:notés as Baa2 and its preferred stock as Bal. PNM's commerc1al paper program is rated P 3 by Moody S,
but was lowered to A-3 from A-2 by S&P in January 2006. S .

TNMP ..

In June 2005, TNMP filed an application with the NMPRC to become a borrower and issue notes of up to
$100.0 million under the PNMR Facility. -In July2005, the NMPRC issued an order approving-the application, SEC
approval was received :in-September: 2005 and TNMP: . was added as :a.borrower ‘under:the: PNMR  Facility :in
September 2005:-- Any-borrowings-made by TNMP-under this sublimit are‘not guaranteed by PNMR.:. At Febriary
28, 2006, TNMP had no outstanding-borrowings under the PNMR Facility; but did have $2.5 million letters of credit
outstandmg, which reduces avallable capacrty under the PNMR Facility.

i ln September 2005 as part of the TNP acqursrtron fmancmg, TNMP redeemed and cancelled 1,090 shares. of
its:privately held stock held by-TNP at the book:valueiof $56,888.91 per share; for.a; total of $62 O mrlllon TNP
subsequently paid a cash dividend of $62 0: mrllxon to PNMR : ” R P e 2% :

In June 2003, TNMP 1ssued $250 0 mllhon of 6 125% senior notes due in 2008 In May 2003 TNMP
executed a.$250.0 million Treasury:rate lock transaction désigned to: manage interest rate risk associated with the
issuance of the senior notes. “-TNMP:paid $4.2 million upon the issuance of senior-notes in June. 2003 to.settle the
rate lock. Through the date.of the acquisition; thecost of the rate lock was -recorded in- accumulated other
comprehensive income and was amortized to interest expense over.the life of ‘the senior notes.. The book value of
the rate lock acquired was $1.7:million.: In‘conjunction with the acquisition:of TNP by PNMR on June 6, 2005, the
balance for the rate lock remaining in accumulated other comprehensive income was recorded at fair market value as
of the. date of acqursmon whlch was zero, in accordance thh SFAS 141. C SR

TNMP s ablllty, 1f requrred to access the capltal markets at a reasonable cost and to provrde for other capltal
needs is largely dependent upon its ability to eam a fair return on equity, its results of operations, its credit ratings,
its ability to obtain required regulatory approvals and conditions in the financial and wholesale markets. Financing
flexibility is enhanced by providing a high percentage of total capital requirements from internal sources and having
the ablhty, if necessary, to issue: long-term securmes and to obtam short-term credlt :

Moody s cons1dered TNMP s, credlt outlook stable as of the date -of this report In January 2006 S&P revrsed
its- outlook for TNMP to negative, from stable. :The :Company is committed:to: maintdining or improving its
investment grade ratings... As of December 31,2005, S&P rated TNMP’s senior urisecured notes at BBB. As of
December 31, 2005, Moody’s rated TNMP’s senior unsecured notes at Baa3.

Oﬂ Balance Sheet Arrangements
The Company s off-balatice sheet arrangements consxst of PNM s operatmg lease oblrgatxons for PVNGS
Units 1 and 2, the EIP transmission line and the entire output of Delta, as:gas-fired generating plant.- - These

arrangements help ensure PNM the avallab1hty of lower-cost generation needed to serve customers.

’Ihe total capltahzatron for these obl1gatrons was. $170 9 million as of December 31, 2005 and $176.0 million
as of December 31, 2004 T . .

Commitments and Contraczual Obligations

, Tabular mformatron for PNMR PNM and TNMP is: presented below. See also Note 7 for further details
about the Company’s significant leases, including those for PNM .and TNMP. .
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PNMR

The following table sets forth PNMR’s long-term contractual obligations as of December 31, 2005:

Payments Due

Less than After
Contractual Obligations - - Total 1 year 2-3 years <. . 4-S5years:. - Syears
: ‘ (In thousands)

“Long-Term Debt (a) - $1,749,745 $ - § 548,935 $:514,940 $ 685,870
Interest on Long-Term Debt (b) - 810,713 97,174 186,725 + 110,838 415976
Equity-Linked Units Forward - T b -

Contracts 16,038 5,983 9,988 ... R YA S -
. Interest on Forward Contracts ' 759 465 294 b s ' -

Operating Leases - 380,593 734,363 69,005 .- < 62,749 - . 214476
Purchased Power Agreements 85,457 32,027 . 24,924 24,119 ‘ 4387

" Coal Contracts (c) - 694,307 49,905 103,635 110,206 430,561
Other Purchase Obllgatlons @ 1,609,268 424,376 752,061 432,831 -
Total - - $5,346,880

(a) Represents total long-term debt excluding unamortized discount of $3.4 million. -

(b) Represents the annual interest expense on fixed and variable rate debt. Projections of interest expense on
variable rate debt are based on current interest rates as of December 31, 2005.

(c) Represents only certain minimum payments that may be required under the coal contracts if no deliveries

are made.

(d) Represents commitments for capital expenditures, pension and postretirement ‘benefit obligations and

other obligations.

The foliowing table sets forth PNMR’s other commercial commitments as of December 31, 2005:

Amount of Commitment Expiration Per Period -

| $644,293 $1,695,567 . $1.255750  $1,751,270

.~ Totak
Other Commercial Amounts ) After
Commitments Committed 1 year 2-3 years 4-5years  Syears
(In thousands) h '
Short-Term Debt (a) : $ 967,492 $395,500 -$ - $571,992 $ -
Local Lines of Credit ) . 38,500 38,500 - - L -
Total $1,005992  $434,000 $ - 8571992 $ -

(a)  Represents the unused borrowing capacity of the various credit facilities less outstanding letters of
credit of $22.5 million and borrowings of $10.0 million as of December 31, 2005.
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PNM

The following table sets forth PNM’s long-term contractual obligations as of December 31, 2005:

Payments Due

' Less than After
Contractual Obligations L Total . 1 year 2-3 years . 4-Syears- .. 5years
- ST (In thousands)

.- Long-Term Debt (a) $ 985,870 $ - - $ 300,000 $ - - - $ 6853870
Interest on Long-Term Debt (b) ~637,861 49,657 99,314 72,914 415,976
Operating Leases 353,430 29,322 61,353 i 57,990 . 204,765
Purchased Power Agreemen’ts 71,239 *17,809 24,924 - 24,119 4,387
Coal Contracts (c) o= 694,307 49,905 103,635 110,206 - 430,561

Other Purchase Obhgatlons (d) . 1,295,107 352,316 610,613 332,178 C -
L Total L $4,037,814 $499,009 $1,199,839 © $597,407 ‘ $1,741,559

(a) Represents total long-term debt excluding unamortized premium of $1.2 million.
(b) Represents the annual interest expense on fixed and variable rate debt. Projections of interest expense on
variable rate debt are based on current interest rates as of December 31, 2005.
{c) Represents only certain minimum payments that may be requxred under the coal contracts 1f no deliveries
x - .are made. :
(d) Represents commltments for capltal expendltures pension and postretlrement benefit obllgatlons and
<+ other obligations. ‘

- Thefollowing table sets forth PNM’s other commercial:commitments as of December 31, 2005:

Amount of Commitment Expiration Per Period‘
‘ Total : : :
Other Commercial Amounts After
Commitments.. .- Committed -+ 1 year 2-3 years 4-5 years S years
(In thousands)
 Short-Term Debt (a) $395,500 $395,500 $ - $ - $ -
" Local Lines of Credit o 23,500 23,500 - - - - -
Total - ‘ $419,000 $419,000 ¥ - $ - 3 -

(2) Represents the unused borrowing capacity of the various credit facilities less outstanding letters of credit
of $4:5 million as of December 31, 2005.
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TNMP

The following table sets forth TNMP’s long-term contractual obligations as of December 31, 2005:

, Payments Due G
" Less than i o After

Contractual Obligations Total 1year © ' 2-3years 4-5 years 5 years
] {In thousands)
Long-Term Debt (a) $416,625 $ - $248,935 $167,690 $ -
Interest on Long-Term Debt (b) ) 74,800 25,728 43,832 5,240 -
Operating Leases 8,493 3,159 3,887 ' 993 ‘ 454
Purchased Power Agreements 14,218 14,218 - - -
Other Purchase Obligations (c) - 233,979 44,555 .110,809 78,615 . -

-Total - o 8748115 $87660 $4074~63 $252,538 © $ 454

(a) Represents total long term debt excludmg unamortized discount of $0 8 million:
(b) Represents the annual interest expense on fixed and variable rate debt. Projections of interest expense on
variable rate debt are based on current interest rates as of December 31, 2005.

(c) Represents commitments for cap1tal expenditures, penswn and postretlrement beneﬁt obhgatlons and
R other obligations.

The following table sets forth TNMP’s other commercial commitments as of December 31, 2005:

Amount of Commitment Expiration Per Period

Total L
‘Other Commercial - Amounts - _ T ‘After
Commitments Commiitted “1 year 2-3 yedrs - - 4-5 years 5 years
o . o ' (In thousands) o
Short-Term Debt (a) - .. $97587 . $ - 8 - $97587 .. $ -
Total 3 ) __So7s87 S8 - 8 - 897381 S -

. ‘ /(a) Represents the unused borrowing capamty of TNMP on the PNMR credlt facxhty less outstandmg
letters of credit of $2:4 million as of December 31, 2005, '
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Contingent Provisions of Certain Obligations

PNMR, PNM and TNMP have a number of debt obligations and other contractual commitments that contain
contingent provisions. Some of these, if triggered, could affect the liquidity of the Company. PNMR, PNM or
TNMP could be required to provide security, immediately pay outstanding obligations or be prevented from drawing
‘on unused capacity under certain credit agreements if the contingent requirements were to be triggered. The most
significant consequences resulting from these contingent requirements are detailed in the.discussion below.

PNMR

The committed PNMR Facility contains a “ratings trigger,” for pricing purposes 6nly If PNMR is
downgraded or upgraded by the ratings agencies, the result would be an increase or decrease’in interest’ cost,
respectively. In addition, the PNMR Facility contains a contingént requirement that requires: PNMR to 'maintain a

- debt-to-capital ratio, inclusive of off-balance ‘sheet debt, of less than 65%. If PNMR’s debt-to-capital ratio,
inclusive of off-balance sheet debt, were to.exceed 65%, it could be required to repay all borrowings under . the
PNMR Facility, be prevented from drawing on the unused capacity under the PNMR Facﬂlty, and be requxred to
provxde secunty for all outstandmg letters of credit issued under the PNMR Facility. .. -

PNM

PNM s standard purchase agreement for the procurement of gas for 1ts retall customers contams a contingent
requirement that could require PNM to provide security for its gas purchase obligations if the seller were to
reasonably believe that PNM was unable to fulfill its payment obligations under the agreement. R

The master. agreement for the sale .of electricity.in the WSPP contains a contingent requirement that could
require PNM to provide security if its debt were to fall below investment grade ratmg The WSPP agreement also
contains a contingent requirement, commonly called a material adverse change provision, which could require PNM

to proy1de security if a material adverse change in its financial condition or operations were to occur.

The committed PNM Facility contains a “ratings trigger,” for pricing purposes only. If PNM is downgraded

or upgraded by the ratings agencies, the result would be an increase or decrease in interest cost, respectively. - In
addition, the PNM Facility contains a contingent provision that requires PNM to maintain a debt-to-capital, ratio,
- inclusive of off-balance sheet debt, of less than 65%. If PNM’s debt-to-capital ratio, inclusive of off-balance sheet
debt, were to exceed 65%, PNM could be required to repay all borrowings under the PNM Facility, be prevented
from drawing on the unused capacity under the PNM Fac1hty, and be requlred to provxde secunty for’ all outstanding
letters of credit issued under the PNM Facility.

If a contingent requirement were to be triggered under the PNM Facility resulting in an acceleration of the
outstanding loans under the PNM Facility, a cross-default provision in the PVNGS leases could occur if the
accelerated amount is not paid. If a cross-default provision is triggered, the lessors have the ability to accelerate
their rights under the leases, including acceleration of all future lease payments.

TNMP

TNMP’s borrowing availability under the committed PNMR Facility contains a “ratings trigger,” for pricing
purposes only. If TNMP is downgraded or upgraded by the ratings agencies, the result would be an increase or
decrease in interest cost, respectively. In addition, the PNMR Facility contains a contingent requirement that
requires TNMP to maintain a debt-to-capital ratio, inclusive of off-balance sheet debt, of less than 65%. If TNMP’s
debt-to-capital ratio, inclusive of off-balance sheet debt, were to exceed 65%, TNMP could be required to repay all
borrowings under the PNMR Facility, be prevented from drawing on the unused capacity under the PNMR Facxhty,
and be required to provide security for all outstanding letters of credit issued under the PNMR Facility.
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Financing Activities
PNMR

PNMR has a umversal shelf registration statement ﬁled with.the SEC for the issuance of debt. securities,
equity: securities, preferred stock, purchase contracts; purchase contract units and: warrants. -As of December 31,
2005, PNMR had approximately $400.9 million of remaining unissued securities under this registration statement.- -

PNMR has entered into three fixed-to-floating interest rate swaps with an aggregate notional principal amourit
of $150.0 million. Under these swaps, PNMR receives a 4.40% fixed interest payment on the notional principal
amount .on. a semi-annual basis and: pays a floating rate: equal to:the six. month LIBOR -plus 58.15. basis points
(0.5815%)"on the notional amount through September 15,2008,  The initial floating rate was 1.91% and will be
reset every six months. i The floating rate was reset on September-15;.2005;:t0 4.60%. The swap is accounted for as
a-fair-value hedge' with-‘a negatlve falr-market value (habxhty posmon) of approx1mately 3.9 mxlhon as of
December 31,2005 AT : . ; : , o .

During October 2004, PNMR entered into two forward starting floating-to-fixed rate interest rate swaps with
an aggregate notional principal amount of $100.0 million. These swaps became effective August 1, 2005 and
terminate November 15, 2009. Under these swaps, PNMR receives a floating rate equal to three month LIBOR on
the notional principal amount -and pays a fixed interest rate:of 3.975% on the.notional principal amount on a
quarterly basis. The initial ﬂoatmg rate was set on August 1; 2005 at-3. 693% and will be reset every three months

From November 2004 through June 30, 2005 the swaps were accounted for as a cash flow: hedge against
borrowings under a- five-year ‘$400.0 million PNMR revolving credit agreement dated November 15, 2004. The
PNMR Facility replaced the November 2004 credit agreementin August 2005. “Effective June 30, 2005, the swaps
were de-designated as cash flow hedges due to a change in the underlying borrowings being hedged from the
November 2004 credit agreement at the inception of the hedge to commercial paper. The mark-to-market change in
the fair value of these swaps was subsequently recognized on PNMR’s Consolidated Statement of Earnings. At
December 31, 2005, the increase in fair value related to these swaps was $2.8 million. Of this increase, $0.4 million
was recorded in accumulated other comprehensive income on PNMR’s Consclidated Balance Sheet and $2:4 million
was recognized in other income on PNMR’s Consolidated Statement of Earriings for the year ended December 31,
2005.

* In'March 2005, PNMR issued 3,910,000 shares of its common stock at $26.76 per share. PNMR received net
proceeds from this offering, after deducting underwriting discounts and commiissions-dnd -estimated -expenses, of
approximately $101.0 million. In addition, in March 2005, PNMR also completed a public offering of 4,945,000
equity-linked units at- 6 75% y1e]d1ng net proceeds after fees of $239 6 mxlhon See Note 6 for ﬁlrther details about
th1s transactlon

In October 2005, PNMR completed a private offenng of 4,000,000 equity- -linked ‘umits at 6.625%. PNMR
received $100.0 million in.proceeds from this transaction and there were no underwriting discounts or commissions.
PNMR used the proceeds to repay short-term borrowings, a portion of which was incurred to ﬁnance the- acqu1smon
of TNP. See Note:6 for further details about this transaction.

In conjunction with the acquisition of TNP, on June 6, 2005, PNMR made an equity investment of
approximately $110.5 ‘million ‘in TNP, which TNP used to repay ‘in full amounts” owing under TNP’s credit
agreement. -In addition, pursuant to PNMR’s acquisition of TNP, PNMR agreed to provide funds to TNP to enable
TNP to redeem (a) TNP's 14,5% Senior Redéemable Preferred Stock, Series C, (b) TNP's 14.5% Senior Redeemable
Preferred Stock, Series D (collectively, “Preferred Stock”), and (c) TNP’s 10.25% Senior Subordinated Notes due
2010, Series B (“Senior Notes”). On July 6, 2005, TNP redeemed the Preferred Stock by tenderiiig'$224.6 million
to the holders of the Preferred Stock and redeemed the Senior Notes by tendering $296.5 million to holders of the
Senior Notes (tendered amounts include interest, as applicable). In order to fund a portion of the cost of redemption
of TNP’$ Preferred Stock and Senior Notes, PNMR issued $370.0 million of commercial paper short-term notes
under the PNMR commercial paper program. The balance of the funds necessary for the redemption came from
other cash available to PNMR and the total redemption amouiit was an equity investment by PNMR in TNP. -

A-75




As discussed above under “Proposed Twin Oaks Acquisition,” in addition to Altura, PNMR.is a party to the
purchase agreement and has agreed to provide parental guarantees for certain obligations of Altura relating to the
acquisition. PNMR has arranged for bridge financing to close the transaction. It is expected that the permanent
financing will come from the issuance of debt and equity structured to maintain PNMR’s investment grade rating.
However, PNMR is at risk that it will:be unable.to obtain financing for the acquisition at-a reasonable ‘cost or terms
that will permit PNMR to maintain its investment- grade rating, due to conditions in.the caprtal markets or PNMR’
financial condition. ‘ . : f o

PNM - : . S :

_PNM has a universal shelf fegistration statement filed with the SEC for the issuance-of debt securities; equity,
securities, preferred stock, purchase contracts, purchase contract units .and:warrants. As of December 31; 2005,
PNM had approximately $200.0 million of remaining unissued. securities registered under its: shelf- registration
statement. - The amount of senior unsecured notes that, may.: be: issued is not limited by :the senior unsecured notes
indenture. However, debt-to-capital’ requirements in certain of PNM’s financial instruments and’ regulatory
agreements could ultimately limit the amount of additional debt PNM could issue.

TNMP

Depending on TNMP’s future business strategy, .capital needs and market-conditions, TNMP could-enter; into
additional long-term financings for the purpose of strengthening TNMP’s balance sheet, funding growth. and
reducing its cost of capital. The Company continues to evaluate its investment and debt retirement options to
optimize. its financing strategy and -earnings potential. The amount of senior unsecured notes that may be issued is
not limited by the senior unsecured notes indenture.  However, debt-te-capital requirements in certain of TNMP’s

financiakinstruments and regulatory agreements would ultimately limit the amount of addmonal debt TNMP would
issue: \ ,

Dzvzdends

v The declaranon of common d1v1dends by: PNMR is dependent upon a, number of factors mcludmg the ablhty
of PNMR’ subsidiaries.to pay dividends. PNMR’s primary sources of dividends are PNM-and TNMP. ,

- PNM paid cash dividends of $91.0 million, $23.0 million and $49.6 million to PNMR for the years ended
December 31, 2005, 2004 and 2003, respectively. .In 2005, TNMP paid cash dividends of'$12.0 million to its parent
company, whreh were ultimately paid to PNMR. : .

As part of the order approvrng the formatron of PNMR the NMPRC placed certain:restrictions on the ability
of PNM and TNMP to pay dividends. The NMPRC order imposed the following conditions regarding dividends
paid by PNM and TNMP: PNM or TNMP cannot pay dividends which cause its debt rating to fall below investment
grade; and neither PNM nor TNMP can pay dividends in.any year, as determined on a-rolling four quarter basis, in
excess of net earnings w1thout prior NMPRC approval. The Global Electric Agreement (see Note 17) modified the
PNM dividend restriction to allow PNM to dividend earnings as well as equity contributions made by PNMR.
Additionally, PNM has various financial covenants that limit the transfer of assets, through -dividends or other
means.

In addmon the, abrhty of. PNMR to declare dividends is dependent upon the extent to whrch cash, flows will
support dividends, the. avallab111ty of retained earnings, the financial circumstances .and performance the NMPRC s
and PUCT s decisions in various regulatory cases currently. pending and which may be docketed in the: future, the
effect of federal regulatory decisions, Congressional and legislative acts, and economic conditions in the United
States Condltrons imposed by the NMPRC or PUCT, future growth plans and the related capital requirements. and
business considerations may.also affect PNMR’s ability to pay dividends.

In July 2005, the Board of PNMR approved an 8. 0% increase in the common stock dividend for an mdlcated
annual dividend of 30.80: per share. In February 2006, the Board of PNMR approved a 10.0% increase in the

common stock dividend for an indicated annual dividend of $0.88 per share. PNMR targets a payout ratio of 50% to
60% of consolidated earnings.
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Capital Structure

PNMR

PNMR’s capitalization;. including current maturities of long-term.debt, at December 31, 2005 and December

31, 2004 is shown below:

December 31,

December 31,

2005 2004
Common Equity 42.3% 524%
Preferred Stock 0.4% 0.6%
Long-term Debt 57.3% 47.0%
Total Capitalization 100.0% 100.0%

Total capitalization does not include as debt the present value of PNM’s operating lease oblligat‘i:ons
for PVNGS Units 1 and 2, EIP and the Delta operating léase, which was approximately $170.9-
million as of December 31, 2005 and $176.0 million as of December 31, 2004.

The .change in PNMR’s capitalization is due to the issuance of common stock and equity-lihked units m
March 2005, the equity-linked units in October 2005 (see Note 6) and the acquisition of TNP on June 6, 2005 (see

Note 2).

PNM

PNM’s capitalization, including current maturities of long;terrn debt, at December 31, 2005 and December

31, 2004 is shown below:

December 31, December 31,
2005 2004
Common Equity 50.2% 50.8%
Preferred Stock 0.6% 0.6%
Long-term Debt 49.2% 48.6%
100.0% 100.0%

Total Capitalization

TNMP

TNMP’s capitalization, including current maturities of long-term debt, at December 31, 2005 and Decémber

31,2004 is shown below:

Deécember 31, . " December 31,
2005 2004
Common Equity 58.6% 31.3%
Long-term Debt 41.4% 68.7%
Total Capitalization 100.0% 100.0%

The change in TNMP’s capitalization is due to the acquisition of TNP on June 6, 2005 and the effects of

purchase accounting.
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COMPETITION

Under current law, the Company is not in any direct retail competition with any other regulated electric and
gas utility, except for sales of natural gas. Nevertheless, the Company is subject to varying degrees of competition
in certain territories adjacent to or within the areas it serves with other utilities in-its region as well as with rural
electric cooperatives and municipal utilities. PNM Wholesale is involved in the generation and sale of-electricity
into the wholesale market. It is subject to competition from regional utilities with similar opportunities to generate
and sell energy at market-based prices and larger trading entities that do not own or operate generating assets. The
Company believes that it is well positioned to compete in this market due to its long history in the marketplace, its
niche product offerings, and stringent risk management practices. The Texas electricity market has been open to
retail competition since January 2002. Prior to 2002, TNMP operated as an integrated utility ‘in Texas. In
accordance with Senate Bill 7, TNMP separated its Texas utility operations into three components: (1) an
unregulated retail sales business operated by First Choice; (2) a regulated power transmission..and distribution
business operated by TNMP and (3) power generation, 2 business which TNMP is no longer engaged in. The
Company is exposed to competition in the unregulated Texas retail electricity market through First Choice, which
serves customers at price-to-beat rates approved by the PUCT and customers at competitive rates. In order to
compete effectively in the Texas retail electricity market, First Chmce must be able to attract and retain customers
on the basis of cost and service, while managing the cost of 1ts energy supply.

Since 2002, electric consumers in Texas have been encouraged to switch from their traditional affiliated retail
energy provider, such as TNMP, to a competitive retail -eiergy provider, such as First Choice. Currently under
TECA, consumers whose chosen retail energy provider has exited the Texas market are provided electric service by

a “provider of last resort.” Rates of the provider of last resort are regulated by the PUCT and are fixed for the two-
year period that each provider of last resort serves. The current contracts for default service offered by providers of
last resort under TECA will expire on December 31, 2006. On January 1, 2007 new providers of last resort will be
identified and those providers as well as the rates offered will be effective until December 31, 2008. Also on
December 31, 2006, the price-to-beat rate mechdanism will cease to exist and First Choice and other retail energy
providers subject to providing price-to-beat rates will only market retail electricity at competitive rates. There is
currently an open rulemaking at the PUCT evaluating the potential need for a replacement rate for the price-to-beat
rate mechanism. ‘Other services being evaluated in this rulemaking are provider of last resort functions and pricing
and the possible creation of a default provider. The Company cannot currently predict what, if any, changes will
occur to either mechanism and what, 1f any, impact such changes may have on its results of operations and financial
position.

OTHER ISSUES FACING THE COMPANY

PNM is subject to the jurisdiction of the NMPRC, with respect to its retail electric and gas rates, service,
accounting, issuance of securities, construction of major new generation and transmission facilities and other matters
regarding retail utility services provided in New Mexico. The FERC has jurisdiction over rates and other matters
related to wholesale electric sales and cost recovery for a portion of PNM’s transmission network.

In Texas, TNMP provides regulated transmission and distribution services and is subject to the jurisdiction of
the PUCT and certain municipalities with respect to rates and service. Within New Mexico, TNMP is subject to the
jurisdiction of the NMPRC. TNMP is subject to traditional cost-of-service regulation in both Texas and New
Mexico. TNMP is subject in some of its-activities, including the issuance of securities and the acquisition or
disposition of properties in New Mexico, to the jurisdiction of the FERC. TNMP’s transmission and distribution
activities in Texas are not subject to FERC regulation, because those activities occur solely within the ERCOT
system of Texas. '

First Choice is a member of ERCOT, the ISO, responsible for maintaining reliable operations of the bulk
electric power supply system in the electric market served in Texas by ERCOT. The electric market served by
ERCOT operates under the reliability standards set by the North American Electric Reliability Council. The PUCT
has primary jurisdictional authority over the electric market served by ERCOT and the reliability of electricity
across Texas' main interconnected power grid.

See Notes 16, 17 and 18 for a discussion of commitments and contingencies, rate and regulatory matters and
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environmental issues facing the Company.
NEW ACCOUNTING STANDARDS

There have been no new accounting standards that materially affected PNMR, PNM or TNMP this period,;
however, see Note 1 for discussion of SFAS No.. 123 (revised 2004), “Share Based Payment” and Note 15 for
discussion of FASB Interpretation No. 47,. “Accounting for Conditional Asset Retirement Oblzgatzons ”

DISCLOSURE REGARDING FORWARD LOOKING STATEMENTS

Statements made in this filing that relate to future events or PNMR’s, PNM’s or TNMP’s expectations,
projections, estimates, intentions, goals, targets and strategies, are made pursuant to the Private Securities Litigation
Reform Act of 1995. Readers are cautioned that all forward-looking statements are based upon current expectations
and estimates and PNMR PNM and TNMP assume no obhgatlon to'update this information.

‘Because actual results may dlffer materlally from those expressed or nnphed by these forward—lookmg
statements PNMR, . PNM and TNMP caution readers not to place undue. reliance on these statements. PNMR’s,
PNM’s and TNMP’s business, financial condition;. cash flow and operating results are influenced by many factors,
which are often beyond their control, that can cause actual results to differ from those expressed or 1mphed by the
forward- lookmg statements. These factors include:

e The potentlal unavailability of cash at TNP and its subsidiaries, -
¢ The risk that TNP and its subsidiaries will not be integrated successfully into PNMR,
e The risk that the benefits of the TNP acquisition will not be fully realized or will take longer to realize than
expected,
o Disruption from the TNP acquisition making it more difficult to maintain relationships’ with customiers,
employees, suppliers or other third parties,
¢ The outcome of any appeals of the PUCT order in the stranded cost true-up proceedmg,
+  The ability of First Choice to attract and retain customers,
‘e" 'Changes in ERCOT protocols
“e  Changes in the cost of power acquired by Flrst Choice,
. e Collections experience, _
" o Insurance coverage avallable for claims made in litigation,
‘ Fluctuations in interest rates, ‘
Weather (including impacts of the hurricanes in the Gulf Coast region),
Water supply,
Changes in fuel costs,
Availability of fuel supplies,
»  The effectiveness of risk management and commodity risk transactions,
e Seasonality and other changes in supply and demand in the market for electric power,”
e  Variability of wholesale power prices and natural gas prices, :
Volatility and liquidity in the wholesale power markets and the natural gas markets,
Changes'in the competitive environment in the electric and natural gas industries,
The performance of generating units, including PVNGS and transmission systems
The market for electrical generating equipment;
The ability to secure long-term power sales,
The risks associated with completion of construction of Luna, including construction delays .and
unanticipated cost overruns, -
State and federal regulatory and legislative decisions and actions,
The outcome of legal proceedings,
Changes in applicable accounting principles,
The performance of state, regional and national economies, and
The other factors described in Item 1A. “Risk Factors” in this Form 10-K.

e ¢ ¢ o

e ® o & ¢ o

‘s e ®
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See Item 7A. “Quantitative and Qualitative Disclosure About Market Risk” for information about the risks
associated with the use of derivative financial instruments.

SECURITIES ACT DISCLAIMER

Certain securities, in¢luding commercial paper described in this report, have not been registered under the
Securities Act of 1933, as amended, or any state securities laws and may not be reoffered or sold in the United States
absent registration or an applicable exemption from the registration requirements of the Securities Act of 1933 and
applicable state securities laws. This Form 10-K does not constitute an offer to sell or the solicitation of an offer to
buy any securities.

ITEM 7A. QUANTiTATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

The Company uses derivative financial instruments to manage risk as it relates to changes in natural gas and
electric prices, changes in-interest rates and, historically, adverse market changes for investments held by the
Company’s various trusts. The Company also uses certain derivative instruments for wholesale power marketing
and natural gas transactions in order to take advantage of favorable pricé movements and market tlmlng activities in
these power markets. The following additional information is provided.

PNMR controls the scope of its various forms of risk through-a comprehensive set of policies and procedures
and oversight by senior level management and the PNMR Board. The Board’s Finance Committee sets the risk limit
parameters. The RMC, comprised of corporate and business segment officers and other managers, oversees all of
the activities, which include commodity price, credit, equity, interest rate and business risks. The' RMC has
oversight for the ongoing evaluation of the adequacy of the risk control organization and policies. PNMR has a risk
control organization, headed by a Risk Manager, which is assigned responsibility for establishing and enforcing the
policies, procedures and limits and. evaluating the risks inherent in proposed transactions, on an enterprise-wide
basis.

The RMC’s responsibilities specifically include: establishment of a general policy regarding risk exposure
levels and activities in each of the business segments; authority to approve the types of instruments traded; authority
to establish a general policy regarding counterparty exposure and limits; authorization and delegation of transaction
limits; review and approval of controls and procedures; review and approval of models and assumptions used to
calculate mark-to-market and risk exposure; authority to approve and open brokerage and counteiparty accounts;
review of hedging and risk activities; and quarterly reporting to the Finance Committee and the PNMR Board on
these activities.

The RMC also proposes risk limits, such as VaR and EaR, to the Finance Committee. The Finance
Committee ultimately sets the Company's risk limits.

It i1s the responsibility of each business segment to create its own control procedures and policies within the
parameters established by the Finance Committee. The RMC reviews and approves these policies, which are
created with the assistance of the Corporate Controller, Director of Internal Audit and the Director of Financial Risk
Management. Each business segment’s policies address the following controls: authorized risk exposure limits;
authorized instruments and markets; authorized personnel; policies on segregation of duties; policies on mark-to-
market accounting; responsibilities for deal capture; confirmation procedures; responsibilities for repomng results;
statement on the role of derivative transactions; and limits on individual transaction size (nominal value).

To the extent an open position exists, fluctuating commodity prices can impact financial results and financial
position, either favorably or unfavorably. As a result, the Company cannot predict with certainty the impact that its
risk management decisions may have on its businesses, operating results or financial position.

Commodity Risk

Marketing and procurement of énergy often involve market risks associated with managing energy
commodities and establishing open positions in the energy markets, primarily on a short-term basis. These risks fall
into three different categories: price and volume volatility, credit risk of counterparties and adequacy of the control
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environment. The Company’s operations subject to market risk routinely enter into various derivative instruments
such as forward contracts, option agreements and price basis swap agreements to hcdge price and volume risk on
their purchase 'and sale commitments, fuel requirements and to enhance returns and mmlmlzc the nsk of rnarket
ﬂuctuatxons ~ P

""PNM’s wholesale operations, including long-term :contracts and short-term sales; are:managed.primarily
through a net asset-backed marketing strategy, whereby PNM’s aggregate net open forward contract position is
covered by its forecasted excess generation capabilities. PNM is exposed to market risk if its generation capabilities
were to be disrupted or if its retail load'requirements were to be greater than anticipated. If PNM were required to
cover all or a portion of its net open:contract position as a result of the aforementioned unexpected sitnations, it
would have to meet its commitments through market purchases. As such, PNM is exposed to risks related to
fluctuations in the market price of energy that could impact the sales price or purchase price of'energy. .In addition,
the wholesale operations utilize. discrete market-based transactions to take advantage of opportunities that present
themselves in-the ordinary course of busmess These positions are subject to market risk that-is not mitigated by
PNM’s generatxon capabilities. ' ' : ST R

First Choxce is responsible for energy supply related to the sale of electricity to retail customers.in Texas.
TECA contains no provisions for the specific recovery of fuel and purchased power costs.. First Choice operates
within a competitive marketplace; however, to the extent that it serves former TNMP customers under the provisions
of the price:to-beat service, it has the ability to file with the PUCT to change the price-to-beat fuel factor twice each
year, in the event of significant changes in natural gas prices. The rates charged to new customers acquired by First
Choice outside of TNMP’s service ‘territory are not regulated by the PUCT, but are negotiated with each customer.
As a result, changes in fuel and purchased power costs will affect First Choice’s operating results. First Choice is
exposed to market risk to the extent that its retail rates or cost of supply fluctuates with market prices. Additionally,
fluctuations in First Choice retail load requirements greater than anticipated may subject First Choice to'market risk.
First Choice’s basic strategy is to minimize its exposure to flactuations in market energy prices by matching fixed
price sales contracts with fixed price supply. In addition, First Choice utilizes discrete market-based transactions to
take advantage of opportunities that present themselves in the ordinary course of business. These positions are
subject to market risk that is not mitigated by First Choice's retail operations. : : - '

~ Additionally, in connection with the issuance of a final stranded cost true-up order for TNMP, the PUCT will
adjust First Choice’s fuel factor portion of the price-to-beat downward if natural gas prices are below the prices
embedded in the then-current rates.” (See Note 17.)

Accounting for Derivatives

Under the derivative accounting rules and the related accounting rules for energy contracts, the Company
accounts for its various financial derivative instruments for the purchase and sale of energy differently based on the
contract terms. Energy contracts that meet the definition of a derivative under SFAS 133 and do not qualify for a
normal purchase or sale designation ‘are recorded on the balance sheet at fair market value at-each period end. The
changes in fair market value are recognized in earnings unless specific hedge accounting criteria are met.: Should an
energy transaction qualify as a hedge under SFAS 133, fair market value changes from year to year are recognized
on the balance sheet with a corresponding charge to other comprehensive income. Gains or losses are recognized
when the hedged transaction settles. Derivatives that meet the normal sales and puichases exceptions within SFAS
133 are not marked to market but rather recorded in results of operations when the underlying transaction settles.
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PNMR.

T he acqursmon ofINP occurred on. June 6, 2005 therefore Frrst Chorce actrvrty is 1ncluded in. the. PNMR
activity from June 6, 2005 through December 31, 2005. Ca e

- The following.table sliows the net fair value :of mark-to-market energy contracts for First. Choice and PNM
Wholesa]e included in- PNMR’s Consolidated Balance Sheet ‘, Co

ﬁecemhert 31, December 31,

sde 0 o 2008 v e 2004
g : : A v (In thousands)
© Mark-to-Market Energy Contracts: i Jiero ,
Current asset : o CoL R $ 14, 555 s $ 6 890
‘Long-term asset - ST Comenn s e 221,292 S 316 -
Total mark-to-market assets 35,847 . 7,206
Current liability C(11,198) (5,007)
‘Long-term liability _— T oo '(20 903):. it e u(126) -
'Total mark-to-market’ habrlmes S 7 s (32 101) o (5 133)
Net fair value-of. mark-to-market energy contracts - $ .3 746 - § 2 073

The mark-to market energy transactrons represent net assets at’ December 31, 2005 and December 31, 2004
after nettlng all applicable open purchase and sale.contracts. ‘ " ' g

The market prices used 1o value PNMR mark-to- market energy: transactlons are based on mdex pI'ICCS and
broker quotations. ~ : o ‘ .

The following table detarls the changes in the net asset or habrlrty balance sheet posrtron frorn one perrod to
the next for mark to market energy transactions:for the operations of First Choice:and PNM Wholesale:

v o et e - Year Ended
: .:December:31,
2005, . . 2004
(In thousands)
Sources of Fair Value Gain/(Loss): o :
Fair value at beginning of year $ 2,073 § 433
Change iﬁ'ﬁ/aluatio‘n method ! s o T o o -’ (227) |
) Amount‘:realized on-contracts deliVered ‘ CoL ‘, . : o :
during period t . e (1,538 T L (160)
Changes in fair value - L3008 o 710800
- Net fair value at end ofperiod o o - s 3,746 $1 846
© Net change recorded as mark-to-market - $ 1 673 -$1 640 '

! Change in valuatlon method based on illiquid market data utilized for 1n1t1al valuation of long-term physical
option contract and long-term gas swap contract.
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The following table provides the maturity of the net assets/(liabilities) of PNMR, giving an indication of
when these mark-to-market amounts will settle and generate/(use) cash. The following values were determined
using broker quotes:

Fair Value at December 31, 2005

Maturities
Less than
1 year 1-3 Years 4+ Years Total
(In thousands)
$3,325 . $194 $227 $3,746

As of December 31, 2005, a decrease in market pricing of PNMR’s mark-to-market energy transactions by
10% would have resulted in a decrease in net earnings of less than 1%. Conversely, an increase in market pricing of
these transactions by 10% would have resulted in an increase in net earnings of less than 1%.

PNM

The following table shows the net fair value of mark-to-market energy contracts for PNM Wholesale included
in the Consolidated Balance Sheet:

December 31, December 31,
2005 - 2004
(In thousands)

Mark-to-Market Energy Contracts:

Current asset $ 10,433 $ 6,890
Long-term asset 21,292 316
Total mark-to-market assets 31,725 7,206
Current liability N (8,437) (5,007)
Long-term liability ' (20,903) (126)
Total mark-to-market liabilities (29,340) (5,133)
Net fair value of mark-to-market energy contracts $ 2,385 $ 2,073

The mark-to-market energy transactions represent net assets at December 31, 2005 ‘and December 31, 2004
after netting all applicable open purchase and sale contracts.

The market prices used to value PNM Wholesale’s mark-to-market energy transactions are based on index
prices and broker quotations.
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The following table details the changes in the net asset or liability balance sheet position from one period to
the next for mark to market energy transactions for the operations of PNM Wholesale:

Year Ended
December 31,
2005 2004
(In thousands)

Sources of Fair Value Gain/(Loss):

Fair value at beginning of year $ 2,073 $ 433
'Change in valuation method ! - (227)
Amount realized on contracts de_livered

during period (2,319) ) (160)
Changes in fair value 2,631 1,800
Net fair value at end of period $ 2,385 $1,846
Net change recorded as mark-to-market $ 312 $1,640

! Change in valuation method based on illiquid market data utilized for initial valuation of long-term physical
option contract and long-term gas swap contract.

The following table provides the maturity of the net assets/(liabilities) of PNM Wholesale, giving an

indication of when these mark-to-market amounts will settle and generate/(use) cash. The following values were
determined using broker quotes:

Fair Value at December 31, 2005

Maturities
Less than
1 year 1-3 Years 4+ Years Total
(In thousands)
$1,964 $194 $227 $2,385

As of December 31, 2005, a decrease in market pricing of PNM Wholesale’s mark-to-market energy
transactions by 10% would have resulted in a decrease in net earnings of less than 1%. Conversely, an increase in
market pricing of these transactions by 10% would have resulted in an increase in-net earnings of less than 1%.

Risk Management Activities

PNM'’s Wholesale Operations measure the market risk of its long-term contracts and wholesale activities
using a VaR calculation to maintain the Company’s total exposure within management-prescribed limits. The
Company’s VaR calculation reports the possible market loss for the respective transactions. This calculation is
based on the transaction’s fair market value on the reporting date. Accordingly, the VaR calculation is not a
measure of the potential accounting mark-to-market loss. In 2005, the Company adopted the Monte Carlo
simulation model of VaR. The Monte Carlo model utilizes -a random generated simulation based on historical
volatility to generate portfolio values. The Company continues to utilize the two-tailed confidence level at 99%.
VaR models are relatively sophisticated. - The. quantitative risk information, however, is limited by the parameters
established in creating the model. The instruments being evaluated may trigger a potential loss in excess of
calculated amounts if changes in' commodity prices exceed the confidence level of the model used. The VaR
methodology employs the following critical parameters: volatility estimates, market values of open positions,
appropriate market-oriented holding periods and seasonally adjusted correlation estimates. The Company’s VaR
calculation considers the Company’s forward position for the next eighteen months. The Company uses a holding
period of three days as the estimate of the length of time that will be needed to liquidate the positions. The volatility
and the correlation estimates measure the impact of adverse price movements both at an individual position level as
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well as at the total portfolio level. The two-tailed confidence level established is 99%. For example, if VaR is
calculated at $10.0 million, it is estimated at a 99% confidence level that if.prices move against PNM’s positions,
the Company’s pre-tax gain or loss in liquidating the portfolio would not exceed $10.0 million in.the three days that
it would take to liquidate the portfolio. : » : S

In 2005, the Company revised -its methodologies for calculating VaR in order to improve its ability to
measure and manage risk:: As a:result, the Company also revised its VaR limits to be consistent with the new
methodologies. As previously discussed, the Company adopted the Monte Carlo statistical simulation approach. ‘In
addition, the Company redefined the types of transactions on which it measures VaR. For PNM's wholesale
operations, the Company .measures VaR for all transactions that are not directly asset related .and have economic
risk. The VaR limit established for these transactions in February 2005 is $5.0 million. For the year ended
December 31, 2005, the average VaR -amount for these transactions was $1.7 million, with high and low VaR
amounts for the period-of $7.8 million and $0, respectively. The VaR amount for these transactions at December 31,
2005 was $3.5 million. In late 2005, the.Company ‘discontinued ‘its use of VaR to manage risk from its asset-backed
merchant operations; therefore, the Company no longer measures a total portfolio VaR. Management believes that
the limitations inherent in the VaR calculation overstates the market risk related to its generation assets.

In 2004, the Company. utilized the variance/covariance model of VaR, which is a probabilistic model that
measures the risk of loss to earnings in market sensitive instruments. The variance/covariance model relies on
statistical relationships to analyze how. changes in different markets can affect a portfolio of instruments with
different characteristics and market exposure. For the year ended December 31, 2004 the Company’s average total
VaR amount was $15.7 million, with high and low VaR amounts. for the period of $29.1 millton and .$5.1 million,
respectively. The total VaR amount at December 31, 2004 was $20.0 million. In the prior year the Company also
measured VaR for a subset of transactions that were marked-to-market in accordance with SFAS 133. The VaR
limit established for these transactions was $2.0 million. For the year ended December 31, 2004, the average VaR
amount for these transactions was $0.3 million, with high and low VaR amounts for the period of $1.1 million and
$0, respectively. The total VaR amount for these transactions as reported at December:31, 2004 was $0.6 million.
Because of the nature.of the Monte Carlo simulation method now utilized by the Company, reporting of the 2004
VaR ‘amounts using: the Company’s new. approach 8 nelther practlcal nor representational -of:the Company S
management of risk in 2004. e : :

First Choxce measures the market risk of its activities using an EaR calculatlon to maintain the Company S
total exposure within management-prescribed limits. Because of its obligation to serve, First Choice must take its
obligations to settlement. Accordingly, a measure that evaluates the settlement of First Choice’s positions-against
earnings provides management with a useful tool to manage its portfolio. First Choice’s EaR calculation reports the
possible losses -against forecasted earnings for its retail load and supply portfolio. This calculation is based on First
Choice’s forecasted earnings on the reporting date. - The Company utilizes a Delta/Gamma approximation model of
EaR. The Delta/Gamma model calculates a price change within a given time frame, correlation and volatility
parameters for each price curve utilized in valuing the mark-to-market of each position to develop a change in value
for any position. This process is repeated multiple times to calculate a standard deviation, which is used to arrive at
an EaR amount based on a certain confidence level. The model uses the Delta/Gamma approximation to model the
optionality related to price-to-beat rate resets by both the Company and the PUCT as discussed above. First Choice
utilizes the one-tailed confidence level at 95%. EaR models are relatively sophisticated. The quantitative risk
information, however, is limited by the parameters established in creating the model. The instruments being
evaluated may trigger a potential loss in excess of calculated amounts if changes in commodity prices exceed the
confidence level of the model used. The EaR calculation considers the Company’s forward position for the next
twelve months and holds each position to settlement. The volatility and the correlation estimates measure the
impact of adverse price movements both at an individual position level as well as at the total portfolio level. For
example, if EaR is calculated at $10.0 million, it is estimated at a 95% confidence level that if prices move against
First Choice’s positions, the losses against the Company’s forecasted earnings over the next twelve months would
not exceed $10.0 million.

For the period June 6 through December 31, 2003, the average total EaR amount was $19.5 million, with high

and low EaR amounts for the period of $26.4 million and $14.6 million, respectively. The total EaR amount at
December 31, 2005 was $14.6 million.
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In July 2005, the Finance Committee approved new risk measures for First Choice. These measures were
designed to give First Choice management flexibility to execute its strategies to reduce the risk inherent in the
portfolio and to.take advantage of market opportunities in a controlled and limited fashion. The Company adopted
an EaR limit of $25.0 million. Upon successful execution of First Choice’s strategy to mitigate risk by locking in its
floating supply costs at favorable prices, these limits are expected to be lowered to match the new risk profile. in
addition, the Company adopted twonew VaR measures to monitor the market based mitigation strategies of First
Choice management.  The first VaR limit is based on the same total retail load and supply portfolio as the EaR
measure; however, the VaR measure is intended to capture the effects of changes in market prices over a 10-day
holding period. This holding period is considered appropriate given the nature of First Choice’s supply portfolio and
the constraints faced by First Choice in the ERCOT market. The calculation utilizes the same Monte Carlo
simulation approach described above at a 95% confidence level. This VaR limit was established at $7.5 million. The
second VaR limit was established at-$1.5 million for transactions that are subject to mark-to-market accounting as
defined by .SFAS 133 and.SFAS ‘149, “dmendment of Statement 133 on Derivative Instruments and Hedging
Activities.” This calculation captures the effect of changes in market prices over a three-day holding period and
utilizes-the same Monte Carlo simulation approach described above at a 95% confidence level.

The Company's risk measures are regularly monitored by the Company's RMC. The RMC has put in place
procedures to:ensure that-increases in risk measures that exceed the prescribed limits.are reviewed and, if deemed
necessary, acted upon to reduce:exposures. The VaR and EaR limits represent an estimate of the potential gains or
losses that could be recognized-on the Company’s portfolios, subject to market risk, given current volatility in the
market, and: aré not necessarily indicative of actual results that may occur, since actual future gains and losses will
differ from those estimated. Actual gains and losses may differ due to actual fluctuations in market prices, operatmg
exposures, and the txmlng thereof, as well as changes to the underlymg ‘portfolios during the year.

Credit Risk

- The Company uses derivative financial instruments to manage risk as it relates to changes in natural gas and
electric prices, changes in interest rates and;: historically, adverse market changes for investments held by the
Company’s various trusts. The Company.also uses certain derivative instruments. for wholesale power marketing
transactions in order to take advantage of favorable price movements and market timing activities in the wholesale
power markets. The Company’s use of derivatives and the resulting credit risk is regularly monitored by the RMC.

. In addition, counterparties expose the Company to credit losses in the event of non-performance or non-
payment.  The Company manages credit on a consolidated basis and uses a credit. management process to assess and
monitor the financial conditions of counterparties. Credit exposure is regularly monitored by the RMC. The RMC
has put in place procedures to ensure that increaseés in credit risk measures that exceed the prescribed limits are
reviewed and, if deemed necessary, acted upon.to reduce exposures.
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The following table provides information related:to- PNM ‘Wholesale’s credit exposure as of December 31,
2005. The Company does not hold any credit-collateral -as-of December-31, 2005. The table further delineates that
exposure by the credit worthiness (credit rating) of the counterparties and provides guidance as to the concentration
of credit risk to individual counterparties PNM Wholesale may have. Also provided is an indication of the maturity
of a Company’s credit risk by credit ratings of the counterpames
-+ Schedule of PNM Wholesale Credlt Risk Exposure
: L December 31, 2005

‘Net
(b) Number "~ * Exposure
Net of of
Credit Counter . Counter-
o » : A Risk -parties " " parties
“Rating (2) L ol .__Exposuré >10% >10%"
(Dollars in thousands)

. Investment grade - ... - .. $117,734 : 2 "~ $38,887
Non-investment grade 985 - -
Internal ratings

Investment grade 51 - -
. Nen-investment grade e Sa o 3,663 SR . -
Total. - - ... .. 7 $122 433, N S ,$38 887

(a) + The Ratmg mcluded n “Investment Grade” 18 for counterpartles W1th a minimum. S&P rating of BBB or
i Moody's rating of.Baa3.' If:the counterparty has-provided a guarantee. by .a higher-rated entity (e.g.,
- i:parent), determination is:based:.on the rating of-its guarantor.. The catégory “Internal*Ratings: -: Investm‘ent
Grade” includes those ‘counterparties’that. are. 1nternally rated as-investment grade 1n accordance with' the
¥ guldelmes estabhshed in the Company s.credit pohcy AR R . o

The Net Credit Rtsk Exposure is the et credlt exposure to PNM ﬁom PNM Wholesale operatlons This

" -includes longtterm’ contracts,: forward:sales and-short-term sales. The:exposure captures the net amounts due

to PNM from receivables/payables for realized transactions, delivered :and unbilled revenues, and mark-to-

market gains/losses (pursuant to contract terms). Exposures are offset according to legally enforceable

- netting: arrangements ;and reduced by:‘credit ‘collateral. - Credit.collateral includes cash deposits;,- letters of

1icredit-and performance bonds received from’ counterpartles Amounts are presented before those reserves that
g are deterrmned ona portfoho basrs ' SO ‘
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‘ PNM Wholesale
Maturity of Credit Risk Exposure
: - December 31,2005

Total

Less than Net
Rating o 2Years 2:5Years - -~ >S5 Years Exposure
: - (In thousands)
Investment grade $100,489 $13,686 $3,559 $117,734
Non-investment grade . 985, - - 985
Internal ratings o ,
Investment grade . 51 - - 51
Non-investment grade L 3,663 . - - 3,663
Total , . . . $105,188 $13.686 $3,559 .$122,433

The Company provides for losses due to market and credit risk. PNM Wholesale credit risk with its largest
counterparty -as of December 31, 2005 and December 31, 2004 was $20.5 million and‘$26.2 ‘million, respectively.

First Choice

First Choice is subject to credit risk from non-performance by its supply cousterparties to the extent these
contracts have a- mark-to-market value in the favor of.First Choice. The Constellation power supply agreement
established FCPSP, a bankruptcy remote special purpose entity, to hold all of First Choice's customer contracts and
wholesale: power and gas contracts. Constellation received a.lien on accounts receivable, customer contracts, cash,
and the equity of FCPSP as security.for FCPSP’s performance under the power supply agreement. The provisions
of this agreement severely limit. FCPSP’s ability to secure power from alternate-sources: Additionally, the terms of
the security agreement.do not require. Constellation to post:collateral :for any mark-to-market balances in. FCPSP’s
favor. At December 31, 2005, the supply contracted with Constellation was-in a favorable. .mark-to-market position
for FCPSP. When netted against amounts owed to Constellation, this exposure was approximately $8.0 million. The
Constellation power. supply-agreement collateral provisions will continue until the expiration of the agreement on
December 31, 2007: First Choice's credit exposure to-other counterparties at December 31;2005. was $14.6 million
and the tenor of ‘these exposures was: less than two years. ' -

Fxrst Choice has contmued to: experlence a reduction-in- bad debt expense from its: retall customers due to
reduced customer receivables resulting, partially from effective disconnect policies;-increased collection activity and
refined consumer credit and securitization policies. Bad debt expense for the period June 6, 2005 through.December
31, 2005, was $2.5 million. First Choice expects bad debt expense to increase in 2006 due primarily to the
continued increase in the price of natural gas and impacts from the Gulf Coast hurricanes, including waiver of
customer deposits for hurricane victims.

PNM Gas Supply Hedging Activities

PNM hedges certain portions of natural gas supply contracts in order to protect its retail customers from
adverse price fluctuations in the natural gas market. The financial impact of all hedge gains and losses, including
the related costs of the program, is recoverable through the PGAC. As a result, earnings are not affected by gains
and losses generated by these instruments.

In order to protect its natural gas customers from the risk of rising prices during the 2005-2006 heating
season, in total, PNM spent approximately $6.8 million in 2005 to purchase gas options that essentially cap the
amount PNM would pay for each volume of gas subject to the options during the winter heating season. PNM
expects to recover its option premiums as a component of the PGAC during the months of October 2005 through
February 2006.
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Interest Rate Risk
PNMR

PNMR’s senior notes issued as part of the equity-linked units sold in March and October 2005 will be
remarketed in 2008. If the remarketing is successful, the interest rate on the senior notes may change to a rate
selected by the remarketing agent, and the maturity of the senior notes may be extended to a date selected by
PNMR. If the remarketing of the senior notes is not successful, the maturity and interest rate of the senior notes will
not change and holders of the equity-linked units will have the option of putting their senior notes to PNMR to
satisfy their obligations under the purchase contracts. PNMR expects that the remarketing of the senior notes will be
successful.

PNM

PNM has'long-term debt which subjects it to the risk of loss associated with movements in market interest
rates. The majority of PNM’s long-term debt is fixed-rate debt, and therefore, does not expose PNM’s earnings to a
major risk of loss due to adverse changes. in market interest rates. However, the fair value of all long-term debt
instruments. would increase by approximately 4.6%, or $48.3 million, if interest rates were to decline by 50 basis
points from their levels at. December 31, 2005. At December 31, 2005, the fair value of PNM's long-term debt
was approximately $1.05 billion as compared to a book value of $1.02 billion. In general, an increase in fair value
would impact earnings and cash flows to-the extent not recoverable in rates if PNM were to re-acquire all or a
portion of its debt instruments in the open market prior to their maturity.

PNM’s $146.0 million, 2.1% pollution control bonds due in 2033 are required to be remarketed in April 2006.
Following a successful remarketing, the interest rate on the pollution control bonds may change to reflect current
market conditions. If for some reason, the remarketing of the pollution control bonds were not successful, PNM
would be required to repurchase the bonds. ‘

During the year ended December 31, 2005, PNM contributed cash of approximately $9.7 million to PVNGS
decommissioning, pension and other postretirement benefits for plan year 2005. The securities held by the trusts
had an estimated fair value of $631.8 million at December 31, 2005, of which approximately 26.5% were fixed-rate
debt securities that subject PNM to risk of loss of fair value with movements in market interest rates. If rates were
to increase by 50 basis points from their levels at December 31, 2005, the decrease in the fair value of the securities
would be 2.8% or $4.8 million. PNM does not currently recover or return through rates any losses or gains on these
securities. PNM, therefore, is at risk for shortfalls in its funding of its obligations due to investment losses. PNM
does not believe that long-term market returns over the period of funding will be less than required for PNM to meet
its obligations. However, this belief is based on assumptions about future returns that are inherently uncertain.

TNMP

TNMP has long-term debt which subjects it to the risk of loss associated with movements in market interest
rates. The majority of TNMP’s long-term debt is fixed-rate debt, and therefore, does not expose TNMP’s earnings
to a major risk of loss due to adverse changes in market interest rates. However, the fair value of all long-term debt
instruments would increase by approximately 1.2%, or $5.3 million, if interest rates were to decline by 50 basis
points from their levels at December 31, 2005. At December 31, 2005, the fair value of TNMP's long-term debt was
approximately $432.8 million as compared to a book value of $425.0 million. In general, an increase in fair value
would impact earnings and cash flows to the extent not recoverable in rates if TNMP were to re-acquire all or a
portion of its debt instruments in the open market prior to their maturity.

During the year ended December 31, 2005, TNMP contributed cash of approximately $0.9 million to other
postretirement benefits for plan year 2005. The securities held by the trusts had an estimated fair value of $88.0
million at December 31, 2005, of which approximately 28.0% were fixed-rate debt securities that subject TNMP to
risk of loss of fair value with movements in market interest rates. TNMP, therefore, is at risk for shortfalls in its
funding of its obligations due to investment losses. TNMP does not believe that long-term market returns over the
period of funding will be less than required for TNMP to meet its obligations. However, this belief is based on
assumptions about future returns that are inherently uncertain.
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Equity Market Risk
PNMR

Until October 2005, when the program was discontinued, PNMR had a cash management program tha
included a preferred stock dividend capture strategy and various absolute return strategies that had the objective o
achieving returns higher than that associated with passive cash management plans and with bond-like volatility. . Thi
four -investments under this program have been classified as trading securities in accordance with SFAS No. 115
“Accounting for Certain Investments in Debt-and Equity Securities” (“SFAS-1157). PNMR has requested and is 11
the process of requesting return of the cash held by investment managers under this. program. At December 31
2005, PNMR had received cash of $3.2 million held by one investment manager and cash of $6.7 million from tw«
others was received in January and February 2006. As of December 31, 2005 and December 31, 2004, the tota
balance in this investment program was $3.5 million and $10.6 million, respectively.

During. 2005, PNMR determined that one of its investments under this program, Wood River, ha
experienced a loss in market value. During the third quarter of 2005, PNMR wrote down the value of its investmen
in Wood River to zero and incurred .a loss of approximately $3.6 million.. In the fourth quarter of 2005, the asset
held in-the Wood River fund were:transferred into receivership as part of a civil complaint filed by the SEC agains
Wood River.: As noted above, prior to this, the investments in Wood River. were: classified and accounted for a
trading securities. At December 31, 2005,.due to the change in circumstances surrounding' Wood.River, PNMR’
investment was reclassified from trading to available-for-sale in accordance with SFAS.115:- The fair:value o
PNMR’s investment in Wood River was determined to be zero at December-31,.2005.. PNMR cannot predict whe
or 1f it will receive a return of the cash value of its investment in Wood Rlver

PNM

PNM contributes to trusts established to fund its share of the decommissioning costs of PVNGS and pensio:
and other postretirement benefits. The trusts hold certain equity securities at December 31, 2005. These equit
securities- also expose-the-Company to losses in fairivalue. Approximately 60.4% of the securities held by th
various. frusts were equity securities as of December 31, 2005:.. Similar to the debt securities held. for fundin
decommissioning and certain pension and other.postretirement costs, PNM does not recover or earn a return throug
rates on any losses.or gams on these equlty securities. ‘

TNMP. -

-« TNMP contributes to trusts. established to fund the pension and other postretirement benefits. The trusts hol
certain equity securities at December 31, 2005. These equity securities also expose the. Company to losses in fai
value. Approximately 62.7% of the securities held by the various trusts were equity securities as of December 31
2005. TNMP does not recover or earn a return through rates on any losses or gains on these equity securities.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

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

GLOSSARY
ARON oo Afton Generating Station .
ALY Administrative Law Judge
AIUIA .....oceveeeeeccneee el Altura Power LP. -
APB ... Accounting Principles Board
APS o, ettt Arizona Public Service Company
ARO i Asset Retirement Obligation

-.. Avistar, Inc.

- U.S. Department of the Intenor Bureau of Land Management
BHP Navajo Coal Company

Board of Directors _,

Bntrsh Thermal Umt »

California Power Exchange _

Cal1forn1a Independent System Operator

Certificate of Public Convemence .and Necessity

COMPANY «..vvveeoeeeerereeeeeeeeeeeeneenes PNM Resources, Inc. and Subsrdlanes
CONEress...ocovivieieerieceieereeereinaeenen United States Congress

Constellation .................................... Constellation Energy Commodrtres Group, Inc
Decatherm .........ccoocoveereeerrnecnenennn. 1,000,000 BTUs , '
Delta...o e, Delta-Person Limited. Partnershlp

DOJ oo United States Department of Justice

Duke Energy Corporatron L
_Earmngs at Risk

Eastern Interconnectlon PmJect
Emerglng Issues Task Force

EPE...cooiiiiiiiiiiiiieee s El Paso Electric Company

EPA et United States Env1ronrnental Protectlon Agency

ERCOT.....oooieieeeeieeeeeeee e Electric Reliability Council of Texas ‘

ESPP....oovioiiieeeeeeee e Employee Stock Purchase Plan .

FASB ..o ‘Fman(:lal Accountmg Standards Board

Farmington ... City-of Farmmgton New Mex1co «v

FCPSP First Ch01ce Power Specral Purpose L.P.

FERC ... Federal Energy Regulatory Commrssron

First Choice.....cccccoovemiiniiiiiiniiiinnes First Choice Power L. P. and Subs1d1ar1es

FIP oo, crerernieeerennieeenren,... Federal Implementatlon Plan

Four COrners.........cccceevevesrevenennen..... Four Corners Power Plant . .

FPL........... e ettt ettt e e e e rarraaas FPL Energy New Mex1co Wmd LLC

GAAP i ..... Generally Accepted Accountlng Prmcrples in the Umted
- States of America_

GCT.......... SV PTRRRN Grand Canyon Trust



Global Electric Agreement............... Signed by PNMR and other parties in 2003; provides for a five-year rate
path for New Mexico jurisdictional customers that began in September

2003
Great Southwestern .......................... Great Southwestern Construction, Inc.
IBLA (oo Interior Board of Land Appeals
IRS e United States Internal Révenue Service
ISO oo Independent System Operator
LIBOR ...ttt ee e London Interbank Offered Rate
Lordsburg .......coocoviviiiiciiiiiiiiiiinnnn. Lordsburg Genérating Station
LUuna oo e Luna Energy Facility
MMBTUS ..o Million British Thermal Units
MoOdy'S ..ovviieeeniciiiic e Moody’s Investor Services, Inc.
MW e Megawatt -
MWh ool <eveeee.. Megawatt Hotir
Navajo ActS...ooovvieiiiiieiiieeeeeceeereeees Navajo Nation Air Pollution Prevention and Control Act, the

Navajo Nation Safe Drinking Water Act, and the Navajo
Nation Pesticide Act

Ninth Circuit.....ccccooiveiiiienneinninnnane United States Court of Appeals for the Ninth Circuit

NMED. ... New Mexico Environment Department

NMPRC ..., New Mexico Public Regulation Commission

NNHPD ..o Navajo Nation Historic Preservation Department

NRC ., O United States Nuclear Regulatory Commission

NSPS . renneeenne New'Source Performance Standards

NSR . New Source Review

OASIS ., Open Access Same Time Information System

OATT e Open Access Transmission Tariff

O&M ..ot Operations and Maintenance

PGAC .. Purchased Gas Adjustment Clause

PG&EE ..o Pacific Gas and Electric Co. '

PNM ..ot Public Service Company of New Mexico and Subsidiary

PNMR .ot PNM Resources, Iric. and Subsidiaries

PPA o Power Purchase Agreement

PRG ..ot Power Resource Group, Inc.

PSA e, i, Power Supply Agreement

PSD e, Prevention of Slgmﬁcant Deterioration

PUCT ..o Public Utility Commission of Texas -

PUHCA ..., The Public Utility Holding Company Act

PURPA ... Public Utility Regulatory Policy Act of 1978

PVNGS. .., Palo Verde Nuclear Generating Statlon

Reeves ..., Reeves Generating Station

REP .o, Retail Electricity Provnder

Restructuring Act ....oooovvveiivnnennnnn. New Mexico Electric Utility Industry Restructurmg Actof
‘ ' 1999, as amended '

RMC .. it Risk Management Committee

RMRR ..., . ....- Routine Maintenance, Repair or Replacement

RTO e Regional Transmission Organization
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SCE ..ot SUT ‘Southern California Edison Company

SCPPA ..o Southern California Public Power Authority
SDGEE ..ot “San Diego Gas and Electric Company
SEC . e United States Securities and Exchange Commission
SEMPIA «oocvvieeieiiiee et e Sempra Energy
Senate Bill 7 .......ocooviiniiiie, Legislation that established retail competition in Texas
SESCO ....ccoiiiiireieeiereiceeeeieererveaninaaes San Angelo Electric Service Company
SFAS ..ot Statement of Financial Accounting Standards
SICC.ieee e San Juan Coal Company
TSIGS e San Juan Generating Station’
SO2.ceiirie s Sulfur Dioxide '
S&P .o Standard and Poors Ratings Services
S S e Southwestern Public Service Company
SW ACqUISIHION ...oooiviniiiiinireneenlenn SW Acquisition, L.P. '
TCEQ ..ottt Texas Commission on Environmental Quality
TECA .. Texas Electric Choice Act (also known as Senate Bill 7)
TNMP . Texas-New Mexico Power Company and Subsidiaries
TP oo TNP Enterprises, Inc. and Subsidiaries
Throughput.......c.cocooiiiiiiine. Volumes of gas delivered, whether or not owned by the Company
Tri-State.....c.ooveviciiniiiiniiieece, Tri-State Generation and Transm1sswn Assoc1at10n Inc. :
TUCSOM ..ttt Tucson Electric Power Company - :
Twin Oaks .......ooooiiiiiiiiieeiiiiciie Assets of Twin Qaks Power, LP and Twm Qaks Power I, LP
UAMPS Utah Associated Municipal Power Systems’
USBR ..o United States Bureau of Reclamation
USES e United States Forest Service
VaR Value at Risk
 Wood RIVer..cccooiiviiiiiiiiiiieiiee, Wood River Partners, L.P.
L‘WSPP ............................................... Western Systems Power Pool
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Managemenf’s Annual-Report on:Internal Control Over Financial Reporting

Management of PNM Resources, ‘Inc. and subsidiaries (“the Company ”) is responsible for establishing and
maintaining adequate internal control over financial reporting as defined in ‘Rule 13a-15(f) under the Securmes
Exchange Act of 1934, as amended.

Management assessed the effectiveness of the Company’s internal control over financial reporting based on
the Internal Control — Integrated Framework set’ forth by the Committee of .Sponsoring Organizations. of the
Treadway Commission. Based on the assessment performed, management concludes that the Company’s-internal
control over financial reporting was effective as of December 31, 2005.

Management has excluded TNP Enterprises, Inc. and its subsidiaries Texas-New Mexico Power Company
and First Choice Power from their report on internal control over financial reporting. The financial statements of
TNP Enterprises, Inc. and its subsidiaries reflect total assets and revenues constituting 29 and 20 percent,
respectively, of the related consolidated financial statement amounts as of and for the year ended December 31,
2005. The Company has disclosed the material change in the Company’s internal control over financial reportlng
due to the acqulsmon which occurred June 6, 2005.

Deloitte & Touche LLP, an independent registered public accounting firm, has issued an attestation report on
management’s assessment of internal control over financial reporting which is included herein.

/s/ Jeffry E. Sterba
Jeffry E. Sterba,
Chairman, President and
Chief Executive Officer

/s/ Charles Eldred
Charles Eldred

Senior 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 Mexico and subsidiaries is responsible for establishing anc
maintaining adequate ‘internal control -over financial reporting as defined in Rule 13a-15(f) under the Securities
Exchange Act of 1934, as amended.

Management assessed the effectiveness of the Company’s internal control over financial reporting based or
the Internal Control —. Integrated Framework set’ forth by the Committee of Sponsoring Organizations of the
Treadway Comm1551on Based on the assessment performed, management concludes that the Company s interna
control over financial reporting was effective as of December 31, 2005.

Deloitte & Touche LLP, an independent registered public accounting firm, has issued an attestation report ot
management s assessment of mternal control over financial reporting which is-included herein.

/s/ Jeffry E. Sterba
Jeffry E. Sterba,
Chairman, President and:
Chief Executive Officer

/s/ Charles Eldred
Charles Eldred

Senior Vice President and
Chief Financial Officer
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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 management's assessment, included in the accompanying Management’s Annual Report on
Internal Control Over Financial Reporting, that PNM Resources, Inc. and subsidiaries (the “Company”) maintained
effective internal control over financial reporting as of December 31, 2005, based on criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. As described in Management’s Annual Report on Internal Control Over Financial Reporting,
management excluded from their assessment the internal control over financial reporting at TNP Enterprises, Inc.,
and its subsidiaries Texas-New Mexico Power Company and First Choice Power which were acquired on June 6,
2005 and whose financial statements reflect total assets and revenues constituting 29 and 20 percent, respectively, of
the related consolidated financial statement amounts as of and for the year ended December 31, 2005. Accordingly,
our audit did not include the internal control over financial reporting at TNP Enterprises, Inc. and its subsidiaries.
The Company's management is responsible for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an
opinion on management's assessment and an opinion on the effectiveness of the Company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether efféctive internal control over financial reporting was maintained in all material respects. Our audit
inciuded obtaining an understanding of internal control over financial reporting, evaluating management's
assessment, testing, and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinions.

A company's internal control over financial reporting is a process designed by, or under the supervision of, the
company's principal executive and principal financial officers, or persons performing similar functions, and effected
by the company's board of directors, management, and other personnel to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company's internal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that
could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion
or improper management override of controls, material misstatements due to error or fraud may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over
financial reporting to future periods are subject to the risk that the controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management's assessment that the Company maintained effective internal control over financial
reporting as of December 31, 2005 is fairly stated, in all material respects, based on the criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Also, in our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2005, based on the criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated financial statements as of and for the year ended December 31, 2005 of the Company and
our report dated March 8, 2006 expressed an unqualified opinion on those consolidated financial statements and
included an explanatory paragraph relating to the adoption of Financial Accounting Standards Board Financial
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Interpretation No. 47, Accounting for Conditional Asset Retirement Obligations and PNM Resources, Inc.’s -
acquisition of TNP Enterprises, Inc. in 2005.

/s/ DELOITTE & TOUCHE LLP

Philadelphia, Pennsylvania
March 8, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited management's assessment, included in the accompanying Management’s Annual Report.on
Internal Control Over.Financial Reporting, that Public Service Company of New Mexico and subsidiary (the . :
“Company’’) maintained effective internal control over financial reporting as of December 31, 2005, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. The Company's management ts responsible for maintaining. effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express an opinion on management's assessment and an opinion on the
effectiveness of the.Company’s mtemal control-over financial reportmg based on our:.audit.

We conducted our audit in accordance with the standards of the Public Company Accountmg Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management's
assessment, testing, and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our oplmons . : :

A company‘s internal control over financial reporting is a process designed by, or under the supervision of, the
company's principal executive and principal financial officers, or persons performing similar functions, and effected
by the company's board of directors, management, and other: personnel to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles, ' A company's internal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions-and dispositions of the assets of the company; (2) provide reasonable assurance that =~
transactions are recorded as:necessary to permit preparation of financial statements.in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection: of .unauthorized acquisition, use, or drsposmon of the company s assets that
could have a materlal effect on the financial statements. . S : : :
Because of the mherent hmrtatlons of mternal control ‘over. ﬁnanmal reportmg, 1ncludmg the pOSSlblllty of collusron
or.improper management override-of controls, material misstatements due to error or fraud may.not.be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over
financial reporting to future periods are subject to the risk that the controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management's assessment that the Company maintained effective internal control over financial
reporting as of December 31, 2005 is fairly stated, in all material respects, based on the criteria established in
Internal Control—Integrated Framework 1ssued by the Committee of Sponsoring Organizations.of the Treadway . -
Comumission. Also, in our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 20035, based on the criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated financial statements as of and for the year ended December 31, 2005 of the Company and
our report dated March 8, 2006 expressed an unqualified opinion on those financial statements and included an
explanatory paragraph relating to the adoption of Financial Accounting Standards Board Financial Interpretation
No. 47, Accounting for Conditional Asset Retirement Obligations in 2005.

/s/ DELOITTE & TOUCHE LLP

Philadelphia, Pennsylvania
March 8, 2006
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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 balance sheets and consolidated statements of capitalization of
PNM Resources, Inc. and subsidiaries (the “Company™) as of December 31, 2005 and 2004, and the related
consolidated statements of earnings, retained earnings, comprehensive income (loss), and cash flows for each of the
three years in the period ended December 31, 2005.  These financial statements are the responsibility of the
Company's management. ‘Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures'in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
PNM Resources, Inc. and subsidiaries as of December 31, 2005 and 2004, and the results of their operations and -
their cash flows for each of the three years in the period ended December 31, 2005, in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note 1 to the consolidated financial statements, the Company adopted Statement of Financial
Accounting Standards No. 143, Accounting for Asset Retirement Obligations, effective January 1, 2003 and
Financial Accounting Standards Board Financial Interpretation No. 47, Accounting for Conditional Asset Retirement
Obligations in 2005. As discussed in' Note 12 to the consolidated financial statements, during 2003, the Company
changed the actuarial valuation .measurement date for the pension:plan and other post-retirement benefit plans from
September 30 to December 31. - As discussed in Note 2 to the consolidated financial statements the Company . -
acquired TNP Enterprlses Inc. in 2005. : ‘

We have also‘audited; in accordance with the standards-of the Public Company: Accounting Oversight Board (United
States), the effectiveness of the Company's internal contro! over financial reporting as of December 31, 2005, based
on the criteria established in Internal Control—lIntegrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated March 8; 2006 expressed an unqualified opinion
on management's.assessment of the effectiveness of the.Company's internal control-over financial reporting and an-
unqualified opinion on the effectiveness of the Company's internal control over financial reporting.

/s/ DELOITTE & TOUCHE LLP

Philadelphia, Pennsylvania
March 8, 2006




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 balance sheets and statements of capitalization of Public Service
Company of New Mexico and subsidiary (the “Company”) as of December 31; 2005 and 2004, and the related
consolidated statements of earnings, retained earnings, comprehensive income (loss), and cash flows for each of-the
three years in the period ended December 31, 2005. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on our
audits. : ‘

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also:includes assessing the
accounting principles used-and significant estimates made. by management, as well as evaluating the overall
financial statement:presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion; such consolidated financial statements present fairly, in all material respects, the financial position of
Public Service Company of Néw Mexico and subsidiaries as of December 31, 2005 and 2004, and the results-of their
operations and.their cash flows for each of:the three years in the period ended December 31, 2005, in conformity
w1th accountmg pnnmples generally accepted in the United States of America.

As dlscussed in Note 1 to the consohdated financial statements the Company adopted Statement of Financial
Accounting Standards No. 143, Accounting for Asset Retirement Obligations, effective January 1, 2003-and
Financial Accounting Standards Board Financial Interpretation No. 47, Accounting for Conditional Asset Retirement
Obligations in 2005. As discussed in Note 12 to the consolidated financial statements, during 2003, the Company
changed the actuarial valuation measurement date for the pension plan and other post-retirement beneﬁt plans from
September 30 to. December 31 : : : :

We have also audlted in accordance w1th the standards of- the Public. Company Accountmg Over51ght Board (United
States), the effectiveness of the Company's internal control over financial reporting as of December 31;2005, based
on the criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated March 8, 2006 expressed an unqualified opinion
on management's assessment of the effectiveness of the Company's internal control over financial reporting and an.
unqualified opinion on the effectiveness of the Company's internal control over financial reporting.

/s DELOITTE & TOUCHE LLP

Philadelphia, Pennsylvania
March 8, 2006




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Texas-New Mexico Power Company
Fort Worth, Texas

We have audited the accompanying consolidated balance sheets and statements of capitalization of Texas-New
Mexico Power Company and subsidiaries (the “Company’) as of December 31, 2005 and 2004, and the related,
consolidated statements of earnings, retained earnings, comprehensive income (ioss), and cash flows for the periods
June 6, 2005 to December 31, 2005, January 1, 2005 to June 6, 2005, and each of the years ended December 31,
2004 and 2003. These financial statements are the responsibility of the Company's management. Our respon51b111ty
is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight:Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements-are free of material misstatement.: The Company is not required to have, nor were
we engaged to perform, an audit of its internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances,-but not for the purpose of expressing an opinion on the effectiveness of the Company's internal
control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a test
basis, ‘evidence supporting the amounts and disclosures in the financial statements. - An audit also- includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. . We believe that eur audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
Texas-New Mexico Power Company and subsidiaries as of December 31, 2005 and 2004, and the results of their
operations and their cash flows for each of periods June 6, 2005.to December 31, 2005, January 1, 2005 to June 6,
2005, and each of the years ended December 31, 2004 and 2003 in conform1ty with accountmg prmCIples generally
accepted in the Umted States of Amerlca P

As dlscussed in Note 2 to the consohdated ﬁnanc1a1 statements PNM Resources Inc. acqulred Texas-New Mex1co '
Power Company and its parent TNP Enterprises, Inc. in 2005. As discussed in Note | to the consolidated financial
statements, the Company adopted Financial Accounting Standards Board Financial Interpretatlon No. 47,
Accountmg for Condztzonal Asset. Retzrement Oblzgatzons in. 2005 : : LS

/st DELOITTE & TOUCHE LLP

Philadelphia, Pennsylvania
March 8§, 2006
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- Operating Revenues:

PNM RESOURCES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS.

Year Ended December 31,

2005

2004

2003

(In thousands, except per share amounts)

lectric $1,564,077 $1,113,046 3 1,097,075
as 510,801 490,921 358,267
Other 1,932 825 311
Total operating revenues 2,076,810 1,604,792 1,455,653
Oéeraﬁdg Expenses:
Cost qf energy sold 1,274,647 945,309 -802,670
Administrative and general 217,983 168,095 158,706
Inergy production-costs © 165,580 - 146,153 . 140,584
Depreciation and amortization 138,722 102,221 115,649
“ransmission and distribution costs 70,465 59,447 60,070
f axes, other than income taxes 52,594 34,607 31,310
ncome taxes 19,450 36,062 28,072
‘Total operating expenses 1,939,441 1,491,894 1,337,061
|Operating income 137,369 112,898 118,592
P
Cher Income and Deductions:
}nterest income 42,829 38,007 41,826
Jther income 17,639 10,063 10,879
arrying charges on regulatory assets 4,376 - ~
ther deductions (24,104) (8,150) (46,153
ther income taxes (13,411) (13,185) 183
Net other income and deductions 27,329 26,735 6,735
Earnings before interest charges 164,698 139,633 125,327
Jterest Charges:
g]terest on long-term debt, net 75,736 46,702 59,429
ther interest charges 17,941 4,673 6,760
Net interest charges 93,677 51,375 66,189
referred Stock Dividend Requirements 2,868 572 586
et Earnings Before Cumulative Effect of Changes in Accounting Principles 68,153 87,686 58,552
mulative Effect of Changes in Accounting Principles
! Net of Tax (Expense) Benefit of $592, $0 and $(23,999) (926) — 36,621
j
iet Earnings $ 67,227 $ 87,686 $ 95,173
let Earnings per Common Share (see Note 10):
i Basic $ 1.02 $ 1.45 $ 1.60
Diluted $ 1.00 $ 1.43 $ 1.58
lividends Declared per Common Share... S 0.785 3 0.665 $ 0.600

{

The accompanying notes, as they relate to PNMR, are an integral part of these financial statements.
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PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS

Year Ended December 31,
2005 2004 2(
(In thousands)

Balance at Beginning of Year _' $550,566 $503,069 $4
Net earnings : 67,227 87,686
Dividends:- ‘ - _

Common stock (53,170) (40,189) C

Balance at End of Year - $564,623 $550,566.. - $5

The accompanying notes, as they relate to PNMR, are an integral part of these financial statements.




PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

SETS

ility Plant:

‘lectric plant in service

yas plant in service

‘ommon plant in service and plant held for future use

ess accumulated depreciation and amortization

“onstruction work in progress
Juclear fuel, net of accumulated amortization of $14,679 and $16,448

Net utility plant

her Property and Investments:

nvestment in lessor notes

Jther investments

Jon-utility property, net of accumulated depreciation of $22 and $1,773

Total other property and investments

irrent Assets:

~ash and cash equivalents

special deposits _

Accounts receivable, net of allowance for uncollectible accounts of $3,653 and $1,329
Jnbilled revenues

Jther receivables

nventories

Regulatory assets

Dther current assets

Total current assets

eferred charges:
Regulatory assets
Prepaid pension cost
Goodwill

Other intangible assets
Other deferred charges

Total deferred charges

The accompanying notes, as they relate to PNMR, are an integral part of these financial statements.
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December 31,

2005 2004
(In thousands)

$3,315,642 - $2,488,961
711,823 680,487
135,849 . 140,818
4,163,314, . 3,310,266
1,374,599 1,135,510
2,788,715 2,174,756
168,195 < ... 124,381
27,182 25,449
2,984/092° 2,324,586
286,678 308,680
180,013 . 139,848
4,214 1,437
470,905 449,965
68,199 17,195
534 -
128,834 96,600
151,773 104,708
64,285 48,393
52,037 41,352
. 28,058 53339
102,577 51,967
596,297 -363,554
347279 | 217,196
91,444 87,336
499,155 -
78,512 -
57,025 44,998
1,073,415 349,530
$5,124,709 $3,487,635




PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,
2005 2004
(In thousands)

CAPITALIZATION AND LIABILITIES
Capitalization:
Common stockholders’ equity: -
Commen stock outstanding (no par value, 120,000,000 shares authorized: v .
~ issued 68,786,286 and 60,464,595 at December 31, 2005 and 2004, respectively) *: $ 813,425 - & 638,8:

Accumulated other comprehensive loss, net of tax (91,589) (89,81
‘Retained earnings o - 564,623 550,5¢
Total common stockholders’ equity 1,286,459 1,099,57

_Cumulative preferred stock of subsidiary without mandatory redemption
($100 stated value, 10,000,000 shares authorized: issued 115,293 at RETE B
‘December 31, 2005 and 2004) 11,529 11,5

Long-term debt 11,746,395 71 9878:
Total capitalization 3,044,383 - -2,098,9:

Cu'n'j:eng Liabilities:

Short:term debt 332,200 94.7¢

Accounts payable ' 206,648 Coe117,64
Accrued interest and taxes® 27,815 . . ©115,7¢
Other current liabilities - B 156,833 - 128,47
Total current liabilities L 723,496 356,61
Long-Term Liabilities:

Aécpmul‘ated deferred income taxes 451,263 B 284,52
Accumulated deferred investment tax credits 33,806 7 353¢
Regulatory liabilities -7 402,253 327,41
Asset retirement obligations 55,646 50,3¢
Aggmed pension liability and postretirement benefit cost 227,202 o IV_S'O_,'9(
Other.deferred credits . 186,660 153,51
Total long-term liabilities 1,356,830 1,032,0¢

C(thﬁiiiments and Confingencies (see Note 16) -
- $5,124,7097+ ¥ $3,487,63

The accompanying notes, as they relate to PNMR, are an integral part of these financial statements.



PNM RESOURCES, INC. AND SUBSIDIARIES

~ash Flows From Operating Activities:
Net earnings

Adjustments to reconcile net earnings to net cash flows from operating activities:

Depreciation and amortization
Allowance for equity funds used during construction
- Accumulated deferred income tax
Transition costs write-off
Loss on reacquired debt
Cumulative effect of a changes in accounting principles
Net unrealized (gains)/losses on trading and investment securities
Realized gains on-investment securities
Carrying charges on ‘deferred stranded costs
Equity-linked units charge
- Turbine impairnient '
Other, net '
Changes in certain assets and liabilities, net of amounts acquired:
Accounts receivable
; Unbilled revenues
Accrued postretirement benefit costs
" Other assets '
Accounts payable
. Accrued interest and taxes .-
' Other liabilities
Net cash flows from operating activities

Casl Flows From Investing Activities:
Utility plant additions
Nuclear fuel additions
Redemption of available-for-sale investments
Preceeds from sales of securities
Puchases of securities
Cash acquired from purchase of TNP, net of cash paid
Canbustion turbine payments '
Bad purchase
R.durn of principal PYNGS lessor notes
Lwa investment '
Ohner, net

Net cash flows from investing activities

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2005 2004 2003
{(In thousands)

$ 67,227 $ 87,686 $ 95,173
160,591 131,625 144,854
(1,892) (1,294) (2,589)
28,318 39,966 90,175
_ _ 16,720
- - 16,576
1,518 - (60,620)
3,753 “(1,640) - (1,360)
(8,562) - (2,584) (1;251)
(4,376) - S
11,348 - -
14,958 - -
(1,384) - (2,433)
(14,375) (28,342) (21,344)
(13,291) (21,809) 5,539
13,586 (6,089) (14,962)
(85,388) (2,085) (5,972)
45839 . 30,429 (7,317)
20,474 . (7,680) .- - (22,712)
(27,893) 16,959 (2,562)
210,451 235,142 225,915
(211,160) (135,795) (167,701)
(10,654) - (9.915) | (9,503)
B - T80.91
104,623 81,218 179,624
(109,795) (87,823) '(84,068)
45,965 - R
- - (11,136)
R - (6,675)
21,432 - 20,292 18,360
o H13,379) SRR
4,946 - 1;564 2,018
(154,643) (143,838) (98,790)

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

Cash Flows From Financing Activities:
Short-term borrowings (repayments), net
Long-term debt borrowings
Long-term debt repayments
Premium on long-term debt refinancing
Refund costs of pollution control bonds
Issuance of common stock
Redemption of TNP preferred stock.
Retiréement of preferred stock
Exercise of employee stock options
Dividends paid
Other, net

Net cash flows from financing activities

Increase in Cash and Cash Equivalents
Beginning of Year

End of Year

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

In‘corgie taxes paid (refunded), net

Supplemental schedule of noncash transactions:
Pension contribution of PNMR common shares

Supplémental schedule of noncash in&ésting and financing activities: v
During 2005, PNMR purchased all of the outstanding common shares of TNP for $74.6 million m cash

Year Ended December 31,

2005

2004

2003

(In thousands)

(24,082

~ and $87.4 million in PNMR common stock. In conjunction with the acquisition, liabilities were

assumed as follows:
Fair value of assets acquired
Cash paid for transaction costs
Cash paid for TNP common shares
PNMR common stock exchanged for TNP common stock
. Liabilities assumed

The accompanying notes, as they relate to PNMR, are an integral part of these financial statements.

B-18

237,500 (31,218)
339,832 - 483,882
(399,626) - (476,572
_ _ (23,905
_ - (31,427
101,231 — -
(224,564). - -
- . (1,118) N
(9,735) -(16,430) (9,636
. (51,128) (38,848).. (36,702
1,686 811 1312
(4,804) (86;803) (118,132
51,004 - . 4,501 8,992
17,195 12,694 3,70z
$ 68,199 17,195 $ 12,694
$ 77,066 46,469 $ 69,04
(4,174) 14459  § (23,15
$ B = $ 2895
$ 1,501,114
(21,520)
(74,648)
(87,392)
$ 1,317,554
ff




PNM:RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS:OF CAPITALIZATION

mon Stockholders Equlty
C mmon Stock, no par value
Adcumulated other comprehensive income, net of tax
R tamed earnings
Total common stockholders” equity

Cumulative Preferred Stock:
Without mandatory redemption requirements:
965 Series, 4.58% with a stated value of $100.00 and a
current redemption price of $102.00; outstanding shares
at December 31, 2005 and 2004 were 115,293

3

LonE-Term Debt:

Issue and Final Maturity

F1 st Mortgage Bonds, Pollution Control Revenue Bonds:
r 5.7% due 2016

Sqinior Unsecured Notes, Pollution Control Revenue Bonds:
1 6.30% due 2016

5.75% due 2022
5.80% due 2022
| 6.375% due 2022
' 6.30% due 2026
I 6.60% due 2029
f 2.10% due 2033
‘l 2.10% due 2033

4.00% due 2038
Total Senior Unsecured Notes, Pollution Control Revenue Bonds

Se¢nior Unsecured Notes:
4.40% due 2008
7.50% due 2018
6.125% due 2008
6.25% due 2009
ther, including unamortized discounts
Total Senior Unsecured Notes

Yquity-Linked Units:
6.75% due 2010
6.625% due 2010
Total Equity-Linked Units

Total long-term debt
Taal Capitalization

B-19
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December 31,

2005 2004
(In thousands)

$ 813,425 $ 638,826
(91,589) . (89,813)
564,623 550,566
1,286,459 1,099,579
211,529 . 11,529.
65,000 65.000
77,045 77,045

37,300 37,300 -
100,000 100,000
90,000 90,000
" 23,000 23,000
11,500 11,500
46,000 46,000
100,000 100,000
36,000 36,000
520,845 520,845
300,000 300,000
100,025 100,025
248,935 _
167,690 -
(3,350) 1,953
813,300 401,978
247,250 _
100,000 _
347,250 Z
1,746,395 987,823
$3.044,383 $2,098,931

The accompanying notes, as they relate to PNMR, are an integral part of these financial statements.
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PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Year Ended December 31,

|

2005

2004

2003 |

(In thousands)

T
|

-

Net Earnings : ' $ 67227  '$87:686  $ 95173
Other Comprehensive Income (Loss): R e
Unrealized gain (loss) on securities: Sl f
* Unrealized holding gains arising during the period, . ¢

net of tax expense of $2,948, $1,212 and $1,256 4,498 T 1:849 1',9156
Reclassification adjustment for gains included in net income, _ e B
net of tax expense of $2,925, $745 and $440 S s (4;4_64) 1,137y (672)
Additional minimum:pension liability adjustment, net of tax R ' V
(expense) benefit of $8,322, $14,415 and $(6,284) (12,701) (21,996) 9,58;9 ‘
Mark-to-market adjustment for certain derivative transactions: A
Change in fair market value of designated cash flow hedges, oo |
" net of tax expense of $7,913, $3,567 and $6,816 11,844 5,443 10,40[1
Reclassification adjustment for gains included in net income, L
net of tax expense of $624, $318 and $0 : C(953) (485) L

Total Other Comprehensive Income (Loss) ’ ’ (1,776) (16,326) '21,23%

. N 1

Total Con‘lprehensive‘lncome $ 65,451 $ 71,360 $ 116,40JF

The accompanying notes, as they relate to PNMR, are an integral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO ANDSUBSIDIARY

: Opérating Revenues:
Electric’ :
Gas
"l otal operating revenues

Operatmg Expenses
Cost of energy sold -
Administrative and. general
E lergy production costs'
Deprecxatlon and amortization
Trpnsmxssxon and distribution costs
Taxes, other than income taxes
Ingome taxes
":Fotal operating expenses
Operating income

!
Other Income and Deductions:

Interest income

ther income

Other deductions

Other income taxes
Net other income and deductions
Eamings before interest charges
j

f
Interest Charges:
Infterest on long-term debt, net
Ofther interest charges

[\Iet interest charges
Net Earnings Before Cumulative Effect of Changes in Accounting Principles

Cu}mulative Effect of Changes in Accounting Principles,
fNet of Tax (Expense) Benefit of $331, $0 and $(23,999)

Nejt Earnings
Pré[ferred Stock Dividend Requirements

!
Net Earnings Available for Common Stock

w’\—-—-\ e B e

i
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A WHOLLY OWNED SUBSIDIARY QF PNM RESOURCES,;INC.
CONSOLIDATED STATEMENTS OF EARNINGS:

Year Ended December 31,
2005 2004 2003
(In thousands)

$ 1,164,656  $.1,113,046: - $ 1,097,075
510,801 490,921 358,267
1,675,457 1,603,967 1,455,342
1043490 5186 802,650
176,641 165942 . 160,200
165,580 146,153 140,584
Snsgor o 99,633 113,921
58,231 59,447 61,169
31,175 31,270 29,670
8,217 37,964 28,262
1,599,125 1,485,595 1,336,456
76,332 118,372 118,886
37,919 37,721 38,918
17,211 10,006 9,837
(7,141) (5,497) (39,625)
(17,077) (14,733) (2,328)
30,912 27,497 6,802
107,244 145,869 125,688
49,102 49,015 59,013
5,022 4,416 6,697
54,124 53,431 65,710
53,120 92,438 59,978
(506) - 36,621
52,614 92,438 96,599
528 572 586
$ 52,086 % 91866 $ 96,013

The accompanying notes, as they relate to PNM, are an integral part of these financial statements.




PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS.OF RETAINED EARNINGS

[,
Year Ended December 31, |
2005 2004 2003
(In thousands) '
Balance at Beginning of Year S $ 371,455 $ 302,589 h 256;1$7’
Net earnings _ 52,614 92,438 96,5?9
Dividends: » oL P
Cumulative preferred stock (528) (572) o (586).
Common stock dividends paid to parent company (90,999) . (23,000) _‘ (49,5@
Balance at End of Year o $ 332542 § 3714557 7§ 302,589
The ac-companying:notés; as they relate to PNM, are an integral part of these ﬁnanqiﬁal‘ statements R T
.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY

A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS

Utility Plant:

“lectric plant in service

as plant in service

ommon plant in service and plant held for future use

ess accumulated depreciation and amortization

onstruction work in progress
uclear fuel, net of accumulated amortization of $14,679 and $16,448

Net utility plant

Oj’ther Property and Investments:
][{nvestment in lessor notes

Other investments

;Non—utility property

Total other property and investments

Qurrent Assets:
Cash and cash equivalents -
Special deposits :
Accounts receivable, net of allowance for uncollectible accounts of 1,435 and $1,329
{Unbilled revenues -
EOthér receivables
[nventories
Regulatory assets
Other current assets

Total current assets

Deferred charges:
Regulatory assets
Prepaid pension cost
Other deferred charges

Total deferred charges -

The accompanying notes, as they relate to PNM, are an integral part of these financial statements.
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December 31,

2005 2004
(In thousands) .
$2,576,182 $2,488,961
711,823 680,487
74,857 - 97,369
3,362,862 3,266,817
1,205,386 1,125,444,
2,157,476 2,141,373
£ 137,663 110,406
27,182 25,449
2,322,321 2,277,228
286,678 308,680
170,423 116,134
966 966
458,066 425,780
12,690 - 116,448,
263 _
108,569 96,600
121,453 104,708
53,546 . 45,717
50,411 41,246
28,058 3,339
75,885 . 39,933
. 450,875 347,991
23305 217,196
91,444 87,336
41,720 38,199 -
356,489 342,731
$3,587,751 $3,393,730 .




PUBLIC SERVICE COMPANY -OF NEW MEXICO:AND SUBSIDIARY
A WHOLLY OWNED SUBSIDIARY :OF PNM RESOURCES, INC.

CONSOLIDATED BALANCE SHEETS

CAPITALIZATION AND LIABILITIES
Capitalization:
Common stockholder’s equity:
Commdr) stock outstandirxgv\(no par value, 40,000,000 shares authorized:
issued 39,1 17,799 at December 31, 2005 and 2004)
Accumulated other comprehensive loss, net of tax
Retained earnings -
Total common stockholder’s equity
Cumulative preferred stock of subsrdlary without mandatory redemption:: -
(8100 stated value, 10,000,000 shares authorized: issued 115,293 at
December 31, 2005 and 2004)
Long-term debt

A. - Total capitalization

Current Llabllmes
Short-term debt
Accounts payable
Intercompany accounts payable
Accrued interest and taxes
Othier current liabilities

Total current liabilities

Long-Term Liabilities: .-
Accumulated deferred income taxes
Accumulated deferred investment tax credits
Regulatory liabilities
Asset retirement obligations
Accrued pension liability and postretirement benefit cost
Other deferred credits

Total long-term liabilities

Commltments and Contmgencres (see Note 16)

The accompanying notes, as they relate to PNM, are an integral part of these financial statements.
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December 31,

2005 2004
(In thousands) fs
18,765,500 i $. 752,350
(90,515) (89,813%
332,542 371455 ¢
1,007,527, e - 1,033,992
11,529 11 529‘
© 987,068 987,676 1
PRI 1
2,006,124 2 033 197 |
-
E
128200 60,400 '
170,517 116,763 |
50,070 + 38,700 |
15951 28‘783 1
98.753" - 91 765 *
463,491 . 336, 411 !
— ’
300,752 "-'278 907 |
32,266« 35360
346,007 327 419
54,940 50,3617
217,092 “180, 903
167,079, . 151,172,
1,118,136 1,024;122
$3,393,730

$3,587,751




|
|

1 . _
Caslf Flows From Operatmg Actlvmes

Neﬁ eainings

Adiustments to reconcile net earnings to net cash flows from operating activities:

Depreciation and amortization:

Accumulated deferred income tax
Transition costs write-off
Loss on reacquired debt

Realized gains-on investment secuntles
Wholesale credit reserve ¢
Turbine impairment ~
Changes in certain assets and hablhtles
. Accounts receivable ;. :
Unbilled revenues
Accrued postretirement benefit costs
'Other assets. -
Accounts payable
* Accrued interest and.taxes
Other liabilities
Net cash flows from operating activities

Cash Flows From Investing Activities:
Utlhty plant additions

Nuclear fuel additions

Prejceeds from sales of securities
Purchases of securities

Cgmbustion turbine payments

EIP buyout

Return of principal PVNGS lessor notes
purchase of EIP investment

Other, net

j Net cash flows from investing activities

PUBLIC :SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES; INC..
CONSOLIDATED:STATEMENTS OF:CASH FLOWS

Allowance for equity funds used during construction

Cumulative effect.of changes in accounting principles
Net unrealized gains on trading and investment securities

Year Ended December 31,
2005 2004 2003
(In thousands)
$ 52,614 . $ 92 438 $ 96 599
135,813 129 013 ; 143 940
L757) o (1,228) (2;551)
20,039\ ;.. 38,162 .. -. 82,799
- - ey 1‘6;720
- s : ,16,576
837 e (60,620)
(5,749) - .. . i e {1,360)
(8,562) . (1231)
S phme T = 2 (2,433)
t..14,958 - D e
(11,969) (28,342) .(21,344)
(16,745) (21,809) 5,539
11,556, . . .(6:090) . (14,962).
(84, 104)ﬁ7' CoTT04, 7 T RI16)
53,754 37388 "(12905)
(12,833 19,905 (27572
23,691 (1,309) (19,285)
1Es43 4 261,013 194,174
(157,092) (128,236) (159,322)
(10,654) (9,915) (9,503)
104,623 81,218 79,624
(109,795) (87,823) (84,068)
- - (11,136)
- - (36,925)
21,432 20,292 18,360
- (12,247) -
213 4,942 472
(151,273) (131,769) (202,498)

i The accompanying notes, as they relate to PNM, are an integral part of these financial statements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO:AND SUBSIDIARY
A WHOLLY OWNED SUBSIDIARY :OF PNM RESOURCES; INC:
CONSOLIDATED'STATEMENTS OF CASH FLOWS

Year Ended December 31,
2005 2004 2003
(In thousands)

Cash Flows From Financing Activities: T R TN o
Short-term borrowings (repayments), net 67,800 64,500y - (25,
Long-term debt borrowings Cen GUUSEE L a e - 2 - . - 483,780
Long-term debt repayments 61D AN (450, 20)
Premium on long-term debt refinancing Cilene e Dozt et (23, 05)

Refund costs of pollution control bonds

._ 12 )
Equity contribution from parent :

= 126,953

Retirement of preferred stock - F(1,118) ¢ —
Di\%’idends paid ‘ _ BR80T e (23:586) -+ (49;581)
Change in intercompany borrowings Aad e w85 (34,87 ) (12;340)
Other, net : : o850 e (328) e o  (B03
© Net cash flows from financing activities (24,028) (124,403) - = - 16,837
Increase (Decrease) in Cash and Cash Equivalents (3,758) 48410 28513
Beginning of Year 16,448 - 11;607. - .- 3,004
End of Year ‘ $ 12,690 $ 16448 -§ 11,607
Supplémental Cash Flow Disclosures: R T
Interest paid, net of capitalized interest” $ 51,593 $ 49937 " $§ 67,500
Income taxes paid (refunded), net _ $ 5 % 18,002

$ (5,0@

The accompanying notes, as they relate to PNM, are an integral part of these financial statements..
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF CAPITALIZATION

PN et At A

December 31,

i : : 2005 2004

J‘ : (In thousands)

. Common Stockholder’s Equity:

i Common stock outstanding, no par value - .. 8 765500 $ 752,350 .
Accumulated other comprehensive income, net of tax o (90,515) ) A(89,813)
Retamed earnings 332,542 / 371,455

Total common stockholder’s equity - 1,007,527 - 1,033,992
Cun‘:m]atlve Preferred Stock:
Without mandatory redemption requirements: L .
’ 1965 Series, 4.58% with a stated value of $100.00 and a current redemptlon pnce of;', CE RO e
4 $102.00, outstanding shares at December 31, 2005 and 2004 of 115,293 11,529 11,529
ong-Term Debt:
Issﬂe and Final Maturity
Flﬁst Moftgage Bonds, Pollution Control Revenue Bonds: e v e O
f 5.7% due 2016 o S oo .- 65000 .- - 65,000
SeLior Unsecured Notes, Pollution Control Revenue Bonds: g v . v ST ‘
6.30% due 2016 L T7,045 77,045
5.75% due 2022 37,300 37,300
{ 5.80% due 2022 _ ST 100,000 - ~100,000
1 6.375% due 2022 : 90,000 90,000
6.30% due 2026 . 23,000 123,000
6.60%_ due 2029 ) 11,500 11,500
2.10% due 2033 v B - o 46,000 46,000
2.10% due 2033 100,000 100,000
4.00% due 2038 36,000 36,000
Total Senior Unsecured Notes, Pollution Control Revenue Bonds 520,845 520,845
Se¢nior Unsecured Notes:
4.40% due 2008 300,000 300,000
7.50% due 2018 100,025 100,025
Ofther, including unamortized discounts 1,198 1,806
Total Senior Unsecured Notes 401,223 401,831
Total long-term debt 987,068 987,676
Total Capitalization $2,006,124 $2,033,197

| The accompanying notes, as they relate to PNM, are an integral part of these financial statements.

T S e e
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES; INC: -
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Net Earnings Availabie for Common Stock
Other Comprehensive Income (Loss):

Uhrealizéd gain (loss) on‘securities:
Unrealized holding gains arising from the period,
net of tax expense of $2,948, $1,212 and $1,545
Reclassification adjustment for gains included in net income,
~ net of tax expense of $2,925, $745 and $440:

Additional minimum pénsioﬁ liability adjustment, net of tax
(expense) benefit of $8,304, $14,415 and $(6,284)

Mark-to-market adjustment for certain derivative transactions:

‘Change in fair market value of designated cash flow hedges,
net of tax expense of $8,447, $3,567 and $6,140
Reclassification adjustment for gains included in net income,
net of tax expense of $624, $318 and $0

Total Other Comprehensive Income (Loss)

Total Comprehensive 1nc6me

The accompanying notes, as they relate to PNM, are an integral part of these financial statements. :
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Year Ended December 31, [
2005 2004 2003 |
*(In thousands)
B2 R T K

$°52,086:  $ 91,866° % 96,013 -
4,498 1,849 2,357
S a 468y T (1,137) (672)
|

(12,672) (21,996) * _9,‘589?‘
12,889 5,443 9,36%
(953) - (485) - _
(702) (16326) - 20,643
§51384  $75540  $116656
i
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF EARNINGS'

Post-Acquisition Pre-Acquisition Pre-Acquisition Pre-Acquisition
For the Period For the Period Year Ended Year Ended
June 6- January 1- December 31, December 31,
! December 31,2005| - June 6,.2005 2004 2003
‘ ' ' (In thousands)
E Openating Revenues:
| Elell‘tric ' $ 154350 $112,820 $ 269,665 . $249488
otal operating revenues : 154350 |- 112,820 269,665 - 249,488
Openating Expenses: G S S
Cosh of energy sold 58,014 - . 43,885 101,361 - 89,818
Adsninistrative and general 14,165 | © 11,048 27,963 23,715
Deppreciation and amortization 17,596 ‘ © 12,954 29,691 : 28,631
Trapsmission and distribution costs ’ 12,403 C9,111 19,314 20,289
Taxles, other than income taxes 14261 |} - . 9,228 oL 22,884 21,227
Income taxes 7,965 5,055 13,680 13,044
otal operating expenses 124,404 91,281 214,893 196,724
perating income 29,946 21,539 54,772 52,764
Othér Income and Deductions:
Intgrest income 1,001 650 677 364
Other income 528 523 844 1,750
Canrying charges on regulatory assets 4,376 (1,407 32,006 -
Othyer deductions (74) . (79) (254) (35)
Othyer income taxes (2,071) 154 (12,711) (661)
et other income and deductions 3,760 (159) 20,562 1,418
Inteyest Charges:
Intgrest on long-term debt, net 14,650 11,077 25,855 25,279
Otther interest charges 1,225 1,043 2,836 3,621
et interest charges 15,875 12,120 28,691 - 28,900
Net £arnings Before Extraordinary Item
angl Cumulative Effect of Change in :
Acfcounting Principle 17,831 9,260 46,643 25,282
Extraordinary Item — Disallowance of
Stianded Costs, Net of Tax Benefit
of $57,317 ‘ - - (97,836) -
Cunflulative Effect of Change in Accounting
Principle, Net of Tax Benefit of $234 (381) - ~ -
Net Earnings (Loss) $ 17450 $ 9,260 $(51,193) $ 25282

The accompanying notes, as they relate to TNMP, are an integral 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 RETAINED EARNINGS

Post-Acquisition

Pre-Acquisition Pre-Acquisition

Pre—Acquisitian

For the Period For the Period Year Ended Year Endeqi
. . June 6- January 1- December 31, December 3},
December 31, 2005 June 6, 2005 2004 2003 f
(In thousands) {
Balance at Beginning of Period $ - $(6,795) $ 50,398 $54,516
Net earnings 17,450 - 9,260 (51,193) - 25,282
Dividends: 1
Common stock dividends paid to parent : e
company (12,000)- - (6,000) (29,400)
Balance at End of Period: $ 5,450 $ 2,465 $(6,795) $ 50,35%8

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

December 31,

. o , 2005 | 2004
' : : .(In thousands)
ASSETS
Utility Plant: ,
'Electric plant in service $ 877,893 $ 845,900
| Construction work in progress ' ' o : 7,138 4,261
- Common plant in service and plant held for future use R T 589 . 589
'; o 885,620 850,750
| Less accumulated depreciation and amortization . 296,611 276,081
‘Net utility plant - 589,009 . 574,669
Other Property and Investments:
' Other investments - ' 548 530
' Noh-utility'property, net of accumulated depreciation of $3 and $3 2,120 { . 343
. Total other property and investments 2,668 873
Current Assets:
Cash and cash equivalents 16,228 65,759
i Special deposits o = ' 3,086
' Accounts receivable, net of allowance for uncollectible accounts of $100 and $191 13,191 12,739
| Federal income tax refund 36,392 |- - 22,912
! Unbilled revenues 6,679 7,576
l Other receivables : 6,087 10,083
i Inventories 1,478 1,505
| Other current assets 1,211 ° 7,526
’( Total current assets ' 81266 | 131,186
eferred charges: -
Stranded costs : 87,316 87,316
Carrying charges on stranded costs . 33,918 48,130
Other regulatory assets 2,720 8,105
Goodwill 456,088 -
Other deferred charges 4,948 22,227
Total deferred charges : 584,990 165,778
$1,257,933 $ 872,506

The accompanying notes, as they relate to TNMP, aré an integral part of these financial statements.
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESQURCES; INC.

CONSOLIDATED BALANCE SHEETS

December 31,

2005 ] 2004
(In thousands)
CAPITALIZATION AND LIABILITIES
Capitalization:
Common stockholder’s equity: . S
Coinmon stock outstanding ($10 par value, 12,000,000 shares authorized: ‘ 2 E S
issued 9,615 and 10,705 at December 31, 2005 and 2004, respectively) .. RS S 96  3 107 -
Paid-in-capital 583,130 197,751
Accumulated other comprehensive loss, net of tax e gy b o 761 :
Retained earnings v 5,450 o A(6795)
Total common stockholder’s equity o 588,647_4 L 189,302
Long-term debt 415,864 T 415,569 |
Total capitalization o 004,511 Co "’604,87‘1 k
Current Liabilities: v ;
Accounts payable 11,913 15,649
Accrued interest and taxes : 24250 22,647 |
Accrued payroll and benefits _ R e 3288 ‘ _ 1,583 }
Other current liabilities ‘ 5,516 ] .. 5,155 N
Total current liabilities 44,947 ‘45,034;
B - !
Long-Term Liabilities: o
Accumulated deferred income taxes " 139,405 138;249
Accumulated deferred investment tax credits 1,540 - ’ 2,.3'2:6 ‘
Regulatory liabilities 56,246 40,729, -|
Accrued pension liability 3,585 4,844 |
Accrued postretirerﬂent benefit cost 6,525 . oo 2,693 J
Other deferred credits N 1,174 _33;760 :
Total long-term liabilities | , 208,475 | - 222,601
Commitments and Contingencies (sée Note 16) - -
| | '$1,257,933 T $872,506

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

. Post-Acquisition” |:«‘Pre-Acquisition Pre-Acquisition Pre-Acquisition
: »' For the Period + For the:Period Year Ended Year Ended
- June 6- January 1- December 31, December 31,
December 31, 2005 |:7 June 6;2005 2004 2003
( (In thousands)

Cash Flows From Operating Activities: ‘ i R e e
Net earnings (loss) $ 17,450 § 9,260 $(51,193) . . § 25,282
Adjustments to reconcile net ’ R . R A

eatnings to net cash flows

fr “m‘o’perating activities: P e e g
’I‘Depreciation and amortization 18,619 ° T 14,042 32,279 e 31472
Allowance for equity funds used ’ » - L
| during construction (112) (60) (384) ¢ . . (584)
{Accumulated deferred income tax e 9,870 S (1,267) 43,135:0 o 2,179
\Carrying charges on regulatory assets ' (4,376) 1,407 (32,006) - cen S
LCumulative effect of change in ‘ R
| accounting principle - c 615 - - - ; ot
Disallowance of stranded-costs, - ] ' : S
| net of tax benefit R 1 N - 97,836 -
Deferred purchased power and fuel costs -t - oSy . oo 18,373

Changes in certain assets and liabilities: ‘ S : T
"~ [Accounts receivable o (481) e 29 820 .. . . 3,131
‘iUnbil]ed'reVenUes o 1,003~ o (106) 1,225 (1,896)
Accounts payable o L L 86 (5,379) . 2,347 i 3,758
Accrued interest and taxes I LT (1314 a6,621) 1,088
Interest rate lock on issuance of senior
! notes - - - (4,162)
gAcquisition related benefit programs (2,604) - - -
Payments for stranded/fuel costs (4,284) - - -
Receipt for retail competition
. transition obligation 16,336 - - -
Other assets and liabilities (9,347) 4,741 9,520) (6,927)
Net cash flows from
operating activities 51,574 15,353 67,407 71,714
Cash Flows From Investing Activities: .
Utility plant additions (27,801) (17,822) (42,817) {(44,548)
Other, net 3,111 (242) (356) (2,909)
Net cash flows from
investing activities (24,690) (18,064) (43,173) (47,457)

The accompanying notes, as they relate to TNMP, are an integral 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

Post-Acquisition. |- Pre-Acquisition Pre-Acquisition Pre-Acquisition
... For the Period For the Period Year Ended Year Endeﬂ
June 6- January 1- December 31, December 31,
December 31,2005 | June 6, 2005 2004 2003 |
N » (In thousands) ;"
Cash Flows From Financing Activities: | T R 4 =
Long-term debt costs and repayiments ‘ . - - (9,382) (1‘72,6;00)
Redemption of common stock (62,000) - = s S =
Repayments to affiliate - - L (14,557)
Issuance of senior notes, net of discount - - - ' 248,9?3
Dividends paid v (12,000) S - - {6,000y . o ,(29,490)
Other 169 127 SRR .
“.Net cash flows from - . L :
financing activitiés .o (73,831 - 127 (15,382) - - v 32,366
Increase (Decrease) in Cash and Cash ‘ : j , : SR 1
Equivalents (46,947) (2,584) - 8,852 156,623
Beginning of Period 63,175 c 65,759 56,907 L .284
End of Period $ 16,228 $ 63,175 $ 65759 . . - $ 56907
< T
Supplemental Cash Flow Disclosures: : ' ) T :L
Interest paid, net of capitalized interest S (609 $ 12,868 $26,145 $ ‘27‘,42},4:
Income taxes paid, net - $(20,014) $ 2456 $ 8434 $-14,000

A
{

The accompanying notes, as they relate to TNMP, are an integral part of these financial statements.

B-34




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

Common Stockholder’s Equity:

Common stock outstanding, par value $10 per Share R

Paid-in-capital

Ac:cumulated other comprehensive loss, net of tax

Retamed earnings
Tota] common stockholder’s equity

Lorlig-Term Debt:
Issue and Final Maturity
Sénior Notes: »
| 6.125% due 2008
; 6.25% due 2009
Other, including unamortized discounts
T'Qtal long-term debt

Total Capitalization

December 31,

2005 | 2004

(In thousands)

$ 96 $ 107
583,130 197,751
(29) (1,761)

5,450 (6,795)
588,647 189,302
248,935 248,935
167,690 167,690
(761) (1,056)
415,864 415,569
$1,004,511 $604,871

f The accompanying notes, as they relate to TNMP, are an integral part of these financial statements.
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TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY. OF PNM RESOQURCES; INC.-
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

i
!

Post-Acquisition Pre-Acquisition Pre-Acquisition Pre-Acquisiﬁon
For the Period For the Period Year Ended Year Ended
|
June 6- January 1- December 31, December 31,
December 31, 2005 June 6, 2005 ‘ 2004 S 20037
(In thousands) ) o
Net Earnings (Loss) $ 17,450 $ 9,260 $(51,193) $ 25,282
Other.Comprehensive Income (Loss): :
Interest rate hedge net of reclassification l '
adjustment, net of income tax benefit o 't
(expense) of $0, $1,084, $317and $(685) - 1,761 516 ©(1,111)
Additional minimum pension liability B
adjustment, net of'tax (expense)
benefit of $18, $0, $0 and $(132) (29) - - 214
Total Comprehensive Income (Loss) $ 17,421 $11,021 $ (50,677) $ 24,385

In conjunction with the acquisition of TNP by PNMR, the interest rate hedge was fair valued at zero. The acquired book value !

was $1.7 million.

The accompanying notes, as they relate to TNMP, are an integral part of these financial statements.
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PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2005, 2004 and 2003

(1) Summary of the Business and Significant Accounting Policies
Nature of Business

PNMR or the “Company” is an investor-owned holding company of energy and energy-related businesses.
The Company’s three primary subsidiaries are PNM, TNMP-and First Choice. PNM is an integrated public utility
with regulated operations primarily engaged in - the generation, transmission and distribution of electricity,
transmission, distribution and sale of natural gas within. New Mexico, and unregulated operations primarily: focused
on the sale and marketing of electricity in the western United States. TNMP is a regulated utility operating in Texas
and New Mexico. In Texas, TNMP provides regulated transmission and distribution services. In New Mexico,
TNMP provides integrated electric services that-intlude the transmission,*distribution, purchase and sale of
electricity to its New Mexico customers. First Choiceis a’competitive retail electric provider operating in Texas. - In
addition, PNMR provides energy and technology related services-through its:wholly owned subsidiary, Avistar: The
Company’s common stock trades on the New York Stock:Exchange under the symbol PNM.

TNP Acquisition

As discussed in- Note 2, on June 6, 2005, PNMR completed the previously announced -acquisition of TNP
effective at 8:00 AM Central Daylight Time. Prior to the consummation of the acquisition, TNP was a privately
owned holding company based in Fort Worth, Texas.- TNP’s principal subsidiaries are TNMP and First Choice.

The acquisition was accounted for using the purchase method of accounting. Under.this method, the purchase .
price was allocated and fair market value adjustments were made to-the assets acquired and the liabilities assumed.
The excess of the purchase price over net assets acquired was allocated to goodwill in the amount of $499.2 million.
Other intangible assets of $79.3 million were also recorded. Adjustments to goodwill and intangible assets were
recorded in the third and fourth quarters of 2005 (see' "Goodwzll and Intang:ble Assezs v below in this Noté I and see
-also Note 2). . . , ' :

. “The purchase accounting entries are reflected on PNMR’s financial statements as of the purchase.date.
PNMR “pushed down” the effects of purchase accounting to the financial statements of TNMP and:First Choice.
Accordingly, TNMP’s post-acquisition financial statements reflect a new basis of accounting, and separate financial
statements and footnote amounts in tabular format are presented for pre-acquisition and post-acquisition periods,
separated by a heavy black line.

Presentation
. The Notes to- Consolidated Financial Statements include disclosures for PNMR, PNM and TNMP. For
discussion purposes, this report will use the term “Company” ‘when discussing matters of common applicability to
PNMR; PNM and TNMP: Discussions regarding only PNMR, PNM or TNMP will be:clearly indicated as such
PNMR was established as a holding company in 2001, On December 30, 2004, PNMR became a registered

holding company. under PUHCA. As a result of the requirement to register as 4 holding company, PNMR created
PNMR Services Company, a wholly:owned services company, which began operation on January 1, 2005.
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PNM RESOURCES, INC. AND SUBSIDIARIES
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 2005, 2004 and 2003

PNMR performed substantially all of the corporate activities of PNM. from 2001 to 2004. These activities
were billed to PNM on a cost basis and were allocated to the business units, The service functions previously
performed by PNMR were assumed by PNMR Services Company effective January 1, 2005.

Until June 6, 2005, TNMP. provided First Choice and TNP with corporate support services, including
accounting, finance, information services, legal and human resources, under a shared services agreement with First
Choice and a similar agreement with TNP. These services were billed at TNMP’s cost and, in return, TNP and First
Choice compensated TNMP for the services provided. These agreements were in effect through June 6, 2005 when
they were replaced by a new shared services arrangement with PNMR Services Company

- Effective with the close of the acquisition of TNP on June 6, 2005, all TNMP employees who were provxdlng
corporate support to TNP and First Choice bécame employees of PNMR Services Company. PNMR Services
Company provides corporate services to all of PNMR's business units, including PNM, Avistar, TNP, TNMP and
First Choice based on shared services agreements. These services are billed at cost on a monthly basis and allocated
to the business units.

The Company maintains its accounting records in accordance with the uniform system of accounts prescribed
by the FERC and the National Association of Regulatory Utility Commissioners, and adopted by the NMPRC.

The Company’s accounting policies conform to the provisions of SFAS No. 71, as amended, “Accounting for
the Effects of Certain Types of Regulation,” (“SFAS 717), as applicable. In accordance with SFAS 71, the
Company has deferred certain costs and recorded certain liabilities pursuant to the rate actions of the FERC, the

NMPRC and the PUCT. These “regulatory assets™ and “regulatory liabilities” are enumerated and discussed in Note

PNM discontinued the application of SFAS 71 as of December 31, 1999, for the generation portion of its
business effective with the passage of the Restructuring Act in accordance with SFAS No. 101, “Accounting for the
Discontinuation of Application of FASB Statement No. 71.” As a result of repeal of the Restructuring Act, the
Company re-applied SFAS 71 to its generation portion of its business during the first quarter of 2003 as a result of
NMPRC approval of the Global Electric Agreement (see Note 17) in January 2003.

Prznczples of Consolldatzon

The Consolidated Financial Statements include -the accounts of the Company and subsidiaries in which it
owns a majority voting interest. Corporate administrative and general expenses, which represent costs that are
driven primarily by corporate level activities, are allocated to the business segments. Other significant intercompany
transactions between PNMR, PNM, TNP and TNMP in 2005 or 2004 include energy purchases and sales, dividends
paid on common stock, the redemption of common stock by TNMP from its parent company, TNP, and

consolidation of PVNGS capital trust. All significant intercompany transactions-and balances have been eliminated.
See Note 20.

- PNM adopted SFAS No. 150 “Accounting for Certain Financial Instruments with Characteristics of both
Liabilities and Equity” (“SFAS 1507) effective in May 2003. SFAS 150 established standards for classifying and
measuring certain financial instruments with characteristics of both liabilities and equity. Under SFAS 150, issuers
are required to classify as liabilities a financial instrument that is within its scope as a liability because that financial
instrument embodies an obligation of the issuer. SFAS 150 is effective for financial instruments entered into or
modified after May 31, 2003. Upon adoption, the Company reclassified approximately $10.0 million from minority
interest to other deferred credits on its Consolidated Balance Sheets.

Financial Statement Preparation

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts of assets
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and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting penod Actual recorded amounts could differ from those
estimated.

Cash and Cash Equivalents

Investments in highly liquid investments w1th maturities of three months or less at the date of purchase are
considered cash equivalents.

Utility Plant

Utility plant is stated at cost, which includes capitalized payroli-related costs such as taxes, pension and other
fringe benefits, administrative costs and allowance for funds used during construction as deemed appropriate.

It is Company policy to charge repairs and minor replacements of property to maintenance expense and to
charge major. replacements to utility plant as incurred. Gains or losses resulting from retirements or other
dlsposmons of regulated property in the normal course of business, are credited or charged to the accumulated
provision for depreciation.

Allowance For Funds Used During Construction

As provided by the FERC uniform systems of accounts, allowance for funds used during construction is
charged to utility plant. This allowance is a non-cash item designed to enable a utility to capitalize financing costs
during periods of construction of property subject to rate regulation. It represents the cost of borrowed funds
(allowance for borrowed funds used durmg constructlon) and a return on other funds (allowance for equity funds
used durmg constructlon)

The calculation of allowance for funds used during construction should be performed if its subsequent
inclusion in allowable costs for rate- makmg purposes is probable. In 2005, 2004 and 2003, PNM recorded $4.3
million, ‘$3.0 million and $3.9 million, respectively, of allowarice for funds used during construction on certain
projects In 2005, 2004 and 2003, TNMP recorded $O 4 mlllxon $0.8 m11110n and $1 .0 mllhon respectlvely, of
allowance for funds used during construction. '

Capztalzzed Interest

In accordance with SFAS No. 34, Capztalzzatzon of Interest Costs™ (“SFAS 34”) PNM capltahzes interest
on its construction projects not included in rate base because there were no specific charges and software costs.
Interest was capitalized at the overall weighted average borrowing rate of 5.0%, 5.2% and 6.4% for 2005, 2004 and
2003, respectively. PNM’s capitalized interest was $1.4 million, $1.0 million and $1.2 million in 2005, 2004 and
2003, respectively.

Carrying Charges on Stranded Costs

TNMP’s estimate of allowable carrying charges on stranded costs that it may recover from its transmission
and distribution customers is based on a United States Supreme Court ruling, and the PUCT’s application of that
ruling. As of December 31, 2005, the accrual for carrying costs was $33.9 million (see Note 16).

Inventories

Inventory consists principally of materials and supplies, natural gas held in storage for eventual resale, and
coal held for use in electric generation.

Generally, materials and supplies include the costs of transmission, distribution and generating plant
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materials.  Materials and supplies are charged to inventory when purchased and are expensed or capitalized as
appropriate when issued. Materials and supplies are valued using an average costing method. Obsolete materials

and supplies are immediately expensed when identified.

Gas in underground storage is valued using a weighted average inventory method. Withdrawals are charged
to sales service customers through the PGAC.

Coal is valued using a rolling weighted average costing method that is updated based on the current period
cost per ton. Periodic aerial surveys are performed and any material adjustments would be recorded as identified.

Inventoriestcensisted of the following at December 31:

PNMR - PNM. - TNMP .

2005 2004 2005 2004 _ 2005 J 2004

' 7 (In thousands) / ‘
Coal 811,410 $9802  Si1,410  $9802 $ -f § . -
Gas in underground storage 12,487 5,324 12,487 5,324 - -
Materials and supplies 28,140 26,226 26,514 - 26,120 1,478 F - 1,505

$52,037 $41,352 $50411 $41,246 $1478] § 1,505

Investments

The Company s 1nvestments are comprlsed of Unlted States, state and mumcxpal government( obllgatlons and
corporate securities. Investments with maturities of less than one year are considered short-term and are carried at
fair value. All investments are held in the Company’s name and are in the. custody of major financial institutions.
The spec1ﬁc 1dent1ﬁcat10n method is used to determme the cost of securities disposed. of, with realized gains and
losses reflected in .other .income and deductions. At' December 31, 2005 and 2004 substantially all of the
Company’s investments were cla551ﬁed as available for sale. Unrealized gains and losses on these. investments are
included in other comprehenszve income, net of any related tax effect.

PNMR also has investments in equity securities that are primarily classified as trading. The investment
balance is included in other current assets and unrealized gains and losses on these investments are recorded in other
income and deductions-(see Note 8). ‘
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Goodwill and Other Intangible Assets

The excess purchase price over the fair value of the assets acquired and the liabilities assumed by PNMR for
its June 6, 2005 acquisition of TNP was recorded as goodwill. Under the provisions of SFAS No. 142, “Goodwill
and Other Intangible Assets” (“SFAS 142”), the Company does not amortize goodwill. Certain intangible assets are
amortized over their estimated useful lives. Goodwill and unamortized intangible assets are evaluated for
‘impairment at. least annually, or more frequently if events and circumstances indicate that the goodwill and
intangible-assets might be impaired: Amortized other intangible assets are evaluateéd for impairment in- accordance
with SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS 144”) when events
and circumstances indicate that the assets mlght be 1mpa1red

The- changes in the carrymg amount of goodwrll by .reportable segment (see Note 3) for the year ended
December 31 2005 were-as follows . ‘

TNMP - First Total ..

Electric Choice PNMR
’ - (In thousands)
. Balance as of January 1, 2005 - - o b'$ -8 R . '
«+'Purchase of TNP during 2005 . 456,088 . 43,067 - 499,155
Balance as of December 31,-2005 -$456,088 $ 43,067 $499,155

Of the $79.3 million of acquired intangible assets, $68.8 million relates to the trade name “First Choice.” The
trade name. has an indefinite useful life; therefore, ne amortization will be recognized, but the dsset will be evaluated
for impairment each reporting period. The other $10.5 million intangible asset relates to the First Choice customer
list. - The useful-life of the customer list is estimated to be. approximately: eight: years therefore the asset wrll be
amortized on a straight-line basis over an eight-year period. S . Lo T

.The components of PNMR’s identifiable intangible assets at December-31, 2005 are as follows: . "+

Gross Carrying ‘Accumulated.

Amount . . - Amortization
(In thousands)
‘Amortlzed mtanglble asset: L R o
First Choice customer list . . $10,480 $ 742
Unamortized intangible asset: : *
First Choice trade name $68,774 8 -

Expected future amortrzatron expense for thrs 1ntang1ble asset is $1.3 mrlhon annually through 2010

Asset Impalrment

Tanglble long “lived assets ‘are evaluated in relatron to the future undrscounted cash ﬂows to assess
recoverability in accordance with SFAS 144 when events and circumstances indicate that the assets mrght be
impaired. Impairment testing of power generation assets excluded from jurisdictional rates is performed
periodically in response to changes in market conditions. TNMP did not have any impairment on its long-lived
assets for the years 2003 through 2005.

PNM had planned to convert its Afton plant from a combustion turbine to a combined-cycle unit using a
turbine in storage. As part of a stipulation that will allow PNM to convert Afton to a combined cycle plant and
include it as a jurisdictional resource, with 50% of Afton's capacity designated to serve PNM's customers and 50%
designated to serve TNMP's New Mexico customers, an alternative equipment configuration will be used for Afton
instead of the turbine in storage. In the fourth quarter of 2005, PNM management determined that it would make the
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turbine available for sale. Based on its market survey, PNM recorded an impairment charge of approximately $15.0
million, included in energy production costs on the Consolidated Statement of Earnings for the year ended
December 31, 2005. The impairment charge is recorded in.the Corporate and Other segment (see Note 3).

Revenue Recognition

First .Choice, PNM and TNMP record electric and gas operating revenues, as applicable; in the period of
delivery, which includes estimated amounts for service rendered but unbilled at the end of each accounting period. -

The determination of the energy sales by PNM, TNMP and First Choice to-individual customers is based on
the reading of their meters, which occurs on a systematic basis throughout the month. At the end of each month,
amounts of energy delivered to customers since. the date of the last meter. reading are estimated and the
corresponding unbilled revenue is estimated. Unbilled electric revenue is estimated based on the daily generation
volumes, estimated customer usage by class, weather factors, line losses and applicable customer rates based on
regression analyses reflecting historical trends and experience.

PNM purchases gas on behalf of sales-service customers while other marketers or producers purchase gas on
behalf of transportation-service customers. PNM collects a cost of service revenue for the transportation, delivery,
and customer service provided to these customers. Sales-service tariffs are subject to the terms of the PGAC and
billed under a cycle-bill basis. Transportation service customers are metered and billed on the last day of the month.
Therefore, PNM estimates unbilled decatherms and records cost of service and PGAC revenues for sales-service
customers only.

PNM wholesale revenues are recognized in the month the energy is delivered to the customer and are ‘based
on'the actual amounts supplied to the customer. However, in accordance with the WSPP contract, these revenues
are-billed in the month subsequent to their delivery. Consequently, wholesale revenues for the last month in any
reporting period are unbilled when reported.

PNM’s wholesale: electricity sales are recorded as operating revenues and the wholesale electricity purchases
are recorded as costs of energy sold. In accordance with EITF Issue 03-11, “Reporting Gains and Losses on
Derivative Instruments That Are Subject to FASB Statement No. 133, Accounting for Derivative Instruments and
Hedging Activities, and Not Held for Trading Purposes” (“EITF 03-11”), non-normal derivative contracts that are
net settled or “booked-out” are recorded net in earnings. A book-out is the planned or unplanned netting of off-
setting purchase and sale transactions. A book-out is a transmission mechanism to reduce congestion on the
transmission system or administrative burden (see further discussion below in “Financial Instruments” in this Note
1). For accounting purposes, a book-out, as referred to above, is the recordmg of net revenues upon the settlement
of a non-normal derivative contract.

PNM enters into merchant energy contracts to take advantage of market opportunities associated with the
purchase and sale of clectr1c1ty Unrealized gains and losses resulting from the impact of price movements on
PNM’s derivative energy contracts that are not designated normal purchases and sales or hedges are recognized as
adjustments to operating revenues. The market prices used to value these transactions reflect Company
management’s best estimate considering various factors including closing exchange and over-the -counter
quotatlons time value and volatlhty factors underlymg the commitments. :

B-42




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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 2005, 2004 and 2003

Depreciation and Amortization

PNM’s provision for depreciation and amortization of utility plant is made based upon rates approved by the
NMPRC. PNM’s average rates used are as follows: .

2005 2004 2003
Electric plant : 3.10% 3.07% 3.33%
‘Gas plant . 2.93% 2.87% 2.96%
Common plant . 8.65% 8.08% 8.38%

TNMP’s provision for depreciation and amortization of utility plant is made based upon rates approved by the
NMPRC and the PUCT. TNMP’s electric and common plant assets rates are both regulated rates and are
depreciated on a stralght line basis. TNMP’s average rates used are as follows:

2005 2004 2003
Electric plant and common plant 3.34% 3.62% 3.66%

- The provision for depreciation of certain equipment is charged to depreciation expense and allocated to
construction projects based on the use of the equipment. Depreciation of non-utility property is computed based on
the straight-line method. Amortization of nuclear fuel for PNM is computed based on the units of productxon
method

Amortization of Debt Acquiisition Costs

Discount, premium and expense related to the issuance of long-term debt are amortized over the lives of the
respective issues. In connection with the early retirement of long-term debt, such amounts associated with resources
subject to NMPRC regulation are amortized over the lives of the respective issues. Amounts associated with PNM's
firm- requxrcments wholesale customers and its resources excluded from NMPRC retail rates are recogmzed
immediately as expense or income as they are incurred.’

Financial Instruments

' The Company follows the provisions set forth-under SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities” (“SFAS 133”), as'amended. SFAS 133 establishes accounting and reporting: staridards
requiring derivative instruments to be recorded in the balance sheet as ‘¢ither an asset or liability' measured at their
fair value. SFAS 133 also requires that changes in the derivatives® fair value be recognized curfently in earnings
uniless specific hedge accounting or normal purchase and sale criteria are met. SpeCIal accounting for qualifying
hedges allows detivative gains and losses to offsét related results on the hedged item in the statement of eamnings,
and requires that a company must formally document, designate, and assess thé effectiveness of transactions that
receive hedge accounting. SFAS 133 provides: that the effective portion of the gain or loss on a derivative
instrument designated and qualifying as a‘cash flow hedgmg instrument be reported as a component of other
comprehensive income and be reclassified into earnings in the period during which the hedged forecasted
transaction affects earnings. The results of hedge ineffectiveness and the change in fair value of a derivative that an
entity has chosen to exclude from hedge effectiveness are required to be presented in current earnings.

SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging Activities” (“SFAS
149") was effective for all derivative contracts entered into by the Company or modified after June 30, 2003. Under
SFAS 149, the Company treats all forward electric purchases and sales contracts subject to unplanned netting or
book-out by the transmission provider as derivative instruments subject to mark-to-market accounting, unless the
contract qualifies for the normal exception by meeting the definition in SFAS 149 of a capacity contract. Under this
definition, the cortract cannot permit net settlement, the seller must have the resources to serve the contract and the

B-43




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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 2005, 2004 and 2003 -

buyer must be a load serving entity. Upon adoption, SFAS 149 did not have a material impact on the Company’s
financial condition or results of operations.

In addition, the Company follows the provisions of EITF 02-3, “Issues Related to Accounting for Contracts
Involved in Energy Trading and Risk Management Activities.” Under EITF 02-3 all energy contracts held for
trading purposes are presented on a net margin basis in the statement of earnings. Energy contracts that do not meet
the definition of a derivative under SFAS 133 are recognized in current earnings and are not marked to market.

EITF 03-11 was effective for PNM on October 1, 2003. EITF 03-11 gives guidance on whether realized
gains and losses on derivative contracts not held for trading purposes should be reported on a net or gross basis and
concludes such classification is a matter of judgment that depends on the relevant facts and circumstances. PNM
nets all realized gains and losses on non-normal derivative transactions that do not physically deliver and that are
offset by similar transactions during settlement. For the years ended December 31, 2005, 2004 and 2003, wholesale
purchases of $30.9 million, $33.6 million and $15.0 million, respectively, were netted with electric revenues in the
Consolidated Statements of Earnings (see Note 3).

Decommissioning Costs

Accounting for decommissioning costs for nuclear and fossil-fuel generation involves significant estimates
related to costs to be incurred many years in the future after plant closure. Changes. in these estimates could
srgmﬁcantly impact PNMR’s and PNM’s financial position, results of operations and cash flows. PNM owns and
leases nuclear and fossil-fuel facilities that are within and outside of its retail service areas. In accordance with
SFAS No. 143, "dccounting for Asset Retirement Obligations” (“SFAS 143”), PNM is only required to recognize
and measure decommissioning liabilities for tangible long-lived assets for which a legal obligation exists (see Note
15). Adoption of the statement changed the method of accounting for both nuclear generation decommissioning and
fossil-fuel generatron decommissioning. Nuclear decommissioning costs are based on site-specific estimates of the
costs for removing all radioactive and other structures at the site. PVNGS Unit 3.is excluded .from PNM’s retail
rates while PVNGS Units 1 and 2 are included. PNM collects a provision for ultimate decommissioning of PVNGS
Units 1 and 2 in its rates and recognizes a corresponding expense and liability for these amounts. PNM believes that
it will continue to be able to collect in rates for its legal asset retirement obligations for nuclear generation activities
included in the ratemaking process.

In addition, PNM has a contractual obligation with the PVNGS participants to fund separately the nuclear
decommissioning cost at a level in excess of what PNM has identified as its legal asset retirement obligation under
SFAS, 143. The contractual funding obligation is based on a site-specific estimate prepared by a third party. PNM’s
most recent site-specific -estimates for .nuclear decommissioning costs were developed.in 2004, using 2004 cost
factors, and are based on prompt dismantlement decommissioning, reflecting the costs of removal discussed. above,
with such removal occurring shortly after operating license expiration. PNM’s share of the contractual funding
obligation through the end of the.licensing terms is approximately $216.7 million. (measured in 2004 dollars). The
estimates are subject to change based on a variety of factors, including cost escalation, changes in technology
appllcable to nuclear decomm1ssromng and changes in federal, state or local regulatrons The operating licenses for
PVNGS Units.1, 2 and 3 will expire in 2025, 2026, and 2027, respectlvely PNM does not have a similar
contractual fundmg obhgatron related to its fossﬂ fuel plants.

Pension and Other Postretirement Beneﬁts

See Note 12 for a comprehensive discussion of pension and. postretirement benefits expense, mcludmg a
discussion of the actuarial assumptions. :

Stock Based Compertsation

.. PNMR accounts for stock based compensatlon usmg the intrinsic value method prescrlbed in Accounting
Prmmples Board Opinion No. 25, "Accounting for Stock Issued to Employee" ("APB 25") Compensation cost for
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stock options, if any, is measured as the excess of the quoted market price of PNMR’s stock at the date of grant over
the exercise price of the granted stock option. Compensation cost for restricted stock awards are recorded over the
requisite vesting period based on the market value on the date of grant. - Compensation cost for performance shares
are recorded on the measurement date. All stock-based compensation is granted through stock-based employee
compensation plans maintained by PNMR. Although certain PNM and TNMP employees participate in the PNMR
plans PNM and TNMP: do not have separate employee stock-based compensatlon plans

At December 31 2005, PNMR had three stock based. employee compensation plans. Stock options contmue
to ‘be granted under only-one of the plans. ‘Had compensation expense for PNMR’s stock options been-recognized
based on the. fair value on the grant date-under the methodology prescribed by SFAS No. 123, “Accounting for
Stock-Based Compensation” (‘SFAS -123%); the effect on PNMR's pro forma net earmngs and pro forma diluted
earnings per'share would be as follows: :

Year Ended December 31,
2005 2004 2003
(In thousands, except per share data)

PNMR riet éarnings: , $ 67,227 $ 87,686 $ 95173
Add: Stock compensati\on eXpense included '
in reported net income, net of related tax effects 761 . 1,362 -

Deduct Total stock based employee
B _ compensat1on expense determined onder
., fair value based method for all awards, : ‘ . ‘ : : :
""nef of related tax effects e e (3,072) 4,177) . (2,200) . -

"PNMf(’pro forma net earnings I © 564916 $784.871 892,973
PNMR earnmgs per share: ‘ | H o B
2 'i—asreported o ‘ 8 1.02 8 | 145§ 160
=  Basic - pro forma R o $ 098§ 140 $ 156
Diluted— as reported | 5 100 § 143 S5 158
"8

 Diluted - pro forma" - o 8 '0‘.'97 $ 138 1.54°

SFAS No. 123 (revxsed 2004) “Share Based Payment” (“SFAS 123R”), supersedes APB 25. SFAS [23R
requires the recognition of comipensation expense, over the requisite service period, in an amount equal to the fair
value of share-based payments granted to employees. The fair value of the share-based payments, excluding
liability awards, is computed at the date of grant and will not be remeasured. The fair value of liability awards will
be remeasured at each reportmg date through the settlement date with the change in fair value recogmzed as
compensatf n’expense over that perlod SFAS No. 123R also requires the benefits of tax deductions in excess of
recogmzed compensatlon costs to be reported as financing cash flow, rather than as an operating cash flow as
requlred der current llterature This requirement will reduce net operating cash flows and increase net ﬁnancmg
cash’ flows 1 periods aﬂer adoptxon PNMR does not belleve this reclas51ﬁcat10n w1ll have a matenal 1mpact on its
‘cgp'sm d Statements of Cash Flows.

" SEAS 123R was effective for PNMR beginning January 1, 2006. PNMR adopted SFAS 123R usmg the
modified prospective apphcatmn transition method. PNMR estimates that 2006 compensation expense related to
employee stock options is expected to be in the range of $4.0 million to $6.0 million. PNMR estimates that total
2006 expense for all of its stock-based compensation is expected to be in the range of $6.0 million to $9.0 million.
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Income Taxes

Income taxes are accounted for in accordance with the provisions of SFAS No. 109, “Accounting for Income
Taxes” (¢:SFAS 109”), which uses the asset and liability method for accounting for income taxes. Under SFAS 109,
deferred tax assets and liabilities are recognized for the estimated future tax consequences attributable to differences
between the financial statement carrying value of existing assets and liabilities and their respective tax basis.
Current NMPRC and PUCT approved rates include the tax effects of the majority of these differences. SFAS 109
requires that rate-regulated enterprises record. deferred income taxes for temporary differences accorded flow-
through treatment at the direction of a regulatory commission. The réesulting deferred tax assets .and liabilities are
recorded at ‘the expgcted cash flow to be reflected in future rates. Because the NMPRC and the PUCT have
consistently permitted the recovery of tax effects previously flowed-through earnings, the Company has established
regulatory liabilities and assets offsetting such deferred tax assets and liabilities. Items accorded flow-through
treatment under rate orders, deferred income taxes and the future ratemaking effects of such taxes, as well as
corresponding regulatory.assets and liabilities, are recorded in the financial statements.

Excise Taxes

The Company pays certain fees or taxes which are either considered to be an excise tax or similar to an excise
tax. These excise and excise-type taxes are recorded on both a net basis and a gross basis.

Cumulative Effect of Changes in Accounting Principles

In 2005, PNMR, PNM and TNMP adopted FASB Interpretation No. 47, “Accounting for Conditional Asset
Retirement Obligations” (“FIN 477), and recognized a cumulative effect of a change in accounting principle that
decreased 2005 earnings. The amount is net of amounts expensed in prior years for cost of removal included in
depreciation. FIN 47 requires the accrual of costs associated with conditional retirement obligations. PNMR, PNM
and TNMP 2005 earnings were decreased $0.9. million, $0.5 million and $0.4 million, respectively, net of income
tax benefits. PNMR’s 2005 net earnings per diluted common share was decreased $0.01.

In 2003, the Company changed the actuarial valuation measurement date for its pension plan and other
postretirement benefits plan from September 30 to December 31 to better reflect the actual plan balanceés as of the
year end balance sheet date. PNMR and PNM recognized a cumulative effect of a change in accounting principle
that decreased 2003 earnings by $0 8 million, net of income tax benefit, or, for PNMR, $0.01 per dlluted common
share.

Also, in 2003, PNM adopted SFAS:143 and PNMR and PNM recognized a cumulative effect of a change in
accounting principle that increased 2003 earnings by $37.4 million, net of income tax expense, or, for PNMR, $0.62
per dlluted common share, representing amounts expensed in prior years for PNM’s asset retirement obligations in
excess of the actual legal obhgatlons as established under the new accounting standard.” :

Extraordmary Item _

Durmg 2004, TNMP recorded a loss of $97.8 million related to the PUCT true -up proceedmg regardmg
TNMP’ s stranded costs. The purpose of the true-up proceeding was to quantify and recongile the amount’ of
stranded costs that TNMP may recover from its transmis$ion and distribution customers. The PUCT decision
established $128.4 million as TNMP’s stranded costs and allowed TNMP to recover $87.3 million of the $266.5
million that TNMP tequested for its true-up balance. This decision resulted in a loss of $155.2° million Before tax
($97.8 million after tax). TNMP recorded the $97.8 million after tax loss as an extraordinary item in accordance
with the requirements of SFAS No. 101, “Regulated Enterprises — Accounting for the Discontinuance of the
Application of FASB Statement No. 71.” = B
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Change in Presentation

Certain amounts in the 2004 and 2003 Consolidated Financial Statements and Notes thereto for PNMR, PNM
and TNMP have been reclassified to conform to the 2005 financial statement presentation. Specifically, certain
amounts in the 2004 and 2003 Consolidated Financial Statements and Notes thereto of TNMP have been reclassified
to conform to PNMR’s presentation for comparability.

(2) TNP Acquisition

On June 6, 2005, PNMR acquired all of the outstanding common shares of TNP, including its principal
subsidiaries, TNMP and.First Choice. The results of TNP’s operations have been included in the Consolidated
Financial Statements of PNMR from that date. PNMR acquired TNP in order to' complement its existing New
Mexico electric operations and to expand into the retail and wholesale markets in Texas.

The aggregate purchase price was $1,221 million, including a net payment to the previous owner of $162.0
million consisting of $74.6 million of cash and common stock valued at $87.4 million. The value of the 4,326,337
common shares issued was determined based on $20.20 per common share as provided -for in the Stock Purchase
Agreement, dated as of July 24, 2004, by and between PNMR and SW' Acquisition. In addition, the aggregate
purchase price included $1,037 million of TNP debt and preferred stock and incurred transaction and other costs of
$21.5 million. During the fourth quarter of 2005, PNMR completed the valuations of acquired property and
intangible assets.

Pursuant. to the Stock Purchase Agreément, PNMR provided SW. Acquisition its proposed final purchase
price, reflecting a reduction from the estimated purchase price of approximately-$37.0 million.. SW Acquisition
filed-a lawsuit that disputed PNMR’s. proposed final purchase price. In November 2005, the parties reached a
settlement of the lawsuit resulting in a reduction of approximately $13.0-million to the original purchase price based
on working -capital’ adjustments from the closing of the -second-quarter financial’ statementsand stranded -cost
recovery payments. PNMR received the $13.0 million payment from SW Acquisition in"the fourth quarter of 2005.
The net cash paid and purchase price stated above reflect this reduction.
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The following table presents the estimated fair values of the assets acquired and liabilities.assumed at -June 6,
2005, updated for subsequent adjustments to the purchase price.

.. «(In thousands) .
Net utility plant L $ 580,427 .
Other property and investments ' 3,785
Current assets 213,229
Goodwill 499,155
Other intangible assets L L 19,254 ‘
Deferred assets T o ; 125264 . -
. Total assets acquired - . . 81,501,114
Current liabilities o $ 70815
Long-term debt . . ‘ _ 814,725
Preferred stock . : , B 222224
" Deferred liabilities o , _ ) 209,790 .
- Total liabilities assumed - S 81317554
Net assets acquired. - | , : - $ 183,560

As part of the acquisition of TNP, PNMR determined the fair value of a First Choice contractual obligation to
purchase power. - In-comparing the pricing terms of the contractual obligation against the forward price of electricity
in the relevant. market, First Choice .concluded that the contract was above market. In accordance with SFAS No.
141, as amended, “Business Combinations” (“SFAS 1417), the contract-was reécorded: at.fair value and a deferred
liability of $3.8 million was recorded that will be amortized as a reduction in cost of energy overthe contract life, or
approximately -three years. . ‘The amortization matches the difference between: the -forward price .curve :and the
contractual obligation for each month in accordance with the contract as of the acquisition date. o e

PNMR also determined the fair value of a First Choice contractual obligation to sell power to certain
commercial and industrial customers. The valuation was based on the difference between the current market rates
charged by First Choice for these customers compared to the contractual rate embedded in the customer agreement.
As a result of the analysis, First Choice determined that its rates for these contractual customers are below market
rates and recorded a deferred liability of $3.5 million that will be amortized into revenues over the contract life, or
approximately three years. The amortization matches the difference between the retail market rate and the
contractual obligation for each month as of the date of acquisition.

TNP’s largest subsidiary, TNMP, is a regulated utility; therefore, in accordance with SFAS 71, the valuations
of the majority of the assets and liabilities did not change significantly.

The $499.2 million of goodwill was allocated to the TNMP and First Choice segments in the amounts of

$456.1 million and $43.1 million, respectively. Of that total goodwill amount, none is expected to be deductible
under Section 197 of the Internal Revenue Code.
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The following unaudited pro forma financial information presents a summary of PNMR’s consolidated results
of operations for the years ended December 31, 2005 and 2004, assuming the acquisition of TNP had been
completed as:of January 1; 2004. . The pro-forma. financial -information deoes not include other items or synergy
savings that may result from the business:combination and is-not necessarily indicative of the results of operations:if
the acquisition: had been effective as January 1,-2004. Speciﬁcally, it does not include a charge of $11.3 million
{$7.3 million net of tax) that was recorded during 2005 in conjunction with the issuance of equlty-lmked units in
connection with the acquisition (see Note 6).

For the Year Ended December 31,

2005 2004
(In thousands, except per share amounts)
Operating revenues $2,301,333 $2,286,680
Operating expenses $2,141,382 $2,094,219
+"Earnings before extraordinary item and cumulative ‘ : = : ‘
‘effect of change in accountmg pr1nc1ple $ 81,077 . $ 147,565
> Net earnings $ 80,151 : $ 49729
~ Net earnings per common share before extraordinary ' ‘
“item'and cumulative effect of change‘in
" accounting principle:
Basic $ $ 2.15
Diluted $ - § 2.12
o Net earnings per common share :
‘Basic : b $ 0.72
- Diluted - $ $ 0.71

(3) Segment Information

" The following segment presentation is based on the methodology that the Company’s management uses for
making operating decisions and assessing performance of its various business activities. The following presentation
repoits operating results without regard to. the effect of accounting or regulatory changes. and similar other items not
related to normal operations. -'A’ reconciliation from the segment presentation to the GAAP financial statements is
provided. ‘ ‘

REGULATED OPERATIONS
PNM Electric

.. PNM Electric'is an integrated electric utility that consists of the generation, transmission and distribution of
electricity.for retail electric customers in New Mexico and the sale of transmission to third parties as well as to PNM
Wholesale:and TNMP Electric. -PNM: Electri¢ provides retail electric service to a large area of north central New
Mexico, including the cities of Albuquerque and Santa Fe, and certain other areas of New Mexico. ‘Customer fates
for retail electric service are set by the NMPRC based on the provisions of the Global Electric Agreement (se¢ Note
17). PNM Electric owns or leases transmission lines, interconnected with other utilities in New ' Mexico, and south
and east into Texas, west into Arizona, and north into Colorado and Utah.

TNMP Electnc

TNMP Electrie consists of the operatlons of TNMP.. TNMP is a regulated utility operatmg in Texas and New
Mexico: ‘In Texas, TNMP provides regulated transmission and distribution services under the provisions of TECA.
In New Mexico, TNMP provides integrated electricity services that include the transmission; distribution, purchase
and sale of electricity to its New Mexico customers as well as transmission’to third parties and to PNM.. TNMP"s
Texas and New Mexico operations are subject to traditional cost-of-service regulation.
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PNM Gas

PNM Gas distributes natural gas to most of the major communities in New Mexico, including two of New
Mexico’s three largest metropolitan. areas, Albuquerque and Santa Fe. The customer base of PNM Gas includes
both sales-service customers and transportation-service customers. PNM Gas purchases natural gas in the open
market and resells it at cost to its distribution customers. As a result, increases or decreases in gas revenues
resulting from wholesale gas price fluctuations do not impact PNMR’s or PNM’s consolidated. gross margin. or
earnings.

UNREGULATED OPERATIONS
PNM Wholesale -

PNM Wholesale consists of the generation and sale of electricity into the wholesale market. PNM Wholesale
sells the unused capacity of PNM's jurisdictional assets as well as the capacity of PNM’s wholesale plants excluded
from retail rates. Both regulated and unregulated generation is jointly dispatched in order to.improve reliability,
provide the most economic power to retail customers, and maximize profits on any wholesale transactions.
Although the FERC has jurisdiction over the rates of PNM Wholesale, the Company includes PNM Wholesale in
the unregulated portion of its business because PNM Wholesale is not subject to traditional rate of return regulation.

Long-term contracts include sales to firm-requirements and other wholesale customers with multi-year
arrangements. Short-term sales generally include transactions entered into for up to two years., They also include
‘spot market, hour ahead, day ahead, :week ahead and forward market opportunities in which PNM Wholesale utilizes
its asset backed strategy. Also included in short-term sales are sales of any excess generation not required to fulfill
PNM Electric’s retail load and contractual commitments. :

Adjustments related to EITF Issue 03-11, “Reporting Realized Gains and Losses on Derivative Instruments
that are subject to FASB statement No. 133 and Not Held for Trading Purposes,” are included in Corporate and
Other. This requires a net presentation of trading gains and losses and realized gains and losses for certain non-
trading. derivatives. Management evaluates PNM Wholesale operations on a gross.presentation basis due to its
primarily net asset-backed marketing strategy and:the importance it places on the Company’s ability to repurchase
and remarket previously sold capacity. ‘

First Choice

First Choice is a certified retail electric provider operating in Texas, which allows it to provide. electricity to
residential, small and large commercial, industrial and institutional customers. First Choice performs all activities
for-its ,Texas retail customers, including acquiring new retail customers, -setting up retailaccounts, handling
customer inquiries and complaints, and acting as a liaison. between the. transmission and distribution companies-and
retail customers. First Choice was organized in 2000 to act as TNMP’s.affiliated retail electric provider, as required
by TECA. Although First Choice. is regulated- in certain respects by the PUCT under ERCOT, the Company
includes, First Choice in the unregulated portlon of its business because First Choice is not subject to trad1t10nal rate
of return regulation. ,

CORPORATE AND OTHER

On December 30, 2004, PNMR became a registered holding company under PUHCA. As a , result of the
requirement to register as a holding company,; PNMR created PNMR Services Company, a services company, which
began operation on-January 1, 2005. The comprehensive energy legislation enacted in. August 2005 resulted in the
repeal of PUHCA effective February 2006. . PNMR is in the process of evaluating the effects.of that repeal along
with the other provisions of the legislation (see Note 17).
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‘ PNMR provides energy and technology related services through its wholly owned subsidiary, Avistar and
¢ those results are included in the Corporate and Other segment.
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PNMR Segment Information

e

Summarized financial information for PNMR by business segment for the year ended December 31, 2005 is
as follows (in thousands):

Regulated Unregulated
Segments of Business PNM TNMP PNM PNM First Corporate _
Electric Electric * Gas Wholesale Choice * & Other Consolidated

2005: i
Operating revenues $ 567,270 $ 108,475 $510,801 $602,939 $316,330 $(29,005) (a) $2,076,810

Intersegment revenues 6,706 45,875 641 25,089 - (78311 . -
Total revenues 573,976 154,350 511,442 628,028 316,330 (107,316) 2,076,810

Less: Cost of energy 210,169 58,014 364,205 506,935 243,053 (107,729) (a) 1,274,647

Intersegment energy ;

transfer (35,829) - - 35,829 - - -

Gross margin 399,636 96,336 147,237 85,264 73,277 413 802,163
Operating expenses 263,446 39,576 98,402 44 827 27,897 32,474 (b) 50;‘6,622
Depreciation and

amortization 69,798 17,596 22,548 15,669 1,094 12,017 (c) 138,722
Income taxes 13,065 8,442 5,853 3,612 15,450 (26,972) (b.c.e) 19,450
Operating income 53,327 30,722 20,434 21,156 28,836 (17,106) 137,369
Interest Income 27,459 1,001 3,769 5,249 1,545 3,806 4&,829
Other income/(deductions) 6,859 4,829 689 2,856 (79 (20,111) (d) (4,957)
Other income taxes (13,586) (2,071) (1,765) (3,209) (528) 7,748 (d) (13,411)
Interest charges ~(33,392) (15,875) (11,503) (15,644) (905) (16,358) (e) (93,677) |
Segment net income (loss)** § 40,667 $ 18,606 $ 11,624 $ 10,408 $ 28,869 $(42,021) $ 68,153
Total assets at .

December 31, 2005 $1,937,811 $1,257,933 $721,021 $421,377 $229,977 $ 556,590 $5,121}1,7O9
Goodwill $ - § 456,088  $ - 8 - $ 43067 $ - $ 499,155
Gross property additions $ 135632 § 27,801 $ 31,019 $ 14,595 $ 482 $ 12,285 § 221,814

(a) Reflects EITF 03-11 impact, under which wholesale revenues and the associated cost of energy of $30.9
million are reclassified to a net margin basis in accordance with GAAP.

(b) Includes the impairment of a turbine of $15.0 million, TNP acquisition related costs of $17.0 million and ;f
regulatory costs associated with the NMPRC’s approval of the acquisition of $2.3 million in operating
expense and an income tax benefit of $13.5 million in income taxes.

(c) Includes a write-off of software costs of $4.5 million in depreciation and amortization and an income tax
benefit of $1.8 million in income taxes. '

(d) Includes an $11.3 million charge related to the issuance of equity-linked units in October 2005, TNP debt
refinancing costs of $1.0 million in other income/(deductions) and an income tax benefit of $3.5 million ;
in other income taxes. :

(e) Includes TNP debt refinancing costs of $5.3 million in interest charges and an income tax benefit of $2.0

*

million in income taxes.

Includes results from June 6 through December 31, 2005.

** Net earnings before cumulative effect of change in accounting principle.
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Summarized financial information for PNMR by business segment for the year ended December 31, 2004 is
as follows (in thousands): :

: , Regulated Unregulated
Segmknts of Business PNM :© TNMP PNM » PNM ¢ v First -+ Corporate S
- Electric Electric =~ Gas . Wholesale.. = Choice & Other Consolidated
2004:
Opergting revenues - § 552,563 $ - § 489,767 $ 588,243 $- - $(32,784) (a). $1,597,789
Intgrsegment revenues 5,849 - 1,154 - B - 7,003
Tota} revenues ' 558,412 - 490,921 588,243 L (32,784) 1,604,792
Lesk: Cost of energy - 186,517 - 343219 449,059 o (33,486) (a) 945,309
Intgrsegment energy - o C
transfer : (42,769) - - 42,769 S ki - -
Grosjs margin 414,664 - 147,702 - 96,415 cE 702 . 659,483
Operating expenses 258,182 - 97,412 46,442 - 6,266 408,302
Depréciation and : -
ambrtization 63,050 - 18,894 14,809 ' L - 5,468 102,221
Incorhe taxes : 23,141 - 8,063 8,537 - (3,679) 36,062
Ope;Fnting income 70,291 - 23333 26,627 - (1353) - 112,898
Interest Income 28,445 - 2,253 5,468 : 1,841 38,007
Othe} income/(deductions) 2,045 - 190 - 1,640 - (2,534) . 1,341
Other income taxes - (12,072) - (967) - (2,814) - 2,668 (13,185)+
Interkst charges . (34,981) - (11,029) (13,601) - - 8,236 (51,375)
Seglrflent net income (loss) § 53,728 $ -.$ 13,780 $ 17320 $ - $ 2858 .. $ 87,686
Totai assets at A
De'pember 31, 2004 $1,764,032 $ - $ 512,538 . $ 430,493 3 - $ 780,572 $3,487,635
Grogs property additions ~ § 89,124 § - $ 35547 8023 $ - $ 13016 $ 145,710 .

} (a) Reflects EITF 03-11 impact, under which wholesale revenues and.the associated cost of energy of $33.6
f million are reclassified to a net margin basis in accordance with GAAP. - - - -
|

i

{
|
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‘Summarized financial information for PNMR by business‘segment for the year ended December 31, 2003 is

as follows (in thousands):

) , -~ Regulated Unregulated
Segments of Business @ ;. . PNM- TNMP '~ PNM - PNM First Corporate. : |
Electric: - Electric:: Gas Wholesale Choice . : & Other Consolidated
2003: P
Operating revenues ‘ $ 553979° % - .$ 356,872 - '$ 551,625 $ - $ (14,703) (a)  $1,447,773
Intersegment revenues 6,485 - 1,395 1,535 - (1,535) 3 7,§$80=
Total revenues Co 560,464 - 358,267 .- 553,160 - (16,238) 1,455;6}5’3; ;
Less: Cost of energy 177,767 : 228,345 413,089 - (16,531) (a) 802,6;70.
Intersegment energy - : l‘
transfer (34,760) = - 34,760 - - co b
Gross margin 417,457 - 129,922 - 105,311 - 293 652,&‘;‘8-3
Operating expenses S 252,634 - 96,746 44,928 - (3,638) - 390,6?70 .
Depreciation and P
amortization o 73,532 - 22,186 - 14,230 - - 5,701 115,649
Income taxes " 23,750 - (956) 12,111 - (6,833 28,072
Operating income 67,541 - 11,946 34,042 - 5,063 118, 592
Interest Income 28,669 - 2437 . 5,493 - 5,227 41, &26
Other 1ncome/(deduct10ns) 4,828 - 587 1,097 - (42,372) . (35; 8}30)
Other income taxes v (13,830) - (1,197) (2,609) - 17,819 (b) 183
Interest'charges ' (31,303) - (13,406) . (15,562) - (5,918) @1@)_
Segment net income (loss) _$§ 55,905 § . -8 367 $ - 22461 $ - % (20,181)(b)- § 58552
Total assets at
December 31,2003 ° $1,704,592 $ -:$.509,111 $ 425372 $ - $ 739,554 $3,378,629
Gross property additions $ 108,823 $ - $ 45616 % 14,620 $- - $ 8145 - - $ 177,204

(a) Reflects EITF 03-1%1:.impact, under which-certain wholesale revenues and the associated cost of energy of E

$15.0 million are reclassified to a net margin basis in accordance with GAAP.
(b) Includes $9.5 million write-off of transition costs, net of - tax benefit of $7.2 million, due to the repeal of
deregulation in New Mexico, and the $10.0 million write-off related to refinancing of long -term debt, net of

- tax benefit of $6.6 million, that reduced consolidated net earnings.
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PNM Segment Information

Summarized financial information for PNM by business segment for the year ended December 31, 2005 is as
follows (in thousands):

Segments of Business PNM PNM PNM
Electric Gas Wholesale Other Consolidated

2005: '
Operating revenues $ 567,270 $510,801 $ 602,939 $(34,228) (a) $1,646,782

Intersegment revenues , 6,706 641 25,089 (3,761) 28,675
Tctal revemues 573,976 511,442 628,028 (37,989) 1,675,457

Less: Cost of energy 210,169 364,205 506,935 (37,819) (a) 1,043,490

Intersegment energy transfer (35,829) - 35,829 - -
Gross margin 399,636 147,237 85,264 (170) 631,967
Operating cipenses 263,446 98,402 - 44,827 24,952 (b) 431,627
Depreciation and amortization 69,798 22,548 15,669 7,776  (c) 115,791
Income taxes 13,065 5,853 3,612 (14,313) (b,c) 8,217
Operaiing income 53,327 20,434 21;156 (18,585) 76,332
Interest Income 27,459 3,769 5,249 1,442 37,919
Other income/(deductions) 6,859 639 2,856 (862) 9,542
Other incoine taxes (13,586) (1,765) (3,209) 1,483 (17,077)
interest chrrges (33,392) (11,503) (15,644) 6,415 (54,124)
Segment net Income (loss) * $ 40,667 $ 11,624 $ 10,408 $(10,107) $ 52,592
Total £ssets at

Decenber 31, 2005 $1,937,811 $ 721,021 $ 421,377 $507,542 $3,587,751
Cross nreperty additions $ 135,632 $ 31,019 $ 14,595 $ (13,500) $ 167,746

(a} Reflects EITF 03-11 impact, under which wholesale revenues and the associated cost of energy of $30.9
miilion are reclassified to a net margin basis in accordance with GAAP.

{b) Includes the impairment of a turbine of $15.0 million, TNP acquisition related costs of $8.7 million and
regulatory costs associated with the NMPRC's approval of the acquisition of $2.3 million in operating
expenses and an income tax benefit of $10.3 million in income taxes.

(¢) Tncludes a write-off of software costs of $4.5 million in depreciation and amortization and an income tax
benefit of $1.8 million in income taxes.

* Net earnings available for common stock before cumulative effect of change in accounting principle.
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Summarized financial information for PNM by business segment for the year ended December 31, 2004 is as

follows (in thousands):

Segments of Business

2004:
Operating revenues
Intersegment revenues
Total revenues
Less: Cost of energy
Intersegment energy
transfer
Gross margin
Operating expenses
Depreciation and
amortization
Income taxes
Operating income

Interest Income

Other income/(deductions)
Other income taxes
Interest charges
Segment net income (loss)

Total assets at
December 31, 2004
Gross property additions

PNM PNM PNM

Flectric Gas Wholesale Other Consolidated
$ 552,563 $ 489,767 $ 588,243 $ (33,609) (a) $1,596,964
5,849 1,154 - - 7,003
558,412 490,921 588,243 (33,609) 1,603,967
186,517 343219 449,059 (33,609) (a) 945,186
(42,769) - 42,769 - S
414,664 147,702 96,415 - " 658,781
258,182 97412 = 46,442 776 402,812
63,050 18,894 14,809 2,880 99,633
23,141 8,063 8,537 (1,777) © 37,964
70,291 23,333 26,627 (1,879) 118,372
28,445 2,253 5,468 1,555 37,721
2,045 190 1,640 62 3,937
(12,072) (967) ©(2,814) 1,120 (14,733
(34,981) (11,029) _  (13,601) 6,180 (53,431

$ 53,728. $ 13,780 $ 17,320 $- 7,038 $ 91,866
$1,764,032 $ 512,538 S 430,493 $ 686,667 $3,393,730
$ 89,124 $ 35,547 $ - 8,023 $ 5,457 $ 138,151

{(a) ‘Reflects EITF 03-11 impact, under which wholesale revenues and the associated cost of energy of $33.6
million are reclassified to a net margin basis in accordance with GAAP.
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Summarized financial information for PNM by business segment for the year ended December 31, 2003 is as
follows (in thousands):

Segments of Business - PNM PNM PNM
’ Electric Gas Wholesale Other Consolidated

2003: ‘
Operating revenues $ 553,979 $ 356,872 $ 551,625 $ (15,014) (a)y  $1,447,462

Intersegment revenues 6,485 1,395 1,535 (1,535) 7,880
Total revenues ‘ 560,464 358,267 553,160 (16,549) 1,455,342

Less: Cost of energy 177,767 228,345 413,089 (16,551) (a) 802,650

Intersegment energy L .

transfer N (34,760) - 34,760 - -
Gross margin = - o 417,457 129,922 105,311 2 652,692
Operating expenses _ 252,634 96,746 44,928 (2,685) 391,623
Depreciation and
amortization 73,532 22,186 14,230 3,973 113,921

Income taxes 23,750 (956) 12,111 (6,643) 28,262
Operating income ' 67,541 11,946 34,042 5,357 118,886
Interest Income 28,669 2,437 5,493 2,319 38,918
Other income/(deductions) - 4,828 587 - 1,097 (36,886) - (30,374)
Other income taxes (13,830) (1,197) (2,609) 15,308 (b) (2,328)
Interest charges (31,303) (13,406) (15,562) (5,439) (65,710)
Segment net income (loss) $ 55905 3 367§ 22461 $ (1934 (b) § 59,392

Total assets at
December 31, 2003 $1,704,592 $ 509,111 § 425,372 $ 660,229 $3,299,304
Gross property additions $ 108,823 § 45616 $ 14,620 - % (234) $ 168,825

(a) Reflects EITF 03-11 impact, under which certain wholesale revenues and the associated cost of energy of
$15.0 million are reclassified to a net margin basis in accordance with GAAP.
(b) Includes $9.5 million write-off of transition costs, net of tax benefit of $7.2 million, due to the repeal of
" deregulation in New Mexico, and the $10.0 million write-off related to refinancing of long-term debt, net
of tax benefit of $6.6 million, that reduced consolidated net earnings.

TNMP
"TNMP operates in only one reportable segment; therefore tabular preséntation of segment data is not required.
(4) Regulatory Assets and Liabilities

The Company's operations are regulated by the NMPRC, PUCT and the FERC and the Company applies the
provisions of SFAS 71 to its regulated operations as applicable. Regulatory assets represent probable future
recovery of previously incurred costs, which will be collected from customers through the ratemaking process.
Regulatory liabilities represent probable future reductions in revenues associated with amounts that are to be
credited-to customers through the ratemaking process. Regulatory assets and liabilities reflected in the Consolidated
Balance Sheets are presented-below.
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PNMR
December 31,
2005 2004
(In thousands)
Assets:
Current:
PGAC ' $ 24,885 $ -
Gas Take-or-Pay Costs . 1,065 3,339
Underground Rate 790 -
Gas Mark-to-Market — Off System Sales 1,318 -
Subtotal - ' 28,058 3,339
Non-Current:
Mine Reclamation Costs 94,758 90,587
Deferred Income Taxes » 78,671 71,471
Financing Costs 25,362 26',253
Loss on Reacquired Debt . ' 17,398 19,044
Renewable Energy Certificates ' 5,739 3,448
Stranded Costs 87,316 -
Carrying Charges on Stranded Costs 33,918 -
Other 4,117 6,393
Subtotal 347,279 217,196
Total Regulatory Assets 375,337 220,535
Liabilities:
Current:
PGAC - . (657)
Gas Mark-to-Market - PGAC (7,085) - L
Subtotal (7,085) (657)
Non-Current:
Cost of Removal : - (298,307) (247,350)
Retail competition transition obligation (16,621) -
Deferred Income Taxes (30,070) (33,020)
Asset Retirement Obligation (33,367) (30,702)
Unrealized Gain on PVNGS Decommissioning Trust (7,251) (8,153)
PVNGS Prudence Audit . {3,555) (3,931)
Settlement Due Customers (1,075) (1,158)
Gain on Reacquired Debt (692) (1,012)
Gas Mark-to-Market — PGAC {5,564) -
TNP Acquisitibn — Settlement Due Customers (2,448) -
Other (3,303) (2,093)
Subtotal (402,253) (327,419)
Total Regulatory Liabilities ' (409,338) (328,076)
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PNM
December 31,
2005 2004
(In thousands)

Assets:

Current: ‘ .
PGAC - $ 24,885 $ .
Gas Take-or-Pay Costs ' 1,065 3339
Underground Rate 790 : -
(Gas Mark-to-Market - Off System Sales 1,318 -

Subtotal , 28,058 3,339
Non-Current: ' - ’
Mine Reclamation Costs 94,758 90,587
Deferred Income Taxes 75,951 71,471
Financing Costs » 25,362 26,253 .
Loss on Reacquired Debt 17,398 19,044
Renewable Energy Certificates 5,739 3,448
Other 4,117 » 6,393
Subtotal 223325 217,196
Total Regulatory Assets 251,383 220,535

Liabilities:

Current:

PGAC - (657)
Gas Mark-to-Market - PGAC (7,085) _ -
Subtotal (7,085) (657)

Non-Current: . .
Cost of Removal (258,682) (247,350)
Deferred Income Taxes (30,070) (33,020)
Asset Retirement Obligation (33,367) (30,702)
Unrealized Gain on PYNGS Decommissioning Trust (7,251) (8,153)
PWNGS Prudence Audit (3,555) (3,931)

" Settlement Due Customers (1,075) (1,158)
Gain on Reacquired Debt (692) (1,012)
Gas Mark-to-Market - PGAC (5,564) -
TNP Acquisition — Settlement Due Customers (2,448) -
Gther (3,303) 2,093y

Subtotal (346,007) (327,419)
Total Regulatory Liabilities (353,092) (328,076)
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TNMP
December 31,
2005 I 2004
(In thousands)
Assets:
Non-Current:
Stranded Costs : $ 87,316 $. 87,316
Carrying Charges on Stranded Costs 33,918 - 48,130
Deferred Income Taxes 2,720 - 2,484
Texas System Benefit Fund : : - 4,006
Other : _ -1 1615
Subtotal 123,954 143,551
Total Regulatory Assets 123,954 143,551
Liabilities:
Non-Current: :
Cost of Removal (39,625) . (40,729)
Retail competition transition obligation (16,621) -
Total Regulatory Liabilities (56,246) (40,729)

Substantially all of the Company’s regulatory assets and regulatory liabilities are reflected in rates charged to
customers or have been addressed in a regulatory proceeding. The Company receives or pays a rate of return on
these regulatory assets and regulatory liabilities, except for mine reclamation costs and financing.costs. Recovery of
mine reclamation costs is provided for up to $100.0 million with a remaining recovery period of 15 years. Financing
costs are amortized over the life of the debt, with the remaining amortization periods ranging from 3 to 30 years.

The Company is permitted, under rate regulations, to accrue and record a regulatory liability for the estimated
cost of removal and salvage associated with certain of its assets through depreciation expense.

In 2004, the PUCT issued its first order in TNMP’s stranded cost true-up proceeding. - The purpose of the
true-up proceeding was to quantify and reconcile the amount of stranded costs that TNMP may recover from its
tranismission and distribution customers. See Note 17.

PNM records a regulatory asset for renewable energy certificates at $0.005 per KWh. ‘A renewable energy
certificate represents one KWh of energy produced from a renewable energy source as defined by the New Mexico
Renewable Energy Act. The source of the renewable energy certificates is PNM’s PPA to purchase renewable
energy from the New Mexico Wind Energy Center.

PNM’s cost-of-gas revenues collected from sales-service customers are recovered in accordance with
NMPRC regulations through the PGAC and represent a pass-through of the cost of natural gas to the customer. An
order was issued by the NMPRC in 2001 that approved an agreement regarding the hedging strategy of PNM and
the implementation of a price management fund program which includes a continuous monthly balancing account
with a carrying charge. This carrying charge has the effect of keeping PNM whole on purchases of gas since it is
compensated for the time value of money that exists due to any delay in collections from customers.

Five forward starting interest rate swaps were terminated in May 2003 for a cash settlement of $27.1 million.
This amount has been capitalized by PNM as a financing cost and will be amortized over the life of the bonds.
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Based on a current evaluation of the various factors and conditions that are expected to impact future cost
recovery, the Company believes that its regulatory assets are probable of future recovery.
(5) Steckholders’ Equity
PNMR
Stock Split
In May 2004, the Board of PNMR approved a 3-for-2 stock split for shareholders of record on June 1, 2004.
All references in the accompanying Consolidated Financial Statements and Notes thereto to PNMR’s shares
outstanding and per share amounts have been restated to reflect the stock split.

Changes in common stock for PNMR are as follows:

Common Stock

Number Aggregate
of Shares Value
(Dollars in thousands)

Balance at December 31, 2003 v 60,388,496  $ 647,722

Exercise of stock options* - (16,430)
Tax benefit from exercise of stock options - 6,246
.Stock split costs - (142)
Retirement of preferred stock: - - 153
ESPP purchase 76,099 1,277
Balance at December 31, 2004 60,464,595 $ 638,826
Exercise of stock options - (16,261)
Tax benefit from exercise of stock options - 6,527
Issuance of equity-linked units - (18,769)
Other charge — equity-linked units - 11,348
Restricted stock » . - 1,259
Sale of common stock 3,910,000 101,231
Common stock issued for TNP acquisition 4,326,337 87,392
ESPP purchase 85354 "~ . 1,872
Balance at December 31, 2005 . 68,786,286 $ 813,425
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PNM
Changes in common stock for PNM are as follows:
Common Stock
Number Aggregate
of Shares Value
(Dollars in thousands)
Balance at December 31, 2003 39,117,799 $ 752,197
Retirement of preferred stock - 153
Balance at December 31, 2004 39,117,799 § 752,350
Equity from parent - 13,150
Balance at December 31, 2005 36,117,799 § 765,500
TNMP
Changes in common stock and additional paid-in capital for TNMP are as follows:
Common Stock
: Additional
Number Aggregate Paid-In
of Shares Par Value Capital
(Dollars in thousands)
Pre-Acquisition: :
Balance at December 31,2003 10,705 $ 107 $ 197,751
Balance at December 31,2004 10,705 $ 107 $ 197,751
Post-Acquisition:
Balance at June 6, 2005 10,705 $ 107 5 -
Purchase accounting adjustments - - 645,130
Stock redemption (1,090) (1) (62,000)
Balance at December 31, 2005 9,615 $ 96 $ 583,130
Dividends

The declaration of common dividends by PNMR is dependent upon a number of factors including the ability
of PNMR s subsidiaries to pay dividends. PNMR’s primary sources of dividends are PNM and TNMP.

PNM paid cash dividends of $91.0 million, $23.0 million and $49.6 million to PNMR for the years ended

December 31, 20035, 2004 and 2003, respectively. TNMP paid cash dividends of $12.0 million to PNMR for the
year ended December 31, 2005.
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As part of the order approving the formation of PNMR, the NMPRC placed certain restrictions on the ability
of PNM and TNMP to pay dividends to PNMR. The NMPRC order imposed the following conditions regarding
dividends paid by PNM and TNMP to PNMR: PNM or TNMP cannot pay dividends which cause its debt rating to
fall below investment grade; and neither PNM nor TNMP can pay dividends in any year, as determined on a rolling
four quarter basis, in excess of net earnings without prior NMPRC approval. The Global Electric Agreement (see
Note 17) modified the PNM dividend restriction to allow PNM to pay dividends from earnings to PNMR as well as
equity contributions made by PNMR. Additionally, PNM has various financial covenants that limit the transfer of
assets, through dividends or other means.

In addition, the ability of PNMR to declare dividends is dependent upon the extent to which cash flows will
support dividends, the availability of retained earnings, the financial circumstances and performance, the NMPRC’s
and PUCT’s decisions in various regulatory cases currently pending and which may be docketed in the future, the
effect of federal regulatory decisions, Congressional and legislative acts and economic conditions in the United
States. Conditions imposed by the NMPRC or PUCT, future growth plans and the related cap1tal requirements and
business considerations may also affect PNMR’s ability to pay dividends.

In February 2004, the Board of PNMR approved ‘a 4.3% increase in.the common stock dividend for an
indicated annual dividend of $0.64 per share. In December 2004, the Board of PNMR approved a 15.6% increase in
the common stock dividend for an indicated annual dividend of $0.74 per share. In July 2005, the Board of PNMR
approved an 8.0% increase in the common stock dividend for an indicated annual dividend of $0.80 per share. In
February 2006, the Board of PNMR approved a 10.0% increase in the common stock dividend for an indicated
annual dividend of $0.88 per share.

Cumulative Preferred Stock

PNMR has no preferred stock outstanding. PNMR’s restated articles of incorporaﬁoﬁ authorize 10 million
shares of preferred stock, which may be 1ssued without restriction.

The number of authorized shares of PNM cumulative preferred stock is 10 million shares. During 2004,
PNM retired 12,707 shares for $1.1 million. PNM preferred stock does not have a mandatory redemption
requirement but may be redeemed at 102% of the stated value with accrued dividends. The holders of the preferred
stock are entitled to payment before the holders of common stock in the event of any liquidation or dissolution or
distribution of assets of PNM. In addition, PNM’s preferred stock is not entitled to a sinking fund and cannot be
converted into any other class of stock of PNM.

TNMP has no preferred stock outstanding. The number of authorized shares of TNMP cumulative preferred
stock is 1 million shares.

PNMR Equity-Linked Units and Common Stock

See Note 6 below for details about PNMR’s issuance of equity-linked units and common stock and the other
charge related to this transaction.

TNMP Commeon Stock
In September 2005, as part of the TNP acquisition financing, TNMP redeemed and cancelled 1,090 shares of

its privately held stock held by TNP at the book value of $56,888.91 per share, for a total of $62.0 million. TNP
subsequently paid a cash dividend of $62.0 million to PNMR.
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(6) - Financing
PNMR
Long-Term Debt

< During 2005, PNMR issued senior notes in con_]unctlon with private and public offermgs (see “Equ1ty Lmked
Umts Offerings” below).

Revolving and Other Credit Facilities

- In August 2005, PNMR completed arrangements-to expand the size; extend the maturity and modify certain
terms and conditions of its. previous unsecured revolving credit facility and executed an amended and restated credit
agreement (the “PNMR Facility”). The PNMR Facility expands the size of its previous revolving credit facility
from $400.0 million to $600.0 million. Under the PNMR Facility, the borrowing availability of First Choice was
increased from $100.0 million to $300.0 million to support First Choice’s future business activities. The PNMR
Facility has an expiration date of August 15, 2010 and :includes two one-year extension options that are subject to
approval by a majority of the lenders. At December 31, 2005, $10.0 million was outstanding under the PNMR
Facility (see First Choice below). . » : :

At December 31, 2005, PNMR also had $15.0 million in local lines of crednt Thefe:were no outstanding
borrowings under the local lines of credit at December 31, 2005. ‘

In June 2005, PNMR established a commercial paper program under which it may issue up to $400.0 million
in commercial paper for up to 270 days. The commercial paper is unsecured and the proceeds are used for short-
term cash management needs. The PNMR Facility serves as a backstop for the outstanding commercial paper. At
December 31, 2005, PNMR had $190.1 million of commercial paper outstanding. :

At December 31, 2005, First Choice -had up to $300.0 million of borrowing capacity under the PNMR
Facility. Any borrowings made by First Choice under this sublimit are guaranteed by PNMR. At December 31,
2005, First Choice had $10.0 million outstanding under the PNMR Facility; however, First Choice-had $15.6 million
of letters of credit outstanding, which reduces the available capacity under.the PNMR Fac111ty TNMP is also a
borrower under the PNMR Facility (see “TNMP” below).

Financing Activities

PNMR has a universal shelf registration statement filed with the SEC for the issnance of debt securities and
equity securities, preferred stock, purchase contracts, purchase contract units and warrants. As of December 31,
2005, PNMR had approximately $400.9 million of remaining unissued securities under this registration statement.

PNMR has entered into three fixed-to-floating interest rate swaps with an-aggregate notional principal amount
of $150.0 million. Under these swaps, PNMR receives a 4.40% fixed interest payment on the notional principal
amount on a semi-annual basis and pays a floating rate equal to the six month LIBOR plus 58.15 basis points
(0.5815%) on the notional amount through September 15, 2008. The initial floating rate was 1.91% and will be
reset every six months. The floating rate was reset on September 15, 2005, to 4.60%. The swap is accounted for as
a fair-value hedge with a liability position of approximately $3.9 million as of December 31, 2005.

During October 2004, PNMR entered into two forward starting floating-to-fixed rate interest rate swaps with
an aggregate notional principal amount of $100.0 million. These swaps became effective August 1, 2005 and
terminate November 15, 2009. Under these swaps, PNMR receives a floating rate equal to the three month LIBOR
rate on the notional principal amount and pays a fixed interest rate of 3.975% on the notional principal amount on a
quarterly basis. The initial floating rate was set on August 1, 2005, at 3.693% and will be reset every three months.
From November 2004 through June 30, 2005, the swaps were accounted for as a cash flow hedge against
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borrowings under 2 five-year $400.0 million PNMR revolving credit agreement dated November 15, 2004. The .
PNMR Facility replaced the November 2004 credit agreement in August 2005. Effective June 30, 2005, the swaps

were de-designated as cash flow hedges due to a change in the underlying borrowings being hedged from the

Nevember 2004 credit agreement at-the inception of the hedge to commercial paper. The mark-to-market change in

the fair value of theses swaps was subsequently recognized on PNMR’s Consolidated Statement of Earnings. At

December 31, 2005, the increase in fair value related to these swaps was $2.8 million. Of this increase, $0.4 million

was recorded in accumulated other comprehensive income on PNMR’s Consolidated Balance Sheet and-$2.4 million

was recognized in-other income on PNMR’s Consolidated Statement of Earnings for the year ended December 31,

2005. ’ =

in conjunction with the acquisition .of TNP, on June 6, 2005, PNMR made an equity investment of
approximately $110.5 million in TNP, which TNP -used to repay in full amounts owing under TNP’s credit
agreement. In addition, pursuant to PNMR’s acquisition of TNP, PNMR agreed to provide funds to TNP to enable
TNP to redeein (a) TNP's 14.5% Senior Redeemable Preferred Stock, Series C, (b) TNP's 14.5% Senior Redeemable
Preferred Stock, Series D (collectively, “Preferred Stock™), and (c) TNP’s 10.25% Senior Subordinated Notes due
2014, Se-ies B (“Senior Notes?). On July .6, 2005, TNP redeemed the Preferred Stock by tendering $224.6 million
to the hwliders of the Preferred Stock and redeemed the Senior Notes by tendering $296.5 million to holders of the
Senior Notes (tendered amounts include interest, as applicable). In order to fund a portion of the cost of redemption
of TNP's Preferred Stock and Senior Notes, PNMR issued $370.0 million of commercial paper short-term notes
under the PNMR commercial paper program. The balance of the funds necessary for the redemption came from
other casn avaiiable to PNMR and the total redemption amount was an equity investment by PNMR in TNP.

Equity-Linked Units Offering - Private

I October 2005, PNMR completed a private offering of 4,000,000 equity-linked units at 6.625%. PNMR
received $100.0 million in proceeds from this transaction and there were no underwriting discounts or commissions.
PNMR used the proceeds to repay short-term borrowings, which included borrowings for the acquisition of TNP.
Hach cguity-linked unit consists of a purchase contract and a 2.5% undivided beneficial ownership interest in
PNMR’s senior notes with a stated amount of $1,000, which corresponds to a $25.00 stated amount of
PNI4R’s senior notes. The ownership interest in the senior motes is initially pledged to secure the purchaser’s
obligaticn o purchase PNMR common stock under the related purchase contract. The senior notes are scheduled to
mature in August 2010 (subject to the remarketing described below) and bear interest initially at the annual rate of
5.19. The purchase contracts entitle the purchaser to quarterly contract adjustment payments of 1.525% per year on
the stated amount of $25.00.

0O -

Fach purchase contract contains a mandatory obligation for the holder to purchase, and PNMR to sell, at a
purchase price of $25:00 in cash, shares of PNMR’s common stock (or preferred stock under certain circumstances
in a ratio of 1/10 of a preferred share for each share of common stock) on or before November 16, 2008. Generally,
the number of shares the purchaser is obligated to purchase depends on the average closing price per share of
PNMR’s common stock over a 20-day trading period ending on the third trading day immediately preceding
November 16, 2008, subject to anti-dilution adjustments. If the average closing price for the 20-day trading period
is equal to or greater than approximately $25.116 per share, the settlement rate will be 0.9954 shares of common
stock. If the average closing price for the trading period is less than approximately $25.116 per share but greater
than $20.93 per share, the settlement rate is equal to $25.00 divided by the average closing price of PNMR’s
commen stock for the trading period. If the average closing price for the trading period is less than or equal to
$20.93 per share, the settlement rate will be 1.1945 shares of common stock. The purchaser has the option to settle
its obligations under the purchase contracts at any time on or prior to the fifth business day immediately preceding
November 16, 2008. Prior to November 16, 2008, the senior notes will be remarketed. If the remarketing is
successful, the interest rate on the senior notes may change to a rate selected by the remarketing agent, and the
maturity of the senior notes may be extended to a date selected by PNMR, but no later than November 2011. If the
remarketing of the senior notes is not successful, the maturity and interest rate of the senior notes will not change
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-and holders of the equity-linked units will have the option of putting their senior notes to PNMR to satisfy their
obligations under the purchase contracts. PNMR expects that the remarketing of the senior notes will be successful.

The purchase contracts are forward transactions in PNMR’s common stock. Upon issuance .in October 2005,
a lability for the present value of the purchase contract adjustment payments of $4.6 million was recorded as a
reduction to stockholders’ equity, with an offsetting increase to other long-term liabilities. Subsequent contract
adjustment payments will reduce this liability. In addition, other charges of $11.3 million was recorded based on the
increase in PNMR's stock price from August 2004, when the agreemerit was signed, to October 2005, when the
equity-linked units were issued. Upon settlement of each purchase contract, PNMR will receive the stated amount
of $25.00 on the purchase contract and will issue the requisite number of shares of common stock (or preferred stock
under certain circumstances in a ratio of 1/10 of a preferred share for each share of common stock). - The stated
amount received will be recorded as an increase to stockholders’ equity.

Before the issuance of common stock (or preferred stock under certain circumstances in a ratio of 1/10 of:a
preferred share for each share of common stock) upon settlement of the purchase contracts, the equity-linked units
will be reflected in diluted earnings per share calculations using the treasury stock method as definéd by SFAS No.
128, “Earnings per Share” (“SFAS 128”). Under this method, the number of shares of common stock used in
calculating diluted earnings per share (based on the settlement formula applied at the end of the reporting period) is
deemed to be increased by the excess, if any, of the number. of shares that would be issued upon settlement of the
purchase contracts less the number of shares that could be purchased by PNMR 'in the market at the average market
price during the period, using the proceeds to be received upon settlement. Therefore, dilution will occur for periods
when the average market price of PNMR’s common stock for the reporting period is above approximately $25.116,
and will potentially occur when the average price of PNMR’s common stock for the 20-day trading period preceding
the end of the reporting period is lower than the average price of PNMR’s common stock for the full reporting
period. The dilution effect for the year ended December 31, 2005 was approximately 317,600 shares.

Common Stock Offering

In March 2005, PNMR issued 3,910,000 shares of its common stock at $26.76 per share. PNMR received net
proceeds from this offering, after deducting underwriting discounts and commissions and estimated expenses, of
approximately $101.0 million. PNMR used the net proceeds to retire high cost TNP debt and preferred stock and to
complete the construction of Luna, a partially constructed, combined-cycle power plant near Deming, New Mexico
and for other general corporate purposes. : ,

Equity-Linked Units Offering - Public

In March 2005, PNMR completed a public offering of 4,945,000 6.75% equity-linked units, yielding net
proceeds after fees of $239.6 million. PNMR used the net proceeds to retire high cost TNP debt and preferred stock,
to complete the construction of Luna and for other general corporate purposes.

Each equity-linked unit consists of a purchase contract and a 5.0% undivided beneficial ownership interest in
one of PNMR’s senior notes with a stated amount of $1,000, which corresponds to a $50.00 stated amount of
PNMR’s senior notes. ‘The ownership interest in the senior notes is initially pledged to secure the corporate unit
holder’s obligation to purchase PNMR common stock under the related purchase contract. The senior notes are
scheduled to mature in May 2010 (subject to the remarketing described below) and bear interest at a rate of 4.8% per
year. The purchase contracts entitle their holders to contract adjustment payments of 1.95% per year on the stated
amount of $50.00.

Each purchase contract contains a mandatory obligation for the holder to purchase, and PNMR to sell, at a
purchase price of $50.00 in cash, shares of PNMR’s common stock on or before May 16, 2008. Generally, the
number of shares each holder of the equity-linked units is obligated to purchase depends on the average closing
price per share of PNMR’s common stock over a 20-day trading period ending on the third trading day immediately
preceding May 16, 2008, subject to anti-dilution adjustments. If the average closing price for the 20-day trading
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period is equal to or greater than approximately $32.65 per share, the ‘settlement rate will be 1.5315 shares of
common stock. If the average closing price for the trading period is less than approximately-$32.65 per share but
greater than $26.76 per share, the settlement rate is equal to $50.00 divided by the average closing price of the
Company’s common stock for the trading period. ‘If the average closing price for the trading period is less than or
equal to $26.76 per share, the settlement rate will be 1.8685 shares. of.common stock. The holders of equity-linked
units have the option to settle their obligations under the purchase contracts at any time on or prior to the.seventh
business day immediately preceding May 16, 2008. Prior to May 16, 2008, the:senior notes will be remarketed. If
the remarketing is successful, the interest rate on the senior notes may change to a rate selected by the remarketing
agent, and the maturity of the senior notes may be extended to a date selected by PNMR, but no later than May
2038. I the remarketing of the senior notes is not successful, the maturity and interest rate of the senior notes will
not change and holders of the equity-linked units will have the option of putting their-senior notes to PNMR to
satisfy their obligations under the purchase contracts: PNMR expects that the remarketing of the senior notes will be
successful.

The purchase contracts are forward transactions in PNMR’s common stock. Upon issuance, a liability for the
goesent vulue of the purchase contract adjustment payments of $13.9 million was recorded as. a reduction to
stockhelders’ equity, with an offsetting increase to other long-term liabilities. Subsequent contract adjustment
payinents will reduce this liability. - Upon settlement of each purchase :contract, PNMR' will receive the stated
amcunt of $50.00 on the purchase contract and will issue the requisite number of shares of common stock. The
stuted waount received will be recorded as an increase to stockholders’ equity. PNMR has reserved 10 mxlhon
siarcs of its cormmon stock for issuance pursuant to the purchase contracts.

Befure the issuance of common stock upon settlement of the purchase contracts, the equity-linked units will

bo vefiecied in diluted earnings per share calculations using: the treasury stock method as defined by SFAS 128.

ilrion will occur for periods when the average market price of PNMR’s common stock. for the reporting period is

abeve avproximately $32.65, and will potentially occur when the average price of PNMR’s common stock for the

20-day trading period preceding the end of the reporting period is lower than the average price of PNMR’s common

coc tor the full reporting period. The dilution effect for- the year ended December 31 2005 was approx1mately
{22,036 shures. : :

CNM
Long-Term Debt

Under PNM’s modified 1947 Indenture of Mortgage and Deed of Trust, no future bonds can be issued under
the mortgage. While first mortgage bonds continue to serve as collateral for pollution control bonds in the
outstanding principal amount of $65.0 million, the lien of the mortgage covers only, PNM’s ownership interest in
PYVNGS. Senior unsecured notes, which were issued under a senior unsecured note indenture, serve as collateral for
the poltution control bonds in the outstanding principal amount of $520.8 million. With the exception of the $65.0
million of pollution control bonds secured by first mortgage bonds, the senior unsecured notes are the senior debt of
PNM. ’

Revolving and Other Credit Facilities

In August 2005, PNM entered into.a new $400.0 million unsecured credit agreement (the “PNM Facility”) to
replace its existing $300.0 million facility. The PNM Facility is for a one-year term and expires August 17, 2006.
Upon receiving approval by the NMPRC, it is expected that the term will be extended through August 17, 2010.
The PNM Facility also includes two one-year extension options, subject to regulatory approval and approval by a
mazority of the lenders. In connection with entering into the new PNM Facility, PNM simultaneously terminated the
previousiy existing $300.0 million facility, which would otherwise have terminated on November 21, 2006. Many
of the same lenders were parties to the prior agreement. The terms and conditions of the new PNM Facility are
gencrally similar to, or improvements over, the terms and conditions in the terminated agreement. At the time the
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previous credit facility was terminated, there was no balance on the facility and there were no fees or penalties
related to the termination. :

At December 31, 2005, PNM -also had $23.5 million in local lines of credit and a $20.0 million borrowing
arrangement with PNMR. There were no outstanding borrowings under the PNM Facility, the local lines of credit
or the borrowing arrangement.with PNMR .at December 31, 2005; however, $4.5 million of letters of credit were
outstandmg, which reduces the avaxlable capacity under the PNM Facility.

PNM has a commerc1a1 paper program under whxch PNM may issue up to $300.0 million in commercial
paper for up to 365 days. The commercial paper is unsecured and the proceeds are used for short-term cash
management needs. The PNM Facility serves as a backstop for the outstanding commercial paper. As of December
31, 2005, PNM had $127.9 million in commercial paper outstanding.

Financing Activities

PNM has a universal shelf registration statement filed with the SEC for the issuance of debt securities, equity
securities, preferred stock, purchase -contracts, purchase contract units and warrants. As of December 31, 2005,
PNM had approximately $200.0 million of remaining unissued securities registered under its shelf registration
statement. ’ :

Asset Securitization

PNM has an accounts receivable securitization program with a maximum borrowing capacity of $70.0
million. This program provides for the securitization of PNM’s retail electric service accounts receivable and retail
gas service accounts receivable. Under the securitization program, PNM will periodically sell its accounts
receivable, principally rétail receivables, to a bankruptcy remote subsidiary, PNM Receivables Corporation, which
in turn pledges an undivided interest in the receivables to an unaffiliated conduit commercial paper.issuer. As of
December 31, 2005 and 2004, PNM had no outstanding borrowings under the accounts receivable securitization
program, which was secured by $129.5 million and $143.7 million of accounts receivable, respectively. PNM
Receivables Corporation is consolidated in PNM’s financial statements. The accounts receivable program expires in
April 2006. '

TNMP
Long-Term Debt

In 1999 and 2003, respectively, TNMP issued $175.0 million, 6.25% senior unsecured notes that mature in
2009 and $250.0 million, 6.125% senior notes that mature in 2008. On or after May 1, 2005, TNMP will be

required to redeem the 6.125% senior notes to the extent that it receives proceeds from the securitization of stranded
Costs. ’ .

Revolving and Other Credit Facilities

In July 2005, the NMPRC approved TNMP's application to become a borrower and issue notes of up to
$100.0 million under the PNMR Facility. SEC approval was received in September 2005 and TNMP was added as a
borrower under the PNMR Facility in September 2005. Any borrowings made by TNMP under this sublimit are not
guaranteed by PNMR. At December 31, 2005, TNMP had no outstanding borrowings under the PNMR Facility.
However, TNMP had $2.4 million letters of credit outstanding, which reduces the available capacity under the
PNMR facility.
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Financing Activities

In June 2003, TNMP issued $250.0 million of 6.125% senior notes due in 2008. In May 2003, TNMP
executed a $250.0 million Treasury rate lock transaction designed to manage interest rate risk associated with the
issuance of the senior notes. TNMP paid $4.2 million upon the issuance of senior notes in June 2003 to settle the
rate lock. Through the date of the acquisition, the cost of the rate lock was recorded in accumulated other
comprehensive income and was amortized to interest expense over the life of the senior notes. The book value of
the rate lock acquired was $1.7 million. In conjunction with the acquisition of TNP by PNMR on June 6, 2005, the
balance for the rate lock remaining in accumulated other comprehensive income was recorded at fair market value as
of the date of acquisition, which was zero.

(7) Lease Commitments’
PNMR

PNMR’s operating lease expense, including TNP lease expense from June 6, 2005 through December 31,
2005, was approximately $36.7 million in 2005, $33.0 million in 2004 and $33.4 million in 2003. Aggregate
minimum payments to be received in future periods under non-cancelable subleases are approximately $1.2 million.

PNMR’s future minimum operating lease payments at December 31, 2005 are:

(In thousands)

2006 ' $ 34,363
2007 34,634
2008 34,371
2009 31,478
2010 31,271
Later years 214,476
Total minimum lease payments $380,593 .

PNM

PNM leases interests in Units 1 and 2 of PVNGS, certain transmission facilities, office buildings and other
equipment under operating leases. Covenants in PNM’s PVNGS Units 1 and 2 lease agreements, expiring in 2015
and 2016, limit PNM’s ability, without consent of the owner participants in the lease transactions, (i) to enter into
any merger or consolidation, or (ii) except in connection with normal dividend policy, to convey, transfer, lease or
dividend more than 5% of its assets in any single transaction or series of related transactions. )

PNM s other 51gn1f cant operatmg lease obligations include a leased interest in the EIP transmlssxon line with
annual. lease payments of $2. 8 million and'a PPA for the entire output of Delta, a gas-fired generating plant in
Albuquerque, New Mexico, with imputed annual lease payments of $6.0 million. See Note 9 and Note 16 for
additional information about the Delta operating lease. PNM’s operating lease expense was approximately $28.5
million in 2005, $27.6 million in 2004 and $28.0 million in 2003. Aggregate minimum payments to be received in
future periods under non-cancelable subleases are approximately $1.2 million.
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PNM has several capital leases for certain fleet vehicles. At December 31, 2005 and 2004, $1.5 million-and
$2.2 million of these capital leases were recorded in long-term debt.

PNM’s future minimum operating lease payments at December 31, 2005 are:

(In thousands) "

2006 ' $ 29322
2007 30,206
2008 31,147
2009 28,995
2010 28,995
Later years 204,765

Total minimum lease payments ' $353,430

TNMP

TNMP’s operating lease expense was approximately $1.4 million in 2005, $1.1 million in 2004 and $1.0
million in 2003.

TNMP’s future minimum operating lease payments at December 31, 2005 are:

(In thousands)

2006 $3,159.
2007 2,545
2008 1,342
2009 600
12010 393
Later years 454
Total minimum lease payments | $8,493

(8)  Fair Value of Financial Instruments
PNMR and PNM
Interest Rate Management

The Company may enter into agreements for derivative instruments, including options and swaps, to manage
risks related to changes in interest rates. At the inception of any such transaction, the Company documents
relationships between the hedging instruments and the items being hedged. This documentation includes the
strategy that supports executing the specific transaction. See Note 6 for details regarding interest rate swaps PNMR
has entered into. ‘ ‘

GAAP defines the fair value of a financial instrument as the amount at which the instrument could be
exchanged in a current transaction between willing parties, other than in a forced sale or liquidation. Although
management uses its best judgment in estimating the fair value of these financial instruments, there are inherent
limitations in any estimation technique. Therefore, the fair value estimates presented herein are not necessarily
indicative of the amounts that the Company could realize in a current transaction. Fair value is based on market
quotes provided by the Company’s investment bankers and trust advisors. The market prices used to value PNM’s
mark-to-market energy portfolio are based on closing exchange prices and over-the-counter quotations.
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PNMR
Carrying Amoimt/Fair Value
The carrying amounts reflected on PNMR’s Consolidated Balance Sheets approximate fair value for cash,

temporary investments, receivables, and payables due to the short period of maturity. The carrying amount and fair
value of PNMR’s financial instruments (including current maturities) are:

December 31, 2005 December 31, 2004
Carrying - Carrying
Amount Fair Value Amount Fair Value
(In thousands)
Long-term debt - - ' $1,746,395 $1,828,990 $ 987,823 $1,026,131
Investiment in PVNGS lessors' notes $ 286,678 $ 331,961 $ 308,680 $ 390,244

PNMR’s available-for-sale securities consist solely of PNM assets held in trust for its share of
decommissioning costs of PVNGS and PNM’s executive retirement program. The trusts hold equity and fixed
‘neorme securities. These amounts are included in other investments on the Consolidated Balance Sheets. The
carrying value, gross unrealized gains and losses and estimated fair value of investments in available-for-sale
sceurities are as follows: ‘

At and For the Year Ended December 31, 2005

Unrealized Unrealized
Gains Losses Fair Value
Available-for-sale: _
Equity securities - $ 19,155 $(459) "% 73,562
Municipal bonds _ 932 (58) 24,621
U.S. Government securities 163 (76) 6,786
Corporate bonds 10 (72) 2,569
Other investments 30 &) 3,569
: $ 20,290 3 (670) $111,107
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At and For the Year Ended December 31, 2004

Unrealized Unrealized
Gains Losses Fair Value
Available-for-sale: _ S
Equity securities $ 20,089 $(186) $62,873
Municipal bonds 1,220 (52) 24,103
U.S. Government securities 226 (18) 6,592
Corporate bonds 31 (18) 2,508
Other investments 6 2) 4,410
$21,572 $276) $100,486

At December 31, 2005, the available-for-sale securities hqld by PNMR had the following 4mat'u'ﬁ'ties':‘

Within 1 year

After 1 year through 5 yéars
After 5 years through 10 years

Over 10 years
Equity securities
Other investments

Fair Value
- (In thousands)

$ 2,923
4,938
5,285

20,830
73,562
3,569
$111,107

The proceeds and gross realized gains and losses on the disposition of available-for-sale investments for

PNMR and PNM are shown in the following table.
identification of costs of securities sold.

Realized gains and losses are determined by specific

Year Ended December 31, B

2005 2004 2003
(In thousands)
Proceeds from sales $106,624 $ 51,213 $123,030
Gross realized gains $ 11,825 $ 6,737 $ 7,685
Gross realized losses $ (3,176) § (4,068) $ (5,694)

During 2005, PNMR determined that one of its investments, Wood River, had experienced a loss in market
value. During the third quarter of 2005, PNMR wrote down the value of its investment in Wood River to zero and
incurred a loss of approximately $3.6 million. In the fourth quarter of 2005, the assets held in the Wood River fund
were transferred into receivership as part of a civil complaint filed by the SEC against Wood River. As noted above,
prior to this, the investments in Wood River were classified and accounted for as trading securities. At December
31, 2005, due to the change in circumstances surrounding Wood River, PNMR’s investment was reclassified from
trading to available-for-sale in accordance with SFAS No. 115, “Accounting for Certain Investments in Debt and
Equity Securities” (“SFAS 115”). The fair value of PNMR’s investment in Wood River was determined to be zero
at December 31, 2005. PNMR cannot predict when or if it will receive a return of the cash value of its investment in

Wood River.
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Firsi Choice Natural Gas Contracts

" During July 2005, First Choice began entering inte various. gas contracts. These contracts .are marked to
market in accordance with GAAP: The change in mark-to-market valuation is recognized in earnings each period
and ;s recorded in operating revenues if a sales position, and cost of energy if a purchase position, as applicable. For
the year ended December 31, 2005, First Choice had a net settled gain of $0.7 million related to natural gas
contracts. As of December 31, 2005, First Choice had a net mark-to- market liability loss of $2.8 million recorded in
other current hab111tles for these contracts. :

First Choice Energy Contracts

Uurmg July 2005 F]I'St Chomce also began entering into various forward physwal contracts for the purchase '
and sale of eleciricity with the-intent of optimizing market opportunities. These contracts, which are derivatives, do
net gualify for normal purchase and sale designation pursuant to GAAP, and are marked to market. For the year

ended December 31, 2005, First Choice had a net settled gain of $88;879 related to these forward energy contracts.
As of December 31, 2005, First Choice had a net mark-to-market asset gain of $4.1 million recorded in other current
assets f@r these contracts. Co

First Choice Natural Gas Hedges

#irst Choice also enters into natural gas transactions to hedge the variable component of certain heat-rate
oasec power products used to serve customer load. These products are priced based on gas to power conversion
reles L\lng the spot price for natural gas. The hedges are effective in offsetting future cash flow volatility caused by

iereases in natural gas prices. The fair value of the natural gas hedges as of December 31, 2005, was a liability of
iilon, which is recorded on PNMR’s Consolidated Balance Sheet as a current liability. There was no hedge
veness on these transactions because the hedges and the underlying contracts are both indexed to New York
rcantile Exchange rates and movement in. the hedge offsets movement in the contract. For the year ended
escinber 31, 2005, (after June 6, 2005) First Ch01ce s cost of energy includes gams of $6.0 million related. to the
se'ernont of patural gas hedges . =

2NV

Carrving Amount/Fair Value
The carrying amounts reflected on PNM’s Consolidated Balance Sheets approximate fair value for cash,

‘einporary investments, receivables, and payables:-due to the short pefiod of maturity. The carrying amount and fair
value of PNM’s ﬁnanc1al instruments (mcludmg current maturmes) are: '

December 31 2005 December 31, 2004

Carrying _ - Carrying .
Amount Fair Value Amount Fair Value

(In thousands) :
Long-term debt ‘ $ 987,068 $1,052,736 $ 987,676 $1,025,983
Tnvestment in PYNGS lessors' notes ' $ 286,678 $ 331,961 $ 308,680 $ 390,244

PNM’s investment in the EIP transmission line and related facilities includes a 60% ownership and a 10.25%
note investment maturing in 2012. Tt is carried at cost on the Consolidated Balance Sheet in other investments. The
balance as of December 31, 2005 and 2004 was $12.0 million and $12.2 million, respectively.
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Retail Natural Gas Contracts

g R A v, L

The NMPRC has authorized PNM to hedge certain portions of natural gas supply contracts to protect PNM’s }
natural gas customers from the risk of adverse price fluctuations in the natural gas market. Hedge gains and losses i
are recoverable through PNM’s PGAC if deemed prudently incurred by the NMPRC. As a result, earnings are not
affected by gains or losses generated by these instruments. P

PNM purchased $6.8 million and $7.8 million of natural gas options during the year ended December 31,

2005 and 2004, respectively, to protect its natural gas customers from the risk of rising prices during the 2005-2006
and 2004-2005 heating seasons. These gas options cap the amount PNM would pay for each volume of gas subject

to the options during the winter heating season. At December 31, 2005 and 2004, PNM had $3.4 million and $3.1

million of unrecovered premium costs included in other current assets on its Consolidated Balance Sheet. Expense

of $3.4 million and $4.7 million is included on PNM’s Consolidated Statement of Eamings for the year ended

December 31, 2005 and 2004, respectively. PNM recovered $3.1.million of its option premlums as a component of
the PGAC durmg January 2005 through February 2005.

PNM entered into fixed-for-float financial transactions to hedge a portion of its winter gas purchase portfolio
and has applied hedge accounting to these transactions. PNM has hedged 10.9 mllhon MMBTUs utilizing the fixed-
for-float strategy for 2005-2006 and the 2006-2007 winter heating seasons.

Wholesale Electricity Contracts

PNM Wholesale has entered into various forward physical contracts for the purchase and. sale of electricity
with the intent to optimize its net generation position. These contracts, which are derivatives, do not qualify for
normal purchase and sale designation pursuant to GAAP, and are marked to market.

For the year ended December 31, 2005, PNM Wholesale settled derivative forward contracts for the sale of
electricity that generated $168.1 million of electric revenues by delivering 2.9 million MWh. For the year ended
December 31, 2005, PNM Wholesale settled derivative forward contracts for the purchase.of electricity of $168.2
million or 2.8 milhon MWh to support these contractual sales and other open market sales opportunities. For the
year ended December 31, 2004, PNM Wholesale settled derivative forward contracts for the sale of electricity that
generated $159.3 million of electric revenues by delivering 3.0 million MWh. PNM Wholesale settled derivative
forward contracts for the purchase of electricity of $143.0 million or 2.8 million MWh to support these contractual
sales and other open market sales opportunities.

As of December 31, 2005, PNM Wholesale had open derivative forward contract positions. to buy $52.6
million and to sell $72.4 million of electricity. At December 31, 2005, PNM Wholesale had a gross mark-to-market
gain (asset position) on these derivative forward contracts of $17.1 million and a gross mark-to-market loss (liability
position) of $16.7 million, recorded in other assets and liabilities, respectively. As of December 31, 2004, PNM
Wholesale had open derivative forward contract positions to buy $35.2 million and to sell $39.2 million of
electricity. At December 31, 2004, PNM Wholesale had a gross mark-to-market gain (asset position) on these
derivative forward contracts of $6.5 million and a gross mark-to-market loss (liability position) of $5.3 million,
recorded in other assets and liabilities, respectively. The change in mark-to-market valuation is recognized in
earnings each period and is recorded in operating revenues if a sales position, and cost of energy if a purchase
position, as applicable. There is no hedge ineffectiveness on these transactions because the hedged transactions and
the hedged item are based on the same forward curve.

PNM Wholesale also entered into forward physical contracts for the sale of PNM’s electric capacity in excess
of its retail and wholesale firm requirement needs, including reserves. In addition, PNM Wholesale entered into
forward physical contracts for the purchase of retail needs, including reserves, when resoiirce shortfalls exist. PNM
Wholesale generally accounts for these as normal sales and purchases as defined by SFAS 133. From time to time
PNM Wholesale makes forward purchases to serve its retail needs when the cost of purchased power is less than the
incremental cost of its generation. At December 31, 2005, PNM Wholesale had open forward positions classified as
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normal sales of electficity of $138.9 million and normal purchases of electricity of $11.2 million, which will be
reflected in the financial statements upon physical delivery.

The operations of PNM Wholesale, including both firm commitments and other wholesale sale activities, are
managed primarily through a net asset-backed strategy, whereby PNM Wholesale’s aggregate net open position is
covered by iits own excess generation capabilities. PNM Wholesale is exposed to market risk if its generation
capabilities. were disrupted. or if'its retail load requirements were greater than anticipated. If PNM Wholesale were
required to cover all or a portion of its net'open contract position, it would have to meet its commitments through
market purchases.

Counterparties to its financial and physical derivative instruments expose PNM Wholesale to credit risk in the
event of non-performance or non-payment. PNM Wholesale uses a credit management process to assess and
monitor the financial conditions of counterparties. PNM Wholesale's credit risk with its largest counterparty as of
December 31, 2005 and December.31, 2004 was $20.5 million and $26.2 million, respectively.

Wholesale Gas Contracts

PNM Wholesale enters into various fixed-for-float price swaps to manage the price risk of certain forward
sales of power. These contracts, along with the underlymg power sales, are marked to market in accordance with
GAAP. - : :

For the year ended December 31, 2005, PNM Wholesale settled dertvative forward contracts for the sale of
gas that generated $26.5'million of revenues and settled derivative forward contracts for the purchase of gas of $25.3
million. For the year ended December 31, 2004, PNM Wholesale settled derivative forward contracts for the sale of
gas that generated $24.5 million of revenues and settled derivative forward contracts for the purchase of gas of $229
mitllion.

As of December 31, 2005, PNM Wholesale had open derivative forward contract positions to sell $26.7
million of natural gas and to-purchase $1.9 million of natural gas. At December 31, 2005, PNM Wholesale had a
gross mark-to-market gain (asset:position) on these derivative forward contracts of $14.5 million and a gross mark-
to-market loss (liability position) of $12:6 million, recorded in other current assets and liabilities, respectively. As
of December 31, 2004, PNM Wholesale had open derivative forward contract positions to sell $13.3 million of gas.
At December 31, 2004, PNM Wholesale had a gross mark-to-market gain (asset position) on these derivative
forward contracts of ‘$0.9 million and a gross mark-to-market loss (liability position) of $0.3 million, recorded in
other assets and-liabilities, respectively. The change in mark-to-market valuation is recognized in eamings each
period and is recorded in operating revenues, if a sales position, and cost of energy, if a purchase position, as
applicable. There is no hedge ineffectiveness on these transactions because the hedged transactions and the hedged
item are based on the same forward curve.
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TNMP
Carrying Amount/Fair Value

. The carrying amounts reflected on TNMP’s Consolidated Balance Sheets approximate fair value for cash,
temporary investments, receivables, and payables due to the short period of maturity.. The carrying value for these

items reflects the fair value recorded at the:date of acquisition, June 6, 2005, in accordance with SFAS 71. The
carrying amount and fair value of TNMP’s financial instruments (including current maturities) are: :

December 31, 2005 December 31, 2004
Carrying : ~ Fp  Carrying

Amount - - Fair Value Amount = - Fair Value -
' (In thousands) - a

Long-term debt ) $415,864 $432,792 $415,569 $434,773
Normal Purchases and Sales ‘ -

In the normal course of business, TNMP enters into commodity contracts, which include components for
additional purchases or sales of electricity, in order to meet customer requirements. Criteria by which option-type
and forward contracts for electricity can qualify for the normal purchase and sales exception has been defined by
SFAS 133. In accordance with these GAAP pronouncements, management has. determined that. its contracts for
electricity qualify for the normal purchases and sales exceptxon Accordingly, TNMP does not account for its
electricity contracts as derivatives. .

(9) Variable Interest Entities

FASB Interpretation No. 46, “Consolidation of Variable Interest Entities” (Revised December 2003) (“FIN
46R”), became effective January 1, 2004 for those entities considered to be special purpose entities, and March 31,
2004 for others. Under the model for consolidation promulgated by FIN 46R; a ' PPA may qualify as a variable
interest if its terms expose the purchaser to variability in supply or operating costs and the;contract is for a
significant portion of the entity’s generating capacity. PNM evaluated its PPAs under the provisions of FIN 46R
and determined that one purchase contract entered into prior to December 31, 2003 qualifies as a variable interest.
Although PNM has continued to make ongoing efforts to obtain information, PNM was unable to obtain the
necessary information needed to determine if PNM was the primary beneficiary and if consolidation was needed
despite efforts including a formal written request to the operator of the entity: supplying power under the PPA. The
operator cited legal and competitive reasons for refusing to provide the information.

This variable interest PPA is a contract under an operating lease to purchase 132 MW of capacity and energy
expiring in June 2020. See Note 7 and Note 16 for more information about the Delta operating lease. The contract
contains a fixed capacity charge, a fixed O&M charge, and a variable energy charge that subjects PNM to the
changes in the cost of fuel and O&M. For the year ended December 31, 2005, the capacity and O&M charge was
$6.4 million and the energy charges were $1.1 million. For the year ended December 31, 2004, the capacity and
O&M charge was $6.0 million and the energy charges were $0.9 million. The contract is for the full output of a
specific gas generating plant and is currently accounted for as an operating lease by PNM. Under this contract PNM
is exposed to changes in the costs to produce energy and operate the plant.

PNM also has interests in other variable interest entities created before January 31, 2003, for which PNM is
not the primary beneficiary. These arrangements include PNM’s investment in a limited partnership and certain
PNM leases. The aggregate maximum loss exposure at December 31, 2005 that PNM could be required to record in
its Consolidated Statement of Eammings as a result of these arrangements totals approximately $5.3 million. The
creditors of these variable interest entities do not have recourse to the general credit of PNMR in excess of the
aggregate maximum loss exposure.
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{11} Income Taxes

PNMR
- 'PNMR’s income taxes before cumulative effect of changes in accounting principles consist of the following
components: » :
Year Ended December 31,
2005 2004 2003
(In thousands)
Current federal income tax $ 4,390 $ 10,634 $(27,621) -
Current state income tax 81 2,495 (6,169)
Deferred federal income tax 28,070 31,725 52,154
Deferred state income tax 3,872 7,495 12,646
Amortization of accumulated investment tax credits (3,552) (3,102) (3,121
Total income taxes $ 32,861 $ 49,247 $ 27,889
Charged to operating’ expensés : $ 19,450 $ 36,062 $ 28,072
Charged to other income and deductions 13411 13,185 (183)
Total income taxes 3 32,861 $ 49,247 '$ 27,889

PNMR’s provision for income taxes, before cumulative effect of changes in accounting principles, differed
from the federal income tax computed at the statutory rate for each of the years shown. The differences are
attributable to the following factors:

Year Ended December 31,

2005 2004 2003
(In thousands)

Federal income tax at statutory rates $ 36,362 $ 48,127 $ 30,459

Investment tax credits , (3,552) (3,102) 3,121)

Flow-through of depreciation items _ 1,903 2,091 2,033

(Gains on the sale and leaseback of PVNGS Units 1 and 2 - (527) o2 . 527)

Annual reversal of deferred income taxes accrued at prior tax rates (2,086) (1,963) (1,963)

Research and development credit - - (966)

Affordable housing credit (750) (789) (969)
‘ Allowance for funds used during construction S (623) (453) (506)
Charitable contribution of appreciated property - (960) -
5 State income tax 3,356 6,357 4,161
} Other ' ' (1,222) 466 (312)
g Total income taxes $ 32,861 $ 49,247 $ 27,889
! .
[ Effective tax rate -31.63% 35.81% 32.05%
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The components of PNMR’s net accumulated deferred income tax liability were:

- December 31,

2005 2004

(In thousands)
Deferred Tax Assets:

Nuclear decommissioning,costé ) $ 27,610 $ 31,632
Regulatory liabilities related to income taxes 38,331 31,805
* Minimum pension liability » 72,443 64,139
Other 58,863 43,526
Total deferred tax assets.  ~~ 197,247 171,102
Deferred Tax Liabilities: , :
. Depreciation o (346,693)  (263,542)
~Investment tax credit ' (33,806) (35,360)
Regulatory assets related to income taxes . (86,931) (70,256)
Asset retirement obligations . : (16,213) (24,524)
Deferred charges ' (10,745) -
Other intangibles (26,861) -
Recoverable stranded costs . ’ ‘ ‘ (46,585) -
Other " - (114,482) (97,308)
Total deferred tax liabilities - (682,316)  (490,990)

Net Accumulated deferred income tax liabilities $(485,069) $(319,888)

The followihg table reconciles the change in PNMR’s net accumulated deferred income tax liability to the

deferred income tax expense included in the Consolidated Statement of Earnings:

o Year Eridedj
" December 31, 2005
{(In thousands)

Net change in deferred income tax liability per above table $ 165,181
Inclusion of TNP deferred tax liabilities ' T o (124,947)
Change in tax effects of income tax related regulatory assets and liabilities i - (7,725)
Tax effect of mark-to-market on investments available for sale (6,999)
Tax effect of excess pension liability’ 8,304
Tax effect of cumulative effect of change in accounting principle . 591
Other ' A (6,015)
Deferred income tax expense $ 28,390

The Company defers investment tax credits related to rate regulated assets and amortizes them over the

estimated useful lives of those assets.

PNMR’s tax years 2001 through 2004 and TNP’s tax years 2002 and 2003 are currently under examination
by the IRS. Although the Company does not expect any significant adjustments to the tax provision as a result of
the IRS examination, management is unable to determine the final outcome of the IRS examination at this time.
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PNM
PNM'’s income taxes before cumulative effect of changes in accounting principles consist of the following
components:
Year Ended December 31, .
2005 2004 .__2003
' (In thousands) '
Current federal income tax $ 10,070 $ 15,057 $(19,824)
Current state income tax 2,289 3,327 (4,123)
Deferred federal income tax 12,792 ‘ 30,252 ‘ 46,761
Deferred state income tax 3,237 " 7,163 ’ ‘10,897_
Amortization of accumulated investment tax credits (3,094) ~ (3,102) 1(3,121)
Total income taxes $ 25,294 $ 52,697 $ 30,590
Charged to operating expenses 8,217 - - 37,964 - 28,262
Charged to other income and deductions 17,077 .~ 14,733 . 2,328
Total income taxes : $ 25,294 $ 52,697 .0 % 30,590

PNM’s provision for income taxes, before cumulative effect of changes in accounting prihciples, differed
from the federal income tax computed at the statutory rate for each of the years shown. The differences are
attributable to the following factors: ‘

Year Ended December 31,

2005 2004 2003
» (In thousands)
Federal income tax at statutory rates $ 27,445 $ 50,797 $ 31,699
Investment tax credits (3,094) (3,102) (3,121)
Flow-through of depreciation items 1,903 2,091 2,033
Gains on the sale and leaseback of PVNGS Units 1 and 2 (527) (527) (527)
Annual reversal of deferred income taxes accrued at prior tax rates (1,963) (1,963) (1,963)
Research and development credit _ . - S - .+ :(966)
Allowance for funds used during construction (615) (430) (893);
Charitable contribution of appreciated property - (960) -
State income tax 3,694 6,682 4,300
Other (1,549) 109. 28
Total income taxes i $ 25,294 $ 52,697 - % 30,590

Effective tax rate 32.26% - 36.31% 33.78%
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The total net periodic benefit cost or income from the PNM Plans, in addition to the net periodic benefit cost
from the TNMP Plans from the date of PNMR’s acquisition of TNP, or June 6, 2005 through December 31, 2005, is
included in the Consolidated Statement of Eamings of PNMR. The TNMP Plan amounts included in the results of
PNMR are as follows: pension plan income of approximately $0.3 million, other postretirement benefit expense of
approximately $0.4 million and executive retirement plan expense of less than $0.1 million.

-The Company has in place, for the PNM and TNMP pension plans and postretirement benefits plans, a policy
that defines the investment objectives, establishes performance goals of the asset managers and provides procedures
for the manner in which investments are to be reviewed. The plans implement investment strategies to achieve the
following objectives: "

o Maximize the return on assets, commensurate with the risk that the Corporate Investment Committee
deem appropriate to: meet the obligations of the pension plans and other postretirement benefits plans;
minimize the volatility of expense; and account for contingencies; and '

. .Generate a rate of return for the total portfolio that equals or exceeds the actuarial investment rate
assumption.

Management is responsible for the determination of thé asset target mix and the expected rate of return.
Under SFAS No. 87, “Employers’ Accounting for Pensions” (“SFAS 87”) and SFAS No. 106, “Employers’
Accounting for Postretirement Benefits Other Than Pensions” (“SFAS 106”), the expected long-term rate of return
on pension and postretirement plan assets is calculated on the market-related value of assets. SFAS 87 and SFAS
106 require that actual gains and losses on pension and postretirement plan assets be recognized in the market-
related value of assets equally over a period of not more than five years, which reduces year-to-year volatility. For
the PNM Plans and TNMP Plans, the market-related value of assets 1s equal to the prior years’ market related value
of assets adjusted for contributions, benefit payments and investment gains and losses that lie within a corridor of
plus or minus 4.0% around the expected return on market value. Gains and losses that lie outside the corridor are
amortized over five years, i.e., if investment return is outside a range of 5.0% to 13.0% (expected long-term rate of
return plus or 'minus 4.0%), this market-related valuation recognizes the portion of return that is outside the range
over a five-year period from the year in which the return occurs. As such, the future value of assets will be impacted
as previously deferred returns are recorded. A December 31 measurement date 1s used for calculating the values
reported for plan assets and benefit obligations.

In 2003, PNM changed the actuarial valuation measurement date for its pension plan and other postretirement
benefits from September 30 to December 31 to better reflect the actual pension balances as of PNM’s balance sheet
dates and recognized a cumulative effect of a change in accounting principle of $0.8 million, net of taxes.at $0.5
million. |

Pension Plans
For defined benefit pension plans, the benefit obligation is the “projected benefit obligation,” the actuarial

present value, as of the measurement date, of all benefits attributed by the pension benefit formula to employee
service rendered to that date. :

B-84




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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 2005, 2004 and 2003

The following tables present a reconciliation of the beginning and ending balances of the projected benefit

obligation and show the change in the benefit obligation:

Benefit obligation at beginning of year
Service cost v
Interest cost
Actuarial loss
Benefits paid .

Benefit obligation at end of year

Benefit obligation at beginning of period
" Service cost "

Interest cost

Actuarial loss

Benefits paid

Amendments
Benefit obligation at end of period

PNM Plan
Year Ended December 31,
2005 2004
(In thousands)
$ 517,225 $ 463,794
1,907 3,524
30,267 29,891
26,453 44,691
(25,927) (24,675)
$ 549,925 $§ 517,225
TNMP Plan
Post- Pre- Pre-
Acquisition | Acquisition Acquisition
June 6- January 1-  Year Ended
December 31, June 6, December 31,
2005 2005 2004
(In thousands)
$ 85,083 $ 81,290 $ 81,833
1,353 848 1,876
2,499 1,875 4,590
(2,691) 3,708 304
(4,501) (2,638) (7,313)
(2,419) - -
$ 79.324] § 85,083 $ 81,290
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The following tables present the change in the value of pension plan assets and the pension plans’ funded

status:
PNM Plan
Year Ended December 31,
2005 2004
(In thousands)
Fair value of plan assets at beginning of year $ 445,101 $ 425,654
Actual return on plan assets 40,911 44,122
Benefits paid (25,927) (24,675)
Fair value ot plan assets at end of year : 460,085 445,101
Funded status (89,840) (72,124)
Unrecognized net actuarial loss _ 178,991 156,850
Unrecognized prior service cost 2,293 2,610
Prepaid pension cost $ 91,444 5 87336
TNMP Plan
Post- Pre- Pre-
Acquisition } Acquisition Acquisition
June 6- January 1- Year Ended
December 31, June 6, December 31,
2005 2005 2004
(In thousands)
Fair value of plan assets at beginning of period $ 80,176 $ 82,364 $ 85,052
Actual return on plan assets 6,162 450 4,625
Benefits paid (4,501) (2,638) (7,313)
Fair value of plan assets at end of period 81,837 80,176 82,364
Funded status A 2,513 (4,907) 1,074
Unrecognized net actuarial loss (4,697) 4,284 (1,361)
Unrecognized prior service cost - (791) (840)
Accrued pension liability $ (2,184 $ (1,414) $ (1,127)
The following table presents the amounts recognized in the Consolidated Balance Sheets:
PNM Plan TNMP Plan
December 31, December 31,
2005 2004 2005 | 2004
(In thousands)
Prepaid pension cost/(Accrued pension liability) $ 91,444 $ 87336 $ (2,184) $ (1,127)
Additional minimum pension liability (181,284) (159,460) - -
Intangible asset 2,293 2,610 - -
Deferred tax asset 70,863 62,096 - -
Additional minimum pension liability adjustment * 108,128 94 754 - -
Net amount recognized $ 91444 $ 87,336 $ (2,1 8j)| $ (1,127)

* Included in accumulated other comprehensive income (loss).
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The components of PNM’s net accumulated deferred income tax liability were:

December 31,
2005 2004
(In thousands)

Deferred Tax Assets:

“Nuclear decommissioning costs $ 27,610 $ 31,632

‘ Regulatory liabilities related to income taxes 28,351 31,805

Minimum pension lability 72,443 64,139

Other 40,105 47,252

Total deferred tax assets _ 168,509 174,828

Deferred Tax Liabilities: ,

Depreciation © (264,437) (262,039)
Investment tax credit (32,266) (35,360)
Regulatory assets related to income taxes ' (74,231) (70,256)
Asset retirement obligations (16,222) (24,524)
Other ' (114,371) (96,916)
Total deferred tax liabilities ' (501,527) (489,095)
Net Accumulated deferred income tax labilities - $(333,018)  $(314,267)

The following table reconciles the change in PNM’s net accumulated deferred income tax liability to the
deferred income tax expense included in the Consolidated Statement of Earnings:

Year Ended
December 31, 2005
(In thousands)
Net change in deferred income tax liability per above table ‘ § 18,751
Change in tax effects of income tax related regulatory assets and liabilities (7,429)
Tax effect of mark-to-market on investments available for sale (6,999)
Tax effect of excess pension liability 8,304
Tax effect of cumulative effect of change in accounting principle 331
Other (23)
Deferred income tax expense ’ $ 12,935
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INMP

TNMP’s income taxes before extraordinary item and cumulative effect of change in accounting principle
consist of the following components:

Post- Pre- Pre- Pre-
Acquisition | Acquisition Acquisition Acquisition
June 6- January 1- Year Ended = Year Ended
December 31, June 6, December 31, December 31,
2005 2005 2004 2003
(In thousands) ‘
Current federal income tax $ 958 $ 5,634 $ 6,364 $ 13,619
Current state income tax (60) 676 3,048 1,354
Deferred federal income tax 8,328 (954) 15,049 (388)
Deferred state income tax 1,268 (127) 2,652 (6)
Amortization of accumulated investment
tax credits ' (458) (328) (722) (874)
Total income taxes $ 10,036 $ 4,901 $ 26,391 $ 13,705
Charged to operating expenses $ 7,965 $ 5,055 $ 13,680 $ 13,044
Charged to other income and deductions 2,071 (154) 12,711 661
Total income taxes ' $ 10,036 $ 4,901 $ 26,391 $ 13,705

TNMP’s provision for income taxes, before extraordinary item and cumulative effect of change in accounting

Federal income tax at statutory rates
Investment tax credits

Annual reversal of deferred income taxes accrued

at prior tax rates
State income tax
Other

Total income taxes

Effective tax rate

principle, differed from the federal income tax computed at the statutory rate for each of the periods shown. The
differences are attributable to the following factors:

Post- Pre- Pre- Pre-
Acquisition | Acquisition  Acquisition Acquisition
June 6- January 1- Year Ended Year Ended
December 31, June 6, December 31, December 31,
2005 2005 2004 2003
(In thousands) '
$ 9,753 $ 4,956 $ 24342 $ 13,451
(458) (328) (722) (874)
(123) 93) (216) (198)
1,208 549 3,048 1,354
(344 (183) (61) 28
$ 10,036 § 4,901 $ 26,391 $ 13,705
36.01% 34.61% 36.14% 35.15%
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The . following table presents ‘the components of PNM net pension cost/(income) recognized in the
Consolidated Statements of Earnings:

PNM Plan Pension Benefits
‘ ‘ Year Ended December 31,
2005 2004 2003
(In thousands)

Service cost : S ' $ 1,907 $ 3,524 $ 5,189
Interest cost ' o ‘ 30,267 29,891 28,089
Expected long-term rate of return on plan assets (40,168) (39,037) (35,109)
Amortization of net loss ' o 3,569 3,956 3,910
Amortization of prior service cost 317 317 317
Net pension cost/(income) ' ‘ $ 4,108) $(1,349) $ 2,396

The following significant weighted-average assumptions were used to determine the PNM projected benefit
obligation and net pension cost/(income):

PNMPlan

2005 2004 2003
Discount rate for determining projected benefit obligation
-at December 31 5.75% 6.00% 6.50%
Discount rate for determining net pension cost/(income) 6.00% 6.50% 6.75%
Expected long-term rate of return on plan assets - 9.00% 9.00% 9.00%
Rate of compensation increase o N/A N/A N/A

The assumed discount rate for determining the projected benefit obligation of 5.75% at December 31, 2005
was determined based on a review of long-term high-grade bonds and management’s expectations. The discount
rate was reduced at December 31, 2005 and 2004 by 0.25% and 0.50% respectively, resulting in an increase in the
PNM pension benefit obligation of approximately $16.5 million and $31.0 million at December 31, 2005 and 2004.
Should -actual experience differ from actuarial assumptions, the projected benefit obligation and net pension
cost/(income) would be affected. ‘

The expected long-term rate of return on plan assets of 9.0% at December 31, 2005 reflects the average rate
of earnings expected on the funds invested, or to be invested, to provide for the benefits included in the PNM
projected benefit obligations. Factors that are considéred include, but are not limited to, historic returns on plan
assets, current market information on long-term returns (e.g., long-term bond rates) and current and target asset
allocations between asset categories. The target asset allocation is determined based on consultations with external
investment advisors. The expected long-term rate of return assumption for the PNM pension plan compares to the
actual return of 9.7% for the year ended December 31, 2005. If all other factors were to remain unchanged, it is
expected that a 1% decrease in the expected long-term rate of return would cause PNM’s 2006 net pension income
to decrease approximately $4.5 million (analogous change would result from a 1% increase).
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The following table presents the components of TNMP net pensmn cost/(income) recognized in the
Consolidated Statements of Earnings:

TNMP Plan Pension Benefits
Post- Pre- Pre- Pre-
Acquisition | Acquisition Acquisition  Acquisition
June 6- January 1- Year Ended Year Ended
December 31, June 6, December 31, December 31,
2005 2005 2004 2003
(In thousands)
Service cost ‘ $ 1,353 $ 848 .$ 1,876 $ 1,784
Interest cost 2,499 1,875 . 4,590 4,897
Expected long-term rate of retum on plan assets (4,155) (2,387) . (6,040) (6,960)
Amortization of prior service cost - 49) (116) (116)
Net pension benefit cost/(income) $ (303) $ 287 $ 310 $ (395)

The following 31gn1ﬁcant weighted-average assumptions were used to determme the TNMP pro;ected beneﬁt
obligation and net pension cost/(income): :

TNMP Plan . -
Post- Pre- Pre- Pre-
Acquisition | Acquisition Acquisition  Acguisition
June 6- January 1- Year Ended Year Ended
December 31, June 6, December 31, December 31,
2005 2005 2004 2003
(In thousands)
" Discount rate for determining projected benefit
obligation at the end of the period 5.75% 5.25% 5.75% 6.00%
Discount rate for determining net pension ‘ ‘
cost/(income) 3.25% 5.75% 6.00% 6.50%
Expected long-term rate of return on plan assets 9.00% 7.80% 7.80% 8.50%
Rate of compensation increase 3.50% 3.50% 3.50% 3.50%

The assumed discount rate for determining the prOJected benefit obligation of 5.75% at December 31, 2005
was determined based on a review of long-term high-grade bonds and management’s expectations. The discount
rate was increased by 0.50% at December 31, 2005 over June 6, 2005, resulting in a decrease in the TNMP pension
benefit obligation of approximately $3.3 mailion at December 31, 2005 The discount rate was reduced at December
31 2004 by 0.25%, resulting in an increase in the TNMP pension benefit obligation of approximately $1.7 million at
December 31, 2004. Should actual experience differ from actuarial assumptions, the pI‘O]CCted benefit obllgatlon

and net pension cost/(income) would be affected.

The expected long-term rate of return on plan assets of 9.0% at December 31, 2005 reflects the average rate
of earnings expected on the funds invested, or to be invested, to provide for the benefits included in the TNMP
projected benefit obligations. Factors that are considered include, but are not limited to, historic returns on plan
assets, current market information on long-term returns (e.g., long-term bond rates) and current and target asset
allocations between asset categories. The target asset allocation is determined based on consultations with external
investment advisors. The expected long-term rate of return assumption for the TNMP pension plan compares to the
actual return of 8.4% for the year ended December 31, 2005. If all other factors were to remain unchanged, it is
expected that a 1% decrease in the expected long-term rate of return would cause TNMP’s 2006 net pension income
to decrease approximately $0.8 million (analogous change would result from a 1% increase).
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At December 31, 2005 and 2004, the projected and accumulated benefit obligation for the PNM pension plan
are the same, as the PNM pension plan was frozen in 1997, as discussed above. At December 31, 2005, the
projected and accumulated benefit obligation for the TNMP pension plan are the same, as the TNMP pension plan
was frozen in 2005. The following sets forth the pension plans’ projected and accumulated benefit obligation and
the fair value of plan assets at the pension plans’ measurement date:

PNM Plan TNMP Plan
December 31, December 31,
2005 2004 2005 | 2004
(In thousands)
Projected benefit obligation $ 549,925 $517,225 $ 79,324 $ 81,290
-Accumulated benefit obligation . - $:549,925 .. . $517,225 -$ 79,324 $ 79,126
Fair value of plan assets $ 460,085 $ 445,101 $ 81,837 $ 82,634°

The following tables set forth the increase (decrease) in minimum liability, net of tax, included in other
comprehensive income: :

_ PNM Plan
' Year Ended December 31,
2005 2004 2003

_ (In thousands)

Included in other comprehensive income : ) "$13 376 $21,539 $(13,972)

There were no amounts included in other comprehenswe income for the TNMP plan for the years ended
December 31, 2005, 2004 or 2003, C .
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The following table outlines the asset allocations for the pension plans:

PNM Plan TNMP Plan

December 31, December 31,
2005 2004 . 2005 2004 -
Equity securities.’ L 60% 60% 66% 23%
‘Debt securities o . 23% 23% 24% -
Real.estate . o - , 6% 7% - -
Other L 1% 10% 10% 77%
o 100% 100% 100% 100%
~ The pension plans are currently targeting the following asset allocations for the year ended December 31,.
2006: L : SRRt '
-PNM TNMP -
Plan Plan
~ Domestic equity 47.5% 47.5%
- Non-US equity 10.0% 10.0%
Fixed income 22.5% 22.5%
Real estate 5.0% 5.0%
Private equity 5.0% 5.0%
Absolute return 10.0% 10.0%
100% 100%

The foilowing pension benefit payments, which reflect expected future service, as appropriate, are expected
to be paid:

PNM TNMP
Plan Plan
(In thousands)

2006 $ 27,096 $ 7,724
2007 $ 27,939 $ 7,346
2008 $ 29,077 § 7,500
2009 $ 30,507 $§ 7,901
2010 $ 32,275 $ 7,415
Years 2011 - 2015 $188,000 $ 35,957

Other Postretirement Benefits
For postretirement benefit plans, the benefit obligation is the “accumulated postretirement benefit obligation,”

the actuarial present value as of a date of all future benefits attributed under the terms of the postretirement benefit
plan to employee service rendered to that date.
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The following table presents a reconcilitation of the beginning and ending balances of the accumulated

December 31, 2005, 2004 and 2003

postretirement benefit obligation and shows the change in the obligation:

Amendments
Unrecognized actuarial loss
Benefits paid

: Benefit obligation at beginning of year
Service cost ' :
| Interest cost : :
Participant contributions
E .
) Benefit obligation at end of year

Benefit obligation at beginning of period

Service cost
Interest cost
Participant contributions
Amendments
Unrecognized actuarial loss
Benefits paid -

Benefit obligation at end of period

PNM Plan
Year Ended December 31,
2005 2004
(In thousands)
$112,592 $114,812
2,764 - 2,286
6,765 6,941
1,240 1,179
8,641 (17,621)
7,605 12,031
(7,918) (7,036)
$131,689 $112,592
TNMP Plan
Post- ~ Pre- - Pre-
Acquisition | Acquisition Acquisition
June 6- January 1-  Year Ended
December 31, June 6, December 31,
2005 2005 2004
(In thousands)
$12,864 $12,209 $10,864
290 195 411
376 282 679
505 438, 857
517 - -
(817) 514 1,465
(928) (774) (2,067)
$12,807]  $12,864 $12,209
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The following table sets forth the:change in the value of plan assets for the years ended December 31, the
plans’ funded status and the accrued postretirement benefit obligation liability recognized in the Consolidated

Balance Sheets:

Fair value of plan assets at beginning of year-
Actual return on plan assets
Employer contributions
Participant contributions
Benefits paid

Fair value of plan assets at end of year
Funded status
Unrecognized net actuarial loss
Unrecognized prior service cost

Accrued postretirement benefit obligation

Fair value of plan assets at beginning of period
Actual return on plan assets
Employer contributions
Participant contributions
Benefits paid - »
Fair value of plan assets at end of period
Funded status
Unrecognized net transition obligation
Unrecognized net actuarial loss
Unrecognized prior service cost
Accrued postretirement benefit obligation

PNM Plan
Year Ended December 31,
2005 2004
(In thousands)
$ 56,689 $ 50,957
2,063 5,187
6,410 6,402
1,240 1,179
(7,918) (7,036)
58,484 56,689
(73,205) (55,902)
84,511 79,773
(27,993) (42,924)
$(16,687) $(19,053)
TNMP Plan
" Post- Pre- Pre-
Acquisition | Acquisition Acquisition
June 6- January 1-  Year Ended
- December 31, June 6, December 31,
2005 2005 2004
(In thousands)
$ 5,979 $ 5,956 $ 5,689
120 15 369
786 344 1,099
505 438 853
(928) 774 (2,054)
$ 6,462 $ 5,979 $ 5,956
(6,345) (6,886) (6,253)
- 2,458 2,594
(697) 1,611 975
517 - -
$(6,525) $(2,817) $(2,684)
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+The -following table. presents the components of PNM postretlrement beneﬁt cost recogmzed in - the
Consohdated Statements of Earnings: ‘ ; : v

PNM Plan - » S - Other Postretirement Benefits
‘ , : : Year Ended December 31,
2005 2004 2003
(In thousands)
Service cost : $ 2,764 $ 2,286 $ 3,086
Interest cost 6,765 6,941 - .. 7,840
Expected long-term return on plan assets o (5,300) (4,928) (4,592)
Prior service cost amortization o (6,290) (5,462) (2,593)
Amortization of net loss . 6,105 4,985 4,124
Adjustment to unrecognlzed transition. obhgatlon
and unrecognized prior service cost : - (968)
Amortization of transition obligation - - 1,817

Postretirement beneﬁt cost $ 4,044 $ 2,854 $ 9,682

- The followmg significant weighted-average assumptions were used to determme the PNM accumulated
postretirement benefit obligation and postretirement benefit cost:

PNM Plan : ' o

: ) . : 2005 2004 2003
Discount rate for determining accumulated postretirement

benefit obligation at December 31 5.75% 6.00% 6.50%
Discount rate for determining postretirement benefit cost 6.00% 6.50% 6.75%
Expected long-term rate of return on plan assets 9.00% 9.00% 9.00%
Rate of compensation increase N/A N/A N/A

The assumed discount rate for determining the accumulated postretirement benefit obligation of 5.75% was
determined based on a review of long-term high-grade bonds and management’s expectations. The discount rate
was reduced at December 31, 2005 and 2004 by 0.25% and 0.50% respectively, resulting in an increase in the PNM
accumulated postretirement benefit obligation of approximately $4.0 million and $6.9 million at December 31, 2005
and 2004. Should actual experience differ from actuarial assumptions, the accumulated postretirement benefit
obligation and postretirement benefit cost would be affected.

The expected long-term rate of return on plan assets of 9.0% at December 31, 2005 reflects the average rate
of earnings expected on the funds invested, or to be invested, to provide for the benefits included in the PNM
accumulated postretirement benefit obligations. Factors that are considered include, but are not limited to, historic
returns on plan assets, current market information on long-term returns (e.g., long-term bond rates) and current and
target asset allocations between asset categories. The target asset allocation is determined based on consultations
with external investment advisors. The expected long-term rate of return assumption for the PNM postretirement
benefit plan compares to the actual return of 4.6% for the year ended December 31, 2005. If all other factors were to
remain unchanged, it is expected that a 1% decrease in the expected long-term rate of return would cause PNM’s
2006 postretirement benefit cost to increase approximately $0.6 million (analogous change would result from a 1%
increase).

The Medicare Prescription Drug, Improvement and Modernization Act of 2003 introduced a prescription
drug benefit under Medicare, named “Medicare Part D” as well as a federal subsidy to sponsors of retiree health
care benefit plans that provide a benefit that is at least actuarially equivalent to Medicare Part D. In 2005, PNM’s
other postretirement benefits plan was amended in response to Medicare Part D, effective January 1, 2006, to
reimburse retirees for their Medicare Part D premium up to $35.00 per month. The fair market value of the
postretirement benefit obligation was actuarially determined using a measurement date of August 1, 2005 and a
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discount rate of 5.50%. The weighted average expected rate of return on plan assets was 9.0%. There is no ‘change
to the on-going measurement date of the PNM other postretirement benefit plan; it will remain December 31.- The
effect of this change was to increase expenses by $1.0 million for year ended December 31, 2005. In 2004, the
PNM other postretirement benefits plan was also amended to reflect changes to prescription drug benefit coverage
based on Medicare Part D. The effect of this change was to reduce expenses by $1.6 million for 2004,

The following table presents the components of TNMP postretirement benefit cost recognized in the
Consolidated Statements of Earnings:

TNMP Plan
Post- Pre- Pre- © Pre-
Acquisition | Acquisition Acquisition  Acquisition
June 6- January 1- Year Ended Year Ended
December 31, June 6, December 31, December 31,
2005 2005 2004 -~ 2003
(In thousands) '
Service cost $ 290 $ 195 $§ 411 $ 388
Interest cost 376 282 679 686
Expected long-term rate of return on plan assets (241) (136) (315) . (333)
Amortization of transition obligation - 136 324 324
Recognized actuarial (gain) or loss - - - . .an
Postretirement benefit cost , $ 425 $ 477 $1,099 $1,048
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The following significant weighted-average assumptions were used to determine the TNMP accumulated
postretirement benefit obligation and postretirement benefit cost:

TNMP Plan
' Post- Pre- Pre- Pre-
Acquisition | Acquisition Acquisition Acquisition
June 6- January 1- Year Ended  Year Ended
December 31, June 6, December 31, December 31,
2005 2005 2004 2003

(In thousands)

Discount rate for determining accumulated
postretirement benefit obligation at the end

the period 5.75% 5.25% 5.75% 6.00%
Discount rate for determining postretirement

benefit cost . 5.25% 5.75% 6.00% 6.50%
Expected long-term rate of return on plan assets 6.90% 5.50% 5.50% 6.00%
Rate of compensation increase N/A N/A N/A N/A

The assumed discount rate for determining the accumulated postretirement benefit obligation of 5.75% was
determined based on a review of long-term high-grade bonds and management’s expectations. The discount rate
was increased by 0.50% at December 31, 2005 over June 6, 2005, resulting in a decrease in the TNMP pension
benefit obligation of approximately $0.6 million at December 31, 2005. The discount rate was reduced at December
31 2004 by 0.25%, resulting in an increase in the TNMP pension benefit obligation of approximately $0.3 million at
December 31, 2004. Should actual experience differ from actuarial assumptions, the projected benefit obligation
and net pension cost/(income) would be affected. »

The expected long-term rate of return on plan assets of 6.9% at December 31, 2005 reflects the average rate
of earnings expected on the funds invested, or to be invested, to provide for the benefits included in the TNMP
accumulated postretirement benefit obligations. Factors that are considered include, but are not limited to, historic
returns on plan assets, current market information on long-term returns (e.g., long-term bond rates) and current and
target asset allocations between asset categories. The target asset.allocation is determined based on consultations
with external investment advisors. The expected long-term rate of return assumption for the TNMP postretirement
benefit plan compares to the actual return of 1.08% for the year ended December 31, 2005. If all other factors were
to remain unchanged, it is expected that a 1% decrease in the expected long-term rate of return would cause
TNMP’s 2006 postretirement benefit cost to increase approximately $0.1 million (analogous change would result
from a 1% increase).

In conjunction with the acquisition of TNP, the benefit obligations for the TNMP pension and other
postretirement benefit plans were recorded at fair market value as of the date of acquisition in accordance with
SFAS 141 and as a result, an additional pension and postretirement liability of $5.5 million was recorded. The fair
market value of the obligations was actuarially determined using a measurement date of June 6, 2005 and a discount
rate of 5.25%, based on the average yield of high quality investments. The weighted average expected rate of return
on plan assets was 9.0% for the pension and executive retirement plans and 6.9% for the other postretirement plans
There is no change to the on-going measurement date of the TNMP Plans it will remain December 31.
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The following table shows the assumed health care cost trend rates: -

PNM Plan " TNMP Plan

December 31, December 31,
2005 2004 2005 2004
Health care cost trend rate assumed for next year 10.0% 10.0% N/A N/A
Rate to which the cost trend rate is assumed:
to decline (the ultimate trend rate) : 5.0% 6.0% N/A N/A
Year that the rate reaches the ultimate trend rate 2012 2012 N/A N/A

The following tables show the impact of a one-percentage-point change in assumed health care cost trend
rates: : o
"PNM Plan’
1-Percentage- 1-Percentage-
Point Increase Point Decrease
(In thousands)

Effect on total of sgrvice and interest cost ' » SRS 1,083 $

916)
"Effect on postretirernent benefit obligation . ' $ 11,688

$(10, 049)

TNMP’s exposure to cost increases in the postretlrement beneﬂt plan is mxmmlzed by a provision that limits
TNMP’s share of costs under the plan. Costs of the plan in excess of the limit are wholly borne by the participants.
TNMP reached the cost limit at the end of 2001. As a result, a one-percentage-point change in assumed. health care

cost trend rates would have no effect on either the 2005 net periodic expense or the year-end 2005 postretirement
benefit obligation.

The following table outlines the asset allocation for the other postretirement benefits:

PNM Plan TNMP Plan
December 31, December 31,
2005 2004 2005 2004
Equity securities : ‘ 50% 49% 23% 23%
Debt securities ' 50% 51% 7% -
Other - - - 77%
100% - 100% 100% 100%

.The Company is currently targetmg an asset allocation of 70% equxty securities and 30% debt securmes in
2006 for both the PNM and the TNMP other postretirement benefits plan.

PNM expects to make contributions totaling $6.2 million to the PNM postretirement benefit plan in 2006.
TNMP expects to make contributions totaling $0.3 million to the TNMP postretirement benefit plan in 2006.
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The following other postretirement benefit payments, which reflect expected future service, as appropriate,
are expected to be paid:

PNM _ TNMP
Plan Plan
(In thousands) :
2006 C T $ 5520 $ 902
2007 I $ 5,898‘ $ 866
2008 $ 6,440 $ 871
2009 $ 7,037 $ 878
2010 $ 7,671 $ 917
Years 2011 - 2015 $49,716 $5,053

Executive Retirement Programs
PNM

PNM has an execunve retirement program PNM 'S prOJected beneﬁt obhganon for this program as of the
plan measurement date of December 31, 2005 and 2004, was $19.1 million and $20.5 million, respectively. As of
December 31, 2005 and 2004, PNM has recognized an -additional minimum liability of $4.0 million and $5.3
million, respectively, for the amount of unfunded ‘accumulated benefits in excess of accrued pension costs. The
change in the unfunded liability is recorded as an adjust:ment to accumulated other comprehensxve loss on.an annual
basis in accordance with SFAS 87. The net periodic cost for 2005, 2004 and 2003 was $1.6 million, $1.6 million
and $1.6 million, respectively. PNM has an irrevocable grantor trust established in connection with the executive
retirement program. Under the terms of the trust,, PNM may, but is not obligated to,, provide funds to the trust,
which was established with an independent trustee, to aid it .in meeting its obligations under the program.
Marketable securities with a fair market value of $6.2 million were in the trust at December 31,.2005. PNM did not
make any contributions to the trust during the years ended December 31, 2005, 2004 or 2003.

TNMP

TNMP provides an excess benefit plan for certain key personnel and retired employees whose benefits in the
qualified pension plan are restricted under federal laws. TNMP’s projected benefit obligation for this program, as of
the plan measurement date of December 31, 2005 and December 31, 2004, was $1.4 million and $3.6 million,
respectively. As of December 31, 2005, TNMP has recognized an additional minimum liability of $47,519 for the .
amount of unfunded accumulated benefits in excess of accrued pension costs. The net periodic cost for 2005, 2004
and 2003 was $0.2 million, $0.5 million and $1.2 million, respectrvely Effective January 1, 2005, TNMP closed the
excess benefit plan to new participants.

Other Retirement Plans-
PNMR

PNMR sponsors a 401(k) defined contribution plan for eligible employees. PNMR contributions to the
401(k) plan consist of a discretionary contribution equal to 3% of eligible compensation, and a discretionary
matching contribution equal to 75% of the first 6% of eligible compensation contributed by the employee on a
before-tax basis. Beginning January 1, 2004, PNMR made a non-matching contribution ranging from 3% to 10% of
eligible compensation based on the ehglble employee’s age. PNMR contributed $15.5 million, $15.2 nnlhon and
$9.0 million in the years ended December 31, 2005, 2004 and 2003, respectively.

PNMR also provides executive deferred compensation beneﬁ_ts through two unfunded, non-qualified plans.

The purpose of these plans is to permit certain key employees of PNMR who participate in the 401(k) defined
contribution plan to defer compensation and receive credits without reference to the certain limitations on
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contributions. PNMR contributed $941,475, $430,323 and $21,489 in the years ended December 31, 2005, 2004
and 2003, respectively.

TNMP

TNMP sponsors a 401(k) defined contribution plan for eligible employees. TNMP contributions to the
401(k) plan consist of a discretionary matching contribution equal to 50% of the first 6% of eligible compensation
contributed by the employee on a before-tax basis. TNMP contributed $1.0 million, $0.4 million and $0.4 million in
the years ended December 31, 2005, 2004 and 2003, respectively.

(13)  Stock-Based Compensation Plans

PNMR is the sponsor of the Company’s stock-based compensation plans. PNM and TNMP do not sponsor
any stock-based compensation plans.

The PNMR ESPP became effective in March 2003." Eligible employees who have enrolled in the ESPP may
contribute from 1% to 10% of their eligible pay each pay period towards stock purchases. The ESPP has been
authorized to issue up to 375,000 new shares of PNMR’s common stock. Under the ESPP, 85,354, 76,099 and
29,555 shares were issued during the year ended December 31,.2005, 2004 and 2003, respectively. “

PNMR’s PSP expired in December 2000. The PSP was a non-qualified stock option plan, covering a group
of management employees. Options to purchase shares of PNMR’s common stock were granted at the fair market
value of the shares at the close of business on the date of the grant. Options granted through December 31, 1995
vested on June 30, 1996 and have an exercise term of up to 10 years. All subsequent awards, granted between
December 31, 1995 and February 2000, vest three years from the grant date of the awards. All-options vest upon
death, dxsablhty, retirement, impaction or involuntary termination other than for cause. Awards granted in
December 2000 vest ratably over three years on the anniversary of the grant date. The maximum number of options
authorized that could be granted through December 31, 2000 was 5.0 million shares of PNMR common stock.
Although the authority to grant options under the PSP expired on December 31, 2000, the options that were granted
continue to be effective according to their terms.

The PEP became effective in December 2001 and was amended in 2004 and in 2005. The PEP provides for
the granting of non-qualified stock options, restricted stock rights, performance shares, performance units and stock
appreciation rights to officers, key employees and non-employee board members. These options vest rdtably over
three years from the grant date of the award. The total number of shares of PNMR common stock subject to all
awards under the PEP may not exceed 8.25 million, subject to adjustrment under certain circumstances defined in
the PEP. The number of shares of PNMR common stock subject to the grant of restricted stock rights, performance
shares and units and stock appreciation rights is limited to 0.45 million shares. Re-pricing of stock options is
prohibited unless specific sharecholder approval is obtained. The number of stock options granted in 2005 under the
PEP was 689,000 with a weighted average exercise price of $27.52. Restricted stock rights granted in 2005 totaled
84,400, with a weighted average fair value (as of grant date) of $26.46. In addition, 33,568 performance shares
were issued in 2005 under the PEP. During the year ended December 31, 2005, 2004 and 2003, 689,375, 859,256
and 70,734 options were exercised, respectively.

The annual retainer for non-employee directors is payable iri cash, stock options and restricted stock rights
granted under‘the PEP (see above). Previously, the annual retainer for non-employee directors was payable in cash
and stock options under PNMR’s DRP. The number. of options granted in 2005 under the DRP was 8,400 shares
with an exercise price of $27.52. These options vest ratably over three years from the grant date of the award:
Under the DRP, 21,0600, 49,250 and 3,000 options were exercised in 2005, 2004 and 2003. The exercise price of
stock options granted under the DRP is determined by the fair market value of the stock at the close of business on
the grant date. Although the authority to grant options under the DRP expired on July I, 2005 the options that were
granted continue to be effective according to their terms.
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All stock incentives . (options; :restricted stock and performance shares) issued to employees.and non-
employee directors are awarded according to the applicable plan terms. The source of shares for exercised stock
options, delivery of vested restricted stock and performance shares are shares acquired on the open-market, rather
than newly issued shares. -

‘A summary of the status of PNMR’s stock option blans at December 31‘,_ and éhanges during the years then
ended, is presented below. G L . o

2005 2004 2003

Weighted v Weighted Weighted

Average S Average ; Average

: Exercise : Exercise » Exercise

Fixed Options ~ - Shares - - Price ‘Shares Price. . Shares . Price

Outstanding at beginning of year 3,562,581 $15.94 . 4,936,716 $1447 5,274,560 $13.95

Granted o , 697,400 $27.52 905,700 $_20.66 1,292,850 $13.22

Exercised 1,203,830 . $14.81 . 2,248,632 $14.61 . 1,587,352 $11.72

Forfeited } .5 39,602 $23.02.... - 29,954 ~ $17.05 40,003 $14.01

Expired R : o - - 1,249 $13.03 . 3,339 $16.31
Outstanding at end of year - ' 3,016,549 , 3,562,581 4,936,716
Options exercisable at year-end . 1,522,176 1,695,279 2,931,217

Options available for futureigrant” 4,161,505 ‘ 451,255 . 1,385,327

B9



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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 2005, 2004 and 2003

The following table summarizes information about PNMR stock options outstanding at December 31, 2005:

Options Outstanding B Options Exercisable

Weighted-
Average Weighted Weighted
Range of - Number Remaining Average Number Average
Exercise Outstanding - Contractual Exercise Exercisable Exercise
] Prices at 12/31/05 Life Prices at 12/31/05 Prices
DRP $3.667 - $8.500 (a) - 13,500 2.60 $5.63 13,500 $5.63
DRP $13.433 - $27.520 (b) 166,150 7.55 $18.07 157,750 $17.56
PSP $7.667 - $16.208 : 542,019 4.29 - $15.00 514,526 $14.99
PEP $13.033 -'$27.520 ' 2,294,880 7.93 $20.06 836,400 $16.55
3,016,549 7.26 $18.97 1,522,176 $16.03

(a) Represents options pertaining to the DRP issued between April 1966 and June 2000.
(b) Represents options pertaining to the DRP issued between July 2001 and May 2005.

The following table summarizes weighted-average fair value of options granted during the year:

2005 2004 2003
PEP $ 5.11 $ 3.68 _$327
DRP $ 5.11 $ 3.64 $ 3.43
Total fair market value of all options granted (in thousands) $3,564 $3,329 $1,414

The fair value of each option grant is determined on the date of grant using the Black-Scholes option-pricing
model with the following weighted-average assumptions:

2005 2004 2003
Dividend yield 3 ' 2.55% 3.26% 5.88%
Expected volatility 24.29% 22.90% 45.49%
Risk-free interest rates 3.79% 3.21% 4.00%
Expected life 4.2 years 5.7 years 10.0 years

(14) Construction Program and Jointly-Owned Plants
PNMR

PNMR’s construction expenditures for 2005, which include TNP expenditures from June 6, 2005 through
December 31, 2005, were approximately $221.8 million, including expenditures on jointly-owned projects.
PNMR’s proportionate share of operating and maintenance expenses for PNM’s jointly-owned plants is included in
operating expenses in its Consolidated Statements of Earnings. TNMP does not participate in the ownership or
operation of any generating plants, nor does TNMP own or operate any generating plants.
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PNM

PNM’s construction expenditures for 2005 were approximately $167.7 million, including expenditures: on
jointly-owned projects. PNM’s proportionate share of operating and maintenance expenses for its Jomtly owned
plants is included in operating expenses in its Consolidated Statements of Earnings.

At De‘cember‘31, 2005, PNM’s interests and investments in jointly—owned generating facilities are:

. Construction
\ . : Plant in Accumulated Work in Composite
Station (Fuel Type) Service Depreciation Progress Interest
‘ (In thousands) e ’
SJGS (Coal) . . $697,637 $405,230 ' $ 7,248 46.30%
PVNGS (Nuclear) * $275,881 $ 76,438 $19,496 10.20%
Four Corners Units 4 and 5 (Coal) $128,602 $ 97,282 $ 279 13.00%

*  Includes interest in PVNGS Unit 3, interest in common. facilities for all PVNGS units and owned
mterests in PVNGS Units 1 and 2.

San Juan Generating Station

PNM operates and jointly owns SIGS. At December 31, 2005, SIGS Units 1 and 2 are owned on a 50%
shared basis with Tucson Electric Power. SJGS Unit 3 is owned 50% by PNM, 41.8% by SCPPA, and 8.2% by
Tri-State. SJGS Unit 4 is owned 38.457% by PNM, 28.8% by M-S-R Public Power Agency, 10.04% by the City of
Anaheim, California, 8.475% by Farmington, 7.2% by the County of Los Alamos, and 7.028% by UAMPS.

Palo Verde Nuclear Generating Station .

PNM is a participant in the three units of PVNGS, also known as the Arizona Nuclear Power Project, with

+ APS (the operating agent), Salt River Project, EPE, SCE, SCPPA and The Department of Water and Power of the

City of Los Angeles. PNM has a 10.2% undivided interest in PVNGS, with portions of its interests in Units 1 and 2
held under leases.

Four Corners Power Plant

PNM is a participant in two units of Four Corners with APS (the operating agent), EPE, Salt River Pro_|ect
SCE, and Tucson. PNM has a 13% undivided interest in Units 4 and 5 of Four Corners.

Luna Energy Facility

In November 2004, PNMR Development a subsidiary of PNMR, purchased a one-third interest in Luna from
Duke Energy North America, LLC. Luna is a 570 MW, partially constructed, natural gas-fired power plant near
Deming in southern New Mexico. The purchase price for Luna was $40.0 million in cash, one-third from each
purchaser, Tucson and Phelps Dodge. The purchasers are investing approximately $100.0 million, one-third from
each purchaser, to complete construction. In November 2005, the Company transferred the one-third interest from
PNMR Development to PNM. PNM will oversee construction and operation of the Luna plant which is expected to
be operational no later than the second quarter of 2006.
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(15) Asset Retirement Obligations
SFAS 143

The effects of adoption of SFAS 143 standard are based on the Company’s determination of .underlying
assumptions, such as the Company’s discount rate, estimates of the future costs for decommissioning and the timing
-of the removal activities to be performed. - Any changes in these assumptions underlying the required calculations
may require revisions to the estimated ARO when identified.

PNMR

A reconciliation of PNMR’s asset retirement obligations is as follows:

December 31, December 31,
2005 2004
(In thousands) .
" Liability at beginning of period $ 50,361 $ 46,416
"Liabilities incurred A 1,251 -
Accretion expense 4,034 3,945

Liability at end of period $ 55,646 $ 50,361
PNM

* A reconciliation of PNM’s asset retirement obligations is as follows:

December 31, December 31,
2005 2004
(In thousands)
Liability at beginning of period $ 50,361 $ 46,416
Liabilities incurred 545 -
Accretion expense 4,034 3,945
Liability at end of period $ 54,940 $ 50,361

PNM identified the ARO liability on the decommissioning of its nuclear generation facilities and fossil fuel
generation plants. PNM’s transmission and distribution facilities are also subject to SFAS 143. The majority of
these assets, however, have an indeterminable useful life and settlement date. In 2005, PNM did not identify any
material AROs associated with the transmission and distribution assets.

Prevxously, PNM had recognized decommissioning costs for its fossil fuel and nuclear generation facilities
ratably over approved cost recovery periods. Upon implementation of SFAS 143 the net difference between the
amounts determined to represent legal AROs under SFAS 143 and PNM’s prev10us method of accounting for
decomrmssmmng costs, has been recognized as a cumulative effect of a change in accounting principle, net of
related income taxes. Additionally, certain amounts accrued for nuclear decommissioning costs over PNM’s legal
AROs for its nuclear generation facilities have been reclassified as regulatory liabilities. ‘
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TNMP
A reconciliation of TNMP’s asset retirement obligations is as follows:

Decémber 31, ‘December 31,

2005 ' 2004
(In thousands)
Liability at beginning of period ' $ - § -
Liabilities incurred 639 -
Liability at end of period $ 639 $ -

“FIN 47

In 2005, PNMR, PNM and TNMP adopted FIN 47 and recognized a cumulative effect of a change in
accounting prmcxple that decreased 2005 earnings. The amount is net of amounts expensed in prior years for the
cost of removal included i in depreciation. ‘ :

' The amouts in the table below reflect the pro forma ARO liability that would have been recorded at January
1 and December 31, 2004, assuming FIN 47 had been applied during all periods presented and the ARO liability
recorded at December 31, 2005:

PNMR PNM TNMP
, _ o (In thousands)
January 1, 2004 pro forma ARO liability | $47,728  $47,671 § 543
December 31, 2004 pro forma ARO liability . $51,785 $51,723 $ 589
December 31, 2005 recorded ARO liability $55,646 $54,940 § 639 .

The effects of adoption of FIN 47 are based on the Company’s interpretation of FIN 47 and determination of
underlying assumptions, such as the Company’s discount rate, estimates of the future costs and the timing of the
removal activities to be performed. Any changes in these assumptions underlying the required calculations may
require revisions to the estimated ARO when 1dentified.

PNMR and TNMP identified ARO liabilities on the removal of asbestos from certain buildings owned in
New Mexico. PNM identified an ARO liability on the closure requirement of an evaporation pond at one of its
generation facilities. - In addition, PNM and TNMP identified ARO liabilities on the removal of transformers and
equipment containing polychlorinated biphenyls.

Cumulative accretion and accumulated depreciation were recorded for the time period from the date the
liability would have been recognized had the provisions of this Interpretation been in effect when the liability was
incurred to the date of adoption of this Interpretation. The cumulative effect of initially applying FIN 47 was
recognized as a change in accounting principle. FIN 47 is effective for 2005. ‘

(16) Commitments and Contingencies

‘ There are various claims:and lawsuits pending against the Company. The Company is also subject to federal,

state and local environmental laws and regulations, and is currently participating in the investigation and
remediation of numerous sites. In addition, the Company periodically enters into financial commitments in
connection with its business operations. It is not possible at this time for the Company to determine fully the effect
of all litigation and other legal proceedings on its results of operations or financial position. However, the Company
has recorded a lability where the litigation effects can be reasonably estimated and where an outcome is considered
probable. The Company does not expect that any known lawsuits, environmental costs and commitments will have

B-103



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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 2005, 2004 and 2003

a material adverse effect on its financial condition or results of operations, although the outcome of litigation,
investigations and other legal proceedings is inherently uncertain.

" The Company is involved in various legal proceedings in the normal course of its business. The associated
legal costs for these legal matters are accrued when incurred. It is also the Company’s policy to accrue for expected
legal costs in connection with SFAS No. 5, “Accounting for Contingencies” (“SFAS 5”) when it is probable that a
SFAS 5 liability has been incurred and the amount of expected legal costs to be incurred is reasonably estimable.
These estimates include costs for external counsel and other professional fees.

PNMR
Tax Refund Litigation

In November 2004, the United States Department of Justice filed a complaint against PNMR in federal court,
alleging that approximately $4.2 million of income tax refunds claimed and received for the 1998 and 1999 tax years
were erroneously paid. The complaint sought return of that refund -amount, plus interest, a 10% surcharge and costs.
PNMR filed an answer in response to the complaint denying all the material allegations. The government’s
complaint alleged that PNMR did not correctly elect to deduct research and experimental expenses, and that certain
costs did not qualify as research and experimental. In July 2005, PNMR settled with the DOJ and a joint stlpulatlon
of dismissal with prejudice was filed with the court. .

Net Operating Loss Carry Forwards

The IRS has challenged certain net operating loss carry-forwards on PNMR’s 2001 tax return. The IRS has
issued a “Notice of Proposed Adjustments,” in which the IRS proposes to disallow the net operating loss carry-
forward. PNMR disagrees with the proposed adjustment and intends to take all steps available in the IRS audit and
appeals process to vigorously oppose the. proposed adjustment. PNMR does not anticipate that the ultimate
resolution of the issue will have a material adverse effect on its results of operations or financtal position.

PNM
Coal Supply

The coal requirements for SIGS are being supplied by SICC, a wholly owned subsidiary of BHP Billiton.’

SJCC holds certain federal, state and private coal leases under an underground coal sales agreement, for purposes of
this discussion referred to as the “coal agreément,” pursuant to which it will supply processed coal for operation of
the SIGS through 2017. The coal agreement is a cost plus contract. SJCC is reimbursed for all costs for mining and
delivering the coal plus an allocated portion of administrative costs. In addition, SICC recetves a retum on its
investment. BHP Minerals International, Inc. has guaranteed the obligations of SICC under the coal agreement.
This guarantee is with respect ‘to ‘SJICC’s obligations as defined in the coal agreement and protects against
contingencies such as SJCC non-performance, insolvency, bankruptcy, reorganization, dissolution, and other
corporate or organizational adversities. The coal agreement contemplates the delivery of approximately 80 million
tons of coal during its remaining term. That amount would supply substantially all the requirements of the SJIGS
through approximately 2017. In 2001, PNM and Tucson signed the coal agreement with SICC to replace two
surface mining operations with a single underground mine located adjacent to the plant.

Four Corners is supplied with coal under a fuel agreement between the owners and BNCC, under which
BNCC agreed to supply all the coal requirements for the life of the plant. The current fuel agreement expires in July
2016. BNCC holds a long-term coal mining lease, with options for renewal, from the Navajo Nation and operates a
surface mine adjacent to Four Comners with the coal supply expected to be sufficient to supply the units for their
estimated useful lives. ‘

In connection with both the SIGS coal agreement and the Four Comers fuel agreement, the owners are
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required to reimburse SJICC and BNCC for the cost of coal mine decommissioning or reclamation. Final mine
reclamation occurs when mining production activities conclude. PNM considers these costs part of the cost of
delivered coal costs over the life of the respective mine. This liability is recorded at estimated fair value based on
the expected cash out-flows to be made to reimburse SJCC and BNCC for their reclamation activities. These cash
flows are discounted at a credit adjusted risk-free rate. The liability is accreted and an approprlate incremental cost
is recognized using the interest method.

T In 2003, PNM completed a comprehensive review with the help of an outside consulting firm of the final
reclamation costs. for both the surface mines that previously provided coal to SIGS and the. current underground
mine providing coal. Based on this study, PNM revised its estimates of the final reclamation of the surface mine.. In
addition, the mining contract with BNCC supplying Four Corners was renewed until 2016. The final cost of
reclamation. is-expected to be $137.4 million in accreted dollars. During the year ended December 31, 2005, 2004
and 2003, PNM made payments of $11.7 million, $12.9 million and $13.5 million, respectively, against this liability.
As of December 31, 20035, and 2004, $48.3 million and $47.6 million, respectively, was recognized on PNM’s
Consolidated Balance Sheet for the obligation for reclamation using the fair value method to determine the liability.

Per the Global Electric Agreement (see Note 17), PNM was allowed to collect up to $100.0 million of surface
mine final reclamation costs from 2003 to 2020. PNM expects to recover the remaining amount in a future rate
case. - In addition, PNM expects to recover the portion of final underground mine reclamatron costs related to New
Mexico ratepayers in future rate cases.

The underground mine began commercial operation in January 2003. At December 31, 2005 and 2004, the
balance on PNM’s Consolidated Balance Sheets for the reclamation liability related to mining activities was $0.7
million and $1.2 million, respectively. ‘

Person Station

PNM, in compliance with a Corrective Action Directive issued by the NMED, determined that groundwater
contamination existed in the deep and shallow groundwater at PNM’s Person Station site.. PNM is required to
delineate the extent of the contamination and remediate the contaminants in the groundwater at the Person Station
site. The extent of shallow and deep groundwater contamination was assessed and the results were reported to the
NMED. PNM has received the renewal of the RCRA post-closure care permit for the facility. Remedial actions for
the shallow and deep groundwater were incorporated into the new permit.- PNM has installed and is operating a
pump and treatment system for the shallow groundwater. ‘The renewed RCRA post-closure care permit allows
remediation of the deep groundwater contamination through natural attenuation. PNM’s current estimate to
decommission its retired fossil-fueled plants (discussed below) includes approximately $1.6 million in additional
expenses to complete the groundwater remediation program at Person Station. The remedlatlon program continues
on schedule.

Retired Fossil-Fueled Plant Decommissioning Costs

PNM'’s retired fossil-fueled génerating stations, Person and Santa Fe Stations, have:incurred dismantling and
reclamation costs as they are decommissioned. As of December 31, 2005, and 2004, $2.5. million and $4.2 million,
respectively, was recognized on PNM’s Consolidated Balance Sheet for the obhgatlon for decommxsswmng costs
for the Person and Santa Fe Stations. :

Natural Gas Supply
PNM Gas contracts for the purchase of gas primarily to serve its retail customers. - The majority of these
contracts are short-term in nature, supplying the gas needs for the current heating season and the following off-

season months. The price of gas is a pass- -through, whereby PNM recovers 100% of its cost of gas. There is also .
occasion for PNM Gas to purchase gas to source off-system sales.

B-105



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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
December 31, 2005, 2004 and 2003

PNM Electric, PNM Wholesale and TNMP Electric procure gas supplies mdependent of the Company and
contract with PNM Gas for transportatxon services. )

PYNGS Decommlssmmng Fundmg

PNM has a program for funding its share of decomm1ssmn1ng costs for PVNGS The nuclear
decommissioning funding program is invested in equities and fixed income instruments in qualified and non-
qualified trusts. The results of the 2004 decommissioning cost study indicated that PNM’s share of the PVNGS
decommissioning costs, excluding spent fuel disposal, would be approximately $216.7 million (measured in 2004
dollars)

PNM prov1ded an addmonal $3.6 mllllon $5.1 million and $3.1 million funding for the years ended
December 31, 2005, 2004 and 2003, respectively, into the qualified .and non-qualified trust funds. The estimated
market value of the trusts at December 31, 2005 and 2004 was $105 7 million and $93.7 million, respectively.

Nuclear Spent Fuel and Waste Disposal

Pursuant to the Nuclear Waste Policy Act, the DOE is obligated to accept and dispose of all spent nuclear fuel
and other high-level radioactive wastes generated by domestic power reactors. Under the Nuclear Waste Policy Act,
the DOE was to develop facilities necessary for the storage and disposal of spent nuclear fuel and to have the first
facility in operation by 1998. The DOE has various estimates of when such a repository could be opened, ranging
from 2012 to past 2015

APS, the operator of PVNGS, has fuel storage pools at PVNGS, which accommodates fuel from normal
operation of PVNGS. To continue to allow full core offload capability, older fuel is being placed in dry storage
casks and removed from the Units. Through December 31, 2005, the operator of PVNGS has loaded 34 dry storage
casks and placed the casks in the completed dry storage facility. PNM currently estimates that it will incur
approximately $51.4 million (in 2004 dollars) over the life of PVNGS for its share of the fuel costs related to the on-
site .interim storage of spent nuclear fuel during the operating life of the plant. PNM accrues these costs as a
component of fuel expense, meaning that the charges are accrued as the fuel is burned. During the years ended
December 31, 2005, 2004 and 2003, PNM incurred expense of $1.0 million, $1.0 million and $1.0 million,
respectively. At December 31,2005 and 2004, PNM had $14.1 million and $14.3 million, respectively, recorded as
a liability on its Consolidated Balance Sheets for interim storage costs. - The dry storage fac111ty has the space to hold
all fuel anticipated to be used during the licensed life of PVNGS..

PVNGS Llablllty and Insurance Matters

The PVNGS participants have financial protection for public liability resulting from nuclear energy hazards
to the full limit of lability under federal law. This potential liability is covered by primary liability insurance
provided by commercial insurance carriers-in the amount of $300.0 million and the balance by an industry-wide
retrospective assessment program. If losses at any nuclear power plant covered by the programs exceed the primary
liability insurance limit, PNM could be assessed retrospective adjustments. The maximum assessment per reactor
under the program for each nuclear incident is approximately $101.0 million. The retrospective assessment was
subject to an annual limit of $10.0 million per reactor per incident that was increased to $15.0 million as described’
below under "Price-Anderson Act Renewal." Based upon PNM’s 10.2% interest in the three PVNGS units, PNM’s
maximum potential assessment per incident for all three units is approximately $31.0 million, with an annual
payment limitation of approximately $4.5 million based on the annual limit per reactor per incident of $15.0 million
as discussed above. If the funds provided by this retrospective assessment program prove to be insufficient,
Congress could impose revenue-raising measures on the nuclear industry to pay claims. '
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“PVNGS Operations

During 2005, PVNGS had the lowest capacity factor (measured -against maximum dependable capacity) that
the plant has had since 1994. This reflects bottom quartile performance relative to the 103 operating reactors.in the
United States: There were nine unscheduled outages during 2005 that had a variety of causes. In 2004, the NRC
determined that there -had been a safety concern at PVNGS related to the safety injection systems for the thrée
PVNGS units. This led to a "yellow" finding and a $50,000 civil penalty under the NRC’s reactor oversight process. -
A "yellow" finding places a-unit in the "degraded safety comerstone" column of the NRC’s performance matrix,
which results in an enhanced NRC inspection regrmen During 2005, the NRC completed its enhanced: 1nspect1on
The "yellow fmdmg remains unresolved. :

PVNGS has encountered tube crackmg in the steam generators The PVNGS Units 2:steam- generators were
replaced in. 2003 and. the replacement of PVNGS Unit 1 steam generators was completed -in Décember -2005.
Completion of installation-of the PVNGS Unit 3 steam generators is’ expected by December 2007.

APS has been operating PVNGS Unit 1 at reduced power levels since December 25 2005 due to a v1brat10n
in the PVNGS Unit | shutdown cooling lines. As a result, PNM is receiving approximately 24 MW of power from
PVNGS Un1t 1 based on its 10.2% und1v1ded interest in PVNGS.

Implementatron of a potentral solutlon preliminarily scheduled by APS for February 2006 was canceled after
comprehensive analysis concluded that the desired improvement likely . would not:have been achieved. APS had
informed PNM that it wasin the process of formulatmg other potential remedies to address the issue and that it was
scheduling another attempt to remedy this issue sometime in April 2006. APS has more recently-informed PNM
that the preferred solution will require Unit 1 to-undergo an outage of approximately five weeks in order to-effect the
necessary modifications to Unit 1 .and that it plans to begin this outage in the June 2006 timeframe.. In addition, an
outage of approximately one week for preparatory work will begin in mid-March 2006. This preferred solutron was
initially planned for installation in the spring of 2007. , -

‘The operation of PVNGS not only affects PNM’s ability to make off-system sales, but can also cause PNM to
purchase power to'serve its retail electric customers. . Based on current forward market energy prices, PNM
estimates that operation of PVNGS Unit 1 at the reduced power level could result:in a reduction in consolidated
gross margin, or operating revenues minus cost of energy sold, of $3.0 million to $4.0 million per month before
income. taxes.  However, PNM is taking steps to mitigate the impact on consolidated gross margin while PVNGS
Unit 1 operates at the reduced power level..

Price-Anderson Act'Renewal

The Energy Policy Act of 2005 (see Note 17) extends the Price-Anderson Act for 20 years. The Price-
Anderson Act provides for immediate, no-fault insurance coverage for the public in case of a- nuclear reactor
accident. It requires nuclear plant operators to purchase all the private insurance available to them (currently $300.0
million) to serve as a primary level of coverage. If this amount is insufficient to.cover claims arising from an
accident, companies are required to contribute to a fund that provides.a secondary level of coverage. The Energy
Policy Act of 2005 raises the maximum required assessment at the secondary level from- $63.0 million to $95.8
million per reactor, which is already reflected in the $101.0 million maximum assessment discussed under “PVNGS
Liability and Insurance Matters” above, which includes a provision for legal costs, and raises .the annual secondary
level payout from $10.0 million to $15.0 million per reactor, adjusting the payout for inflation in the future. .

Water Supply
Because of New Mexico’s arid climate and current drought conditions, there is a growing concern in New
Mexico about the use of water for power plants. The availability of sufficient water supplies to meet all the needs of

the state, including growth, is a major issue. PNM has secured water rights in' connection with the existing plant at
Afton, Luna and Lordsburg plants. PNM is in the process of securing a-water supply for the expansion of the Afion
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plant. Water availability does not appear to be an issue for these plants at this time.

- The Four Comers region of New Mexico, in which SJIGS and Four Corners are located, experienced drought
conditions during 2002 through 2004 that could have affected the water supply for PNM’s generation plants. In
future- years, if adequate precipitation is not received in the watershed that supplies the Four Corners region, the
plants could be impacted. Consequently, PNM, APS and BHP Billiton have undertaken activities to secure
additional water supplies for SJGS, Four Corners and related mines. The USBR approved two supplemental
contracts, one with the Jicarilla Apache Nation, PNM, and BHP Billiton for the SJGS and a second contract with the
Jicarilla Apache Nation, APS and BHP Billiton for Four Corners, for a one-year term ending December 31, 2005.
PNM has reached an agreement for a voluntary shortage sharing agreement with tribes and other water users in the
San Juan Basin for a one-year term ending December 31, 2006. Similar agreements were entered into in 2003, 2004
and 2005. PNM is also in negotiations for a longer-term supplemental contract with the Jicarilla Apache Nation.
Although the Company does not believe that its operations will be materially affected by the drought conditions at
this time, it cannot forecast the weather situation or its ramifications, or how regulations and legislation may impact
the Company’s situation in the future, should the shortages occur in the future.

PVNGS Water Supply Litigation

PNM understands that a summons served on APS in 1986 required all water claimants in the Lower Gila
River Watershed of Arizona to assert any claims to water on or before January 20, 1987, in an action pending in the
Maricopa County Superior Coutt. PVNGS is located within the geographic area subject to the summons and the
rights of the PVNGS participants, including PNM, to the use of groundwater and effluent at PVNGS are potentially
at issue inthis action. APS, as-the PVNGS project manager, filed claims that dispute the court’s jurisdiction over
the PVNGS participants’ groundwater rights. and their contractual rights to.effluent relating to PVNGS and,
alternatively, seek confirmation of those rights. In November 1999, the Arizona Supreme Court issued a decision
confirming that certain groundwater rights may be available to the federal government and Indian tribes. In
addition, the Arizona Supreme Court issued a decision in September 2000 affirming the lower court’s criteria for
resolving groundwater claims. Litigation on both these issues has continue in the trial court. In December 2005,
APS and other parties filed with the Arizona Supreme Court a petition requesting interlocutory review of a
September 2005 trial court order regarding procedures .for determining whether groundwater pumping is affecting
surface water rights. The Court has not yet ruled on the petition. No trial date concerning the PVNGS participants’
water rights claims has been set in this matter.- Although this matter remains subject to further evaluation, PNMdoes
not expect that the described litigation will not have a material adverse impact on its results of operation or financial
position. :

San Juan River Adjudication

In 1975, the State of New Mexico filed an action entitled “State of New Mexico v. United States, et al.”, in
the District Court of San Juan County, New Mexico, to adjudicate all water rights in the San Juan River Stream
System. The Company was made a defendant in the litigation in 1976. The action is expected to adjudicate water
rights used at Four Comers and at SJGS (see "Water Supply" above). Recently, the Navajo Nation and various
parties announced a settlement of the Nation’s reserved surface water rights. Congressional legislation as well as
other approvals will be required to implement the settlement. The Company cannot at this time anticipate the effect,
if any, of any water rights adjudication on the present arrangements for water at SJGS and Four Corners. It is
PNM’s understanding that final resolution of the case cannot be expected for several years. PNM is unable to predict
the ultimate outcome of this matter.

Conflicts at San Juan Mine Involving Qil and Gas Leaseholders
The SJCC, through leases with the federal government and the State of New Mexico, owns coal interests with
respect to the San Juan underground mine. Certain gas producers have leases in the area of the underground coal

mine and have asserted claims against SJICC that its coal mining activities are interfering with gas production. The
Company understands that SJICC has reached a settlement in principle with Western Gas for certain wells in the
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mine area. The Western Gas settlement however, does not resolve all of Western Gas’ potential claims in the larger
San Juan underground mine area. SJCC has also reached a settlement with another gas leaseholder, Burlington
Resources for certain wells in the mine area. PNM cannot predict the outcome of any future dlsputes between SJCC
and Western Gas or other gas leaseholders.

Navajo Nation Environmental Issues

Four Corners is located on the Navajo Reservation and is held under an easement granted by the federal
government as well as a lease from the Navajo Nation. APS is the Four Comners operating agent and PNM owns a
13% ownership interest in Units 4 and 5 of Four Corners.

The. Navajo Acts, enacted in 1995, purport to give the Navajo Nation EPA authority to promulgate
regulations covering air quality, drinking water, and pesticide activities, including those activities that occur at Four
Comers. In 1995, the Four Cormers participants filed a lawsuit in the District Court of the Navajo Nation, Window
Rock District, challenging the applicability of the Navajo Acts as to Four Comers. The:District Court has stayed
these proceedings pursuant to a request by the parties.  In May 2005, APS and the Navajo Nation signed a Voluntary
Compliance Agreement which would -resolve the dispute regarding the air pollution, and-control acts portion of the

-lawsuit for the term of the Voluntary Compliance Agreement.. Provided that the EPA acts consistent with the
Voluntary Compliance Agreement, including delegating Clean Air Act authority to the Navajo Nation, APS will
dismiss the pending claims related to the Clean Air Act. ,

In 1998, the EPA issued regulations identifying those Clean Air Act provisions for which it is appropriate to
treat Native American tribes in the same manner as states. The EPA has announced that it has not yet determined
whether the Clean Air Act would supersede pre-existing binding agreements between the Navajo Nation and the
Four Corners participants -that could limit the Navajo Nation’s .environmental regulatory authority .over Four
Corners. . The Company believes that the «Clean Air:Act does not supersede these pre- exxstmg agreements. The
Company cannot currently predict the outcome of this matter.

In 2000, the Navajo Tribal Council approved operating permit regulations under the Navajo Nation Air
Pollution Prevention and Control Act. 'The Four Corners participants believe that the regulations fail to recognize
that the Navajo Nation did not intend to assert jurisdiction over Four Comers. Each of the Four Corners participants
filed a petition with the Navajo Supreme Court for review of the operating permit regulations. Those proceedings
have been stayed, pending the settlement negotiations mentioned above. The Company cannot currently predict the
outcome of this matter. : :

New Source Review Rules

In 1999, the DOJ, at the request of the EPA, filed complaints against seven companies, alleging that the
companies over the past 25 years had made modifications to their plants in violation of the NSR requirements and in
some cases the NSPS regulations, which could result in the requirement to make costly environmental additions to
older power plants. Whether or not the EPA. will ultimately prevail is uncertain at this time. - There have been a
number of decisions regarding the pending enforcement cases against the seven companies, and some cases have
been settled. The two most recent decisions, the Alabama Power Company decision and the Fourth Circuit Court of
Appeals decision in the Duke Energy case, accepted the legal theories advanced by the companies. In October 2005,
the EPA proposed changes to its NSR permitting program for electric generating units. This proposal would
establish a new emissions test for NSR based on the current NSPS hourly emission increase test. At the same time
the EPA announced the proposed changes, it also issued a memorandum to the EPA regions reporting that the
agency’s strategy to reduce emissions from coal-fired .power sector is working primarily through the Clean Air
Interstate Rule and the regional haze rule, and that it is time to refocusthe EPA’s enforcement efforts on other areas.
The EPA has filed no complaint against PNM, and PNM believes that all of the RMRR work undertaken at its
power plants was and continues to be in accordance with the requirements of NSR and NSPS.

In 2003, the EPA issued its rule regarding RMRR, clarifying what constitutes RMRR of damaged or wom
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equipment, subject to safeguards to ‘assure consistency with the Clean Air Act. It provides that replacements of
equipment are routine only if the new equipment is (i) identical or functionally equivalent to the equipment being
replaced; (ii) does not cost:more than 20% of the replacement value of the unit of which the equipment is a part; (iii)
does not change the basic design parameters of the unit; and (iv) does not cause the unit to exceed any of its
permitted emissions limits. Legal challenges to the RMRR rule have been filed by several states; other states have
intervened in support of the rule. How such challenges will ultimately be resolved cannot be predicted but an
appellate court order has stayed the effect of the RMRR rule pending the outcome of the litigation. The Company is
unable to determine the impact of this matter on its results of operations and financial position.

The Clean Air Act

In 2004, the. EPA proposed revisions to its 1999 regional haze regulations and proposed guidelines for best
“available retrofit technology. The purpose of the regional haze regulations is to address regional haze visibility
impairment in the United States’ national parks, wilderness areas and other similar areas.  The rule calls for all states
to establish goals and emission reduction strategies for improving visibility in all these areas. In early 2005, the
United States ‘Court. of Appeals for the District of Columbia Circuit found that the EPA’s Western Regional Air
Partnership Annex regulation, an optional alternative approach for western states, was illegal. In June 2005, the
EPA issued the Clean Air Visibility Rule. The EPA also issued a proposed rule in the summer of 2005 to address
the Western Regional Air Partnership Annex rule that had been successfully challenged in the United States Court of
Appeals for the District of Columbia Circuit. - The proposed rule addresses alternative-strategies to accomplish the
requirements of the regional haze rule.

The Company cannot predict at this time what the impact of the implementation of the regional haze rule will
be on the Company’s coal-fired power plant operations. Potentially; additional sulfur dioxide emission reductions
and nitrogen oxide emission reductions could be required.. The nature and cost of compliance with these potential
requirements cannot be determined at this time. However, the Company does not. antxcxpate any material adverse
impact on its results of operations or financial position.

Citizen Suit Under the Clean Air Act

The GCT filed a citizen suit in federal district court in New Mexico against PNM (but not against the other
SJIGS co-owners) in 2002. The suit alleged two violations of the Clean Air Act and related regulations and permits.
First, GCT argued that the plant had violated the federal PSD rules, as well as the corresponding provisions of the
New Mexico Administrative Code, at SIGS Units 3 and 4. Second, GCT alleged that the plant-had regularly
violated the 20% opacity limit contained in SIGS’s operating permit and set forth in federal and state regulations at
Units 1, 3 and 4. The lawsuit sought penalties as well as injunctive and declaratory relief. PNM denied the material
allegations in the complaint.

In 2004, the GCT provided a notice of intent to sue as a jurisdictional prerequisité to filing another citizens’
suit under the: Clean Air Act. The notice of intent contained allegations that PNM continued to violate the
applicable opacity standard for SIGS Units 1, 3 and 4 following the filing of the suit above, that PNM violated its
duty to operate SIGS in a manner consistent with good air pollution control practices for minimizing pollution and
that PNM failed  to properly report emissions” deviations and certify compliance .with applicable air emissions
standards

By order of the court, PNM and GCT entered into settlement discussions. The discussions were expanded to
include the NMED to address the “Excess Emission Reports” disclosed below. In March 2005, PNM entered into a
consent decree with the NMED and GCT, which was approved by the court in May 2005. Under the terms of the
consent decree, PNM will spend more than $169.0 million in new pollution control technology: . The capital costs of .
the technology are currently estimated to be approximately $132.0 million, with an additional $33.0 to $37.0 million
estimated for operating and maintenance costs over the next 10 years. PNM is continuing to work with its
consultants and project engineers to refine the costs so that the consent decree is complied with in the most
economical, efficient and effective manner. In addition, the consent decree provides that stipulated-penalties are
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payable to the NMED if SJGS emissions exceed specified quarterly averages over the course of a calendar year.
Approximately $0.6 million in stipulated penalties were assessed for the year ended December 31, 2005 and PNM’s
portion of the penalties is approximately 46%. The consent decree resolves the foregoing lawsuit, the. notice of
intent, and certain threatened air quality claims by the NMED:(see “Excess Emissions Reports” below). PNM plans
to file for an air permlt with the NMED prior to starting construction on certain new equxpment required by the
consent decree The issue of the plalntlffs attomey fees and costs has been resolved.

Four Corners Air Emissions

The GCT, Sierra Club and National Parks Conservation Association petitioned the EPA to issue a FIP and
a final Title V: operating permit to regulate air emissions from Four Comers. The FIP has been pending at the EPA
since 1999, and the petition seeks to speed up the process of issuance. The Company is unable to predict the
outcome’ of this proceeding, but does not anticipate any material adverse impact on PNMR's or PNM's financial
condition or results. of operations. APS is the operator of Four Corners, and PNM will continue to monitor
developments in this proceeding.

Excess Emissions Reports

As.required by law, whenever there are excess emissions. from SJGS, due to such causes as start-up,
shutdown, upset, breakdown or certain other conditions, PNM makes filings with the NMED. For several years,
PNM had been in discussions with NMED concemning excess emissions reports for the period after January 1997.
This matter was resolved during 2005 in conjunction with the GCT settlement described above under “Citizen Suit
Under the Clean A1r Act.”

Archaeologlcal Slte Dlsturbance

In 2002 the USFS notxﬁed PNM that apparent disturbances to archeologlcal sites had been dlscovered in
and around the rights-of-way for PNM’s transmission lines in the Carson National Forest in New Mexico. PNM had
hired Great Southwestern to perform certain climb and tighten activities on those transmission lines.

PNM has been verbally advxsed that the BLM and USFS have decided to not pursue criminal actlons but
no written confirmation has been received. Although this matter has been dormant for a very long time, there is a
possibility that additional action could be required to address disturbances on BLM and USFS land, and that BLM
and USFS could pursue potential civil claims.

In 2004, PNM and Great Southwestern: entered into an agreement with-the NNHPD. for d survey of
potential impacts on Navajo-Nation land to determine if disturbed cultural resources exist. Under. the terms of the
2004 agreement, the NNHPD agreed to release all claims against PNM and Great Southwestern for any impacts on
Navajo Nation land arising from the climb and tighten project. PNM provided survey: reports to-the NNHPD that
were accepted by the Navajo Nation in October 2005 and the Company was notified  that the NNHPD has
determined that damage resulting from the climb and tighten project was minimal-and a treatment plan will not be
necessary. .- The NNHPD and the Navajo Nation Division of Natural.Resources are of the opinion that PNM has
complied fully with the stipulations set forth in the 2004 agreement, and as such, NNHPD requlres no further work
from PNM or Great Southwestern.

Santa Fe Generatmg Station
-PNM and the NMED .conducted investigations- of gasoline and chlormated solvent groundwater
contarmnatxon detected beneath PNM's former Santa Fe Generating Station site to determine the source of the

contamination pursuant to a 1992 settlement agreement between PNM and the NMED.

PINM believes that the data compiled indicates observed groundwater contamination originated from off-site
sources. However, in 2003, PNM elected to enter into a fifth amendment to the 1992 Settlement Agreement with
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the NMED to avoid a prolonged legal dispute, whereby PNM agreed to supplement remediation facilities by
installing an additional extraction well and two new monitoring wells to address remaining gasoline contamination
in the groundwater at and in the vicinity of the site. These wells were completed in 2004. PNM will continue to
operate the remediation facilities until the groundwater is cleaned up to applicable federal standards or until such
time as the NMED determines that. additional remediation is not required, whichever is earlier. The City of Santa
Fe, the NMED and PNM entered into an amended Memorandum -of Understanding relating to the continued
operation of the well and the remediation facilities called for under the latest amended Settlement Agreement. The
well continues to operate and meets federal drinking water standards. PNM is not able to assess the duration of this
project. :

:PNM .has been verbally informed that the Superfund’ Oversight Section of the NMED is cbnducting an
investigation into the chlorinated solvent contamination in the vicinity of the former Santa Fe Generating Station
site. The investigation will study p0551ble sources for the chlorinated solvents in the groundwater. The NMED
investigation is ongoing.

Natural Gas Royalties Qui Tam Litigation

In 1999, a private relator served a complaint alleging violations of the False Claims Act by PNM and its
wholly. owned subsidiaries, Sunterra Gas Gathering Company and Sunterra Gas Processing Company (collectively,
the “Company” for purposes of this discussion), by purportedly failing to properly measure natural gas from federal
and tribal properties in New Mexico, and consequently, underpaying royalties owed to the federal government. The
complaint seeks actual damages, treble damages, costs and attorneys fees, among other relief.

The Company is currently participating with other defendants in a motion to dismiss on the ground that the
relator does not meet certain jurisdictional requirements for bringing suit-under the False Claims Act. In May 2005,
a Special Master issued a report that recommended to the court that several defendants, including the Company, be
disiissed from: the case on this ground. The relator objected to the Special Master’s recommendation regarding the
Company. A hearing on all motions regarding the Special Master's report was conducted in December 2005 in the
Federal District Court for the District of Wyoming but no ruling has been issued yet. The Company is vigorously
defending this lawsuit. If the Special Master’s recommendation regarding dismissal of the Company on
jurisdictional grounds is not sustained, the Company is unable to estimate the potential liability, if any, or to predict
the ultimate outcome of this lawsuit.

Asbestos Cases

PNM was named in 2003 as one of a number of defendants in 21 personal injury lawsuits relating to alleged
exposure to asbestos. All of these cases involve claims of individuals, or their descendents, who worked . for
contractors building, or working at, PNM power plants. Some of the claims relate to construction activities during
the 1950s and 1960s, while other claims generally allege exposure during the last 30 years. PNM has never
manufactured, sold or distributed products containing asbestos. 'PNM has been dismissed with prejudice from all
but two of the remaining cases. PNM was insured by a number of different insurance policies during the time period
at issue in these cases. Although the Company is unable to fully predict the outcome of this litigation, the Company
believes that these legal proceedings will not have a material impact on its results of operations or financial position.

SESCO Matter
In 2003, the TCEQ requested information from PNM conceming any involvement that PNM had with
SESCO, a former electrical equipment repair and sales company located in San Angelo, Texas. PNM was informed
that the TCEQ and the EPA claim to have identified contamination of the soil and groundwater at the site.
TCEQ is conducting a site investigation of a SESCO facility pursuant to the Texas Solid Waste Act and the

SESCO site has been referred to the Superfund Site Discovery and Assessment Program. The primary concern
appears to be polychlorinated biphenyls in soil and groundwater on and adjacent to the site. - The TCEQ is
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conducting the site investigation to determine what remediation activities are required at the SESCO site and to
identify potentially responsible parties. In 2004, PNM submitted its preliminary response to the TCEQ request for
information: The response states that PNM previously had a requirements contract with SESCO for the repair of
electric transformers. It appears that a number of transformers were sent to SESCO for repair. In addition, it
appears that PNM sold a number of retired transformers to SESCO. In February 2005, PNM agreed to participate in
the potentially responsible parties’ committees known as the “Working Group.” PNM is voluntarily participating
with the other potentially responsible parties in‘the investigation.and may participate in any required remediation at
the SESCO facility. PNM is classified as a de minimis potentially responsible party. . The Working Group has
compiled- a list and percentage involvement of persons and entities that sent. transformers and other equipment to
SESCO- and has signed a contract with .an environmental - contractor to perform a remedial investigation and
feasibility study for the SESCO:-site.  In addition, the Working Group has hired common counsel to represent the
interest of the Working Group. PNM has conducted an ‘assessment of the Working Group settlement offer for de
minimis parties and has agreed to settle for a premium payment of $0.3 million, including past contribution credits,
to release PNM from further project economic and risk liability with certain exceptions. - TCEQ has until May 3,
2006 to negotiate an administrative order with the Working Group and thus the settlement offer is contingent upon
final approval of the administrative order by the TCEQ. PNM.is unable to predict the outcome at this time: As
dlscussed below, TNMP is also involved in the SESCO matter.

Coal Combustlon Waste Dlsposa]

SJCC currently disposes of coal combustxon products 'cons1st1ng of= fly ash, bottom ash, and gypsum from
SJGS in the surface mine pits adjacent to the plant. PNM and SJCC have been participating in various sessions
sponsored by EPA to consider rulemaking for the disposal of coal combustion products. The rulemaking would be
pursuant to the Bevill Amendment of the Resource Conservation and Recovery Act.. PNM cannot predict the
outcome of this matter but does not believe currently that it will have a material adverse impact on its results of
operations or financial position.

Western United States Wholesale Power Market

Various circumstances, including electric power supply shortages, weather conditions, gas supply costs,
transmission constraints and alleged market manipulation by certain sellers, resulted: in the well-publicized
California energy crisis and in the bankruptcy filings of the Cal PX and of PG&E. As-a result of the conditions in
the western market, the FERC and other federal and state governmental authorities initiated investigations, litigation
and other proceedings relevant to the Company and other sellers. The more significant of these in relation to the
Company are summarized below. :

California Refund Proceeding

SDG&E and other California buyers filed a complaint with the FERC in 2000 against sellers into the
California wholesale electric market. In 2002, the ALJ issued the Proposed Findings on California Refund Liability,
in which it determined that the Cal-ISO had, for the most part, correctly calculated the amounts of the potential
refunds owed by sellers and identified ballpark figures for the amount of refunds due. In 2003, the FERC issued an
order substantially adopting the findings from the ALJ*s 2002 decision, but requiring a change to the formula used
to calculate refunds.. This change increases the amounts PNM will be required to refund; however, the premse
amounts will not be certain until the Cal ISO and Cal PX recalculate them. :

In November 2005, the Cal ISO reported that the Cal PX had concluded the publication of settlement
statements reflecting the refund amounts for sellers and that the Cal ISO is waiting to proceed with the adjustment
phase-in which it will complete a recalculation of the refund to account for audited fuel cost allowance offsets,
emissions offsets, cost-based recovery offsets and interest on amounts unpaid and refunds before finalizing its
recalculated refund amounts. In August 2005, the FERC issued an order setting out the process by which sellers into
the Cal ISO and Cal PX markets could make their cost recovery filings pursuant to the FERC’s prior orders that
indicated sellers would get the opportunity to submit evidence demonstrating that the refund methodology creates a
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revenue shortfall for their transactions during the refund period.. Included in PNM's submittal were objéctions to the
limited amount of time the FERC allowed for sellers to complete their respective submittals, and the FERC’s
arbitrary decision to allow only marketers, and not load serving entities such as PNM, to include.a return componéent
in their cost filings.. PNM participated with other competitive sellers to request rehearing of these issues. before the
FERC. In September 2005, PNM made. its cost recovery filing identifying its costs associated with sales into the Cal
ISO and Cal PX markets during the refund period. In January 2006, the FERC issued its order on the cost recovery
filings, acting on 23 filings that were-made by multiple sellers. The FERC accepted that portion of PNM’s filing
submitted as prescribed by the FERC’s August 2005 order, but rejected the alternative filings that included a retumn
component for PNM as a load serving entity. The effect of the FERC’s order is that PNM’s allowed cost offset
against its refund liability is zero. PNM will vigorously pursue its administrative and judicial remedies regarding
this order. While PNM believes it has meritorious legal arguments that it intends-to pursue, the Company .cannot
predict the outcome of this cost. recovery proceeding at this time. In addition, the: Company has engaged in
settlement discussions with California parties based upon a template provided by the FERC, but.is unable to predict
whether settlement will be reached. . (See also, discussion below under “California Attorney General Complaint.”)

Pacific Northwest Refund Proceeding

Puget Sound Energy, Inc. filed a complaint at the FERC alleging that spot market prices in the Pacific
Northwest wholesale electric market were. unjust and -unreasonable. In 2003, the FERC issued an order
recommending that no refunds should be ordered. Several parties in the proceeding filed requests for rehearing and
the FERC denied rehearing and reaffirmed its prior ruling that refunds were not appropriate for spot market sales in
the Pacific Northwest during the first half of 2001.. The Port of Seattle then filed an appeal of the FERC’s order
denying rehearing in the Ninth Circuit, which is still pending. As a participant in the proceedings before the FERC,
PNM is also participating in the appeal proceedings. The Company is unable to predict the ultimate outcome of this
appeal, or whether PNM will ultimately be directed to make any refunds for'these transactions.

FERC Gaming Partnerships Order

In 2003, in the Gaming Partnerships Order, the FERC asserted that certain entities, including PNM, acted in
concert with Enron Corporation and other market participants to engage in activities that constitute gaming and/or
anomalous market behavior in violation of the Cal ISO and Cal PX tariffs during 2000 and 2001. In 2003, PNM
filed its responses-to the Gaming Partnerships Order indicating: that it did not engage in the alleged partnerships,
alliances or other arrangements. ‘ RN ' g

In 2004, the FERC issued an order granting the FERC staff’s motion to dismiss seven of the thirteen PNM
customers on grounds that there was no evidence to conclude that these companies used their commercial
relationship with PNM to game the Cal ISO and Cal PX markets. The FERC approved the settlements entered into
by ‘two of the thirteen PNM customers and dismissed another of PNM’s customers from the proceeding. Of the
three remaining PNM customers in the docket, the FERC staff entered into settlement agréements with two of them.
In 2004, the FERC staff filed a motion to dismiss PNM from the docket and to enter into a. settlement of certain
parking and lending transactions. The staff’s motion stated that after inivestigation and review there was no evidence
that PNM either engaged in a' gaming practice that violated the Cal ISO or Cal PX tariffs. Additionally, PNM
entered into a settlement of certain matters outside the scope of the docket related to historic parking and lending
transactions, under which PNM agreed not to provide parking and lending services prospectively without first
meeting certain requirements agreed to with the FERC staff. Additionally, PNM agreed to pay $1.0 million in
settlement to the FERC to obtain satisfaction of all issues related to any potential liability stemming from the
provision of parking and lending services historically. In July 2005, the FERC issued its order granting the. staff’s
motion to dismiss PNM from the Gaming Partnerships:docket. In its order, the FERC found that PNM did not
engage in prohibited gaming practices as defined in the FERC's Gaming Partnership Order and also approved the
settlement on the parking and lending services. The FERC also denied the California parties' request to keep the
docket open as to PNM and terminated the PNM docket: Subsequently, the California parties filed their petition for
rehearing at the FERC objecting to the FERC’s dismissal of PNM from the Gaming Partnership investigation and
objecting to ‘the settlement reached with the FERC staff: The petition.for rehearing is pending before FERC and
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PNM cannot predict the ultimate outcome of the rehearing petition. In August 2005, Enron, the final of the original
13 PNM customers, entered into a settlement agreement with the FERC staff, the California parties and others that
was - contested. by..several parties. . In.November 2005, the FERC issued an order .approving the joint offer of
. settlement.. - Various parties have either objected to the settlement or otherwise sought efforts to stay or overturn
FERC’S order. PNM cannot predict the'ﬁnal outcome of this proceeding.

Caltfornza Power Exchange and Paczf ¢ Gas and Electrzc Bankruptczes

- In 2001, SCE and the major purchasers of power from the Cal ISO and Cal PX defaulted on payments due to
the Cal. ISO for power purchased from the Cal PX in 2000. These defaults caused the Cal PX to seek bankruptcy
protection. PG&E subsequently also sought bankruptcy protection. PNM has filed its proofs- of claims in the Cal
PX and PG&E bankruptcy proceedings. - Amounts due to PNM from the Cal ISO or Cal PX for power sold to them
in 2000 and 2001 total approximately $7.9 million. Both the PG&E and Cal PX bankruptey cases have confirmed
plans of reorganization in which the claims of various creditors have been specially classified and are waiting a final
determination by the FERC before the claims are actually paid.- The PG&E bankruptcy case has an escrow account
and the Cal PX bankruptcy has established a settlement account, both of which are. awamng final determination by
the FERC settmg the level of claims and-allocating the funds.

California Attorney General Complaint

In 2002, the California Attorney General filed a complaint with the FERC against numerous-sellers, including
PNM, regarding prices for wholesale electric sales into the Cal ISO and Cal PX markets and to the California
Department of Water Resources. In 2002, the FERC entered an order denying the California Attorney General’s
request to.-initiate a‘refund proceeding; but directed sellers, including PNM, to comply with additional reporting
requirements with regard to certain wholesale power transactions.. The California Attorney-General filed a petition
for review in the Ninth Circuit. The Ninth Circuit issued a decision upholding the FERC’s .authority to establish the
market-based rate framework under the Federal Power Act, but held that the FERC violated its administrative
discretion by declining to investigate whether it should order refunds from sellers who failed to provide transaction-
specific reports to the FERC as required by its rules. The Ninth Circuit determined that the FERC has the authority
to. order refunds for these transactions if 1t elects to do so and réemanded the case back to the FERC for further
proceedings, including a determination.as to whether additional refunds are appropriate. PNM participated with
other competitive sellers requesting rehearing before the full court by the Ninth Circuit, which is still pending. The
Company cannot predict the ultimate outcome of the FERC proceeding on remand, or whether PNM will be
ult1mately directed to make any add1t1ona1 refunds as the result of the decision.

Calzforma Antztrust thzganon ‘

Several class action lawsu1ts have been filed in California state courts agamst -electric generators -and
marketers, alleging that the defendants violated the law by manipulating the market to grossly inflate electricity
prices. Named defendants in these lawsuits include Duke and related entities along with other named sellers into the
California market and ntimerous other unidentified defendants. Certain of these lawsuits were consolidated for
hearing.in California state court.. In 2002, the named defendants served a cross-claim on PNM. Duke also cross-
claimed against many of the other sellers into the California market. In October 2005, PNM received an indication
that Duke intended to dismiss all cross-complaints against other sellers once its maximum liability was confirmed by
final approval of its settlement in the original class action lawsuits. Based upon this indication, various cross-
defendants, including PNM, entered into a contingent settlement with Duke under which Duke would conditionally
dismiss the cross-complaints against PNM and others -in anticipation of the. California state court approving the
settlement between Duke and the original California plaintiffs. In January 2006, the Duke settlement in the original
class action lawsuits was approved, thereby removing the contingency in the settlement with the cross-defendants,
mcludmg PNM. The settlement with Duke i is now final. »

In May 2005, the Cal1fomla Attormney General filed a lawsuit in California state court against PNM, PowerEx;
a Canadian energy trading company, and the Colorado River Commission alleging that PNM and PowerEx
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conspired to engage in unfair trade practices involving overcharges for electricity in violation of California state
antitrust laws. The lawsuit claims. that California customers were overcharged over a billion dollars and requests the
court-to award actual and treble damages. In June 2005, PowerEx filed a Notice of Removal that served to remove
the lawsuit to the Federal District Court for the Eastern District of California. Both PNM and PowerEx filed
motions to dismiss the lawsuit, based .in part on legal precedent in the Ninth Circuit holding that state antitrust
claims asserting unlawful wholesale power prices under the Federal Power Act are preempted and a complainant’s
only remedy lies in FERC proceedings. Such.proceedings are already currently pending at the FERC and the
California Attorney General is involved in these proceedings. The Company’s motion to dismiss is still pending as
well as the. California Attorney General’s motion to remand the case back to state court, which both PNM and
PowerEx have opposed. The Company cannot predict the outcome of this litigation, or whether PNM will be
reqmred to make any refunds or pay damages as a result of this litigation.

Block Forward Agreement Litigation

In 2002, PNM was served with a declaratory relief complaint filed by the State of California in California
state court. The state’s declaratory relief complaint seeks a determination that the state is not liable for the
commmandeering of certain energy contracts known as Block Forward Agreements. The Block Forward Agreements
were a form of futures contracts for the purchase of electricity at below-market prices and served as security for
payment by PG&E and SCE for their electricity purchases through the Cal PX. When PG&E and SCE defaulted on
payment obligations incurred through the Cal PX, the Cal PX moved to liquidate the Block Forward Agreements to
satisfy in part the obligations owed by PG&E and SCE. Before the Cal PX could liquidate the Block Forward
Agreements the State of California commandeered them for its own purposes.

PNM filed'a complamt agalnst the State of Cahforma in California state court in 2002, seekmg damages for

the state’s commandeering of the Block Forward Agreements and requesting judicial coordination with the state’s

- declaratory relief complaint. In 2004 the various parties in the case were presented with a proposed stipulation

under which the sellers would agree that the Cal PX would represent their interest in the proceedings, the sellers

would agree to be bound by any judgment in the case, the sellers would dismiss their complaints against the State of

California, and in turn, the State of California would dismiss its cross-complaints against the sellers, and the Cal PX

would amend its complaint to indicate that it is bringing the lawsuit on behalf of the sellers. - PNM agreed with the

stipulation- and executed the stipulation agreement. Thé Company cammot predict the outcome of the litigation

involving the Cal PX and the State of California, or whether PNM will be-awarded any damages as. a result of the
litigation. :

In separate proceedings before the FERC involving the collection of costs associated with the Cal PX wind-
up activities, the subject of the Block Forward Agreement litigation became an element of the ongoing settlement
discussions. In September 2005, the parties to the Cal PX wind-up costs proceedings included, as part of the
settlement terms, that the California market participants, including PNM, will have the option to voluntarily agree to
continue funding on a going-forward basis the expenses associated with the Block Forward Agreement litigation.
Alternatively, market participants could agree to take an assignment of the Cal PX’s claim and they could then
continue to prosecute the claim with the condition that any recovery that may ultimately be achieved would be
deposited into a FERC account for distribution as the FERC deems appropriate. In October 2005, the FERC issued
its order accepting the Cal PX wind-up settlement. Two parties have elected to opt-in to fund the litigation. PNM
has not made the choice to opt-in and fund the litigation. Given the two settlements PNM has entered into in these
proceedings, there is no further participation by PNM in the Block Forward Agreement litigation:

Wholesale Power Marketmg Antitrust Suit

In 2004, PNM received notice that it was included in a hst of 56 defendants that. were sued by the City of
Tacoma Department of Public Utilities in federal district court in the State of Washington. PNM was listed in a
class of defendants referred to as the Trading Defendants, who allegedly engaged in buying, selling and marketing
power in California and other locations in the western United States. The complaint alleged the Trading Defendants
acted.in concert among themselves and with Non-Defendant Trading Co-Conspirators and engaged in conduct that
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amounted to market manipulation. The complaint identified specific conduct that allegedly amounted to market
manipulation, including the submission of false information and misrepresentation regarding load schedules, bids,
power supply, transmission congestion, source and destination of energy, the supply and provision of energy and
ancillary services. The complaint alleged the activities of the Trading Defendants, along with Generator Defendants
and the Co-Conspirators, resulted in substantially increased prices for energy in the Pacific Northwest spot market in
excess of what otherwise would have been the price and asserted damages in excess of $175.0 million from the
multiple defendants. There have been three Ninth Circuit decisions that, collectively, appear to make the plaintiff’s
case more difficult to prevail. As a result, PNM joined a motion to dismiss the City of Tacoma Department of
Public Utilities complaint given Ninth Circuit precedent. In February 2005, the district court judge in the case
granted defendants’ motion to dismiss. As a result, the antitrust lawsuit against PNM filed by. the City of Tacoma
Department of Public Utilities was dismissed. 'In March 2005, the City of Tacoma Deépartment of Public Utilities
filed an appeal in the Ninth Circuit contesting the district court’s decision to dismiss the complaint. PNM
participated in the appeal in support of the -dismissal and-.joined in defendants’ brief filed in the Ninth: Circuit, as
well as a motion for summary affirmance. The appeal and defendants’ motion for summary affirmance of the
district court is pending before the Ninth Circuit and the Company cannot predict the outcome of this appeal, or
whether PNM will be required to make any refunds or pay damages as a result of this litigation.

TNMP
SESCO Matter

As discussed above in the PNM “SESCO Matter,” in 2003, the TCEQ notified approximately 50 companies,
including TNMP, that releases of hazardous substances had been documented from a site owned and operated by
SESCO. TNMP purchased transformers from the vendor and also sent some transformers to the vendor for repair
and/or disposal. The owner and operator of the site have filed for bankruptcy and the site is under the control of the
bankruptcy trustee. In 2004, 15 of the companies identified by TCEQ as potentially responsible parties, including
TNMP, forimed the initial Working Group-to manage the remediation efforts and. determine -the allocation of
responsibility among the potentially responsible parties. TNMP is classified as a:de minimis potentially responsible
party. The Working Group has compiled a list and percentage involvement of persons and entities that sent
transformers and other equipment to SESCO and has signed a contract with an environmental contractor to perform
a remedial investigation and feasibility study for the. SESCO site. In addition, the Working Group has hired
common counsel to represent the interest of the Working Group. TNMP has conducted an assessment of the
Working Group settlement offer for de minimis parties and has agreed to settle for a premium payment of $0.3
million, including past contribution credits, to release TNMP from further project economic and risk liability with
certain exceptions. TCEQ has until May 3, 2006 to negotiate an administrative order with the Working Group and:
thus the ‘settlement offer is contingent .upon final approval of the administrative order by the TCEQ. TNMP is
unable to predict the outcome at this time.

TNMP True-Up Proceeding

In 2004, the PUCT issued its first order in TNMP’s stranded cost true-up proceeding. The purpose of the
true-up proceeding was to quantify and reconcile the amount of stranded costs that TNMP may recover from its
transmission and distribution customers. The PUCT decision established $87.3 million as TNMP’s stranded costs.

"~ In April 2005, the PUCT ruled that TNMP be allowed recovery of $39.2 million of carrying charges on
stranded costs for the period January 1, 2002 through July 21, 2004. In accordance with provisions within SFAS
No. 92, “Regulated Enterprises - Accounting for Phase-In Plans” (“SFAS 92”), TNMP recorded $27.2 million of
carrying charges to its Consolidated Statement of Earnings for the period January 1, 2002 through July 21, 2004, in
2004. TNMP was limited in its recognition for income statement purposes to only the debt related portion of the
carrying charges, and TNMP was prohibited from income statement recognition of the equity portion of the carrying
charges until the actual receipt of those amounts from customers. As of December 31, 2005, the accrual for the debt
related portion was $33.9 million and the equity related portion totaled $25.6 million.
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In July 2005, the PUCT confirmed TNMP's calculation of the carrying costs on:stranded-costs in'a written
order. TNMP and other parties have filed petitions for judicial review of the July PUCT order and the appeals are
pending in district court in Austin, Texas. Additionally, the PUCT is considering a change in its rules-that would
reduce the amount of carrying charges recognized in earnings by TNMP on a prospective basis. The PUCT has not
yet issued a final order and thus the Company cannot currently quantlfy the effect this- may have on its results. of
operations or ﬁnanc1a1 position.

Power Resource Group ngatlon

Since 1998, TNMP has been engaged in lmgatlon in the state and federal courts W1th PRG 1nvolv1ng the
effectiveness of certain PUCT rules that implement PURPA regulations. PRG claims that if the FERC -regulations
had been properly implemented in Texas, TNMP would have been required to ‘make a long-term: purchase of
electricity from PRG. PRG appealed to the United States District Court of Appeals for the Fifth Circuit, the ruling
in favor of TNMP and the PUCT by the United States District Court for the Western District of Texas.. The court
ruled in favor of TNMP and the PUCT in June 2005 PRG has filed a petmon ‘with the United States Supreme
Court.

(17) Regulatory and Rate Matters

PNMR
Energy Policy Act

In August 20035, the Energy Policy Act of 2005 was enacted effective February 2006. Implementation of
various portions of the law requires the issuance-of rules by the FERC. The FERC has adopted final rules
implementing various provisions of the Energy Policy Act including rules pertaining to repeal of PUHCA 1935 and
implementation of PUHCA 2005, the FERC’s expanded mergers and acquisitions approval authority and prohibition
of energy market manipulation. FERC has also issued a number of other proposed rules that are pending, including
rules pertaining to preventing undue discrimination in transmission services and electric reliability standards. The
Company will continue to monitor, and participate in as appropriate, the FERC and other proceedings involving
implementation of the Energy Policy Act, in ordér to assess the 1mphcat10ns of the new law and rules on its
operations. : ‘

Retail Competition ..

The Texas electricity market has been open to retail competition since 2002. In accordance with Senate Bill
7, TNMP provides transmission and distribution services at regulated rates to various. retail electric providers that, in
turn, provide retail electric service within TNMP’s Texas service area. First Choice, TNMP’s affiliated retail
electric provider, performs activities related to the sale‘of electricity to retail customers in Texas.

In 2004, several changes to customer protection rules in Texas became effective. Of the changes, the rules
related to disconnection for non-payment and the required amount of a customer deposit is having the greatest
impact on First Choice. The new rule for disconnection for non-payment states that if a customer does not make a
payment or payment arrangement until after the final due date specified in the disconnect notice, the retail electric
provider is allowed to disconnect the customer. The previous rule only allowed the retail electric provider to
terminate service and transfer the customer to the retail eledtric provider that was affiliated with the customer’s
transmission and distribution service provider, or to the provider of last resort for non-payment The new rule also
increases the amount of deposit required from customers.

First Choice is responsible for energy supply related to thé sale of electricity to retail customers-in Texas.
Senate Bill 7 contains no provisions for the specific recovery of fuel and purchased power costs, although First
Choice can request that the PUCT change the price-to-beat fuel factor twice a year to recognize changes in natural
gas prices. The rates charged to new customers acquired by First Choice outside of TNMP’s service territory are not
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regulated by the PUCT, but are negotiated with each customer. As a result, changes in fuel and purchased power
costs will affect First Choice’s operating resuls.

Price-to-Beat Fuel Factor

In October 2005, the PUCT approved First Choice’s request to increase its.price-to-beat fuel factor. First
Choice -estimates. that the increase in the price-to-beat fuel factor-increased 2005 revenues by approximately $9.4
million, based on an increase in the fuel factor to $0.0771485 per kilowatt hour from October 29 through December
31, 2005.-. The price-to-beat fuel factor automatically increased again to $0.0791777 per-kilowatt hour on January 1,
2006:. If natural gas markets decline from the levels embedded in its current price-to-beat fuel factors, First Choice
will file a request to reset its price-to-beat fuel factor shortly before the PUCT issues an-order in TNMP's 60-day rate
review case. Resulting rates will be effective within 30 days of a fmal order in TNMP's 60- day rate review.

Under the PUCT’s final order approving the acqulsmon of TNP by PNMR, First Choice is required to file its
post-true-up price-to-beat adjustment filing to adjust its price-to-beat fuel factor within ten days-of the earlier of: (1)
the issuance of a proposed decision in TNMP’s 60-day rate review, or (2) the filing of a unanimous settlement of
TNMP’s 60-day rate review. If the average of the 20-day rolling price of natural gas is less than the average 20-day
rolling price in First Choice’s current price-to-beat fuel factor, then First Choice will be required to decrease the fuel
factor by the percentage change. As this adjustment is based on future natural gas prices, the Company cannot
predlct the 1mpact this requlrement will have on its results of operatlons or financial position.

Pnce to-Beat Base Rate Reset

" Based on the terms of the Texas stipulation r‘elated to the. acquisition of TNP; First Choice made a filing to
reset its price-to-beat base rates in December 2005. First Choice’s resulting rates will take effect no later than 30
days following a final order on TNMP’s 60-day raté review. :First Choice requested that the PUCT recognize in its
new price-to-beat base rates the TNMP rate reduction and the synergy savings credit provided for in the acquisition
stipulation. First Choice’s price-to-beat base rate case hearing was consolidated with TNMP’s 60-day rate review
hearing and is set for April 2006 (see “60-Day Rate Review” below).

Energy Agreement

In 2003 First Chmce and Constellatlon executed a power supply agreement that resulted.in Constellation
being the primary supplier of power -for First' Choice’s customers through the end of 2007. -Additionally,
Constellation has agreed to supply power in certam transactions under the agreement beyond the date when that
commitment expires. ' ‘

In 2004, FCPSP, a bankruptcy remote entity, was created pursuant to the agreement with Constellation to
hold all customer contracts, wholesale power contracts, and certain natural gas contracts previously held by First
Choice. Constellation received a lien against the-assets of FCPSP to.cover the settlement exposure and the mark-to-
market exposure rather than requiring FCPSP to post alternate collateral for the purchase of power supply. In
addition, FCPSP is restricted by covenants that limit the size of FCPSP's unhedged market positions and require that
sales by FCPSP retain a positive retail margin. The agreement does not, however, permit Constellation to demand
additional collateral irrespective of its credit exposure under the agreement. If, however, a change in electricity or
gas forward prices increases Constellation's credit exposure to FCPSP beyond a limit based on Constellation’s liens
in cash and accounts receivable, Constellation will have no obligation to supply additional power to customers of
FCPSP unless FCPSP provides letters of credit or other collateral acceptable to Constellation, and FCPSP will be
constrained in its ability to sign up additional customers until that credit shortfall is corrected.

FCPSP may terminate the agreement upon 30 days' prior written notice to Constellation for any reason, but
the agreement and all liens securing the agreement remain in effect with respect to transactions entered into prior to
the termination until both parties have fulfilled all of their obligations with respect to such transactions or such
transactions have been terminated for default or reasons related to regulatory changes.
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Global Electric Agreement

The Global Electric Agreement was signed in 2003. The Global Electric Agreement provided for the repeal
of a majority of the Restructuring Act, a fixed rate path, procedures for PNM’s participation in unregulated
generating plant activities and other regulatory issues. In accordance with this rate path, PNM reduced its retail
rates by 2.5% in September 2005. The rate path is effective through December 31,.2007, at which time rates are
subject to review by the NMPRC. As a result of the repeal of the Restructuring Act, PNM re- apphed the accounting
requirements of SFAS 71, as amended, to its regulated generatlon activities.

Transmlssmn Rate Case

In March 2005, PNM filed a notice with the FERC to increase its wholesale electric transmission revenues by
approximately $7.8 million annually. If approved, the rate increase would apply to all of PNM's wholesale electric
transmission service customers, which includes other utilities, electric co-operatives and entities that purchase
wholesale transmission service from PNM. The proposed.rate increase will not impact PNM's retail customers. 'In
May 2005, the FERC issued an order in the case suspending the.new rates for the standard five-month. period and
made the new rates effective November 1, 2005, subject to refund. Settlement discussions are continuing with
FERC staff and the parties to the proceeding. The Company is unable to predict the outcome of the rate proceeding
or if the parties will be able to reach a settlement in the case. -

Complaint Against Southwestern Public Service Company .- .

In ‘September 2005, PNM filed a complaint under the Federal Power Act against SPS. PNM believes that
through its fuel charge adjustment clause, SPS has been overcharging PNM for deliveries of energy under three
contracts, and continues to do so. PNM requested that the FERC investigate SPS’ charges under its fuel clause for
the period 2001 through 2004. Charges for 2005 and 2006 are being addressed in a separate case currently pending
before the FERC, in which PNM is an intervenor. PNM’s complaint also alleges that SPS’ rates for interruptible
power sales are excessive and requested that the FERC set a refund effective date of September 13, 2005 for these
rates. A settlement conference was held before a FERC settlement judge in January 2006. Additionally, in
November 2005, SPS filed an electric. transmission rate case proposing 1o raise rates charged to customers effective
July 2006. PNM has intervened in the case and objected to the proposed rate increase. PNM is currently awaiting a
procedural order in the SPS rate case. While PNM and SPS continue to engage in settlement discussions, PNM
cannot predict the outcome of these SPS proceedings at the FERC.

TNMP
Acquisition Agreements

In 2005, the PUCT approved a settlement agreement outlining terms and conditions necessary for the PUCT
to find the acquisition of TNP and its subsidiaries, TNMP and First Ch01ce Power, to be in the public interest.
Among other issues, the settlement agreement calls for:

e a two-year electric rate freeze that includes a $13.0 million annual rate reduction in TNMP's retail

delivery rates effective May 1, 2005;

e an authorized return on equity of 10.25% on an implied capital structure of 60% debt and 40% equity for

certain reporting purposes;

e the use of a 60/40% debt/equity capital structure in TNMP's next base rate case if filed before January 1,

2009; and

e a $6.0 million synergy savings credit amortized over 24 months effectlve after the close of the

transaction.
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Also in 2005, the NMPRC approved a stipulation in connection with the acquisition of TNP. Among other
- issues, the stipulation calls for:

e a three-phase rate reduction totaling 15%, to TNMP’s electric customers in southern' New Mexico,
beginning January 2006 and ending December 2010; the rate reduction will lower TNMP electric rates
by approximately $9.6 million in the first year; ’
an imputed 55/45% debt/equity structure with an assumed rate of return on equity of 10.5% for TNMP;
PNM to remain the power supplier for TNMP’s New Mexico needs through 2010; and

s integration of TNMP’s New Mexico assets into PNM effective January 1, 2007, the companies, however,
will maintain separate rates through 2010.

60-Day Rate Review -

In November 2005, TNMP made its required 60-day rate” review filing. TNMP’s case establishes a
competition transition charge for recovery of the true-up balance. TNMP’s competition transition charge will take
‘effect no later than 30 days following a final order on TNMP’s 60-day rate review. TNMP’s 60-day rate review is
set for hearlng in April 2006.

Final Fuel Reconciliation

In 2004, the PUCT issued an order that disallowed $15.7 million of fuel and energy related purchased power
costs that TNMP incurred in 2000 and 2001, prior to retail competition. TNMP recorded a $10.1 million charge to
earnings, net of tax effect, for the disallowance in 2003, and subsequently appealed the PUCT decision to the district
court. In June 2005, the District Court affirmed the PUCT order, effectively denying TNMP’s appeal. ‘

(18) Environmental Issues

The normal course of operations of the Company necessarily involves activities and substances that expose
the Company to potential liabilities under laws and regulations protecting the environment. Liabilities under these
laws and regulations can be material and in some instances may be imposed without regard to fault, or may be
imposed for past acts, even though the past acts may have been lawful at the time they occurred. Sources of
potential environmental liabilities include the’ Federal Comprehenswe Environmental Response Compensation and
Liability Act of 1980 and other similar statutes.

The Company records its environmental liabilities when site assessments or remedial actions are probable and
a range of reasonably likely cleanup costs can be estimated. The Company reviews its sites and measures the
liability quarterly, by assessing a range of reasonably likely costs for each identified site using currently available
information, including existing technology, presently enacted laws and regulations, experience gained at similar
sites, and the probable level of involvement and financial condition of other potentially responsible parties. These
estimates include costs for site investigations, remediation, operations and maintenance, monitoring and site closure.
Unless there is a probable amount, the Company records the lower end of such reasonably likely range of costs
(classified as other long-term liabilities at undiscounted amounts).
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The Company’s recorded liability estimated to remediate its identified sites was as follows:

PNMR ' PNM TNMP
December 31, December 31, :.December 31,
2005 2004 : 2005 . 2004 2005 | 2004

(In thousands) : :
$5,285 $5,835 $4700  §5835  $385 | 8615

The Company expended the following for remediation:

- Year Ended December 31,
2005 2004 2003
(In thousands) ‘
PNMR $465 $267 $3,156
PNM $443 - $267 $3,156
Post- Pre- Pre- Pre-
Acquisition Acquisition Acquisition Acquisition
June 6- January 1- Year Ended Year Ended
December 31, June 6, December 31, December 31,
2005 | - 2005 2004 - 2003
(In thousands) :
TNMP $22 T $20 $- $-

The ultimate cost to clean up the: Company’s identified sites may vary from its recorded liability due to
numerous uncertainties inherent in the estimation process, such as the extent and nature of contamination, the
scarcity of reliable data for identified sites, and the time periods over which site remediation is expected to occur.
The Company expects that the majority of the December 31, 2005 environmental liability will be paid over the next
five years, funded by cash generated from operations. Future environmental obligations are not expected to have a
material impact on the results of operations or financial condition of the Company.
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(19) Accumulated Other Comprehensive Income (Loss)
Accumulated other comprehensive income (loss) reports a measure for accumulated changes in equity of the

Company that results from transactions and other economic events other than transactions with shareholders. The
following tables set forth the changes in each component of accumulated other comprehensive income (loss) net of

tax:
PNMR
Additional Mark-to- -~ ~
Unrealized minimum market for Accumulated
gain (loss) pension - certain. - - other
~ on liability derivative . - comprehensive
securities adjustment transactions income (loss)
. _ (In thousands) ‘
Balance at December 31, 2002 $ 1,446 - $(85,464), $(10,703) $ (94,721)
Period change in: : '
Additional minimum pension hability adjustment - " 9,589 - 9,589
Unrealized holding gains arising from the period 1,916 - - 1,916
Reclassification adjustment for gains included in » ' ' '
net income - (672) . ' - ' (672)
Change in fair market value of designated cash : ’ :
flow hedges ‘ - - 10,401 10,401
Balance at December 31, 2003 : 2,690 (75,875) 11 (302) (73,487)
Period change in:
Additional minimum pension liability adjustment - (21,996) - (21,996)
Unrealized holding gains arising from the period © 1,849 - - 1,849
Reclassification adjustment for gains included in ‘ ’ ’ '
net income (1,137) - (485) (1,622)
Change in fair market value of designated cash flow hedges - - 5,443 5,443
Balan,ce:.at December 31, 2004 » . 3,402 (97,871) 4,656 (89,813)
Petiod change in:
Additional minimum pension liability adjustment - (12,701) - (12,701)
Unrealized holding gains arising from the period 4,498 - - 4,498
Reclassification adjustment for gains included in ’
net income (4,464) - (953) (5,417)
Change in fair market value of designated cash flow hedges - - 11,844 11,844
Balance at December 31, 2005 $ 3,436 $(110,572) $ 15,547 591,589
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PNM

Balance at December 31, 2002
Period-change in: ' :
Additional minimum pension liability adjustment
Unrealized holding gains arising from the period
Reclassification adjustment for gains included in
net income

Change in fair market value of designated cash flow hedges

Balance at December 31, 2003

Period change in:
Additional minimum pension liability adjustment
Unrealized holding gains arising from the period
Reclassification adjustment for gains included in
net income
Change in fair market value of designated cash flow hedges
Balance at December 31, 2004

Period change in:
Additional minimum pension liability adjustment
Unrealized holding gains arising from the period
Reclassification adjustment for gains included in
net income
Change in fair market value of designated cash flow hedges
Balance at December 31, 2005

Additional Mark-to-
Unrealized minimum market for Accumulated
gain (loss) pension - certain other
on lability derivative comprehensiv:
securities adjustment transactions income (loss)
(In thousands)

$ 1,005 $ (85,464) $ (9,671) $ (94,130)

- 9,589 - 9,589

2,357 - - 2,357
(672) - - (672)
- - 9,369 9,369

2,690 (75,875) (302) (73,487)

- (21,996) - (21,996)

1,849 - - 1,849
(1,137) - (485) (1,622)

: - - 5,443 5,443
3,402 (97,871) 4,656 (89,813)

- (12,672) - (12,672)

4,498 - - 4,498
(4,464) - (953) (5,417)

» - - 12,889 12,889

$ 3,436 $(110,543) $ 16,592 $ (90,515)
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TNMP
Additional Mark-to-
Unrealized minimum market for Accumulated
gain (loss) pension certain other
on liability derivative comprehensive
securities adjustment transactions income (loss)
(In thousands)

Pre-Acquisition:
Balance at:December 31, 2002 $ $ (214 3 (1,166) $ (1,380)
Period change m: , '

Additional minimum pension liability adjustment 214 - 214

Changg in fair market value of designated cash flow hedges , v - (1,111 o (1,111)
Balance at December 31, 2003 $ $ - $(2,277) $2,277
Period change in: . . o ' .

Change in fair market value of designated cash.flow hedges - 516 516
Balance at December 31, 2004 $ § - $(1,761) $(1,761)
Period change in: .

Change in fair market value of designated cash flow hedges » - 1,761 1,761
Balance at June 6, 2005 $ $ - $ - $ -
Post Acquisition:

Period change in:

Additional minimum pension liability adjustment $ $ (9 $ - § (29)

Balance at December 31, 2005 5 $§ (@9 $ - 3 9
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(20) Related Party Transactions

PNMR, PNM and TNMP are considered related parties as defined in SFAS No. 57, “Related Party
Disclosures.” Since TNMP became a related party effective on the date of PNMR’s acquisition of TNP, the
reported amounts for TNMP reflect the period from June 6, 2005 through December 31, 2005.

PNMR Services Company provides corporate services to PNMR and its subsidiaries including PNM, Avistar,
TNP, TNMP and First Choice per shared services agreements. These services are biiled at cost on a monthly basis

and allocated to the subsidiaries.

PNMR files a consolidated federal income tax return with its affiliated companies. A tax . allocation. -

agreement exists between PNMR and each of its affiliated companies. The general operation of these agreements is

that the subsidiary company will compute its taxable income on a stand-alone basis. If the result is a net tax
liability, such amount shall be paid to PNMR. If there are net operating losses and/or tax credits, the subsidiary shall ~

receive payment for the tax savings from PNMR to the extent that PNMR is able to utilize those benefits.” For the '~

year ended December 31, 2005, PNM and TNMP made tax-sharing payments of $2.9 million and $20.9 million,:-
respectively, to PNMR. TNMP payments are for the period from June 6 through December 31, 2005. For the year

ended December 31, 2004, PNM made tax-sharing payments of $20.7 million to PNMR. For the year ended -
December 31, 2003, PNMR made tax-sharing payments of $11.0 m11110n to PNM.

In February 2006, the Board approved intercompany borrowing arrangements bétween PNMR and its
subsidiaries that would authorize each subsidiary to borrow up to $50.0 million from PNMR. '

PNM and TNMP have engaged in, and may in the future engage in, affiliate transactions in the'hormal course i '
of business. These transactions primarily consist of power and transmission purchases by TNMP from PNM. ...

Transactions between affiliates are reported separately on their financial statements, but are eliminated. in the
consolidation of PNMR’s financial statements.
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PNMR and PNM

Pursuant to agreement, PNM has issued a promissory note for $20.0 million to PNMR payable on or before
September 30, 2006. Under the agreement, PNM agrees to pay all applicable interest on the outstanding balance at
the interest rates provided in the agreement. As of December 31, 2005 there is no outstanding balance on the
promissory note. ‘ ‘ '

PNM sells electricity and energy-scheduling services to TNMP under a long-term wholesale power contract.
:PNM also sells transmission services to TNMP and TNMP provides transmission sefvices to PNM under an
agreement.

The tables below describe the nature and amount of transactions PNM’h'as with PNMR and TNMP. Since
TNMP became a related party effective on the date of PNMR’s acquisition of TNP, the reported amounts for TNMP
reflect the period from June 6, 2005 through December:31, 2005,

At or For the Year Ended December 31,
2005 2004 2003
(In thousands

PNMR Transactions With PNM
Shared services billings from PNMR to PNM $118,158 $113,895 $108,863
Shared services receivable/payable $ 36,099 $ 31,875 $ 32,998

PNM Transactions with TNMP
Electricity and energy scheduling service

billings from PNM to TNMP § 24,253 $ - 5 -
Electricity and energy scheduling services :

receivable $ 4,063 $ - 3 -
Transmission billings from PNM to TNMP $ 1,172 $ - N
Transmission charges receivable 5 174 3 - $ -
Transmission billings to PNM from TNMP $ 169 .. § - $ -

Transmission charges payable $ 26 'S - $ -

INMP

TNMP purchases all the electricity for its New Mexico customers' needs (except for one major customer) and
energy-scheduling services under the long-term wholesale power contract with PNM described above. TNMP also
purchases transmission services from PNM in New Mexico. Additionally, TNMP provides transmission services to
PNM in New Mexico. S '

B-127



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

NOTES TO CONSOLIDATED FINANCIAL:STATEMENTS (Continued)
December 31, 2005, 2004 and 2003

Effective with the close of the acquisition of TNP on June 6, 2005, all TNMP employees who were providing
corporate support to TNP and First Choice became employees of PNMR Services Company PNMR Services
Company provides corporate services to TNMP per a shared services agreement.

At or For the
Year Ended
December 31,

2005
(In thousands)

TINMP Transactions With PNM
Electricity and energy scheduling service

billings to TNMP from PNM 824253
Electricity and energy schedulmg services payable $ 4,063
Transmission billings to TNMP from PNM $ 1,172
Transmission charges payable $ 174
Transmission billings from TNMP to PNM - $ 169
Transmission charges receivable , . § 26

TNMP Transactions with PNMR
Shared services billings to TNMP from PNMR $ 9,048.
Shared services payable - $ 2975

(21) New Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 153, "Exchanges of Nonmonetary Assets-An Amendment of
APB Opinion No. 29, Accounting for Nonmonetary Transactions” (“SFAS 153”). SFAS 153 eliminates the
exception from fair value measurement for nonmonetary exchanges of similar productive assets and replaces it with
an exception for exchanges that do not have commercial substance. SFAS 153 specifies that a nonmonetary
exchange has commercial substance if the future cash flows of the entity are expected to change significantly as a
result of the exchange. SFAS 153 is effective for fiscal periods beginning after June 15, 2005; and is required to be
adopted beginning on January 1, 2006. The Company is currently evaluating the effect that the adoption of SFAS
153 will have on its results of operations and financial condition but does not expect it to have a material impact.

In May 2005, the FASB issued SFAS No. 154, “dccounting Changes and Error Corrections” (“SFAS 1547).
SFAS 154 applies to all voluntary changes in accounting principle, and changes the requirements. for accountmg for
and reporting of a change in accounting principle. SFAS 154 requires retrospective application to prior periods’
financial statements of a voluntary change in accounting prmc1p]e unless it is nnpractlcable Prior accounting rules
required that most voluntary changes in accounting principle be recogmzed by including in net income of the period
of the change the cumulative effect of changing to the new accounting principle. SFAS 154 will i improve financial
reporting because its requirements enhance the consistency of financial information between periods. SFAS 154
requires that a change in the method of depreciation, amortization, or depletion for long-lived, non-financial assets
be accounted for as a change in accounting estimate that is affected by a change in accounting principle. Previously,
such a change was reported as a change in accounting principle. SFAS 154 is effective for accounting changes and
corrections of errors made in fiscal years beginning after December 15, 2005. The Company does not expect that
the adoption will have a significant effect on its results of operations or financial condition when adopted.

In November 2005, the FASB issued Staff Position Nos. FAS 115-1 and 124-1, “The Meaning of Other-

Than-Temporary Impazrment and Its Application to Certain Investments” (“FSP 115-1 and 124-17). FSP 115-1 and
124-1 provides guidance in determining when an investment is impaired, whether that impairment is other-than-
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temporary and the measurement of an impairment loss. FSP 115-1-and 124-1 is applicable to reporting periods
beginning January 1, 2006. The adoption of FSP 115-1 and 124-1 is not expected to have a material impact on the
Company’s Consohdated Financial Statements. :

(22) Subsequent Event

In January 2006, Altura, an indirect wholly owned subsidiary of PNMR, entered into an agreement with

-subsidiaries of Sempra to purchase the Twin Oaks power facility in an acquisition of assets for $480.0 million in
‘cash. PNMR and Sempra are also parties to the agreement and have agreed to provide parental guarantees for

certain obligations of their respective subsidiaries relating to the acquisition.

The Twin Oaks power facility is a 305 MW coal-fired power plant located 150 miles south of Dallas, Texas.
Under the agreement, substantially all of the assets and contractual commitments relating to Twin Oaks are to be
transferred to Altura upon closing, including fuel supply and power purchase and sale agreements. The agreement
also includes the development rights for a possible 600 MW expansion of the plant. The necessary, permits are
expected to be granted in 2007. An additional $2.5 million payment will be made to Sempra upon the issuance of an
air permit for the expansion and an additional $2.5 million will be paid upon Altura beginning construction of the
expansion.

The transaction is expected to close no earlier than April 17, 2006, subject to third-party consents and ant'i—‘
trust clearance under the Hart-Scott-Rodino Act. PNMR has arranged for bridge financing to close the transaction.
It is expected that the permanent financing will come from the issuance of debt and equity.
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(23) Quarterly Operating Results (Unaudited)

PNMR

December 31,2005, 2004 and 2003

The unaudited operating results for PNMR by quarters for 2005 and 2004 are as follows: -

2005:

Operaﬁng ‘Revenues

Operating-Income

Net Earnings Before Cumulative Effect
of Change in Accounting Principle

Net Earnings

Net Earnings Per Share (Basic):

Net Eamings Before Cumulative Effect
of Change in Accounting Principle

Net Earnings

Net Earnings Per Share (Diluted):

Net Earnings Before Cumulative Effect
of Change in Accounting Principle

Net Earnings

2004:

Operating Revenues

Operating Income

Net Earnings

Net Earnings Per Share (Basic)
Net Eamings Per Share (Diluted)

‘ Quartel"'aEnded

March 31 June 30 September 30 December 31

"(In thousands, except per share amounts)
$427,913 $405254. ©  $597,117 $646,526
37,557 14,458 ' 49,685 35,669
30,509 1,541 28,483 7,620
30,509 1,541 28,483 6,694
0.50 0.02 S 0.41 0.11
0.50 0.02 0.41 0.10
0.50 0.02 0.41 0.11
0.50 0.02 0.41 0.10
$437,372 $370,403 $386,855 $410,162
33,534 22,264 32,215 24,885
24,778 16,849 27,417 18,642
0.41 0.28 0.45 0.31
0.41 0.28 0.45 0.30

(a) In 2005, PNMR adopted FIN 47 and recognized a cumulative effect of a change in accounting principle
that decreased 2005 earnings $0.9 million, net of the income tax benefit, or $0.01 per diluted common share.

In the opinion of management of PNM, all adjustments (consisting of normal recurring accruals) necessary
for a fair statement of the results of operations for such periods have been included.
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PNM

The unaudited operating results for PNM by quarters for 2005 and 2004 are as follows:
_ Quarter Ended
March 31 June 30 September 30 December 31
. (In thousands, except per share amounts)
2005: , ,
Operating Revenues $427.676 $352,266 $403,532 $491,983
Operating Income 38,655 9,166 18,098 10,413
Net Earnings Before Cumulative Effect :
of Chahge in Accountin.g Principle 32,354 3,998 11,134 5,106
Net Earnings 32,354 3,998 11,134 4,600
2004:
Operating Revenues 8437121 $370,275 $386,677 $409,894
Operating Income 35,131 21,679 33,566 27,996
Net Eamings 27,357 15,791 27,548 21,170

(a) In 2005, PNM adopted FIN 47 and recognized a cumulative effect of a change in accounting principle that

decreased 2005 earnings $0.5-million, net of the income tax benefit.

In the opinion of management of PNM, all adjustments (consisting of normal recurring accruals) necessary

for a fair statement of the results of operations for such periods have been included.
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TNMP

The unaudited operating results for TNMP: by quarters for 2005 and 2004 are as follows:

Quarter/Period Ended
Pre-Acquisition * ‘ . Post-Acquisition*
, April 1- :
March 31 ~ June 6 June 6-30 September 30 December31
(In thousands) ' o
2005: _
Oper’atingv Revenues o $ 65,882 $ 46938 $ 19,235 _ $" 71,441 $ 63 674
Operating Income 12,370 _ 9,169 | 4105 B 15,214 - ‘ . 10 627 '
Net Earnings Before o »
Cumulative Effect
of Change in
Accounting Principle 2,876 6,384 : 2,547 9,643 . 5 641»
Net Earnings 2,876 6,384 2,547 9,643 5 260 (a)
Quarter Ended : .
March 31 June 30 September 30 December 31
(In thousands)
Pre-Acquisition * | |
2004:
Operating Revenues $ 61,653 $ 65,069 $ 74,732 $ 68,211
Operating Income 11,563 12,384 17,080 13,745
Net Earnings Before Extraordinary Item 4,744 5,600 10,809 25,490
Extraordinary Item - (97,836) (b) - -
Net Earnings 4,744 (92,236) 10,809 25,490

(a) In 2005, TNMP adopted FIN 47 and recognized a cumulative effect of a change in accounting principle
that decreased 2005 earnings $0.4 million, net of the income tax benefit.

(b) During 2004, TNMP recorded an extraordinary loss of $97.8 million, net of tax of $57.3 million, related
to the PUCT true-up proceeding regarding TNMP’s stranded costs. See Note 1.

* On June 6, 2005, PNMR completed the acquisition of TNP, parent company of TNMP, effective at 8:00 AM
Central Daylight Time.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM -

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

We have audited the consolidated financial statements.of PNM Resources, Inc. and subsidiaries and Public Service
Company of New Mexico and subsidiary (colléctively, the.“Companies”) as of December.31, 2005 and 2004, and
for each of the three yeafs in the period ended December 31, 2005, management's assessment of the effectiveness of
the Companies’ internal control over financial reporting as. of December 31, 2005, and the effectiveness. of the
Conipanies’ internal control over financial reporting.as of December.31, 2005, and have issued our reports thereon -
dated March 8;:2006(which reports express unqualified:opinions and include explanatory paragraphs regarding the
adoption of ‘Statement of Financial Accountirig Standards No. 143, Accounting for Asset Retirement Obligations,
effective January 1, 2003, and Financial Accounting Standards Board Financial Interpretation No. 47, Accounting
Jor Conditional Asset Retirement Obligations in 2005, the change in actuarial valuation measurement date for the
pension plan and other post-retirement benefits from September 30 to December 31, during 2003, and PNM
Resources, Inc.’s acquisition of TNPEnterprises, Inc. in 2005); suchiconsolidated financial statements and reports
are included elsewhere in this Form 10-K. Our audits also included the financial statement schedules of the
Companies listed.in Item 15. These financial statement schedules are the responsibility of the Companies’
management. Our responsibility is to express an opinion based on our audits. In our opinion, such financial
statement schedules, when considered in relation to the basic consolidated financial-statements.taken as a whole;. .
present fairly, in all material respects, the information set forth therein.

/s{ DELOITTE & TOUCHE LLP

Philadelphia, Pennsylvania
March 8, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Texas-New Mexico Power Company
Fort Worth, Texas -

We have audited the consolidated financial statements of Texas:New Mexico Power Company and subsidiaries -
(collectively, the “Company”’) as of December 31, 2005 and 2004 and the periods June 6, 2005 to December 31, -
2005, January 1, 2005 to June 6, 2005 and each of the years ended December 31, 2004 and 2003, and have issued
our report thereon dated March 8, 2006 (which report expresses an unqualified opinion and includes explanatory
paragraphs regarding PNM Resources, Inc.’s acquisition of Texas-New Mexico Power Company and its parent TNP
Enterprises, Inc. in 2005 and the adoption of Financial Accounting Standards Board Financial Interpretation No. 47,
Accounting for Conditional Asset Retirement Obligations in 2005); such consolidated financial statements and report
are included. elsewhere in this Form 10-K. Our audit also included the financial statement schedule of the Company
listed in Item 15. The financial statement schedule is the responsibility of the Company's management. Our
responsibility is to express an opinion based on our audit. In our opinion, such financial statement schedule, when
considered in relation to the basic consolidated financial statement taken as a whole, presents fairly, in.all material
respects, the information set forth therein. SRR :

/s/ DELOITTE & TOUCHE LLP

Philadelphia, Pennsylvania
March 8, 2006
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SCHEDULE 1

PNM RESOURCES, INC.

CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY

BALANCE SHEETS

Assets
Cash and cash equivalents
Intercompany receivables
Other current assets
Total current assets

Property, plant and equipment, net of accumulated
depreciation of $7,063 and $10,066

Long-term investments.

Investment in subsidiaries

Other long-term assets
Total long-term assets

Total Assets

Liabilities and Stockhelders' Equity
Short-term debt '
Current liabilities
Long-term debt
Other long-term liabilities
Total liabilities

Common stock outstanding (no par value, 120,000,000 shares authorized:

issued 68,786,286 and 60,464,595 at December 31, 2005 and 2004, respectively)
Accumulated comprehensive income, net of tax
Retained earnings

Total common stockholders' equity

Total Liabilities and Stockholders’' Equity

See notes to the consolidated financial statements.
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As of December 31,

2005

2004

(In thousands)

$ 12219 $ 388
144,510 81,886
14,390 14,560
171,119 796,334
20,289 47,343
8,220 22,001
1,811285 . 1,091,997
15,999 7,261
71,855,793 . . 1,168,602
$2,026,912 $1,265,436
$ 194,000 S 34,000
94,348 34,476
343,463 147
16,809 7421
648,620 76,044
813,425 638,826
244 -
564,623 550,566
1,378,292 1,189,392
$2,026,912 $1,265,436




PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
STATEMENTS OF EARNINGS

Year ended December 31,

2005 2004 2003
(In thousands)
Operating revenues b - $ - $ 24,999
Operating expenses 14,303 5,157 21,974
Operating income (loss) (14,303) (5,157 - 3,025
Other income and deductions: P '
Equity in earnings of subsidiaries 93,344 90,176 - - 94,105
Other income 3,775 1,258 - 2,600
Other deductions (32,426) (932) (5,207)
Net other income and deductions 64,693 90,502 - 91,498 -
Income before income taxes , - 50,390 85,345 94,523
Income tax benefit (16,877) (2,341) . (1,451)
Ne}t‘Earnings Before Cumulative Effect of Changes in ,
Accounting Principles . 67,267 87,686 95,974
Cumulative effect of changes in accounting principles, net of .
tax expense of $26, $0 and $525 40 - (801).
Net Earnings $ 67,227 $ 87,686 $ 95,173

See notes to the consolidated financial statements.
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SCHEDULE I
PNM RESOURCES, INC.

CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
STATEMENTS OF CASH FLOWS

Cash Flows From Operating Activities:
Net earnings
Adjustments to reconcile net earnings to net cash flows
from operating activities:
Depreciation and amortization
Allowance for equity funds used during construction
Accumulated deferred income tax
Equity in earnings of subsidiaries
Equity-linked units charge
Other _
Changes in certain assets and liabilities:
Other assets
Accounts payable
Accrued income tax
Other liabilities
Net cash flows provided (used) from operating activities
Cash Flows From Investing Activities:
Property plant and equipment
Redemption of short-term investments
Luna investment
Investment in subsidiaries
Sale of bond investment
Cash dividends from subsidiaries
EIP sale
Equity contribution to subsidiaries
Other
Net cash flows provided (used) in investing activities
Cash Flows From Financing Activities:
Short-term borrowings
Long-term debt repayments
Long-term debt borrowings
Issuance of common stock
Exercise of employee stock options
Dividends paid
Change in intercompany accounts
Other
Net cash flows generated (used) by financing activities
Increase (Decrease) in Cash and Cash Equivalents
Beginning of Year
End of Year
Supplemental cash flow disclosures:
Interest paid, net

Income taxes refunded, net

Non-cash dividends from subsidiaries

Year Ended December 31,

2005

2004

2003

(In thousands)

$ 67,227 $ 87,686 $ 95,173
677 2,604 1,735
- (66) (3%
(6,281) 2,131 6,213
(93,344) (90,176) (94,105)
11,348 - -
(2,123) - -
(9,039) (9,030) (1,591)
(2,992) 1,053 4,328
77,554 (28,013) 6,473
. (28,360) 14,999 20,711
14,667 (18,812) 38,899
(615) (7,256) (9,363)
- - 80,291
(13,379)
(557,229) - -
- 12,247 -
140,500 23,000 49,581
- - 36,925
- - (139,257)
478 174 (8,207)
(416,866) 14,786 9,970
160,000 33,282 -
- - (26,152)
347,250 - -
101,231 - -
(9,735) (16,430) (9,639)
(51,128) (38,263) (36,115)
(135,620) 24,980 23,592
2,032 - 290
414,030 3,569 (48,024)
11,831 (457) 845
388 845 -
$ 12,219 $ 388 $ 845
$ 16,780 $ (3,145 $ 576
$  (4,179) $  (3,098) $ (18,070)
$ 13,150 $ - $ -

See notes to the consolidated financial statements.
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SCHEDULE 11

PNM RESOURCES, INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions
Balance at Charged to Charged to
beginning of costs and other Write-off Balance
Description year expenses accounts adjustments end of y«
' (In thousands)
Allowance for doubtful accounts, .
year ended December 31:
2003 » , $ 15,575 $ (3,540) 3 - $ 2,751 $ 9.2
2004 § 9,284 $ 1,731 3 - $ 9,686 $ 1.3
2005 $ 1,329 $ 2,780 $ 1,611 (@) $ 2,067 $ 36
(b) Allowance for market and credit
volatility year ended December 31:
- 2003 ~ $ 2,433 $ (2,433) i - $ - $
2004 $ - § 110 5 164 $ 210 $
2005 $ 64 $ 115 $ - $ 6 $ 1

(a)  Represents the TNP allowance for doubtful accounts at June 6, 2005.

(b)  Recorded in other deferred credits on the Consolidated Balance Sheets.

B-138



SCHEDULE II
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 Write-off Balance at
Description ' year expenses accounts adjustments end of year
(In thousands)
Allowance for doubtful accounts,
year ended December 31: . -
2003 $ 15,575 $ (3,540) $ - § 2,751 $ 9,284
2004 $ 9,284 $ 1,731 $ - $ 9,686 | $ 1,329
2005 $ 1,329 § 140 A - $ 34 $ 1,435
‘a)  Allowance for market and credit
volatility year ended December 31:
2003 § 2433 08 (2,433) 5 - $ - A -
2004 $ - § 110 § 164 $ 210 $ 64
2005 $ 64 $ 115 $ - $ 6 $ 173

(a)  Recorded in other deferred credits on the Consolidated Balance Sheets.
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SCHEDULE 11
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 Write-off Balance
Description . : year expenses accounts adjustments end of y¢

(In thousands)
Allowance for doubtful accounts, v
year ended December 31:
Pre-Acquisition *

2003 $ 172 $ 3s8 $ - $ 174 $3
2004 $ 3356 $ (39 $ - $§ 126 $ 1
January 1 — June 6, 2005 $ 191 $ (68) $ - § 52 $

Post-Acquisition * .
June 6 — December 31, 2005 $ 7 $ 100 3 - $ 71 $ 1

* On June 6, 2005, PNMR completed the acquisition of TNP, parent company of TNMP, effective at 8:00 AM
Central Daylight Time.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND |
FINANCIAL DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES
(a) Evaluation of disclosure controls and procedures.

PNMR, PNM and TNMP each maintain disclosure controls and procedures designed to ensure that it is able
to collect the information it is required to disclose in the reports it files with the SEC, and to process, summarize and
disclose this information within the time periods specified in the rules of the SEC. Based on an evaluation of each
of the registrants’ disclosure controls and procedures as of the end of the period covered by this report conducted by
the registrants’ management, with the participation of the Chief Executive and Chief Financial Officers, the Chief
Executive and Chief Financial Officers believe that these controls and procedures are effective to ensure that each of
the registrants is able to collect, process, and disclose the information it is required to disclose in the reports it files
with the SEC within the required time periods.

(b) Management’s report on internal control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting appears on pages B-5 and B-6. These
reports are incorporated by reference herein. Management has excluded the acquired company, TNP, from their
report on internal control over financial reporting.  TNP’s results of operations are significant to the Company’s
consolidated financial statements. The financial statements of TNP Enterprises, Inc. and its subsidiaries reflect total
assets and revenues constituting 29 and 20 percent, respectively, of the related consolidated financial statement
amounts as of and for the year ended December 31, 2005. A material change in the Company’s internal control over
financial reporting due to the acquisition has been disclosed below.

(c) Changes in internal controls.

There have been no changes in the Company’s internal controls over financial reporting for the quarter ended
December 31, 2005, that have materially affected, or are reasonably likely to materially affect, the Company’s
internal control over financial reporting.

TNP Acquisition

With the acquisition, the Company developed an interface process in the second quarter to transfer the
financial reporting information from TNP to the system that the Company uses to produce its consolidated financial
statements for internal and external reporting. This was the only material change in internal control that resulted
from the acquisition. The Company is currently undergoing a diligent effort to ensure TNP’s compliance with
Section 404 of the Sarbanes-Oxley Act of 2002. As integration activities occur, the Company continues to integrate
the Company’s internal controls. This effort will continue until June of 2006, at which time TNP is required to be in
compliance with the Act.

ITEM9B. OTHER INFORMATION

None.
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PART HI

ITEM10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

Reference is hereby made to “Proposal 1: Election of Directors” in the Company’s Proxy Statement relating
to the annual meeting of stockholders to be held on May 16, 2006 (the “2006 Proxy Statement™), to PART I,
SUPPLEMENTAL ITEM - “EXECUTIVE OFFICERS OF THE COMPANY™ in this Form- 10-K, “Other Matters”
- “Section 16(a) Beneficial Ownership Reporting Compliance” ‘and “Code of Ethics” in the 2006 Proxy Statement.
The Company intends to satisfy the disclosure requirements of Form 8-K relating to amendments to the Company’s
code of ethics applicable to its senior executive and financial officers by posting such information on its Internet
website. Information about the Company’s website is included under Part I, Item 1 - “Company Website.”

The Company’s common stock and the publicly issued equity-linked units are listed on the New York Stock
Exchange. As a result, the Company’s Chief Executive Officer is required to make an annual certification to the
New York Stock Exchange stating that he was not aware of any violations by the Company of the New York Stock
Exchange corporate governance listing standards. The Company’s Chief Executive Officer made the most recent
certification to the New York Stock Exchange on June 10, 2005.

ITEM 11. EXECUTIVE COMPENSATION

Reference is hereby made to “Executive Compensation”, “Retirement Plan and Related Matters”,
“Employment Contracts, Termination of Employment and Change in Control Agreements” and ‘“Director
Compensation” in the 2006 Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

Reference is hereby made to “PNM Resources Common Stock Owned by Executive Officers and Directors,”
“Ownership of More Than Five Percent of PNM Resources Common Stock” and “Equity Compensation Plan
Information” in the 2006 Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
Reference is hereby made to the 2006 Proxy Statement for such disclosure as may be required by this item.
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Reference is hereby made to “Audit and Ethics Committee Report” and “Independent Auditor Fees” in the
2006 Proxy Statement. Independent auditor fees for PNM and TNMP are reported in the 2006 Proxy Statement for
PNMR. All such fees are fees of PNMR. TNMP auditor fees are included from the date of PNMR’s acquisition of
TNP, June 6, 2005. :

The following table represents aggregate fees billed to TNMP for the period of January 1 through June 6,
2005 and the year ended December 31, 2004 by Deloitte & Touche LLP, TNMP’s principal accounting firm.

January 1 - Year Ended
June 6, 2005 December 31, 2004
(In thousands)

Audit Fees (a) $124 $467
Audit-related Fees (b) 45 28
Tax Fees (¢) : 4 5
All Other Fees - -
Total Fees $173 $500




The relevant Audit Committee pre-approved all audit fees in 2005 and 2004.

(a)  Audit fees represent fees for professional services provided in connection with thé audit of financial
statements and réview of quarterly financial statements and audit services provxded in connectlon with
other statutory or regulatory filings.

(b) - Audit-related fees consisted pnmanly of accounting consultations, employee beneﬁt plan audits, and

other attestation services.

() Includes fees for tax comphance tax plannmg and tax adv1ce
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a) ~ 1. See Index to Financial Statements under Item 8.
(a) — 2. Financial Statement Schedules for the years 2005, 2004, and 2003 are omitted for the reason that
they are not required or the information is otherwise supplied under Item 8. ‘

(a) — 3-A.Exhibits Filed:

Exhibit - Description
No.
2.1 PNMR. - Purchase and Sale: Agreement, dated as of January 14, 2006 among Twin

Oaks Power LP, Twin Oaks Power III, LP, Sempra Energy, Altura Power
L.P. and PNM Resources (Confidential treatment was requested for portions
of the exhibit, and such portions were omitted from this exhibit filed and
were filed separately with the Securities and Exchange Commlssxon)

4.6 PNMR Pledge Agreement, dated as of October 7, 2005 between PNMR and U.S.
Bank National Association '

4.9 PNMR.. - - Remarketing Agreement, dated as of October 7, 2005, among PNMR, Banc
of America Securities LLC, as remarketing agent and U.S. Bank National
Association as purchase contract agent.

4.10 PNMR Registration Rights Agreement, dated as of October 7, 2005, bet-\:&een
PNMR, as issuer and Cascade Investment, LLC, as initial holder.

10.13 PNM Dividend, Assignment and,A‘”s‘surnption Agreement, dated November 18,
2005 between PNMR Development and Management Corporation and PNM

10.24** PNMR Form of the award agreement for restricted stock rights granted after 2005
under the Omnibus Performance Equity Plan

10.31%* PNMR 2006 Officer Incentive Plan

10.43** PNMR ’ Third Amendment to the PNM Resources, Inc Non-Union Severance Pay

Plan effective October 1, 2005

10.132 PNM Stipulation in the matter of PNM’s application for approval of a certificate
' of public convenience and necessity for the Afton Generating Station, Case
No. 05-00275-UT, dated November 30, 2005

12.1 ‘ PNMR Ratio of Earnings to Fixed Charges
12.2 PNMR Ratio of Earnings to Combined Fixed Charges and Preferred Stock
' D1v1dends A
21V | PNMR Certam subsidiaries of PNM Resources Inc.
23.1.- PNMR Consent of Deloitte & Touche LLP for PNM Resources, Inc.
23.2 PNM Consent of Deloitte' & Touche LLP for Public Service Company of New
Mexico
233 TNMP Consent of Deloitte & Touche LLP for Texas-New Mexico Power Company
31.1 PNMR Chief Executive Officer Certification Pursuant to Section 302 of the

Sarbanes-Oxley Act of 2002

31.2 PNMR Chief Financial Officer Certification Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002
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Exhibit
No.
31.3

314
31.5
316

321

322
323

324
325

32.6

Description

Chief Executive Officer Certification Pursgant to Section 302 of the
Chief Financial Officer Certification Pursuant to Section 302 of the

Chief Executive Officer Certification Pursuant to Section 302 of the
Chief Financial Officer Certification Pursuant to Section 302 of the
Chief .Exe(‘:uti;/e Officer Cértiﬁcation Pursuant to Section 906 of the

Chief Financial Officer Certiﬁcation Pursuant to Section 906 of the
Chief Executive Officer Certification Pursuant to Section 906 of the

Chief F inanéial Officer Certification Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 7

Chief Executive Officer Certification Pursuant to Section 906 of the

PNM
Sarbanes-Oxley Act of 2002
PNM
Sarbanes-Oxley Act of 2002
TNMP
Sarbanes-Oxley Act of 2002
TNMP
' Sarbanes-Oxley Act of 2002
PNMR
7 Sarbanes-Oxley Act of 2002
PNMR
Sarbanes-Oxley- Act of 2002
“PNM
Sarbanes-Oxley Act of 2002
PNM
TNMP
Sarbanes-Oxley Act of 2002
TNMP

Chief Financial Officer Certification Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

(a)—3-B. Exﬁibits Incorporated By Reference:

The documeﬁts listed below are being filed (as shown above) or have been previously filed on behalf of

PNM Resources, PNM or TNMP and are incorporated by reference to the filings set forth below pursuant to
Exchange Act Rule 12b-32 and Regulation S-K section 10, paragraph (d).

Exhibit No.

Plan of Acquisition

2.0

2.1

Description of Exhibit

Filed as Exhibit:

Stock Purchase Agreement, dated as of
July 24, 2004 by and between PNM
Resources and SW Acquisition, L.P

Purchase and Sale Agreement, dated as
of January 14, 2006 among Twin Oaks
Power LP, Twin Oaks Power III, LP,
Sempra Energy, Altura Power L.P. and
PNM Resources (Confidential treatment
was requested for portions of the
exhibit, and such portions were omitted
from this exhibit filed and were filed
separately with the Securities and
Exchange Commission)

Articles of Incorporation and By-laws

3.1

Articles of Incorporation of PNM
Resources, as amended through June 27,
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2.0 to PNM Resources’ Current Report
on Form 8-K filed July 28, 2004

2.1 to the Company’s Annual Report on
Form 10-K for the year ended December
31, 2005

3.1 to the Company’s Quarterly Report
on Form 10-Q for the quarter ended

Registrant(s)
File No:

333-32170
PNMR

1-32462
PNMR

1-32462
PNMR




Exhibit No.

3.2

33

34

3.5

3.6

Indentures}
PNMR
4.1

4.2

43

4.4

45

Description of Exhibit
2005

Restated Articles of Incorporation of
PNM, as amended through May 31,
2002 7 ‘

Articles of Incorporation of TNMP, as
amended through July 7, 2005

Bylaws of PNM Resources, Inc. with all
amendments to and including February
14,2006

Bylaws of PNM with all amendments to
and including May 31, 2002

Bylaws of TNMP as adoptéd on August
4,2005 :

Purchase Contract and Pledge
Agreement, dated as of March 30, 2005,
among PNMR, JPMorgan Chase Bank,
N.A., as Purchase Contract Agent, and
U.S. Bank Trust National Association,
as Collateral Agent, Custodial Agent
and Securities Intermediary, with Form
of Corporate Unit included as Exhibit A
and Form of Treasury Unit included as
Exhibit B thereto

Indenture, dated as of March 15, 2005,
between PNMR and JPMorgan Chase
Bank, N.A., as Trustee

Silpplemental Indenture No. 1, dated as
of March 30, 2005, between the -
Company and JPMorgan Chase Bank,
N.A. as Trustee, with Form of Senior
Note included as Exhibit A thereto

Remarketing Agreement, dated as of
March 30, 2005, among PNMR, Banc of
America Securities LLC, as
Remarketing Agent, and JPMorgan
Chase Bank, N.A., as Purchase Contract
Agent

Purchase Contract Agreement, dated as
of October 7, 2005, between PNMR and
U.S. Bank National Association, as
purchase contract agent, with Form of
Corporate Unit included as Exhibit A
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Filed as Exhibit:

June 30, 2005. .

3.1.1 to the Company’s Quarterly
Report on Form 10-Q for the quarter
ended June 30,2002

3.1.2 to the Company’s Quarterly

‘Report on Form 10-Q for the quarter

ended June 30, 2005

3.1 to the Compaﬁy’s Cﬁrrent Report on
Form 8-K filed February 17, 2006.

3.1.2 to the Company’s Report on Form
10-Q for the fiscal quarter ended June
30, 2002

3.2.3 to the Company’s Quarterly
Report on Form 10-Q for the quarter
ended June 30, 2005

10.1 to PNMR’S Currént Report on
Form 8-K filed March 31, 2005

10.2 to PNMR’s Current Report on
Form 8-K filed March 31, 2005

10.3 to PNMR’s Current Report on
Form 8-K filed March 31, 2005

104 to PNMR’S Cuﬁent Report on
Form 8-K filed March 31, 2005

4.10 to the Company’s Quarterly Report
on Form 10-Q for the quarter ended
September 30, 2005

Registrant(s)

File No:

1-6986
PNM

2-97230
TNMP

1-32462
PNMR

1-6986
PNM

2-97230
TNMP

1-32462
PNMR

1-32462
PNMR

333-32170

PNMR

1-32462
PNMR

1-32462
PNMR




Exhibit No.

4.6

4.7

4.8

4.9

410

PNM

4.11

4.12

4.13

4.14

Description of Exhibit

and Form of Treasury Unit included as
Exhibit B thereto

Pledge Agreement, dated as of Octob_ér
77, 2005, between PNMR and U.S. Bank
National Association

Indenture, dated as of October 7, 2005,
between PNMR and U.S. Bank National
Association, as trustee

Supplemental Indenture, dated as of
October 7, 2005, between PNMR and
U.S. Bank National Association, as
trustee, with Form of Senior Note
included as Exhibit A thereto

Remarketing Agreement, dated as of
October 7, 2005, among PNMR, Banc
of America Securities LLC, as
remarketing agent and U.S. Bank
National Association as purchase
contract agent.

Registration Rights Agreement, dated as
of October 7, 2005, between PNMR, as

issuer and Cascade Investment, LLC, as
initial holder.

Indenture of Mortgage and Deed of
Trust dated as of June 1, 1947, between
PNM and The Bank of New York
(formerly Irving Trust Company), as
Trustee, together with the Ninth
Supplemental Indenture dated as of
January 1, 1967, the Twelfth’
Supplemental Indenture dated as of
September 15, 1971, the Fourteenth
Supplemental Indenture dated as of
December 1, 1974 and the Twenty-
Second Supplemental Indenture dated as
of October 1, 1979 thereto relating to
First Mortgage Bonds of PNM

Fifty-third Supplemental Indenture,
dated as of March 11, 1998,
supplemental to Indenture of Mortgage
and Deed of Trust, dated as of June 1,
1947, between PNM and The Bank of
New York(formerly Irving Trust
Company), as trustee

Indenture (for Senior Notes), dated as of
March 11, 1998, between PNM and The
Chase Manhattan Bank, as Trustee

First Supplemental Indenture, dated as

E-4

Filed as Exhibit:

4.6 to the Company's Annual Report on
Form 10-K for the year ended December
31,2005

4.11 to the Company’s Quarterly Report
on Form 10-Q for the quarter ended

‘September 30, 2005

4.12 to the Company’s Quarterly Report
on Form 10-Q for the quarter ended
September 30, 2005

4.9 to the Company's Annual Report on
Form 10-K for the year ended December
31,2005

4.10 to the Company's Annual Report
on Form 10-K for the year ended
December 31, 2005

4-(d) to PNM’s Registration Statement
No. 2-99990 ' '

4.3 to PNM’s Quarterly Report on Form
10-Q for the quarter ended March 31,
1998 :

4.4 to PNM’s Quarterly Report on Form
10-Q for the quarter ended March 31,
1998

4.5 to PNM’s Quarterly Report on Form

Registrant(s)

File No:

1-32462
PNMR

1-32462
PNMR

1-32462

PNMR

1-32462
PNMR

1-32462
PNMR

2-99990
PNM

1-6986
PNM

1-6986
PNM

1-6986




Exhibit No.

4.15

4.16

4.17

418

4.19

4.20

4.21

4.22

TNMP
423

4.24

Description of Exhibit

of March 11, 1998, supplemental to
Indenture, dated as of March 11, 1998,
Between PNM and The Chase
Manhattan Bank, as Trustee

Second Supplemental Indenture, dated
as of March 11, 1998, supplemental to
Indenture, dated as of March 11, 1998,
Between PNM and The Chase
Manhattan Bank, as Trustee

Third Supplemental Indenture, dated as
of October 1, 1999 to Indenture dated as
of March 11, 1998, between PNM and
The Chase Manhattan Bank, as. Trustee

Fourth Supplemental Indenture, dated as
of May 1, 2003 to Indenture dated as of
March 11, 1998, between PNM and
JPMorgan Chase Bank (formerly The
Chase Manhattan Bank) as Trustee

Flfth Supplemental Indenture, dated as
of May 1, 2003 to Indenture dated as of
March 11, 1998, between PNM and
JPMorgan Chase Bank, as Trustee

Sixth Supplemental Indenture, dated as
of May 1, 2003 ‘to Indenture dated as’of
March 11, 1998, between PNM and
JPMorgan Chase Bank, as Trustee

Indenture (for Senior Notes), dated as of
August 1, 1998, between PNM and The
Chase Manhattan Bank, as Trustee

First Supplemental Indenture, dated
August 1, 1998, supplemental to
Indenture, dated as of August 1, 1998,
between PNM and The Chase
Manhattan Bank, as TAruystee

Second Supplemental Indenture, dated
September 1, 2003, supplemental to
Indenture, dated as of August 1, 1998,
between PNM and JPMorgan Chase
Bank (formerly, The ChaseManhattan
Bank), as Trustee

Indenture, dated January 1, 1999
between TNMP and JPMorgan Chase
Bank (successor to The Chase Bank of
Texas, N. A)), as Trustee

First Supplemental Indenture, dated
January 1, 1999, to Indenture, dated
January 1, 1999, between TNMP and
JPMorgan Chase Bank (successor to

E-5

Filed as Exhibit:

10-Q for the quarter ended March 31,
1998 . .

4.6 to PNM s Quarteﬂy Report on Form
10-Q for the quarter ended March 31,
1998

4.6.1 to PNM’s Annual Report on Form
10-K for the fiscal year ended December
31, 1999 : . v

-4.6.2 to PNM’s Quarterly Report on

Form 10-Q for the quarter ended June
30, 2003 .

4.6.3 to PNM’s Quarterly. Repor;f en
Form 10-Q for the quarter ended June .
30, 2003 S

4.6.4 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended June
30,2003

4.1 to PNM’s Registration Statement
No 33 53367

4.3 to PNM’s Current Report on Forrn
8-K Dated August 7, 1998 '

4.7.1 to PNM’s Quarterly Report on i
Form 10-Q for the quarter ended
September 30, 2003

4(w) to TNMP’s Annual Report on
Form 10-K for the year ended December
31, 1998

4(x) to TNMP’s Annual Report on Form
10-K for the year ended December 31,
1998

Registrant(s)
File No:

PNM

1-6986
PNM

1-6986-. -
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

333-53367
PNM

1-6986

PNM

1-6986
PNM

2-97230
TNMP

2-97230
TNMP



Exhibit No.

4.25

Material
Contracts

10.1

10.2

103

104 .

10.5 -

10.6

10.7

10.8

Description of Exhibit

The Chase Bank of Texas, N. A)), as
Trustee

Second Supplemental Indenture, dated
June 1, 2003, to Indenture, dated
January 1, 1999, between TNMP and
JPMorgan Chase Bank (successor to
The Chase Bank of Texas, N. A.), as
Trustee

Amended and Restated Credit
Agreement, dated as of August 15,
2005, among PNM Resources, Inc., the
lenders party thereto, Bank of America,
N.A., as administrative agent and
Wachovia Bank, National Association,
as syndication agent.

Amended and Restated Guaranty
Agreement, dated as of August 15,
2005, executed by PNM Resources, Inc.,
as Guarantor.

Joinder Agreement, dated as of
September 30, 2005, between TNMP, as
borrower and Bank of America, as
administrative agent

0Ol4 Credit Agreement, dated as of

~ November 15, 2004, among PNM -

Resources, the lenders party thereto,
Bank of America, N.A., as
administrative agent and Wachovia
Bank National Association, as
syndication agent

Unit Purchase Agreement dated as of
August 13, 2004 between PNM
Resources and Cascade Investment,
L.LC.

First Supplement to Unit Purchase
Agreement, dated as of June 4, 2005,
between PNMR and Cascade

Second Supplement to Unit Purchase
Agreement, dated as of July 1, 2005,
between PNMR and Cascade

Third Supplement to Unit Purchase
Agreement, dated as of August 12,
2005, between PNMR and Cascade and
Fourth Supplement to Unit Purchase
Agreement, dated as of September 30,
2005, between PNMR and Cascade

E-6

Filed as Exhibit:

4 to TNMP’s: Quarterly Report on Form
10-Q for the quarter ended June 30,
2003

10.1 to the Company’s Current Report
on Form 8-K filed August 19,.2005 .

10.1 to the Company’s Curre.nt Report
on Form 8-K filed August 19, 2005

10.3 to the Company’s Quarterly Report
-on Form 10-Q for the quarter ended

September 30, 2005

10.1 to PNM Resources’ Current Report
on Form 8-K filed November 18, 2004

99 to PNM Res_ources’ Current Report.
on Form 8-K filed August 19, 2004

99.2 to the Company’s Current Report
on Form 8-K filed June 10, 2005

99.1 to the Company’s Current Report
on Form 8-K filed July 8, 2005

10.4 and 10.5 to the Company’s
Quarterly Report on Form 10-Q for the
quarter ended September 30, 2005

Registrant(s)
File No:

2-97230
TNMP

1-32462
PNMR

1-32462
PNMR

2-97230
TNMP

333-32170
PNMR

333-32170
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR



Exhibit No.
10.9

10,10
10.11

10.12

10.13

10.14

10.15

10.16

10.17

Description of Exhibit

Investment Agreement dated as of June
6, 2005, between PNMR and TNP

PNM Resources, Inc. 3,400,000 Shares
of Common Stock Underwriting
Agreement dated March 23, 2005

PNM Resources, Inc. 4,300,000, 6.75%
Equity Units Underwriting Agreement
dated March 23, 2005

Credit Agreement dated as of August

17, 2005, among PNM, the lenders party
thereto, Wachovia Bank, National
Association, as administrative agent and
Union Bank of California, N.A., as
syndication agent

Dividend, Assignment and Assumption
Agreement, dated November 18, 2005
between PNMR Development and
Management Corporation and PNM
(Luna Energy Facility)

Purchase and Sale Agreement by and
between Duke Energy North America,
LLC, as seller, and PNM Resources,
Phelps Dodge Energy Services, LLC
and Tucson Electric Power Company, as
purchasers dated as of November 12,
2004

Distribution, Assignment and
Assumption Agreement dated February
24, 2005 among PNMR Development
and Management Corporation, Luna
Power, LLC, Tucson Electric Power

‘Company ("TEP") and Phelps Dodge

Energy Services, LLC ("Phelps")

Engineering, Procurement and
Construction Agreement, dated as of
February 24, 2005, among Fluor
Enterprises, Inc., as contractor and
PNMR Development and Management
Corporation, Tucson Electric Power
Company and Phelps Dodge Energy
Services, LLC (collectively referred to
as owner). (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)

Receivables Sale Agreement, dated as of
April 8, 2003, between PNM
Receivables Corp., as buyer and PNM

E-7

Filed as Exhibit:

10.1 to PNMR’s Current Report on
Form 8-K filed June 10, 2005 = -
10.1 to PNMR’s Current Report on.
Form 8-K filed March 29, 2005

10.2 to PNMR’s Current Report on
Form 8-K filed March 29, 2005 .

10.3 to the Company’s Current Report
on Form 8-K filed August 19, 2005

10.13 to the Company’s Annual Report

.on form 10-K for the year ended-

December 31, 2005

10.5 to the Company’s Annual Report
on Form 10-K for the year ended
December 31, 2004

10.136 to the Company’s Quarterly
Report on Form 10-Q for the quarter
ended March 31, 2005

10.137 to the Company’s Current
Report on Form 8-K filed October 12,
2005

10.89 to the Company’s Quarterly
Report on Form 10-Q for the quarter
ended June 30, 2003 ~ :

.//

/,

Registrant(s)

File No:

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-6986
PNM

1-6986
PNM

333-32170
PNMR

1-32462
PNMR

1-32462
PNMR

1-6986
PNM



Exhibit No.

10.18

10.19

10.20

10.21%**

10.22**

10.23**

10.24%*

10.25%*

10.26**

10.27**

Description of Exhibit

as originator

Receivables Purchase Agreement, dated
as of April 8, 2003, among PNM
Receivables Corp.; as seller, PNM, as
servicer, EagleFunding Capital
Corporation, as conduit investor, Fleet
National Bank, as an alternate investor
and Fleet Securities, Inc., as managing
agent and deal agent.

Amendment No.]1 to Receivables
Purchase Agreement dated June 19, .+
2003; Amendment No. 2 to Receivables
Purchase Agreement dated April 6, 2004
and Amendment No. 3 to Receivables
Purchase Agreement dated October 15,
2004, among PNM Receivables Corp.,
as seller, PNM, as servicer, the
Investors, Bank of America, N.A., as
successor in interest to -Fleet Securities,
Inc., as managing agent and deal agent

Consent and Waiver Dated as of April 5,
2005 to Receivables Purchase
Agreement Dated as of April 8, 2003
among PNM. Receivables:Corp., as:
seller, PNM, as servicer, the Investors,
Bank of America, N.A., as successor-in-
interest to Fleet Securities, Inc., as
managing agent and deal agent

PNM Resources, Inc. Amended and
Restated Omnibus Performance Equity
Plan dated May 17, 2005 (“PEP”) -

Form of the award agreement for non-
qualified stock options granted under the
PEP

Form of the award agreement for
restricted stock rights granted in 2004
and 2005 under the PEP -

Form of award agreement for restricted
stock rights granted after 2005 under the
PEP

Changes in Director Compensation
S

P /esources, Inc. Executive Savings
Plan dated December 29, 2003

PNM Resources, Inc. Executive Savings
Plan II dated December 15, 2004

E-8

~ Filed as Exhibit:

10.90 to the Company’s Quarterly
Report on Form 10-Q for the quarter
ended June 30, 2003

10.90.1 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended
September 30, 2004

10.9 to the Company’s Quarterly Report
on Form 10-Q for the quarter ended
June 30, 2005

4.1 to PNM Resources’ Form S-8
Registration Statement filed May 17,
2005

10.1 to'the Company’s Current Report
on Form 8-K filed February 17, 2006

10.2 to the Company’s Current Repbrt
on Form 8-K filed February 17, 2006

10.24 to the Company’s Annual Report
on Form 10-K for the year ended "
December 31, 2005

10.138“to.the Corhpany’s Quarterly
Report on Form' 10-Q for the quarter
ended March 31, 2005 :

10. 75 to PNM Resources and PNM s
Annual Report on Form 10-K for the
fiscal year ended December 31, 2003

4 to PNM Resources’ Registration
Statement on Form S-8, File No. 333-
12391, filed December 17, 2004

Registrant(s)
"File No:

1-6986
PNM

1-6986
PNM

1-6986
PNM

333-125010
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

333-32170
PNMR

333-12391
PNMR



Exhibit Ne.

10.28**

10.29**

10.30%*

10.31**

10.32%*

10.33%**

10.34**

10.35**

10:36**

10.37**

10.38%*

10.39**

10.40%*

Description of Exhibit

First Amendment to the PNM
Resources, Inc. Executive Savings Plan
11 effective June 3, 2005

Texas-New Mexico Company Excess
Benefit Plan, As Amended and Restated
Effective October 1, 1996.

Amendment to TNMP Excess Benefit
Plan, effective January 1, 2005

2006 Officer Incentive Plan

2005 Officer Incentive Plan Amended
(August 2, 2005)

Summary of Executive. Time Off Policy
Effective January 1, 2006

Restated and Amended Public Service
Company of New Mexico Accelerated
Management Performance Plan (1988)
(August 16, 1988) (refiled)

First Amendment to Restated and
Amended Public Service Company of
New Mexico Accelerated Management

: Performance Plan (1988) (August 30, -

1988) (refiled)

Second Amendment to Restated and
Amended Public Service Company of
New Mexico Accelerated Management
Performance Plan (1988) (December 29,
1989) (refiled) ‘

Second [Third] Amendment to the
Restated and Amended Public Service
Company of New Mexico Accelerated
Management Performance Plan (1988)
dated December 8, 1992 :

Fourth Amendment to the Restated and
Amended Public Service Company of
New Mexico Accelerated Management
Performance Plan, as amended effective
December 7, 1998

Fifth Amendment dated November 27,
2002 to the Restated and Amended
PNM Resources, Inc. Accelerated
Performance Management Plan

Sixth Amendment dated December 9,

E-9

Filed as Exhibit:

10.56.1 to the Company’s Quarterly
Report on Form 10-Q for the quarter
ended June 30, 2005

-10.63 to the Company’s Quarterly

Report on Form 10-Q for the quarter
ended June 30, 2005

10.1 to the Company’s Current Report
on Form 8-K filed December 14, 2005

10.31 to the Company’s Annual Report
on Form'10-K for the year ended
December 31, 2005

10.30 to the Company’s Quarterly.
Report on Form 10-Q for the quarter
ended September 30, 2005

10.31 to the Company’s Quarterly
Report on Form 10-Q for the quarter
ended September 30, 2005

10.23 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1998

10.23.1 to PNM’s Annual Report on
Form 10-K for fiscal year ended
December 31, 1998

10.23.2 to PNM’s Annual Report on
Form 10-K for fiscal year ended-
December 31, 1998

10.22.1 to PNM's Annual Report on
Form 10-K for fiscal year ended
December 31, 2004.

10.23.4 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31, 1999

10.23.5 to the Company’s Annual
Report on Form 10-K for the fiscal year
ended December 31, 2002

10.23.6 to the Company’s Annual

Registrant(s)

File No:
1-32462
PNMR

2-97230
TNMP

2-97230
TNMP
1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

333-32170
PNMR

333-32170




Exhibit No.

10.41**

10.42**

10.43**

10.44**

10.45%*

10.46**

10.47**

10.48**

10.49**

10.50**

10.51**

10.52**

s

10.53**

Description of Exhibit

2003 to the PNM Resources, Inc.
Restated and Amended Accelerated
Performance Management Plan

Non-Union Severance Pay Plan of PNM
Resources, Inc. dated November 19
2004 -

First Amendment to the PNM
Resources, Inc. Non-Union Severance
Pay Plan effective April 1, 2005 and
Second Amendment to the PNM
Resources, Inc. Non-Union Severance
Pay Plan effective June 6, 2005.

Third Amendment to the PNM
Resources, Inc. Non-Union Severance
Pay Plan effective October 1, 2005

PNM Service Bonus Plan dated October
23,1984

First Amendment dated Novembef 20,
1985 to PNM Service Bonus Plan

Second Amendment dated December
29, 1989 to PNM Service Bonus Plan

Second [Third] Amendment dated
December 7, 1998 to PNM Service
Bonus Plan

Fourth Amendment dated November 27,
2002 to PNM Resources, Inc. Service
Bonus Plan

Fifth Amendment dated December 9,
2003 to PNM Resources, Inc. Service
Bonus Plan

Public Service Company of New
Mexico OBRA ‘93 Retirement Plan
effective November 15, 1993-

First Amendment to the Public Sérvice
Company of New Mexico OBRA ’93
Retirement Plan, as amended effective
December 7, 1998

Second Amendment dated November
27, 2002 to the PNM Resources, Inc.
OBRA ’93 Retirement Plan

Third Amendment dated December 9,
2003 to the PNM Resources, Inc. OBRA
’93 Retirement Plan

E-10

Filed as Exhibit:

Report on Form 10-K for the fiscal year
ended December 31, 2003

10.31 to the Company’s Annual Report
on Form 10-K for the fiscal year ended

-December. 31, 2004

10.31.1 and 10.31.2 to the Company’s
Quarterly-Report on Form 10-Q for the
quarter ended June 30, 2005

10.43 to the Company’s Annual Report
on Form 10-K for the fiscal year ended
December 31, 2005

19.4 to PNM’s Quarterly Report on
Form 10-Q or.the quarter ended
September 30, 1988

10.11.1 to PNM’s Annual Report on
Form 10-K for the fiscal year ending
December 31, 1985

10.27.2 to PNM’s Annual Report on
Form 10-K for the fiscal year ending
December 31, 1989

10.45 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31, 1999

10.45.4 to the Company’s Annual
Report.on Form 10-K for the fiscal year
ended December 31, 2002

10.45.5 to the Company’s Annual
Report on Form 10-K for the fiscal year
ended December 31, 2003

10.4 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended
September 30, 1993

10.48.1 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31, 1999 :

10.48.2 to the Company’s Annual
Report on Form 10-K for the year ended
December 31, 2002

10.48.3 to the Company’s Annual
Report on Form 10-K for the year ended
December 31, 2003

Registrant(s)
File No:
PNMR

333-32170
PNMR

1-32462
PNMR

1-32462
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

333-32170
PNMR

333-32170
PNMR

1-6986
PNM

1-6986
PNM

333-32170
PNMR

333-32170
PNMR



Exhibit No.

10.54**

10.55%*

10.56**
10.57**
10.58%*
10.59%*

10.60*f

1(‘).61**‘
10;62*:*
10.63**
10.64**
10.65%*

10.66**

Description of Exhibit

Public Service Company of New
Mexico Section 415 Plan dated January
1, 1994

First Amendment dated December 7,
1998 and Second Amendment dated
August 7, 1999 to PNM Section 415
Plan and Third Amendment dated
November 27, 2002 to the PNM
Resources, Inc. Section 415 Plan

Fourth Amendment dated December 9,
2003 to the PNM Resources, Inc.

Section 415 Plan

PNM Resources, Inc. Officer Retention
Plan dated October 21, 2003

First Amendment to PNM Resources,
Inc. Officer Retention Plan dated
December 16, 2004

PNM Resources Executive Spending
Account Plan dated December 9, 2003

First Amendment to PNM Resources
Executive Spending Account Plan
effective January 1, 2004

Third Restated and Amended Public
Service Company of New Mexico
Performance Stock Plan effective March
10, 1998

First Amendment to the Third Restated
and Amended Public Service Company
of New Mexico Performance Stock Plan
Dated February 7, 2000

Second Amendment to the Third
Restated and Amended Public Service
Company of New Mexico Performance
Stock Plan, effective December 7, 1998

Third Amendment to the Third Restated
and Amended Public Service Company
of New Mexico Performance Stock
Plan, effective December 10, 2000

Fourth Amendment to Third Restated
and Amended Public Service Company
of New Mexico Performance Stock Plan
dated December 31, 2001

Fifth Amendment to the Third Restated
and Amended PNM Resources, Inc.

E-11

- Filed as Exhibit:

10.50 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1993 '

10.50.1 to the Company’s Annual
Report in Form 10-K for the fiscal year
ended December 31, 2002

10.50.2 to the Company’s Annual
Report in Form 10-K for the fiscal year
ended December 31, 2003 .

10.51 to the Company’s Annual Report
in Form 10-K for the fiscal year ended
December 31, 2003

10.46 to the Company’s Annual Report
in Form 10-K for the fiscal year ended
December 31, 2004

10.52 to the Company’s Annual Report
on Form 10-K for fiscal year ended -
December 31, 2003

10.52.1 to PNM'’s Quarterly Report on
Form 10-Q for the quarter ended March
31,2004 :

10.74 to PNM's Quarterly Report on
Form 10-Q for.the quarter ended March
31,1998 :

10.74.1 to PNM's Quarterly Report on
Form 10-Q for the quarter ended March
31, 2000

10.74.2 to PNM's Annual Report on
Form 10-K for the fiscal year ended
December 31, 2000

10:74.3 to PNM’s Annual Report on.
Form 10-K for the fiscal year. ended
December 31, 2000

4.3.5 to PNM Resources’ Post-Effective
Amendment No. 1 to Form S-8

Registration Statement filed December
31, 2001

10.74.5 to the Company’s Quarterly
Report on Form 10-Q for the quarter

Registrant(s)

File No:
1-6986
PNM

333-32170
PNMR

333-32170
PNMR

333-32170
PNMR -

333-32170
PNMR -

333-32170
PNMR

333-32170
PNMR

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

333-03303
PNMR

333-32170
PNMR



Exhibit No.

10.67**

10.68**

10.69%*
10.70%*
10.71*;“ |
10.72**
10.73%*
10.74%*
10.75%*

10.76

10.77

Description of Exhibit

Performance Stock Plan dated
September 6, 2002

PNM Resources, Inc.
Director Retainer Plan,
dated December 31, 2001

First Amendment dated

February 17, 2003 to

PNM Resources, Inc. Director Retainer
Plan

Supplemental Employee Retirement
Agreement, dated March 14, 2000 for
Patrxck T. Ortlz

Supplemental Employee Retirement

Agreement, dated March 22, 2000 for
Jeffry E. Sterba

Retention Bonus Agreement executed
October 31, 2003 for Jeffry Sterba

PNM Resources Ofﬁeer Life Insurance
Plan dated April 28, 2004

First Amendment to PNM Resources -
Officer Life Insurance Plan dated
December 16, 2004

‘Long Term Care Insurance Plan

effective January 1, 2003

Executive Long Term Disability
effective January 1, 2003

Supplemental Indenture of Lease

dated as of July 19, 1966 between PNM
and other participants in the Four
Comers Project and the Navajo ' Indian
Tribal Council

Amendment and Supplement No. 1 to
Supplemental and Additional Indenture
of Lease dated April 25, 1985 between
the Navajo Tribe of Indians and Arizona
Public Service Company, El Paso
Electric Company, Public Service
Company of New Mexico, Salt River
Project Agricultural Improvement and
Power District, Southern California
Edison Company, and Tucson Electric
Power Company (refiled)

E-12

Filed as Exhibit:

ended September 30, 2002

4.3 to PNM Resources, Inc.
Post-Effective Amendment No. 1 to
Form S-8 Registration Statement ﬁled
December 31, 2001 ¢

10.40.1 to the Company’s Quarterly
Report on Form 10-Q for the quarter . .
ended March 31, 2003 oo

10.80 to PNM's Quarterly Report on'.
Form 10-Q for the quarter ended Maréh
31, 2000

10.81 to PNM's Quarterly Report on
Form 10-Q for the quarter ended March
31,2000

10.83 to the Company’s Annnal Report
on Form 10-K for the year ended
December 31 2003

10.24.1 to the Company ] Quarterly
Report on Form 10-Q for the quarter
ended March 31, 2004

10.27 to'the Cempany’s ‘Annual Report
on Form 10-K for the fiscal year ended
December 31, 2004.

10.87 to the Company’s Annual Report

-on Form 10-K for the year ended

December 31, 2002

10.88 to the Company’s Annual Repoit
on Form 10-K for the year ended
December 31,2002 - '

4-Dto PNM s Registration Statement
No. 2-26116 :

10.1.1 to PNM’s Annual Reporton
Form 10-K for fiscal year ended
December 31, 1995

Registrant(s)
File No:

333-03289
PNMR

333-32170
PNMR

1-6986
PNM

1-6986
PNM

333-32170
PNMR

333-32170
PNMR

333-32170
PNMR

333-32170
PNMR

333-32170
PNMR

2-26116

PNM

1-6986 -
PNM



Exhibit No.

10.78

10.79

10.80

10.81

10.82

10.83

10.84

10.85

10.86

10.87

10.88

Description of Exhibit

Water Supply Agreement between the
Jicarilla Apache Tribe and Public
Service Company of New Mexico, dated
July 20,2000 A

Arizona Nuclear Power Project
Participation Agreement among PNM
and Arizona Public Service Company,
Salt River Project Agricultural -
Improvement and Power District,
Tucson Gas & Electric Company and El
Paso Electric Company, dated August
23,1973

Amendments No. 1 through No. 6 to
Arizona Nuclear Power Project
Participation Agreement

Amendment No. 7 effective April 1,
1982, to the Arizona Nuclear Power
Project Participation Agreement
(refiled)

Amendment No. 8 effective September
12, 1983, to the Arizona Nuclear Power
Project Participation Agreement
(refiled)

Amendment No. 9 to Arizona Nuclear
Power Project Participation Agreement
dated as of June 12, 1984 (refiled)

Amendment No. 10 dated as of
November 21, 1985 and Amendment
No. 11 dated as of June 13, 1986 and
effective January 10, 1987 to Arizona
Nuclear Power Project Participation
Agreement (refiled)

Amendment No. 12 to Arizona Nuclear
Power Project Participation Agreement
dated June 14, 1988, and effective
August 5, 1988

Amendment No: 13 to the Arizona
Nuclear Power Project Participation
Agreement dated April 4, 1990, and
effective June 15, 1991

Amendment No. 14 to the Arizona
Nuclear Power Project Participation
Agreement effective June 20, 2000

Underground Coal Sales Agreement,
dated August 31, 2001 among San Juan
Coal Company, PNM and Tucson
Electric Power Company

Filed as Exhibit:

10.5 to PNM’s Quarterly Report of
Form 10-Q for the quarter ended
September 30, 2001

5-T to PNM’s Registration Statement
No. 2-50338

10.8.1 to PNM’s Annual Report on
Form 10-K for fiscal year ended
December 31, 1991

10.8.2 to PNM’s Annual Report on
Form 10-K for fiscal year ended
December 31, 1991

10.58 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1993

10.8.4 to PNM’s Annual Report of the
Registrant on Form 10-K for fiscal year
ended December 31, 1994 .

10.8.5 to PNM’s Annual Report of the
Registrant on Form 10-K for fiscal year
ended December 31, 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

10.85 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

Registrant(s)
File No:

1-6986
PNM

2-50338
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM



Exhibit No.

10.89

10.90

10.91

10.92

10.93

10.94

10.95

10.96

Description of Exhibit

Amendment One to Underground Coal
Sales Agreement dated December 15,
2003 among San Juan Coal Company,

PNM and Tucson Electric Coal
Company

Amendment Two to Underground Coal
Sales Agreement effective September
15, 2004 among San Juan Coal
Company, PNM and Tucson Electric
Coal Company

Amendment Three to Underground Coal
Sales Agreement executed April 29,
2005 among San Juan Coal Company,
PNM and Tucson Electric Coal
Company (Confidential treatment was
requested for portions of this exhibit,
and such portions were omitted from
this exhibit filed and were filed
separately with the Securities and
Exchange Commission)

San Juan Unit 4 Early Purchase and
Participation Agreement dated as of
September 26, 1983 between PNM and
M-S-R Public Power Agency, and
Modification No. 2 to the San Juan
Project Agreements dated December 31,
1983 (refilled)

Amendment No. 1 to the Early Purchase
and Participation Agreement between
Public Service Company of New
Mexico and M-S-R Public Power
Agency, executed as of December 16,
1987, for San Juan Unit 4 (refiled)

Amendment No. 3 to the San Juan Unit
4 Early Purchase and Participation
Agreement between Public-Service
Company of New Mexico and M-S-R
Public Power Agency, dated as of
October 27, 1999

Amended and Restated San Juan Unit 4
Purchase and Participation Agreement
dated as of December 28, 1984 between
PNM and the Incorporated County of
Los Alamos (refiled)

Amendment No. 1 to the Amended and
Restated San Juan Unit 4 Purchase and

E-14

Filed as Exhibit:

filed separately with 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

10.11 to PNM’s Quarterly Report on
Form10-Q for the quarter ended March
31, 1994

10.11.1 to PNM’s Annual Report on
Form 10-K for fiscal year ended
December 31, 1997

10.11.3 to PNM’s Annual Report on
Form 10-K for fiscal year ended
December 31, 1999

10.12 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1994

10.12.1 to PNM’s Annual Report Form
10-K for fiscal year ended December 31,

Registrant(s)
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Exhibit No.

10.97

10.98

10.99

10.100*

10.101*

10.102

10.103

10.104

Description of Exhibit

Participation Agreement between Public
Service Company of New Mexico and
M-S-R Public Power Agency, dated as
of October 27, 1999

Amendment No. 2 to the San Juan Unit
4 Purchase Agreement and Participation
Agreement between Public Service
Company of New Mexico and The
Incorporated County of Los Alamos,
New Mexico, dated October 27, 1999

Participation Agreement among PNM,
Tucson Electric Power Company and
certain financial institutions relating to
the San Juan Coal Trust dated as of
December 31, 1981 (refiled)

Interconnection Agreement dated
November 23, 1982, between PNM and
Southwestern Public Service Company
(refiled)

Facility Lease dated as of December 16,
1985 between The First National Bank
of Boston, as Owner Trustee, and Public
Service Company of New Mexico
together with Amendments No. 1, 2 and
3 thereto (refiled)

Amendment No. 4 dated as of March 8,
1995, to Facility Lease between Public
Service Company of New Mexico and
the First National Bank of Boston, dated
as of December 16, 1985

Facility Lease dated as of July 31, 1986,
between the First National Bank of
Boston, as Owner Trustee, and Public
Service Company of New Mexico
together with Amendments No. 1, 2 and
3 thereto (refiled)

Facility Lease dated as of August 12,
1986, between The First National Bank
of Boston, as Owner Trustee, and Public
Service Company of New Mexico
together with Amendments No. 1 and 2
thereto (refiled)

Amendment No. 2 dated as of April 10,
1987 to Facility: Lease dated as of
August 12, 1986, as amended, between
The First National Bank of Boston, not
in its individual capacity, but solely as
Owner Trustee under a Trust
Agreement, dated as of August 12,
1986, with MFS Leasing Corp., Lessor
and Public Service Company of New

E-15

Filed as Exhibit:

1999

10.13 to PNM!s Annual Reﬁort on Form
10-K for fiscal year ended December 31,
1999

10.14 to PNM’s Annual Repoﬁ on Form
10-X for fiscal year ended December 31,
1992

10.16 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1992 ‘

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 Annuai 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 :

10.20.2 to PNM’s Annual Report on
Form 10-K for fiscal year ended
December 31, 1998

Registrant(s)
File No:
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Exhibit No. -

10.105

10.106

10.107

10.108

10.109

10.110

10.111

10.112 -~

10.113

Description of Exhibit

Mexico, Lessee (refiled)

Amendment No. 3 dated as of March 8§,
1995, to Facility Lease between Public
Service Company of New Mexico and
the First National Bank. of Boston, dated
as.of August 12, 1986

Facility Lease dated as of December 15,
1986, between The First National Bank
of Boston, as Owner Trustee, and Public
Service Company of New Mexico (Unit
1 Transaction) together with
Amendment No. 1 thereto (refiled)

Facility Lease dated as of December 15,
1986, between The First National Bank
of Boston, as Owner Trustee, and Public
Service. Company of New Mexico Unit
2 Transaction) together with
Amendment No. 1 thereto (refiled)

Amendment No. 2 dated as of April 10,
1987 to the Facility Lease dated as of
August 12, 1986 between The First
National bank of Boston, as Owner
Trustee, and PNM. (Unit 2 transaction.)
(This is an amendment to a Facility
Lease which is substantially similar to
the Facility Lease filed as Exhibit 28.1
to the Company’s Current Report on
Form 8-K dated August 18, 1986)

San Juan Unit 4 Purchase and
Participation Agreement Public Service
Company of New Mexico and the City
of Anaheim, California dated April 26,
1991 »

Amendment No. 1 to the San Juan Unit
4 Purchase and Participation Agreement
between Public Service Company of
New Mexico and The City of Anaheim,

- California, dated October 27, 1999

Restated and Amended San Juan Unit 4
Purchase and Participation Agreement
between Public Service Company of
New Mexico and Utah Associated
Municipal Power Systems

Amendment No. 1 to the Restated and
Amended San Juan Unit 4 Purchase And
Participation Agreement between Public
Service Company of New Mexico And
Utah Associated Municipal Power
Systems, dated October 27, 1999

Participation Agreement dated as of

E-16

Filed as Exhibit:

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

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

19.2 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31,1991

10.36.1 to Annual Report PNM’s on -
Form 10-K for fiscal year ended
December 31, 1999

10.2.1 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended
September 30, 1993 ‘

10.38.1 to PNM’s Annual Report on
Form 10-K for fiscal year ended
December 31, 1999

10.61 to PNM’s Annual Report on Form

Registrant(s)
File No:
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PNM
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Exhibit No."

10.114

10.115

10.116

10.117 -

10.118

10.119

10.120

10.121

Description of Exhibit

June 30, 1983 among Security Trust
Company, as Trustee, PNM, Tucson
Electric Power Company and certain:
financial institutions relating to the San
Juan Coal Trust (refiled)

Master Decommissioning Trust
Agreement for Palo Verde Nuclear
Generating Station dated March 15,
1996, between Public Service Company
of New Mexico and Mellon Bank, N.A.

Amendment Number One to the Master
Decommissioning Trust Agreement for
Palo Verde Nuclear Generating Station
dated January 27, 1997, between Public
Service Company of New Mexico and
Mellon Bank, N.A.

Amendment Number Two to the Master
Decommissioning Trust Agreement for
Palo Verde Nuclear Generating Station
between Public Service Company of
New Mexico and Mellon Bank, N.A.

Refunding Agreement No. 8A, dated as
of December 23, 1997, among PNM, the
Owner Participant Named Therein, State
Street Bank and Trust Company, as
Owner Trustee, The Chase Manhattan
Bank, as Indenture Trustee, and First PV
Funding Corporation

PVNGS Capital Trust—Variable Rate
Trust Notes—PVNGS Note Agreement
dated as of July 31, 1998

San Juan Project Participation
Agreement dated as of October 27,
1999, among Public Service Company
of New Mexico, Tucson Electric Power
Company, The City of Farmington, New
Mexico, M-S-R Public Power Agency,
The Incorporated County of Los
Alamos, New Mexico, Southern
California Public Power Authority, City
of Anaheim, Utah Associated Municipal
Power System and Tri-State Generation
and Transmission Association, Inc.

January 12, 1994 Stipulation

New Mexico Public Service
Commission Order dated July 30, 1987,
and Exhibit I thereto, in NMPUC Case
No. 2004, regarding the PVNGS

E-17

_Filed as-Exhibit:

10-K for fiscal year ended December 31,
1993

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 dn
Form 10-Q for the quarter ended
September 30, 1998

10.77 to PNM's Quarterly Report on
Form 10-Q for the quarter ended
September 30, 1999

10.53 to PNM’s Annual Report on form
10-K for fiscal year ended December 31,
1993

10.67 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1997

Registrant(s)
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Exhibit No.

10.122

10.123

10.124

10.125

10.126

10.127

10.128"

10.129

10.130

Description of Exhibit

decommissioning trust fund (refiled)

Stipulation in the matter of the
Commission’s investigation of the rates
for electric service of Public Service
Company of New Mexico, Rate Case
No. 2761, dated May 21, 1999

Stipulation in the matter of the
Commission’s investigation of the rates
for electric service of Public Service
Company of New Mexico, Rate Case
No. 2761, dated May 27, 1999

Stipulation in the matter of PNM’s
transition plan Utility Case No. 3137,
dated October 10, 2002 as amended by
Amendment to Stipulated Agreement
dated October 18, 2002

Settlement Agreement between Public
Service Company of New Mexico and
Creditors of Meadows Resources, Inc.
dated November 2, 1989 (refiled)

First Amendment dated April 24, 1992

‘to the Settlement Agreement dated

November 2, 1989 among Public
Service Company of New Mexico, the
lender parties thereto and collateral
agent (refiled)

Amendment dated April 11, 1991
among Public Service Company of New
Mexico, certain banks and Chemical
Bank and Citibank, N.A ., as agents for
the banks

Agreement of PNM pursuant to Item
601(b)(4)ii1) of Regulation S-K
(refiled)

Stipulation dated February 28, 2005 in
NMPRC Case No. 04-00315-UT
regarding the application of PNM
Resources and TNMP for approval of
the TNP acquisition

Settlement Agreement dated February 3,
2005, between PNM Resources, Inc. and
Texas-New Mexico Power Company,
the cities of Dickenson, Lewisville, La
Marque, Ft. Stockton and Friendswood,
Texas, the Legal and Enforcement
Division of the Public Utility
Commission of Texas, the Office of
Public Utility Counsel, the Texas
Industrial Energy Consumers and the
Alliance for Retail Markets

Filed as Exhibit:

10.78 to PNM's Quarterly Report on
Form 10-Q for the quarter ended
September 30, 1999

10.78.1 to PNM's Quarterly Report on
Form 10-Q for the quarter ended
September 30, 1999

10.86 to the Company’s Annual Report
on Form 10-K for the year ended
December 31, 2002 ’ -

10.34 to PNM’s Quarterly Report on
Form 10-Q for quarter ended June 30,
2000

10.34.1 to PNM’s Quarterly Report on
Form 10-Q for quarter ended June 30,
2000

19.1 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended
September 30, 1991

10.62 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1993

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

Registrant(s)
File No:
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Exhibit No.

10.131

10.132

10.133

10.134

10.135

10.136

10.137

10.138

10.139

10.140

Description of Exhibit

Consent Decree entered into by PNM on
March 9, 2005 relating to the citizen suit
under the Clean Air Act and the excess
emissions report matter for SIGS

Stipulation in the matter of PNM’s
application for approval of a certificate
of public convenience and necessity for
the Afton Generating Station, Case No.
05-00275-UT, dated November 30,
2005

Contract dated April 29, 1987 between
TNMP and El Paso Electric Company

Interconnection Agreement between
TNMP and Plains Electric Generation
and Transmission Cooperative, Inc.
dated July 19, 1984

Interchange Agreement between TNMP
and El Paso Electric Company dated
April 29, 1987

Amendment No.1, dated November 21,
1994, to Interchange Agreement
between TNMP and El Paso Electric
Company

DC Terminal Participation Agreement
between TNMP and El Paso Electric
Company dated December 8, 1981 as
amended .

Wholesale Requirements Power Sale
and Services Agreement between PNM
and TNMP dated June 29, 2001

Power Supply Service Agreement dated
December 22, 2003 between First
Choice Power Special Purpose, L.P. (as
assignee of First Choice Power, L.P.,
f/k/a First Choice Power, Inc.) and
Constellation Power Source, Inc.
(Confidential treatment was requested
for portions of this exhibit, and such
portions were omitted from this exhibit
filed and were filed separately with the
Securities and Exchange Commission)

Amendment No. 1 to Power and
Services Agreement dated June 1, 2004
between First Choice Power Special |
Purpose, L.P. and Constellation Power
Services, Inc. (Confidential treatment
was requested for portions of this
exhibit, and such portions were omitted

E-19

Filed as Exhibit:

10.135 to the Company’s Quarterly
Report on Form 10-Q for the quarter
ended March 31, 2005

10.132 to the Company’s Annual report
on Form 10-K for the year ended
December 31, 2005

10(f), Form 8 applicable to TNMP’s
Annual Report on Form 10-K for the
year ended December 31, 1986

10(j), Form 8 applicable to TNMP’s
Annual Report on Form 10-K for the
year ended December 31, 1986

10(1), Form 8 applicable to TNMP’s
Annual Report on Form 10-K for the
year ended December 31, 1986

10(nn)1 to TNMP’s Annual Report on
Form 10-K for the year ended December
31, 1994

10(m), Form 8 applicable to TNMP’s
Annual Report on Form 10-XK for the
year ended December 31, 1986

10(i) to TNMP’s Form S-4/A filed
November 4, 2003

10.1 to TNP’s Quarterly Report on Form
10-Q for the quarter ended June 30,
2004

10.2 to TNP’s Quarterly Report on Form
10-Q for the quarter ended June 30,
2004

Registrant(s)
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Exhibit No.

10.141

10.142

18.1

18.2

21

99.2*

Description of Exhibit

from this exhibit filed and were filed
separately with the Securities and
Exchange Commission)

Amendment No.2 to Power and Services
Agreement dated August 25%, 2004,
between First Choice Power Special
Purpose and Constellation Energy
Commodities Group (Confidential
treatment was requested for portions of
this exhibit, and such portions were
omitted from this exhibit filed and were
filed separately with the Securities and
Exchange Commission)

Amendment No.3 to Power and Services
Agreement dated March 7%, 2005,
between First Choice Power Special
Purpose and Constellation Energy
Commaodities Group (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)

Letter from Deloitte & Touche LLP
regarding change in accounting principle
for PNM Resources, Inc.

Letter from Deloitte & Touche LLP
regarding change in accounting principle
for Public Service Company of New
Mexico

Certain subsidiaries of PNM Resources

Participation Agreement dated as of

. December 16, 1985, among the Owner

Participant named therein, First PV
Funding Corporation. The First National
Bank of Boston, in its individual
capacity and as Owner Trustee (under a
Trust Agreement dated as of December
16, 1985 with the Owner Participant),
Chemical Bank, in its individual
capacity and as Indenture Trustee (under
a Trust Indenture, Mortgage, Security
Agreement and Assignment of Rents
dated as of December 16, 1985 with the
Owner Trustee), and Public Service
Company of New Mexico, including
Appendix A definitions together with
Amendment No. 1 dated July 15, 1986
and Amendment No. 2 dated November
18, 1986 (refiled)

E-20

Filed as Exhibit:

10.1 to TNP’s Quarterly. Report on Form
10-Q for the quarter ended March 31,
2005 .

10.2 to TNP’é Quarterly Report on Form
10-Q for the quarter ended March 31,
2005 : : :

18.1 to the Company's Annual Report on
Form 10-K for fiscal year ended
December 31, 2003

18.2 to the Company's Annual Report on
Form 10-K for fiscal year ended
December 31, 2003

21 to the Company’s Annual Report on
Form 10-K for the year ended December
31, 2005

99.2 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1995

Registrant(s)
File No:
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Exhibit No.

99.3

9933

99.4%

99.5

99.6

99.7

99.8

Description of Exhibit

Trust Indenture, Mortgage, Security
Agreement and Assignment of Rents
dated as of December 16, 1985, between
the First National Bank of Boston, as
Owner Trustee, and Chemical Bank, as
Indenture Trustee together with
Supplemental Indentures Nos. 1 and 2
(refiled)

Supplemental Indenture No. 3 dated as
of March 8, 1995, to Trust Indenture
Mortgage, Security Agreement and
Assignment of Rents between The First
National Bank of Boston and Chemical
Bank dated as of Decémber 16, 1985

Asmgnment Assumptlon and Further"

Agreement dated as of December 16,
1985, between Public Service Company
of New Mexico and The First National
Bank of Boston, as Owner Trustee
(refiled) - ,

Participation Agreement dated as of July
31, 1986, among the Owner Participant
named herein, First PV Funding
Corporation, The First National Bank of
Boston, in its individual capacity and as
Owner Trustee (under a Trust
Agreement dated as of July 31, 1986,
with the Owner Participant), Chemical
Bank, in its individual capacity and as
Indenture Trustee (under a Trust
Indenture, Mortgage, Security
Agreement and Assignment of Rents
dated as of July 31, 1986, with the
Owmer Trustee), and Public Service
Company of New Mexico, including
Appendix A definitions together with-

* Amendment No. 1 thereto (refiled)

Trust Indenture, Mortgage, Security
Agreement and Assignment of Rents
dated as of July 31, 1986, between The
First National Bank of Boston, as Owner
Trustee, and Chemical Bank, as
Indenture Trustee together with
Supplemental Indenture No. 1 thereto
(refiled)

Assignment, Assumption, and Further
Agreement dated as of July 31, 1986,
between Public Service Company of
New Mexico and The First National
Bank of Boston, as Owner Trustee
(refiled)

Participation Agreement dated as of
August 12, 1986, among the Owner

E-21

Filed as Exhibit:-

99.3 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31,1996

99.3.3 to PNM’s Quarterly Report on’
Form 10-Q for the quarter ended March
31, 1995

99.4 to PNM’s Annual Repdrt on Form

-10-K for fiscal year ended December 31,

1995

99.5 to PNM’s Annual Report on Form
10-K-for fiscal year ended December’ 31
1996 , .

99.6 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1996 i

99.7 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1996

99.8 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March

Registrant(s)

File No:
1-6986
PNM

1-6986
PNM

1-6986
PNM
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Exhibit No.

99.8.1*
99.9*
99.9.2
99.10*

99.11*

Description of Exhibit

Participant named therein, First PV
Funding Corporation. The First National
Bank of Boston, in its individual
capacity and as Owner Trustee (under a
Trust Agreement dated as of August 12,
1986, with the Owner Participant),
Chemical Bank, in its individual
capacity and as Indenture Trustee (under
a Trust Indenture, Mortgage, Security
Agreement and Assignment of Rents
dated as of August 12, 1986, with the
Owner Trustee), and Public Service
Company of New Mexico, including
Appendix A definitions (refiled)

Amendment No. 1 dated as of
November 18, 1986, to Participation -~
Agreement dated as of August 12, 1986
(refiled)

Trust Indenture, Mortgage, Security
Agreement and Assignment of Rents
dated as of August 12, 1986, between
the First National Bank of Boston, as -
Owner Trustee, and Chemical Bank, as
Indenture Trustee together with
Supplemental Indenture No. 1 thereto
(refiled)

Supplemental Indenture No. 2 dated as
of March 8, 1995, to Trust Indenture,
Mortgage, Security Agreement and
Assignment of Rents between The First
National Bank of Boston and Chemical
Bank dated as of August 12, 1986

Assignment, Assumption, and Further
Agreement dated as of August 12, 1986,
between Public:Service Company of
New Mexico and The First National
Bank of Boston, as Owner Trustee
(refiled)

Participation Agreement dated as of
December 15, 1986, among the Owner
Participant named therein, First PV
Funding Corporation, The First National
Bank of Boston, in its individual
capacity and as Owner Trustee (under a
Trust Agreement dated as of December
15, 1986, with the Owner Participant),
Chemical Bank, in its individual
capacity and:as Indenture Trustee (under
a Trust Indenture, Mortgage, Security
Agreement and Assignment of Rents
dated as of December 15, 1986, with the
Owner Trustee), and Public Service
Company of New Mexico, including
Appendix A definitions (Unit 1

E-22

Filed as Exhibit:

31,1997

99.8.1 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31,1997 -

99.9 to PNM’s Annual Report of the
Registrant on Form 10-K for fiscal year
ended December 31, 1996

99.9.1 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31, 1995

99.10 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31, 1997

99.1 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31,1997

Registrant(s)
File No:
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Exhibit No.

99.12

99.13

.99.14

99.15

99.16

99.17*

96.18*

Description of Exhibit

Transaction) (refiled)

Trust Indenture, Mortgage, Security
Agreement and Assignment of Rents
dated as of December 15, 1986, between
The First National Bank of Boston, as
Owner Trustee, and Chemical Bank, as
Indenture Trustee (Unit 1 Transaction)
(refiled)

Assignment, Assumption and Further
Agreement dated as of December 185,
1986, between Public Service Company
of New Mexico and The First National
Bank of Boston, as Owner Trustee (Unit
1 Transaction) (refiled)

Participation Agreement dated as of
December 15, 1986, among the Owner
Participant named therein, First PV
Funding Corporation, The First National
Bank of Boston, in its individual
capacity and as Owner Trustee (under a
Trust Agreement dated as of December
15, 1986, with the Owner Participant),
Chemical Bank, in its individual
capacity and as Indenture Trustee (under
a Trust Indenture, Mortgage, Security
Agreement and Assignment of Rents
dated as of December 15, 1986, with the
Owner Trustee), and Public Service
Company of New Mexico, including
Appendix A definitions (Unit 2
Transaction) (refiled)

Trust Indenture, Mortgage, Securit};
Agreement and Assignment of Rents
dated as of December 31, 1986, between
the First National Bank of Boston, as
Owner Trustee, and Chemical Bank, as
Indenture Trustee (Unit 2 Transaction)
(refiled)

Assignment, Assumption, and Further
Agreement dated as of December 15,
1986, between Public Service Company
of New Mexico and The First National
Bank of Boston, as Owner Trustee (Unit
2 Transaction) (refiled)

Waiver letter with respect to “Deemed
Loss Event” dated as of August 18,
1986, between the Owner Participant
named therein, and Public Service
Company of New Mexico (refiled)

Waiver letter with respect to Deemed
Loss Event” dated as of August 18,
1986, between the Owner Participant

E-23

- .Filed as Exhibit:

99.12 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31, 1997 P

99.13 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31,1997 : ' —

99.14 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
31, 1997

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

Registrant(s)
File No:
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Exhibit No.

99.19

99.20

99.21*

99.22

Description of Exhibit

named therein, and Public Service
Company of New Mexico (refiled)

Agreement No. 13904 (Option and
Purchase of Effluent), dated April 23,
1973, among Arizona Public Service
Company, Salt River Project
Agricultural Improvement and Power
District, the Cities of Phoenix, Glendale,
Mesa, Scottsdale, and Tempe, and the
Town of Youngtown (refiled)

Agreement'fo.r the Sale and Purchase of

Wastewater Effluent, dated June 12,
1981, Among Arizona Public Service
Company, Salt River Project
Agricultural Improvement and Power
District and the City of Tolleson, as
amended (refiled)

1996 Supplemental Indenture dated as
of September 27, 1996 to Trust
Indenture, Mortgage, Security
Agreement and Assignment of Rents
dated as of December 16, 1985 between
State Street Bank and Trust Company,
as Owner Trustee, and The Chase
Manhattan Bank, as Indenture Trustee

1997 Supplemental Indenture, dated as
of December 23, 1997, to Trust
Indenture, Mortgage, Security
Agreement and Assignment of Rents,
dated as of August 12, 1986, between
State Street Bank and Trust, as Owner
Trustee, and The Chase Manhattan
Bank, as Indenture Trustee

_Filed as Exhibit:

99.19 to PNM’s Annual Report on Form
10-K for fiscal year ended December 31,
1996

99.20 to PNM’s AnnualReport on Form
10-K for fiscal year ended December 31,

-:1996

99.21 to PNM’s QuarterIyReport on
Form 10-Q for the quarter ended
September 30, 1996

99.22 to PNM’s Quarterly Report on
Form 10-Q for the quarter ended March
30, 1998

Registrant(s)
File No:

1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

*  One or more additional documents, substantially identical in all material respects to this exhibit, have been
entered into, relating to one or more additional sale and leaseback transactions. Although such additional
documents may differ in other respects (such as dollar amounts and percentages), there are no material details in
which such additional documents differ from this exhibit.

** Designates each management contract or compensatory plan or arrangement required to be identified pursuant
to paragraph 3 of Item 15(a) of Form 10 -K.

1 Certain instruments defining the rights of holders of long-term debt of the registrants included in the financial
statements of registrants filed herewith have been omitted because the total amount of securities authorized
thereunder does not exceed 10% of the total assets of registrants. The registrants hereby agree to furnish a copy of
any such omitted instrument to the SEC upon request.
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SIGNATURES

: Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act-of 1934, the Regxstrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. '

PNM RESOURCES, INC.
(Registrant)

Date: March 14, 2006 ' -7 By /s/ J. E. STERBA
' J. E. Sterba
Chairman, President and
Chief Executive Officer

’ Pursuant to the reqmrements of the Securities Exchange Act of 1934, thlS report has been signed below by
the following persons on behalf of the Reglstrant and in the capacities and on the dates indicated.

Signature S Capacity : " Date
/s/J.E.STERBA = = ' Pﬁngipal Executive Officer and - v © March 14, 2006
J. E. Sterba " Chairman of the Board ’ '

Chairman, President and
Chief Executive Officer

/s/ C.N. ELDRED Principal Financial Officer - - © . March 14, 2006
C. N. Eldred

Senior Vice President and
Chief Financial Officer

/s/ T. G. SATEGNA Principal Accounting Officer "~ March 14, 2006
T. G. Sategna '
Vice President and
Corporate Controller

~/s/ A.E. ARCHULETA Director ; © . March 14, 2006
A. E. Archuleta
/s/R. G. ARMSTRONG Director A March 14, 2006.
R. G. Armstrong ’
/s/ J. A. DOBSON Director "~ March 14, 2006
J. A. Dobson '
/s/ W. L. HUNT Director = -~ .. March 14,2006
W. L. Hunt ’
/s/ C.E. MCMAHEN Director , March 14, 2006
C. E. McMahen
/s/ M. T. PACHECO Director March 14, 2006
M. T. Pacheco '
/s/ R. M. PRICE Director March 14, 2006
R. M. Price
/s/ B. S. REITZ Director March 14, 2006
B. S. Reitz
/s/ J. B. WOODARD Director March 14, 2006
J. B. Woodard
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SIGNATURES

Pursuant to the requirements of Section-13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

PUBLIC SERVICE COMPANY OF NEW MEXICO
(Registrant)

Date: March 14, 2006 By /s/ 1. E. STERBA
J. E. Sterba
Chairman, President and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Capacity Date
/s/ J. E. STERBA Principal Executive Officer and , March 14, 2006
J. E. Sterba Chairman of the Board ‘
Chairman, President and
Chief Executive Officer
/s/ C.N. ELDRED Principal Financial Officer March 14, 2006
C. N. Eldred ‘
Senior Vice President and
Chief Financial Officer
/s/ T. G. SATEGNA Principal Accounting Officer March 14, 2006
T. G. Sategna

Vice President and
Corporate Controller

/s/ A. A. COBB Director March 14, 2006
A.A. Cobb
/s/ W.D. HOBBS Director March 14, 2006
W. D. Hobbs
/s/ C. N. ELDRED Director March 14, 2006
C. N. Eldred »
/s/ W.J. REAL Director March 14, 2006
W.J. Real
/s/ H. W. SMITH Director - March 14, 2006
H. W. Smith
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant

hat duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

TEXAS-NEW MEXICO POWER COMPANY
(Registrant)

Date: March 14, 2006 By /s/ W.D. HOBBS
W. D. Hobbs

President and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Capacity Date
/s/ W. D, HOBBS Principal Executive Officer and March 14, 2006
W.D. Hobbs Chairman of the Board
President and
Chief Executive Olfficer
/s/ C.N. ELDRED Principal Fiancial Officer March 14, 2006
C. N. Eldred

Senior Vice President and
Chief Financial Officer

/s/ T. G. SATEGNA Princibal Accounting Officer March 14, 2006

T. G. Sategna
Vice President and
Corporate Controller

/s/ A. A. COBB Director March 14, 2006
A. A. Cobb

/s/ W.D. HOBBS Director March 14, 2006
W. D. Hobbs
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