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~ Afion Generafing Station

Allowance for Funds Used During Construction
Administrative Law Judge

Optim Energy Twin Oaks, LP.

Advanced Meter System

Accumulated Other Comprehensive Income
Accumulated Postretirement Benefit Obligation

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

Asset Retirement Obligation
Best Available Retrofit Technology

‘BHP Billiton, Ltd, the Parent of SICC

Board of Directors of PNMR

British Thermal Unit

Clean Air Act

California Power Exchange

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

Coal Combustion Byproducts

Carbon Dioxide

Continental Energy Systems, L.L.C.
Cap Rock Holding Corporation, a subsidiary of Continental
Competition Transition Charge

Million BTUs

Delta-Person Generating Station

United States Department of Energy
United States Department of Interior

'ECJV Holdings, LLC .

New Mexico Envuonmental Improvement Board
Eastern Interconnection Project

United States Environmental Protection Agency:
El Paso Electric

‘Electric Reliability Council of Texas

Employee Stock Purchase Plan
Securities Exchange Actof 1934 -
Financial Accounting Standards Board
Federal Energy Regulatory Commission
Federal Implementation Plan ;
FCP Enterprises, Inc. and Subsidiaries

i Four Corners Power Plant
"FPL Energy New Mexico Wmd LLC

Fuel and Purchased Power Adjustment Clause :

Generally Accepted Accounting Pnnmples in the United States of Amenca
Gross Eamnings at Risk : :

Greenhouse Gas Emlssmns o

Gigawatt hours ' :

International Brotherhood of Electrlcal Workers Local 611

Integrated Resource Plan

iv



PN I\@Resources“‘

ALS

2011 LETTER TO SHAREHOLDERS}} SEC
FROM THE CHAIRMAN, pRESlDENT%@&%&iﬂg
n
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Patricia K. Collawn

PNM Resources’ common stock
was among the best performers in
the industry in 2011, appreciating
about 40 percent, as the market
recognized our success in improving
our financial footing, making good on
our promises and continuing to build
on the previous years' successes.

Dear Shareholders, WaShington DG

By now you've noticed your 2011 PNM Resources annui%tter to Shareholders is quite

a bit different than what you've received in the past. Gone are the pages that prefaced our
Form 10-K. During the past several years, we've worked diligently to reduce costs and
streamline nearly all facets of our operations. This abbreviated letter is just one tangible
example of how we are working more efficiently today and returning additional value to our
customers and shareholders.

The past year was filled with many changes and challenges that required an unprecedented
level of focus and hard work. From the constructive outcomes on the regulatory fronts

in both New Mexico and Texas to the complicated and time-consuming efforts needed

to successfully exit from the competitive businesses, our employees never wavered and
demonstrated their commitment to our customers and shareholders.

In last year's Letter to Shareholders, we outlined three strategic goals that served as our
underlying principles and drove our business decisions. The first was to earn our authorized
return on our regulated businesses. Through streamlining our operations, finding new ways
to work more efficiently and seeking fair recovery of our costs, we have made significant
strides in this area. TNMP, our regulated transmission and distribution electric utility

in Texas, is earning its allowed return on equity. And by nearly every measure, PNM -

New Mexico's largest electric utility - strengthened its financial performance and is well
positioned to earn its allowed return on retail rate base in 2012.

Our second goal ~ maximize the value of our competitive businesses — was achieved when
we exited our ownership interest in Optim Energy and sold First Choice Power. The
proceeds of the First Choice Power sale were used to reduce our share count through the
repurchase of PNM Resources preferred and common stock. We also reduced debt by
repurchasing $50 million of high-interest notes. The exit of the competitive businesses
resulted in a return to a regulated business profile with inherently less risk and a more
predictable, sustainable earnings trajectory.

While our final goal - return to solid investment grade - remains a work in progress, we are
well within reach of achieving this objective. Last fall, credit rating agencies recognized your
company’s improved financial strength and issued improved ratings for PNM Resources,
PNM and TNMP. Debt at both utilities now carries investment-grade credit ratings, which
enhances our ability to access the capital markets and secure debt on more favorable terms.

2011 FINANCIAL REVIEW

Significant progress was made on numerous fronts to improve shareholder value, as
demonstrated by our financial results. For 2011, consolidated ongoing earnings were $1.08
per diluted share!, compared with $0.87 per diluted share' in 2010. On a GAAP (generally
accepted accounting principles) basis, the company reported earnings of $1.96 per diluted
share, compared with a loss of $0.49 per diluted share. GAAP earnings in 2011 include
gains of $1.08 per diluted share related to the sale of First Choice Power. 2010 GAAP losses
reflect the Optim Energy investment impairment charge of $1.24 per diluted share.

PNM Resources’ common stock was a strong performer in 2011, appreciating about
40 percent. Clearly, the market recognized our success in improving our financial footing,
making good on our promises and continuing to build on the previous years’ successes.



Safe Harbor Statement under the Private
Securities Litigation Reform Act of 1995.

Any statements made herein about future
operating results or other future events are
forward-looking statements made pursuant to
the Private Securities Litigation Reform Act of
1995. Actual results may differ materially from
those expressed or implied by these forward-
looking statements. A discussion of factors that
could cause actual results or events to differ
is included on page 4 of the 2011 Letter to
Shareholders.

2012 AND BEYOND

In last year’s annual report, I said the journey to reach our financial goals and strengthen
shareholder value began in 2007. For the past four years, we've held a magnifying glass over
the areas in need of improvement. And, our focus and persistence has paid off with solid

. results demonstrated in our earnings and returns.

Moving forward, we'll continue to focus on the New Mexico regulatory arena on several
fronts. First, we will pursue regulatory recovery of environmental emission mandates and
renewable energy resource standards. Second, we'll address rulemaking that would allow
PNM to recover costs on a future-test-year basis. And third, we will continue to seek fair
recovery of federally regulated transmission and generation sales costs.

In Texas, regulators have instituted recovery mechanisms designed to encourage
infrastructure investment at the transmission and distribution levels. TNMP will
continue to invest in its system to support one of the nation’s best economies, while
seeking recovery accordingly. As always, PNM and TNMP will have high electric
reliability expectations, and PNM’s operations will have the added goal of ensuring solid
power plant performance.

In early 2012, we enhanced value to shareholders by increasing your dividend payment.
PNM Resources common stock now pays an indicated annual rate of $0.58 per share,

an increase of 16 percent. The increased payment demonstrates the Board of Directors’
confidence in our earnings potential and its commitment to our long-term payout target of
50 to 60 percent of ongoing earnings. We will work toward providing a top-quartile average
annual total return to shareholders of 10 to 13 percent over a five-year time period. Total
return is composed of earnings-per-share growth and dividend yield.

For the past several years, we have remained steadfast in working to restore shareholder
value and establish a new foundation for sustainable financial growth. As always, we
will continue to control costs corporate wide and work efficiently. We are committed

to enhancing customer service, stakeholder relationships and giving back to the
communities we serve. On behalf of the employees at PNM Resources, thank you for
your confidence and support.

Sincerely,

&Zl////u

Patricia K. Collawn
Chairman, President and CEO

! The adjustments to 2011 GAAP earnings per diluted share to 2011 ongoing earnings per diluted share
were: mark-to-market impact of economic hedges, $(0.06); net change in unrealized impairments of Nuclear
Decommissioning Trusts securities, $0.02; process improvement initiatives, $0.05; regulatory disallowance,
$0.15; strategic alternatives — competitive businesses, $0.03; New Mexico gross receipts tax adjustments,
$0.02; 2010 energy efficiency, $(0.02); gain on sale of First Choice Power, $(1.08); loss on reacquired debt,
$0.06; and equity in net loss of Optim Energy, $(0.05). The adjustments to 2010 GAAP earnings per diluted
share to 2010 ongoing earnings per diluted share were: mark-to-market impact of economic hedges, $0.19;
write-down of emission allowances, $0.01; impairment of equity investment in Optim Energy, $1.24; net
change in unrealized impairments of NDT securities, $(0.02); and disposition of litigation, $(0.06).
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PNM RESOURCES, INC. AND SUBSIDIARIES

PNM Resources is an investor-owned holding company of two electric utilities, PNM and
TNMP. PNM is a regulated utility in New Mexico with operations primarily engaged in
the generation, transmission and distribution of electricity. TNMP is a regulated utility
operating in Texas, providing transmission and distribution services.

COMPARISON OF 5-YEAR CUMULATIVE TOTAL SHAREHOLDER RETURN
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@® PNM Resources 100 71.90 36.17 4718 50.43 72.54
B S&P 500 Index 100 105.48 66.93 84.28 96.78 98.81
#  S&P 400 Utilities Index 100 106.39 85.13 102.47 116.70 135.87

Data Source: Bloomberg.
Historical performance does not necessarily predict future results, PNM Resources’ common stock is traded on the NYSE under the symbol PNM.

STOCK PERFORMANCE

The graph above assumes that $100 was invested on Dec. 31, 2006, in PNM Resources
common stock, the S&P 500 Stock Index and the S&P MidCap 400 Utilities Index, and that
all dividends were reinvested.




Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995

Statements made in the Letter to Shareholders that relate to future events or PNM Resources' (PNMR?),
Public Service Company of New Mexico’s (“PNM"), or Texas-New Mexico Power Company's (‘TNMP")
(collectively, the “Company”) expectations, projections, estimates, intentions, goals, targets, and strategies
are »ma_de'p‘urs‘uaht to the Private Securities Litigation Reform Act of 1995. Readers are cautioned that all
'forward-loéking statements are based upon current expectations and estimates. PNMR, PNM, and TNMP
assume no obligation to update this information. Because actual results may differ materially from those
expressed or implied by these forward-looking 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 implied by the forward-looking statements.
These factors include: the ability of PNM and TNMP to recover costs and earn aflowed returns in regulated
jurisdictions; the ability of the Company to successfully forecast and manage its operating and capital
expenditures; state and federal regulatory, legislative, and judicial decisions and actions on ratemaking
matters; state and federal regulation or legislation relating to environmental matters, including the resultant
impacts on the operations and economic viability of PNM's generating plants; the risk that recently enacted
reliability standards regarding available transmission capacity may negatively impact the operation of PNM's
transmission system; the performance of generating units, transmission systems, and distribution systems,
which could be negatively affected by a number of significant operational issues; variability of prices and
volatility and liquidity in the wholesale power and natural gas markets; changes in price and availability of fuel
and water supplies; uncertainties surrounding the mine fire incident at the mine supplying coal to San Juan
Generating Station; uncertainty surrounding the status of PNM's participation in jointly owned generation
projects resulting from the scheduled expiration of the operational documents for the projects; the risks
associated with completion of generation, transmission, distribution, and other projects; regulatory, financial,
and operational risks inherent in the operation of nuclear facilities, including spent fuel disposal uncertainties;
uncertainty regarding the requirements and related costs of decommissioning power plants and coal mines
supplying certain power plants, as well as the ability to recover decommissioning costs from customers; the
impacts on the electricity usage of the Company's customers due to performance of state, regional, and
national economies and mandatory energy efficiency measures, weather, seasonality, and other changes in
supply and demand; the Company's ability to access the financial markets, including disruptions in the credit
markets, actions by ratings agencies, and fluctuations in interest rates; the potential unavailability of cash
from PNMR's subsidiaries due to regulatory, statutory, or contractual restrictions; the impacts of decreases
in the values of marketable equity securities maintained to provide for nuclear decommissioning and pension
and other postretirement benefits; the effectiveness of risk management and commodity risk transactions;
the outcome of legal proceedings, including the extent of insurance coverage; and changes in applicable
accounting principles.
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PARTI
ITEM 1. BUSINESS

THE COMPANY
Corporate Overview

PNMR is an investor-owned holding company of utilities providing electricity and energy efficiency products and services
in New Mexico and Texas. With PNMR's exit from its umegulated businesses in 2011 and PNM's sale of its natural gas utility in
early 2009, PNMR is now fully repositioned as a holding company of regulated electric utilities focused on achieving the following
strategic goals:

. Earning authorized returns on its regulated businesses

. Continuing to improve ctedit ratings
. Providing a top quartile total return to investors

PNMR's success in accomplishing these strategic goals is highly dependent on continued favorable regulatory treatment
for its regulated utilities. Both PNM and TNMP seek cost recovery for their investments through general rate cases and various
rate riders: The PUCT has approved mechanisms that allow for recovery of capital invested in transmission and distribution projects
without having to file a general rate case. This allows for.more timely recovery of amounts invested in TNMP's systems. Both
PNM and TNMP have recently completed rate proceedings before. their state regulators. PNM has two rate cases pending before
FERC. Additional information about all rate filings is provided in Note 17.-

PNMR's common stock trades on the New York Stock Exchange under the symbol PNM. PNMR was incorporated in the
State of New Mexico in 2000.

Other Informatlon

. These filings for PNMR, PNM, and TNMP include disclosures for each entity. 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 TNMPwill be indicated as such. Areference to “MD&A” in this reportrefers to PartII, Item 7. - Management's
Discussion and Analysis of Financial Condition and Results of Operations. A reference to a “Note” refers to the accompanying
Notes to Consolidated Financial Statements.

Financial information relating to amounts of sales, revenue, net income, and total assets of reportable segments is contained
in MD&A and Note 3. ~

WEBSITES

-~ The PNMR 'website, www.pnmresources.com, is an -important source of Company information. New or updated
information for public access is routinely posted. PNMR encourages analysts, investors, and other interested parties to register on
the website to automatically receive Company information by e-mail. This information includes news releases, notices of webcasts,
and filings with the SEC. Participants can unsubscribe at any time and will not receive information that was not requested.

Our Internet addresses are:

. PNMR: www.pnmresources.com -

. PNM: www.pnm.com
. TNMP: www.tnmp.com

The contents of these websites are not a part of this Form 10-K. The SEC filings of PNMR, PNM, and TNMP, 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 Exchange Act, are ‘accessible free of charge on the PNMR websne as
soon as reasonably practicable after they are filed with, or furnished to, the SEC. These reports are also available in print upon
request from PNMR free of charge. .



Also available on the Company’s website at www.pnmresources.com/investors/governance.com and in print upon request
from any shareholder are our:

. Corporate Governance Principles
. Code of Ethics (Do the Right Thing-Principles of Busmess Conduct)
. Charters of the Audit and Ethics Committee, Nominating and Governance Committee, Compensatlon and Human

Resources Committee, and Finance Committee

, ‘The Company . will post amendments to-or waivers from its code of ethics (to the extent applicable to the Company's
executive officers and directors) on its website.

OPERATIONS AND REGULATION
Regulated Operations
PNM Electric

PNM Electric is an eléctric utility that provides-electric' generation, transmission, and distribution service to its rate-
regulated customers. In New Mexico, the utility’s retail electric service territory covers a large area‘of north central New Mexico,
including the cities of Albuquerque, Rio Rancho, and Santd Fe, and certain other areas of southern New Mexico. PNM Electric
also provides electricity to firm-requirements wholesale customers in New Mexico and Arizona. Service to retail electric custorers
is subject to the jurisdiction of the NMPRC. Service to-wholesale customers is regulated by FERC.- Regulation éncompasses the
utility's electric rates, service, accounting, issuances of securmes constructron of major new generatron transmission, and
distribution facilities, and other matters.

Other services provided by PNM Electric include transmission services to third parties as well as the generation and sale
of electricity into the wholesale market, which services are regulated by FERC. The utility owns or leases transmission lines,
interconnected with other utilities in New Mexico, Texas, Arizona, Colorado, and Utah. The largest retail electric customer served
by PNM.Electric accounted for 3.5% of the ut111ty s revenues for the year ended December 31, 2011. PNM was incorporated in
the’ State of New Mexico in 1917. -

- Rate Proceedings.

Customer rates for retail electric service are set by the NMPRC. PNM Electric made rate case filings in September 2008
and June 2010. The 2008 case covered PNM's New Mexico retail customers except those formerly served by TNMP prior to its
acquisition by PNMR (“PNM South”). That case was resolved in June 2009 with the NMPRC approving a stipulation resolving
all issues, including: ,

. $77.1 million increase in annual non-fuel revenues, 65% of which was implemented July 1,2009 and the remainder
. on April 1, 2010 » -
. Inclusion of certain generation resources in determrnmg rates that were prevrously operated on a merchant basis

*  Amore traditional FPPAC
Key components of PNM's 2010 Electric Rate Case application were:

. $165.2 million increase in annual non-fuel revenues, to be effective April 1,2011

. Separate rate increases for customers of PNM South and other customers of PNM (“PNM North”)
. Future test period ending December 31, 2011

. FPPAC for PNM South

On August 8, 2011, the NMPRC 1ssued a ﬁnal order modrfymg a strpulatron reached by PNM and other pa;mes The
modrﬁed stlpulatron prov1des ’

. $72.1 million increase in annual non-fuel revenues for all New Mexico retail customers, implemented August 21,
2011

. PNM South customers being covered by the same FPPAC wtilized for other retail customers of PNM

. Subject to further NMPRC approvals, recovery of costs associated with NMPRC approved renewable energy
procurement plans through a rate rider beginning no earlier than August 2012
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* " No new genetral rate adjustment prior to-July 1, 2013 unless PNM needs to file for recovery of costs to comply

“ . with any federal or state environmental law or requirement effective after June 30, 2010 '

« =7 Limit on annual recovery of costs for fuel, renewable energy, and energy efﬁmency, w1th recovery of add1t1onal
:A.amounts deferred for collection to future penods iz

‘PNM Electric has entered into ﬁrm-requirements‘ wholesale contracts to provide electricity to various customers. These
contracts-contain both fixed capacity charges and energy'charges. Capacity charges are fixed monthly payments fora commitment
of resources to setvice.the contract requirements.- Energy charges are payments based on the amount of electricity delivered to
the customer and are intended to compensate for the variable costs incurred to provide the energy. PNM Electric's firm-requirements
demand was 96 MW in 20}1, and is expected, based solély oni:existing ¢ontracts, to be 103 MW in 2012, 106 MW in 2013, and
113 MW in 2014. No firm-requirements customer of PNM Electric accounted for more than 2.0% of the PNM Electric's revenues
for the year ended December 31, 2011.

In September 2011, PNM filed with FERC to increase rates by $8.7 million or 39.8% over existing rates for electric service
and ancillary services provided to-NEC, one-of PNM's firm-requirement wholesale customers: 'PNM also requests‘a traditional
FPPAC and full recovery of certain third-party transmission charges. NEC challenged PNM's filing with FERC: On November
14,2011, FERC issued an order accepting the agreement as filed and allowing the increased rates to be collected beginning April
14, 2012; subject to refund The parties are currently in settlement negotiations. PNM is unable to predict the outcome of this
proceeding. ‘ : : L : B

In October 2010, PNM filed a notice with FERC to increase its wholesaleaelectﬁc transmission revenues by $11.1 million
annually, based on a return on equity of 12.25%. If approved, the rate increase would apply to all of PNM's wholesale electric
transmission service customers, which include other utilities, electric cooperatives, and entities that use PNM's transmission system
to fransmit power at the wholesale level. The proposed rate increase would not impact PNM's retail customers. The proposed

rates were implemented on June 1,2011, subject to refund. PNM and other parties to the case had engaged in settlement discussions.
A hearing for this proceeding is scheduled to commence on April 4, 2012. Subsequent to the scheduling of the hearing, the staff
of FERC made a filing recommending an annual revenue increase of $4.6 million, based on a return on equity of 10.4%. After
the FERC staff made its filing, settlement dxscussxons have resumed and are ongeing. PNM is unable to predict the outcome of
this proceedmg ' - - ; . « :

Operatzonal Informatzon
- Weather-normalized retail electric loads increased by.1.4% in 2011. The. system peak demands for retail and firm-

requlrements customers were: - . N W
System Peak Demands L

" 2011 2010 2000
(Megawatts)
Summer 1,938 1,973 1,866

Winter ‘ 1,709 1,551 1,531

T
~

- PNM holds long-term, non-exclusive franchise agreements for its electric retail operatlons with varying explratlon dates.
These franchise agreements allow the utility to access public rights-of-way for placement of its electric facilities. Franchise
agreements have expired in some areas PNM serves;, 1nc1ud1ng Albuquerque, Rié Rancho, and Santa Fe. Because PNM remains
obligated under New Mexico state law to provide service to customers in these areas, the expirations should not have a material
adverse impact. The Albuquerque, Rio Rancho, and Santa Fe metropolitan areas accounted for 46.3%, 10.7%, and 9:2% of PNM
Electric's 2011 revenues and no other franchise area represents more than 5%. Although PNM is not required to collect or pay
franchise fees in some areas it serves, the utility continues to collect and pay such fees in certain parts of its service territory,
1nclud1ng Albuquerque Rlo Rancho and Santa Fe

PNM Electric owns or leases 3,189 circuit miles of electric transmission llnes that interconnect with other utilities in New
Mexico, Arizona, Colorado, Texas, and Utah. Although there has been modest load growth in the utility's service territory in recent
years, there has been little development of new transmission fac1l1t1es Therefote, most of the capacity on PNM's transmission
system is fully committed durmg peak hours, with very little to no additional access availablé ona firm commitment basis. These
factors tesult in physical’ constramts on the system ‘and l1m1t the ability to wheel power into PNM Electnc s service area from
outs1de of New Mex1co ‘



-PNM Electric also generates-and sells electricity into the wholesale market. Because PNM's 134 MW- share of Unit 3 at
PVNGS is permanently excluded from retail rates, that unit's power is being sold on the wholesale market. In April 2008, PNM
entered into three separate contracts for the sale of capacity and energy related to its entire interest in PVNGS Unit 3
through December 31, 2010. Subsequently, the utility entered into contracts to sell its share of the unit output through December
31, 2011. Because of lower existing market prices, margins associated with the contracts for 2011 were significantly lower than
those achieved in the 2008 agreements. PNM's contracts to sell portions of the power from PVNGS Unit 3 in 2012 and 2013 also
reflect lower market prices. The unit's remaining power is sold in the.spot market. Beyond the PVNGS contracts, PNM Electric
also engages in activities to optimize its existing jurisdictional assets and long-term purchase power agreements through spot
market, hour ahead, day ahead, week ahead, and other sales of any excess generation not required to fulfiliretail load and contractual
commitnients. Revenues from these sales, other than those from PVNGS Unit 3, are credited to retail customers through the
FPPAC. ~ ;

Use of Future Test Year

Senate B111 477 (“SB 477”) was passed by the New Mex1co leglslature and became effective in June 2009. SB 477 is
des1gned to promote more timely recovery of reasonable costs of provxdmg utility service in two ways.

. The NMPRC must set rates using the test penod that best reflects the conditions the ut111ty will experience when
' new rates are anticipated to go into effect. The NMPRC is required to consider that a future test period may be
the one that best meets this requirement. A future test period is a twelve-month period beginning no later than the

datea proposed rate change is expected to take effect.

. The NMPRC must include certain construction work in progress (“CWIP”) for environmental improvement,
generation, and'transmission projécts in rate base; without an offset for AFUDC. With this provision, PNM will
be able to collect costs as projects are being built rather than waiting until they are ﬁnlshed to include them in rate
base.

The use of a future test year should help PNM mitigate the adverse effects of regulatory lag, which is inherent when using
a historical test year. ‘Accordingly, the utility's earnings should more closely reflect the rate of return allowed by the NMPRC.
PNMR believes that achieving earnings that approximate its allowed rate of return is an important factor in attractmg equity
investors, as well as being considered favorably by credit rating agencies and financial analysts.

'As with any forward looking financial information, utilizing a future test year in a rate filing presents challenges that exist
in the forecasting process. These include forecasts of both operating and capital expenditures that nécessitate reliance on many
assumptions concerning future conditions and operating results. In the rate making process, PNM's assumptions are subject to
challenge by regulators and intervenors who may assert different interpretations or assumptions. The settlement reached in PNM's
2010 Electric Rate Case reflected some aspects of a future test year.

Renewable Portfolio Standard

The REA was enacted to encourage the development of renewable energy in New Mexico. The act establishes a mandatory
RPS requiring a utility to acquire a renewable energy portfolio equal to 5% of retail electric sales by January 1, 2006, increasing
to 10% by 2011, 15% by 2015, and 20% by 2020. The act provides for streamlined proceedings for approval of utilities' renewable
energy procurement plans, assures ut111t1es  recovery of costs incurred con51stent with approved procurement plans, and requires
the NMPRC to establish a RCT for the procurement of renewable resources to prevent excessive costs being added to rates. PNM
files required renewable energy plans with the NMPRC annually. See Note 17.

TNMP Electrze

TNMP Electric is aregulated utility operating in Texas. TNMP's predecessor was organized in 1925. TNMPis incorporated
in the State of Texas.

- TNMP Electric provides transm1ss1on and d1str1but1on services in Texas under the prov1s1ons of TECA and the Texas
Public Utlhty Regulatory Act. TNMP,is subject to traditional cost-of-service regulation with respect to rates and service under
the jurisdiction of the PUCT and certain municipalities. Because its transmission and distribution activities are solely within
ERCOT, TNMP is not subject to traditional rate regulation by FERC. TNMP Electric serves a market of small to medium sized
communities, most of which have populations of less than 50,000. TNMP is the exclusive provider of transmission and distribution
services in most areas it serves. .



TNMP Electric's service territory consists of three non-contiguous areas.. One portion of this territory 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 portion of its service territory includes the
area along the Texas Gulf Coast.between Houston and.Galveston, and the third portion includes areas of far west Texas between
Midland and E1 Paso. ERCOT is the independent system operator that is responsible for maintaining reliable operations for the
bulk electric power supply system in its reg1on

TNMP Elec.tnc Jprovides transmrssmn and distribution services at regulated rates to various.REPs that, in turn, provide
retail electric: service to consumers within TNMP Electric's service area.. As of December 31, 2011, 83 active REPs receive
transmission and distribution services from TNMP Electric. -First Choice was TNMP Electric's second largest customer and
accounted for 17% of TNMP's revenues for the year ended December 31, 2011. Revenues of other large customers accounted for
19% and 12% of TNMP's revenues. No other customers accounted for more than 10% of revenues. '

Regulatory Activities

In June 2009, TNMP and other partles reached 2 unanimous settlement resolvrng all issues in a rate case ﬁled in 2008.
The PUCT approved the settlement in August 2009. nghhghts of the settlement 1ncluded

. $12. 7 million annual increase in revenues, reﬂectrng interest and other costs associated with debt reﬁnancmg in
: March: 2009

» . Adjustment of the interest rate TNMP is allowed to collect on its CTC to reﬂect debt reﬁnancmg costs

. Recovery of Hurricane Ike restoration costs plus carrying costs over five years :

The PUCT approved an interim adjustment to TNMP's transmission rates of $5 5 mllhon on May 14 2010.

On August 26, 2010, TNMP filed with the PUCT fora $20 1 million increase in revenues. On January 27,2011, the PUCT
approved a st1pulat10n that settles the case: Key components of the settlement were:

. ¢ _Arevenue increase of $10 25 mrlhon effectlve February 1,2011
ST e A returni-oniequity of 10:125% ,
“.s .+ ~Ahypothetical 55%/45% debt-equity capital structure

Franchise Agreements

TNMP holds long‘-term, non-exclusive franchise agreements for its electric transmission and distribution services. These
agreements have varying expiration dates and some have expired. TNMP intends to negotiate and execute new or amended
franchise agreements with municipalities where the agreements have expired or will be expiring. Since TNMP Electric is the
exclusive provider of transmission and distribution services in most areas that it serves, the néed to renew or renegotiate franchise
agreements should nothave a material adverse impact on TNMP's business.  TNMP also earns revenues from service provided to
facilities in its ‘service area that lie outs1de the. terrrtorral jurisdiction of the municipalities with which TNMP has franchise
agreements e "

PNM Gas :

On January 30, 2009 PNM completed the sale of'its PNM Gas segment (Note 2) for $620 O million in cash, plus a workmg
capital adjustment. PNM recognized an after-tax gain of $65.3 million. PNM used the after-tax proceeds from the sale to retire
short-term debt and pay a dividend of $220.0 million to PNMR. Financial information regarding PNM's gds operations, which
are reflected as discontinued operations is presented in Note 22. PNM Gas distributed natural gas to most of the large communities
in New Mexico under rates that were subject to traditional rate regulation by the NMPRC. PNM Gas had a customer base that
‘1ncluded both sales -service customers and transportat1on-serv1ce customers. -

Competmve Businesses

First Choice

As discussed in Note 2, PNMR completed the sale of First Choice on November 1, 2011 receiving $270.0 million, plus
$59.3 million for estimated working capital. The latter amount is subject to adjustment based on the actual amounts of certain
components of working capital at October 31,2011. PNMR recognized a pre-tax gain of $174.9 million on the sale. The purchaser
has informed PNMR that it believes working capital at October 31, 2011 was overstated by $4.2 million. PNMR has responded
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to the purchaser disputing the purchaser's calculation and indicating that working capital at:October31, 2011 was understated by
$6.5 million. PNMR believes itsicalculation is-consistent with the terrns of the agreement. PNMR does not believe the ultimate
resolution. of this matter will'have a material impact. PNMR used the het proceeds from: the sale of First Choice to repurchase
some of PNMR's outstanding debt and ‘equity and: for other corporate purposes 1nc1udmg repayment of. borrowmgs under the
PNMR-Revolving Credit Facility. - et : T S :

First Choice, operating as a certified REP in ERCOT, provided electricity to residential, small commercial and governmental
customers: First Choice focused.its competitive customer acquisition efforts in the major Texas mietropolitan areas that are open
to electric choice within ERCOT; including Dallas-Fort Worth, Houston, Corpus: Christi, and McAllen-Harlingen. Although First
Choice was regulated in certain respects by the PUCT, its businéss. was not siibject to traditional rate of return regulation. Rates
‘were negotiated by FirstChoice: with each customer, rather than being regulated by the PUCT. Because the Texas electricity
market is deregulated, no specific provisions existed for the:recovery of First Choice's fuel and purchased power costs. Asaresult,
purchased power costs affected First Choice's operating results.

During the period it was a subsidiary of PNMR, First Choice's operating results were pressured by several factors. Due
to the competitive nature of the Texas market; First Choice, similar to other REPs, experienced significant turnover in its customer
base. Since the provision of Texas regulation that requires customers to pay their previous REP before. obtaining service from
another REP is limited, numerous customers left First Choice with bills still outstanding. In addition, the impacts of Hurricane
Ike and depressed economie conditions resulted in significant increases in'the levels ofuncolléctible accounts and bad debt expense.
First Choice's load fluctuated due to customer additions and losses, changes in customer usage, and seasonality of weather. First
Choice experienced increased sales:and operating revenues during:the summer months as a-result of increased air conditioner
usage in hot weather. First Choice monitored and revised its load forecast to account for changing customer loads and entered
into hedging arrangements to cover forecasted sales.

Opttm Energy

In January 2007 PNMR and ECJV created Optlm Energy to serve expandmg U S energy markets pmncrpally the areas
of Texas covered by ERCOT. Optim Energy's business consisted of development, operation, and ownership of diverse generation
assets, complemented by wholesale marketing to optimize those assets. ECJV is a wholly owned subsidiary of:Cascade, which
until late in 2011 was a large PNMR shareholder. PNMR and ECJV each had a 50 percent ownership interest in Optim Energy,
a limited liability company. Optim Energy had interests in three electric generating resources.located within the ERCOT area.

Beginning in 2009, Optim Energy was affected by continuing adverse market conditions; primarily low natural gas and
power prices. In response to those adverse conditions, Optim Energy changed its strategy to focus on utilizing cash flow from
operations to reduce debt. Optrm Energy also concentrated on optlmrzmg generation assets as a stand-alone independént power
producer \ : : : : -

As dlscussed in Note 21, PNMR determmed lts mvestment in Opt1m Energy was fully impaired at December 31, 2010
and reduced the carrying value of the investment to zero by recording a pre-tax loss of $188.2 million. PNMR, ECJV, and Cascade
entered into agreements on September 23, 2011, whereby Optim Energy was restructured and EGJV made an equity contribution
to Optim Energy in exchange for an increased ownership interest, which resulted in PNMR's ownership in Optim Energy being
reduced from 50% to 1%. On January 4, 2012, ECJV exercised its option to acquire PNMR's remaining 1% ownership interest
in Optim Energy at fair market value, which was determined to be zero. PNMR accounted for its investment in Optim Energy
using the equity method of accounting through September 23, 2011 and used the cost method thereafter. In accordance with
GAAP, PNMR did not record income or losses assoc1ated with its investment in Optlm Energy in 2011.

,Corporate and Other x

T he. Corporate and Other Segment mcludes PNMR holding company-activities, pnmarlly related to corporate level debt
and PNMR Services Company. PNMR Services Company:provides corporate services through shared services agreements to
PNMR and all of PNMR's business units, including PNM and TNMP, and through transition services agreements with First Choice
and Optim Energy. These services are charged and billed on a monthly basis to the business units. B]llmgs are at cost, except for
Optim Energy, which includes a profit element.



SOURCES OF POWER
PNMR
First Choice bought electricity and entered into hedging_ a_rrangements to purchase quantities of power to mafch the supply
obligations to customers that are under fixed price contracts. Power was purchased long-term in the over-the-counter market or
using futures. In the short term, hedges were adjusted to load changes by buying and selling power in the over-the-counter market
or ERCOT day-ahead market.
PNM

Generation Capacity

As of Deeefnber_?;l, 2011, the total net generation eapacity of facilities owned or leased by PNM was 2,347 MW. PNM
also obtains 200 MW of power under a long-term PPA with the New Mexico Wind Energy Center.

PNM's owned and leased capacity in electric generating facilities in commercial service as of December 31, 2011 is:

Generation
. _ Capacify
_Type " Name , Location MW)
Coal SIGS.. . Waterflow, New Mexico 790
Coal. Four Corners _ .. Fruitland, New Mexico 202
Gas/Oil Reeves Station Albuquerque, New Mexico 154
Gas Afton (combmed cycle) La Mesa, New Mexico 235
" Gas  Lordsburg " Lordsburg, New Mexico 80
Gas Luna (combined cycle) Deming, New Mexico 185
Gas/Oil Delta Albuquerque, New Mexico 132
Gas Valencia Belen, New Mexico 145
Nuclear PVNGS - - . Wintersburg, Arizona - < 402
‘Solar -~ = PNM-owned solar Five sites in'New Mexico 22
, : N , o347

Fossil-Fueled Plakts

; SJGS consists of four units operated by PNM. Units 1, 2, 3, and 4 at SJGS have net rated capacities of 340 MW, 340 MW,
498 MW and 523 MW. SJGS Units 1 and 2 are owned on a 50% shared basis with Tucson. SJGS Unit 3 is owned 50% by PNM,
41.8% by SCPPA, and 8.2% by Tri-State. SIGS Unit 4 is owned 38.457% by PNM, 28.8% by MSR Public Power Agency, 10.04%
by the City of Anaheim, California, 8. 475% by. the City of Farmmgton New Mexico, 7.2% by the County of Los Alamos, New
Mexico, and 7.028% by UAMPS.

Four Corners Units 4 and 5 are 13% owned by PNM. Units 4 and 5 at Four Corners are jointly owned with SCE, APS,
SRP, Tucson, and EPE and are operated by APS. PNM has no ownership interest in Four Corners Units 1, 2, or 3. Four Corners
and a portion of the facilities adjacent to SJGS are located on land held under easements from the United States and also under
leases from the Navajo Nation. APS, on behalf of the Four Corners participants, has negotiated amendments to an existing facility
lease with the Navajo Nation- that would extend the leasehold interest in the plant to 2041. The amendments have been approved
by the Navajo Nation Council and signed by the Nation's President. DOI must also approve the amendments as well as a related
federal rights-of-way grant ‘that the Four Corners part101pants will pursue. A federal env1ronmenta1 review w111 be conducted as
part of the DOI review process ‘

PNM owns 100% of Reeves, Afton, and Lordsburg and 33.3% of Luna The remalmng interests in Luna are owned equally
by Tucson and Freeport McMoran. PNM is entitled to the energy and capacity of Delta under a PPA that is deemed to be an
operating lease. PNM has a PPA that entltles it to the entife output “of Valencia. Valencia is a variable interest entity and is
consolidated by PNM as required by GAAP.’ Therefore, Valencia is reflected in the above table as if it were owned. Reeves,
Lordsburg, Delta; and Valencia are used prlmanly for peaking power and transmission support. Lordsburg, Luna, and Valencia
became 1ncluded in retail rates under the 2008 Electnc Rate Case. See Note 9 and Note 17
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Nuclear Plant

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
is entitled to 10.2% of the.power and energy generated by PVNGS. PNM has ownershlp interests 0f'2.3% in Unit 1, 4.6% in Unit
2, and 10.2% in Unit 3 and has leasehold mterests of 7 9% in Unit 1 and 5.6% in Umt 2. See Note 7 and Note 16 for 1nformat10n
on other PVNGS matters. '

The lease payments for the leased portions of PVNGS are recovered through retail rates approved by the NMPRC. In
July 2009, PNM acquired the ownership of a portion of PVNGS Unit 2 previously owned by another PNMR subsidiary and leased
to PNM. This asset is included in rates charged to retail customers.

As part of recent refueling outages, PVNGS installed new reactor vessel closure heads and simplified head assembly
modifications. These projects are de51gned to prov1de safety benefits, ehmmate cosﬂy inspections, and reduce the duration of
future outages.

On March 11, 2011, a 9.0 magnitude-earthquake occurred off the northeastern coast of Japan. The earthquake produced
a tsunami that caused significant damage to the Fukushima Daiichi Nuclear Power Station in Japan. Following these events, the
NRC commissioners launched a two-pronged review of U.S. nuclear power plant safety. The NRC supported the establishment
of an agency task force to _cenduct both a near- and long-term analysis of the lessons that can be learned from the situation in
-Japan. The near-term task force issued a repert on July 12, 2011, and on October 3, 2011, the NRC staff issued a plan for
implementing the néar-term task force's recommendations. On October 18, 2011, the NRC commissioners directed the NRC staff
to implement, without delay, the near-term task force recommendations, subject to certain conditions. One such condition is that
the agency should strive to complete and implement lessons léarned from the earthquake and tsunami in Japan within five years.
A second condition is that the staff should designate the recommendation for a rulemaking:to address extended loss of offsite
power to be completed within 24 to 30 months. PNM cannot predict when or if the NRC will take formal action as a result of its
review.

Solar

In 2011, PNM completed its first major utility-owned renewable energy project when five utility-scale solar facilities in
New Mexico went online. The five solar sites are located in Alamogordo, Deming, Los Lunas, Las Vegas, and Albuquerque. In
addition to these facilitiés, PNM completed its solar-storage demonstration project in Albuquerque, which has a generation capacity
of 0.5 MW that is not included in the above table.

Plant Operating Statistics

Equlvalent avallablhty of PNM s maJor base foad generatmg statlons were:

Plant Operator oo 32011 Sy 2010 L . 2009
SIGS . PNM» 1 86.9% - 73.5% 7 84.9%
Four Corners APS 81.5% 75.3% - 87.5%

PVNGS ’ APS 89.1% . 88.6%. - 87.0%
Joint Projécrs ,

SIGS, PVNGS, and Four Corners are joint projects each.owned or leased by. several different utilities. Some participants
in the joint projects are investor-owned utilities, while others are municipally or co-operatively owned. Furthermore, participants
in SJGS and Four Corners may have varying percentage interests in. different generating units within the project. The primary
operating or participation agreements for the joint projects expire in 20 1 6 for Four Corners, 2022 for.SIGS, and 2027 for PVNGS.
In addition, SJGS and Four Corners are coal-fired generating plants that obtain their coal requirements from mines near the plants.
The agreements for coal supply expire in 2016 for Four Corners and 2017 for SJGS. As described above, Four Corners is situated
on land under a lease from the Navajo Nation. Portions of PNM's interests in PVNGS Umts 1 and 2 are through leases that expire
in2015 and 2016, but contain certain ﬁxed—rate renewal and fair market value purchase options (Note 7). Several of the participants
in the joint proj ects are located i in California. There are leglslatlve and regulatory mandates in California that prohibit utilities
from entering into new, or extendlng existing, arrangements for coal-fired. generatlon It is also possible that the participants in
the joint projects have changed circumstances-and. objectlves from those ex1st1ng at the time of becoming participants. The status
of these joint projects is further complicated by the uncertainty surroundlng the form of potentlal legislation and/or regulation of
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GHG, CCBs, and other air emissions, as well as the impacts of the costs of compliance and operational viability of ali or certain
units within the joint projects. It is unclear how these factors will enter into discussion and negotiations concerning the status of
thejoint projects as the expiration of basic operational agreements approaches. PNM can prov1de no assurance that its participation
in. the jOlIlt projects will continue in: the manner that currently exists. :

PPAs

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

In 2002 PNM entered into an agreement wrth FPL to develop a 200 MW wind generatron fac111ty in New Mex1co PNM
began receiving 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 and RECs 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 servrce load under the voluntary tarlff and as part of PNM's electric supply mix for meeting retail
load VR S , i .

-A summary of purchased power; excludi-ng Delta "a”nd Valenciav, but including power purchased under long-term
contracts that have expired by their terms, is as follows: :

FECI FI e Year Ended December 31, ,
: ., 2011 2010 - 2009

Purchased under long-term PPAs : v co e : L Lo B -
 MWh e ‘794867 11,360,991 © 1,533,643
Cost per MWh - o N $ 2093 § 3436 $ 3137

- Other purchased power. . e T e T e e I
© TotalMWh - -~ TRV L EIY T A '988,564" : 1,083,548 1,083,272
‘" Costper MWh - o s 314 s 4061 S 3742

TNMI’ ) »
TNMP provrdes only transmission and d1stribut10n services and does not sell power.
: FUELAND WATER SUPPLY '

The percentages of PNM S generatron of electnc1ty (on ‘the basis of KWh), excludlng Valencia and Delta, fueled by coal
nuclear fuel, and gas and oil, and the average costs to PNM of those fuels per MMBTU were as follows;

Coal ¢ Nuelear ' Gas and oil -
Percent of Average - Percent of  Average  Percentof Average ‘
Gener_atlon Cost Generatlon - Cost "~ Generation Cost
2011 L 624% § 279 300% % 080 74% $ 442
2010 59.4% $ 249 31.5% $ 0.66 . 9.1% $ 4.53
;"'~~=2()09 IR 3 3% $ 02080 27;6%‘7'$ 'f‘o}‘se 111%$ 3.52"4

In201 1 0. 2% of PNM s generatlon was from ut111ty owned solar Wthh has no fuel cost The generatlon mix for 2012 is
expected to be 62.4% coal; 29.2% nuclear, 7 9% gas and 0il, and 0.5% ut111ty owned solar. Due to locally available natural gas
and oil supplies, the utilization of locally avarlable coal depOSIts and the generally adequate supply of nuclear fuel, PNM believes
that adequate sources of fuel are available for its generating stations into the foreseeable future. See Sources of Power - PNM -
PPAs for information concerning the cost of purchased power.
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Coal

The coal supply contracts that provide fuel for SIGS and Four Corners expire in 2017 and 2016. Coal supply has not been
arranged for periods after the existing contracts expire. PNM believes there is adequate availability of coal resources to continue
to operate these plants although extended or new contracts could result in higher prices. See Note 16 for additional information
about PNM's coal supply.

Natural Gas

The natural gas used as fuel for the electric generating plants is procured on the open market and delivered by third party
transportation providers.

Nuclear Fi i:el and Waste

PNM is one of several participants in PYNGS. The PVNGS participants are continually identifying their future nuclear
fuel resource needs and negotiating arrangements to fill those needs. The PVNGS participants have contracted 95% of PVNGS's
requirements for uranium concentrates through 2015, 90% of its requirements for 2016-2017, and 80% of its requirements for
2018. The participants have contracted for all of PVNGS's conversion services through 2015 and 95% of its requirements through -
2018. All of PVNGS's enrichment services are contracted through 2020 and all of PVNGS's fuel assembly fabrication services
through 2016.

The Nuclear Waste Policy Act of 1982 required the DOE to begin to accept, transport, and dispose of spent nuclear fuel
and high level waste generated by the nation's nuclear power plants by 1998. The DOE failed to begin accepting PVNGS's spent
nuclear fuel by 1998, and APS (on behalf of itself and the other PVNGS participants) filed a lawsuit for DOE's breach in the U.S.
Court of Federal Claims. The Court of Federal Claims ruled in favor of APS and in October 2010 awarded $30.2 million in
damages to the PVNGS participants for costs incurred through December 2006. See Note 16.

The DOE had planned to meet its disposal obligations by designing, licensing, constructing, and operating a permanent
geologic repository at YuccaMountain, Nevada. In June 2008, DOE submitted its application to the NRC to authorize construction
ofthe YuccaMountain repository. In March 2010, the DOE filed a motion to dismiss with prejudice its YuccaMountain construction
authorization application that was pending before the NRC. Several interested parties have intervened in the NRC proceeding,
but the matter has not been conclusively decided by either the NRC or the courts. Additionally, a number of interested parties
have filed a variety of lawsuits in different jurisdictions around the country challenging the DOE's authority to withdraw the Yucca
Mountain construction authorization application. None of these lawsuits has been conclusively decided by the courts.

On January 26, 2012, the Blue Ribbon Commission on'America's Nuclear Future (the “Blue Ribbon Commission”) made
recommendations on managing the back end of the nuclear fuel cycle. The Blue Ribbon Commission was established in early
2010 at the direction of President Obama. The President's directive was based on his assessment that the nation's approach to
managing used nuclear fuel, primarily through the repository at Yucca Mountain, has proven to be ineffective.

The Blue Ribbon Commission's report recommended a strategy with several key elements including: a new consent-based
approach to siting future nuclear waste management facilities; a new organization dedicated solely to implementing the waste
management program; access to the funds nuclear utility ratepayers are providing for the purpose of nuclear waste management;
prompt efforts to-develop geologic disposal facilities, consohdated storage facilities and to prepare for the eventual large-scale
transport of spent nuclear fuel and high-level waste to consolidated storage and disposal facilities. PNM and APS are monitoring
this matter, but cannot predict the proposed timing for 1mp1ementat10n of the recommended strategy.

All spent nuclear fuel from PVNGS is.being stored on-site. PVNGS has sufﬁment capacity at its on-site independent spent
fuel storage installation (“ISFSI”) to store all of the nuclear fuel that will be irradiated during the initial operating license periods,
which end in November 2027. Additionally, PVNGS has sufficient capacity at its on-site ISFSI to store a portion of the fuel that
will be irradiated during the extended license periods, which end in November 2047. If unicertainties regarding the United States
government's obligation to accept and store spent fuel are not favorably resolved, the PVNGS participants will evaluate alternative
storage solutions. These may obviate the need to expand the ISFSI to accommodate all of the fuel that will be irradiated during
the extended license periods.

In addition to the spent fuel stored at PVNGS's on-site ISFSI, PVNGS also generates certain types of low level radioactive

waste that are stored on-site. Currently, the higher radioactivity of the low level wastes is stored on-site since industry access to
a disposal site was eliminated several years ago. The NRC is considering regulations that would allow the industry to eliminate
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much of this waste by blendmg it w1th lowerlevel waste so that it: can be dlsposed of ata fa0111ty such asthe one: PVNGS utrhzes
antah R SR oo Sy - :

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

. Electric utilities are subject to strmgent laws and regulatlons fcrr protectlon of the env1ronment by 10ca1 state federal and
tribal authorities. In addition, PVNGS is subject to the jurisdiction of the:NRC, which has the ‘authority to issue permits and
licenses and to regulate nuclear facilities in order to protect the health and safety of the public from radioactive hazards and to
conduct environmental reviews pursuant to the National Environmental Policy Act. The liabilities under these laws and regulations
can be material. In $ome instances, liabilities may be imposed without regard to fault, or may be:imposed for past acts, whether
or not such acts were lawful at-the timé they occurred.- The construction  expenditure projection does not include any amounts
related to environmental upgrades at SJGS or. Four Corners that may be required by EPA to address regional haze described in
Note 16 or any other significant expenditures for environmental control facilities. See MD&A - Other Issues Facing the Company
- Climate Change: Issues forinformation on: GHG. - In addition, Note 16 contains 1nformat10n related. to the followmg matters,
incorporated in: thls item by reference: . S N : S

e - PVNGS Decomm1ss1omng Fundlng
. Nuclear Spent Fuel and Waste Disposal g .
» - Environmental Matters under the.caption “The Clean A1r Act”
. Endangered Species Act ‘ ;
... *: . .Cooling Water Intake Structures
. Santa Fe Generating Station : ¢ s
. Environmental Matters under the caption “Coal Combustlon Waste D1sposal”
. Hazardous Air Pollutants (“HAPs”) Rulemakmg : : :

o COMPETITION
Regulated utilities-are generally:not. subject to competltlon from other ut111t1es in areas that are under the jurisdiction of
state regulatory. commissions. InNew Mexico; PNM does not have competition for sexvices provided to itsretail electric customers.
In Texas, TNMP is not. currently in any direct retail competition with any other regulated electric-utility. However, PNM and
TNMP are subject to customer conservation activities and initiatives to utilize alternative energy sources or otherw1$e bypass the
PNM andTNMPsystems A e, R g : : RO

PNM is subject to: varymg degrees of competrtlon in certaln temtones adjacent to o) w1thm the areas it serves. This
competition comes from other utilities in its region as well as rural electric cooperatives and municipal utilities. PNM is involved
in the generation and sale of electricity into the wholesale market. Itis subject to competition from regional utilities with similar
opportunities to generate and sell energy at market—based prlces and larger tradmg entities that do-not own.or operate generating
assets. ; 0 G e i ST

... EMPLOYEES . -~ . . . . . .

The following table sets forth the number of ernpl‘oye‘?e‘s of PNMR, PNM,andTNMPasof December 3 i’, 2011:

PNMR ~ PNM" ' - TNMP
Corporate(l) . SERPCENEEr 492 S ~:‘-‘__ T ".
PNMBleetric o LUT LLur L —
TNMP Electric L 342 34D

Total o 1951 1117 342

LW Represents employees of PNMR Serv1ces Company

“ As-of December 31, 2011, PNM ‘Electric had 635 employees in its power plant and operatlons areas ‘that are cutrently
covered by a collective bargammg agreement with the IBEW that ¥ was entered into'in May 2009 and expires April 30,2012. PNMR
has no other employees represented by unions. Negotiations for a new agréement with the IBEW began in February2012. While
the Company is optimistic that a timely agreement will be reached, PNM cannot, at this time, predict the outcome of the negotiations.
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PNM has completed contingency planning for certain ‘scenarios that may occur as‘a result of negotiations. In the negotiations,
PNM is focusing its efforts towards meeting four objectives: improved safety, continued compliance, continued reliability, and
cost management. The wages and benefits for all PNM employees who are members of the IBEW are typically included in the
rates charged to electric customers, subject to approval of the NMPRC.

DISCLOSURE REGARDING FORWARD LOOKING STATEMENTS

Statements made in this filing that relate to future events orrPNMR'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 expectatrons and estimates. PNMR, PNM, and
TNMP assume no obligation to update thlS information. ~

Because actual results may differ materlally from those expressed or 1mp11ed 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 1mp11ed by the forward- lookmg statements. These factors include:

. The ablhty of PNM and TNMP to recover costs and earn allowed returns in regulated Jurlschctlons

. The ability of the Company to successfully forecast and manage its operating and capital expenditures

. State and federal regulatory, legislative, and judicial decisions and actions on ratemaking matters

. State and federal regulation or legislation relating to environmental matters, mcludlng the resultant impacts on the
operations and economic viability of PNM's generating plants ‘

. The risk that recently enacted reliability standards regarding available transmission capacrty may negatlvely impact

' the operation of PNM's transmission system

. The performance of generating units, transmission systems, and d1str1but10n systems, which could be negatively
affected by a number of significant operational issues

. Variability of prices and volatility:and liquidity in the wholesale power and natural gas markets

. Changes in price and availability of fuel and water supplies

. Uncertainties surrounding the mine fire incident at the mine supplying coal to SIGS

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

» -+ The risks associated with completion of generation, transmission, distribution, and other projects

‘e .. Regulatory, financial, and operatlonal rrsks inherent in-the operatlon of nuclear facrhtles, 1ncludmg spent fuel

disposal uncertainties - ‘ ;

. Uncertainty regarding the requlrements and related costs”of’ decomm1551omng power plants and coal mines
supplying certain power plants, as well as the ability to recover decommissioning costs from customers

. The impacts on the electricity usage of the Company's customers due to performance of state, regional, and national
economies and mandatory energy efﬁc1ency measures, Weather seasonality, and other changes in supply and
demand

. The Company's-ability to access the ﬁnanc1al markets, mcludmg disruptions in the credlt markets, actions by

ratings agencies, and: fluctuations in interest rates
. The potential unavailability of cash from PNMR's subsidiaries due to regulatory, statutory, or contractual

restrictions

. The impacts of decreases in the values of marketable equity securities maintained to provide for nuclear
decommissioning and pension and other postretirement benefits

. The effectiveness of risk management and comimodity risk transactions

. The outcome of legal proceedings, including the extent of insurance coverage

. Changes in applicable accounting principles

For information about the risks associated with the use of derivative financial instruments see Item 7A. “Quantitative and
Qualitative Disclosures About Market Risk.”

" SECURITIES ACT DISCLAIMER

Certain securities 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 securmes laws. This Form 10-K does not constitute
an offer to sell or the solicitatipn of an offer to, b_uy any securities.
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ITEM 1A. RISK FACTORS -

The busmess and ﬁnancml results of PNMR PNM and TNMP are subject to a number of rrsks and uncertainties, including
those set forth below and in MD&A, Note 16, and Note 17. TNMP provides transmission and distribution services to REPs that
provide electric service to consumers in TNMP's service territories. References to customers in the risk factors discussed below
also encompass the customers of these' REPs who are the ultimate consumers of electricity transmitted and drstrlbuted through

TNMP's facilities:
Regulatory Factors

The. profitablhty of PNMR's utrhtres depends on. bemg able to recover thelr costs through regulated rates and earn a fair
return on invested caprtal i ; , . :

The rates: PNM‘charges its customers are regulated by the NMPRC and FERC. TNMP'is regulated by the PUCT.. Under
its current rate settlement, PNM cannot request a general rate increase for its New Mexico customers that would be effective prior
to July 1,2013." The Company antlcrpates a trend toward 1ncreasmg costs, for whlch it mlght have to seek regulatory recovery.
These mclude orare related to 2 N x St

. New asset construction related to the provision of electrrc service
e . Potential environmental compliance expenditures S
. The regulatory mandate to generate power from renewable resources
. Energy efficiency mandates :
*:» . Fuel costs - : T : : N
. - Costs related to rights-of- -way, pension and beneﬁt expenses

o Deprecratron expenses

Without timely cost recovery and the authorization to earn a reasonable return on investedcapital, the Company's liquidity
and results of operatlons could be negatlvely impacted.

Under New Mex1c0 law utilities may. propose the use of a future test year in establishing rates. As w1th any forward
looking financial information; a future test year presents challenges that are inherent in the forecasting process: Forecasts of both
operating and capital expenditures necessitate reliance on many assumptions concerning future conditions and operating resuilts.
Accordingly, if PNM chooses to request rates based on a future test year, but cannot successfully-support it, cash flows and results
of operations may be negatively impacted. This could result from not being able to withstand challenges from regulators and
intervenors regardmg the utility's capab111ty to make reasonable forecasts :

PNM recovers the cost of fuel for its generatron fac111t1es through its FPPAC. The coal supply contracts that provide fuel
for SJGS and Four Corners expire in 2017 and 2016. Coal supply has not been arranged for periods after the existing contracts
expire. It is possible that extended contracts with the existing suppliers or new contracts for coal from alternative sources could
result in higher prices. Although PNM believes such costs would contlnue to be recovered through the FPPAC there can be no
assurance that full recovery would continue to be allowed. - :

PNMR's utilities are subject to numerous federal state and local envn'onmental laws and regulatlons that may s1gn1ﬁcantly
hmlt or affect therr operatrons and financial résults.. ; -

: Compliance with federal, state, and local envrronmental laws and regulations may result in increased capital; operating,
-and other costs. These costs could include remediation, containment, and monitoring expenses. PNMR, PNM, and TNMP cannot
predict how they 'would be affected if existing environmental laws:and regulatrons -were to be revrsed or if new environmental
statutes: and rules were to be adopted See Note 16 : :

Recently, EPA 1ssued 'its proposed BART determinations for both SJGS and Four Corners under the program to address
regional haze in the “four corners™ area. If the proposals are finalized in the form issued, the levels of NOx emitted at both-SIGS
and Four Corners would have to be reduced. This would require significant capital expenditures and increased operating costs
for the installation of SCR technology at both generating stations.

PNM depends on fossil-fueled generation for a significant share of its electricity. Therefore, it could be exposed to possible

future GHG regulations imposed by New Mexico and/or the federal government. Any such regulations could result in additional
operating restrictions on facilities and increased generation and compliance costs.
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CCBs from the operation of SJGS are currently being used in the reclamation of a surface coal mine.  These CCBs consist
of fly ash, bottom ash, and gypsum. Any new regulation that would affect the reclamation process, 1nclud1ng CCBs being classified
as hazardous waste by EPA, could s1gn1ﬁcant1y increase the costs of the disposal of CCBs

Aregulatory=body may identify a srtefrequrrmg enwronmental cleanup, and des:'gnate PNM or TNMP as a reasonable party.
There is also uncertainty in quantifying exposure under environmental laws that imposejoint-and several liability omrall potentially
responsible parties. Failure to comply with environmental laws and regulations, even if caused by factors beyond PNM's ot
TNMP's control, may result in the assessment of civil or criminal penalties and fines.

PNMR and its operating subsidiaries may underestimate the costs of environmental compliance, liabilities, and litigation
due to the uncertainty currently inherent in:these factors. Although there is uncertainty. about the.timing-and form of. regulations
regarding climate change, CCBs, and other power plant emissions, such regulations could have a material impact on operations.
It is possible that requirements to comply with the final BART determinations, combined with the financial impact of possible
future climate change regulation or legislation, if any, other environmental regulations, the result.of litigation, the adequacy and
timeliness of cost recovery mechanisms, and other business considerations, could jeopardize the egonomic viability of SIGS and/
or Four Corners or the ability of individual participants.to continue participation in those plants. Timely regulatory recovery of
costs associated with any environmental-related regulations would be needed to maintain a strong financial’and operational profile.
The above factors could adversely affect the Company's businesses, ﬁnancial position, results of operations and liquidity.

PNMR, PNM, and TNMP are subject to complex government regulatlon, whlch may have a negatlve impact on their
businesses, financial position and results of operations.

To operate their businesses, PNMR, PNM, and TNMP are required to have numerous permits and approvals from a variety
of regulatory agencies. Regulatory bodies with jurisdiction over the utilities include the NMPRC,NMED, PUCT, TCEQ, ERCOT,
FERC, NRC, EPA, and NERC. Oversight by these agencies cover many aspects of the Company s utility:operations. These
include: siting, construction, and operation of facilities; the purchase of power under long-term contracts; conditions of service;
the issuance -of securities; and rates charged to customers. : . S

FERC has issued a number of rules pertaining to preventing undue discrimination in transmission services and electric
reliability standards. In one of these, issued in 2011, FERC revised the determination of total transmission capability under the
reliability standards for transmission systems. The order could potentially reduce the total transmission capacity that we useto
deliver our generation resources to customers.. Such reductions could require us to acquire additional transmlssmn rlghts or assets,
which could involve substantial investments: and a s1gn1ﬁcant amount of time to.accomplish. »

PNMR and its subs1d1ar1es are unable to predlct the. 1mpact on their business and operatmg results from future actions of
any agency regulating us. Changes in existing regulations or the adoption of new ones could result in additional expenses and/or
changes in.our busmess operatrons In turn, operatmg results. could be: adversely impacted.

Operatzonal Factors.

The ﬁnanclal performance of PNMR, PNM, and TNMP may be adversely affected 1f power plants and transmlssmn and
dlstrlbutlon systems do not operate efficlently

Our ﬁnancral performance depends on n the successful operatron of PNM's generatlon assets, as well as. the transmrssron
and distribution systems of PNM and TNMP. Unscheduled or longer than expected maintenance outages, other performance
problems with the electric generation assets, severe weather conditions, accidents and other catastrophic events, disruptions in the
delivery of fuel, and other factors could result in PNM's load requirements being larger than available system geéneration capacity.
If this were to occur, PNM would be required to purchase electricity in either the wholesale market or spot market at the then-
current market price. There can be no assurance that sufficient electricity would be available at reasonable prices, or available at
all. The failure of transmission or distribution facilities may also affect PNM's and TNMP's ability to deliver power. These
potential generation, dlstrlbutlon and transmissiofi problems and any service 1nten'upt10ns related to. them could result in lost
revenues and additional costs..” - .. . - " : co
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Customer electricity usage could be reduced by.increases in prices we charge and other factors. This could result in
underutilization of PNM's generating capacity, as well as the capacities of PNM's and TNMP's transmission and distribution
systems. Should this occur, operatlng and capital costs might not be fully recovered, and financial performance thus
negatively impacted. - : T

Many factors mﬂuence customers' electricrty purchases. These include, but are not limited to:

. Increases in rates charged by PNM and TNMP . :
. .Rates charged by REPs ut1hzmg TNMP's facilities to deliver. power

These factors and others may prompt customers to institute energy efﬁmency measures or take other actions that would
result in lower power consumption. If customers bypass or underutilize our facilities through self—generation through renewable

PNM's and TNMP's service territories include several military bases and federally funded national laboratories, as well
as large industrial customers that have significant direct-and indirect impacts on the local economies where they operate. We do
not directly provide service to any of the military bases or national laboratories, but do provide service to large industrial customers.
Our business could be hurt from the impacts on the local economies associated with these customer groups, as well as directly
from the large industrial customers, for a number of reasons, including:

. Federally-mandated base closures or significant curtailment of the activities at the bases or national laboratories
. Closure of industrial facilities or significant curtailment of their activities

Another factor that could negatively impact us is that initiatives are periodically undertaken in various localities to
municipalize or otherwise take over Company facilities, If any such municipalization initiative is successful, the result could be
a-material reduction in the usage of our, facilities. — '

Should any of the above factors result in-our, facrlltles bemg underutlhzed our ﬁnanc1a1 posmon operational results, and
cash ﬂows could be s1gn1ﬁcantly 1mpacted : :

Demand for power could exceed supply capacity, resultmg in 1ncreased costs for purchasmg capacity in the open market
or blllldlllg additional generation facilities. N

_ PNM is obligated to supply power to retail customers and certam wholesale customers At peak t1mes power demand
could exceed PNM's available generation capacity. Market or competitive forces may require PNM to purchase capacity on the
open market or build additional generation capabilities. Regulators or market conditions may not permit PNM to pass all of these
purchases or construction costs on to their customers. If that occurs, PNM may not be able to recover these costs fully. Or, there
may be a lag between when costs are incurred and when regulators permit recovery in customers' rates. These situations could
have negatlve impacts on results of operations and cash flows. o L : '

#C; . W : e ¢

VThere are mherent rrsks in the ownership and operation of nuclear facihties

PNM has a 10.2% undivided interest in PYNGS, representing 17.1% of PNM's total owned and leased generating capacity.
Portlons of the interests in Umts 1 and 2 are held under leases.. PVINGS is subject to. env1ronmental health, and financial risks,
including, but not limited to: . : - - ' . » -

o The abili_-ty to obtai,n‘ adequate supplies of nuclear fuel and water
. The ability to dispose of spent nuclear fuel - :
. Decommissioning of the plant ‘ '
. Securing the facilities against possible terrorist attacks. - - .
. Unscheduled outages due to equipment failures

. PNM maintains trust funds designed to provide adequate financial resources for decommissioning at the end of the expected
life .of the PVNGS units. However, if the units are decommissioned before their planned date, these funds may prove to be
insufficient. PNM also has external insurance coverage to minimize its financial exposure to some risks. However, it is possible
that liabilities associated with nuclear operations could exceed the amount of insurance coverage. See Note 16.

The NRC has broad authority under federal law to 1mpose licensmg and safety-related requirements for the operation of
nuclear generation facilities. In the event of noncompliance, the NRC has the authority, depending upon the NRC's assessment
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of the severity of the situation, to’impose monetary civil penalties or 4 ‘progressively increased inspection regime. This could
ultimately result-in the shutdown of a unit, the removal of a unit from service until compliance is achieved, or both. -Increased
costs résulting from penalties, a heightened level of scrutiny, and/or implementation of plans to achieve compliance with NRC
requirements could adversely affect the financial condition, results of operations, and cash flows of PNMR and PNM.

The PVNGS participants have no reason te anticipate a setious niiclear incident at PVNGS. However, if an incident did
occur, it could materially and adversely affect the results of operations and financial condition of PNM and PNMR. A major
incident at a nuclear facility anywhere in the world could cause the NRC to limit or prohibit thie operation or licensing of any
domestic nuclear unit. For example, as a result'of the March 2011 earthquake and tsunami that caused significant damage to the
Fukushima Daiichi Nuclear Power Plant in J apan there may be additional regulatlons or other changes that would affect PVNGS.

Costs of decommlssmnmg, remedlatlon, ‘and restoration of nuclear and. fossﬂ-fueled power plants as well as related coal
mines, could exceed the estimates of PNMR and PNM, which could negatively impact results of operations and liquidity.

PNM has interests in a nuclear power plant, two coal=fired power plants, and several natural gas-fired power plants. PNM
is obligated to pay-for the costs of decommissioning its share of the power plants. PNM is also obligated to pay for its share of
the costs of decommissioning the mines that supply coal to the coal-fired power plants. Rates charged by PNM te its customers,
as approved by the NMPRC, include a provision for recovery of certain costs of decommissioning, remediation, and restoration.
The NMPRC has established a cap on decommissioning costs for the surface coal mines. In the event any of these costs exceed
current estimates and PNM is unsuccessful n recoverlng the expenses through increased rates, results of operatlons will be
negatively-impacted. :

PNMR, PNM, and TNMP are subject to information security risks and risks of unauthorized access to their systems.

The Company functions in a highly regulated industry that requires the continued operation of sophisticated information
technology systems and network infrastructure. In the regular course of business, the utilities handle a range of sensitive security
and customer information. PNM and TNMP are subject to different agencies' laws and rules concerning safeguarding and
maintaining the confidentiality of this information. - Despite implementation of security measures, the technology systems are
vulnerable to disability, failures, or unauthorized access. Such failures or breaches of the systems could impact the reliability of
PNM's generation and PNM's and TNMP's transmission and distribution systems, including the possible unauthorized shutdown
of our facilities. ‘If the technology systems were to fail or be breached and not recovered in atimely way, critical business functions
could be impaired and sensitive confidential data could be compromised. A security breach of the Company's information systems
could have a material adverse impact on the operations and financial condition of PNMR, PNM; and TNMP. Such a breach could
involve theft or the 1nappropr1ate release of certain types of 1nformat10n 1nc1ud1ng confidential data related to customers or
operatmg systems , :

General Economzc and Weather Factors

General economic conditions of the state, region, and nation can affect our customers and suppliers. Economic recession
or downturn may result in decreased consumption and increased bad debt expense, and could also negatively 1mpact our
suppliers, all of which could negatively impact us. :

“Economic activity is a'key factor in PNMR subsidiaries' pefformance. Decreased economic activity can lead to declines
in energy consumption, which could adversely affect future revenues, earnings, and growth. Higher unemployment rates both in
our service territories and nationwide could result in commercial customers ceasing operations and lower levels of income for our
residential customers. These customers might then be unable to pay their bills on time, which could increase bad debt expense
and negatively impact results of operations and cash flows. Economic conditions also impact the supply and/or cost of commodities
and materials needed to construct or acquire utility assets or make necessary repairs. : i

The operating results of PNMR and its operating subsidiaries fluctuate on a seasonal and quarterly basis as well as being
affected by weather conditions, including regional drought. :

Electric generation, transmission, and distribution are generally seasonal businesses that vary with the demand for power.
With power consumption typically peaking during the hot summer months, revenues traditionally peak during that period. Asa
result, quarterly operating results of PNMR and its operating subsidiaries vary throughout the year. In addition, PNMR and its
operating subsidiaries have historically had less revenues resulting in earning less income when weather conditions are milder.
Unusually mild weather in the future could reduce the revenues, net earnings, and cash flows of the companies.
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Drought conditions in New Mexico, especially in the “four corners” region, where SIGS and Four Corners are located,
may affect the water supply for PNM's generating plants. If inadequate precipitation occurs in the watershed that-supplies-that
region, PNM may have to decrease generation at these plants. This would require PNM to purchase power to serve customers
and/or reduce the ability to sell:excess power on the wholesale market and reduce revenues. Drought conditions or actions taken
by regulators or legislators could limit PNM's supply of water, which-would adversely impact PNM's and PNMR's business:
Although PNM has in place supplemental contracts and voluntary shortage sharing agreements with tribes and other water users
in the “four corners” region, PNM cannot be certain these contracts will be enforceable in the event of a major drought or that it
will be able to renew these contracts in the future.

TNMP's service areas are exposed to extreme weather, including high winds, drought, flooding, and periodic hurricanes.
These severe weather events can physically damage TNMP's owned facilities. Such an occurrence both disrupts the ability to
deliver energy and increases costs. Extreme weather can also reduce customers usage and demand for energy These factors
could negatively impact results of operations and cash flows. :

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

- PNMR and its subsidiaries rely on access to both short-term money markets.and longer-term capital markets as sources
of liquidity for any capital requirements not satisfied by cash flow from operations, including energy infrastructure investments
and new projects. In general, the Company relies on its short-term credit facilities as the initial source to finance construction
expenditures. This results in increased borrowings under the facilities over time. The Company is currently projecting total
construction expenditures for the years 2012-2016 to be $1,306.9 million. If PNMR or its operating subsidiaries are not able to
access-capital at competitive rates; or at all, PNMR's ability to finance capital requirements and implement its strategy will be
limited. Disruptions in the credit markets, which could negatively impact our access to capital, could-be caused by: '

*  Aneconomic recession PRI
». " Declines in the health of the bankmg sector generally, and the failure of spec1ﬁc banks who are pames to our credlt
facilities e
. The bankruptcy of an unrelated energy company
. Terrorist attacks or threatened attacks on facilities of PNMR's operating subsidiaries

LA Detenoratlon in the overall health of the ut1l1ty industry

If our cash flow and cred1t and cap1tal resources are insufficientto fund our cap1tal expend1ture plans we may be forced
to delay important capital investments, sell assets, seek additional equity or debt capital, or restructure our debt. In addition,
insufficient cash flows and capital fesourcés may result in-reductions of our credit ratings. ‘This could harm our ability-te irficur
additional indebtedness on acceptable terms and would result in anincrease in the interest rates applicable under our creditfacitities.
Our cash flow and capital resources may be insufficient to pay interest and principal on our debt in the future. If that should occur,
our capital raising or debt restructuring measures may be unsuccessful or inadequate to meet our scheduled debt service obli gatlons
This could cause:us to default on our obhgatlons and further impair-our 11qu1d1ty

Future reductlon in our credlt ratmgs could materlally and adversely affect our busmess, financlal pos1t|on, results of
operations, and hquldlty ‘ : ; o

PNMR PNM; and TNMP cannot be suire that any of their current ratings W1ll temain in effect for any given perlod of t1me
or that a rating will not be put under review for a‘ downgrade, lowered, or withdrawn entirely by a rating agency. Downgrades
could result in increased borrowing costs due:to-higher interest rates. in future financings, a smaller potential pool of investors,
and decreased funding sources. It also could require the provision of additional support in the form of letteis of credit ahd eash
or other collateral to various counterparties.

PNMR may be unable to meet its ongomg and future financial obligations and to pay d1v1dends on its common stock if lts
subsndlarles are unable to pay d1v1dends or: dlstrlbutmns to PNMR. SRR TN i

PNMR is a holdmg company and has no operat1ons of 1ts own. PNMR's ab111ty to-meet its ﬁnanc1a1 obhgatlons and to
pay dividends on its common stock primarily depends on the net income and cash flows of PNM and TNMP and their capacity
to pay upstream dividends or distributions: Prior to providing funds to PNMR, PNM and TNMP have financial and regulatory
obligations that must be satisfied, including among others, debt service and, in the case of PNM, preferred stock dividends.
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: The NMPRC has placed certain restrictions on the ability:of PNM to pay dividends to PNMR, including that PNM cannot
pay dividendsthat cause its debtrating to fall below; investment grade. The NMPRC has also restricted PNM from paying'dividends
in any year, as:determined on a rolling four-quarter basis; in excess of:net.earnings without prior NMPRC approval: PNM is
permitted to pay dividends to PNMR from prior equity contributions made»by PNMR. Addltronally, PNM has various financial
covenants that limit the transfer of.assets, through d1v1dends or other means.. ~

Further the ablhty of PNMR to declare d1v1dends depends upon

. The extent to which cash flows will support dividends
* -.The Company's financial circumstances and performance
T ‘NMPRC's and PUCT’s decrsrons in various regulatory cases currently pendmg and whlch may: be docketed in:the
o future ; g % ‘
. Conditions 1mposed by the NMPRC or PUCT e
. The effect of federal regulatory decisions and legislative acts
. Economic conditions in the United States
. Future growth plans and the related capital requ1rements
. Other business considerations :

Impairments of intangible long-lived assets of PNMR, PNM and-TNMP could adversely affectfthelr busmess, financial
posmon, hqnldlty, and results.of operatlons. : . : ; 3

PNMR, PNM, and TNMP annually evaluate thelr mtanglble longehved assets; including goodw1ll for impairment. ‘They
also assess tangible and intangible long-lived assets whenever indicators of impairment exist. Factors that affect the long-term
. value of these assets.as well as other economic and market conditions could result in imipairments. Slgnlﬁcant impairments.could
adversely affect our business, financial: position, liquidity, and results of operations. ~

Declines in values of marketable securities held in trust funds for pension and other postretirement benefits and in the
NDT. could result in sustained increases. in cests and.funding requirements for those obllgatlens, which may affect
operational results. .

The Company targets 42% of its pension trust funds and 70% of its trust funds for other postretirement benefits to be
invested in marketable equity securities. Over one-half of funds-held in thie NDT are typically invested in:marketable equity
securities. Declines in market values could result in increased fundmg of'the trusts as well as the recogmtron oflosses as 1mpa1rments
for. the NDT and add1t10nal expense for the benefit plans E ~ :

PNM's PVNGS leases descrlbe certain events 1nclud1ng “Events of Lnss” and “Deemed Loss. Events” the occurrence of
whlch could reqmre PNM'to take ownershlp of the underlylng assets and pay the lessors for the assets. . .

> The “Events of Loss” generally relate to casualtles, accrdents, and other events at PVNGS mcluding the occurrence:of
spec1ﬁed nuclear events, which would severely adversely affect the ability of the operating agent, APS; to operate, and the ability
of PNM to earn a return on its interests in PVNGS. The “Deemed Loss Events” consist primarily of legal and regulatory changes
(such as issuance by the:NRC of specified violation orders; changes in law making the sale'and leaseback transactions.illegal, or
changes in law making the lessors liable for nuclear decommissioning obligations). PNM believes that the probability of such
“Events of Loss” or “Deemed Loss Events” occurring is remote for the following reasons: (1) to a large extent, prevention of
“Events of Loss” and some “Deemed-Loss Events” is' within the control of the PVINGS participants through the general PVNGS
operational and safety oversight process; and (2) other “Deemed Loss Events” would involve a significant change in current law
and policy.. PNM is unaware of any proposals pending or being considered for introduction in- Congress or inany state legxslatlve
or regulatory body that, if adopted, would cause any of those events. See Note'7. AR

Governance Factors
Provisions of PNMR's organizational doeuments, as well as several other statutory and regulatory factors; will limit another
“party's ability to acquire PNMR and could deprlve PNMR's shareholders of the opportumty to receivea takeover premmm
for shares of PNMR's common stock. - . . o

! PNMR‘s restated ,,artlcles of rncorporatidn. and by-laws include a numbet of provisions that. may have the effect. of

discouraging persons from acquiring large blocks of PNMR's commonm: stock; or delaying or preventing a change in control of
PNMR. The material provisions that may have such an effect include:
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. Authorization for the Board to issue PNMR's preferred stock in series and to fix rights and preferences of the series
(including, among other things, voting rights and preferences with respect to dividends and other matters)

. Advance notice procedures with respect to any proposal other than those adopted or recommended by the Board

. Provisions specifying that only a majority of the Board, the chairman of the Board, the chief executive officer, or
holders of at least one-tenth of all of PNMR's shares entitled to vote may call a spec1al meeting of stockholders

Under the New Mex1co Public Utility Act, NMPRC approval is required for certain transactions that may resultin PNMR's
change in control or exercise of control, including ownership-of 10% or.more-of PNMR's voting stock. Certaln acquisitions of
PNMR's outstanding voting securities also require FERC approval.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

PNMR

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

wh

See Sources of Power in Item. 1 Business above for information on PNM’s owned and leased capacity in electric generating
Statlons

As of December 31, 2011,.PNM owned, jointly owned, or leased, 3,189 circuit m1les of electric transmission lines, 5,825
miles of distribution overhead lines, 5,548 cable miles of underground distribution lines (excluding street lighting), and 271
substations. . .

PNM’s electric transmission and distribution lines are generally lTocated 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, Delta, EIP and associated
equipment, data processing, communication, office and other equipment, office space, vehicles, and real estate. PNM also owns
and leases service and office fac1ht1es in Albuquerque and in other areas throughout its service territory. See Note 7.

TNMP

TNMP’s facilities consist primarily of transmission and distribution facilities located in its service areas. TNMP also owns
and leases service and office facilities in other areas throughout its service territory. As of December 31,2011, TNMP owned 966
circuit miles of overhead electric transmission lines, 7,054 pole miles of overhead distribution lines, 1 059 c1rcu1t miles of
underground distribution lines, and 108 substatlons

¥

ITEM 3. LEGAL PROCEEDINGS

See Note 16 and Note 17 for 1nformat10n related to the followmg matters for PNMR, PNM, and TNMP, incorporated in
this item by reference.

Note 16
. Regional Haze — SJGS .
. Regional Haze — Four Corners

. SJIGS Operating Permit Challenge
. ‘Citizen Suit Under thie Clean Air Act

+ _ Navajo Nation Environmental Issues
. - Four Comners New Source Review
. Santa Fe Generatmg Statlon '

. Coal Combustion Waste Dlsposal ‘Sietra Club Allegat1ons
. PVNGS Water Supply Litigation
. San Juan River Adjudication
. Western United States Wholesale Power Market
. Begay v. PNM et al
. Transmission Issues
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Note17

T,

. PNM - Emergency FPPAC .
- PNM - Renewable Portfolio Standard -

PNM — Energy Efficiency and-Load Management-Dlsmcent1ves/Incent1ves Adder
PNM - 2010 Electric Rate Case. - ::

PNM — Transmission Rate Case

¢ - PNM —Firm-Requirements Wholesale Customer Rate Case
TNMP Competitive Transition Charge True-Up Proceedmg
TNMP — Interest Rate Compliance Tariff .

ITEM 4.

TNMP - 2010 Rate Case

TNMP - Advance Meter System Deployment and Surcharge Request
TNMP — Remand of ERCOT Transmission Rates for 1999 and 2000

MINE SAFETY DISCLOSURES

Not Applicable.

All officers are elected annually by the Board of PNMR. Executive officers, their ages as of February 22, 2012 and offices

' SUPPLEMENTAL ITEM - EXECUTIVE OFFICERS OF PNM RESOURCES, INC.

held with PNMR for the past five years, or other companies if less than five years with PNMR, are as follows:

Name

P.K. Collawn.

C. N. Eldred

P.V. Apodaee,:

R. E. Talbot

R. N. Darnell

T. G. Sategna

Age

53 .

58

v6(’)

51

54

58

Office

: .Chalrmal, President, .and Chief Executive

: Officer

Pre51dent and Chief Executlve Officer

President and Chief Operating Officer

o Pre51dent Utilities : ;
- President and CEO - Public Serv1ce Company

of Colorado, Xcel Energy

Executive Vice President and Chief Fman01al
Officer

._Senior Vice President and Chief Financial

“Officer

Senior Vice President, General Counsel and .

Secretary .
University Counsel, University of New Mex1co

Senior Vice President and Chief Operatmg
Officer

Ch1ef Operatmg Ofﬁcer Power Supply and
Power Delivery - Indlanapohs Power and
Light Company

Senior Vice President, Power Supply -.
Indianapolis Power and Light Company

Senior Vice President, Customer Operations -
Indianapolis Power and Light Company

Senior Vice President, Public Policy -
Vice President, Regulatory Affairs

Director, Regulatory Admmlstratlon South -
Xcel Energy

Director, Pricing and Planmng Xcel Energy
Vice President and Corporate Controller
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PART I

ITEM S.. ~ MARKET FOR PNMR’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

PNMR’S common stock is-traded on the New York Stock Exchange (Symbol: PNM). Ranges of sales prices of PNMR’s
common stock, reported as composite transacuons, and d1v1dends declared on the common stock for 2011 and 2010, by quarters,
are as follows ‘ B -

S ' ’ ) : Range of o .
Quarter Ended . ‘ ... Sales Prices Dividends
' ' High Low  Per Share
2011 , R ‘ B
March 31 $ 1516 $ 1296 $ 0.125
June30 ' 17.10 14.46 0.125
September 30 - DR S - S 1714 12.75 0125
December31  * S R R A 1581 0.125
Fiscal Year S S R U 12.75 0.500
2010 o e e ) T -
March31 - Lo $ 1339 $ 1114 $ 0.125
June 30 1396 11.14 0.125
September 30 12.90 10.81 0.125
December 31 . 13.42 1137 0.125

Fiscal Year 13.96 10.81 0.500

Dividends on PNMR’s common stock are declared by its Board. The timing of the declaration of dividends is dependent
on the timing of meetings and other actions of the Board. This has historically resulted in dividends considered to be attributable
to the second quarter of each year being declared through actions of the Board during the third quarter of the year. The Board
declared dividends on common stock considered to be for the second quarter of $0.125 per share in July 2010 and July 2011,
which are reflected as being in the second quarter above. The Board declared dividends on common stock considered to be for
the third quarter of $0.125 per share in September 2010 and September 2011, which are reflected as being in the third quarter
above. On December 6, 2011 and February 28, 2012, the Board declared quarterly dividends of $0.125 and $0.145 per share.
PNMR targets a long-term dividend payout ratio of 50% to 60% of consolidated earnings. During the period it was outstanding,
PNMR's convertible preferred stock, Series A was entitled to receive dividends equivalent to any dividends paid on PNMR common
stock as if the preferred stock had been converted into common stock.

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

See Note 5 for a discussion on limitations on the payments of dividends and the payment of future dividends, as well as
dividends paid by PNM and TNMP.

See PartI11. Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.
Preferred Stock

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 2010 and 2011. PNMR purchased and retired all of its
outstanding convertible preferred stock, Series A effectwe September 23, 2011. TNMP does not have any preferred stock
outstanding. "

Sales of Unregistered Securities
None.
Acquisition of Equity Securities

The following table provides information about PNMR purchases of equity securities that are registered by PNMR pursuant
to Section 12 of the Exchange Act during the quarter ended December 31, 2011:
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Total Number Approximate
- of Shares - Dellar Value

Purchased as of Shares
Part of that May Yet
Total Publicly Be Purchased

" Number of Average - Announced - under the

Shares Price Paid Plans or Plans or

Period Purchased per Share Programs Programs
October 1, 2011 - October 31, 2011 — — — $ 156,525,493
November 1, 2011 - November 30, 2011 7,019,550 $ 17.90 7,019,550 $ —
- December 1, 2011 - December 31, 2011 — $ — 7,019,550 $ —
Total 7,019,550 $ 17.90 7,019,550 $ —

O]

On September 23, 2011, PNMR announced that the Board approved a stock repurchase program under which
equity purchases of up to $230.0 million were authorized. On October 5,2011, PNMR completed the purchase
from Cascade of all of PNMR's outstanding convertible preferred stock, Series A for an aggregate purchase price
of $73.5 million. The preferred stock was not registered under Section 12 of the Exchange Act. The shares of
preferred stock were convertible into 4,778,000 shares of PNMR's common stock. On November 10,2011, PNMR
completed the purchase of 7,019,550 shares of PNMR's common stock from Cascade for an aggregate purchase
price of approximately $125.7 million. On November 22,2011, PNMR announced that it had completed its

current plans for equity purchases.
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ITEM 6. SELECTED FINANCIAL DATA -

The selected. financial data and comparatlve operatmg statistics for PNMR should be read in conjunction with the
Consolidated Financial Statements and Notes thereto and. MD&A. PNMR results include results for the Twin Oaks business
through May 31, 2007, when it was contributed to Optim Energy. On"January 30, 2009, PNM completed the sale of its gas
operations, which are considered discontinued operations and excluded from continuing operations information in the table below.
PNMR sold Flrst Choxce on November 1 201 1. First Choice is 1ncluded in the followmg information through October 31 2011

PNM RESOURCES INC AND SUBSIDIARIES

2011 . 2010 2009 2008 o 2007
' (In thousands except per share amounts and ratios) .

Total Operating Revenues from Contmumg

Operations $ 1,700,619 $ 1,673,517 $ 1,647,744 $1959,522  $ 1,914,029
Earnings (Loss) from Contmumg C o SR L
< Operations : Col $ 190934 $§ (31,124) $ 65933 $ (297,565 $ 59,886
Net Earnings (Loss) - D $ 190,934 $ GL124) $ 136,734, $ (262,937) $ 75402

Net Earnings (Loss) Attributable to PNMR $ 176,359  $ (45215) $§ 124316 § (270,644) $ 74874

Earnmgs (Loss) from Contmumg
Operations Attributable to PNMR per '
Common Share

" Basic - s 198 8 T4 s 058§ (366) $ 077
' Diluted : $ 196 $ (049 $ 058 §  (3.66) $ 0.76
Net Earnmgs (Loss) Attributable to PNMR " ‘ o
. per Common Share IS
‘Basic . I $ 198 § (049 $ 136 $ - (324) *$. 098
Dilwed 7 7§ 196 $ (049 $ 136 $ . (324 $ - 096
Cash Flow Data ’ . s L SETL
Net cash flows from operating activities ~ $ 292240 $ 287352 $ 87706 $ 88,625 § 223061
‘Net cash flows from irivesting activities $ 219,778 $ .(275906) $ 379,726 $ (320,715) $ -(73,531)
Net cash flows from financing activities $ (312,331) $ (10,683) $ (593,435) $ 354943 $§ (255,158)
Total Assets . 4 $ 5,204,613 $5225083 $5359,921 $ 6,147,982 $ 5,872,136
Long-Term Debt; including current . A e
“installments . A ,7 8 1,674,013 $:1,5{6§;84;7“" $ 1,567,331 | $ 1,584,705  § 1,681 078
Common StockData SESAES RS R e
Market pnce per common share at year end.‘_‘ $ 1823 § 13.02  $ 1265  § 10.08. . § . 2145
Book value per common share at year end $ 19.76 $ 1790 § 1913 $§ 1913 $ 22.03
-‘Tangible book value per share at yearend. *§ - 1627 ~$ - 1410 $ 1533/ § » 1531 § 1459
Average number of common shares Y
outstanding - diluted ‘ 89,757 91,557 91,671 83,468 77,928
Dividends declared per common share $° 0500 '$ 0500 $ 0500 $ 0605 $  0.920
Capitalization :
PNMR common stockholders’ equity 48.3% 47.8% 49.6% 49.3% 50.0%
Convertible preferred stock — 3.1 ' 3.0 3.0 —
Preferred stock of subsidiary, without
mandatory redemption requirements 0.3 04 0.3 03 03
Long-term debt 51.4 48.7 47.1 47.4 49.7
100.0% ©100.0% 100.0% 100.0% 100.0%

Note: The book value per common share at year end, tangible book value per share at year end, average number of common shares
outstanding, and return on average common equity reflect the Series A convertible preferred stock as if it was converted
into common stock at the date of its issuance on November 17, 2008 through September 23, 2011.
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PNM RESOURCES, INC. AND SUBSIDIARIES
'COMPARATIVE OPERATING STATISTICS

2011 2010 - 2009 - 2008 2007
R o (Inthousands) : ) ‘
PNM Electrlc Revenues o : : o ’ o , RPN
Residential ‘ $ 390380 $ 355005 § 320965 $ 296121 $ 265418
Commercial 3861383 355699 330,552 326,408 294,755
Industrial L s 94,883 85,576 79,540 100,665 99,970
Public authority \ S 23,970 21,302 19,770 19,135 15,112
Transmission _ 43,637 38,667 36,075 - 33161 ¢ 32,325
Fim-requirements wholesale 34127 31,870 29048 46854 46257
Other sales for resale ' o 169,318 121,729 140,314 ‘ 345 948 o 396,583
Mark-to-market activity L 4214 (3,599) 151 56,560 7 (44,318)
Other - 10,377 9,979 11,594 . = 18,090 - . - 30,872
Total PNM Electric Revenues $ 1,057,289 $ 1,017,128 $§ 968,009 -$ - .1,242942 $- 71,136,974
TNMP Electric Revenues - T ——_ _—_—'
Residential % 100290 $ 83,645 $ 74,739 $ 673 S 69488
Commercial N 840896 77,474 73,346 72,786 70,146
Industrial ' 13,065 12,342 12,113 13,849, 1,876
Other 39,607 39,127 32434 31,974 . . 32911
‘Total TINMP Revenues ~ . : § 237858 $ 212588 $ 192,632 $ 190282 § 180,421
Altura Wholesale Revenues EERE , _ -
Long-term contracts ' $ o — 3 — § — 8 — .$ 65,395
First Choice Revenues: ' S : SR , : - o
Residential -+~ . . .§  260,161.- 8. 305834 § 349,629 $- 407,350 $ 390,329
Commercial .. . . o 166,498* 159,785 160,998 -~ 205,518 206,576
Trading gains (losses) . » Pl e ~ <(4). 14 (49,931) - (3,553)
Other ; 12, 791 117,588 18,177. - 19287 . .7,343
Total First Choice Revenues - $ = 439450 s 483203 $§ 528818 § 582,224 $‘ 600,695

Notes: - Altura Wholesale includes Twin Oaks through May 31, 2007 when Altura was contnbuted to Opt1m Energy

PNM Gas, which was sold on January 30, 2009 is reported as discontinued operatlons and has been excluded from;the
above table.

 First Choice is included through October 31,2011, when it was sold by PNMR.

A-24



PNM Electric MWh Sales
Residential ‘
‘Commercial
" “Industrial
‘Public authority

_ Firm-requirements wholesale =~

'Other sales for resale
Total PNM Electric MWh Sales

TNMP Electric MWh Sales
Residential
Commercial

‘Industrial

‘Other’ B

Total TNMP MWh Sales

Altura Wholesale MWh Sales
Long-term contracts

First Choice MWh Sales
Residential

“Commercial

Total First Choice MWh Sales

PNM RESOURCES, INC. AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

22011 12010 2009 2008 2007
1 3402,842 3361472 3,264,378 3,221,894 3.208,593
4,043,796 4,015,999 3,899,121 4,029,802 4,006,373
1,560,867 1,449,933 1,454,480 1,657,580 1,920,086
282,062 263,424 249,554 253,079 236,651
650,356 677,508 689,740 1,123,539 1,121,695
2,076,869 2,203,787 3,996,317 5,095,183 6,897,307
12,016,792 11,972,123 13,553,590 15,381,077 17,390,705
2,862,337 2,699,601 2,582,555 2,533,025 2,520,605
2,360,998 2,260,505 2,216,870 2.206,155 2,195,962
12,578,877 2,241,452 1,983,165 2,094,789 1,927,934
. 108,664 103,341 107,091 107,524 100,581
7,910,876 7,304,899 6,889,681 6,941,493 " 6,745,082
— — — - 915,883
2,006,437 2,267,836 2,441,550 2,547,490 2,796,864
i 1,538,203 1,363,746 1,218,949 1471400 1,590,229

3,544,640 3,660,499 4,018,890

3,631,582

4,387,093

Notés: Altura Wholesale includes Twin Oaks through May §1, 2007, when Altura was contributed to Opti_m Energy.

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 earns 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 836,599, 1,012,842, 1,131,907, 1,563,260, and
2,018,110 MWh used by customers of TNMP electricin 2011, 2010, 2009, 2008, and 2007, who have chosen first Choice

.as their REP. S

PNM Gas, which was sold on January 30, 2009, is reported as djscohtinued operations and has been excluded from the

above table.

First Choice is included through Octobef 31, 2011, when it was .sqld by PNMR.
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PNM:RESOURCES; INC.: AND SUBSIDIARIES
COMPARATIVE OPERATING STATISTICS

Lo .. 2011 2010 2009 2008 2007
PNM Electric Custoxil’ers o e T : ( . .
Residential | o L 448,979 447,789 445,637 442,647 438,990
Commercial SRR : - - 54468 ~ 54,005 53,787 53,059 52,780 -
Industrial . o 252 260 270 284 276
~ .Other sales for resale : R , o 28, 46 44 55, 54
Other : | L 983. 1,003 991 . 991 . 1,023
( Total PNM Electrlc Customers . . . 504,710 503,103 500,729 497,036 493,123
TNMP Electric C0nsumers o o ___—_—_ . | v
“Residentiall © - T o 1923567 190,809 188812 187,888 . 183,260
{Commermal v . PN 37,208 . 37,356 37,728 38,548 39,893
Industrial : T 72 73 74 .76
Other ' R et 2,092 .0 0 2,099 2,059 2,115 2,104
Total TNMP Consumers - i 231,729 . 230,336 228,672 228,625 225,333
Altura Wholesale Customers o R ' _ _
“Long-tetm " S = — vl 1
First Choice Customers ) _
Residential - SR Co ' o 176,577 172,506 183,605 192,306 209,680
Commercial | ... 44485 41,695 41,371 45,125 48,689
Total First Choice Customers - o . 221,062 . 214,201 224,976 237,431 258,369
PNMR Generation Statisties ~~~ ~ ~ 0 ;
Net Capablhty MW, including wind andsolar -~ 2,547 : :‘2,631 2,711 2,713 2,655
Coincidental Peak Demand -MW ‘ o 938 1,973 1,866 1,901 1,933
Average Fuel Cost per MMBTU ©'$ 2267 8 2064 $ 1895 $ 2404 $  1.7539

BTU per KWh of Net Generation. . . O oo 10,441 -0 0 10,237 10,277 10,269 10,850

Notes: Altura Wholesale includes Twin Oaks through May 31, 2007, when Altura was contributed to Optim Energy.
The consumers reported above for TNMP Electric include 64,732, 70,366, 80,718, 92,090, and 126,855 consumers of
TNMP for 2011, 2010, 2009, 2008, 2007, who have chosen First Choice as their REP.
~'These TNMP Electric customers are-alsg-included in the First choice customers. -

PNM Gas, which was sold on January 30 2009, is reported as discontinued operatlons and has been excluded from the
above table. : . o e .

First Choice is as of October 31, 2011, when it was sold by PNMR.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following Management s D1scus51on and Analys1s of Fmanmal Cond1t1on and Results of Operatlons for PNMR is
presented on a combined basis,. mcludmg certain information applicable to PNM and TNMP. The MD&A for PNM and TNMP
is presented as permitted by Form 10-K General Instruction I (2). Areference to a “Note” in this Item 7 refers to the accompanying
Notes to Consolidated Financial Statements included in Item 8, unless otherwise specified. Certain of the tables below may not
appear visually accurate due to roundmg ‘ -

' MD&A FOR PNMR
EXECUTIVE SUMMARY
Company Overv1ew and Strategy

PNMR is a holdmg company w1th two regulated utilities serving. approxnnately 730 000 re51dent1al commermal -and
industrial customers and end-users of electricity in New Mexico and Texas. PNNM sold its gas operations on January 30, 2009 and
by the end of 2011, PNMR had exited both of its competitive businesses, First Choice and Optim Energy, and repositioned itself
as a holding company solely operating its regulated electric utilities, PNM and TNMP. Financial results for: 201 1-included First
Choice through October 31, 2011. Optim Energy had no 1mpact on 2011 because it was wntten off in 2010, and PNMR had no
fmther financial commitment to Optlm Energy o R e i

St('ategzc Goals

' PNMR is focused on achieving the followmg strateglc goals

. Earning authorized returns on its regulated businesses
. Continuing to improve credit ratings
. Prov1d1ng a top quartlle total return to 1nvestors

PNMR's success in accomplishing these strateglc goals 18 h1ghly dependent on continued favorable regulatory treatment
for its regulated utilities. Both PNM and TNMP seek cost recovery for their investments through general rate ‘cases and various
rate riders. The PUCT has approved mechanisms that allow for recovery of capital invested in transmission and distribution
projects without having to file a general rate case. This allows for more timely recovery of amounts invested in TNMP's systems.

- PNM and TNMP have recently completed rate proceedings before their state re gulators. PNM has two rate cases pending
before FERC. Additional information about:all rate filings is provided in Note 17. A recap of these proceedings is as follows:

PNM
. NMPRC proceedings

.._.° 2012 Renewable Energy Rate Rider - surcharge to recover approx1mately $95 million of PNM's investment in its
T oMW solar facility and’ other NMPRC approved renewable energy costs, to be 1mplemented in August 2012,

o sub_]ect to NMPRC approval .
"o 2010 Electric Rate Case - '$72.1 million increase in annual non-fuel revenues effective August 21, 2011

" '2008 Electric Rate Case - $77‘ 1 miltion i 1ncrease 1n annual non—fuel revenues, 1mplemented 65% on July 1, 2009

and 35% on April 1, 2010 N

e ;F ERC proceedmgs »
e Transmlssmn Rate Case $11. 1 m1lhon requested annual increase.in revenues 1mplemented June 1, 2011 subject
ot refund pendmg FERC final determination
> Firm-Requirements Wholesale Customer Rate Case - - $8. 7 million requested annual increase in revenues to be
implemented April 14, 2012, subject to refund pending FERC -final determination *

. PUCT proceedings
> AMS Cost Recovery - surcharge to recover $113.3 million over 12 years beginning August 11, 2011
> 2010 Rate Case - $10.25 million increase in revenues effective February 1, 2011
o Transmission Cost Recovery - $5.5 million increase in revenues effective May 14, 2010
> 2008 Rate Case - $12.7 million increase in revenues effective September 1, 2009
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Fair and timely rate treatment from regulators is crucial to achieving PNMR's strategic goals because it leads to PNM and
TNMP earning their allowed returns. PNMR believes that if the regulated utilities earn their allowed returns, it would be viewed
positively by rating agencies and would further improve credit ratings, which could lower costs to customers. Also, earning
allowed returns should result in increased earnings for PNMR, which should lead to increased total returns to'investors. In 2011,
PNMR common stock appreciated 40.0% ahd outpaced the appreciation in the S&P 500 and S&P 400 Ut1l1t1es indices.

PNM's interest in PVNGS Unit 3 is permanently éxcluded from NMPRC jurisdictional rates. While PVNGS Unit 3's
financial contribution is not calculated in the authorized returns on its regulated business, it impacts PNM's earnings and has
demonstrated to be a valuable asset. Power generated from-the 134 MW unit is currently sold into the wholesale market and any
earnings or losses are attributable to shareholders.

Exit from Competitive Businesses

As aresult of the exit from its competitive businesses, First Choice and Optim Energy, PNMR's business model is centered
on its regulated electric utilities. The elimination of the competitive businesses should reduce PNMR's risk and earnlngs volatﬂity
Addmonal discussmn about the ex1t from the competmve businesses is found in Note 2 and Note 21. - :

Credit | Ratmgs and qumdlty

See the subheadmg Liqu1d1ty included in the full d1scuss1on of L1qu1d1ty and. Capltal Resources below for the specific
credit ratings for PNMR, PNM, and TNMP. As a result of recent rate cases for PNM and TNMP and the new business direction
that is expected to provide less risk, S&P raised the credit ratings for PNMR, PNM, and TNMP and changed the outlook for each
entity to positive on September 26, 2011. On November 1, 2011, Moody's raised the cred1t ratings for PNMR and TNMP while
retaining the outlook at stable

Business Principles
In addition to its strategic goals, three principles drive PNMR's business strategy and decision-making:

. Contribute to the economic vitality of the communities;we serve
. Demonstrate environmental stewardship
. Exhibit social responsibility :

*. In'support of these prmclples PNMR works clesely with customers, stakeholders, legislators, and regulators to ensure
that our resource plans and infrastructure investments benefit from robust public dialogue and.balance the diverse needs of our
communities.

Economic Vitality

PNMR and its utilities are keenly aware of the roles they play in enhancmg economic Vltahty in their New Mexico and
Texas service territories. We believe there is a direct connection between electric mfrastructure and economic growth. When
considering expanding or relocating to other communities, businesses consider energy affordablhty and energy reliability to be
important factors, PNM and TNMP strive to balance service affordability with infrastructure investment to maintain a high level
of electric reliability. The utilities also work to ensure that rates reflect actual costs of prov1d1ng service.

Investing in PNM's and TNMP's infrastructure is critical to ensure reliability and meet future energy needs. In September
2011, TNMP began its deployment of smart meters in homes and businesses across its Texas service area. As part of the state of
Texas' long-term initiative to create a smart electric grid, the smart meter rollout will u1t1mately give consumers more energy
consumpt1on data and help them make more 1nformed decisions. TNMP's deployment is expected to be completed in 2016.

During the 2009 to 2011 period PNM and TNMP together invested $828.9 million'in_ substations, power plants, and
transmission and distribution systems in New Mexico and Texas. Both utilities have long-established records of prov1d1ng
customers with top-tier electric reliability.
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Environmental Stewardship

For years, PNMR has demonstrated its commitment to environmental stewardship. PNMR's environmental objectives
focus on four areas:

. Deploying renewable energy -

+ ..~ Reducing emissions from existing fossil- fuel power plants
. Increasing energy efficiency part1c1pat10n

oi »Reducmg waste - '

: ln 2011 PNM completed its $95 m1ll1on mvestment in a utility-owned renewable energy project when five ut111ty-scale
solar facilities went online. The five solar sites located in Alamogordo, Deming, Los Lunas, Las Vegas, and Albuquerque provide
a combined 22 MW of power. A sixth facility, the 500-KW PNM Prosperity Energy Storage Project, uses advanced batteries to
store solar power and dlspatch the energy either during high-use periods or when solar production is limited. The project features
one of the largest combinations of battery storage and photovoltaic energy in the nation and involves extensive research and
development of smart.grid ‘concepts with the Electric Power Research Institute, East Penn Manufacturing Co., Northern New
Mexico College, Sandia National Laboratories and the University of New Mexi¢o. When the facility went online in September
2011, it was the nation's first solar storage facility fully integrated into a utility's power grid.

In addition, PNM's resource portfolio includes the purchase of 200 MW of wind power. Both wind and solar power are
key means for PNM to meet the RPS established by the REA and related regulations issued by the NMPRC. These rules require
autility to achieve prescribed levels of energy sales from renewable sources within its generation mix, if that can be accomplished
without exceeding the RCT cost limit set by the NMPRC, which aims to moderate the cost to consumers when utilities use more
renewable resources. PNM sought and received a waiver from the NMPRC excusing it from meeting the RPS in 2012 because
the ‘cost to achieve the full RPS would exceed the RCT. However, PNM will continue to procure renewable resources while
balancing the bill impact to customers in order to meet New Mexico's escalating RPS requirements.

" PNM' s SIGS near Farmrngton N.M., is one of the top performers in the nation with respect to mercury removal. The
plant outperforms the mercury limit recently imposed by EPA. Major environmental upgrades on each of the four units at SJIGS,
which were completed in early 2009, have s1gn1ﬁcant1y rediiced emissions of NOx, SO,, particulate matter, and mercury. PNM's
share of the costs of these upgrades was $161 million.” From 2006 to 2010, SJ GS reduced NOx emissions by 44%, SOZ by 7 1%,
partlculate matter by 72%, and mercury by 87 Y.

In order to keep -costs to customers as low as possible while also reducmg emissions from fossil-fuel generation, PNM
has proposed the installation of SNCR technology at SJGS, which technology is also proposed by the State of New Mexico.
However, the EPA has issued its FIP requiring SCR technology to be installed, which PNM estimates would cost about 10 times
as much as installing SNCRs. PNM is challenging EPA's proposal in the courts and administratively within EPA.

Energy efficiency also plays a significant role inhelping to keep customers' electricity costs low and meeting their energy
needs. PNM's and TNMP's energy efficiency and load | management portfolios continue to be robust. In2011, annual energy saved
as aresult of PNM's portfolio of energy efficiency programs was approximately 58,900 MWh. Thisis equlvalent to the consumption
of approximately. 7,700 homes in PNM's service territory. PNM's load management and energy efficiency programs also help
lower peak demand requirements. TNMP's energy efficiency programs in 2011 resulted in energy savings totaling an estimated
13,435 MWh.

In 2008, PNMR éstablished a three-year waste-reduction goal in which all facilities were to maintain recycling programs
and identify significant waste streams. The target called for at least 75% of facilities to implement.plans to reduce a minimum of
one waste stream by 15% below 2009 levels. By the end of 2011, more than 87% of PNMR facilities had achieved the waste-
reduction goal v

Social Responszbzlzty

Through outreach, collaborat1on and various community-oriented programs, PNMR continues to make significant progress
in two of its key focus areas of low-income assistance.and energy efficiency support in New Mexico-and Texas. .

Building off work that began in t2008, outreach efforts in 201 1 included numerous community events that connected low-
income customers with non-profit community service providers offering support and help with such needs as utility bills, food,
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clothing, medical programs, services for seniors, and weatherization. Additionally, four of the largest.grants awarded by PNMR
supported nonproﬁts in Varrous areas such as:

+

. Adult literacy

. Assistance for families trying to emerge from poverty
. Food rescue from restaurants and grocers to help feed those in need
. Assistance for low-income 1nd1v1duals to build a home, start a small busmess, or, pursue higher education

In 2011, the PNM Good Neighbor Fund provided $1.2 million of assistance with utility bills to 9,907 families. Further,
" as part of the settlement in its 2010 Electric Rate Case, PNM voluntarily agreed to contribute an additional $1.3 million to the
Good Neighbor Fund. This fund, along with additional collaboration with various other agencies, has helped to reduce the electricity
affordablhty gap for many vulnerable custoimer groups such as seniors, young families, and medically challenged households:.

The PNM Resources F oundat1on helps nonproﬁts become more energy efficient through Reduce Ygur Use grants. In 201 1
the Foundatron .awarded. more than $0.3 million to support 87 projects in New Mexico and Texas that helped purchase energy
efﬁc1ency apphances and mstall h1gh—performance windows and solar panels. Since the program's inception in 2008, Reduce
Your Use grants have provxded nonproﬁt agencies with $1.0 million of support in New Mexico and Texas.

Economic Factors

g In 201 1, PNM and TNMP expenenced weather—normahzed retail load growth 0f1.4% and 1.3% over 2010, Wh11e growth
was relattvely modest electnmty demand in both utilities' service temtorles was positive in 2011 and 2010 and fared better than
many other areas of the United States. New Mexico and Texas have surpassed the national average the past several years in other
economic: 1nd1cators such as unemployment and employment. growth.

Rate Base Potential Growth

.+ , Based on the 5-year capital plan announced in December 2011, PNM expects rate base to grow at a 2% compound annual

rate between 2011 and-2013. That growth figure could be 6% from 2011 ‘through 2016 through additional potential capital
1nvestments The largest of these involves possibly being required to install SCR technology to reduce emissions at SJGS. and
Four Corners. The addltlon of other facilities, such-as renewable resources and peakmg capacity, could also expand rate base.
TNMP's cornpound annual rate base growth rate from 2011 through 2013 is estimated at 8%, predicated on the utility's 5-year
capital plan announced in December 2011. A significant portion of the capital additions should be recovered through the
transmission and distribution cost recovery mechanisms. PNMR will continue to carefully balance the potent1a1 rate base growth
for, PNM and TNMP with customer rate 1mpacts Co » .

Results of Operatlons

A summary of net earnings (loss) attnbutable to PNMR is as follows

Year Ended December 31, o Chénge_
2011 “12010' 72009 . 2011/2010  2010/2009
(In mllhons, except per share amounts)

Earnings (loss) from contmumg

.. operatiens. .. .. .. ] $ 1764 $ (452).-% 535 .8 2216.% - (987)
Earnings from dlscontlnued T e . Sl
.- operations, net of income taxes T — 708 . - — (70.8)
Net earnings (loss) $ 1764 $ (45. 2) $ 1243 - $ 2216 $ (169.9)
Average common and common ‘
equivalent shares 89.8 91.6 o 917 (1:8) 0.1)
~8% Farnings (loss) from continuing S o : o
operations per diluted'share ...~ -$ 196 $ (049) $ 058 § 245§ (1.07) -

Net earnings (loss) per diluted share g$ 196 § (049 § 136 $ 245 $ (1.85)
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The components of the changes in earnings {loss) from continuing operations attributable to PNMR by segment are:

: Change
2011/2010 20102009
(In millions)

PNM Electric $ (23 3 373

TNMP Electric ' 6.3 3.8
First Choice ‘ ' 0.1 (20.4)
Corporate and Other 95.1 (14.7)
Optim Energy, 1nclud1ng 1mpa1rment 122.9 - (104.7)
Net change $ 2216 8§ (98.7)

PNMR's operational results were affected by the following:

. Exit from unregulated businesses and PNM Gas - As discussed above, PNMR sold First Choice in 2011, resulting
in a pre-tax gain of $174.9 million. Additionally, PNMR wrote-off its investment in Optim'Energy in 2010,
recognizing a pre-tax impairment loss of $188.2 million. Further, in January 2009, PNM completed the sale of
PNM Gas, which is reflected as discontinued operations, realizing a pre-tax gain of $98.4 million. In addition to
the impacts of these transactions, results of operations only include PNM Gas through January 30, 2009, Optim
Energy through December 31, 2010, and First Choice through October 31, 2011.

. Rate increases for PNM and TNMP - Additional informiation about these rate increases is provided in Note 17.

. Other factors - Other factors impacting results of operation for each segment are discussed under Results of
Operations below. The decrease in the number of common and common equivalent shares is primarily due to
PNMR's purchase of 1ts equity described i in Note 6.

Liquidity and Capital Resources

During 2011, PNMR and PNM replaced their revolving credit facilities with new facilities. The new facilities provide
capacities for short-term borrowing and letters of credit of $300.0 million for PNMR and $400.0 million for PNM. In addition,
TNMP has a $75.0 million revolving credit facility.. Total availability for PNMR on a:consolidated basis was $584.9 million at
February 22, 2012. The Company utilizes these credit facilities and cash flows from operations to provide funds for both
construction and operational expenditures. PNMR also has intercompany loan agreements with each of its subsidiaries.

In 2011, PNMR completed the sale of First Choice. PNMR used the proceeds of $329.3 million to purchase 7.0 million
shares of its outstanding common stock, all $100.0 million of its outstanding convertible preferred stock, Series A,-and $50.0
million of its outstanding 9.25% senior unsecured notes as well as to reduce short-term debt. Also, PNM issued $160.0 million
of new senior unsecured notes and used the proceeds to reduce short-term debt. TNMP refinanced an existing $50.0 million term
loan, which reduced the interest rate on the debt.

The Company projects that its total capital requirements, consisting of construction expenditures and dividends, will total
$1,540.4 million for 2012-2016. This estimate does not include any amounts related to environmental upgrades at SJGS or Four
Corners that may be required by EPA to ‘addréss regional haze (Note 16), additional renewable resources that may be required to
meet the RPS, or additional peaking resources that may be needed to meet needs outlined in PNM's current IRP. In addition to
internal cash generation, the Company anticipates that it will be necessary to obtain additional long-term financing in the form of
debt refinancing, new debt issuances, and/or new equity in order to fund its capital requirements during the 2012-2016 period.
The Company currently believes that its internal cash generation, existing credit arrangements, and access to public and private
capital markets will provide sufficient resources to meet the Company's capital requirements.

RESULTS OF OPERATIONS - PNMR

Segment Information

The following discussion is based on the segment methodology that PNMR’s management uses for making operating
decisions and assessing performance of its various business activities. See Note 3 for more information on PNMR’s operating
segments.
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- The following discussion and analysis should be read in conjunction with the Consolidated Financial Statements and Notes
thereto. Trends and contingencies of a material nature are discussed to the extent known. Refer also to Disclosure Regarding
Forward Looking Statements in Item 1 and to Part IL, Item 7A. Risk Factors.

PNM Electric

The table below summarizes opefating results for PNM Electric:

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

Total revenues | 8 10573 8§ 10171 $ 9680 § 402 $ 49.1
Cost of energy ' 362.2 352.3 378.1 9.9 (25.9)

Gross margin 695.1 6649 5899 30.2 750

Operating expenses o : 438.8 424.5 420.5 . 143 4.0

Depreciation and amortization . 94.8 923 o 921 7 2.5 0.1

Operating income -~ : S 1614 148.1 773 ¢« 133 70.9
Other income (deductions) 199 © 316 374 Sy (5.9
Net interest charges R @53 @A @D @9 (3.3)

Earnings before income taxes 106.0 107.3 45.6 (1.3) 61.7
Income (taxes) SR (37.4) ©(364) (137  (L0) (22.7)
Valencia non-controlling interest (140 (13.6) - (1L9) (0.4) 1.7

Preferred stock dividend requirements N (X (0.5) 0.5 — _

* Segment earnings $ 540 $ 568 $ . . 195 .8 - (28 S 373

The table below summarizes the significant changes to total revenues, cost of energy, and gross margin:

© 2011/2010 Change : 2010/2009 Change
Total * Costof ~ " Gross - Total ~Costof  Gross
- Revenues:  Enmergy - :Margin Revenues . Energy Margin
"y (In millions) R ‘ ’
Retail rate increases $ 321§ — 3 321 $ 402 $ 132 $ 27.0
Retail load, fuel, and o RS S ' ! :
 transmission . . 283 ... 107 17.5 (3.9 (259) . 220
Unregulated margins @0 ' 09 419 166 (19.8) 36.4
Energy efficiency rider o 13.0 ’ — 130 0 = _ ‘ -
Net unrealized economic ' '
hedges L : 78 . (L) 9.5 (3.8) . 66 (10.4)
‘Total inicrease (decrease) $ . 402 % 99 8% - 302 $. . 491 § (25.9) $ 75.0
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- The following table shows PNM Electnc operatmg revenues by customer class and average number of customers:

Year Ended December 31 v Change .
2011 2010 2009 2011/2010..  2010/2009
‘ ’ ) - , (In millions, except customers)

Residential = s 3904 8 3559 8 3210 $ 345§ 349
Commercial ... . . . 3384 3557 3306 307 . 251
Industrial . , T 949 ::. 856 795 93 6.1
, Pubhcauthorxty ‘\ Lo o240 - 213 - 19.8 2.7 1.5
Transmission | 436 387 - 361 49 26
Firm-requirements wholesale ' . 34.1 ‘ 4' 31;9 29.0 22 | 2.9
Other sales forresale -~~~ 7§93 1217 1403 T4y - (18.6)
Mark-to-market activity T T 36 o1 18 37
Other - ' 10.4 9.9 11.6 0.5 (1.7)
R Coo 7§ 10573 8 101718 9680 § 402 $ 491
Average retailreustorners (thousands) ; ,k ) 5039 . 501.7 . 499.0 22 v 2T

 The followmg table shows PNM Electnc GWh sales by customer class S _
‘ ‘ ’ o ‘ Year Ended December 3, _Change

2011 2010 2009 301172010 201072009
_ (Gigawatt hours)
Residential 7 . 34058 33615 32644 413 971
Commercial L 40438 40160 3,891 278, 1169
Industrial . L 1,560.9 . 14499 14545 1110 . (46)
Public authority o 2821 2634 2496 18.7 13.8
Firrn~requirements wholesale _— ) I ‘6_50.4l 6775 689.7 » (27.1) (12.2)
Other sales forresale - . -~ 20768 . 22038 - 39963 . . (127.0) .. . (1,792.5)
S L A 120168 _ 119721 135536 447 HE (15815)

The results of operations of PNM Electrlc are primarily driven by: the rate, making decisions and other actions of the
NMERC. On August 21,2011,,PNM implemented a $72.1 million annual non-fuel rate increase for its retail customers, including
those customers formerly served by TNMP (“PNM South™). In addition, PNM was-allowed to implement a FPPAC for its PNM
South retail customers. This rate increase, combmed with a base rate increase in Apnl 2010 improved 2011 revenues and margins
by $32.1 million. : - : : :

Increases in retail loads were primarily driven by weather in 2011, with cooler temperatures in the first quarter and warmer ‘
weather in the third quarter, improving revenues and margins by $12.0 million. .Higher transmission revenues associated with
new long-term point to point customers and the June 1, 2011 implementation of a requested increase in transmission rates, whrch
is subject to refund pendmg final outcome of the case, also 1mproved revenues and margins. :

1

In 2010 revenues and margins 1ncreased due to the rate increase from PNM's 2008 Electric Rate Case, whrch was
1mp1emented in two phases in July 2009 and April 2010. Rétail loads improved in 2010 driven pnmanly by weather 1rnpacts as
average usage per customer remained flat due in large part to implementation of energy efficiency programs for retail customers.
Such increases were partially offset by lower off-system sales volumes due to lower available excess generation from baseload
facilities due to outages and increased loads. These reductions in revenues, along with reductions in generation fuel costs due to
outages and an increase in the volumes and pricing of economy purchases were offset through the FPPAC for retail customers,
except PNM South customers and certain wholesale customers.

Unregulated revenues and margins are primarily from PNM's share of PVNGS Unit 3, which is excluded from retail
regulation. Revenues and margins decreased significantly in 2011 as long-term tolling agreements for the output of PVNGS Unit
3, which contained favorable pricing terms, expired on December 31, 2010. PNM hedged the output of PVNGS in 2011, however,
the prices received under the 2011 agreements were significantly below those received in 2010 due to depressed market prices.
PNM continues to hedge part of the output of PVNGS Unit 3 for 2012 and 2013 although market prices remain depressed.

A-33



Unregulated revenues and margins in:2009 reflect a pre-tax charge of $32.0 million associated with a settlement arising
out of certain transactions in the California energy markets during 2000 and 2001. The revenues and costs associated with Luna,
Lordsburg, and the Valencia PPA were included in unregulated margins prior to May 2009, at which time these resources began
to bé recovered in retail rates. ! s

PNM offers several energy efficiency programs and initiatives to its retail customers regulated by the NMPRC. In addition,
PNM is allowed to earn incentives/disincentives adders on these programs, based on the energy savings of the programs. PNM
recovers these energy efficiency program costs and adders via a rate rider. In 2011, revenues and margins improved by $13.0
million, of which $3.1 million is adder revenues and the remaining $9.9 million increase is offset with an increase in operating
expense for the energy efficiency program costs. PNM expects to continue to earn incentive adder revenues based on future
program patticipation, although the disincentive component of the adder revenues was removed upon implementation of the 2010
Electric Rate Case in August 2011. PNM is currently collecting adder revenues of $1.3 million. ‘

Economic hedges related to unregulated activities improved margins in 2011. Contractual positions at December 31, 2011
were favorable compared to market prices at that date. In addition, unrealized losses recorded in 2010 reversed upon settlement
in 2011.

In 2011, operating expenses reflect regulatory disallowances of $17.5 million resulting from PNM's 2010 Electric Rate
Case. No disallowances were recorded in 2010. Operating expenses-increased associated with energy efficiency program costs
of $9.9 million, which are recovered through a rate rider as.discussed above...Certain process improvement initiatives to reduce
future spending of $6.7 million, renewal of Native American rights-of-way at higher costs, and an increase in taxes due to New
Mexico gross receipts tax on prior year billings also increased operating expenses. Lower maintenance costs at PNM's baseload
generation facilities, associated with improved plant performance and timing of planned outages at SIGS, $4.6 million reduction
in property insurance and injuries and damages reserves, and $4.7 million in savings in corporate allocations and overhead spending
reduced operating expenses.

In 2010, operating expenses increased associated with maintenance costs incurred at SJIGS and Four Corners, and planned
outages at PNM's gas-fired generating facilities. Renewal of Native American rights-of-way at higher costs, increases in retiree
medical and pension costs, increases in allocated corporate costs, and higher property taxes further increased operating expenses,
which increases were partially offset by a regulatory disallowance recorded in 2009 of $26.3 million.

In 2011, depreciation and amortization expense increased due to higher utility plant balances. In addition, PNM invested
approximately $95 million associated with 22 MW of solar PV facilities and a solar-storage demonstration project. Incremental
depreciation expense associated with these facilities is deferred to a regulatory asset pending approval of the Renewable Energy
Rider. See Note 17. In 2010, increases in depreciation and amortization expense due to higher utility plant balances were offset
by lower depreciation €éxpenses oft PVNGS and Reeves Station due to extension of their useful lives.

In 2011, lower interest income associated with the scheduled pay down of the PVNGS lessor notes and a reduction in the
equity portion of AFUDC lowered other income and deductions, which redictions were partially offset with increased realized
gains on the NDT assets, net of fees, taxes and impairments. Tn 2010, other income and deductions was impacted due to asettlement
received from the Republic Savings Bank litigation, which resulted in a pre-tax gain of $8.5 million. This increase was more than
offset with reduced interest income associated with uncertain income tax positions compared to 2009 and lower interest associated
with the scheduled pay down of the PVNGS lessor notes.

" In October 2011, PNM issued $160.0 million of senior unsecured notes that bear interest at 5.35%. The issuance of these
notes increased interest charges, which increase was offset by the deferral of interest charges associated with the investment in
utility owned solar facilities as a regulatory asset. In addition, reduced interest expense from refinancing of $403.8 million of
PCRBs in July 2010 was offset by a reduction in the capitalization of the debt portion of AFUDC due to lower capitalization rates.
Interest charges increased in 2010 as lower capitalization of interest due to reduced borrowing rates and capital expenditures more
than offset lower mterest on the refinanced PCRBs.
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TNMP Electric

The table below summarizes the operating results for TNMP Electric:

Year Ended December 31, Change
2011 2010 2009 2011/2010 2010/2009
, ) (In millions) » ’
Total revenues $ 2379 $ 2126 8 1926 $ 253§ 20.0
Cost of energy 412 37.1 347 4.1 23
Gross margin 196.7 . 175.5 157.9 21.2 17.6
Operating expenses .. 882 774 75.5 10.8 1.8
Depreciation and amortization 44.6 41.7 37.3. 2.9 - 45
' Operatrng income 63.8 56.4 45.1 74 113
Other income (deductrons) 1.6 0.8 2.9 0.8 (2.1)
Net interest charges (29.3) S (3l2) 0 (218) 19 (3.3)
_ Earnmgs before income taxes o361 260 . 202 101 _,"15'.9'
Income (faxes) - . ¢ .. (13.9) (10.0) (8.0) G9) . . (@)
* Segment earnings .. $ 223§ 160 ©“§ 1 122§ C63-%r 7 38
The table below summanzes the srgmﬁcant changes to total revenues, cost of energy, and gross margm
L 2011/2010 Change 201072009 Change
. R R " Total. Cost of  Gross Total Cost of Gross .
o ' Revenues  Energy = Margin  Revenues ~ Energy =~ Margin
(In millions) T

: Rate increase % 8.7 % — & 87T S 6.7 - $ — $ 6.7

" Custotner growth/usage 55 — 55 T 48 — - 4;8'4:'

Transmission cost recovery . 6.8 4.1 2.7 — — .

- . Recovery of CTC, Hurticane Ike, EP - :
energy. efﬁcrency, and other . = 4.3 - 4.3 8.5 2.3 6.2
$ 2534 ¢ C4.1- § 21.2 $ ©20.0° $ 23" $ 176

Total increase L

——————— e ————— ——————————  —————— | —————————— " —————

The followmg table shows TNMP Electnc operatmg revenues by retarl tarlff consumer class 1nc1ud1ng mtersegment

revenues and average | number of CONSUMETS:

* Year Ended December 31,

Change

6:7

0.8 .

.. 2011 2010 _ 2009 201172010 2010/2009
Se T - - (In mrlhons except. customers) B
Residential $ 1003 § 836 $ 747§ 167§ -89
. Commercial 849 775 733 74 42
. Industrial ) 131 123, . 121 08 02
- Other . 5396 3927 % 325 04 .
R 8 23798 2126 $ 1926 § 253 $§ 200
Average consumers (thousands) © 2313 2294 2286 19

M Undei TECA, consumers of TNMP Electric in Texas have the ability to choose First Choice or any other REP to provide
energy.- The average consumers reported above include 67,268, 75,220, and 86,007 consumers of TNMP Electric for 2017,
2010,:and 2009 that chose First Choice as their REP. These consumers are also included in the First Choice segment. -
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The following table shows TNMP Electric GWh sales by retail tariff consumers class:

Year Ended December 31, 2 -Change
2011 . 2010 2009 2011/2010 2010/2009

o R o ) : . (Gigawatthours)(l)

- Residential - 2:8623 2,699.6 2,582.6 162.7 117.0
Commercial 2,361.0 2,260.5 . 2,216.9 100.5 436
Industrial 2,578.9 2,241.5 , 1,983.2 3374 258./3_
Other - « 1087 - 1033 107.1 5.4 (3.8)

7,910.9 7,304.9 6,889.7 606.0 415.2

M) The GWh sales reported above include 836.6, 1,012:8, and 1, 131.9 GWhs for 201 1, 2010, and 2009 used by consumers of
TNMP Electric who have chosen First Choice as their REP. These GWhs are also included below in the First Choice ségment.

Implementation of base rate.increases in February 2011 and May 2010 increased revenues and margms by $8 7 million
in 2011. Increases in consumer usage primarily associated with warmer temperatures in the second and third quarter as well as
cooler temperatures in the first quarter and moderate growth in the number of consumers in TNMP's service areas als6 improved
retail margins and revenues. Changes to Texas retail electric rules that allow distribution providers to defer and later recover or
refund dlfferences between revenues and costs charged by transmrssmn provrders improved gross margin by $2.7 million in2011.

On August 11, 2011, TNMP 1mplemented a surcharge for its AMS deployment. The surcharge will recover TNMP's
investment in AMS over a 12 year period. The surcharge has a true-up mechanism, which allows TNMP to thatch revenues
collected against the expenses incurred and allows for a return to be earned on its investments. In 2011, revenues increased by
$1.6 million for this, surcharge which offset increases in operating expenses and depreciation. Increases in revenues associated
with recovery of the CTC, Hurricane Ike, rate case expenses, and energy efﬁc1ency programs are offset with increases in operating
expenses as described below.

In 2010, rate increases implemented in the third quarter of 2009 and the second quarter of May 2010 increased revenues
and margins. In addition, implementation of riders for recovery of Hurricane Ike and energy efficiency programs increased
revenues.

Increased maintenance activities in the Gulf coast region of TNMP's operations resulting from extreme drought conditions
increased operating expenses by $1.2 million in 2011. Operating expense increases of $1.0 million in vegetation management
and maintenance, $3.8 million in higher allocation of corporate overhead and incentive compensation, and higher street rental and
property taxes of $0:8 million were, partially offset by a $3.0 million reduction‘in property insurance and injuries and damages
reserves as well as higher capitalization of administrative and general expenses. Inaddition, 1ncreases in energy efficiency programs
and rate case‘amortization further increased operating expenses, which are offset with revenues as descrlbed above In 2011,
operating expenses increased due to a regulatory disallowance of $3.9 million, based ori a ruling in the 3% Court ‘of Appeals
regarding retroactlve appllcatlon of the interest rate used to-calculate the return on TNMP's CTC regulatory assets. See note 17.

.-In 2010, operatlng expenses increased due to costs associated wrth energy efﬁcrency programs that are being recovered
in revenues, lower capitalized overhead costs due to lower capital spending compared to 2009, and increased costs associated with
the implementation of a new work management system.

Depreciation and amortization increased in 2011 related to the amortization of CTC and Hurricane Ike restoration costs.
In addition, depreciation expense increased due to increases in transmission plant and the AMS deployment. In 2010, depreciation
expense increased due to the amortization of Hurricane Ike restoration.costs and increases in transmission plant. The refinancing
of TNMP's Revolving Credit Facility in 2010 resulted in a write-off of unamortized debt issuance costs that did not recur in 2011.
- The recovery of carrying costs on the Humcane Ike restoration costs recorded in 2009 1ncreased other income and deductlons in
2009.

. In December.2010, the TNMP Revolving Credit Facility was amended, which resulted in lower fees.and more favorable
interest rates that lowered interest charges in 2011. In addition, on September 30, 2011, TNMP replaced its 2009 -Term Loan
Agreement, at lower interest rates, which further reduced interest expense in 2011. In 2010, :interest charges increased due to
higher interest rates on long-term debt issued in March 2009 and lower capitalization of interest due to reduced capital expenditures
in 2010.
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PNM Gas

PNM completed the sale of PNM Gas on J anuary 30, 2009 The table below summarizes the operatmg results for PNM
Gas, which is classified as discontinued operatlons in the Consolidated Statements of Earnings:

Period from
) January 1 to
’ January 30,
2009
: (In millions)
-~ Total revenues g $ - 65.7
‘- Cost of energy o 447
. Qross margi'rl _ } 210
N Operatmg expenses L ' 11.3
Depre01at10n and amortlzatlon —
" Operating income ) T 97
Other income (deductions) 03
Net interest charges L " (1.0)
Gain on dlsposal w . o 98.4
Eammgs before 1ncome taxes . 107.5
Income (taxes) : RESTRRY - (36.7)
Segment earnings = - : $ 70.8
First Choice
The tablevbelqui summarizes the operating results for First Choice:
‘ - ~FenMonths - -~
Ended
October 31, . Yeéar Ended December 31, Change
2011 2010 2009 - 2011/2010 2010/2009
‘ S o * (In millions)" ,
Total revenues $ 4395 $ 4832 $ 5288 §  (438) $ (45.6)
Cost of energy ' "3233 . - 03505 346.5 27.1) 40
Gross margin 116.1 1327 . . 1824 (16.6) (49.6)
Operating expenses 760 921 1074 (16.1) . (15.3)
Depreciation and amortization - - - - o i RN 09 ... 18 0.2 (0.9)
Operating income = - - , 391 398 - 732 (0.7) . (334
Other income (deductions) v, ' "(0.6) 04) 0.4) (0 2) =
Net interest charges B S (08 13 (@8 0.7 15
Earnings before income taxes - 7 381 - - 70.0 0.2) (31.9)
Income (taxes) - - - S (138) (141 - (25.6) . 0.3 . 116
Segment earnings ., . 8 2418 241 $ . 444 8 01 $ (20.4)

PNMR completed the sale of First Choice on Novémber 1,2011. Asaresult of the sale; the above table reflects operations
of First Choice from January 1 through October 31,2011, compared to-a full year of operations for 2010 and 2009.

A-37



The changes to total revenues, cost of energy, and gross margin in 2011 compared to 2010 are primarily due to ten months
of operatlons in2011 compared to twelve months in 2010. The followmg table summarlzes the significant changes to total revenues,
cost of energy, and gross margin for 2010 compared to 2009

2010/2009 Change

Total Cost of Gross
Revenues Energy Margin
(In millions)
Weather $ 116 $ 74 $ 42
Customer growth/usage (15.6) (12.8) (2.8)
Retail margins (41.6) (19.1) (22.5)
Unrealized economic hedges — 28.5- o (28.5)
Total increase (decrease) $ (45.6) $ 40 § - (49.6)

The following table shows First Choice operating revenues by customer class 1ncludmg intersegment revenues, and actual
number of customers:

Ten Months
Ended k )
October 31, Year Ended December 31, Change
2011 2010 - 2009 ©2011/2010  2010/2009
. ) (In millions, except-customers)
Residential oy ‘ - 8 2602 $ 3058 $ 3496 $ 45.6) $ (43.8)
Commercial - 166.5 159.8 161.0 6.7 (1.2)
Other ' 12.8 17.6 18.2 4.9) (0.6)
' $ 4395 $ 4832 $ 5288 $  (43.8) $ (45.6)
Actual customers (thousands) ¥ 221.1 2142 225.0 6.9 (10.8)

O}
@

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

"Due to the competitive nature of First Choicels business, actual customer count at the end of the period is presented
in the table above as a mote representative business indicator than the average customers that are shown in the table
for TNMP customers. -

The followmg table shows Flrst Ch01ce GWh electrlc sales by customer class:

Ten Months -

. Ended - 3 :

October 31, Year Ended December 31, Change

-2011 ... 2010 - 2009 2011/2010  2010/2009
o ‘ N (Gigawatt hours™)
Residential " 2,006.4 2,267.8 2,441.6 (261.4) (173.8)
Commercial - .- . -1,5382- - 1,363.8 - - 1,2189 1744 \ 144.9 k
' 3,544.6 3,631.6 3,660.5 (87.0) (28.9)

(M See note above in the TNMP.Electric, se,gmcnt discussion about the impact of TECA.

Total revenues decreased-in 2011, primatily due to the ten months of operations in 2011 versus twelve months in 2010.
Prior to the sale, total revenues increased in'2011 compared to the same period in-2010 due.to favorable weather and an increase
in both MWh sales and number of customers, which were partially offset by a decrease in the average revenue rates. First Choice
incurred significantly higher purchased power costs per MWh due to extreme summer temperatures in 2011. These higher energy
costs more than offset the increase in revenues. During 2010, a decrease in average revenue rates, lower MWh sales, and a reduction
in the number of customers resulted in decreased operating revenue when compared to 2009. The decrease in 2010 was partially
offset by lower purchased power costs and favorable weather but overall resulted in decreased gross margin.

First Choice managed its exposure to. fluctuations in market energy prices by matching sales contracts with supply
instruments designed to preserve targeted margins. Accordingly, First Choice had forward contracts for the purchase of energy
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to cover the future load réquirements for most of its fixed pricé sales contracts. Gains or losses on unrealized economic hedges
represent changes in unrealized fair value estimates related to these forward- supply contracts. Changes in the fair value of supply
contracts that were not designated or were not eligible for hedge or norinal purchase or sales accounting were marked to market
through current period earnings as required by GAAP. During 2010, market energy prices decreased significantly, which resulted
in GAAPlosses on certain of First Choice's forward supply contracts. Dunng 2011, market energy prices increased, which resulted
in unrealized mark-to-market gains on certain of First Choice's forward supply contracts. First Chorce was not requlred to mark
the related fixed price sales contracts to market, which would likely offset the supply contracts. Gains on unrealized economic
hedges increased segment earnings by $4.9 million in 201 1 compared with losses of $22.4 million in 2010 and gains of $6.1 million
in 2009. . : e :

The allowance for uncollectible accounts and related bad debt €xpense was based on collections and write-off experience.
In 2009, the customer default rates experienced were significantly above historic levels due to overall economic conditions, higher
average final bills, and an increase in customer churn. Since 2009, lower customer departures lower default rates, and an increase
in commercial customers have reduced bad debts. As.a result, bad debt: expense decreased in 2010, which increased segment
earnings, by $16.2 million. In 2011, bad debt expense decreased by $4 6 million, pnmanly due to the ten months, of operations
in 2011 versus twelve months in 2010. Initiatives to reduce bad debts included efforts to reduce the default rate experrenced for
customers switching to' another REP and increased focus-on identifying hew customer prospects that are more likely to demonstrate
desired payment behavior. First Choice focused its marketing efforts on commercial customers and customers with established
payment patterns. First Choice also increased the credit score required to become a customer and expanded the circumstances
where customers are required to provide advance deposits to obtain service, or both. In September 2010, the PUCT adopted a
switch/hold provision for customer accounts on a‘deférred payment plan, an'average payment plan, or with a‘meter determined
to have been tampered with, which will require those customers to pay any outstanding balance before changing to another REP.
The switch/hold provision became effective on June 1, 2011.

Total operating expenses decreased in 2011 , primarily due to the ten months of operations in 2011 versus twelve months
in2010. Prior to the sale, operating expenses in 2011 increased compared to the same period in 2010 due to increases in marketing
and operational costs which were partially offset by a detrease iniricentive compensation expense. In 2010, First Choice incurred
increased operational costs compared to 2009; which included expenses related to opening several local office locations as well
as support expenses. This increase was partially offset by lower customer acquisition expenses when compared to 2009 In 20 11
and 2010 interest expense decreased pnmarlly due to lower short-term debt : i

PRSI

Corporate and Other

The table below summarrzes the operating, results for Corporate and Other

) Year Ended December 31 . Change
2011 2000 . 2009 2011f2010 2010/2009
L e - ., (In millions) o o
Total revenues . -~ * SR $ 0 (B40) S 394 $ - @LT $ T 548 © 23
Costofenergy T e S (338) c(39y @413 53T - 23
Gross margin o 02 03 . (04 02 01
Operating expenses \ O (123 138 . 26 . 12
Depreciation and amortization | 16.5 “ 16.8 16.7 0.3) 0.1
Operating income (loss) ’ (7.0) 4.9) (3.6) 2.2) (1.3)
Gain on sale of First Choice - ’ 174.9 — — 174.9 —
Optim Energy loss and impairment — (203.4) (30.1) - 203.4 (173.3)
Other income (deductions) ‘ (15.8) (6.0) 15.2 (9.8) (21.2)
Net interest charges - (19.6) (20.5) (22.5) | 0.9 2.0
Earnings (loss) before income taxes 132.5 (234.8) 41.1) 367.3 (193.8)
Income (taxes) benefit ' ' . (56.5) 92.8 185 - (149.3) 74.3
Segment earnings (loss) ' $ .76.0 $ (142.0) $ (225) $ 218.1 $ (119.5)

The Corporate and Other segment includes consolidation eliminations of revenues and cost of energy between business
segments, primarily related to TNMP's sale of transmission services to First Choice prior to November 1, 2011, when PNMR sold
First Choice.
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Operating expenses increased $1.2 million in 2010 and $2.6-million in 2011.. The increase.in 2011 is primarily due to
legal and consulting expenses incurred related to assessments of strategic alternatives for PNMR's competitive businesses. The
increase: in. 2010 -was driven primarily by a fee that was received from NMGC in 2009 related to the transition of accounting
systems following the sale of PNM Gas. - : v : : :

Corporate and Other results include a gam on the sale of First Choice. Results of operatlons of First Ch01ce are discussed
above. The sale of First Choice is. dlscussed in Note 2 ‘

Corporate and Other results also 1nclude losses associated with Optim Energy. Further information regarding Optim
Energy is shown below. The loss due to the impairment of PNMR's investment in Optim Energy, which is discussed above and
in Note 21, is also reflected in the Corporate and Other segment.

Other income and deductions decreased in 2011 primarily due to a $9.2 million loss on the repurchase of $50.0 million

of PNMR's 9.25% senior unsécured notes (Note 6).- Other income and deductions decreased in 2010 compared to 2009 primarily

dueto a$15.0 million fee received upon: termmaﬁon ofthe CRHC acquisition agreement and a gain of $7.3 million on the repurchase
of $157.4 million of PNMR's 9.25% semor ‘unsecured notes both of whlch occurred in 2009.

- Net interest charges decreased by:$2.0 mllllon in2010-and $0.9 million in 201 1. The decrease in 2011 compared to 2010
is primarily related to lower borrowings of long-term debt. The’ decrease in 2010 is primarily related to lower borrowmgs of long—
term debt and interest on uncertam mcome tax posmons

In 2010 income tax beneﬁt was reduced by the: 1mpa1rment of New Mex1co wmd energy productlon tax credit carry
forwards. These credits were not expected to be utilized prior to their expiration due to the Company's net operating loss position.

Optlm Energy

- As described above and in Note 21, PNMR reduced its investment in Optim Energy to zero at December 31,2010 due to
the .determmatlon that the investment was fully impaired, resulting in a pre-tax impairment loss of $188.2 million ($113.7 million
after-tax). In accordance with GAAP, PNMR did not record income- or, losses associated with its investment in Optim Energy in
2011 as PNMR had no. contractual requlrement or agreement to .provide Optim Energy with additional financial resources.
Accordingly, Optim Energy has no impact on PNMR's 2011 balance sheet, statement of earnings, and statement of cash flows.
Therefore, summarized financial information for Optim Energy is not presented for 2011. PNMR entered into agreements on
September 23, 2011 that reduced PNMR's ownership in Optim Energy from 50% to 1%. On January 4, 2012; ECJV exercised its
option to acquire PNMR's remaining 1% ownership interest in Optim Energy at fair market value, which was determined to be
zero. PNMR accounted for its investment in Optim Encrgy using the equity method of accounting unt11 September 23, 2011 and
used the cost method thereaﬁer .

.-In 2009 and 2010, .Optim Energy's strategy and near-term focus was on utilizing cash flow from operations to reduce debt
and optlmlzmg its generation assets as a stand-alone independent powert producer. Optim Energy's results of operations were
primarily determined by the prices at which its power was sold and its fuel to generate power, principally natural gas, was procured.
Power prices in the ERCOT market are directly correlated to natural gas prices. The markets for power and natural gas were
depressed in 2009 and 2010. Optim Energy had net earnings (loss) of $(25.1) million and $(56.8) million in the years ended
December 31, 2010 and 2009. PNMR recognized net earnings (loss) from Optim Energy of $(15.2) million and $(30.1) million
in the years ended December 31, 2010 and 2009. Such amounts include amortization of a basis difference between PNMR'
recorded investment in Opt1m Energy and 50 percent of Optlm Energy's equity.
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LIQUIDITY AND CAPITAL RESOURCES
Staternents el}Cash_Floyys;. o g o | |

The iniformation conce'rning} PNMR’s cash flows is :'sun]mariz__ed as’ follows‘::' ‘

Year Ended:December31,” . - Change

2011 2010 ¢ 2009 2011/2010 2010/2009
* (In millions) '
Net cash flows from: +~ . i g i . .
Operating activities : $ 2922 § 2874 % 877 $ 48 $° 1997
. Investmg act1v1t1es A : - 198 . . . (275.9) 379.7 295.7 (655.6)
Fmancmg actwmes o o (312.3) - o (10.7), - (593.4) (301.6) .582.7

- Net ehange- 1ncashandcashequ1valents $ 0 (03) $ v 088 (12600 $ 0 (1.1) $ 126.8

The changes in PNMR's cash flows from operating activities relate primarily to increased cash flows at PNM and TNMP
due to rate increases in 2011 and 2010 and a reduction in collateral requirements at December 31, 2011, primarily due to the sale
of First:Choice. Net refunds of income taxes of $5.5 million and $99.3 million in 2011 and 2010 compared with net payments of
$118.2 million in 2009 :also contributed to the changes. The:net refund of income taxes.in 2010 included ¢hanges in book to tax
drﬁ‘erences on cap1tahzed overheads and:-in 2009 was pnmanly related to the sale:of PNM Gas. : . :

, The, changes in, cash ﬂows from 1nvest1ng actrvmes relate prnmanly to the proceeds from the sale of First Cho1ce in 2011
of $329 3 mllhon and related transaction costs of $10,9 mlllron Ut111ty plantadditions decreased $6.5 millionin2010 and increased
$45 4 mrlhon jin 2011 after reﬂectmg payments for rights-of-way renewals at PNM of $11.2 million in 2011, $29.3 million in
2010 and $10 6 million in 2009. In addition, PNMR made equity contnbutrons of $20.3 million to Opum Energy in 2010. In
2009, PNM received proceeds of $652.9 million from the sale of PNM Gas. -

..., The changes in cash flows from financing activities relate prrmanly to the use of the proceeds from the sale of First Choice
in 2011 to purchase PNMR common stock for $125 7 mllhon PNMR's convertlble preferred stock, Series A for $73.5 million,
and long-term debt for $58:5 million, In addltlon, payments rece1ved on. PVNGS firm-sales contract arrangements were $2.6
mrlhon in 2011, compared to $30.5 million i in 2010 and $30 7 million in, 2009 as those contracts expired at December 31, 2010.
A net repayment of $3.4 rmllron for transmission interconnection arrangements at PNM in 2011 compared to proceeds of $8.5
million in 2010 also contnbuted to the change. In 2011 PNM obtained $160.0.million in new long-term borrowings, using the
proceeds to reduce short-term borrowmgs Also in 2011, TNMP replaced $50.0 million in long-term debt with a new term loan
agreement for $50.0 mllhon n 2010, PNM reﬁnanced the $403.8 million of PCRBs In 2009 the proceeds from the sale of PNM
Gas were used to retire short ferm borrowmgs at PNM and PNMR, as well as the. retirement of long-term borrowings at PNMR.
At TNMP the retrrement of both short-term and long—term borrowmgs!was ﬁnanced by new long-term borrowings i in 2009

Fmancmg Act1v1t1es R

T

See Note 6, for addrtronal 1nformat1on coneermng the- Company s ﬁnancmg act1v1t1es

Capltal Requlrements
Total capital requlrements consist of construction expendltures and cash d1v1dend requlrements for PNMR common stock
and PNM preferred stock:: Key activities. in PNMR's current construction program include:

$ip 0

Ve .

. ‘ Upgradmg generat1on resources, 1nclud1ng those for renewable energy
~+.  Expanding the electric transmission and dlstrlbutlon systems
«  Purchasing nuclear fuel

. Projected _,capita_l requirements are:

2012 - 2013-2016° - Total -

: (In millions) _

.- Construction expenditures - : : $ 2866 $ 10203 .$ 1,3069 .
Dividends on PNMR common stock 46.2 1848 231.0
Dividends on PNM preferred stock 05 20 25
Total capital requirements $ 3333 $§ 12071 $ 15404
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The construction expenditure estimiates are ufider continuing review and stibject to ongoing adjustment, as well as to Board
review and approval. The construction expenditures above do not include any amounts related to environmental upgrades at SJGS
or Four Corners that may be required by EPA to address regional haze, additional renewable resources that may be réquired to
meet the RPS, or additional peaking resources that, ,may be needed to meet needs outlined in PNM's current IRP.. Estimates for
construction expenditures currently do not include any srgnlficant expendltures for environmental control facilities. See Note 16
and Commitments and Contractual Obligations below.. [The ability.of PNMR to pay dividends on its common stock is dependent
upon the ability of PNM'and TNMP to be able to pay d1v1dends to"PNMR Note 5 describes regulatory and contractual restrictions
on the payment of dividends by PNM and TNMP. e

During the year ended December 31, 2011, PNMR met its capital requirements and construction expenditures through
cash generated from operations, as well as its liquidity arrangements. : :

In addition to the capital requirements for construction expenditures and dividends, the Company has long-term debt that
must be paid or refinanced at maturity. Note 6 contains information about the maturities on long-term debt. The Company has
from time to time refinanced or repurchased portrons of its outstandmg debt before scheduled: matirity: Depending ‘on market
conditions, the Company may refinance other debt issuarices or make additional debt repurchases in the future.

quuldlty

- £ AL

PNMR's hqmdlty arrangements 1nclude the PNMR Revolvrng Credit Facﬂrty and the PNM. Revolvmg Credrt F ac1hty that
both expire in 2016 and the TNMP Revolving Credit Facility that expites in December 2015.- On October 31, 2011, PNMR entered
into the PNMR Revolving Credit Facility, which has @ financing capacity of $300.0 million; and PNM entered into the PNM
Revolving Credit Facility, which has a ﬁnancmg capacity of $400.0 million. The new credit facilities replace the PNMR Facility
and-the PNM Facrllty, both of whlch would-have explred in August 2012 The terms and conditions of the new‘ facilities are
substantlally 51m11ar to the pndr facrhtles and the Company beheves the terms and condltlons are cons1sten‘t w1th those of other
requrres the maintenance of debt-to-capital ratios of less than or equal to 65% These ratios reflect the present value of payments
under the PVNGS and EIP leases as debt.

These facilities provrde short-term borrowing capacrty and also allow letters of credit to be issiued. Letters of credit reduce
the available' capamty under the facilities. The Company 1 utilizes these éredit facilities and cash flows from operatlons to provide
funds for both construction and opera’nonal expendltures The Company s business is seasonal with more revenues and cash flows
from operatrons being generated in the summer months. In general, the Company relies on the credrt facrhtres to be the initial
funding source for construction’ expendltures Accordrrrgly, borrowmgs under the facilities increase over time. Dependlng on
‘market and othér conditions, the'Company Will penodlcally sell long-term debt and use the proceeds to reduce the borrowmgs
under the credit facilities. ‘Short-term borrowmgs at PNMR ranged from zero to- $106.0 million during the year ended
December31,°2011 and ‘the three months ended December 31, 2011. PNM short-term borrowings ranged from zero to'$298.0
million dunng the year ended December 31,2011 and from zero to $257.0 million durmg the three ‘months ended December 31,
2011. PNMR-short-term borrowings ‘ranged’ from $14.0“million to $133.0 million during the year ended December 31, 2010.
PNM short-term borrowings ranged from $110.0 million to $244.0 million during the year ended December 31, 2010. There were
no borrowings under the TNMP Revolving Credit Facility during 2011 and 2010. At December 31, 2011, average interest rates
were 2.05% for the PNMR Revolving:Credit. Facility and 1.80% for'the PNM Revolving Credit Facrhty .PNMR also has a $5.0
million hne of credit expiring in August 2012 with a smgle financial institution.

The Company currently believes that its capital requirements can be met through internal cash generation, existing credit

- artangements, and access to-public and private ¢apital markets. ‘'To cover the difference in the amounts and timing of internal cash

generation and cash requirements, the'Compary intends to use short-terit borrowings under its current and future liquidity

arrangements. However, if difficult market conditions experienced during the recent recession return or worsen, the Company

may not be able to access the capital markets or renew credit facilities when they expire. Should that occur, the Company would

seek to improve cash flows by reducing capital expenditurés and exploring other available alternatives. “Also, PNM may consider
seeklng authorrzatlon for the i issuance of first mortgage bonds to improve access to the capital markets

In addition to its internal cash generation, the Company anticipates that it will be necessary to obtain additional long-term
financing to fund its capital requrrements durmg the 2012 2016 period. Th1s could 1nclude debt reﬁnancmg, new debt issuances,
and/or new equity. :

The Company's ability to access the credit and capital markets at a reasonable cost is largely dependent upon its:

. Ablhty to earn a fair return on equity-
. Results of operatlons
. Ability to obtain required regulatory: approvals
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. Conditions in the financial markets
o - Credit ratmgs

On September 26, 2011 S&P raised the credrt rat1ngs for PNMR PNM, and TNMP and changed the outlook for each
entity to positive. On November 1, 2011, Moody's raised the credit ratings for PNMR and TNMP but retained the outlook at
stable. As of February 22, 2012, ratings on the Company s debt securities were as. follows:

, PNMR PNM TNMP
S&P
Senior secured - S o N T T +  BBB
Senior unsecured o BB ~ BBB- *
Preferred stock E o S B+ .
Moody s ' - .
Senlor secured ‘ C B ‘ g " SRS ‘ % A3
Senior unsecured o ' v ‘; - , . Bal Baa3 : *
Preferred stock o * Ba2 *
* Not applicable ‘ ‘ B ‘

Investors are cautioned that a security rating is not a recommendation to buy, sell or hold securities, that it is subject to
revision or withdrawal at any time by the assigning rating organlzatron, and that each rating should be evaluated independently
of any other rating.

A summary of liquidity arrangéments as of February 22, 2012 is as follows:

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

Rovolving credit facility ' V $ 3000 $ . 4000 $ - 750 § 775.0
Local lines of credit- : - o | L 3.0 — — 5.0
Total financing capacity . o $ 3050 $ 4000 $ 750 $ 780.0

Amounts outstanding as of February 22, 2012: ) R R S ‘
Revolving credit facility , $ 278 $ 15238 . — $ . 1801
Local lines of credit . ’ — — — —_—
Total short-term debt outstanding 278 1523 —  180.1
Letters of credit " ‘ 110 37 03 150
~ Total short term-debt and letters of credrt $ 388 % 1560 $ 03 $ 195.1
Remalnmg availability as of February 22 2012 $ 2662 $ 2440 . 747 $ 584.9
Invested cash as of February 22,2012 - $ 0.6 $ — § o — § 0.6

The above table excludes intercompany debt. The remaining availability under the revolving credit facilities at any point
in time varies based ona number of factors including the timing of collections of accounts receivables and payments for construction
and* operatrng expendltures '

For offermgs of securltles reglstered with the SEC, PNMR has a shelf registration statement expmng in March 2014. Th1s
shelf registration statement has unlimited avallab_lhty and can be amended to include additional securities, subject to certain
restrictions and limitations.. PNMR can also offer new shares of common stock through the PNM Resources Direct Plan under a
separate SEC shelf registratipn statement that expires in August 2012. PNM has a shelf registration statement for up to $440.0
million of senior unsecured notes that will expire in May 2014. ‘

Off-Balance Sheet Arrangements

- PNMR's off-balance sheet arrangements 1nclude PNM ] operatlng lease obligations for PYNGS Units 1 and 2 the.EIP
transm1ss1on line, and Delta. : ' ,
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In 1985 and 1986, PNM consummated sale and leaseback transactions-for its interest:in PVNGS Units 1 and 2. The
original purpose of the sale-leaseback financing was to lower revenue requirements and to levelize the ratemaking impact of
PVNGS being placed in-service. The lease payments reflected lower capital costs as the equity investors were able to capitalize
the ‘investment with greater leverage than PNM and because the sale transferred tax benefits that PNM could not fully utilize.
Under traditional ratemaking, the capital costs of ownership of a major rate base addition, such as a nuclear plant, are front-end
loaded. The revenue requirements are hlgh in the initial years and decline’over the life of the plant as depréciation occurs. By
contrast, the lease payments are level over the lease term. The leases, which expire in 2015 and 2016, contain options to renew
the leases at a fixed price or to purchase the property. for fair market value. See Note 7 regarding the status of these alternatives.

Additionally, in 1996, PNM entered into a PPA for the rights to all the output of the Delta generating plant through June
2020. The PPA is accounted for as an operating lease. The gas turbine generating unit is operated by Delta, which is a variable
interest entity. See Note 9. The plant is malnly used to meet peak load requirements.

For reasons similar to the PVNGS sale and leaseback transactions, PNM built the EIP Transmission Line and sold it in
sale and leaseback transactions in 1985. The EIP line is a 216 mile, 345 kilovolt line with a capacity of 200 MW. PNM currently
owns 60% and operates the other 40% of the EIP line under the terms of a lease agreement. The lease explres in 2015 with fixed-
rate and fair market value renewal options and a fair market value purchase option.

The future lease payments shown below for the PVNGS and EIP leases have been reduced by amounts that will be returned
to PNM through its ownership in related lessor notes.

PYNGS o .
Units 1&27 EIP Delta =~ - Total -
' (In thousands)

2012 $. 25078 $ . 498 $  -5956 $ 31,532
2013 27,427 2,845 5,956 36,228
2014 L 32236 2,845 5,956 41,037
2015 . 17,082 1,422 5956 . 24,460
2016 3,270 — 5,956 9,226
Thereafter : : SRR — 21342 21,342

Total $ 105093 $ 7,610 § 51,122 § 163,825

See Sources of Power, Investments in Note 1, and Note 7 for additional information.
Commitments and Contractual Obligations

- The following table sets forth PNMR’s long-term contractual obligations as of December 31,2011. See Note 7 for further
detalls about the Company’s significant leases:

| . Payments Due o
aen . 2017 and

. Contréct’uaLObligations S >, 2012 .. 2013-2014 2015-2016 Thereafter Total
i} - . (In thousands) ~

Long term debt (a) $ 2,387 $ 52,530 $ 181, 892 $ 1,442,070 $ 1,678,879
Interest on long-term debt® 117042 232,743 212,583 728,097 1,290,465
Operating leases (c) Ny 49923 111,058 58,288 103,669 322,938
Transmission reservation payments ‘ o 13421 16,665 3 316 16,980 50,382
Coalcomtracts () 58319 119369 116267 46411 340,366
. Coal. mine decomm1ssmnmg Co e \7 B B 3,207 L 311 . 3,164 - 67 999 : 75,681
Nuclear decommissioning funding- - 4 o e : ' : :

requirements (¢) 2,600 - . 5,200. ~ 5,200 48,138 61,138
Outsourcing 6,385 4,541 1,300 = 12,226
Pension and retiree medical (f) 86,376 75,151 25,451 [ — 186,978
Construction expenditures (g) 286,654 541,612 - 478,673 — 1,306,939
Total (h) $ 626314 $ 1,160,180 $ 1,086,134 $ 2453364 $ 5325992
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(a) Represents total long-term debt excluding unamortrzed discount of $4 9 m11110n
* (b)" Represents interest payments during the périod. - ' »
(c) The operating lease amounts include amounts due to Delta and are net of amounts to be returned to PNM as payments
on its investments in related lessor notes. See Investments in Note 1 and Note 7.
(d) Represents only certain minimum payments that may be required under the coal contracts if no deliveries are made
(e)- These obligations represent funding based on the current rate of return on investments.
(f) The Company only forecasts funding for its pension and retiree medical plans for the next five years. *
(g) Represents forecasted capital expenditures, including nuclear fuel, under which substantial commitments have been made.
.. The Company only forecasts capital expenditures for the next five years. - s
(h) PNMR is unable to reasonably estimate the timing of liability and interest payments for uncertain income tax pos1t10ns
' in.individual years due to uncertainties in the timing of the effective settlement of tax positions. Therefore, PNMR’s
_liability ¢ of $19. 6 million and interest payable of $1.1 million are not reflected in this table. Amounts PNM is obligated
" to pay Valencia are not included above since Valencia is consolidated by PNM in accordance with GAAP. See Note 9.
No amounts are included above for the New Mexico Wind Energy PPA since there are no minimum payments required
under that agreement. :

Contmgent Prov1s10ns of Certain Obligations

7 PNMR, PNM and TNMP have a number of debt obligations and other contractual commitments that contam contmgent
provisions. Some of these, if triggered, could affect the liquidity of the Company. In the unlikely event that the contingent
fequirements were to be triggered, 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. The most significant conSequences
resultlng from these contlngent requirements are detailed in the discussion below. - S

The PNMR Revolving Credit Facility, the PNM Revolving Credit Facility, and the TNMP Revolving Credit Facility contain
“ratings triggers,” for pricing purposes only. If PNMR, PNM, or TNMP is downgraded or upgraded by the ratings agencies, the
result would be an increase or decrease in interest cost. In addition, these credit facilities contain contingent requirements that
require the maintenance of debt-to-capital ratios of less than 65%. In the calculation of debt for PNMR and PNM, the present
value of payments under the PVNGS and EIP leases are considered debt. If that ratio were to exceed 65%, the entity could be
required to repay all borrowings under its facility, be prevented from borrowing on the unused capacity under the facility, and be
required to provide collateral for all outstanding letters of credit issued under the facility.

'k Ifa contlngent requrrement were o be trlggered under the PNM Revolvmg Credit F ac111ty resultmg in an acceleration of
the fepayment of outstandmg loans under the PNM Revolvmg Credit Fac111ty, a cross- default prov1s10n in the PVNGS leases could
occur if the accelerated amount is not paid. Ifa cross-default provision is triggered, the PVNGS lessors have the' ability to accelerate
their rights under the leases, including acceleration of all future lease payments.

e

» PNM s standard purchase agreement for the procurement of gas for its fuel needs contalns a contlngent requirement that
could require PNM to provide collatéral for its gas purchase obhgatlons if the seller were to reasonably beheve that PNM was
unable to fulfill 1ts payment obhgatlons under the agreement ' o

" 'The 'master agreement for the sale of eléctricity in the WSPP contains a- contingent requlrement that requires PNM to
provrde collateral rf the credrt ratmgs on'its debt falls below 1nvestment grade Addltronally, PNM utlhzes standard denvatlve
securlty if the credit ratmg on its debt falls below invéstment grade. The WSPP agreement also Contains a contingent requiteinent,
commonly-¢alléd a material adverse change provision, which ¢ould: requlre PNM to prov1de collateral ifa matenal adverse change

inits-financial ¢ondition or operations were to occur.
i
.S

No conditions have occurred that would result in any of the above contingent provisions being implemented.
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Capital Structure

The capitalization tables below include the current matuntles of long-term debt but do not mclude short-term debt and
do not include operating lease obligations as debt..

v ; Dece‘mber 31,

PNMR o D o 2011 2010
PNMR common equity : : _ , B - 48.3% 47.83%
Convertible preferred stock e Lol : . : . S = 3.1%
Preferred stock of subsidiary I A 0.3% 0.4%
Long-term debt - | S o o | 514%  48.7%

Total capitalization s . , o 100.0% - 100.0%

PNM : ,

PNM common equity ‘ : ' ' 49.7% 51.3%

Preferred stock ' 0.5% 0.5%

Long-term debt - 49.8% 48.2%
Total capitalization 100.0% 100.0%

Common equity _ . o o - 59.8% 59.4%

Long—term debt Con . , SR 402% 40.6%
Total capitalization : : ' 100.0% 100.0%

| OTHER ISSUES FACING THE COMPANY
Climate Change Issues
Background

In2011,PNM's generating plants emitted approximately 7.1 million metric tons of CO,, which comprises the vast majority
of its GHG. By comparison, the total GHG in the United States in 2009, the latest year for which EPA has published this data,
were approximately 6.6 billion metric tons, of which approx1mately 55 bllilon metric tons were CO,. Accordmg to EPA data,
electncny generatlon accounted for. approx1mate1y 2 2 billion metric tons, or 40%, of the CO, emxssmns

PNM has several programs underway to reduce GHG from its génerating plants, thereby reducing its exposure to climate
change regulation. See Note 17. In 2011, PNM completed construction of 22 MW.of utility-scale solar generation located at five
sites. on PNM's system throughout New Mexico. Additionally, PNM has a customer distributed solar generation program that is
expected to grow distributed solar from the 14 MW installed at the end of 2011 to over 35 MW in the next year. Once fully
subscribed, the distributed solar programs will reduce PNM's demand for fossil-fueled electricity generation by 82 GWh per year.
PNM offers its customers a comprehensive portfolio of energy efficiency and load management programs, with an annual budget
of over $17. million, that projects electricity savings in 2012 of an estimated 60 GWh. Over the next 19 years, PNM projects the
expanded energy efficiency and load management programs will provide the equivalent of approximately 12,870 GWh ofelectricity,
which will avoid at least 6.1 million metric.tons of CO, based upon projected emissions from PNM's system-wide portfolio with
and without these programs. These estimates are subject to change given that it is difficult to accurately estimate avoidance because
of the high uncertainty of many of the underlying vanables and complex interrelationships between those variables, including
changes in demand for electricity.

Management penodlcally updates the Board on 1mp1ementatlon of corporate env1ronmental policy and the Company's
environmental management systems, promotion of energy efficiency and use of renewable resources. The Board is also advised
of the Company's practices and procedures to assess the sustainability impacts of operations on the environment. The Board
regularly considers associated issues around climate change, the Company's GHG exposures, and potential financial consequences
that might result from potential federal and/or state regulation of GHG.

Approximately 81.9% of PNM's owned and leased generating capacity at December 31, 2011 consisted of coal or gas-
fired generation that produces GHG, all of which is located within the United States. The Company does not anticipate any direct
impact from any near-term international accords. Based on current forecasts, the Company does not expect its output of GHG
from existing sources to increase significantly in the near-term. Many factors affect the amount of GHG, including plant
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performance. For example, if PVNGS experienced prolonged outages, PNM-might be required to utilize other power supply
resources such as gas-fired-generation, which could increase GHG. ' If new natural gas-fired generation resources are added to
meet increased load anticipated in PNM's current IRP, GHG would be incrementally increased. Because of the Company's
dependence onfossil-fueled generation, any legislation that imposes a limit or cost on GHG will impact the cost at which electricity
is produced. While PNM expects to be entitled to recover that cost through rates, the timing and outcome of proceedings for cost
recovery is uncertain. In addition; to the extent that any additional costs are recovered through'rates, customers may reduce their
.demand, relocate facilities to other areas Wlth lower energy costs, or take other actions that ult1mate1y will adversely. impact the
Company : ‘ SRR : :

Given the geographic locatlon of its fac111t1es and customers, PNM generally has not been exposed to the extreme weather
events and other physical impacts commonly attributed to climate change, with the possible exception of periodic drought
conditions. Climate changes are generally not expected to have material consequences in the near-term. Drought conditions in
northwestern New Mexico could impact the availability of water for cooling coal-fired generating plants. Water shortage sharing
agreements have’ been in place smce 2004, although no shortage has been declared due to sufﬁc1ent precipitation in the San Juan
pnmary sources. The contract expires Décember 31,2016, TNMPhas operations in the Gulf coast area of Texas, which expenences
periodic hurricanes and drought ¢onditions. In addition fo potent1ally causing physical damage to TNMP owned facilities, which
disrupt the ab111ty to generate transmlt and/or drstnbute energy, humcanes can temporanly reduce customers' usage and demand
for energy

EPARegulatzon e FEEPETE S

_ In Apnl 20()7 the Us. Supreme Court held that EPA has the authorlty to regulate GHG under the CAA Thrs decls1on
heightened the importance of this issue for the energy industry.. In December 2009, EPA released its final endangerment finding
stating that-the atmospheric concentrations. of six key-greenhouse gases (CO,, methane, nitrous oxides, hydrofluorocarbons,
perfluorocarbons, and sulfur hexafluoride) endanger'the public health ‘an,d welfare of current and future generations. \

‘In May 2010, EPA released the final PSD and Title V Greenhouse Gas Tailoring Rule to address GHG from stationary
sources under the CAA permitting programs. The purpose-of the rule is to “tailor” the applicability of two programs, PSD and
Title V operating permit.programs, to avoid impacting millions of small GHG emitters. The rule focuses on the largest sources
of GHG, including fossil-fueled electric generating units. Thisprogram currently: covers new construction projects thatemit GHG
of at least 100,000 tons per. year (even if PSD is not triggered for other pollutants).. In addition, modifications at existing facilities
that i 1ncrease GHG by atleast 75,000 tons per year w111 be subject to PSD pemnttmg requirements, even if they do not s1gn1ﬁcantly
increase emissions of any other pollutant. An addrtlonal phase. is. scheduled to become effective in July 2013 and may regulate
even smaller GHG sources. All of PNM's fossil- fueled generating plants are potentially subject to the Tailoring Rule because of
the magmtude of non-GHG but the plants donot have any currently planned pr()]ects that would trigger PSD permlttmg for GHGs

: On December 23, 2010 EPA announced a. proposed rulemakmg tlmehne for CAA NSPS for GHG from power plants
and petroleum refineries. EPA is expected to announce the proposed GHG N SPS-in the near future. The EPA prev1ous1y missed
several deadlines to propose the rules, the most recent,being in January 2012 The deadline for EPA to publish the final standards
is still, May 26,2012, although final action is not expected until late 2012. Th,e CAA's NSPS provisions include separate, programs
for new and modified facilities and for existing facilities. ‘EPA will: estabhsh NSPS for new and modlﬁed facilities dlrectly, while
EPA will establish emission. guldehnes for existing; facllltles through a cooperatrve federal—state process. P t e
o EPA regmlatron of GHG from large statlonary sources w1ll 1mpact PNM's operat1ons due to the Company S rellance on
fossil- fueled electric generation. The impact to PNM is unknown because the regulatory requirements, 1nclud1ng Best Avallable
Control :Technology. implications;and NSPS requirements are still developlng Tmpacts could involve investments in- efficrency
improvements and/or control, technologies at the. fossil-fueled generating plants. ;. It is also poss1ble that the costs of such
improvements or technologles could impact the economic v1ab111ty of some plants.: :

S TR AR & T
P y . . ;.{(r:

FederalLegzslatlon O T O : . - L

- Prospects for enactment of legrslatlon 1mpos1ng anew or enhanced regulatory program to address c11mate change in the

current Congress are extremely unl1kely, although C()ngress ‘could address these issues at a future tlme Instead EPAis l1kely the
pnmary venue for GHG regulation in the near future ' -

“ The Company has assessed and continues to" assess the 1mpacts of potentlal climate change leglslatlon or regulatron on
its business. This assessment is prehmmary, and futufé changes ansfng out of the leglslatlve or regulatory process could impact
the assessment s1gmficant1y The Company's, .assessment includes assumptions regardlng the specrflc GHG limits, the timing of
implenientation of these limits; the level of emissions allowandes allocated and the level that must be purchased, the development
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of technologies for renewable energy and to reduce emissions, the cost of emissions allowances, the degree to which offsets may
be used for compliance, and provisions for cost containment. ‘Moreover, the assessment assumes- various market reactions such
as withrespectto the price 6f coal and gas and regional plant economics. Theseassumptions, at best, are preliminary and speculative.
However, based upon these assumptions, the enactment ofi climate change legislation would likely, among other things, result in
significant compliance costs, including significant capital expenditures by the Company, and could jeopardize the economic
viability of certain generating facilities. See'Note 16. In turn, these consequences would lead to increased costs to customers and
could affect results of operations, cash flows, and financial condition if the incurred costs are not fully recovered through regulated
rates. Higher rates could also contribute to reduced demand for electricity. The Company's assessment process is ongoing, but
too prehmmary and speculatrve at this time for the meamngful predlctlon of financial 1mpact

State and Regzonal Actzvziy

Pursuant to New Mexrco law each ut111ty must submlt an IRP to the NMPRC every three years to evaluate renewable
energy, energy efficiency, load management distributed generation, and conventional supply-side resources on a consistent and
comparable basis. The IRP is required to take into consideration risk and uncertainty of fuel supply, price volatility, and costs of
anticipated env1ronmental regulations when evaluating resource options to meet supply needs of the utility's customers. The
NMPRC issued an order in June 2007, réquiring that New Mexico utilities factor a standardized cost of carbon emissions into
their IRPs ysing prices ranging between $8 and $40 per metric ton of CO, emitted and escalating these costs by 2.5% peryear. Under
the NMPRC order, each utility must analyze these standardized prices as projected operating costs. Reflecting the developing
nature of this issue, the NMPRC order states that these prices may be changed in the future to account for additional information
or changed circumstances. However, PNM is required to use these prices for purposes of its IRP, and the prices may not reflect
the costs that itultimately will incur. PNM's IRP filed with the NMPRC on July 18,2011 (Note 17), showed that while consideration
of the NMPRC required carbon emissions costs did not significantly change the resource decisions regarding future facilities over
the next 20 years, it did slightly impact the projected in-service dates of some of the identified resources. Much higher GHG costs
than assumed in the NMPRC analysis are riecessary to impact future resource decisions. The primary consequence of the
standardized cost of carbon emissions was an increase. to generation portfolio costs: : :

-In-2007; seven western states, including New Mexico, and three-Canadian provinces entered into an accord, called the
Western Regional Climate Action Initiative (the “WCI”), to reduce GHG from automobiles and certain industries, including
utilities. - The WCI released design recommendations for elements of a regional cap-and-trade program in September 2008 and
created several subcommittees to develop detailed imiplementation recommendations. Under the WCI recommendations, GHG
from the electricity sector and fossil fuel consumption of the industrial and commercial sectors would be capped at then current
levels and subject to regulation starting in 2012. Over time, producers would be required to reduce thelr GHG Implementation
of the de51gn elements for GHG reductions would falt to each state and provmce : “

On June 4, 2010, the NMED ﬁled a petmon with the EIB for the adoptlon of rules required to implement a WCI cap-
and-trade program. A hearing was held in September 2010. On November 2, 2010, the EIB approved the NMED's proposal to
institute a regional cap-and-trade rule’ that would affect sources regulated by NMED that emit more than 25,000 metric tons of
€O; pet year.. The cap would start with an emissions baseline established in 2011. NMED would grant allowances for free to
regulated sources based on their baseline and a 2% annual reduction.. In-order to take effect, New Mexico and California must
recognize each other as trading partners under the WCI regional trading program,-which has not occurred. On October 20, 2011,
the California Air Resources Board adopted a final cap-and-trade regulation that calls for quarterly auctions of GHG allowances
starting in August 2012. ‘Also, several market elements inclading allowance tracking and a trading market must be established by
WCI. The EIB adopted the proposed rule in December 2010. PNM appealed the EIB's decision and after various legal proceedings,
fhe EIB voted to repeal the' cap- and—trade program regulatlon on February 6, 2012. The EIB decision is subject to appeal

: In December 2‘008 New Energy Economy (“NEE”), a non—prof it environmental advocacy orgamzatron petitioned the
EIB to amend existing regulations and adopt new regulations that would reduce GHG from certain sources regulated by the State
of New Mexico. Following extensive litigation regarding the EIB's authority to regulate GHG, which did not resolve the issue,
the rulemaking hearing on the NEE petition concluded on October 5, 2010.- On December 8, 2010, the EIB adopted a modified
version of the petition. The modifications pushed the effective date to January 1, 2013 or six months after NMED's cap-and-trade
rule is no longer in force, whichever is later. PNM filed testimony in the rulemakmg hearing estimating the cost of electricity to
PNM s customers wouId increase by approxrmately $8 million each year over the prior year if the NEE's proposed rule is adopted.
OnJ anuary 25, 2011, PNM appealéd the EIB's decision and, after court-sanctloned mediation, PNM and EIB filed a joint motion
asking the court of appeals to remand the case to the EIB for a period of 180 days. Thie court granted the motion on July 19, 2011.
PNM and other industry parties filed a Petition for Regulatory Change (Repeal) of the NEE Rule on July 15,2011. Hearings on
the petition to repeal the rule were held in December 2011. The EIB is scheduled to deliberate the repeal of the NEE Rule on
March 16, 2012. If the EIB does not repeal the NEE Rule and it takes, effect, PNM will seek to recover in rates any increased
costs due fo. the rule. PNM estlmates the cost of compliance with this rule to be $541 million over the 20-year IRP planning period.
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In April 2011, NEE moved to intervene in PNM's appeal, which motion was denied by the New Mexico Court of Appeals.
After further procedural steps in the Court of Appeals, NEE filed a Writ of Superintending Control in the New Mexico Supreme
Court in June 2011 and also sought to vacate the remand order enteréed by the Court of Appeals. After oral argument, the Supreme
Court held on'July 27, 2011 that NEE has the right to be a party on appeal However, the remand of PNM's appeal, in whlch NEE
ismow an appellee remains in effect.

The status of the NMED cap-and-trade rule and the NEE rule is- currently uncertain and it is possrble the EIB, the courts,
or the legislature might take further action on them. In addition, the Governor of New Mexico established a small-business task
force to review recent regulations shortly after her inauguration. The task force issued its recommendations on April 1,2011. The
recommendations include changing New Mexico's status in the WCI from participant to observer and revising the cap-and—trade
rule approved in November 2010. New Mexico is no longer a participant in the WCI. However, the state is continuing to work
with other states and provinces on other North American climate initiatives and clean energy policies and strategies.

Transmission Issues

FERC has pending numerous notices of inquiry and rulemaking dockets related to transmission issues. Such actions may
lead to changes in FERC administrative rules or ratemaking policy, but have no time frame in which action must be taken or a
docket closed with no further action.” Further, such notices and rulemaking dockets do not apply strictly to PNM, but will have
industry-wide effects in that they will apply to all FERC-regulated entities. The Company monitors and often submits comments
taking a position in such notices and rulemaking dockets or may join in larger group responses.. The Company often cannot
determine the full impact of a proposed rule and pohcy change until the final determination is made by FERC and PNM is unable
to predict the outcome of these matters

. ..-On November 24 2009 FERC issued Order 729 approving two- Modelmg, Data and Analysis Reliability Standards
(“Rehablhty Standards”) submitted by NERC - MOD-001-1 (Available Transmission System Capability) and MOD-029-1 (Rated
System Path Methodology). - Both MOD-001-1 and MOD-029-1.require a consistent approach, provided for in the Reliability
Standards, to measuring the total transmission capability (“TTC”) of a transmission path. The TTC level established using the
two Reliability Standards could result in a reduction in the available transmission capacity currently used by PNM to deliver
generationresources necessary for its Junsdlctlonal load and for fulﬁlhng its obllgatlons to third-party users of the PNM transmission
system : o »

Durrng the ﬁrst quarter of 2011, at the request of PNM and other southwestern ut111t1es NERC adv1sed all transmlssron
ownérs-and transmission service providers they have delayed the implementation of portions of the MOD-029 methodology for
"Flow Limited" paths until such time as a modification to the standard can be developed that will mitigate the technical concerns
identified by the transmission owners and transmission service providers. PNM.and other western utilities are expecting to file a
Standards Action Request later this year as a follow-up to the NERC ruling.

In July 2011, FERC issued Order 1000 adopting new requirements for transmission planning, cost allocation, and
development. ‘Order 1000 will require significant changes in transmission planning and cost allocation mechanisms in the western
region that PNM is located. ‘The impacts of the new requirements of Order 1000 relating to future transmission development and
ownership on the company ‘are uncertain. Much of the work needed to be able to comply must be done at the subregional: level
and PNM plans to work through WestConnect in developmg both its own and regional compllance ﬁlmgs Comphance ﬁhngs to

address-these new requlrements are due October 2012
- FR
Financial Reform Leglslatlon

. In July 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act, which is intended to improve regulation
of financial markets, was signed into law. . Many of the rules required to implement the legislation have not yet been finalized.
The Company is currently evaluating this legislation and cannot. predict the 1mpact it may have-on the Company’s ﬁnancral
condition, results of operations, cash flows, or 11qu1d1ty oy :

Other Matters

See Notes 16 and 17 for a discussion of commrtments and contlngenmes and rate and regulatory matters. See Note 20 for
a discussion of accountmg pronouncements that have been 1ssued but are not yet effectlve and have not been adopted by the
Company :
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CRITICAL ACCOUNTING POLICIES AND ESTIMA'HES

The preparatlon of ﬁnancral statements in accordance with GAAP requrres managernent to apply. accountlng policies and
to. make estimates and judgments. that best provide the framework: to-report the results of operations and financial position for
PNMR, PNM, and TNMP. As a result, there exists the likelihood that materially different amounts would be reported under
different conditions or using different assumptions. Management has identified the following accounting policies that it deems
critical to the portrayal of the financial condition and results of operations:and that involve significant subjectivity. The following
discussion provides information on the processes utilized by management in makmg Judgments and assumptrons as they apply to
its critical accounting policies. - : . :

Unbllled,Revenues . b |

The Company records 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. Management
estimates unbilled revenues based on historical 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 subsequently brlled revenues w111 be affected .

Regulatory Accountmg

The Company is sub]ect to the provisions of GAAP for rate-regulated enterprises and records assets and liabilities resulting
from the effects of the ratemaking process, which would not be recorded under GAAP for non-regulated entities.

The Company evaluates the probability that regulatory assets and liabilities will impact future rates and makes various
assumptions in those analyses. The expectations of future rate impacts are generally based on orders issued by regulatory
commissions or historical experience, as well as discussions with applicable regulatory authorities. If future’recovery ot refind
ceases to be-probable, the Company would be required to write-off the portion that is not recoverable or refiindable.

Impairments

Tangible long-lived assets and amortizable intangible assets are evaluated for impairment when events and circumstances
indicate that the assets might be impaired in accordance with GAAP. These potential impairment indicators include management’s
assessment of fluctuating market conditions as a result of 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, if any, is the difference between the fair value of the
asset and the carrying value of the asset and would reduce both the asset-and cutrent period earnings. Variations in the assessment
of potential impairment or in the assumptions used to-calculate an impairment could result in different outcomes; which could
lead to significant effects on the Consolidated Financial Statements ‘

Goodwﬂl and non-amortlzable other mtangrble assets are-evaluated for 1mparrment at least annually, or more frequently.
if events and circumstances indicate that the goodwill and intangible assets might be impaired. . Note 23 contains.information on
the impairment testing performed by the Company on goodwill and intangible assets. No impairments were indicated in the
-Company’s annual goodwill testing, which was performed as of April 1,2011. Since the annual evaluation, there have been no
indications that the fair values of the reporting units with recorded goodwill have decreased below the carrying values. The annual
testing was based on certain critical estimates and assumptions. Changes in the estimates or the use of different assumptlons could
affect the determination of fair value and the conclusion of impairment for each reporting unit. ’ :

- Application of the impairment test requires judgment, iticluding the identification of reporting units, assignment of assets
and-liabilities to reporting units and determination of the fair value of each reporting unit. A discounted cash flow methodology
fs'pr‘i’mar*ily used to estimate the fair value of each reporting unit. This analysis requires significant judgments, including estimation
of future cash flows, which is dependent on internal forecasts, estimation of long-term growth rates for the business and
determination of appropriate WACC for each reporting unit.

. In determining the farr value of each reportmg unit, the WACC is a s1gn1ﬁcant factor. The Company considers many
factors in selecting a WACC, mcludlng the market view of risk for each individual reporting unit, the appropriate capital structure,
and the borrowing rate appropriaté for each reportmg unit. Thé Company considers available market-based information and may
consult with third parties to help determine the WACC. The selection of a WACC is subjective and modifications to this rate could
significantly increase or decrease the fair value of a reporting unit.

The other primary factor impacting the determination of the fair value of each reporting unit is the estimation of future
cash flows. The Company considers budgets, long-term forecasts, historical trends, and expected growth rates in order to estimate
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future cash flows. Any forecast contains a degree of uncertainty and modifications to these cash flows could significantly increase
or decrease the fair value of a reporting unit. For the PNM and TNMP reporting units, which are subject to rate-regulation, a fair
recovery of and retarn-on costs prudently mcurred to serve customers is assumed Should the regulators not allow recovery of
certain costs or riot allow these reporting units to earn a fair rate of réturn on invested capital, the fair value of the reporting units
could decrease. For the First Choice ‘unrégulated reporting unit, which- PNMR sold on November 1, 2011 (Note 2), assumptions
regarding customer usage, pricing, retention, and payment behav1or in addltlon to ﬂuctuatlons in the cost of energy, s1gmﬁcantly
1mpacted estlmates of future cash ﬂows s |

The Company beheves that the WACCs and cash flow projections utrhzed in the 2011 testing appropriately reflected the
fair value of each reporting unit. Since any cash flow projection contains uncertainty, the Company adjusted the WACCs used to
reflect that uncertainty. The Company does not believe that there are indications of goodwill impairment in any of its reporting
units, but this analysis is highly subjective. - As of the impairment testing for April 1, 2011, the fair value of the PNM.reporting
unit, which had goodwﬂl of $51.6 million, exceeded its carrying value by approx1mate1y 5%. The fair value of the TNMP reporting
unit, whlch had goodw1ll of $226 7 mllllon and the fair value of the First Choice reportlng unit, which had goodwill of $43.0
million; exceeded their carrying valués by more than ten percent Due to the sub]ect1v1ty and sensitivities of the assumptions and
estimates underlying the impairment analysis, there can be no assurance that future analyses which wrll be based on the appropnate
assumptrons -and estimates.at that time, will not result in mpalrments , 4 »

PNMR had an mvestment in Opt1m Energy, which was accounted for usrng the equity method of accountmg up to September
23,2011. On September 23, 2011, PNMR's ownership in Optim Energy was reduced from 50% to 1%. Beginning in 2009 and
continuing throughout 2010, Optim Energy was affected by adverse market conditions, primarily low natural gas and power prices.
These factors were indicators of impairment that required an impairment analysis to be performed by PNMR of its investment in
Opﬁm Energy as of Décember 31, 2010. PNMR's analysrs indicated that ifs entire investment in Optim Energy was impaired and
PNMR reduced the carryitig value of'i its investrent in Opt1m Energy to zero at December 31, 2010, resulting in a pre-tax loss of
$188.2 million in'2010. Accordingly and because PNMR had no further fmancml comm1tment to Optrm Energy, no addmonal '
1mpa1rment analysrs ‘was performed in 2011 See Note 21. ' N

iy

Decommlssronmg Costs

Accountlng for decomm1ss1on1ng costs for nuclear and fo ssrl—fuel generatron mvolves srgmﬁcant estlmates related to costs
to be incurred many years 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:
In accordance with GAAP, PNM is only required to recognize and measure decommissioning liabilities for tangible long-lived
assets for whrch alegal obhgatlon exists. Nuclear decomm1ssmn1ng costsare based on 51te-specrﬁc estimates of the costs for
removing all radioactive and other structures at PVNGS and are deperident upon numerous assumptions. PVNGS Unit 3 isexcluded
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 and its fossil-fuel generation facilities 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 Assct retlrement obllgatlons and nuclear decommissioning costs are
dlscussed in Note 15 :

In connectlon w1th both the SJIGS coal agreement and the. Four Comers ﬂrel agreement the owners are requrred to rermburse
the m1n1ng companies for the cost of contemporaneous reclamation as-well as the costs for final reclamation of the coal mines.
The reclamation costs are based on site-specific studies that estimate the costs to be incurred in the future and are dependent upon
numerous assumptions. PNM considers the contemporaneous reclamatlon costs part of the cost of its delivered coal costs. See
Note 16 for discussion of the final reclamation costs.

Derivatives A C I T

*+ The Company follows the provisions set forth in GAAP to accotnt for derivatives. These provisions establish accounting
and reporting standards requiring derivative instruments to be recorded in the balance sheet as either an asset or liability measured
at their fair value. GAAP 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. Fair value is based on current market quotes as available and is
. supplemented by modeling techniques and assumptions made by the Company to the extent quoted market prices or volatilities
arenotavailable. External pricing input availability varies based on commodity location market liquidity, and term of the agreement.
Although the Company uses its best judgment in estimating the fair value of these instruments, there are inherent limitations in
any estimate technique. Changes in the assumptions used in the fair value determinations could have significant impacts. See
Note 8.
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Pension and Other Postretirement Beneﬁts

. The Company mamtalns quallﬁed defined beneﬁt pension plans, postretlrement benefit plans providing medical and dental
benefits, and executive retirement programs. The net penodrc benefit cost or income and the calculation of the projected benefit
obligations are recogmzed inthe Company’s financial statements and depend on investment performance, the level of contnbutrons
made to the plans, and employee demographlcs They both require the use of a number of actuarial assumptions and estlmates
The most critical of the actuarial assumptions are the expected long-term rate of return, the discount rate, and prOJected health
care cost trend fates. The Company reviews and evaluates its actuarial assumptrons annually and adjusts them as necessary. See
Note 12. -

Accounting for Contingencies

The financial results of the Company may be affected by Judgments and estimates related to loss contingencies. Losses
associated with uncollectible trade accounts receivable was a significant contingercy for First Choice, which PNMR sold on
November 1, 2011. The determination of bad debt expense is based on factors such as historical write-off experrence agmg of
accounts rece1vab1e balances general economlc cond1t1ons and customer behav1or ’

Contingencies related to litigation and claims, as well as environmental and regulatory matters, also require the use'of
significant judgment and estimation. The Company attempts to take into account all known factors when determining the proper
accrual, however the-actual outcomes can vary from'any amounts-accrued. See Note 16.

Income Taxes Coe e . i

The Company S mcome tax expense and related balance sheet amounts mvolve significant judgment and use of estlmates
Amounts of deferred income tax assets and liabilities, current and noncurrent accruals, and determination of uncertain tax positions
involve judgment and estimates related to trmmg and probability of the recognition of income and deductions by taxing autherities.
In addition, some temporary differences are accorded flow-through treatment by the Company s regulators and impact the
Company’s effective tax rate. In assessing the likelihood of the realization of deferred tax assets, management considers the
estimated amount and character of future taxable income. Actual income taxes could vary from estimated amounts-due to-the
future impacts of various items, including changes in income tax laws, the Company’s forecasted financial condltlon and results
of operatlons in future perrods and the final review from taxing’ authorltles ‘See Note 11.

i

Market Rlsk

See Item 7A. Quantrtatlve and Qualitative Drsclosure About. Market R1sk for discussion regardrng the Company’s
accountmg policies and sensitivity analy51s for the Company s ﬁnanmal instruments and derivative energy and other derivative
contracts.

“MD&A FOR PNM
'RESULTS OF OPERATIONS

PNM’s continuing operations are presented in the PNM Electric segment, which is identical to the segment presented
above in Results of Operations for PNMR: PNM’s discontinued operations are presented in the PNM Gas segment, which is
identical to the total earnings from discontinued operations, net ofincome taxes shown on the Consolidated Statements of Earmngs
for both PNM and PNMR. See Note 22. : *

MD&A FOR TNMP
RESULTS OF OPERATIONS

TNMP operates in one reportable segment, TNMP Electric, as presented above in Results of Operations for PNMR.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

The Company 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 Board. The Board’s Finance Committee sets the risk limit parameters. The RMC,
comprised of corporate and business segment officers, oversees all of the risk management activities, which include commodity
risk, credit risk, interest rate risk, and business risk. The RMC has oversight for the ongoing evaluation of the adequacy of the
risk control organization and policies. The Company has risk control organizations, which are assigned responsibility for
establishing and enforcing the policies, procedures and limits and evaluatmg the risks inherent in proposed transactions on an
enterprise-wide basis.

The,RMC’s responsibilities include: establishment of policies regarding risk exposure levels and activities in each of the
business segments; authority to approve the types of derivatives entered into; authority to establish a general policy regarding
counterparty exposure and limits; authorization and delegation of transaction limits; review and approval of controls and procedures
for derivative activities; review and approval of models and assumptions used to calculate mark-fo-market and market risk exposure;
authority to approve and open brokerage and counterparty accounts for: derivatives; review of hedging and risk activities; the
extent and type of reporting to be performed for monitoring of limits and positions; and quarterly reporting to the:Audit and Finance
Committees-on these act1v1t1es The RMC also proposes risk limits, such as VaR and GEaR, to the Finance Commiittee for its
approval. :

It is the responsibility of each business segment to create its own control procedures and policies within the parameters
established by the Corporate Financial Risk Management Policy, approved by the Finance Committee. The RMC reviews and
approves these policies, which are created with the assistance of the Risk Management Department and the Vice President and
Treasurer. Each business segment’s policies address the following controls: authorized instruments and markets; authorized
personnel; policies on segregation of duties; policies on mark-to-market accounting; responsibilities for deal capture; confirmation
responsibilities; responsibilities for reporting results; statement on the role of derivative transactions; and limits on individual
transactlon 31ze (nommal value)

" To the extent an open pos1t1on exists, fluctuating commodity prices can impact ﬁnanc1al 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.

Information concerning accounting for derivatives.and the risks associated with commodity contracts is set forth in Note
8. Note 8 also contains a summary of the fair values of mark-to-market energy related derivative contracts included in the
Consolldated Balance Sheets. :

The following table details the changes in the net asset or liability balance sheet position for mark-to-market energy
transactions other than cash flow hedges. The following table does not include $1.2 million of settlements in 2010 of positions
taken in 2008 by First Choice to flatten speculative transactions when First Choice ceased such transactions. These settlements
were insignificant to 2010.
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c Econolnic_Hedges ‘
. PNMR ~ PNM_

U O S ... . . Gnthousands)
‘Sources of fair value gain (loss): A ' T ST RPN
' 'Net faif value atDecember 31,2009 © - o , ,'j s 2217 § 1,431
Amount realized on contracts delivered during period B ' © 20,709 - 3,723
Changes in fair value (48,773) (9,416)
Net triark- ‘to-market change recordéd in earmngs o - {28,064)  (5,693)
e ,f:_Net change recorded as regulatory lrabrhty L o o - 569 " 569
‘ ‘b Unearned/prepaldoptronptemmms : . L o 1 » vc\--,41 ; —
‘Settlement of de-designated cash ﬂow hedges R R 2,262 v AT
Net fair value at December 31,2010 0 (22975 (3.676)
" Amount realized on contracts delivered during period o 5232 (802)
Changes in fair value 3,481 4,624
: Net rhark ‘to-market change recorded in eamings S ST T 3822
" Net change recorded as regulatory 11ab1hty B i, L R B ‘ (502) (502
, _Unearned/prepard optronpremrums ety ) co v 1,793 . - - —
wr :Settlement of de-designated cash flow hedges RPR v ) - 423 : —
Sale of First Choice ~ * - ‘ R R 12, 192 —

Net fair value at December 31,2011 y o $ (356) s (356)

The- followmg ta:ble~prov1des the: maturlty of the et Assets (liabllltles) other than cash ﬂow hedges glvmg an 1ndlcat1on
of when these mark-to-market amounts will settle and geneératé (use) cash. - .o

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

Less than . :
1year 1-3 Years 4+ Years Total
- PNMR and PNM el b e (In thousands)

Economrc hedges ERREE : S N , ,
Prices actlvely quoted R o g ——$ s s —
Prices provided by other external sources - 2,081 (1,596) (84 1') (356)
Prices based on models and other valuations s : — — - —

Total - - ' : $ 2,081 $ (1,596) $ (841) $ (356)

At December 31, 2011, PNMR and PNM had no commodity derivative instruments designated as cash flow hedging
instruments. The fair value of commodity derivative instruments designated as cash flow hedging instruments decreased $21.0
million; for PNMR and PNM for the year-ended December 31, 2010.

Risk Management Activities

PNM measures the market risk of its long-term contracts and wholesale activities using a VaR calculation to measure price
movements. The 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. PNM utilizes the Monte Carlo VaR simulation model; ‘The Monte Carlo model utilizes a random generated
simulation based on historical volatility to generate portfolio values. 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: historical volatility estimates, market values of all contractual commitments, appropriate market-
oriented holding periods, and seasonally adjusted and cross-commodity correlation estimates. The VaR calculation considers
PNM’s forward positions, if any. PNM 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
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individual position level as well as at the total portfolio level.. The VaR confidence level established is 95%. For example, if VaR
is calculated at $10.0 million, it is estimated that in 950 out of 1,000 market simulations the pre-tax loss in liquidating the portfolio
would not exceed $10.0 million in the three days that it would take to liquidate the portfolio.

PNM measures VaR for all transactions that are not directly asset-related and have economic risk. PNM did not have any
non-asset backed transactions for the years ended December 31, 2011 and 2010.. PNM also measures VaR for the positions in its
wholesale portfolio. For the year ended December 31, 2011, the high, low; and average VaR amounts were $1.6 million, $0.5
million, and $1.1 million. For theyear ended December 31, 2010, the high, low and average Var amounts were $2.0 million, $0.1
million, and $0.9 million. At December 31, 2011 and December 31, 2010, the VaR amounts for the PNM wholesale portfolio
were $1.1 million and $1.6 million.

First Choice measured the market risk of its retail sales commitments and supply sourcing activities using a GEaR
calculation to monitor potential risk exposures related to taking contracts to settlement and a VaR calculation to measure short-
term market price impacts. Because of its obligation to serve customers, First Choice was required to take certain contracts to
settlement. Accordingly, a measure that evaluated the settlement of First Choice’s positions against earnings provided management
with a useful tool to manage its portfolio. First Choice used a hold-to-maturity at risk for 12 months calculation for its GEaR
measurement. The calculation utilized the same Monte Carlo simulation approach described above at a 95% confidence level and
included the retail load and supply portfolios. Management believed the GEaR results were a reasonable approximation of the
potential variability of earnings against forecasted earnings. The quantitative risk information, however, was limited by the
parameters established in creating the model. The instruments being evaluated could have triggered a potential loss in excess of
calculated amounts if changes in commodity prices exceeded the confidence level of the model used. The GEaR calculation
considered First Choice’s forward position for the next twelve months and held each position to settlement. The volatility and the
correlation estimates measured the impact of adverse price movements both at an individual position level as well as at the total
portfolio level.

For the ten months ended October 31,2011, the average GEaR amount was $2.4 million, with high and low GEaR amounts
for the period of $4.6 million and $0.9 million. For the year ended December 31, 2010, the average GEaR amount for these
transactions was $3.4 million, with high and low GEaR amounts for the period of $6.8 million and $1.5 million. The total GEaR
amount for these transactlons at December 31,2010 was $1.9 mrlhon '

First Choice utilized a VaR measure to manage its market risk. The VaR limit was based on the same total portfolio
approach as the GEaR measure; however, the VaR measure was intended to capture the effects of changes in market prices over
a holding period, which through June 30, 2010 was ten days. In July 2010, First Choice modified the method of calculating VaR
to consider First Choice’s positions over the life of the total portfolio and is intended to capture the effects of changes in market
prices over a three day holding period. These changes did not significantly impact the VaR amounts. The VaR calculations utilized
the same Monte Carlo simulation approach described above at a 95% confidence level. For the ten months ended October 31,
2011, the high, low and average VaR amounts were $1.1 million, less than $0.1 million and $0.4 million. For the year ended
December 31, 2010, the high, low and average VaR amounts were $2.3 million, $0.1 million and $0.2 million. The VaR amount
for these transactions was $0.1 million at December 31, 2010.

The Company s nsk measures are regularly momtored 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 rev1ewed and, if deemed necessary, acted upon to
reduce exposures VaR or GEaR limits were not exceeded durlng the ‘years ended December 31,2011 or 2010.

The VaR and GEaR limits represent an estimate of the potentral gains or losses that could be recognized on the Company s
portfohos subject to market risk, given current volatility in the market; and are 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 prrces operatmg exposures, and the timing thereof as well as changes to the underlying portfolros durrng
the year.

Credit Risk

The Company conducts counterparty risk analysis across business segments and uses a credit management process to
assess the financial conditions of counterparties. Creditéxposure'is regularly monitored by the RMC. The RMC has put procedures
in place to-ensure that i mcreases in credit nsk that exceed the prescribed hrmts are revrewed and, if deemed necessary, acted upon
to reduce exposures :

The followmg table provrdes mformatlon related to credit exposure as of December 31,2011. 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. All credit exposures at December 31, 2011 will mature in less than two years. -
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Schedule of Credit Risk Exposure

December31,2011 - .o ¢
o © Number of ':Net Exposure
. .. Credit :  Counter-,, _of
e o o Risk partles Counter-
“ Rating® ’ k ' Exposure" >10%""  parties >10%
' ‘ P _, r(Dollars.,m thousands) . '
~ PNMRand PNM . . o |
External ratings:
Investment grade L .. 8 2352 . 2§ 1,804
v Non—mvestmentgrade e e e —
Internal ratings:. . B
Investmentgrade 7 - Coe he RIS -
Non-lnvestment grade _ e ' 2 = —
Totalh Ce - Lo $____2£5_4_ $ 1804 .

The rat1ng “Investrnent Grade” is for counterpartles wrth a minimum' S&P rating’ of BBB- or: Moody srating of Baa3. If the

‘counterparty has provided a guarantee by a higher-rated entity (e.g., its parent), deternination is based on the rating of its

guarantor. The categéry “Internal Ratings ~Investment Grade” includes-those counterparties that are mternally rated as
 investment grade in actordance with the guidelines established in the Company’s‘credit policy.

m

@ The Credit Risk Exposure is the gross credit exposure, including long-term contracts (other than full-requirements customers),

forward sales, and short-term sales. The exposure captures ‘the amounts from recelvables/payables for realized transactions,

dehvered and unbilled revenues, andl mark-to-market gains/losses (pursuant to contract terms). Gross exposures can be offset

according to legally enforceable netting arrangements but are not reduced by available credit collateral. Credit collateral

includes cash deposits, letters of credit, and parental guarantées received from counterparties. ' Amounits are presented before
- the application of such credit collateral instruments. At December 31, 2011, PNMR and PNM held no credit collateral to
~ offset their credrt exposure. ' .

The Company provrdes for losses due to market and creditrisk. Net cred1t nsk for. PNMR’S and PNM’s largest counterpartles
as of December 31,201 1 was $1.6 million. : .

Interest Rate Rlsk

¢

The Company has long-term debt which subjects it to the rrsk of loss assocrated w1th movements in market interest rates.
The majority of the Company’s long-term debt is fixed-rate debt and does not expose earnings to a major risk of loss due to adverse
changes in market interest rates. However, the fair value of long-term debt instruments for PNMR, PNM, and TNMP would
inicrease by 3.1%, 3 5%, and 2.5%, if i mterest rates were to decline by 50 basis points from their levels at December 31, 201] In
genetal, an increase in fair value would” 1mpact earnmgs and cash flows to the extent not recoverable in rates if all or a portion of
debt instruments wete acqu1red in'the open market prior to their maturity. As described in Note 6, TNMP has long-term debt of
$50.0 million that bears interest at a variable rate. However, TNMP has also entered into a hedging arrangement that effectively
results in thlS debt bearmg 1nterest ata fixed rate thereby ehmmatmg interest rate risk. At February 22, 2012, PNMR, PNM, and
TNMP had $27 8 million, $152 3 million, and zero of short-term debt outstanding under their revolvmg credit facrlmes and local
lines of credlt which allow for a maximum aggregate borrowmg capacity of $305.0 mrlhon for PNMR $400 0 million for PNM,
and $75.0 million for TNMP. These fac111t1es bear interest at variable rates, which averaged 2. 00% for PNMR and 1.75% for
PNM on February 22, 2012 borrowings, and the Company is exposed to interest rate risk to the extent of future increases in variable
interest rates.

-The securities held by, PNM in the NDT-and in trusts for pension and other:post-employment benefits had an estimated
fair value of $656.8 million at:December 31, 20115 of which:43.0% were fixed-rate debt securities that subject PNM to risk of
loss of fair value-with moverents in market interest rates. . If interest rates were: to increase by 50.basis-points frem their levels
at December 31, 2011, the decrease in the fair value of the fixed-rate securities would be 6.1%, or $17.3 million. The securities
held by TNMP in trusts for pension and other post-employment benefits had an estimated fair value of $68.4 million at December 31,
2011, of which 38.3% were fixed-rate debt securities that subject TNMP to risk of 1oss of fait value with movements in market
interest rates. If interest ratés were to-increase by 50 ‘basis points from their levels at December 31 2011, the decrease in the fair
value of the fixed:rate securities would be 7.4%,-or $1.9 million. :
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PNM and TNMP do not directly recover or return through rates.any losses or.gains on'the securities, including equity and
alternative investments discussed below, in the trusts for nuclear decomm1ss1on1ng or pension and other post-employment benefits.
However, the overall performance of these trusts doesenter into the periodic determinations of expense and funding levels, which
are factored into the rate’ makmg process to tHe extent appllcable to regulated operat1ons PNM and TNMP are at risk for shortfalls
in funding of obligations due to* investment losses; including those from the equity market arid alternatives investment risks
discussed below to the extent not ultimately recovered through rates charged to customers.

Equity Market Risk

“The NDT and trusts established for PNM’s pension and post-employment benefits hold certain equity securities at
December 31, 2011. These equity securities expose PNM to losses iri fair value should the market vahies of the underlying
securities decline. Equity securities comprised 44.2% of the securities held by the various PNM trusts as of December 31, 2011.
The trusts established for TNMP’s pension and post-employment benefits hold certain equity securities. These equity securities
expose TNMP to losses in fair value should the market values of the underlying securities decline. Equity securities comprised
40.5% of the securities held by the TNMP trusts as of December 31, 2011. There was asignificant decline in the’ general price
levels of marketable equity securities in late 2008 and in early 2009. The impacts of these declines were considered in the funding
and expense valuations performed for 2010 and 2011, which resulted in reduced income-or increased expense related to the pension
plans being recorded and required increased levels of funding beginning in 2010. See Note 12:

Alternatlves Investment Risk

" The Company had 20.2% of its pension assets invested in the altematwes asset class as of December 31 2011 The
Company has changed the target for this class to 17%. This includes real estate, private equity, and hedge funds. These investments
are limited partner structures that are multi-manager multi-strategy funds. This investment approach gives broad diversification
and minimizes risk compared to a direct investment in any one component of the funds. The general partner oversees the selection
and monitoring of the underlying managers. . The Company’s Corporate Investment Committee, assisted by its investment
consultant monitors the performance of the funds and general partner’s investment process. There is risk associated with these
finds due to the nature of the strate gies and techniques and the use of investments that do not have readily determinable fair value.
The valuation of the alternative asset class was also impacted by the s1gn1ﬁcant declme in'the general price levels of marketable
equity securities in 2008 and 2009. ' -
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ITEM 8. - FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA -

: PNM RESOURCES INC. AND SUBSIDIARIES ,
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARIES
- TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
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Consolidated Statements of Changes in Equity
Publlc Service Company of New Mex1co and Subs1d1ar1es
Consolidated Statements of Earnmgs
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“Consolidated Statements of Cash Flows
, Consolidatéd Balance Sheets
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Texas-New Mexico Power Company and Subsidiaries
Consolidated Statements of Earnings-
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Consolidated Statements of Cash Flows
Consolidated Balance Sheets
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Management’s Annual Report on Internal Control Over Financial Reporting

. Management of PNM Resources, Inc: and subsidiaries (“PNMR™) is responsible for-establishing and maintaining adequate
internal control over financial reporting as defined in Rule13a-15(f) under the Securities Exchange Act of 1934,:as.amended. -

Management assessed the effectiveness of PNMR’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 PNMR?s internal -control .over. financial -reporting was - effective as of
December 31, 2011., -~ o e ' o ’ oo o s

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

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

/s/ Charles Eldred R
Charles Eldred ' S
Executive Vice President and '

Chief Financial Officer
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Management’s Anniial Réport on Internal Control Over Financial Reporting

Management of Public Service Company of New México and subsidiaties (“PNM”) is responsible for establishing and
maintaining adequate internal control over financial reporting as defined in Rule 13a-15(f) under the'Securities Exchange Act of
1934, as amegded.

- Management assessed the effectiveness of PNM’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 PNM’s internal control over financial reporting was effective as of
December 31, 2011.

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

/s/ Charles Eldred

Charles Eldred

Executive Vice President and
Chief Financial Officer




Management’s Annual Report on Internal Control Over Financial Reporting

Management of Texas-New Mexico Power Company and subsidiaries (“TNMP”) is responsible for establishing and

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 TNMP’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 TNMP’s internal control over financial reporting was effective as of
December 31,2011..

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

/s/ Thomas G. Sategna
Thomas G. Sategna
Vice President and Controller




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the internal control over financial reporting of PNM Resources, Inc. and subsidiaries (the "Company") as of
December 31, 2011, based on cfiteria established in Internal Control - Integrated Fi ramework issued by the Committee of
Sponsoring Orgamzatlons of the Treadway Commission.” The Company's management is responsible for mamtammg effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting; -
included in the accompanying Management's Annual Report on Internal Control Over Financial Reporting. Our responsibility
is to express an opinion on 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 effective internal
control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of
internal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and
operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our 0p1n10n

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, the Company maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2011, based on the criteria established in Internal Control - Integrated Framework issued by the Committee of
Sponsoring Orgamzatlons 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 and financial statement schedules as of and for the year ended December 31, 2011 of the
Company and our reports dated February 29, 2012 expressed an unqualified opinion on those consolidated financial statements
and financial statement schedules.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 29, 2012



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 of PNM Resources, Inc. and subsidiaries (the "Company") as
of December 31, 2011 and 2010, and the related consolidated statements of earnings (loss), cbmprehensive income (loss), cash
flows, and changes in equity for each of the three years in the period ended December 31, 2011. 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 conduoted 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 audit 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 presentatlon We believe that our audits:
provide a reasonable basis for.our oplmon et ;

In.our. opmlon such consolldated ﬁnan01a1 statements present falrly, in all material respects, the financial posmon of PNM
Resources, Inc. and subsidiaries-as of December 30, 2011 and 2010, and the results.of their operations and their cash flows for
each of the three years in the period ended December 31, 2011, in conformity with accounting principles generally accepted in
the United States .of America. ‘We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United. States), the Company's internal control over financial reporting as of December 31; 2011, based on the
criteria established in-Infernal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated February 29, 2012 expressed an unquahﬁed opmlon on the Company's internal
control over financial reporting.

/s/ DELOITTE & TOUCHE LLP

Dalias, Texas
February 29, 2012



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 of Public Service Company of New Mexico and subsidiaries
(the "Company") as of December 31, 2011 and 2010, and the related consolidated statements of earnings, comprehensive
income, cash flows, and changes in equity: for each of the three years in the period ended December 31,2011. 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 accordariee 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 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, 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 New Mexico and subsidiaries as of December 31; 2011 and 2010, and the results of their operations and
their cash flows for each of the three years in the period ended December 31, 2011, in conformity with accounting principles - °
generally accepted in the Uriited States of America. ‘

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 29, 2012



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balance sheets of Texas-New Mexico Power Company and subsidiaries (the
"Company") as of December 31, 2011 and 2010, and the related consolidated statements of earnings, comprehensive income,
cash flows, and changes in common stockholder's equity for each of the three years in the period ended December 31,2011,
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 audit 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, 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 Texas-
New Mexico Power Company and subsidiaries as of December 31, 2011 and 2010, and the results of their operations and their
cash flows for each of the three years in the period ended December 31, 2011, in conformity with accounting principles -
generally accepted in the United States of America.

/s/ DELOITTE & TOUCHE LLP

Dallas, Texas
February 29, 2012



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

et

Electric Operating Revenues
Operating Expenses: ‘
Cost of energy
.Administrative.and general
Energy production costs
Regulatory disallowances
Depreciatiori and amortization
Transmission and __di_vs'tribution costs
Taxes other than income taxes
Total operating expenses
Operating income
Other Income and Deductions:
Interest income.
Gains 6h investments held by NDT
Other income
Gain on sale of First Choice
Equity in net earnings (loss) of Optim Energy
Impairment of equity investment in Optim Energy
Other deductions
Net other income (deductions)
Interest Charges
Earnings (Loss) before Income Taxes
Income Taxes (Benefit)
Earnings (Loss) from Continuing Operations

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

Net Earnings (Loss)

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

Net Earnings (Loss) Attributable to PNMR

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

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

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

Year Ended December 31, -

2011

2010

2009

(In thousands, exeept per share amounts) -

692,922

~$ 1,700,619 $ 1,673,517 $ 1,647,744

700,727 717,989

257,774 . 264,556 262,282
© 180,850 195,919 185,228
21402 = 27,542
157,047 151704 147,949
69,693 63421 63,311
63632 . 57,738 51,501
1,443,320 1,434,065 1,455,802
257,299 239,452 191,942

- 15,515 18,896 28,389
8,985 4,868 4,502

5,309 14,837 31,629
174,925 — i

— (15,223) (30,145)

— (188,176) —

4,715) - (12,660) ©(9,361)
180,019 (177,458) 25,014
124,849 125,373 122,205
312,469 (63,379) 94,751
121,535 (32,255) 28,818
190,034 (31,124) 65,933

— — 70,801

190,034 (31,124) 136,734
(14,047) (13,563) (11,890)

(528) (528) (528)

$ 176359 $ (45215 § 124316
$ 198 $ 0.49) $ 0.58
196 § (0.49) $ 0.58

$ 198 § 0.49) $ 1.36
$ 196 $ 0.49) $ 136
$ 050 $ 050 $ 0.50



' PNMTR'ESOVURCES INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Year Ended December 31,
2011 2010 2009
(In thousands)
Net Earnings (Loss) $ 190,934 $ (31,124) $ - 136,734
Other Comprehensive Income (Loss): a ~
Unrealized Gain (Loss) on Investment Securities:
Unrealized holding gains arising during the period, net of income tax
(expense) benefit of $(13,577), $(6,643), and $(7,462) 20,718 10,136 11,386
Reclassification adjustment for (gains) included in net earnings (loss), net ) A
of income tax expense of $13,956, $3,070, and $1,538 (21,295) (4,684) (2,348)
Pension liability adjustment, net of income tax (expense) benefit of T ‘

$(512), $5,114, and $43,542 ‘ © 0 822¢ - (7,813) - (66,448)
Fair Value Adjustment for Designated Cash Flow Hedges: : g s

Change in fair market value, net of income tax (expense) benefit of $349, o R ' '
$(4,839), and $(7;471) , S (653) 7,065 "~ 9,473

-Reclassification adjustment for (gams) losses included in net earnings
(loss), net of income tax expense (beneﬁt) of $(1,230), $18,120, and

$20,421 2,218 1 (27,313) (29,068)
Total Other Comprehensive Income (Loss) 1,810 (22,609) ~ (77,005)
Comprehensive Income (Loss) 192,744 (53,733) 59,729
Comprehensive (Income) Attnbutable to Valencia Non-controlling R

Interest (14,047) (13,563) (11,890)
Preferred Stock Dividend Requirements of Subs1d1ary (528) (528) - (528)

Comprehensive Income (Loss) Attributable to PNMR “$ 178,169 -8 U (67,824) $ - 47311

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
A R PSRRI R R . Year Ended December 31,
. 2011 2010 2009
e - T (In thousands)
- Cash Flows From Operating Activities: = . '
Net earnings (loss) ‘ $ 190,934 $ (3L,124) $ . 136,734

* "Adjustments to reconcile netearnings(l‘oss)’ to net cash flows from
operating activities: ‘_ -
Depreciation and amortization ; "F 195,366 186,067 173,446

PVNGS firm-sales contracts revenue T (2,558) (58,289) (56,887)
Bad debt expense : 24116 27,566 - 44,071
Deferred income tax expense ' : o 124424 35674 27,727
(Gain) on sale of First Choice _ ' (174,925) L — —
- Equity in net (earnings) loss of Optim Energy ‘ — ' - 15,223 - 30,145
Impairment of equity investment in Optim Energy , f . — . . 188,176 ., —
Net unrealized (gains) losses on derivatives . . (8,713) 29,303 (9,570)
« Realized (gains) on investments held by NDT (8,985) (4,868) (4,502)
(Gain) on sale of PNM Gas - : . . : o —— 98,425)
(Gain) loss on reacquired debt - o ‘ o 9,209 e (7,317)
" Stock based compensation expense . ., 6,556 . 2,894 . 2,188
" Regulatory disallowances = . * 21,402 . . — . 21542
Settlement of legal proceedmg e = L 31,969
Other, net . \ ' ' (939) (1,719) (7,096)
Changes in certain assets and liabilities: : DRSS , Yo
~Accounts receivable and unbilled revenues (70,734)- (11,398) .. (48,809)
Matenals, supplies, and fuel stock = (2,200) (1,848) (1,083)
Other current assets ' T IR : - (21,979 - (42,84)1) 47,559
Other assets (15,835) 8,559 725
Accounts payable ' ‘ 20,969 (15,462) (70,540)
Accrued interest and taxes 7,304 34,163 (94,996)
Other current liabilities : 3,460 (35,974) (20,980)
Proceeds from governmental grants 2,103 — —
Other liabilities (6,735) (36,750) (14,195)
Net cash flows from operating activities 292,240 287,352 87,706
Cash Flows From Investing Activities: '
Utility plant additions (326,931) (281,488) (288,031)
Proceeds from sales of investments held by NDT 145,286 79,853 124,054
Purchases of investments held by NDT (149,185) (85,847) (129,833)
Proceeds from sale of First Choice . 329,281 — —
Transaction costs for sale of First Choice (10,930) — —
Proceeds from sale of PNM Gas — — 652,933
Transaction costs for sale of PNM Gas , — — (11,162)
Return of principal on PVNGS lessor notes 32,274 29,851 27,068
Investments in Optim Energy — (20,279) —
Other, net an 2,004 4,697
Net cash flows from investing activities 19,778 (275,906) 379,726

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



PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS.OF CASH FLOWS

v ¢ ..+ Year Ended December 31,
2011 2010 2009
: (In thousands)
Cash FIows From Fi mancmg Act1v1t1es » '
Short-term’ borrowmgs (repayments), net .. (139,300) 24,000 (546,667)
Long-term borrowings 210,000 403,845 345,042
Repayment of long-term debt. (110,752) (405,970) (352,084)
Purchase of preferred stock Lo e e (13475) R —
‘Purchase of common stock (125,683) — —
_’I,ss)uénce of common st;éck ' ' ‘ — — 1,245
«Bfoi;;ceds from stb:c}( option exercise ' 5,622 1,247 .=
v"Ruvr,chlases to satisfy awards of common stock v (10,104) .. L (2,986) . (95 1)
'Excess tax (shortfall) from stock-based payment arrangements — “(580) (760)
‘Pé{yments received on PVNGS firm-sales contracts ‘ ‘ 2,558 30476 30,737
“Dividends paid - - e (45,656) (46,254)  (46,229)
" Equity transactions with Valencia’s owner (16,801) (17,745) (13,639)
3Proceeds from transmlssmn interconnection arrangements 1,246 - 8,515 e —
'Repayment of transmlssmn interconnection arrangements (4,637) — ' —
Debt issuance costs and other o .. e (5,349) o (5,231) : (10,329)
R Net cash ﬂows from ﬁnancmg activities (312,331)- (10,683) - (593,435)
.Cha%nge in Cash and Cash Equivalents (313) 763 - (126,003)
Cash and Cash Equlvalents at Beginning of Year - : 15 404 14,641 140,644
Cash and Cash Equivalents at End of Year $ 15091 § 15,404 $ 14,641
Supplemental Cash. Flow Disclosures: ’ .
Interest pald net'of capltahzed interest R 116,391 - $ 119,676 $ * 118,798
_Tncome taxes paid (refunded), net $ (5,527) $ (99,318) 8 118,160

! L « . L
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 BALANCE SHEETS

December 31,
2011 2010
(In thousands)
ASSETS ‘
Current Assets:
Cashand cash equivalents $ 15,091 §$ 15,404
Accounts receivable, net of allowance for uncollectible accounts of $1,778 and $11,178 87,794 97,245
Unbilled revenues ' 57,401 71,453
Other receivables . 71,069 60,562
Materials, supplies, and fuel stock 54,231 52,479
Regulatory assets 44,993 ' 36,292
Commodity derivative instruments , 3,713 15,999
Income taxes receivable 95,130 97,450
Current portion of accumulated deferred income taxes _ — 886
Other current assets 33,397 196,110
Total current assets 462,819 543,880
Other Property and Investments: . ‘ o T
Investment in PVNGS lessor notes , 79,049 103,871
Investments held by NDT . h 168,851 156,922
Other investments ' _ 12,207 18,791
. Norni-utility property, net of accumulated depreciation of $120 and $2,307 4,631 7,333
Total other property and investments : 264,738 286,917
Utility Plant: - o v .
Plant in service and plant held for future use : 5,120,167 4,860,614
Less- accumulated depreciation and amortization ‘ 1,705,520 1,626,693
' . . v ) "3,414,647 3,233,921
Construction work in progress ‘ ' 132,420 137,622
Nuclear fuel, net of accumulated amortxzatxon of $36,411 and $26,247 80,067 72,901
Net utility plant ~ 3,627,134 3,444,444
Deferred Charges and Other Assets -
Regulatory assets , ' . 482,155 502,467
Goodwill ' o 278297 321,310
Other intangible assets, net of accumulated amortlzatlon of $0 and $5,414 B 26,425
Commodity derivative instruments — 5,264
Other deferred charges A 89,470 94,376
Total deferred charges and other assets 849,922 949,842

$ 5204613 $ 5.225.083

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 BALANCE SHEETS

December 31,
A 2011 2010
SRR (In thousands, except share
e T information)
LIABILITIES AND STOCKI-IOLDERS’ EQUITY

Current Liabilities:” , s L B :

Short-term debt - : R e e $ 82,700 $ 222,000
Current installments of long—term debt T ’ 2,387 2,252
Accounts payable - R e ST S 103,139 95,969
Accrued interest and taxes : ’ © 53,114 47,783
Commodity derivative instruments 1,632 © 31,407
Dividends declared © 10,089 11,565
‘Current portion of accumulated deferred income taxes C 9,080 - —_
‘Other current liabilities - : 111,127 109,148

" Total current liabilities . ' 373,268 520,124

Long-term Debt . 1,671,626 1,563,595

Deferred Credits and Other Liabilities: ’ Co o
.Accumulated-deferred income taxes - - 645,099: ' 540,106
-Accumulated-deferred investment tax credits 15,771 . 18,089

. Regulatory liabilities . : o 418,098 . 342,465

" Asset retirement obligations o ' 79,233 . 76,637

\..Accrued pension liability and. postret1rement benefit. cost - e . 224,766 o 270,172 ,
Commodlty derlvatlve instruments SR e . s 2,437 12,831
‘Other deferred credits. - S 106378 147,616

-Total deferred credrts and other liabilities oo 1,491,782 1,407,916
“Total liabilities . N ‘ ‘ 3,536,676 3,491,635

Commitments and Contmgencles (See Note 16) ‘ o

Cnmulatlve Preferred Stock of Subsidiary
w1thout mandatory redemption requirements ($100 stated value 10,000,000 shares

- authonzed 1ssued and outstanding 115,293 shares) ‘ oo 11,529 11,529

Eqmty : a :
"PNMR Convertlble Preferred Stock, Series A, without mandatory redemption requirements
(no stated value; 10,000,000 shares authonzed issued and outstanding, none and . ! v T
- 477,800 shares) ( \ » — 100,000

PNMR common stockholders equity:

: Common stock (no par value; 120,000,000 shares authonzed 1ssued and outstandmg o - ,
79,653,624 and 86,673, 174 shares) - : 1,193,191 1,290,465

’Accumulated other comprehenswe income (loss), net of income taxes (66,856) - (68,666)
Retamed eammgs . : 447,650 - 314,943
"L Total PNMR commoir stockholders equity S : 1,573,985 1,536,742
‘Non-controlling interest in Valencia. - L e 82423 - 85177

. Total equity . 1,656,408 1,721,919,
; : 7 ) ) $ 5204613 $ 5225083

‘The accompanying notes, as they relate to PNMR, are an integral part of these financial statements.
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Balance at December 31, 2008

Purchases to satisfy awards of common
stock

Excess tax (shortfall) from stock-based
‘payment arrangements

Stock based compensation expense
Stock i issnances )
Valencia’s transactions with its owner

Net earnings excluding subsidiary
..preferred stock dividends

S_ubs1dxary preferred stock dividends
Total'other comprehénsive income (loss)
Dividénds declared on common stock
Balance at December 31, 2009
Proceeds from stock option exercise

Purchases to satlsfy awards of common
.stock

Excess tax (shortfall) from stock-based
o payment arrangements

Stock based compensation expense
Valencxa s transactions with its owner

Net earnings (loss) excluding subsidiary
preferred stock dividends

Subsidiary preferred stock dividends
Total other comprehensive income (loss)
Dividends declared on common stock
Balance at December 31, 2010
Préceéds from stock option exercise

Purchases to satisfy awards of common
stock

Stock based cbmpenséﬁdn expense »

Valencxa s transactions with its owner
) Purchase of preferred stock

Purchase of common stock

Net earnings excluding subs1d1ary
preferred stock dividends

Subsidiary preferred stock dividends
Total other comprehensive income
Dividends declared on common stock
Balance at December 31, 2011

P 4
]

PNM RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Attributable to PNMR
PNMR Common Stockholders’ Equity Non-
Preferred P ; S - ;- controlling
Stock, Common Retained Interest Total
Series A Stock AOCI Earnings Total in Valéncia = Equity
(In thousands) L A ,
$ 100,000 $1,288,168 $ 30,948 $ 327200 $1,646406 $ 98,506 $1,844,912
— (951) — — CE3) J— (951)
— (760) — — sy . — (60
— 2,188 — — 2188 - — 2,188
— 1,245 — — 1,245 o oo— 1,245
— — — — —  (21,037) ©  (21,037)
— — — 124,844 124,844 11,890 = 136,734
— — — (528) (528) - — T (528)
— —  (77,005) — (77.005) " — " (77,005)
_ — — @72 @722 0 — @572)
100,000 1,289,890  (46,057) 405,884 1,649,717 89359 1,839,076
— 1,247 — — 1247 — 1247
— (2,986) — — 298) . — (2,986)
— (580) — — . (580) - — (580)
—  .2,894 — — 2,894 . — 2,894
— — - — —_ (17,745)  (17,745)
— — — (44,687)  (44,687) . - 13,563  (31,124)
— — — “(528) (528) —_ - (528)
— —  (22,609) — (22,609) C— (22,609)
— — —  (45726)  (45726) —(45,726)
100,000 1,290,465  (68,666) 314,943 1536742 85,177 $1;721,919
= 5622 — — 562 . . — 5,622
—  (10,104) — (10,104 . — (10,104
— 6,556 — — 6,556 : — 6,556
— — — — — (16,801) -~ (16,801)
(100,000) 26,490 — — 26,490 —  (73,510)
—  (125838) . — —  (125838) —  (125838)
— — — 176,887 176,887 14,047 190,934
— - - (528) (528) — (528)
— — 1,810 — 1,810 — 1,810
— — — (43,652)  (43,652) —  (43,652)
$ — $1,193,191 $(66,856) $ 447,650 $1,573,985 $ 82423 $1,656,408

———— —————— e s it e e, S s e e
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARIES

A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.

CONSOLIDATED STATEMENTS OF EARNINGS

Electric Operating Revenues
Operating Expenses: .
Cost of ehergy sold
~ Administrative and general
Energy production costs
Regulatory dlsallowances
Deprec1at10n and amortization
Transmission and distribution costs
Taxes other than income taxes
Total operating expenses
~ Operating income
Other Income and Deductions:
Interest income - -
Gains on investments held by NDT
Other income
Other deductions
Net other income (deductions)
Interest Charges
Earnings before Income Taxes
Income Taxes

Earmngs from Continuing. Operatlons o ;
Earnings from Dlscontmued Operatlons, net of Income Taxes of $0, $0

and $36,687
Net Earnings

. (Earnings) Attributable to Valencia Non-controlling Interest

Net Earnings Attributable to PNM

Preferred Stock Dividends Requirements
Net Earnings Available for PNM Common Stock

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

2011 2010 2009
(In thousands) R
$ 1,057,289 $ 1,017,128 968,009
362,237 352,270 378,145
157,217 153,585 135,027
180,802 195,917 190,634
47479 — 26,872
94,787 92,281 92,140
45,768 . 43,059 41,002
37,556 31,894 26,918
895,846 869,006 . 890,758
161,443 148,122 77,251
15,562 18,854 30,543
8,985 4,868 . 4,502
2,220 12,794 6,002
(6,896) (4950) . . (3,613)
19,871 31,566 37,434
. 75,349 72,400 - 69,058
105,965 107,288 45,627
37,427 36,427 13,726
68,538 ~ 70,861 " 31,901
-~ — 70,801
68,538 70,861 102,702
(14,047) (13,563) (11890)
54,491 57,298 90,812
. (528) (528) (528)
$ 53963 $ 56,770 $ 90,284




PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARIES
,AWHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC,
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

: Year ended December 31,
2011 2010 2009
4 - « - i (In thousands)
Net Earnings - RO e $ 68,538 $ 70,861 § 102,702
Other Comprehensive Income (LosS):
Unrealized Gain (Loss) on Investment Securities:
- Unrealized holding gains arising dunng the penod net of income tax ,
(expense) benefit of $(13,577), $(6 643) and $(7,462) 20,718 - 10,136 - 11,386
Reclassification adjustment for (gams) included in net earnings, net ‘
_of income tax expense of $13,956, $3,070, and $1,538 (21,295) (4,684) (2,348) 7
Pension liability adjustment, net of income tax (expense) benefit of :
$(360), $5,071, and $43,510 ‘ 549 (7,738) (66,391)
Falr Value Adjustment for Designated Cash Flow Hedges:
Change in fair market value, net.of i 1ncome tax (expense) of $0, :
) $(3,406), and $(6,634) B — 5,198 10,123
Reclass1ﬁcatlon adjustment for (galns) losses included in net
" earnifigs, net of ificome tax expense (benefit) of $(11), $11,725, L ,
~ and $14,629 16 (17,891) T (22,323)
Total Other Corﬂbrehensive Income (Loss) (12) (14,979) (69,553)
"ngprehensive Iljcoi'xie o 68,526 55,882 33,149
Ctmiprehenslve (Income) Attrlbutable to Valencla Non-controlling ;
Interest (14,047) (13,563) (11,890)
'Obmprehensive Incomre Attributable to PNM ’ $ 54479 § . 42319 § . 21259

The accompanying notes, as they relate to PNM: ‘are an inte‘gr’alupart of these financial statements. -



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

Year ended December 31,

2011 2010 2009
: AR (In thousands)
Cash Flows From Operating Activities: ) N o ;
Net earnings ; $ 68538 $ 7081 $ 102,702
' Adjustments to reconcﬂe net earnmgs to net cash flows from operating ' ’
activities:
Depreciation and'amortization 123,216 117,619 108,505
PVNGS firm-sales contracts revenue v (2,558 (58,289) (56,887)
Deferred income tax expense 90,567 113,680 4,648
" . Net unrealized (gains) losses on derivatives (3,822) - - 5,693 S (4,487)
Realized (gains) on investments held by NDT (8,985) (4,868) co 4,502)
(Gain) on salé of PNM Gas > : : L SR (98,425)
Regulatory disallowances e ©17,479 = 26,872
" Settlement of legal proceedmg ) v — — 31,969
Other, net -~ : ‘ o - 4216 K 882 383
Changes in certain assets and liabilities:
Accounts receivable and unbilled revenues (23,487) -~ 8,145 (19,815)
Matenals supplies, and fuel stock o 2,067y - (1;,665) - (385)
_ Other currentassets ~~ 14,916) 74434 17,679
Other assets ' : (795) 21,569 10,821
Accounts payable 12,524 7+ ' 7(5,542) - (40,932)
- Accrued interest and taxes ~ - _ ‘ (45,579) (15,992) (88,182)
| . Other current liabilities - 15216 = (7914 - (12,915)
Proceeds from governmental grants i . 2,103 — —
Other liabilities a o S (18612) T (50,617) - - (16,357)
_. . Net cash flows from operating activities LT 013,038 149,138 T (39,308)
Cash Flows From Investing Activities:
Utility plant additions - o , (251,345) . (226 766)( (256,769)
Proceeds from sales of NDT 1nvestments ' B o 145286 ‘ 79,853 124,054
Purchases of NDT investments . ' (149,185) (85,847) (129,833)
Proceeds from sale of PNM Gas — = 652,933
Transaction costs for sale of PNM Gas — — (11,162)
Return of principal on PVNGS lessor notes 32,274 - 29,851 30,871
Other, net . 1,782 2,319 2,400
Net cash flows from investing activities (221,188) (200,590) 412,494

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



PUBLIC SERVICE COMPANY OF NEW MEXICO-AND SUBSIDIARIES
AWHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows From Financing Activities:

Short-term borro\vings (répaymenfs), net

Long-term borrowings

Repayment of long-term debt

Payments received on PVNGS firm-sales contracts

Equity contribution from parent

Equity transactions with Valencia’s owner

Dividends paid - - .

Proceeds from transmission interconnection arrangements
. Repayments from transmission interconnection arrangements

Other, net

Net cash flows from financing activities

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

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

Supplemental schedule of noncash investing and financing activities:
Utility plant purchased through assumption of long-term debt (Note 2)

Year ended December 31,
2011 2010 2009
(In thousands)
(1240000 72,000 (222,000)
160,000 403,845 36,000
— - (403,845).. (36,000)
2,558  .30476 30,737
43,000 - - — 86,253
(16,801) - (17,745) (13,639)
(47,862)  (28,524) (300,276)
1,246 - 8515 —
(4,637) — —
(,383) . (4297) 491
10,121 60425 (418,434)
L1971 . 8,963 . (45248)
10336 - 1373 46,621

12,307 $ 10,336 § 1,373

69,995 $§ 72,392 § 68,486

(1,541) $. (59,298) $. ~ 126,528

s slm

The accompanying notes, as "they relate to PNM, are an integral part of these financial statém_ents.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED BALANCE SHEETS

L December 31,
R e 2011 2010
E (In thousands)
ASSETS
Current Assets:
Cash and cash equlvalents ' $ 12,307 $ 10,336
Accounts recelvable net of allowance for uncollectible accounts of $1,778 and $1,483 68,661 58,785
Unbilled revenues 48,928 39,053
cher receivables * 65,465 56,951
Affiliate receivables ©o8912 8,605
Materials, supplies, and fuel stock 51,521 49,454
Regulatory assets 44,480 35,835
'Commodlty denvatlve instruments ' - 3,713 1,443
Income taxes recelvable o v 128,858 76,941
Other current assets -~ ° 26,776 46,635
Total current assets o '459,621 384,038
Other Property and Investments - ' ' ‘
Tnvestment in PVNGS lessor notes 79,049 103,871
‘Tnvestments held by NDT 168,851 156,922
Other investments ‘ : 2,900 5,068
Non-utility property’ - . “ ’ . 976 976
Total other property and investments - - 251,776 266,837
Utlllty Plant. 4
Plant in service and plant heId for future use 4,009,873 3,818,722
Less accumulated’ depreclatron and amortization - 1,305,754 1,259,957
' ©2,704,1 19 2,558,765
Construction work in progress ’ 116,030 115,628
Nuclear fuel, net of accumulated amortization of $36,411 and $26,247 S 80,067 272,901
Net utility plant -, _' 2,900,216 2,747,294
Deferred Charges and Other Assets:
Regulatory assets _ o . 352,387 357,944
Goodwill , Lo v S 51,632 51,632
Other deferred charges ' - ?9,655 67,828
o Total deferred cl;argcs and other assets ; ‘ . 483,674 477,404

$ 4095287 $§ 3,875,573

The ack:cr‘npanying 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 SUBSIDIARIES
A WHOLLY QWNED SUBSIDIARY OF PNM RESOURCES, IN C,
CONSOLIDATED BALANCE SHEETS

REOREEN , » S . December 31,
2011 2010
(In thousands, except share
- o information)
- LIABILITIES AND STOCKHOLDER’S EQUITY
Current Liabilities: o
Short-term debt $ 66000 $. 190,000
Accounts payable - S L o .. 82619 . 51931
Affiliate payables . , | " 14,592 8,528
Accrued interest and taxes 32,111 - 25,773
Commodity derivative instruments 1,632 ; 3,110
Dividends declared , 132 39,254
Current portion of accumulated deferred income taxes 16,562 9,783
Other current liabilities 76,915 66,582
. Total current liabilities S 290,563 . 394,961
Long-term Debt 4 1,215,540 1,055,748
Deferred Credits and Other Liabilities: : S
~ Accumulated deferred income taxes - : . 504,419 446,657
Accumulated deferred investment tax credits v (15,771 - 18,089
Regulatory liabilities ‘ 3?3;703, 299 763
Asset retirement obligations ' 78,425 L 75 888
Accrued pension liability and postretirement beneﬁt cost : 213,688 253,948
Commodity ‘derivative instruments ’ ‘ s - 2,437 o 2,009
 Other deferred credits , 194,700 108,455
Total deferred credits and liabilities ) ‘ o 1,283,143 1,204,309
. Total Liabilities - ' ; 2,789,246 2,655,518
Commltments and Contmgenues (See Note 16) '
Cumulatlve Preferred Stock
w1thout mandatory redemption requirements ($100 stated value; 10,000,000 shares 1 T ) ‘
- -guthorized; issued and outstandlng 115,293 shares) ‘ 11,529 - 11,529
Equlty K '
PNM ¢ommon stockholder’s equity: -
Common stock (no par value; 40,000,000 shares’ authonzed issued and outstandmg B
39,117,799 shares) 1,061,776 1,018,776
Accurnulated other comprehensive income (loss), net of income tax o (66 798) ' - (66, 786)
" Retained earnings ' 217,111 171,359
" Total PNM common- stockholder s equity ' 1,212,089 1,123,349
Non-controlling interest in Valencia L o 82,423 . 85,177
Total equity - - . 1,294,512 1,208,526
$ 4095287 § 3,875,573

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

Attrlbutable to PNM
Total PNM Non-
Common controlling
Common Retained  Stockholder’s  Interest Total
Stock AOCI Earnings Equity in Valencia Equity
, . (In thousands)

Balance at December 31, 2008 $ 932,523 $ 17,746 $ 391,170 $ 1341439 $ 98506 $1,439,945
Transactions with Valencia’s owner _ — — — T @Le;n (21,037)
Net earnings : , — — 90,812 90,812 11,890 102,702
Total other comprehensive income ’ : '

(loss) : : — (69,553) — (69,553) — - (69,553)
Equity contributions from parent ‘ 86,253 _ —_ 86,253 = 86,253
Dividends declared on preferred stock — — (528) (528) PRt (528)
Dividends declared on'commeon stock — — (299,748) (299,748) - — (299,748)
Balance at December 31, 2009 1,018,776 (51,807) 181,706 1,148,675 89,359 1,238,034
Transactions with Valencia’s owner = — — — 0 (17,745) (17,745)
Net earnings - ' — — 57,298 '57,298 ' 13,563 70,861
Total other comprehensive income - - A ‘

(loss), : R —_— (14,979) — (14,979) — . (14,979)
Dividends declared on preferred stock” "~ — — (528) (528) = (528)
Dividends declared on common stock Jp— — 67,117) (67,117) = (67,11
Balance at December 31,2010 - 1,018,776 (66,786) 171,359 1,123,349 85,177 - 1,208,526
Trarrsactions with Valencia’s owner - — — — — (16,801) (16,801)
Netearnings - — — 54,491 54,491 14,047 - 68,538
Total other COmpreherrsive income ' S |

(loss) e : - — (12) — (12) — (12)
Equity contribution from parent . 43,000 — — 43,000 — . 43,000
Dividends declared on preferred stock — — (528) (528) - (528)
Dividends declared on common stock \ -— — 8,211) (8,211) — (8,2,1 1)
Balance at December 31,2011 $ £061,776 $ (66,798) $ 217,111 $ 1212,089 §$ 82423 $1,294,512

The accompanying notes, as they relate to PNM, 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 EARNINGS

o Year Ended December 31,
2011 2010 2009
, (In thousands)
El_ectric Operating Revenues ’ .
Non—,ﬁéfﬁliatesv - , $ 204,045 $ 173,504 $§ 151,294
Affiliate o 33813 39,084 41338
- Total electric operating revenues S 237,858 212,588 192,632
Operating Expenses: . .
Cost of energy sold - C ' 41,166 - 37,064 .34,728
.Administrative and general S 39,485 - -37,070 . ... .33,464
‘Regulatory disallowances - < o 3,923 — . 670
Depreciation and amortization | 44,616 41,726 37,262
Transmission and distribution costs o 23,915 20,357 . 22,285
Taxes, other than income taxes 20,911 . 19,960 19,12%
‘Total operating expenses - , 174,016 156,177 147,530
Operating income ' 63,842 56,411 45,102
Other Income and Deductions: o - S B S
Interest income S o o 2 1 9
Other income: ' 1,753" 1,275 2,622
Other deductions - - : (173) (504) - 238
Net other income (deductions) 1,582 T2 2,869
Interest Charges B ’ 29,286 31,157 27,820
Earn';iiigs Before Income Taxes h 36,138 . 26,026 20,151
Incoine Taxes ' 13,881 10,044 7,985
Net Earnings . : AT 0§ 20257 § 15982 § 12,166

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

i,
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FEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Year Ended December 31,
2011 2010 2009
o (In thousands)
Net Earnings $ 22,257 $ ' 15982 § . 12,166

Other Comprehensive Income (Loss):

Pension liability adjustment, net of income tax (expense) benefit of - L o . S
$(152), $42, and $32 275 (76) . (57

Fair Value Adjustment for Designated Cash Flow Hedge:
.+ Change in fair value, net of income tax (expense) of $430, $1,139, and

8182 o (777) @205)  (329)
Reclassification adjustment for losses included in net earnings, net of ' S
income tax expense (benefit) of $(1,068), $(399), and $(252) 1,929 721 454
Total Other Comprehensive Income (Loss) 1,427 (1411 68
Comprehensive Income 5 $ 23,684 % 14571 § 12,234

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

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

The accompanying notes, as they relate to TNMP, are an integral part of these financial statements.
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Year Ended December 31,
2011 2010 2009
(In thousands)

22,257 & - 115982 12,166
48,572 - - 45,703 42,589
3,923 — 670
15,478 4,962 31,855
(532) 23 517
(9,130) 536 (1,134)
vy (195) (966)
4,777 (3,011 (712)
(3,247) (2,937) (3,467)
2,225 (706) (5,604)
(2,520) 17,442 (29,254)
513 24) 2,147
(611) (581) (2,603)
81,782 77,194 46,204
(67,407) (41,018) (53,063)
(67,407) (41,018) (53,063)




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

. CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Fl(iw_‘ Fr@m If‘:iniku?l'_cing‘ Activities:
Short-term borrowings (repayments), net

Short-term borrowings (repayments) — affiliate, net

Long-term borrowings

Repayment of long-term debt

Dividends paid

Debt issuance costs and other

Net cash flows from financing activities
Change in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year
Supplemental Cash Flow Disclosures:
Interest paid, net of capitalized interest

Income taxes paid, (refunded) net

Supplemental schedule of noncash investing and financing activities:
Equity contribution from parent through forgiveness of short-term debt

Year Ended December 31,
2011 2010 2009
(In thousands)

— — (150,000)
(500) (22,300) 34,606
50,000 — 300,242
(50,000) s (167,690)
(13,714) (13,079) - (9,339)
(161) (934) " - (9;946)
(14,375) (36,313) 7 6,873
— asn 14
1 138 T 124
$ 1 $ 1§ - 138
$ 27236 $ 27,696 $ " 24,465
$ 1,466 $ (11;705) $ -~ -5,887
S$ 25206

" 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 BALANCE SHEETS

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

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

December 31,

2011 2010
. (In.thousands) -
1 $ 1
19,133 12,742
- 8473 5,734
847 1,677
S— 3,956
2,710 2,787
513 457
2,272 1,876
694 618
34,643 29,848
271 282
2,240 2,244
©2,511 2,526
947,327 885,325
323,123 302,333
624,204 582,992
12,968 12,375
637,172 595,367
129,768 144,522
226,665 226,665
6,686 12,029
363,119 383,216
1,037,445 $ 1,010,957

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
AWHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
! “ CONSOLIDATED BALANCE SHEETS"

December 31,

2011 2010
(In thousands, except share
information)
LIABILITIES AND STOCKHOLDER’S EQUITY
Current Llablhtles o ‘ }
Short-term debt — afﬁlrate ‘ B $ 700 $ 1‘,200.
Acc_ounts payable : 12 263 5,537
Affiliate payables _ ; 1,314 1,015
bAccrued interest and taxes 20,666 | 23,1‘85
Other current 11ab1ht1es S . \ ' o oo ' - 9,480 3,292
‘Total current habrhtres ' 44,423 34229
Long-term Debt - ' , 310963 310,337
Deferred Credits and Other Llablhtles o o 4 )
,‘Accumulated deferred income taxes S e o e . 159,197 142,121
Regulatory liabilities ' o - 44395 42,702
Asset retirement obligations ‘ 699 648
Accrued pension liability and postretlrement beneﬁt cost ’ o - 11,078 1 6,224
Other deferred credits - - - - - - e 3437 11413
© Total deferred credits and other liabilities .« . = oo . s : 218,806 - 213,108
Total lrabrhtles _ . ‘ : . ’ o 574,192 557,674
Commltments and Contmgencles (See Note 16) o o
Common Stockholder’s Equity:
Common stock ($10 par value; 12,000,000 shares authorized; :
issued and outstanding 6,358 shares) . 64 64
Paid-in-capital ' 416,394 430,108
Accumulated other comprehensive income (loss), net of income tax (58) (1,485)
Retained earnings v 46,853 24,596
Total common stockholder’s equity 463,253 453,283

$ 1,037,445 § 1,010,957

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 CHANGES IN COMMON STOCKHOLDER’S EQUITY

Balance at December 31, 2008

Equity contribution from parent

Net earnings )

Total other comprehensive income

Dividends declared on common stock

Balance at Decembgr 31, 2009..
‘Netearnings . . S

Total other comprehensive income (loss)

Dividends declared on common stock

Balance at December 31, 2010

Net earnings '

Total other compréhensive income

Dividends declared on common stock

Balance at December 31,2011

Total

Retained Common
Common Paid-in Earnings Stockholder’s

~Capital AOCI (Deficit) Equity

S (In thousands) =~

64 § 427320 $ (142) $ (3.552) $ 423,690
— 25,206 — — 25,206
— — — 12,166 12,166
— — 68 - 68
— (9,339) — — (9339)
64 443,187 (74) 8,614 451,791
— — — 15982 15982
— — (1411) — a4
— (13,079) T (13,079)
64 430,108 (1,485) 24596 453,283
— — — 22257 22,257
— - 1,427 — 1,427
— (13,714) - — T (13,714)
64 $ 416394 $ (58) $ 46,853 § 463253

The acc‘orhpanying 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 SUBSIDIARIES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

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

(1)' ‘Summary of the Business and Significant Ac‘cbu'uti‘ng"Polic.i'es,’; ' i v
Nature 0f Busmess

PNMR is an investor-owned holding company of ¢ energy and energy-related businesses. ‘At December 31,2011, PNMR s
primary subsidiaries are PNM and TNMP. PNM is a public utility with regulated operations primarily engaged in the generation;
transmission, and distribution of electricity. PNM completed the sale of its natural gas operations on January 30, 2009. TNMP
is a wholly owned subsidiary of TNP, which is a holding company that is wholly owned by PNMR. TNMP provides regulated
transmission and distribution services in Texas. PNMR completed the sale of First Choice, which was also a subsidiary of TNP
on November 1,2011. First Choice was a competitive retail electric provider operating in Texas. Until September 23,2011, PNMR
owned 50% of Optim Energy, which was focused on unregulated electric operations, principally within the areas of Texas covered
by ERCOT. See Note 2 and Note 21. PNMR’s common stock trades on the New York Stock Exchange under the symbol PNM.

Financial Statement Preparation and Presentatron

The preparation of financial statements in conformlty wrth GAAP requu'es management to make estrmates and assumptlons
that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial
staterments, and the reported-amounts of revenues and expenses durmg the reportlng period: Actual results could ultlmately drffer
from those estimated. : :

The Notes to Consolidated Financial Statements mclude drsclosures for PNMR PNM and TNMP. For discussion purposes
this report will use the term “Company” when discussing matters of common apphcablhty to PNMR PNM, and TNMP Drscussmns
regardlng only PNMR, PNM, or TNMP will be indicated as such. : . : R

Certain.amounts.in the 2010 and 2009 Consolidated Financial Statements and Notes thereto have been reclassified to
conform te the 2011 financial statement presentatlon Prior.fo its sale, PNM Gas was classified as:discontinued operatlons

GAAP deﬁnes subsequent events as events or transactlons that oceur. after the balance sheet date but before ﬁnanc1al
statements are issued or are available to be issued. Based on their nature, magmtude and timing, certain subsequent events may
be required to be reflected at the balance sheet date and/or required to be dlsclosed in the financial statements.” The Company has
evaluated subsequent events as required by GAAP. ‘ ! ;

Principles of Consolidation

The Consolidated Financial Statements of each of PNMR, PNM, and TNMP include their accounts and those of subsidiaries
in which that entity owns"a majority voting interest. - PNM .consolidates.the PVNGS Capital Trust and Valencia. PNM owns
undivided interests in several jointly-owned power plants and. records its pro—rata share of the assets lrabrlrtres and expenses for
those plants. : o A

PNMR shared services’ administrative and general expenses, which represent costs that are primarily driven by corporate
level activities, are charged to the business segments. These services are billed at cost, except those billed to Optim Energy, which
included a profit elemeint. Other significant intercompany transactionsbetween PNMR, PNM, and TNMP include transmission
and distribution services; lease, interest, and income tax sharing payméfits; and dividends paid on commion stock.” Allintercompany
transactions and balances have been eliminated. See Note 19. _ \

Accounting for the Effects of Certain Types of Regulation .

‘The Company maintains its accounting records in accordance with the umiform system of accounts prescrlbed by FERC
and adopted by the NMPRC and PUCT.

Certain of the Company’s operations are regulated by the NMPRC; PUCT, and FERC and the | provisions of GAAP for
rate-regulated enterprises are applied to the regulated operations.- Regulators may assign costs to accounting periods-that differ
from accounting methods applied by non-regulated utilities. When it is probable that regulators will permit recovery of costs
through future rates, costs are deferred as regulatory assets that otherwise would be expensed.” Likewise, regulatory liabilities ate
recognized when itis probable that regulators will requiire refunds through future rates or when revenue is collected for expendltures
that have not yet been incurred. Regulatory assets and liabilities are amortized into €arnings over the authorized recovery period:
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PNM RESOURCES, INC. AND SUBSIDIARIES _
PUBLIC SERVICE COMPANY OF NEW MEXICO-AND SUBSIDIARIES
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES

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

Accordingly, the Company has deferred certain costs and recorded certain liabilities pursuant to the rate actions of FERC the
NMPRC, and the PUCT. Information on “regulatory assets” and “reguIatory liabilities™ is contained in Note 4.

In some circumstances, regulators allow a requested increase in rates to be implemented, subject to refund, before the
regulatory process has been-completed.and a decision rendered by the regulator. When this occurs, the Company assesses the
possible outcomes of the rate proceeding. ‘The Company records a provision for refund to the extent the amounts being collected,
subject to refund, exceed the amount the Company determines is probable of ultlmately being allowed by the regulator.

Cash‘and‘ Cash Efq'uivalents

Investments in highly 11qu1d 1nvestrnents with’ ongmal matunt1es of three months or less at the date of purchase are
considered cash equlvalents o

Utility Plant

Utility plant is stated at cost, which includes capitalized payroll-related costs such as taxes, pensnon and other fringe
beneﬁts admmrstratwe costs and AF UDC where authonzed by rate regulatron

Repalrs, 1ncludmg major. maintenance actrvmes and'minor replacements of property are expensed when incurred, except
as requlred by regulators for ratemaking purposes. Major replacements are charged to utility plant. Gains or losses resulting from
retirements or other dispositions of regulated property m the normal course of bus1ness are credlted or charged to the accumulated
provision for depreclanon

Allowance for Funds Used During Constructlon

. “As‘provided by the'FERC uniform systems of accounts, AFUDC is charged to regulated utility plant for construction

projects.. 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 during
constructlon} and a retum on other funds- (allowance for'equity funds used dunng construct1on) :

. Inm 2011 2010 and 2009 PNM recorded $1.5 million, $4.6 million, and $8 0 million of AFUDC on certain pro_]ects and
- TNMP recorded $1.2 million, $0.2 million, and $1.1 million.

Cap_ltallzed Interest

- PNMR capitalizes interest on its construction projects and major computer software projects not subject to the computation
of AFUDC. Interest was capitalized at the overall weighted average borrowing rate of 6.6%, 6.7%; and 6.9% for 2011, 2010, and
2009.In 2011, 2010, and 2009, PNMR’s capitalized interest was. $0.5 million, $0.8 million, and $0.7 million; PNM’s was $0.2
mrlllon $0.4 million, and $0.2 million; and TNMP had no capitalized interest.

Carrying Charges on Stranded Costs

TNMP s estrmate of allowable carrymg charges on. stranded costs that it may recover fromits transmission and distribution
customers is based on a Texas Supreme Court ruling and the PUCT’s application of that ruling.

Materials, Supplies, and Fuel Stock

Materials and supplies relate to transmission, distribution, and generaling assets. 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. : :

Coal is valued using a rolling weighted average costing method that is updated based on the current period cost per ton.
Penodlc acrial surveys are performed on.the coal piles and adjustments are made. . In addition to coal delivered and included in
inventory, PNM prepays the SJGS coal suppher for coal mlned butnotyet delivered. At December 31,2011 and 201 0, prepayments
for coal, which are included in other current assets on the Consohdated Balance Sheets of PNMR and PNM, amounted to $14.6
million and $30.9 mllhon The December 31, 2011 .amount reﬂects delrvery of a portion of the prepaid coal and its utilization
due to the mine fire incident descnbed in Note 16.
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Inventories consisted of the following at December 31:

Bl

PNMR . PNM . . TNMP

2011 2010 2011 2010 2011 2010
.. (In thousands) o e
Coal -+ o . $ 17,175 .8 - 17115 8. 17,1758 1711508 . - —  § —

Materials and supplies -~ 7'* 37,056  © 35364 34346 32339 - 2710 2,787
T C§ 54231787 752479 8 51521 § 494548 2,710 $° 2,787

Investments

In.1985 and 1986, PNM entered into eleven operating leases for interests in certain PVNGS generation facilities (Note 7).
The:10.3% and.10.15% lessor notes that were issued by the owners of the assets subject to these leases were subsequently purchased
by and are now held by the PVNGS Capital Trust, which is consohdated by.PNM. Eight leases continue and are classified as
operating:leases. The PVNGS Capital Trust intends:to hold the lessor notes until such notes mature in 2015 and 2016. Similarly,
in 1985, PNM entered into two operating leases for the EIP-transmission;line for-which the owners had issued lessor notes. In
2003, PNM acquired a 60% ownership interest in the EIP, collapsing the lease relating to it. In2004, PNM purchased the outstanding
lessor note relating to the remaining 40% interest. “The remaining EIP lessor note bears interest at 10.25%, matures in 2012, and
is carried on the Consolidated Balance Sheet in other investments at $2.2 million and $4. 6 million as of December 31,2011 and
2010. Both the PVNGS and EIP lessor notes are carned at arnortlzed cost ; :

The Company s other investments, 1nclud1ng the NDT are prrmarﬂy compnsed of 1nternatlonal United States; state, and
municipal government obligations and corporate debt and equity securities. All investments are held in the Company’s name and
are in the custody of major financial institutions.: The $pecific identification method is used to determine the cost of securities
* disposed of, with realized gains and losses reflected i other incomé and dedsictions. AtDecember31;2011 and 2010, substantially
all of these investments were classified as available for salé: PNM tiolds investment securities in the NDT for the piirpose of
funding its share of the decommiissioning costs of PVNGS.: PNM evaluates these investment securities for impairment on an on-
going basis.-Since thitd'party investment managers have sole discretion over the purchase and sales of the NDT securities, PNM
records a realized loss as an impairment for any security that has a markef value that is less than cost at the end of each quarter.
For the years ended December 31, 2011, 2010, and 2009, PNM recorded impairment losses on securities held in the NDT, of $12.5
million, $5.0 million, and $8.1 million. No gains or losses are deferred as regulatory assets or liabilities. Unrealized gains on these
mvestments are mcluded in other comprehensive income, net of any related tax effect.
Investment in Ophm Energy , R _

Through Septermber 23, 201 1 PNMR accounted forits mvestrnent in Optrm Energy using the equity method of accountlng
because PNMR’s ownership interest resulted in significant influence, but not control, over Optim Energy and its operations. On
September 23, 2011, PNMR's ownership interest in Optim Energy was reduced to 1% and PNMR began using the cost method
of accounting. On January 4, 2012, ECJV acquired PNMR's remaining 1% ownership interest at fair market valug; ‘which was
determined to be zero. Through December 31, 2010, PNMR recorded its yercentage share of earnings or loss of Optim:Energy
and carried its 1nvestment at cost, adjusted for 1ts share of und1str1buted earnings or losses. PNMR’’s investment in Optim Energy
was reduced to zero at December 31 2010 due to the determ1nat10n that the inyestment was fully, 1mpa1red ‘See Note 21.-

Goodwill and Other Intangible Assets ey N

Under GAAP, the Company dogs not amortlze goodw111 Certam intangible assets are amortlzed over their estlmated useful
lives. Goodwill and non-amortlzable other intangible assets are evaluated for impairment annually, or more frequently if events
and circumstances_ indicate that the goodwill and intangible assets might be impaired. Amortizable other intangible assets are
amortized over the shorter of their economic or legal lives and are evaluated for impairment when events and circumstances
indicate that the assets might be impaired. See Note 23. o :
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Asset Impairment

Tangible long-lived assets are evaluated in relation to.the future undiscounted cash flows to assess recoverability when
events and circumstances indicate that the assets might be-impaired. ' '

Revenue 'Recugnition

: Operating revenues are recorded in the period of energy delivéry, which includes estimated amounts for service rendered

but unbilled at the end of each accounting period. The determination.of the energy sales 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 and-the corresponding unbilled revenue are 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 reﬂectmg historical trends and experience. ,

- PNM'’s gas operations, which weré sold on J anuary 30 2009 and are reflected as d1scont1nued operations, purchased gas
on behalf of its-end-use sales-service ¢ustomers whilg: other matketers or producers purchased gas on behalf of their end-use
transportat1on-serv1ce customers. PNM collected a'cost of service revenue for the transportation, delivery, and customer service
provided-to' all on-system end-use customers. Cost of sérvice tariffs were set by the NMPRC whlle gas commodlty rates were
subject to the terms of the PGAC w1th overs1ght proV1ded by the NMPRC : Gile T

‘ PNM’s wholesale electrrcnty sales are recorded as. oper:atmg revenues and the wholesale electrlc1ty purchases are recorded
as costs of energy sold. In accordance with GAAP, derrvat1ve contraets that.gre net settled.or “booked-out” are recorded net in
earnings. Abook-outis 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. For accountmg purposes a book-out is
the recordmg of net revenues upon the settlement of a denvatrve contract 15 s

Unreallzed gains and losses on contracts that dp not qu?alrfy for the. nqnnal purchases or. normal sales exceptlon or: a.re not
designated, for hedge accounting: are-classified -as economic. hedges. Economic hedges are defined as derivative instruments,
including long-term power agreements, used-to hedge generation assets and purchased power costs. Changes in the fair value of
economic hedges are reflected in results. of operations;with changes related to economic hedges on sales included in operating
revenues-and changes related to econormc hedges on purchases lncluded 1n cost of energy sold The ;Company, has ne tradmg
transactions. - ! , :

Accounts Recelvable and Allowance for Uncollectible Accounts

Accounts receivable consrsts prlmanly of trade recervables from customers In the normal course of ‘business, CI'Cdlt is
extended to customers on a short-term basis. The Company calculates the allowance for uncollectible accounts based on historical
experience and estimated default rates by customer class applied to corresponding accounts receivable balancés net of customer
deposit.coverage. The accounts receivable balances are reviewed monthly and adjustments to the allowance for uncollectible
accounts and bad debt expense are- made as necessary: “Amounts that are deemed. uncollectrble are written off

EAN | ST
e

Deprecratu;n and Amortlzatwn

PNM ] prov151on for depreciation and aniortization of utrllty plant othér than nuclear ﬁ1e1 is based upon stralght-hne rates
approved by the NMPRC. Amortization of nucléar fuel is based‘ 6n urtits-of- productlon “TNMP’s provrsmn for deprecratlon and
amortization of utility plant is based upon straight-line ‘ratés approved by the’ PUCT. Depreciation of non-utility property is
computed based on the straight-line method. The provision for depreciation of certain equipment is allocated between depreciation
expense and construction projects based on the use: of the equrpment Average rates used are as follows:

E9 T e ey B P

. } Year ended December 31

o ) 2011 2010 . 2009
CBRNM e ‘ A
Electric plant o U 224% 0 224% - 231%
Common, intangible, and general plant = = O 603%  5.63% 4.29%
TNMP e 341% - 339% 3.44%
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Amortization of Debt Acquisition Costs

‘Discount, premium, and expense related to the issuance of long-term debt are amortized over the lives of the respective
issues. Gains and losses incurred upon the early retirement of long-term debt are recognized in other income or deductions, except
for amounts attributable to NMPRC or PUCT regulation, which are recorded as regulatory assets or liabilities and amortized over
the lives of the respectlve issues. :

Derivatives

- The Company records derivative instruments in the balance sheet as either an asset or liability measured at their fair value.
GAAP requires that changes in the derivatives’ fair value be recognized currently in earnings unless specific hedge accounting or
normal purchase or sale criteria are met. For qualifying hedges, an entity must formally document, designate, and assess the
effectiveness of transactions that receive hedge accounting. GAAP provides that the efféctive portion of the gain or loss on a
derivative instrument designated and qualifying as a cash flow hedging instrument be reported as a component of AOCI and be
reclassified into earnings in the period during which the hedged forecasted transaction affects earnings. The results of hedge
ineffectiveness and the portion ofthe change in fair value of a derivative that an entrty has chosento exclude from hedge effectiveness
are requrred to.be presented in current earnings. See Note 8.

, " The Company treats all forward electrlc 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 of a capacity contract. Under this definition, the contract cannot permit net settlement the
seller must have the resources to serve the contract and the buyer must be a load servmg entity.

GAAP grves gurdance on whether realized gains and losses on denvatrve 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. Changes in the fair value of economic hedges are reflected in results of operations and are classified between
operating revenues and cost of energy according to the intent of the hedge.

'Decommlssmnmg Costs

. PNM owns and leases nuclear and fossil- fuel generating facilities. In accordance with GAAP, PNM is only required to
recognize and measure decommissioning liabilities for tangible long-hved assets for which a legal obligation exists. Nuclear
decommissioning costs and related accruals are based on site-specific estimates of the costs for removing all radioactive and other
structures at PVNGS and are dependent upon numerous assumptions. PNM’s accruals for PVNGS Units 1, 2, and 3 have been
made based on such estimates, the guidelines of the NRC, and the extended PVNGS license period. 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 and its fossil-fueled generatron facilities in’ 1ts rates and recogmzes a corresponding expense and hablhty
for these amounts See Note 15 : :

In connectlon w1th both the SIGS coal agreement and the F our Comers fuel agreement the owners are requ1red to relmburse
the mining companies for the cost.of contemporanegus reclamation as well as the costs for final reclamation of the coal mines,
The reclamation costs are based on site-specific studies that estimate the costs to be incurred in the future and are dependent upon
numerous assumptions. PNM considers the contemporaneoys reclamatron costs part of the cost of its delivered coal costs: See
Note 16 for a discussion of the final reclamation costs. '

Envrronmental Costs

" The normal operations of the Company 1nvolve activities and substances that .expose thé Company to potential habrhtles
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 1mposed for past acts; even though the past acts may have been lawful
at the time they occurred.

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 by assessing a range
.of reasonably likely costs for each identified site usmg currently available information and the probable level of involvement and
financial condition of other potentlally respon51b1e parties. These estlmates include costs for site 1nvest1gat1ons remed1at1on
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operations and maintenance, monitoring, and site closure. 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. Amounts recorded for environmental
expense in the years ended December 31, 2011 2010 and 2009 as well as the amounts of env1r0n‘menta1 11ab1ht1es at December
31,2011 and 2010 were 1ns1gnlﬁcant o »

i

Pension and Other Postretlrement Beneﬁts

See Note 12 for a discussion of pension and postretlrement benefits expense, including a discussion of the:actuarial
assumptlons

Stock-Based Compensatlon e T A
See Note 13 fora discussion of \,s»tock-.bja',s‘ed compeosation expense.’ ; - |
Income Taxes o

Income taxes are recognized using the asset and liability method of accounting for income taxes. Deferred tax assets and
liabilities are recognized for the estimated future tax consequences attributable to differénces-between the financial statérnent
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 dlfferences GAAP Tequires that rate-regulated enterprises record defered income taxes
for temporary dlﬁ‘erences accorded ﬂow—through treatment at fhe dlrectlon of a regulatory commission,. The resulting deferred
tax assets and liabilities are recorded atthe expected cash ﬂow to be reflected i in future rates. Because the NMPRC and the PUCT
have consistently permitted the recovery of tax effects prev1ously flowed-through earnings, the Company has established regulatory
liabilities and assets offsetting such deferred tax assets and liabilities. The Company recognizes only the impact of tax positions
that, based on.their merits, are more. hkely than not to be. sustamed | upon an IRS audit, The Company defers investment tax credits
related to rate regulated assets and amortizes them over the estlma.ted useful lives of those assets. See Note 11.

Excise Taxes

The Company pays certain fees or taxes which are either considered to be an excise tax or ‘similar to an exéise tax.
Substantially all of these taxes are recorded on a net, basis in the. Consolidated Statements of Earnings.

Lorg L S R NS el )

(2) Acquisitions and Dispositions,
Sale of First Chonce »

On September 23, 201 1, PNMR entered into.an agreementfor the sale of Fi 1rst Ch01ce to Dlrect LP Inc for $270 0 mllhon,
subject to -adjustment to reﬂect the actual-amounts of certain: components of working ‘capital-at closing.” Clesing occurred oh
November 1, 2011, with PNMR receiving $329.3 million, which includes an estimate of the components of working capital. For
accounting purposes, the sale was effective as of the close of business on October 31, 2011. Such amount is subject to adjustment
based onthe actual amounts of the componerits of workmg cap1ta1 atOctober31,2011. PNMR recogmzed apre-tax gain of $174.9
million on the'sale. The purchaser has informed PNMR that it believes working capital at Octobét 31, 2011 was’overstated by
$4.2 million. PNMR has responded to the purchaser disputing the’ purchasér's calculation and indicatirg that working capital’ at
October 31, 2011 was understated by $6.5 million.” PNMR beliéves its Galculation is consistent with'the tefms of'the agreement.
PNMR does not believe the ultimate resolution of this matter will have a material impact. PNMR used the net proceeds from the
sale of First Choice to repurchase certain of PNMR's outstanding debt and equity securities (Note 6) and for other corporate
purposes, including repayment of borrowings under the PNMR Revolving Credit Facility. PNMR Services Company’ ‘will continue
to provide certain services at cost to First Choice fora transitional period of up to nine months following closing, Because PNMR
will continue to have direct cash ﬂows resultmg from transmlssmn and dlstnbutlon services, provided by TNMP to First Choice,
First Ch01ce is not reflected as, dlsccntmued operatlons After Octob,er 31, 2011 . TNMP's revenues from First Cho1ce are not
intercompany and are not eliminated in consolidation by PNMR.

Sale of PNM Gas -

In January 2008, PNM reached a deﬁmtlve agreement to sell its’ natural gas. operaﬁons, Wthh compnsed the PNM Gas
segment ‘to NMGC, a subs1d1ary of Contlnental for $620. 0 mllhon in cash,’ subject to adjusfment based on the actual level of
workmg capital at closing. See Noté 22 for financial information concerning PNM Gas, which is classified as discontinued
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operations in the accorpanying ‘ﬁhancial statements. In a separate transaction’ conditioned upon the sale of the natural gas
operations, PNMR proposed to acquiré CRHC, Continental’s regulated Texas electric transmission and distribution business. In
July 2008, PNMR and Continental agreed to terminate the CRHC agreement and Continental agreed to pay PNMR $15.0 million
upon the closing of the PNM Gas transaction. PNM completed the sale of PNM Gas on January 30, 2009 and recognized a gain
of $65.3 million, after income taxes of $33.1 mllllon which reflects PNM receiving $32.9 million related to working capital true-
ups. This gain also reflects the reduction for the increase in the PBO of the PNM pension plan related to the retirement of employees
transferred to NMGC. See Note 12. In 2009, PNMR recognized an additional pre-tax gain of $15.0 million ($9.1 million after
income taxes) due to the CRHC termination payment, which is included in othet income ‘on th¢ Consolidated Statements of
Earnings (Loss). In connection with the sale, PNM retained obligations under the frozen PNM pension and executive retirement
plans for employees transferred to NMGC.. PNM had a regulatory asset related to these plans; which was removed from regulatory
assets on the date of the sale and transferred t0,AOCL.- The.. after—tax charge to AOCI was $64.8 million: ,PNM also retained
obhgatlons for certain contingent labilities that exrsted at the date of sale and recogmzed $5.4 million in expense related to these
liabilities in 2009. PNM used the after-tax proceeds from the sale to retire short-term debt and paid a dividend of $220 0 m11110n
to PNMR. PNMR used the dividend from PNM and the $15.0 million from Continental to retire debt. ‘ :

Other

In:June 2007 a Wholly-owned subsrdrary of PNMR purchased 100% of a trust that owns a 2.27% undivided interest,
representing 29.8 MW, in PVNGS Unit 2, as well as a lease under which such facilities are leased to PNM. The Resource Stipulation
described in Note 17 allowed the Unit 2 interest to be transferred to PNM and the acquisition costs to be recovered in PNM’s rates
beginning with the 2008 Electric Rate Case. In Ju1y12009, PNM purchased the trust from the other PNMR subsidiary_‘for' $39.1
million in cash. The purchase price was equal to the book value of the underlying assets less deferred taxes and miscellaneous
accruals. . The other PNMR subsidiary paid a dividend.of that same amount to PNMR. PNMR then made an equity contribution
of that amount to PNM The trust had $32 0 mllhon of debt ow1ng to the PVNGS Capital Trust, which is consolidated. by PNM.

(3) Segment Informatmn

The followmg segment presentatlon is based on the methodology that management uses for makmg operatrng deCISLons
and assessing: performance of its vanous busmess activities: A reconc111at10n of the segment presentatron to the GAAP ﬁnancral
statements is prov1ded '

PN M Electric

PNM Electric includes the retail electric utility operations of PNM that are subject to traditional rate tegulation by the
* NMPRC. PNM Electric provides integrated electricity services that include the generation, transmission, and distribution. of
electrlclty for retail electric custoniers in New Mexico.as well as the saleof transmission to third parties. PNM Electric also
includes the generation a andsale of electricity into the wholesale market. Th1s includes the asset optimization of PNM’s Junsdlctlonal
assets as well as the capamty excluded from retail rates FERC has ]urlsdlctlon over wholesale rates

TNMP Electric

Pty

TNMP Electric is an electric utility providing regulated transmission and distribution services in Texa$ under the TECA.
TNMP s operations are subject to tradltlonal rate regulatlon by the PUCT TS - :

PNM Gas

FES T i

PNM Gas distributed natural gas to most of the major communities in New Mexico, subject to traditional rate regulation
by the NMPRC. As described in Note 2, PNM completed the sale of its gas operations on January 30, 2009. PNM Gas is reported

as discontinued operatlons and is not included in the segment information presented below. See Note 22. BEE

First Choice ' S I o

First Choide, which was sold by PNMR on November vl, 2011 (Note 2‘3, operated as a certified retail eleetrioprovider‘
First Choice provided electricity to residential, small commercial, and governmental customers. Although First Choice was
regulated in certain respects by the PUCT, it was not subject to traditional rate regulation. :

Optim Energy

Optim Energy was considered a separate segment for PNMR. PNMR’s investment in Optim Energy was held in the
Corporate and Other segment Optim Energy’s revenues and expenses are not included in PNMR’s consolidated revenues and
expenses or the following tables. See Note 21.
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Corporate ahd Other -
- PNMR: Services Company is incluﬁed in the Corporate and Other segment.
The followmg tables present summarized financial 1nformat10n for PNMR by segment. Excluding PNM Gas, which is

presented as discontinued operations, PNM has only one segment. TNMP operates in only one segment. Therefore, tabular
segment information is not presented for PNM and TNMP. Explanations for footnotes follow the tables.

PNMR SEGMENT INFORMATION

PNM TNMP First Corporate .
.2011 : , Electric Electric .. Choice and Other. Consolidated
- B (In thousands)
Operating revenues " °$ 1,057,289 $§ 204,045 § 439,450 $ (165) $ 1,700,619
Intersegment revenues L o o — 33,813 — (33,813) —
Total revenues L 1,057,289 . 237,858 - 439,450 (33,978) 1,700,619
Cost of energy ' CoT 362,237 - 41,166 323,331 (33,812) 692,922
Gross margin 695,052 196,692 116,119 (166) 1,007,697
Other operating expenses 438,822 88,234 75,966 9,671) 593,351 -
Depreciation and amortxzatmn ‘ ! ' » o 94,787 - 44616 1,098 - 16,546 157,047
Operating income (loss) ’ . 161,443 63,842 39,055 (7,041) 257,299
- Interest income 15,562 2 64 (113) 15,515
Gain on sale of First Choice — — — 174,925 174,925
Other incbme, (deductions) N - 4309 1,580 (650) (15,660) (10,421)
Net interest charges -+ &« © © (75,349) (29,286) (581) (19,633) (124,849)
Earnings before i income taxes ~ 105,965 36,138 37,888 132,478 312,469
Income taxes v : ... 37427 13,881 13,772' 56,455 121,535
Earnmgs from continuing operatlons 68,538 22,257 24,116 76,023 190,934
Valencia non-controlling interest (14,047) — — —  (14,047)
Subsidiary preferred stock dividends o e (528) o= — . — (528)
Segment earnings from continuing ' : S B :
operations attributable to PNMR $ 53,963 $ 22257 $ 24,116 $ 76,023 $ 176,359
Gross property additions $ 251,345 $ 67,407 $ 2,089 $ 6,000 $ 326,931
- -At December 31, 2011: . . . - o .
Total: Assets o Cxnoer i $.4,095,287 $ 01,037,445 - 8 — $ . 71,881 $§ 5,204,613
Goodwill S 8 51,632 § 226,665  $ = 8 — 3 278,297
Additions to utility plant and non-
utility plant included in accounts
payable . .. 3 26,815 $ 4736 $ — 8 2,104 $ 33,655
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S 2010

Operating revenues: .
Intersegrnent revenues
'Total revenues TR
Cost of energy
Gross.margin
Other operating expenses
Deprematlon and amortization
Operatmg income (loss)
Interest income . - -

Equlty in net earnings (loss) of Optim
. .Energy

Otherincome (deductlons)
Net interest charges .

Earmngs (loss) before income taxes -

Income taxes (benefit)

Earnmgs (loss) from contmulng
.-operations '

Valencia non—controlllng interest
Subs1d1ary preferred stock dividends

Segment earnings (loss) from contlnumg
' ‘operations attributable to PNMR

“Gi'osgi"property additions -
At December 31, 2010:

- Total-Assets -

. Goodwill

December 31, 2011, 2010-and 2009

PNM TNMP First Corporate

Electric Electric: - Choice and Other  Consolidated
(In thousands)

$ 1,017,128 $ 173,504 $ 483,203 $ (318)$ 1,673,517
— 39,084 — (39,084) =
1,017,128 212,588 483,203 (39,402) -+ 1,673,517
352,270 37,064 350,476 (39,083) - - 700,727
:1664,858 - 175,524 132,727 319) - 972,790
424,455 77,387 92,077 (12,285) « 581;634
92,281 41,726 864 16,833 - - 151,704
148,122 756,411 39,786 C(4,867) -+ 2 239,452
18,854 1 18 23 18,896
— — — (203,399) (203,399)
12,712 771 (411) " (6,027) k 7,045
(72,400) (31,157) (1,268) (20,548) < ¢ (125,373)
107,288 26,026 38,125 « . (234,818) 7 .:(63,379)
36,427 110,044 " 14,064 (92,790) ,(32,‘255)
© 70,861 15,982 24,061 » (142,02@) (31,124)
(13,563) — — — :{13,563)
(528) — — — (528)
$ 56770 § 15982 § 24061 $  (142,028)'$  (45215)
$-- 226,766 § 41,018 § 3,046 $ 10,658 § 281,488
$ "3,875‘,573 $ 1,010,957 $ 218411 $ 120,142 $~- 5,_225;083
$ 51,632 § 226,665 $ 43,013 $ — {;3'21’310
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¥ PNM TNMP First Corporate
= 2009 . . Electrie:. . Electrie Choice and Other  Consolidated
N - , (In thousands)
Operating revenues $ 967,998 § 151,294 $ 528818 $ (366) $ 1,647,744
Intersegment Tevenues - 11 41,338 — (41,349) —
Total revenues - - : 968,009 192,632 528,818 (41,715) - 1,647,744
Costof energy - .- 378,145 34,728 346,454 (41,338) 717,989
Gross margin o 589,864 157,904 182,364 (377) 929,755
Other operating expenses 420,473 75,540 107,354 (13,503). - 589,864
Depreciation and-amortization 92,140 37,262 1,809 - 16,738 - 147,949
Operating income (loss) 77,251 - 45,102 73,201 (3.612) 191,942
Interest income | 30,543 | 9 56 (2,219) 28,389
Equity in net earnlngs (loss) of Optim . : : '
Energy — — — (30,145) (30,145)
Othcr income (deductlons) L 6,891 2,860 (438) 17,457 26,770
Net interest charges o {69,058) (27,820) (2,782) (22,545) (122,205)
Earnings (loss) before income taxes - 45,627 20,151 70,037 - (41,064) 94,751
Income taxes (benefit) " 13,726 7,985 25,622 (18,515) 28,818
Earnings (loss) from continuing B
*_operations 31,901 12,166 44,415 (22,549) - 65,933
Valencia non-controlling interest (11,890) — — — (11,890)
-Subsidiary preferred stock dividends - (528) — - — (528)
Séﬁiiieni: earnings (loss) from continuing : S : -
operatlons attrlbutable to PNMR $ 19483 $ 12,166 $ 44,415 % (22,549) $ 53,515
Gross property additions ® $ 253335 § 53,063 §$ 863 $ 16,462 $ 284,597
At December 31, 2009: ' '
- Total Assets . . $ 3,775,166 $ 1,009,055 $ 197,062 $ 378,638 $ 5,359,921
“Goodwill - ' $ 51,632 $ 226,665 $ 43,013 § — $ 321,310

M Excludes gross property additions related to PNM Gas discontinued operations of $3,434 and includes PNM’s purchase
" “of an interest in PYNGS Unit 2 from another subsidiary of PNMR of $39,126.

Major Customers

No individual customers accounted for more than 10% of the operating revenues of PNMR or PNM. First Choice is a
customer of TNMP and accounted for 17% of its operating revenues from continuing operations in 2011, 18% in 2010, and 21%
in 2009. One unaffiliated customer of TNMP accounted for 19% of its operating revenues from continuing operations in 2011,
19%.1n. 2010, and 20% in 2009. Another unaffiliated customer of TNMP accounted for 12% of its operating revenues from
continuing operations in 2011, 13% in 2010, and 13% in 2009.

©)) R(;gulatory Asée{s and Liabilities

**The operations of PNM and TNMP are regulated by the NMPRC, PUCT, and FERC and the provisions of GAAP for rate-
regulated enterprises are applied to its regulated operations. Regulatory assets represent probable future recovery of previously
incurred costs that 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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PNM
, December 31,
L ’ o K 2001 2010

Assets TS - _ (In thousands),

" Current: - - » ‘ ) _ _ . o ,
Fuel and purchased power adjustment clause $ 41,254 $ 35,835
Other bt ’ - o ) ' 3,226 —
. T B : - ' ' 44,480 ‘35,835

Non-Current ER : Beon ' v ‘

’ Coal 1 nnine reclamation costs . o ' - " 51,985 57,906
Defetred income taxes S o ’ ’ " 51,436 48226
"Loss on reacquired debt 31,276 34,572°
Pension and-OPEB e ~ . : 208,033 . - 208,620
Renewable energy costs o 9,550 . ~- 1,896
Other , 107 6,724

352,387 357,944
Total regulatory assets : .. 8 396867 § 393,779
Liabilities: ‘ : '

* Non-Current: : : R B S ,
Cost of removal $ (250,778) $ - (239, 92'8)
Deferred income taxes . ) : o : 45323) . (12, 575)
- Asset retlrement obhgatlons - I (39979 . (40,369)
Renewable energy tax benefits - ) PR S (27,958) . —
Other : , : (9,665) (6,891)

Total regulatory liabilities $  (373,703)°$  (299,763)

TNMP

December 31,
| g C T el zei0
Assets: Pt S (In thousands) =~
Current: S - S , -
Other A T g s13.8 487

~Nen-Current:: .. . EEERRT o ‘ ~ T ETE A
‘Stranded costs ¢ i o 0 o SRR - 81,256 7 95,105 .
Deéférred ificome taxes o ot S S oo e 11,4917 11,803 -

© Pension and OPEB « " "l o R Lt 18,818 ¢ 20,613
Loss on reacquired debt - T e L IR S 2852 =
Humcanerecovery costs ‘ ) T i . "i'; o o B 9210 13,683
Other R o T T e1al 0 3318

' o ‘ S 129768 144522
Total regulatory assets L o ‘ . 8§ 130281 §$ 144979 -
‘Liabilities: ' ' —

‘ Non-Current o : o T S e
"Cost of removal ' R R e 08 0 (32,786) $ . (33,496)
Deferred income taxes ' ’ (5,843) (6,482)
Other: : S R LA (5,766) - (2,724)

~ Total regulatory 11ab111t1es 8 - (44395) 8 (42702)
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The Company’sregulatory assets and regulatory liabilities are reflected in rates charged to customers or have been addressed
in a regulatory proceedmg The Company does notreceive or pay a rate of return on the following regulatory assets and regulatory
liabilities (and their remaining-amortization periods): coal mine reclamation costs (through 2020); deferred income taxes (over
the remarnmg life-of the taxable item, up to the remaining life of utility plant); pension and OPEB costs (through 2033); FPPAC
deferrals greater than $30.5 million (based on future FPPAC activity and regulatory proceedings); and asset retirement obligations
(to be deterrmned ina future regulatory proceeding).

The Company is permitted, under rate regulation, to accrue and record a regllatory 11ab111ty for the estlmated cost of
removal and salvage associated with certain of its assets through depreciation expense. Under GAAP, actuarial losses and prior
service costs for pension plans are required to be recorded in AOCI; however, to the extent authorized for recovery through-the
regulatory process these amounts are recorded as regulatory assets or liabilities. Based on. prior regulatory approvals, the
amortization of these amounts will be included in the Company’s rates. See Note 17 for information related to TNMP’s stranded
costs and regulatory decisions.

‘Based on a current evaluation of the various factors and conditions that are expected to impact future cost recovery, the
Company believes that future recovery of its regulatory assets are probable. :

(5) Stockholders’ Equlty

Common Stock and Equlty Contributions

See Note 6 for details related to PNMR’s common stock. PNM and TNMP did not issue any common stock during the
three year periodended December 31, 2011. ;

PNMR made cash equity contributions to PNM 0f $43.0 million in 2011 and $86.3 million in 2009, 1nclud1ng the transaction
relatmg to the transfer of an interest in PVNGS Unit 2 described in Note 2. PNMR made an equrty contrrbutlon to TNMP by
forgiving 1ntercompany borrowings of $25.2 million in 2009.

D1v1dend : n Common Stock

The declaratlon of common d1v1dends 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 its operating subsidiaries.

I 2(;)‘[1 PNM declared and paid cash dividends to PNMR of $8.2 million. In 2010, PNM paid cash dividends to PNMR
of $28.0 rmllron In addition, PNM declared a dividend of $39.1 million in December 2010 that was paid in January 2011,
Following the sale of PNM Gas, PNM paid a dividend to PNMR of $220.0 million on February 5, 2009 and paid additjonal cash
dividends of $79.7 m11110n in 2009 TNMP paid cash dividends to PNMR of $13.7 million in 2011, $13.1 million in 2010, and
$9.3 million.in 2009.- -

The NMPRC has placed certain restrictions on the ability of PNM to pay dividends to PNMR, including the restriction -
that PNM: cannot pay dividends that cause its debt rating to fall below investment grade. The NMPRC provisions allow PNM to
pay:-dividends from equity contributions previously made by PNMR and current earnings, determined-on a rolling four quarter
basis; wrthout prior NMPRC approval. The Federal Power Act also imposes certain restrictions on dividends by public utilities.
Each of the PNMR Revolvmg Credit Facility, the PNM Revolving Credit Facility, and the TNMP Revolving Credit Facility contain
a covenant that require the maintenance of debt-to-capital ratios of less than or equal to 65%, which could limit amounts of
d1v1dends that could be paid. For PNMR and PNM these ratios reflect the present value of payments under the PVNGS and EIP
leases as debt. -PNM also has other financial covenants that limit the transfer of assets, through dividends or other means, mcludmg
a requn:ement to. obtain approval of certain financial ‘counterparties to transfer more than five percent of PNM’s assets. As of
Decembet 31, 2011, none of the sumerical tests would restrict the payment of dividends from the retained earnings of PNMR,
PNM, or TNMP, except that PNM would not be able to distribute amounts in excess of approximately $204 million without
approval of regulators or financial counterparties. Furthermore, TNMP would not be able to distribute amounts in excess of
approXimately $1‘92 nﬁllion withotit approval of regulators or financial counterparties.

In addition, the ab111ty of PNMR to declare dividends is dependent upon the extent to which cash flows will support
dlvldends, the ava’rlablhty of retaingd earnings, financial circumstances and performance, current and future regulatory decisions,
Congressionaland legiskative acts; and economic conditions in the United States. Conditions imposed by the NMPRC or PUCT,
future growth plans and related capital requirements, and business considerations may also affect PNMR s ability to pay dividends.
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Preferred Stock - S L SRR

PNMR had 4717, 800 shares of Senes Aconvertrble preferred stoek outstandmg through September 23,2011 when it entered
1nto an agreement to purchase all of the outstanding shares from Cascade. See Note 6. The Series A convertible preferred stock
was convertible into PNMR common stock in a ratio of 10 shares of common stock for each share of preferred stock and received
dividends equivalent to dividends paid on PNMR cominon stock as if the preferred stock had been converted into common stock.
The Series A convertible preferred stock was entitled to vote on all matters voted upon by common stockholders, except for the
election of the Board, and would have received distributions substantially equivalent to‘common stock in the event of liquidation
of PNMR.. The terms, of the Series A convertible preferred stock resulted in it being substantially equivalent to common stock:
Therefore for earnings per share purposes, the number of common shares into which the Series A convertible preferred stock was
convertible was included in the weighted average number of common shares outstanding for periods the Series A convertible
preferred stock was outstanding. Similarly, dividends on the Series A convertible preferred stock were.considered to be common
dividends in the accompanying Consolidated Financial Statements.

_ PNM’s cumulative preferred shares outstandmg bear dividends at 4, 58% 1 per annum. PNM preferred stock does not have
a mandatory redemption requirement but may be redeemed, at PNM’s option, at 102% of the stated value plus accrued dividends.
The holders of the PNM 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 outstandmg The number of authorlzed shares of TNMP cumulatlve preferred stock is 1
mllhon shares :

(6) Fmaricmg
Financing Activities
PNMR

‘In January 2009 PNMR commenced a tender offer to repurchase a portion of its 9. 25% senior unsecured notes due 2015
In February 2009, PNMR repurchased and retired $157.4 million of these notes for $146.4 million plus accrued interest. PNMR
recognized a pre-tax gam of $7.3 million, net of related transaction costs and write-off of the proportionate amount of the deferred

" costs of the ongmal issuance of the notes, whrch is: mcluded in other i 1ncome on the Consolldated Statements of Earnings (Loss).

( On September 23,2011, PNMR entered info an agreement to purchase all of its outstandmg convertible preferred stock,
Series A from Cascade. Cascade owned all of the 477,800 outstanding shares of the preferred stock, which were convertible into
4,778,000 shares of PNMR common stock. Upon signing, the agreement obllgated PNMR to purchase the preferred stock at a
2% discount from the arithmetic mean of the daily volume weighted average price per share of PNMR's common stock on each
tradlng day in the penod beginning September 19, 2011 and ending on September 30, 2011 times the number of shares of PNMR
common stock inito which the preferred stock was convertible. The purchase of the preferred stock closed on October.5, 2011
with PNMR paying Cascade an aggregate purchase price of $73.5 million. The difference between the purchase price and the
$100.0 million carrying value of the preferred stock is reflected as an addition to common stock in the Consolidated Financial
Statements. PNMR utilized a borrowing under its revolving credit facility to fund the purchase of the preferred stock. Such
borrowrng was repald on November 1, 201 1 with a portlon of the proceeds from the sale of Flrst Chmce See Note 2..

" On'October 24 2011 PNMR commenced a cash tender offer to purchase up to $50 0 mllhon aggregate pr1n01pa1 amount
of its outstanding 9.25% Senior Unsecured Notes, Series A, due 2015. PNMR offered to pay a premium of up to 17%, dependlng
on, when the notes were tendered. The tender offer expired on November 21, 2011 and was oversubscribed. On November 22, -
2011, PNMR purchased $50:0 million of the notes for $58.5. million, plus accrued and unpaid interest. PNMR recognlzed a loss
of $9.2 million on the purchase including t transactlon costs and write-off of the proportionate amount of the deferred costs of the
original issuance of the notes, which is included in other deductrons on the Consohdated Statements of Eammgs (Loss) PNMR
used a portion of the proceeds from the sale of First Choice to fund the purchase. .

. On November 4, 2011, PNMR entered into an agreement to purchase up to 7,019,550, shares .of common stock from
Cascade Upon s1gnmg, the agreement obhgated PNMR to purchase the common stock at a 2% drscount from the anthmetlc mean
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of the volume weighted average price on each trading day in the period beginning October 27, 2011 and ending November-9,
2011. The purchase of the common stock closed on November 10, 2011 with PNMR purchasing all 7,019,550 shares of common
stock owned by Cascade for an aggregate purchase price of $125.7 million. The shares of common stock repurchased have become
authorized but unissued shares as determmed by the Board. PNMR used a portlon of the proceeds from the sale of First Choice
to fund the purchase ’ . "

PNMR offers” new shares of PNMR‘common stock through the PNMR Direct Plan. On July 15, 2009, PNMR began
utilizing shares of its ommon stock purchased on'th&’ open market, by an independent agent, rather than'issuing additional shares
to satisfy subscriptions under the PNMR D1redt Plan. PNMR had offered new shares of its common stock through an equity
distribution agreement, which was terminated in July 2009.  In 2009, PNMR issued 93,328 shares under these plans, as well as
48,202 shares under the ESPP.: See Note 13. The shares of PNMR common stock through the PNMR Dlrect Plan are offered
under a SEC shelf registration statément that éxpires in August 2012.

For offerings of equity and debt securities registered with the SEC PNMR has a shelf registration statement expiring in
March 2014. This shelf registration statement has unhmrted avallablhty and can be amended to include additional securities,
subject to certain restnctlons and hmltatlons

PNM

In 2003, PNM issued $36.0 million 0£4.00% PCRBs, which had a scheduled maturity in 2038, but were subject to mandatory
repurchase and remarketing on July 1,2009. PNM repurchased these PCRBs for $36.0 million on July 1, 2009 utilizing available
cash balances and borrowings under the PNM Facility. PNM held these PCRBs (without legally cancehng them) until December
1, 2009, on which date they were remarketed. The remarketed PCRBs bear interest at 6.25% and mature on January-1, 2038.

On June 9, 2010, the City of Farmington, New Mexico and the Maricopa County, Arizona Pollution Control"Corporation
sold $403.8 million of new PCRBs to refund $403.8 million of callable PCRBs previously issued by the City of Farmington, New
Mexico and the Maricopa County, Arizona Pollution Control Corporation. The proceeds from the prior bonds were used to finance
a portion of the cost of certain pollytion control systems, facilities, and related improvements at SJGS and PVNGS The new
PCRBs are collaterahzed by PNM semor unsecured notes, similar to PNM's other PCRBs

On ‘October 6, 2011 PNM priced a pubhc offermg of $160 0 mllhon aggregate pr1n01pal amount of its 5.35% Senior
Unsecured Notes due 2021." The bonds were offered at 99.857% of face amount and the offering closed on October 12, 2011.
Proceeds from the offering were used to repay outstanding borrowings under the PNM Facility. The offering was part of a NMPRC
authonzatlon for PNM to issue up to $250. 0 million of senior unsecured notes. The authorization remains in effect through March
31, 2012 "PNM has not entered: into any agreements and has no arrangements or commitments concerning issuing additional
senior unsecured notes. »

PNM has a shelf reg1strat10n statement for the issuance of up to $440.0 mllhon of senlor unsecured notes that will expire
in May 2014
TNMP-

At J: anuary 1,2009, TNMP had a revolving credit agreement which had a stated maturlty of May 13 2009. This facility
provided TNMP with a revolvmg credit facility for up to $200.0 million. In January 2009, TNMP borrowed $100.0 million under
a bridge financing arrangement and used the proceeds and inter-company borrowings from PNMR to repay the entire principal
and mterest due on $16’7 7 mlﬁron pnnc1pa1 amount outstandmg of 6. 25% senior unsecured notes o

“On March 23 2009 TNMP 1ssued $265 5 million aggregate pnncrpal amount of 9. 50% Flrst Mortgage Bonds, due 2019,
Serles 2009A (the “Senes 2009A Bonds”) ata prlce equal to 97 643% of their face value. The bonds bear mterest at the rate of

ffffff

a make-whole prov1s1on plus’ accrued 1nterest The Senes 2009A Bonds are secured by a first mortgage on substantlally all of
TNMP's property.

On March 25, 2009, TNMP entered into a $50.0 million loan agreement (the “2009 Term Loan Agreement”). TNMP
borrowed $50.0 million under this agreement on March 30, 2009. Borrowings under the 2009 Term Loan Agreement were due
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March 25,2014 and were secured by $50.0 million aggregate principal amount of TNMP first mortgage bonds ¢the “Series 20098
Bonds”). Through hedging arrangements, TNMP established fixed interest rates for the 2009 Term Loan Agreement of 6.05% for
the first three years and 6.30% thereafter. In January 2010, the hedging relationship was modified to reduce the fixed interest rate
to 4.80% through March 25, 2012 and to 5.05% thereafter. The hedging obligations were also secured by the Series 2009B Bonds.
The hedge was accounted foras a cash-flow hedge and its December 31, 2010 pre-tax fair value of $1.9 million is included in
other current liabilities, except for $0.8 million included in other deferred credits, and in AOCI on the Consolidated Balance Sheets.
Amounts reclassified from AQCI are-included in interest charges The fair value determination was made using Level 2 inputs
under GAAP and were determined using forward LIBOR curves under the mid-market convention to discount cash flows over
the remaining term of the swap agreements.

TNMP used the proceeds received from the Series 2009A Bonds and the 2009 Term Loan Agreement to repay the $100.0
million borrowed under the above bridge financing arrangement, which then terminated, and the $150.0 million outstanding under
TNMP's credit facility. The remalnmg proceeds, after offering expenses, were used to reduce 1ntercompany borrowings from
PNMR.

On September 30 2011, TNMP entered into and borrowed $50.0 million under a Term Loan Credlt Agreement (the "2011
Term Loan Agreement") with JPMorgan Chase Bank, N.A. The 2011 Term Loan Agreement replaces the 2009 Term Loan
‘Agreement. Borrowings under the 2011 Term Loan Agreement must be repaid by June 30, 2014 and are secured by $50.0 million
aggregate principal amount of first mortgage bonds of TNMP (the "Series 2011A Bonds"). TNMP entered into hedging agreements
whereby it effectlvely estabhshed fixed 1nterest rates for such borrowmg of 1.475% through March 30,2014 and 1.985% thereafter,
‘which is an effective. rate of 3. 566% ¢ over the life of the debt cons1der1ng the amounts paid to exit the prior arrangements and enter
into the new arrangements. The hedgmg obhgatlons entered into in connection with the 2011 Term Loan Agreement are also
secured by the Series 2011A Bonds. This hedge is accounted for as a cash-flow hedge and had a fair value of $0.1 million at
December 31, 2011, using Level 2 inputs under GAAP and were determined using forward LIBOR curves under the mid-market
convention to discount cash flows over the remaining term of the swap agreements. ’

Borrowing Arrangemenfs,_ Between PNMR and its Subsidiaries

PNMR has one-year intercompany loan agreements with its subsidiaries. Individual subsidiary loan agreements vary in
amount up to $100.0 million and have either reciprocal or non-reciprocal terms. Interest charged to the subsidiaries is equivalent
to interest paid by PNMR on its revolving borrowings. As of December 31, 2011 and 2010, TNMP had outstanding borrowings
of $0.7 million and $1. 2 m11110n from PNMR. At February 22, 2012, TNMP had borrowings of $4.9 million from PNMR.

Short-term Debt

On April 30, 2009, TNMP entered into the TNMP Revolving Credit Facility, a new $75.0:million revolving credit facility,
and the existing credit facility was terminated. Borrowings under the TNMP Revolving Credit Facility are secured:-by $75.0
million aggregate principal amount of TNMP first mortgage bonds (the “Series 2009C Bonds™). In December 2010, the TNMP
Revolving Credit Facility was amended and restated, which extended its expiration to December-16, 2015.

On October 31, 2011, PNMR entered into the PNMR Revolving Credit Facility, which has a financing capacity of $300.0
million, and PNM entered into the PNM Revolving Credit Facility, which has a financing capacity of $400.0 million. These new
facilities expire on October 31, 2016, and include two one-year extension options, subject to approval by a majority of the lenders
and, with respect to the PNM Revolving Credit Facility, regulatory approval. The new credit facilities replace the PNMR Facility
and the PNM Facility, both of which would have expired in August 2012. The PNMR Facility had an original financing capacity
of $600.0 million, which had been reduced to $517.0 million, and the PNM Facility had an original financing capacity of $400.0
million, which had been reduced to $368.0 million. The terms and conditions of the new facilities are substantially similar to the
prior facilities. Each of the new facilities contains one financial covenant that requires the maintenance of debt-to-capital ratios
of less than or equal to 65%. . These ratios reflect the present value of payments under the PVNGS and EIP leases as debt. PNMR
also has a local line of credit amounting to $5.0 million that expires in August 2012. TNMP has a revolving credit facility for
borrowings up to $75.0 million under the TNMP Revolving Credit Facility that expires in December 2015.
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.. At December 31, 2011; the'weighted average interest rate was 2.05% for the PNMR Facility, and 1.80% for the PNM
F acﬂlty The TNMP Revolvmg Cred1t Fac1hty had no borrowmgs Outstandmg at December 31, 201 1. Short-term debt outstanding
consists. of: SRR T : ,

c e Lo December 31 -
e . Short-termDebt . . . 200t . 2010
CoLedm sl Do Gl SEEDE - (In'thousands)
" * PNM Révolving credit facility -~ = > S8 66000 0 S 190,000
TNMP Revolving credit facility - g
Revolvmg credlt facﬂlty e o . et 16,700 32,000 . .

Local linés of credit - sl ' R ' PR
$ 82,700 $ 222,000

In addltlon to the above bonowmgs, PNMR PNM and TNMP had.letters of credit ~outstanding ¢ of $11. 1 mllhon $4.7
mllllon and $0.3 mllhon at December 31, 201 1 that reduce the ava;lable capac1ty under thelr respective revolving credit facilities.

At February 22, 2012, PNMR PNM a.nd TNMP had $266 2 m11110n $244. 0 m11110n and $74 7 mllhon of availability
under thelr respectlve revolvmg credit faclhtles and local lmes of credlt 1nclud1ng reductlons of avallablhty due to outstanding
letters of credlt Total availability at. February 22 2012 ona consohdated basis, was $584.9 mllhon for PNMR. At February 22,
2012, PNMR had mvested cash of $0 6 m11110n PNM ‘and TNMP had 1o mvested cash at Febmary 22 2012

Sy
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Long-Term Debt

Information concerning long-term debt outstanding is as follows:

, December 31,
Long-term Debt 2011 2010
. (In thousands)
PNM Debt
Senior Unsecured Notes, Pollution Control Revenue Bonds:
4.875% due 2033 $ 146,000 $ 146,000
5.15% due 2037 20,000 20,000
6.25% due 2038 , 36,000 36,000
4.75% due 2040, mandatory tender at June 1, 2017 37,000 37,000
. 5.20% due 2040, mandatory tender at June 1, 2020 40,045 40,045
5.90% due 2040 255,000 255,000
6.25% due 2040 11,500 11,500
4.00% due 2043, mandatory tender at June 1, 2015 39,300 39,300
5.20% due 2043, mandatory tender at June 1, 2020 21,000 21,000
Senior Unsecured Notes: :
7.95% due 2018 350,000 350,000
7.50% due 2018 100,025 100,025
:5.35% due 2021 160,000 ‘ —
Other, including unamortized discounts © (330) - (122)
; 1,215,540 1,055,748
. Less.current maturities — —_
1,215,540 1,055,748
TNMP Debt
First Mortgage Bonds:
2011 Term Loan Agreement, due 2014 50,000 —
2009 Term Loan Agreement, due 2014 — 50,000
9.50% due 2019, Series 2009A 265,500 265,500
Other, including unamortized discounts (4,537) (5,163)
o 310,963 310,337
Less current maturities — —
’ 310,963 310,337
PNMR Debt
Senior unsecured notes, 9.25% due 2015 . 142,592 192,592
Other 4,918 7,170
147,510 199,762
Less current maturities - 2,387 2,252
e .-145,123 197,510
Total Consolidated PNMR Debt 1,674,013 1,565,847
Less current maturities 2,387 2,252
-$ 1,671,626 $ 1,563,595
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Long-term debt matures as follows:

PNMR
PNMR PNM TNMP Consolidated

B o (In thousands)
20120 s 2387 $ —$ -8 2,387
2013 2,531 — — 2,531
2014 — g 50,000 50,000
2015 ‘ 142,592 39,300 — 181,892
2016 o — — — —
Thereafter — 1,176,570 265,500 1,442,070
Total = $ 147510 $ 1,215870 § . 315,500 $ 1,678,830

@) Leaée Commitments

The Company leases office buildings, vehicles, and other equipment under operafing leases. In addition, PNM leases
interests in Units 1 and 2 of PVNGS and an interest in the EIP transmission. line. Many of PNM’s electric transmission and
distribution facilities are located on lands that require the grant of rights-of-way from governmental entities, Native American
tribes, 'or private parties. PNM has recently completed several renewals of rights-of-way, the largest of which is a-renewal with
the Navajo Nation, and has no significant rights-of-way that will expire before 2020. PNM is obligated:to pay the Navajo Nation
20 annual payments of $6.0 million, subject to adjustment each year based on the Consumer Price Index. The Navajo Nation
rights-of-way agreement is accounted for as an operating lease.

PNM has a PPA for the ent1re o‘utput of Delta, a gas-fired generating plant in Albuquerque, New Mexico, which is classified
as an operating lease with 1mputed annual lease payments of $6.0 million. See Note 9 for additional information about the Delta
operating lease.- -

In July 2009, a portion of PVNGS Unit 2 that had been leased by PNM from another subsidiary. of PNMR was transferred
to PNM (Note 2) and became subject to rates established by the NMPRC. The table below includes lease expense for PNM of
$5.4 million in 2009 paid to that subsidiary of PNMR prior to the transfer.

Operating lease expense was:

PNMR . PNM TNMP

(In thousands) ]
2011 N " $ 86323 § 78422 § 3,606
2010 $ 79491 § 71209 $ 3,737

- 2009 ~ $ 77,697 § - 75865 § - 2,493

”_I‘he above amounts reﬂecf the total amount of expense for the lease payments PNM makes under the PVNGS and EIP
leases. As discussed under Investments in Note 1, the PVNGS Capital Trust, which is consolidated by PNM, acquired the lessor
notes that were issued by the PVNGS lessors and PNM acquired the remaining lessor note issued by the remaining EIP lessor. Of
the total annual payments of $69.1 million made by PNM under the PVNGS and EIP leases,'$55.6 million in 2011, $56.3 million
in 2010, and $55.0 miltion in- 2009 was returned in cash to PNM in the form of principal and interest payments:on the lessor notes
and through its ownership of the PVNGS Unit 2 leased assets.
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Future minimum operating lease payments at December 31,2011 shownbelowhave beenreduced by PNM s lease paymeits
for amounts that will be returned to PNM on the lessot notes, which amouints vary but are approx1mately $44 mllhon in 2012 and
reduce thereafter to .approximately $33 million annually in 2015: , - o : ;

g . PNMR PNM . TNMP
o . ] f,_ - o (In thousands) : o
2012 S -8 49,923 . §: 43562 $ . 3,045
203 ° s 51,547 45315 2,875
2014 T 59511 54057 2,457
. 2015 39827 736663 .. 1,549
5. 2016 - RSRS 18,461 17,457 - 1,000
' ¢ Lateryears R 103,669 103,302 - 367
322,938 300,356 11,293
Future payments under non-cancelable subleases “ ¢ ' 1,523 " - — ‘!

Net minimum lease payments $. . 321415 $ 300,356 $ 11,293

EETIAN &

The PVNGS leases expire on J anuary 15, 2015 for the Unit 1 leases and J anuary 15, 2016 for the Unit 2 leases. Under the
termis of each of the leases, PNM has an optlon ‘to purchase the: leased ‘assets at fair market value atthe end of the leases, but does
not have a fixed price purchase option. In’addition, PNM has optlons to renew the leases at fixed rates set forth in each of the
leases for two years beyond the termination of the original lease terms. The option periods on certain leases may be further
extended for up to an additional six years'(the “Maxirmim Option Period™) if the appraised remaining useful lives and fair value
of the leased assets are greater than parameters set forth in the leases. The rental payments during the fixed renewal option periods
would be 50% of the amounts durmg the orlglnal terms of the leases, Gross annual lease payments, before considering the impacts
of amounts returned to PNM through ownership of the lessor notes, aggregate $33.0 million for the Unit 1 leases and $23.7 million
for the Unit 2 leases. If PNM elects to extend the leases, it will have the option to purchase the leased assets at fair. market value
at the end of the extended lease terms.

Each lease provides that no later than three years prior to the expiration of the lease, PNM must give notice to the lessor
if it wishes to “retain” the leased assets (but without specifying whether it would purchase the leased assets or extend the lease)
or“return” the leased assets to the lessor. Furthermore, each lease provides that, if PNM gives notice to *retain” the leased assets,
PNM must give notice as to which of the purchase or renewal options it will exercise no later than two years prior to the expiration
of the lease. The elections PNM makes under each of the leases is independent of the elections made under the other-leases. . -

On January 6, 2012, in accordance with the notice prov1S1ons PNM notifiéd each of the lessors in the Unit'1 leases that
PNM will “retaifi” the assets ‘leased under tha lease upon the explratlon of the basic lease term on January 15, 2015. PNM will
be required‘to spec1fy by notlce to‘each of the lessors by January 15, 2013, whether-on January 15, 2015 it will extend the Unit 1
leases, or purchasethe leased assets. Each ofthe Unit 1 Leases is subj ectto the Maxxmum Option Period lease extension provisions.

" There are similar'niotice provisions with respect to each of the Unit'2 leases. PNM must provide notice of its intent to
“retain” or “return” the leased assets by January 15, 2013. If PNM gives notice to “retain” the leased assets, PNM must give
notice as to which of the purchase or renewal options it will exercise no later than January 15, 2014. One of the Unit 2 leases
contalns the Maximum Optlon Per10d Iease extension pr0v151on and the other three do not have that prov151on

Covenants in PNM’s PVNGS Units 1 and 2 lease agreements limit PNM’s ab1hty, without consent of the owner partlc1pants
irr the lease transactions, (i) to entet into any merger or consolidation, or (ii) except in connection with’ normal dividénd policy, to
convey, transfer, lease or dividend more tharn 5% of its assets in any single transaction or series of related transactions.  PNM is
exposed to losses’ under the PVNGS lease arrangements upon the occurrence of certairi events that PNM does not consider to be
reasonably likely to occut. ‘Under certain circumstances (for example, the NRC i 1ssu1ng specified violation orders with respect to
PVNGS or the occurrence of specified nuclear events) ‘PNM would be required to miake specifiéd payments to the equity
participants, and take title to the leased interests, which, if appropriate, may be required to be written down in value.’ If such an

event had occurred as of December 31, 2011, PNM could have been required to pay the equity participants up to approximately
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$178.3 million. In suchevent, PNM would record the acquired assets at the lower of their fair value or the aggregate of the amount
paid and PNM’s carrying value of its investment in PVNGS lessor notes. If PNM exercises its renewal options under the leases,
the amount that would be payable to equity participants under the circumstances described above would increase to the fair market
value as of the renewal date.

PNMR currently leases a building that is.used as part of its corporate headquarters, as well as housing certain support
functions for the utility operations'of PNM and TNMP. The lease expires on November 30, 2015 and provides for annual rents
of $1.9 million, which are included in the tables above. PNMR is also obligated to pay taxes, insurance, and utilities applicable
to the building, which aggregated $1.0 million in 2011. At December 31, 2011, the net book value of leasehold improvements in
the building was $4.6 million. Currently, 85% of the costs of the building are allocated to PNM and 15% are allocated to TNMP.
In November 2011, PNMR notified the lessor of its intent to vacate the building by the end of 2012 and made a settlement offer
to terminate the lease. Atermination agreement has not been reached with the lessor. If such an agreement is reached, the settlement
would be recorded as an expense at that time. If a termination agreement is not reached, GAAP provides that a loss would be
recognized when the leased space is no longer being used. PNMR anticipates this would occur serially during 2012 as each floor
of the building ceases to be used.

(8) Fair Value of Derrvatrve and Other Financial Instruments

.Energy Related Derrvatrve Contracts
Overview

The Company is exposed to certain risks relating to its ongoing business operations. The primary objective for the use of
derivative instruments, including energy contracts, options, and futures, is to manage price risk associated with forecasted purchases
of energy or fuel used to generate electricity, or to manage anticipated generation capacity in excess of forecasted demand from
existing customers. The Company’s energy related derivative contracts manage commodity risk.

'On November 1,2011, PNMR completed the sale of First Choice. See Note 2. Accordirrgly, PNMR information reflects
activity for First Choice through October 31,2011. The difference between the PNMR and PNM amounts represents First Choice.

Commodity Risk |

Marketing and procurement of energy often involve market risks associated with managing energy commodities and
establishing open positions in the energy markets, primarily on a short-term basis. The Company routinely enters into various
derivative instruments such as forward contracts, option agreements, and price basis swap agreements to economically hedge price
and volume risk on power commitments and fuel requirements and to minimize the effect of market fluctuations in wholesale
portfolios. The Company. monitors the market risk of its commodity contracts using VaR and GEaR calculations to maintain total
exposure within management-prescribed limits in accordance with approved risk and credit policies. :

PNM is required to meet the demand and energy needs of its retail and firm-requirements wholesale customers. PNM is
exposed to market risk for its share of PVNGS Unit 3 and the needs of its ﬁrm—requrrements wholesale customers not covered
under a FPPAC. PNM’s operations are managed primarily through a net asset-backed strategy, whereby PNM'’s aggregate net
open forward confract position is covered. by its forecasted excess generation capabllmes or market purchases. PNM could be
exposed to market risk ifits generation capabilities were to be disrupted or if its load requirements were to be greater than anticipated.
If all or a portion of load requirements were required to be covered as a result of such unexpected situations, commitments would
have to be met through market purchases. . »

First Choice was 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. The rates charged to First Choice customers were
negotiated with each customer. First Choice purchased power at wholesale and sold power at retail to customers in the competitive
ERCOT retail markets.. Many of these retail customers bought power from First Choice for a contracted period of time at a fixed
price so First Choice was exposed to price risk if the wholesale power price changed during the time of the contract. First Choice’s
strategy was to minimize its exposure to fluctuations in market energy prices by matching sales contracts with supply instruments
designed to preserve targeted margins. However, if actual fixed price retail loads varied significantly from forecasts (for example,
due to extreme weather, other significant load changes or contract breaches), First Choice had a residual exposure to wholesale
power price risk for the mismatch between the forecast and actual load.
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Accounting for Derivatives

; Under derivative accounting and related rules for energy contracts, the Company. accounts for-its various derivative
instruments for the purchase and sale of energy based on the Company’s intent. Energy contracts that meet the definition of a
derivative under GAAP and do n6t qualify, or are not designated, for the normal sales and purchases exception are recorded on
the balance sheet at fair value at each period end. The changes in fair value are recognized in earnings unless specific hedge
accounting criteria are met and elected. ! Normal sales and purchases are not marked to market and are reflected in results of
operations when the underlying transactions settle.

For derivative transactions meeting the deﬁmtlon of a cash flow hedge, the Company documents the relationships between
the hedging instruments and the items being hedged This documentation includes the strategy that supports executing the specific
transaction and the methods utilized to assess the effectiveness of the hedges. Changes in the fair value of contracts qualifying
for cash flow hedge accounting are included in AOCI to the extent effective. The Company assesses the effectiveness of hedge
relationships at least quarterly using statistical data. Ineffectiveness gains and losses were immaterial for all perlods presented.
Gains or losses related to cash flow hedge instruments, including those de-designated, are reclassified from AOCI when the hedged
transaction settles and impacts earnings. As of December 31, 2011 and 2010, the Company was niot hedging its exposure to the
variability in future cash ﬂows from commodlty derivatives through designated cash flows hedges. ~

as economic hedges Economrc hedges are deﬁned as derivative 1nstruments, ineluding long-term power agreements, used to
economically hedge generation assets, purchased power and fuel costs, and customer load requirements. Changes in the fair value
of economic hedges arereflected in results of operations and are classified between operating revenues and cost of energy according
to the intent of the hedge The Company has no trading transactions. ;

Fair value is defined under- GAAP as the price that would be received for an asset or paid to transfer a liability (an exit
price) in the principal or most advantageous iiarket for the asset or liability in an orderly transaction between market participants
on the measurement date. - Fair value is based on current market quotes as available and is supplemented by modeling techniques
and assumptlons made by the Company to the extent quoted market prices or volatilities are not available. External pricing input
availability varies based on commodity Iocation, market liquidity, and terii of the agreement. Valuatlons of derivative assets and
liabilities take into account nonperformance risk 1nclud1ng the effectof counterparties’ and the Company screditrisk. The Company‘
regularly assesses the validity and availability of pncmg data for its derivative transactions. Although the Company uses its best
Jjudgment in estimating the fair value of these 1nstruments there are inherent limitdtions in any estimation technique! ne

The Company does notoffset faif value, cash collateral, and accrueéd payable orreceivabléamounts recognized for derivative
instruments undér master neétting arrangements. At December 31,2011 and 2010, amounts reco gnized for the legal right t6 reclaing
cash collateral were zero and $3.4 million for PNMR and zero and $3.0‘million for PNM. In addition, at December 31, 2011 and
2010, amounts posted as cash collateral under margin arrangements were $1.8 million and $32.0 million for PNMR and $1.8

" million and $2.1 million for PNM. PNMR and PNM had no obhgatlons to return cash collateral at December 31, 2011 and 2010.

Cash collateral amounts are: 1nc1uded in other current assets on the Consohdated Balance Sheets

The following tables do not 'mclude.actlvrtyxrelated to PNM Gas: See Note 22.
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Commodity Derivatives

Commiodity derivative instruments.are summarized as follows:

Economic Hedges

December 31,
2011 2010
" (Inthousands)
o PNMR . o |
Currentassets . .- B : $ 3,713 § 15,999
Deferred charges ‘ — 5,264
* B , , . 3,713 21,263
' Current liabilities, . T (1,632) (31,407)
 Long-term liabilities . _—_ 243 (12,831)
- (4,069  (44,238)
Net . $ (356) $  (22,975)
. PNM | T
Current assets - - o g 37130 8 1,443
* Current liabilities o : S (1,632) (3,110)-
Long-term liabilities 2437 (2,009)
o S (4,069 (5,119)
Net ' o S G568 (3679

On Aprll 20, 2010 PNM recelved NMPRC approval ofa hedglng plan to manage ﬁ1e1 and purchased power costs related
to customers covered by its FPPAC The table above includes $0:5 million.of current assets and $0.5 million of current liabilities
at December 31, 2011, and $0.6 million of current assets at December 31, 2010 related to this plan. The offsets to these amounts
are recorded as regulatory assets and liabilities on the Consolidated Balance Sheets.

The following table presents the effect of commodity derivative instruments on earnings and. OCI, excluding income tax

effects. For cash flow hedges, including de-designated hedges, the earnings impact reflects the reclassification from AOCI when
the hedged transactions;settle. ;

Economic " Qualified Cash
Hedges - ‘ ~ Flow Hedges
Year Ended " Year Ended
December 31, December 31,
2011 2010 2011 2010
: (In thousands)
~ PNMR .

- Electric operating revenues $ 5,682 $ (4,030) $ — 3 29,930
Cost of energy ‘ (2,201) (44,743) (422)  (2,263)
Total gain (loss) $ 3481 $ (48,773) $ C(422) $ 27,667

. Recognized in OCI $ 422 $.. (18,739)

- PNM ’
Electric operating revenues $ 5,682 § (4,030) $ — 8 29,930
Cost of energy (1,058) (5,386) — (18)
Total gain (loss) $ 4624 $  (9416) $ - — $ 29912
Recognized in OCI \ $ —$ (20,984)
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' Commodity contract volume positions are presented in Decatherms for gas related contracts and in MWh for: power related
contracts. The table below presents PNMR’s and PNM’s net buy (sell) volume positions: : ‘

- Economic Hedges

K December 31, 2011 ,

PNMR and PNM : ' 1,499,000 (366,448)
December 31, 2010 '

PNMR ' 22,767,500 1,693,431

PNM o o 1,882,500 (990,120)

In connection with managing its commodity risks, the Company enters into master agreements with certain counterparties.
If the Company is in a net liability position under an agreement, some agreements provide that the counterparties can request
collateral from the Company if the Company’s credit rating is downgraded; other agreements provide that the counterparty may
requestc collateral to prov1de itwith “adequate assurance” that the Company will perform; and others have 1o provision for collateral.

The table below presents information about the Company’s contmgent requirements to provide collateral under commodity
contracts having an objectively determinable collateral provision that are in net liability positions and are not fully collateralized
with cash.: Contractual liability represents commodity derivative contracts recorded at fair value on the balance sheet, determined
on an individual contract basis without offsetting amounts for individual contracts that are in an asset position and could be offset
undér mastet netting agréements with the same counterparty. The table only reflects cash collateral that has beeni posted under
the existing contracts and does not reflect'letters of credit under the Company’s revolving credit facilities that have been issued
as collateral. Net exposure is the net contractual liability for all contracts, including those designated as normal purchases and
sales, .offset by ex1st1ng cash collateral and by any-offsets available under master netting agreements, including both asset and
liability positions. .

. Contingent. Feature— .. Contractual  Existing Cash .
Credit Ratmg Downgrade Liability Collateral Net Exposure -
' / (In thousands) B
December 31, 2011 o _
PNMR and PNM o $ 4036 § 00— 8 ,4,036
L December 31, 2010 R f B
PNMR $ 8,113 $ — 5 2642
PNM o $ 291 8 - — 3 119

Sale of Power from ‘PVNGS Unit 3

‘In April 2008, PNM entered into three separate contracts for the sale of capacity and energy related to its entire interest
in PVNGS Unit 3. Under two of the contracts, PNM sold 90 MW of firm capacity and energy. Under the third contract, PNM
sold 45 MW of unit confingent capacity and energy. The term of the contracts was May 1, 2008 through December 31, 2010.
Under the two firm contracts, the two buiyers made prepayments of $40.6 million and $30.0 million. These amounts were recorded
as deferred revenue and were amortized over the life of the contracts. The prepayments received under the firm contracts, as well
as required subsequent monthly payments on them, are shown as a financing activity in the Consolidated Statement of Cash Flows
as required by GAAP. The firm contracts were accounted for as cash flow hedges and changes in fair value were included in
AOCI. The contingent contract was accounted for as a normal sale. Beginning January 1, 2011, PNM is selling its interest in
PVNGS Unit 3 daily at market prices. PNM has established fixed rates for the majority of these sales through the end of 2012
through hedging arrangements that are accounted for as economic hedges and is partlally hedged nto 2013.

Non—Derlvatlve Financial Instruments

The ca’rfj'/inglamouuts reflected o_n the Constolida:ced; Balance Sheets approximate fair value for cash, receivables, and
payables due to the shoft period 6f maturity. Available-for-sale securities are carried at fair value. Available-for-sale securities
for PNMR and PNM consist of PNM assets held in the NDT for its share of decommissioning costs of PVNGS. PNMR and PNM
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do not have any unrealized losses on. aya,llable-for-sale securities.: The fair.value of and gross unreahzed gains.of investments in
available-for-sale securities are presented in the following table. . :

Bt oL L s December 31, 2011 December 31, 2010
A L Unrealized Unrealized '
Gains - - Fair Value Gains Fair Value
) (In thousands) .-
Equity securities: HERDEI
Domestic value R $ 3,549 $ 25,143 § . 5,108  §: 25,491
Domestic growth - : 16,714 52,187 17,239 - 48,237
International and other 662 12,754 2,730 10,670
. Fixed income securities: , S : C e
.. Municipals ~ PRI S 2861 + 41463 . - 837 37,595
US.Government 701353 0 25367 348 21,541
Corporate and other 2 91 C s 8,402

Cash-investments - IR L2766 - L4986
S 8. 25885 168851 8 36835 § 156922

i

| The proceeds and gross reahzed gains and losses on the disposition of avallable for—sale secuntles for PNMR and PNM
are shown in the following table. Reallzed gains and losses are determined by specific 1dent1ﬁcat10n of costs of securities sold.

Year Ended December 31
2011 2000 2009
. (In thousands)
Proceeds fromsales §. 145286 8 79,853 $ 124519
Grossrealizedgains ~~  ~ 7§ 17,493 § 5635 $ 6,009
Gross realized (losses) $ (6223) $ - (3,704) $ . (7,359)

* Held-to-maturity securities are those investments in debt securities that the Company has the ability and intent to hold
until maturity. Held-to-maturity securities consist of the investment in PVNGS lessor notes and certam items within other
investments, including the EIP lessor note. :

The Company has no available-for-sale or held-to—maturity secuﬁﬁes for which carrying value exceeds fair value. There
are no impairments considered to be “other than temporary” that are included in AOCT and not recognized in earnings.

At December 31, 2011, the available-for-sale and held-to-maturity debt securities had the following final maturities:

P A Fair Value S
* Available-for-— AL
Sale . - Held-to-Matunty «
PNMR and - ' S
PNM.  PNMR . = PNM.
. . o T (In thousands) G " _
Withiin 1 year s 147008 . 233908 2339
AﬂerlyearthmughSyears ., 20862, . 115788 . 108,742
After 5 years through 10 years | 11,897 2,060 —

Over 10 years R 41,772 - —
: $ 76,001 $ 120,187 % 111,081 -
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The carrying amount and fair value of held-to-maturity debt securities and other non-derivative financial instruments
(including current maturities) are:

December 31, 2011 December 31,2010
- Carrying Carrying
Amount Fair Value Amount Fair Value
(In thousands) - ,

PNMR o
Long-term debt $ 1,674,013 $§ 1,873,002 $ 1,565847 $ 1,659,674 .
Investment in PVNGS lessor notes $ 107,094 $ 108,742 $ 136,145 $§  141,663.., .
Other investments '$ 12,207 § 14208 $ 18,791 § 21,675

PNM : L e
Long-term debt $ 1215540 § 1294846 $ 1,055,748 $ 1,056,864
Investment in PVNGS lessor notes $ 107,094 $ 108,742 $ 136,145 $ . 141,663 ..
Other investments $ 2,900 $ 3,052 $ 5,068 $. - 5,563 .

TNMP _ L
Long-term debt $ 310963 $ 413966 $ 310337 §, . 385220

Other investments : o $ 271 % 271 8 282 8 282

The fair Value of long-term debt shown above was pnmanly determmed using quoted market values, as were certain items
included in other investments. To the extent market values were not available, fair value was deterrnmed by d1scount1ng the cash
flows for the instrument. usmg quoted 1nterest rates for comparable instruments. \ S U

Other Falr Value Disclosures

i PRI TR

The Company determines the fair values of its derivative and other instruments based on the hierarchy established in
GAAP, which requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when
measuring fair value. GAAP describes three levels of inputs that may be used to measure fair value. Level 1 mputs are quoted
prices (unadjusted) in active markets for identical assets or liabilities that the reporting entity has the ability to access at the
measurement date. Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable forthe asset or
liability, either directly or indirectly. Level 3 inputs are unobservable inputs for the asset or liability. Level 3 inputs-used in
determining fair values for the Company consist of internal valuation models.

For NDT investments, Level 2 fair values are provided by the trustee utilizing a pricing service. “The‘pricing provider
predominantly uses the market approach using bid side market value based upon a hierarchy of information for-specific-securities
or securities with similar characteristics. For commodity derivatives, Level 2 fair values are determined based on market observable
inputs, which are validated using multiple broker quotes, including forward price, volatility, and interest rate curves fo estabhsh
expectations of future prices. Credit valuation adjustments are made for estimated credit losses based on the overall exp()sure to
each counterparty. Fair values of Level 3 commodity derivatives are determined in a manner similar to-those in Lével 2, but are
at a lower level in the hierarchy due to low transact1on Volume or market 1111qu1d1ty that significantly limit-the availability of
observable market data.” —~ -

Derivatives and Investments

"The fair values of denvatlves and 1nvestments that-are recorded at fa1r value on the Consolrdated Balance Sheets are as
follows: .
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" December 31;2011

PNMR and PNM
NDT investments
Cash and equivalents
Equity securities:
Domestic value
Domestic growth
International and ottier
Fixed income securities:
U.S. government =~
Municipals
Cérpdrate and other
Total NDT investments

Corhrpo&ity _dgrivaﬁve 'ésge‘téh
Commodity derivative liabilities
Net
December 31, 2010
PNMR and PNM
NDT inVesﬁnents ‘
Cash and 'fzquivalents

Equity securities: -
Domestic value
Domestic growth
.- International and other
- Fixed income securities:
" U.S. government k
Municipals
Cdrporate and other
Total NDT investments -
PNMR
Commodity derivative assets
Commodity derivative liabilities
Net
PNM
Commodity derivative assets
Commodity derivative liabilities
Net

Déecember31,2011, 2010 and 2009

Quoted Prices Significant ,
in Active Other - Significant
Market for Observable Unobservable
e Identical Assets Inputs Inputs
Total® (Level 1) (Level 2) (Level 3)
o B (In thousands)

3 2,766 $ 2,766 $ — 3 —
25,143 25,143 — —
52,187 52,187 — —
12,754 12,754 — —
25,367 21,409 3,958 —

41,463 ‘ — 41,463 —
9,171 — 9,171 —

$ 168851 $ 114,259 § 54,592 '$ —
$ 3713 $ — 3 3713.8 —
(4,069) L - (4,069) —_

$ (356 8 — $ (356) $ —
$ 498 $ 498 § — 3 —
25,491 25,491 — —
48,237 48,237 — —

o0 10,670, 10,670 — —

| 21,541 16,613 4928 -
37595 — 37,595 —

$ 156,922 § 105997 § 50,925 $ —
$ 21263 $ 8,646 $ 12,308 §. 272
(44,238) (26,378) (16,729) (1,094)

" $ (22975 $ (17,732) $ 44218 (822)
$ 1,443 $ — 8 1,443 § —
(5,119) — (5,119) —

$  (3,676) $ — 3 (3,676) $ -

M The Level 1, 2 and 3 columns in the above table are presented based on the nature of each instrument. The total column
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is presented based on the balance sheet classification of the instruments and reflect unit of account reclassifications
between commodity derivative assets and commodity derivative liabilities of zero for PNMR and PNM at December 31,
2011 and less than $0.1 million for PNMR and zero for PNM at December 31, 2010. There were no transfers between

levels for the twelve months ended December 31, 2011.

A reconciliation of the changes in Level 3 fair value measurements is as follows:

- PNMR PNM
Year Ended . Year Ended
December 31, " December 31,
h 2011 2010 2011 . 2010
‘ ) (In thousands) e
Balance at beginning of period o s (822) $ 248 § — 8 (17
~ Total gains (losses) included in earnings 1,020 (1,646) — - (128)
Purchases - 3,163 70 —_ =
Settlements (1,578) 506 — 145
Sale of First Choice (1,783) — — . —
Balance at end of period $ — 3 822) $ — 3 —-
Total gains (losses) included in earnings attributable to the
change in unrealized gains or losses relating to assets
still held at the end of the period $ — $ (1,087) $ — 8 —

The above gains and losses (realized and unrealized) for Level 3 fair value measurements included in earnings are reported

in cost of energy
. . )‘

Investmients Held by 'Einpldyee Benefit Plans -

As discussed inNote 12, PNM and TNMP have trusts that hold investment assets for their pension and other postretirement
benefit plans. The fair value of the assets held by the trusts impacts the deterinination of the funded status of each plan, but the
assets are not reflected on the Consolidated Balance Sheets. Both the PNM Pension Plan and the TNMP Pension Plan hold units
of participation in the PNM Resources, Inc. Master Trust (the “PNMR Master Trust™), which was established for the investment
of assets of the pension plans. Fair value of alternative 1nvestments is determined based on net asset value as reported by fund

managers.
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- The fair values of investmients held by the employee benefit plans are ags follows:

; Quoted N
Prices in .
Active " Significant
Market for Other Significant
" Tdentical” ‘Observable -  Unobservable
: Assets Inputs Inputs
o Total (Level 1) (Level 2) (Level 3)
December 31, 2011 - R (In thousands) '
-~ . PNM Pension Plan .
Partlclpatlon in PNMR Master Trust Total Plan - S
Investments $ 444,466 $ 176,279 $ 184,054 $ 84,133
. : TNMP Pension Plan Co T , : - o
Participation in PNMR Master Trust Total Plan - o . PE ; ‘
Investments . 3 62,139 §$ 24,118 §$ 23,466 $ 14,555
PNM OPEB Plan '
Cash and equivalents $ 1,128 § 1,128 § - % -
Equity securities: e L R : ,
International funds .. LT 2740 — 2,740 o —
Domestic value 1,289 Co1289 _~ —
Domestic growth o 43,016 22215 . 20,801 =
Other funds SRR 7678 — 7,678 —
Fixed income securities: o BT ‘ o o -
Mutual funds ‘ 4,006 4,006 - s —
Total Assets $ 59,857 § 28,638 § 31,219 8 —
TNMP OPEB Plan T ) A
Cash and equivalents ., . . .. § 180 . $ .. 180 $. o= % —
Equity securities: . - T 8 ' -
International funds ‘ BRI Sl 1,248 e 1,248 L e
‘Dortestic value' - o SR £ ) R 550 T — SRR —
" Domestic growth S 38 738 - =
Other funds - 3,048 — 3,048 =
Fixed income securities:
Mutual funds , " 2,694 2,694 — —
Total Assets $ 8,459 '$ 4,163 $ 4296 $ —
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Quoted
Prices in
Active Significant
Market for Other Significant
Identical Observable  Unobservable
Assets Inputs Inputs
. ) Total (Level 1) (Level 2) (Level 3)
December 31, 2010 (In thousands) k :
PNM Pension Plan . :
Participation in PNMR Master Trust $ 393,480 $ 208,759 $ 105,781 $ 78,940
TNMP Pension Plan : ' :
Participation in PNMR Master Trust $ 60,506 $ 30,530 $ 16,317 $ 13,659
PNM OPEB Plan '
Cash and equivalents . $ 1,811 $ 1,811 § — $ —
Equity securities: : o
International funds 3,182 — 3,182 o —
Domestic value ‘ _ 1,363 1,363 — -
Domestic growth 4 41,278 22,939 18,339 =
Other funds 9,057 — 9,057 —
Fixed income securities: (.
Mutual funds 5,860 5,860 — —
Total Assets $ 62,551 § 31,973 $ 30,578 $ —
TNMP OPEB Plan B -
Cash and equivalents $ 424 $ 424 3 — 3 L
Equity securities: | ‘ . o I' . ; '
International funds ' o CL116 — 1,116 —
Domestic value 582 582 — S
Domestic growth S ' 710 710 - ’ —
Other funds 2,959 — 2,959 e
Fixed income securities: :
Mutual funds : 2,834 2,834 — e
Total Assets

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

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

$ 8,625 § 4,550 $ 4075 § —
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The fair values of investments in the PNMR Master Trust are as follows:

Quoted Prices in Significant

Active Other Significant
Market for Observable  Unobservable
Identical Assets Inputs Inputs
e Total (Level 1) (Level 2) (Level 3)
" December 31, 2011 PR ' S (In thousands)
PNMR Master Trust , o
Cash and equivalents . 8 6753 6,753 $ — .8 —
Equity securities: ' e s .
International , 37,173 37,173.. . e . —
Domestic value~ . 1: 9 1) 57,437 . 913 . —
Domestic growth o 65,004 65,004 — L
Other funds 15,271 —_ 15,271 —
Fixed income securities: _ \ ,
Corporate e 59,730 — 59,730 : —
U.S. government . : 104,102 34,030 70,072 . —
Municipals - . 3,478 — 3,478 —
Other funds 58,056 — 58,056 -
Alternative investments: - ' 4 , :
Private equity funds = . 37,100 — — 37,100
Hedge funds T 36904 — = 36,904
Real estate funds ; . . 24,684 — — - 24,684
Total Fair Value of Plan Investments $ 506,605 $ 200,397 $ 207,520 $ 98,688
December 31, 2010 ; o
PNMR Master Trust
Cash and equivalents . $ 10,718 $ 10,718 § — % —
Equity securities: . :
International 46,505 46,505 — =
questic value . 79,218 76,493 2,725 , —
Domestic growth . T 81375 81,375 — R
Othé¢rfunds = ' 49,307 — 49,307 —
Fixed income securities: - ,
Corporate 2,062 — 2,062 —
U.S. government ' 39,585 24,198 15,387 —
Municipals 2,935 — 2,935 —
Other funds ' 49,682 — 49,682 —
Alternative investments: :
Private equity funds . 32,935 — — 32,935
Hedge funds 37,622 — o 37,622
Real estate funds 22,042 — — 22,042
Total Assets $ 453,986 $ 239,289 $ 122,098 $ 92,599
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A reconclhatton of the changes in Level 3 fair ’value measurements; is as follows

PR .

i

ERNAE

Lo Level 3bFﬂair \”’al.ueAsse.@ and Llabiﬁties_ . /

PNM Pension .

Balance at beginning of period

Actual refurn on assets sold during the period

. Actual retdrn on- assets still-held at penod end . - v

“‘Purchases:
. Sales ™
' Balance at en,d of penod

RO BalanCe at begmnmg of pericd-

Actual refurn of asséts sold during the period
Actual return on assets still held at period end

Purchases
Sales
Balance at end.of period . . -

TNMP Pensmn L

» Year Ended December 31,
2011 2010,
- (In thousands)
' " Real"
‘Master- - Master Estate
+ Trust . - . Trust = Funds
$ 78940 'S 74,105 § 2,168
Coo. Le2a (778) (1,846)
i <1404 - 4015 —
: 4,030 L3373 =
(1865 '(32,133) - (322)
o8 . 84133 $, 78,940 $ —
$ 13,659 $ - 12,426
S 280 ¢ T (199)
243 1,024
695 8,602
(322) " (8,194)

$ 14,555 §

13,659

Additional information concennng changes in Level 3 fair value measurements for the PNMR Master Trust is as follows:

Level 3 Fair Value Assets and Liabilities

PNMR Master Tru_st’

Balance at December 31 2009

Actual return on assets sold dunng the period
Actual refurn on assets still held at period end
Purchases

Sales ) L

Balance at -December.?l 1, 2010 '

Actual return on assets sold diﬁ'ing the period

Actual return on-assets still held at period end
Purchases « - :x.. .- B

Sales

Balance at December 31, 2011 N

(9) Varlable Interest Entltles ‘

13
4

Real

Private
Y equity Hedge estate - _.
funds funds funds Total
» (In thousands)

T 26883 $ 34921 $ 24727 § 86,531
(769) — (208) 977)
2,363 2,701 (25) 5,039
39,255 — 3,078 42,333
(34,797) — (5,530) (40,327y
32,935 37,622 22,042 92,599
1,904 — - 1,904
2,372 718 (D 1647
2,076 - 2649 4725
AL — L (2,187)
.. $ . 37,100, 8 _ .36904 $ . 24684 $ 98688

S

GAAP determmes how an enterpnse evaluates and accounts for its mvolvement w1th vanable interest entities, focusing

prlmanly on whether the enterpnse has the power to direct the act1v1t1es that most 51gn1ﬁcant1y 1mpact the economic performance
ofa vanable 1nterest entlty GAAP also requ1res contmual reassessment of the primary beneﬁc1ary of : a Vanable interest entity.
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PNM has a PPA to purchase all of the eléctric capacity and energy from Valencia, a 145 MW natural gas-fired power plant
near Belen, New Mexico through May 2028. A third-party built, owns, and operates the facility while PNM is the sole purchaser
of the electricity generated. The total construiction cost for the facility was $90.0 million. During the term of the PPA, PNM has
the option to purchase and ewn up to 50% of the plant or the variable interest entity. PNM estimates that the plant will typically
operate during peak perlods of energy demand in summer. PNM is obligated to pay fixed O&M and capacity charges in addition
to variable O&M charges under this PPA. For the years ended December 31, 2011, 2010, and 2009, PNM paid $18.3 million,
$17.9 million, and $17.7 million for fixed charges and $1.4 million, $1.1 million, and $0.5 million for variable charges. PNM
does not have any other financial obligations related to Valencia. The assets of Valencia can only be used to satisfy obligations
of Valencia and creditors of Valencia do not have any recourse against PNM’s assets. -

PNM sources fuel for the plant, controls when the facility operates through its dispatch, and receives the entire output of
the plant, which factors directly and significantly impact the economic performance of Valencia. Therefore, PNM has concluded
that the third party entity that owns Valencia is a variable interest entity and that PNM is the primary beneficiary of the entity
under GAAP since PNM has the power to direct the activities that most significantly impact the economic performance of Valencia
and will absorb the majority of the-variability in the cash flows of the plant. As the primary beneficiary, PNM consolidates the
entity in its financial statements. Accordingly, the'assets, liabilities, operating expenses, and cash flows of Valencia are included
in the consolidated financial statements of PNM although PNM has no legal ownership interest or voting control of the variable
interest entity. The assets and liabilities of Valencia set forth below are immaterial to PNM and, therefore, not shown separately
on the Consolidated Balance Sheets. The owner’s equity and net income of Valencia are considered attributable to non-controlling
interest. ,

Summarized financial information for Valencia is as follows:

Results of Operations :
Year ended December 31,
2011 . 2010 . 2009
' (In thousands)

- Operating revenues : $ 19,720 $ 18,907 % 18,175
Operating expenses L (5,673) (5,344) (6,285)
Earnings attributable to non-controlling interest $ 14,047 $ 13,563 § 11,890

l -Financial Position R
December 31,
2011 2010

. (In thousands)
Current assets , $ 2,405 $ 2,372
Net property, plant and equipment L 80,785 83,617
Total assets 83,190 85,989

Current liabilities ‘ 767 . 812 |

Owners’ equity — non-controlling interest $ ' 82,423> $ ‘85 ,177

-.PNM leases interests in Units 1-and 2.0f’] PVNGS under arrangements, which were entered into in 1985 and 1986, that are
accounted for as operating leases. There are currently eight separate lease agreements with eight different trusts whose beneficial
owners are five different institutional investors. PNM is not the legal or tax owner of the leased assets. The beneficial owners of
the trusts possess all of the voting control and pecuniary interests in the trusts. As described in'Note 7, PNM has an option to
purchase the leased assets at appraised \ value at the end of the leases, but does not have a fixed price purchase option and does not
prov1de residual value guarantees PNM has optlons to renew the leases at fixed rates set forth in the leases for two years beyond
the termination of the original léase terms. The option penods on Ceftain leases may be further extended for up to an additional
six yéars if the appraised remaining useful lives and fair value of the leased assets are greater than parameters set forth in the
leases. Under GAAP, these renewal options are considered to be variable interests in the trusts and result in the trusts being
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considered variable interest entities. ‘PNM is only obligated to make payments to the trusts for the scheduléd semi-annual lease
payments, which, net of amounts that will be returned to PNM through its ownership in related lessor notes, aggregate $105.1
mllllon over the remaining terms of the leases. ‘Under certain circumstances (for example, final shutdown of the plant, the NRC
issuing specified violation orders with respect to PVNGS, or the occurrence of specifiéd nuclear events), PNM would be required
to make specified payments to the beneficial owners and take title to the leased interests. If such an event had occurred as of
December 31,2011, PNM could have been required to pay the beneficial owners up to approximately $178.3 million, which would
result in PNM taking ownership of the leased assets and termination of the leases. PNM has no other financial obligations or
commitments to the trusts or the beneficial owners. Creditors of the trusts have no recourse to PNM’s assets other than with
respect to the contractual lease payments.. PNM has no additional rights to the assets of the trusts other than the use of the leased
assets. PNM has no assets or liabilities recorded on its Consolidated Balance Sheets related to the trusts other than accrued lease
payments of $26.0 million at December 31, 2011 and 2010 which are 1nc1uded in other current Habilities: ‘on the' Consolidated
Balance Sheets See Note 7. . :

PNM has evaluated the PVNGS lease arrangements and concluded that it does not have the power to direct the activities
that most s1gn1ﬁcantly impact the economic performance of the trusts and, therefore, is not the primary beneficiary of the trusts
under GAAP. The significant factors considered in reaching this conclusion are: the penods covered by fixed price renewal options
are-significantly shorter than the anticipated remaining useful lives of the 4ssets, particularly since the operating licenses for the
plants'were extended for twenty years through 2045 for Unit 1 and 2046 for Unit 2; PNM’s.only financial-obligation to the trusts
is to.make the fixed lease paymerits and the paynients do not vary based on the output of the plants or their performance during
the lease term; the economlcperformance ofthe trusts is substantially fixed due to the fixed lease payments; PNM is only one of
several participants in PVNGS and is not the operating agent for the plants, so does not s1gn1ﬁcantly influence the day-to-day
operations of the plants; furthermore, the operations of the plants, including plans for their decommissioning, are highly regulated
by the-NRC, leaving little room for the-participants to operate the plants in a manner that impacts the economic performance.of
the trusts; the economic performance of the trusts at the end of the lease terms is dependent upon the fair value and remaining
lives of the plants at that time, which are determined by factors such as power prices, outlook for nuclear power, and the impacts
of potential carbon leglslatlon or regulation, all which are outside of PNM’s control; and while PNM has some potential benefit
from its renewal options, the vast majority of the value at the end of the leases will accrue to the beneficial owners of the trusts,
particularly given increases in the value of existing nuclear generating facilities, which have no GHG resulting from potential
carbon leglslatlon or regulauon ~ :

PNM has a PPA covermg the entlre output of Delta, which is a variable interest under GAAP. This arrangement was
entered into prior to December 31, 2003 and PNM has been unsuccessful in obtaining the inforrmation necessary to determineif
it is the primary beneficiary of the entity that owns Delta, or to consolidate that entity if it were determined that PNM is the primary
beneficiary. Accordingly, PNM is unable to make those determinations and, as provided in GAAP, continues to account for this
PPA as an-operating: Jease:-PNM makes fixed and variable payments to Delta under the PPA. PNM also controls the dispatch of
the generating plant, ‘which impacts the variable payments made under the PPA and impacts the economic performance of the
entity that owns Delta: For the years ended December 31, 2011, 2010, and 2009, PNM incurred fixed payments of $6:0 million,
$6.0 million, and $6.4 million and variable payments of $1.5 million, $0.4 million, and $0.4 million under the PPA. PNM’s only
quantifiable obligation under the PPA is to make the fixed payments, which as of December 31, 2011, aggregated $51.1 million
through the end of the- PPA in- 2020 -PNM will also pay variable costs, which cannot be quantified since the amounts are based
on how much the generatmg plant isin operatlon PNM has no other obhgatlons or commmnents with respect to Delta

Y
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(10) Earnings Per Share.
In accordance w1th GAAP dual presentatlon of ba51c and dlluted eammgs (loss) per share has been presented in the

Consolidated Statements of Earnings (Loss)-of PNMR Informatlon regarding the computation of earnings (loss) per share is as
follows: : :

- Year Ended December 31,
© 2011 20100 ‘ 2009

(In thousands, except per share amounts)

Earhings (Loss) 'Attl"i.butab_l‘e to PNM__R; S ‘ ( : R )
Earnings (loss) from continuing operations $ 190,934 $ (31;124)- $ - 65,933

Earnings from continuing operatlons attributable to Valencia Non- L o
controlling Interest ‘ ' - (14,047) C(13;563) T (11,890)
Preferred stock d1v1dend requlrements of sub51d1ary » - , . (528) (528) o (528)
Earnings (loss) from continuing operations attnbutable to PNMR - 176,359 .. . (45,215) - 53,515
Earnings from discontinued operations c 2 . — =T sT 70,801
Net Earnings (Loss) Attributabie to BNMR o 8 176359 $ 0 (45215)°$ 124,316
Average Number of Common Shares o ‘ : - - ___—_ ....____..__.
Outstandmg during year . v . . _ .85,558 -+ - 86,673. ¢ .. 86,634
Equivalents from convertible prefetred stock (Note 5) AR o 3469 4,778: 4,778
Vested awards of restricted stock =~ : ‘ 1740 1060 23
Average Shares - Basic T TTRe00 91557 91435
Dilutive Effect of Common Stock Equlvalents m; “ T . k ‘ ” o o e
Stock options and restricted stock , . * o : 556 o . 236
Average Shares — Diluted 89,757 91,557 - 91,671
Per Share of Common Stock — Basie: L ' 7 L o o
Earnings (loss) from continuing operations’ - $ =+ .198 $ 049) .8 - 058
Eamings from discontinued operations. g e o — 0.78
Net Earnings (Loss) I - %8 198 8 (049 S 1.36
Per Share of Common Stock - Diluted: S o -
Earnmgs (loss) from contmumg operat1ons : ‘ o $ 196 $ , ‘(0,49‘)" $ 058
Earnings from discontinued operations : — : L [ — 0.78
Net Earnings (Loss) ’ 3 : o - 1:96 §  © (0498 - 136

M Excludes out—df—the-nidney bop\ti»on‘s for :1,591,648 shares of common stock at December 3 1, 2011. Due to losses in the
year ended December 31, 2010, no potentially dilutive securities are reflected in the average number of common shares
used to compute earnings (loss) per share since any impact would be anti-dilutive. See Note 13.
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(11) Income Taxes
PNMR

PNMR’s income taxes (b‘eneﬁt) from continuing operations consist of the following components:

Year Ended December 31, -
2011 20100 2009
E SRR (In thousands)

Current federal income tax. . % 1319 §0 - (52,184) .8 - (81,963)
Current state income tax o (4,208) 15,528y - (3,770) -
Deferred federal income tax. .- ) 119,280 28,364 112,707
Deferred state income tax . 7,462 9,522° . 4,393
Amortization of accumulated investment tax credits ; (2,318) o (2,429 (2,549)

Total income taxes (benefit) - ‘ $ 121,535 :% . (32,255) .8 . 28,2818

PNMR’s provision for income taxes from continuing operations 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,

2011 C L 2010 2009
: R RERTIT - (In thousands)
Federal income tax at statutbry rates i $0109,364 0 8 (22,183) 8 . 33,163
First Choice goodwill . - ” ' LAy 15,055 - — —
Investment tax credits (2,318) (2,429) (2,549)

.- Flow-through of depreciation items -~~~ - -+ i o T 3,659 - 3,995 3,777
Earnings attributable to non-controlling interest in Valencia =i .~ ° 4.917) C(4,747) (4,162) ~ -
State income tax . 3,395 (6,312) 344
Other .. ' .. (2,703) (579) (1,755)

Total income taxes (benefit) $ 121,535 $ (32,255) $ 28818

Effective tax rate siovee 0 0389% -50.89% 30.41%
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The components of PNMR’s net accumulated deferred income tax liability were:

December 31,
2011 2010
) (In thousands)

Deferred tax assets: ;

Netoperatingloss = | $ 86985 § 72950
Pension 50,515 58,267
Regulatory liabilities related to income taxes 49,413 17,037
Optim Energy i " — 7 46,508
Other : B 109,875 96,379

Total deferred tax assets.. - 296,788 - 1291,141°

Deferred tax liabilities: Sone B (TR . :

 Depreciation and plant related .~ - (697,528) (579,505)
.Investment tax credit » ' ' (15,771) (18,089)

- ‘Regulatory assets related toincome taxes S T T ' (56,312) (53,287)
Strandedcosts ¢ (28,439) (33287)
Otber Tees (168,688) (164,282)

Total deferred tax liabilities < ¢ T (966,738) (848,450)

Net accumulated deferred income tax 11ab111t1es (669,950) (557,309)

* Current accumulated deferred income tax (asset) liability 9,080 - (886) -

Non-current accumulated defetred income tax liability $  (660,870) § "~ (558,195)

- The following table reconciles the change in PNMR’s net accumulated deferred income tax liability to the deferred income
tax benefit included in the Consolidated Statement of Earnings: . - .

Year Ended
December 31, 2011
‘ : . " (In thousands)
Net change in deferred mcome tax 11ab111ty per above table ‘ $ T112,641
‘ Change in tax effects of income tax related regulatory assets and liabilities 29,427
Tax effect of mark-to-market adjustments (356)
Tax effect of excess pension liability (508)
Adjustment for uncertain income tax positions . (16,555)
Other (225)
Deferred income taxes $ 124,424

e ———————————————
Y
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PNM

PNM’s income taxes (benefit) from continuing operations consist of the following components:

Current federal incomé tax
Current state income tax
Deferreq federal income tax
Defei‘red state income tax

Amortization of accumulated investment tax credits

Total income taxes

PNM s provision for i income taxes from continuing operations differed from the federal income tax computed at the

Year Ended December 31,

2011 2000 2009

(In thousands) v
(46364) $  (77,691) $  (64,342)
6776) 438 (13621)
78,673 109,170° 77264
14,212 6939 16,974
(2,318) (2429)  (2,549)
37427 8 _ 36,427 $ ‘13,726

statutory rate for each of the years shown. The differences are attributable to the following factors:

Y
;

Federal income tax at statutory rates

Investment tax credits. .

Flow-through of deprec1atlon items

b Earmngs attributable to non-controllmg fritefest in Valenma ‘ o

State income tax
Other -

Total income. taxes
Effective tax rate
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Year Ended December 31,
2011 2010 2009
' : (In thousands)
37088 $ 37551 $ 15969
T @2318) (2,429) @, 549)
3,656 3,994 3,776
Cdotny | @mn o aie)
4,797 4747 1,933
(879) (2,689) (1,241)
37427 $ 36427 § 13,726
35.32% 33.95% 30.08%
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The components of PNM’s net accumulated deferred income tax liability were:

s © ... December 31,
2011 2010
o (In thousands)
Deferred tax assets: -
Net operating_loss\ - o $ 72,615 § 66,320
Pension o o 54,270 61,055
" Regulatory liabilities related to income taxes 43,578 10,779
Other | T 47263 52,161
* Total deferred tax assets | ; o 217,726 190,315
‘Deferred tax 11ab111t1es l o
: '::uDeprecratlon and plant related: - - (570,278) (476,533)
Investment tax credit L . (15,771) (18,089)
Regulatory assets related toincome taxes . S ', (45,331) . - €42,070)
Other | (123,098) (128,152)
Total deferred tax: hablhtles cee (754,478) (664,844)
Net accumulated deferred income tax 11ab111t1es (536,752) (474,529)
Current accumulated deferred income tax liability .. 16,562 - 9,783
N@,','.cunent accumnulated deferred income tax liability ~$ (520,190) $  (464,746)

The followmg table reconcﬂes the change in PNM’s net accumulated deferred i income tax l1ab111ty to the deferred income
tax benefit included in the Consohdated Statement of Earnings:

Year Ended

* December 31,2011
(In thousands)
Net change in deferred income tax liability per above table $ 62,223
Change in tax effects of income tax related regulatory assets and liabilities 29,539
Tax effect of mark-to-market adjustments 367
Tax effect of excess pension liability ' (360)
Adjustment for uncertain income tax positions : (1,196)
Other 6)
Deferred income taxes $ 90,567
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TNMP

TNMP’s income taxes from continuing operations consist of the following components:

. L Year Ended December 31,
— - 2011 2010 2009
. M V ‘ (In thousands)
Curi'eﬁt federal income tax . $  (3578) § 3532 §  (25237)
© Current state income tax ‘ 1981 1,766 1,584
Deferred federal income tax - 15,507 4,775 31,664
Defelfred state income tax e 29) (26)

Total income-taxes $ 13,881 $ 10,044 $ 7,985

TNMP s provision 1 for income taxes differed from the federal income tax computed at the statutory rate for each of the
perlods shown The dlﬁ'erences are attnbutable to the followmg factors:

Year Ended December 31,

2011 2010 2009

T ‘ I g (In thousands)
Federal income tax at statutory rates $ 12648, $. 9,109 $ 7,053
State income tax , 1,288 1,148 1,032
Other ' o (55 (213) (100)
Total income taxes ’ $ 13881 $ 10,044 $ 7,985

Effective tax rate - T e 38.41% 38.59% 39.63%

The components of TNMP’s net accumulated deferred income tax liability at Decembe; 31, were:

December 31,
2011 - 2010
. (In thousands) .
Deferred tax assets: s . '
Regulatory llabllltles related to mcome taxes $ 5835 $ - 6,259
Other S i : 16,043 16,638
' Total deferred tax assets o 21,878 22,897
- . Deferred tax Habilities: S . ; s : : . . '
Deprematlon and plant related . ) v o 3 (125,270) -~ (103,456) -
Strarided costs - B ‘ . : , e (28,439  (33,287)"
* Regulatory assets related to mcome taxes S . (10,981) C(11,217)
Other =~ A o (14,113) (15,182)
. . ', . Total deferred tax:liabilities: .. . A : -+ +(178,803) - (163,142)
* . Net accumulated ‘deferred income tax liabilities - : : o (156;925) (140,245)
Current accumulated deferred income tax (asset) ~* ‘ 2272 (1,876)
Non-current accumulated deferred income tax liability: « $ (159,197) §  (142,121)
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The following table reconciles the change in TNMP’s net accumulated deferred income tax liability to the deferred income
tax benefit included in the Consolidated Statement of Earnings:

cod "

Year Ended

December 31, 2011

el ~ C . » (In thousands)
Net change in deferred income tax liability per above table $ 16,680
Change in tax effects of income tax related regulatory assets and liabilities o , o (1 12)’
Tax effect of excess pension liability , ‘ ' (148)
Adjustments for uncertain income tax positions o S (87)
Other : e | O (855)

Deferred income taxes .« ... ae $ S 15,478

GAAP requ1res that the Company recognize only the 1mpact of tax pos1t10ns that ‘based ¢ on their techmcal merits, are more
likely than not to be sustained upon an audit by the taxing authority. A reconciliation of unrecogmzed tax benefits (expenses) is
as follows : :

PNMR PNM TNMP
_ (In thousands)
Balance at December 31,2008 $ 16,388 $ 69 $ 541
Additions based on tax positions related to 2009 6,633 @87) 6255
. 'Reductions for tax positions of pI‘lOI‘ years . 430) — —
Settlements S Lo e el ‘ — — - —
Balance at Deceriber 31,2009 .~ . 22,591 (218) 6,79
Additions based on tax positions related to 2010 ‘ 13,514 12,136 992
Reductions for tax pos1t1ons of prior years N = — o —
Settlements .- — — —
Balance at December 31, 2010 , : 36,105 11,918 7,788
© Additions based on tax posmons related to 2011 (790) (717) (74)
“Reductions for tax pos1t1ons of prior years (15,735) (449) “(13)
Settlements o ‘ , _ L= — —
Balance at December 31,2011 ' $ 19,580 $ 10,752 §$ 27,701

Included in the balance at December 31, 2011 are $3.8 million and’ $0.5 million of unrecognized tax ‘benefits that, if
recognized, would affect the effective tax rate for PNMR and PNM. None of TNMP’s unrecognized tax benefits at December 31,
2011 would affect the effective tax rate if recognized. The Company believes that it is reasonably possible that approximately
$16.8 million of PNMR’s unrecogmzed tax expenses, $8.7 million of PNM’s unrecognized tax expenses, and $7.5 million of
TNMP’s unrecognized tax benefits will be reduced or settled in 2012 as a result of the conclusion of income tax examinations.

Estimat‘e‘-d“‘ir'lteres_f income related‘ to refunds the Company expects to receive is included.in Other Income and estimated
interest expense and penalties related to potential cash settlements are included in Interest Expense in the Consolidated Statements
of Earnings (Loss). Interest income (expense) related to income taxes is as follows:

G PNMR'  ~  PNM “TNMP

(In thousands)
2011 $ 467 $ 401 $ 2
2010 $ 397 § 465 $ ®)
2009 $ 6,418 § 7,746 $ » ©6)
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Accumulated accrued interest receivable (payable) related to income taxes is as follows:

PNMR PNM TNMP
(In thousands)
. December 31, 2011: .

Accumulated accrued 1nterest rece1vable $ 3,552 $ . 3,552 §$ —

Accumulated accrued mterest payable $ (1,107) $ - (23) $ 113y -
December 31, 2010: ‘ : ) : '

" Accumulated accrued interest receivable $ 4,001 $ 4,001 $ —

$

Accumulated accrued interest payable (1,174) § 23) 3 (115)

The Company files a federal consolidated and several consolidated and separate state income tax returns, The tax years
prior to 2003 are closed to examination by either federal or state taxing authorities. - Tax year 2003 is open for examination only
for certain items. Taxiyear 2004 is closed to-examination by federal and state taxing authorities. Other tax years are open to
examination by federal and state taxing authorities. AtDecember 31,2011, the Company has $139.9 million of federal net operating
loss carryforwards that expire in 2030 and $24.3 mllllon of federal tax credit carryforwards that expire beginning in 2023. State
net operating losses expire begmmng in 2015 and vary from federal due to dlfferences between state and federal tax law.

(12) ‘Pension and Other Postretirement Beneﬁts

PNMR and its subs1dlar1es mamtam quahﬁed defined benefit pension plans postretlrement benefit plans providing medical
and dental benefits, and executive retirement programs (“PNM Plans” and “TNMP Plans”). PNMR maintains the legal obligation
for the benefits owed to participants under these plans. As discussed in Note 2, PNM completed the sale of its gas operations to
NMGC on January 30,2009. PNM retained the obligations under the defined benefit pension plans and executive retirement plans
relating to employees that transferred to NMGC upon the sale. NMGC assumed the postretirement medical and dental obligations
for the transferred employees The periodic costs or income of the PNM Plans and TNMP Plans are included in regulated rates
to the extent attributable to regulated operations. "In addition, PNM receives a regulated return on the amount it has funded for its
pension plan in excess of the periodic cost or income. =

Participants in the PNM Plans include e11g1ble employees and retirees of PNMR and other subs1d1ar1es of PNMR.
Participants in the TNMP Plans include eligible employees and retirees of TNMP and other subsidiaries of TNP. The PNM pension
plan was frozen at the end of 1997 with regard to new participants, salary levels and benefits. Through December 31, 2007,
additional credited service could be accrued under the PNM pension plan up to a limit determined by age and service. The TNMP
pension plan was frozen at December 31, 2005 with regard to new partlclpants salary levels and benefits.

GAAP requlres a plan sponsor to (2) recognize in its statement of financial position an asset for a plan’s overfunded status
or a liability for a plan’s underfunded status; (b) measure a plan’s assets and its obligations that determine its funded status as of
the end of the employer’s fiscal year; and (c) recognize changes in the funded status of a defined benefit postretirement plan‘in
the year in which the changes occur. Such changes are reported in other comprehensive income.

GAAP also requires unrecognized prior service costs and unrecognized gains or losses to be recorded in AOCI and
subsequently amortized. The amortization of these incurred costs will ultimately be included as pension and postretirement periodic
cost or income in subsequént years. To the extent the amortization of these items will ultimately be recovered in future rates,
PNM and TNMP record the costs as a regllatory asset or regulatory liability. ‘

The Company has in place, for the PNM Plans and TNMP Plans, a policy that defines the investment objectives, estabhshes
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:

. Maximize the return on assets commensurate with the risk that the Corporate Investment Committee deems

g appropriate to: meet the obligations of the pension plans and other postretirement benefits plans; minimize the
volatility of expense and account for contingencies

. Generate a rate of return for the total portfolio that equals or exceeds the actuarial investment rate assumption

. Transition asset mix over time to a higher proportion of high quality fixed income investments as the plans' funded

status improves ‘
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Management is responsible for the determination of the asset target mix and the expected rate of return. ‘The target asset
allocations are determined based on consultations with external investment advisors. The expected long-term rate of return on
pension and postretirement plan assets is calculated on the market-related value of assets. GAAP requires 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 year’s 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. 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.

In March 2010, the Patient Protection and Affordable Care Act and the Health Care and Education Reconciliation Act of
2010 were signed into law. This legislation expands health care coverage to individuals and will largely be funded through tax
increases. One provision that will impact certain companies significantly is the elimination of the tax deductibility of the Medicare
Part D subsidy. The Company does not expect any s1gn1ﬁcant impact on its financial statements)as a;result, of the legislation.

In June 2010, the, Preservation of Access to Care for Med1care Beneﬁc1ar1es and Pension Rellef Act was enacted The act
contains a prov1s1on desrgned to lower requlred contr1but10ns to pension plans by offenng extended amort1zat1on methods for
shortfalls resulting from recent losses in asset market value. The Company’s pension plans were allowed relief for losses occurring
in any two years within the 2009-2011 periods. The Company elected this relief for year 2009 and 2010 for the PNM Plan and
2010 and 2011 for the TNMP Plan. The 1mpacts of this legislation have been reflected in estlmated future contnbut1ons to the
pension plans. - Lo

Pension Plans , C oy

_ For defined benefit pensron plans, 1nclud1ng the executlve ret1rement plans the PBO represents the actuarial present value
ofall beneﬁts attributed by the pension benefit formula to employee service rendered prior to that date usmg assumptions regardmg
future compensat1on levels. The APBO. represents the PBO without considering future compensatron levels. Since the plans are
frozen, the PBO and APBO are equal. The following table presents 1nf0rmat10n about the PBO fair value of plan assets, and
funded status of the plans:

PNM Plan ‘ ' TNMP Plan
Year Ended December 31, . Year Ended December 31,
2011 e 2010 ; 2011 o 2010
s _ (In thousands)

PBO at beginning of year ‘ % 593,457 $ 545,747 $ 72,260 $ 68,636
Service cost . ‘/ . ‘ o ; ‘ — L — — ‘. : =
Interest cost : TR 32,804 34,073 - = 3,800 4,126
Actuarial (gain) loss o o 1,197 51,379 7 - (2,793) 5,113
Benefits paid . L  (38,584) - (37,742).. . (6,033) (5,615)

PBOat end of year e o et 588,874 - 593 457 - 67,234 72,260

Fair value of plan assets at beginning of year 392,788 360,854 - 60,387 57,744,
Actual return on plan assets ‘ C3L6T1  sLT2s 4447 8,013
Employer contributions SR S - ©41,511 17,951 = 1,151~ © 245
Benefitspaid =~ -~ -~ = R (38,584) " ' (37,742) 1 (6,033) (5,615)

Fair value of plan assets at end of year T 42738 392,788 59,952 60,387

Funded status-asset (liability) for pension benefits $ (161,488) $§ (200,669 $ - -(7,282)'$ (11,873)

1
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The following table presents. pre-tax information about prior service cost and net actuarial (gain) loss in AOCI as of
December 31, 2011. ; - .

PNM Plan TNMP Plan
December 31,
December 31, 2011 oo 2011
- Prior service  Net actuarial = Net actuarial
cost (gain) loss (gain) loss
v (In thousands) '
Amounts in AOCI not yet recognized in net periodic benefit cost (income) ’ '
at beginning of year $ 314 § 133,153 § 521
Experience loss (gain) — 6,601 T (1,863)
Regulatory asset (liability) adjustment” _ ) (%) (1,592) 1,358
Amortization recognized in net periodic benefit cost (income) 5 - (140) 4,074) - - (16)
Amounts in AOCI:not yet recognized in net periodic benefit cost (income) ‘ ‘
apend of year $ 171 $ 134,088 § - —

Amortization expected to be recognized in 2012 $ (138) $ 4,573) § —

The followmg table presents the components of net penodlc beneﬁt cost' (income) recognized in the Consohdated
Statements of Earmngs (Loss) i

Yeary Ended December 31,

.0 2011 2010 . . - 2009 . .
SR : “(Inthousands)
“PNM Plan - . . o
'FFSe’fv'ieecost S : S s — 8 — $ -
Interest cost ‘ B 32,804 34,073 34,439
Expected return on plan assets s ew (37,075) (37,354) (38,763)
N.Amortlzatlon of net (gain) loss L - 9,209 6,450 3,818
, Amortlzatlonofpnorservwecqst _ NEPRE . _‘ k B 317 317 317 ..
..« Net periodic-benefit cost (mcome) SRR 8 5255 % . 3,486 § (189)
INMPPlan o e T -
- Servicecost’ C s — 8 — 3 —
Interestcost ... 3300 4126 439
Expected return on plan assets o (5,470) (5794)  (6,093)
<~ . Amortization of net (gain) loss - s D 346 o e— ' —
! Amortlzatloh of | prior service cost T S RGO Lo —

Netpenodlcbeneﬁtcost(mcome)( - ’ N I | (1,668) $ ‘(1,\69'7)_.
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The following significant weighted-average assumptions were used to determine the PBO and net periodic benefit cost
(income). Should actual experience differ from actuarial assumptions, the PBO and net periodic benefit cost (income) would be
affected.

Year Ended December 31,

PNM Plan . “ 2011 2010 2009
“Discount rate for determmmg December31 PBO 5.67% 5.72% 6.47%

Discount rate for determining net periodic benefit cost (income) : 5.72% 6.47% 7.25%

Expected return on plan assets 8.50% 8.75% 8.75%

Rate of compensation increase N/A N/A N/A

TNMP Plan

Discount rate for determining December 31 PBO 5.69% - 5.50% 6.31%

Discount rate for determining net periodic benefit cost (income) 5.50% 6.31% - 1.25%

Expected return on plan assets ' » : 8.50% 8.75% 8.75%

Rate of compensation increase , N/A N/A N/A

The assumed discount rate for determining the PBO was determined based on a review of long-term high-grade bonds
and management’s expectations: Changes in discount rates resulted in increases in the PNM PBO of $2.8 million and $41.5 million
atDecember 31,2011 and 2010. Changes in discountrates resulted in a decrease in the TNMP PBO of $1.2 millionat December 31,
2011 and an increase of $5.1 million at December 31, 2010. In addition, the PNM PBO increased by $9.0 million at December
31, 2010 due to changes in demographics. The impacts of other changes in assumptions and experience were not significant.
These changes are reflected as actuarial (gain) loss above. In 2009, an actuarial loss of $9.6 million resulted from changes in
demographics associated with early retirement of PNM Gas employees transferred to NMGC. Althoughunder GAAP a curtailment
did not occur, GAAP required measuring the effects of the reduction in the work force in the same manner as a curtailment for
purposes of determining the gain or loss on the sale of gas operations. This $9.6 million, which is not included in net periodic
benefit (income) cost above, was recognized as a loss reducing the gain on the sale of PNM Gas. In 2011, TNMP had an actuarial
loss due to changes in demographics associated with the early retirement of FCP employees. The loss was not significant and is
not included.in the net periodic benefit (income) cost above.

The expected long-term rate of return on plan assets reflects the average rate of earnings expected on the funds invested,
or to be invested, to provide for the benefits included in the PBO. 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 expected long-term rate of return assumption for the PNM and TNMP pension
plans compares to the actual return of 8.0% and 7.7% for the year ended December 31, 2011. If all other factors were to remain
unchanged, a 1% decrease in the expected long-term rate of return would cause PNM’s and TNMP’s 2012 net periodic cost to
increase $5.0 million and $0.6 million (analogous changes would result from a 1% increase).

The Company's long-term pension investment strategy is to invest in assets whose values are correlated with the pension
liability. The Company has chosen to implement this strategy known as Liability Driven Investing ("LDI") by increasing the
liability matching investments as the funded status of the pension plans improves. These liability matchlng investments are
currently fixed income securities. The pension plans current targeted asset allocation is 42% equities, 41% fixed income, and
17% altemative investments. Equity investments are primarily in domestic securities that include large, mid, and small
capitalization companies. The pension plans have a 10% targeted allocation to equities of companies domiciled primarily in
developed countries outside of the United States. This category includes actively managed international and domestic equity
securities that are benchmarked against a variety of style indices. Fixed income investments are primarily corporate bonds of
companies from diversified industries, and government securities. Alternative investments includée investments in hedge funds,
real estate funds, and private equity funds. The hedge funds and private equity funds are structured as multi-manager multi-
strategy fund of funds to achieve a diversified position in these asset classes. The hedge funds pursue various absolute return
strategies such as relative value, long-short equity, and event driven. Private equity fund strategies include mezzanine financing,
buy-outs, and venture capital. The real estate investment is structured as an open-ended, commingled private real estate portfolio
that invests in a diversified portfolio of assets including commercial property and multi-family housing. See Note 8 for fair value
information concerning assets held by the pension plans.
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The followmg pens1on beneﬁt payments are- expeoted to be paid: -

PNM TNMP
) Plan Plan _ .
i (In thousands) ' . S
B 2012 $ 40,809 $ 6,690
ST 2013 e e 41,759 5,806
b w2015 el e 43,183 6,046
2016 43,715 5,690

Years.2017-2021 ) 222,072 25715 -

There was a significant decline in the general price levels of marketable equity securities held by the pension plans in late
2008 and in early:2009. Such declineshave been partjally offset by price increases through 2010..PNM and TNMP-began making
contributions to the pension plans in 2010. Based on current law and estimates of portfolio performance, contributions to the
pension plan trust are estimated to be $77.7 million in.2012 and a total of $85.3 million for 2013-2016 for PNM and $5.3 million
in 2012 anda total of $1.8 mitlion for 2013-2016 for TNMP: These anticipated contributions were developed using current funding
assumptions with a discount rate of $.3%. Actual amounts to be funded in the future will be dependent on the actuarial assumptions
at that time, mcludmg the appropnate discount rate KR :

Other Postrettrement Benefit Plans
F or postretlrement beneﬁt plans the APBO is the actuarxal present value as of a date of all future beneﬁts attnbuted under
the terms of the postretlrement beneﬁt plan to employee service rendered to that date.

The followmg table presents 1nformat10n about the APBO the fair value of plan assets, and the funded status of the plans:

PNM Plan TNMP Plan
Year Ended December 31, Year Ended December 31,
i : : o : 2011 2010 2011 K 2010
2 Lo n : : (In thousands) _ :
APBO atbeglnnmg of year ' $ 99,486 $ 122,417 $ 12,152 $ 11,554
Service cost o Lt 259" 419 306 289
' Interest: cost f‘ff e F o 5,378 7,650 L6540 e 711
Participant contributions 2,206 1,732 .- 281 i 257
Actuarial (gain) loss - . 712 (17,952) . (862) " (116)
Benefits paid : e O (10,315) (9.331)  © (L,187) Tl (543)
Plan amendments N (1,505) (5,449) B
APBO atend of year . ' , 96,221 99,486 © . 11,344 12,152
Fair value of plan assets at beginning of year 61,749 57,126 - - - 8,596 - 77,093 ¢
Actual return on plan assets : o 2,263 9,771 - o 262 < 1,214
Employer contributioﬂs"ws‘_, R 2,873 2451 351 575
Participant contributions_ ) o 2,206 1,732 281 257
CBemefitspaid o 00315 O3D° I8 (543)
Fair value ofplan assets at end ofyear . . 58,776 ° 61,749 8,303 8,596 |
Funded status-asset (liability) $ (37,445) $ (37,737) $ 3,041) $ (3,556)

As a result of the sale of gas operations on January 30, 2009, $15.7 million of the APBO liability was transferred to the
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purchaser and PNM recognized unamortized prior service costs resulting in a $2.9 million gain, which is not included in net
periodic benefit cost below. In 2011, TNMP had an actuarial gain due to changes in demographics associated with the early
retirement of FCP employees. The gain was not significant and is not included in the net periodic benefit (income) cost below.

The following table presents pre-tax information about prior service cost and net actuarial (gain) loss in AOCI as of
December 31, 2011.

PNM Plan TNMP Plan
December 31, 2011 December 31, 2011
Prior service Net actuarial -~ Prior Net actuarial
cost (credit) (gain) loss service cost (gain) loss
(In thousands)
Amount in AOCI not yet recognized in net periodic o
benefit cost (income) at beginning of year $ 882) $ 3,187 $ 12 (110)
Experience loss (gain)- (1,505) -~ 3,837 . - 431)
Regulatory asset (liability) adjustment 25164 (5,940) 11) ‘ 537
Amortization recogmzed in net penodlc benefit cost ’ o : ’
(income) : 102 - 2y o@m o 4
‘Amounts in AOCI not yet recognized in fet penodlc : e e
- benefit cost (income) at end of year ) % (121y $ 960 g g
Amortization expected to be recogmzed in 2012 $ 35 "$’ o0 s = 8 —_

The following table presents the components of net penodlc beneﬁt cost recognlzed in the Consohdated Statements of
Earnings (Loss):

| Year Ended i)ecember 31,

2011 2010 2009
‘ . (In thousands)
- PNMPlan. ;-
Service cost $ 259 § 419 § 417
Interest cost FE 5,378 7,650 7,388
Expected return on plan assets (5,388) (5,572) (5,832)
Amortization of net (gain) loss 3,205 5,489 ::3,290
Amortization of prior service credit (2,648) (4,143) (4,262)-
- Net periodic benefit cost $ 806 $ 3,843 $ 1,001
. TNMP Plan 5
‘Service cost $ 306 $ 289 $ 260..
‘Interest cost 654 711 733
EXpected return on plan assets -~ (533) (514) (495)
Amortization of net (gam) loss " (193) (195)- (265)
Amortization of | prlor service cost 60 60 , - 60 .
Net periodic benefit cost $ 294§ 351 § - 293. .

The following significant welghted-average assumptions were used to determine the APBO and net penodlc benefit cost.
Should actual expenence differ from actuarial assumptions, the APBO and net periodic benefit cost would be affected
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Year Ended December 31,

PNMPlan~ < -~ - - TR 2010 2009
Discount rate for determining December 31 APBO T 5.70% 559% 6.42%
--Discount rate for determining net-periodic benefit cost~ . - 5.59% - 6.42% - 7.25%
Expected return on plan assets L 8.50% 8.75% 8.75%
Rate of compensation increase Y N/A N/A N/A
TNMP Plan SRS
Discount rate for determining December 31 APBO 5.70% 5.59% 6.42%
Discount rate for determining net penodlc benefit cost ' 5.59% 6.42% 7.25%
Expected return on plan assets o 6.30% 6.70% 6.70%
Rate of compensatlon increase - ‘ N/A N/A N/A

The assumed discount rate for determining the APBO was determined based on a review of long-term high-grade bonds
and management’s expectations. The change in discount rate resulted in an increase in the PNM APBO of $7.4 million at December
31,2010. Tn addition, the December 31, 2010 PNM APBO decreased $20.1 million asa résult of “updated claims assumptlons and
recent retiree experience. The impacts of other changes in-assumptioiis or experience were not significant.

The expected long-term rate of return on plan assets refletts thé average rate of earnings expected on the funds invested,
or to be invested, to prov1de for the benefits included in the APBO. Factors that are considered include, but are not limited to,
historic returiis on plan assets, current market information on long-term returns (e.g., long-term bond rates), and current and target
assetallocations between asset categories. The expected long-term rate of return assumption for the PNM and TNMP postretirement
benefit plans compares to the actual return of 3.8% and 3.2% for the year ended December 31, 2011. If all other factors were to
remain unchanged,a 1% decrease in the expected long-term rate of return would cause PNM’s and TNMP’s 2012 postretirement
benefit cost to mcrease $0 6 mllllon and $0 1 mllhon (analogous changes would result from a 1% increase).

TNMP § exposure to cost 1ncreases “in-the postretn'ement benefit plan is minimized 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—pomt change in assumed health care cost trend rates would have no
effect on either the net periodic expense or the year-end APBO. -

2 L%}

The following table shows the assumed health care cost trend rates:

s e ‘ N ) PNM Plan -

- - December 31,
: “ 2011 2010 -
Health care cost trend rate assumed for-next year - 75% 8.0%
Rate to whlch the cost trend rate is assumed to decllne (the ultimate trend rate) 5.0% ’ 5.0%

Year that the tate’ reaches the ultimate trend rate~ * " ’ ' C 2017 2017

.- The ’follov'ving table shows the impact of a one-percentage-point change in assumed health care cost trend rates:

PNM Plan »
1-Perténtage- 1-Percentage-
Point Point
Increase Decrease
: (In thousands)
Effect on total-of service and interest cost ol $ 424§ L (365) -
' EffectonAPBO o o ERE . | . 6,215 $ . (5 4l7)

“Thé Company s other postretirement benefit plans invest in a portfolio that is d1vers1ﬁed by asset class and style strategles
The other.postretirement benefit plans use the same pension fixed income and equity investment managers and utilize the same
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overall investment strategy as described above for the pension plans, except there is no allocation to alternative investments. The

other postretirement benefit plans have an asset allocation of 70% equities and 30% fixed income. See Notg. 8 for fair value
mformatron concerning assetSMheld by the other postretirement benefit plans

The following other postretirement benefit payments, which refléct expected future service, are expected to be paid:

PNM TNMP
Plan - Plan.
(In thousands)

2012 $ .. 6708 8§ . 77 ..
2013 - . 6874 . . T80 .
2014 o 7,138 97

2015 ‘ 7,270 799

2016 ‘ 7,520 816

, Years2017-2021 . = - . 38933 4,157

PNM expects to make contnbutrons totalmg $2 5 mrlhon to the PNM postretrrement beneﬁt plan in 2012 TNMP expects
to make contributions totalmg $0.2 million to. the TNMP postretuement benefit plan.in 2012. : »

_.Executive Retirement ngrams

For the' executrve retrrement programs the followmg table presents mformatlon about the PBO and funded status of the

plans: . . O
o B -?«PNNFPlan © i TNMPPlan
Pt e ™ Yedr Ended “Year Ended
: December 31, .. ... December 31,
2011 _ 2010 2011 2010
. o Y T T (I thousands) ‘
PBOatbeginningofyear . .$ 17,020 $ 17,004 $ 884 § 867
Service cost - . — G — —_— —
Interest cost 930 1,054 46 52
Actuarial (gain) loss R (252) 4713 8 - 's9
~ Benefits paid:- (1,507) (1,511) (94) (94)
PBO at.end of year-funded status 16,191 17,020 844 884
Less current liability ) 1,436 1,478 89 89
- Non-current liability =~ $ 14755 8 15542 $ . 755 & . 795

_ The following table presents pre-tax information’ about net actuarial Joss in AOCl as of ,Decenlber'3 i, 201 1.

December 31, 2011
‘PNMPlan TNMP Plan
(In thousands)

Amount in AOCI not yet rer:ogmzed in nef penodlc benefit cost at beginning of »

year o $ 1,588 $ —
Experience loss (galn) e (252) 8
Regulatory asset (liability) adjustment T 59 ®)
Amortization recognized in net periodic benefit cost (income) g ; R G310 —
Amount in AOCI not yet recognized.innet periodic benefit cost at end of year § 1,354 $ . —
Amortization expected to be recognrzed in 2012 $ (33)- $ —

The following table presents the- components of net penod1c beneﬁt cost recogmzed in the Consolrdated Staterments of
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Earnings (Loss): - »
v . Year Ended December 31,
2011 2010 2009
o I -+ (Inthousands)"

PNM Plan oA T T T ,
Service cost : Lo $ —$ - —% 59
Interest cost , 930 1,053 1,135
Amortization of net loss ' R 93 . 7 - coe 27
Amortization of prior service cost R — — 10

Net periodic benefit cost . IR $ 1,023 § 1,124 $ 1,231
TNMP Plan o .
Service cost $ — — S o
Interest cost . ‘ 46 52.. , 76
Amortization of net (gain) loss ' , — @ y —
Amortization of prior service cost — — —

Net periodic benefit cost © - o $ 46 $ 48 .$.- . 76

The fellowing signiﬁeant 'Weighted-avernée assumptions were used to determine the PBO and net peﬁqdic benefit cost.
Should actual experience differ from actuarial assymptions, the PBO and net periodic benefit cost would be affected.

: ‘ Year Ended December 31,
PNM Plan ' v 2011 2010 2009
Discount rate for determining December 31 PBO 5.67% T 5 2% 0 T 64T%
Discount rate for determining net periodic benefit cost - 572% » 6.47% . 1.25%
Long-term rate ofreturn on plan assets S ;' N N/A o . NA N/A
. Rate of compensatlon increase : : _' e, L . NA T - N/A 4 _NA .
. TNMP Plan : SR f IR TP : e
. Discount rate for determining December 31 PBO : o 5:69% 5 +5.50% e 0631% -
Discount rate for determining net periodic beneﬁt cost 5.50% 6.31% 7.25%
Long-term rate of return on plan assets N/A N/A T N/A
Rate-ofcompensatlon1ncrease N N o N/A s o NIA Lo U N/A

The assumed dlscount rate for determmmg the PBO‘fwas determlned based ofi‘a review of long-term h1gh—grade bonds
and management’s expectatlons The 1mpacts of changes n assumptlons or experlenee were not s1gmﬁcant . o

E

The followmg executive retlrement plan payments whlch reflect expected ﬁJture serv1ce are expected

..... NN R
Plan Plan
e . (In thousands)

2012 g1 47T $ 91
2013 o 14600 90
2014 1,441 89
2015 1,418 87

“ 2016 - S S 1,393 ' 85
Years2017-2021 © 0 7 6462 375

Other Rearement Plans

PNMR sponsors a 401(k) defined contribution plan for eligible employees, 1nc1ud1ng those of its subsidiaries. PNMR’s
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contributions to the 401(k) plan consist of a discretionary matching contribution equal to 75% of the first 6% of eligible
compensation contributed by the employee on a before-tax basis. PNMR also makes a non-matching contribution ranging from
3%to 10% of ehglble eompensatlon based on the ellglble employee’s age.

this plan is to permit certain key employees of PNMR who participate in the 401(k) defined contrlbutlon planto defer compensatlon
and receive credits without reference to the certain limitations on contributions. Eligible employees are allowed to save on an
after-tax basis.

A summary of expenses for these other retirement plans is as follows:

Year Ended December 31,
2011 2010 2009
(In thousands)
PNMR
401(k) plan $ 17,000 $ 17,199 § 16,743 °
Non-qualified plan $ 1,931 $ 2,500 $ 2,073
PNM ‘ D '
401(k)p1an B $ 12541 $ 12,788 $ - 11,698
Non-quahﬁed plan $ 1,407 $ 1,871 § 1,299
TNMP ' o
401(k) plan $ 3,723 § 349 $ 3,323
Non-qualified plan P 3 431§ 478 § 405

LR

(13) Stock-Based Compensation Plans

PNMR has various types of stock—basedlcbmpensation programs, including stock options, restricted stock and performance
shares granted under the Performance Equity Plan (“PEP”). Allstock-based compensation is granted through stock-based employee
compénsation 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 compensation plans. In 2011, the Company changed its approach to
awarding stock-based compensation. As a result; no stock options were granted-in 2011 and awards of restricted stock increased.

Performance Equity Plan

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. Generally, the awards vest
ratably ever three years: from the grant date of the .award. - However, plan. provisions. provide that upon retirement, participants
become 100% vested.in stock awards. The total number of shares of PNMR common stock subject to all awards under the PEP
may not exceed 12.34 million shares, subject to adjustment 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-umnits-and stock appreciation rights
is limited to 3.24 million shares. Re-pricing of stock options is prohibited unless specific shareholder approval is obtained.

Source of Shares

The source of shares for exercised stock options, delivery of vested restricted stock, and performance shares is shares
acquired on the open market by an independent agent, rather than newly issued shares.

Accounting for Stock Awards

The unearned stock-based compensation related to stock options and restricted stock awards is being amortized to
compensation expense over the requisite vesting period, which is generally equally over three years. However, compensation
expense for stock options and restricted stock awards to participants that are retirement eligible on the grant date is recognized
immediately at the grant date and is not amortized over the Vestmg period. The Company records compensation cost for performance
stock awards based upon penod1c estimates of the levels that the performance targets will be achieved.
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Total compensation expense for stock-based paymentarrangements recognized by PNMR for the years ended December 31,
2011,2010, and 2009 was $6.2 million, $2.2 million, and $2.2 million.. Of the total expense, $4.3 million, $1.5 m11110n and $1.4
million was charged to PNM and $1.4 million, $0.4 million, and-$0.5 million was.charged to TNMP.

PNMR receives a tax deduction for certain stock: option exercises during the period thé options:are-exercised, generally
for the excess of the price at which the options are sold over the exercise prices of the options and a tax deduction for increases
in the value of equlty 1nstruments 1ssued under stock-based payment arrangements

At December 31,2011, PNMR had $2.3 million of unrecognized compensatlon expense related to stock-based payments
that is expected to be recogmzed over.a werghted—average period of 1.9 years. :

Stock Options

The Company uses the Black-Scholes option pricing model to estimate the fair value of stock option awards with the
following weighted-average assumptions (no options were granted in 2011): '

Year Ended December 31,

: N 2010 © 2009
‘ ,‘1D1v1dendy1e1d o o o ' 4.09% . 627%
" Expected volatility . 41.55% 42.03%
Risk-free interest rates _ 2.13% 1.56%

‘»Expected life (years) e : 4.6 4.5

L

The assumptlons above .are based on multlple factors, including hlstoncal exercise patterns of employees in relatively
homogeneous groups with respect to exercise and post-vesting employment termination behaviors, expected future exer01smg
patterns for these same homogeneous groups : and both the 1mp11ed and h1stonca1 volatility of PNMR’s stock pnce '

The follo‘w’m‘g’_ table summarizes activity in stock option plans:

Weighted ' Weighted

Stock - .. . Average ..  Aggregate Average
_____ v = Option. ... ; .Exercise . Intrinsic Remaining
Shares Price . Value + Contract Life
Outstandmg at.December 31 2008 3,725,907 $ 21.54 )
Granted .- S .‘ 790,064 $ . 8.23
Exercised: .. - - o (6,236) $ - - .10.22
Forfeited - B (69.200) $ - 16.40
Expired T (166,516) $ 21.32
Outstanding at December 31,2009 42740197 8 1919
Granted ot e 618,708 $ . 1223
Exercised - - 5 - (140,986) $ .. -~ 8.69 -
Forfeited - 7L (106966) $ - . 11.02.
Expired o (696,513) $ ..~ .21.26
Outstanding at December 31,2010 3,948262 $ 1833
. Qranted ; . e L Coe s s — 8 L
‘ Exercxsedz Lo el St n o (493,590) 80 - 1139
CForfeited -t (12999) § 0 1146
.. Expited B N ¢ x Y- 7 N SR~ & & W | R
. Outstanding atDecember31 011 3202229 $ - 1895 $ 1610851 © - 480years
Exercisable at December 31,2011~ —m $ E 2216 $ 51,146,714 4.29 years
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O At December 31; 2011, the exercise price of 1,591,648 outstanding stock options is greétér‘tﬁén the closing price of

PNMR common stock on that date:so those options have no-intrinsic value.
The following table provides additional; information concerning stock option activity: . .. - . -

Yeir Ended December 31,

Options for PNMR CommonStock 2011 ___ 2010 __ 2009
Weighted-average grant date fair value of options granted T $  — $ 305 $ ‘163
Total fair value of options that vested (in thousands) ST e 1189 $ 1,393 8 1,179

Total intrinsic value of options exercised (in thousands) $ 2616 $ 525 § 15

Restricted Stock and Performance Shares o L ‘ .

The PEP allows for the issuance of restricted stock awards. The term “restricted stock” is the name of these awards
provided for in the PEP and refers to awards.of stock subject to vesting. It does not refer to restricted shares with contractual post-
vesting restrictions as defined in GAAP. Conipensation expense for restricted stock and performance stock awards was determined
based on the market price of PNMR stock on the date of grant reduced by the present value of future dividends, which will not
be received during the vesting period, applied to the total number of shares that were anticipated to fully vest with the following

weighted-average assumptions:

Year Ended December 31,
: 2011 2000 <2009
Expected quarterly dividends per share - $ 0.125. - § 0.125  $ 0.125
SRR 135% 0 149% 3%

~ Risk-free interest tate -

The folIowirig table summarizes nonvested restricted stoc“k‘acti'\'/ity; for the year ended 'De'_i‘aé:t'nber‘ﬁ%l, 2011:

Weighted-
y B Average
S gt . Grant-Date
v - Nonvested Restricted Stock - Shares Fair Value
Nonvested at beginning of period - 237,021 $ 9.24
" Granted ' o RS 308985 % - 1379
Vested | SR (125,076) $ 992
Forfeited S R (2,200) $ 13.67
Nonvested at end of period " R 418,730 $ 12.36
The following table provides additional information concerning restricted stock activity:
: Year Ended December 31,
Nonvested Restricted Stock S 2011 2010 2009
Weighted-average grant date fair value of shares granted - § 13.79 $. 926 $ 7.81
Total fair Vvah";ie of shares that vested (‘in;t.hou‘sqnds')\:t » $ 12 40' $ ' 13 65 $ 1,900

During 2009 and 2010, the Company issued performance share agreements to certain executives that are baséd upon the
Company achieving specified performance targets for those respective years. During 2009, the Company also issued performance
share agreements that are based upon achieving specific performance targets for the period 2009 through 2011. The determination
of the number of shares ultimately issued depends on the levels at which the performance criteria are achieved and cannot be
determined until after the performance periods end. For the targets based only on 2009 performance, optimal levels were attained
resulting'in 102,375 shares being awarded in 2010, which vest over three years. For the fargets based only on 2010 performance,
optimal levels were attained resulting in 88,913 shares being awarded in 2011, which vest over three years. TFhe 2010 and 2011
awards are included in the number of shares granted in the above table. Excluded from the above table are 42,768 shares for the

B-81



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

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

targets based on the period 2009 through 2011 performance that will be 1ssued and fully vested in 2012 since all performance
criteria were achieved at the opt1ma1 level. B

- Performance share agreements issued in 2011 provide for performance penods through 2014 The determination of the
number of shares ultlmately issued depends on the levels at which the performance criteria are achieved and cannot be determined
until after the performance periods end. Excluded from the above table are 117,174 shares for the targets based only.on 2011
performance, as well as maximums of 167,382 and 188,401 shares in 2013 and 2014 that could be issued if all performance
criteria are achieved and all executives remain eligible. These awards would be fully vested upon issue. -

ESPP

PNMR terminated the ESPP effective June 30, 2009. Under the ESPP, employees were allowed to purchaae shares of
PNMR s common stock at a 5% discount from the market price. The ESPP was not considered to be a compensatory plan See
Note 6.

(14) Construction Program and J ointly-Oyvned Electric Generating Plants
Joint Projects

PNMR’s construction expenditures for 2011 were $326.9 million. TNMP does not participate in the ownership or operation
of any generating plants, but incurred construction expenditures of $67.4 million during 2011.

- PNM’s construction expenditures for 2011 were $251.3 million, including expenditures on jointly-owned projects. Under
the agreements for the jointly-owned projects, PNM has an undivided interest in each asset and liability of the project and records
its pro-rata share of each item in the corresponding asset and liability account on PNM’s Consolidated Balance Sheets. Likewise,
PNM records its pro-rata share of each item of operating and maintenance expenses for its jointly-owned plants within the
corresponding operating expense account in its Consolidated Statements of Earnings.

At December 31,2011, PNM’s interests and investments in jointly-owned generating facilities are:

: Construction
) Plant in Accumulated Work in Composite
Station (Fuel Type)” k “Service  Depreciation ~ Progress Interest
C B (In thousands) :

SJGS (Coal) $ 944477 ' $  (401,263) § 20,678 46.30%
- PVNGS (Nuclear) ¥ $ 471301 $  (122,707) $ 37,200 10.20%

Four Comers Units 4 and 5 (Coal) $ 151,169 $  (102,229) $ . 6,575 13.00%

Luna (Gas) ' $ .57,500 $ (12,750) $ 2,327 33.33%

M Includes interest in PVNGS Unit 3, 1nterest 1n common facilities for all PVNGS umts and owned interests in PVNGS
Umts 1 and 2.

San Juan Generating Statzon

PNM operates and jointly owns the SJGS. SJGS Units 1 and 2 are owned on a 50% shared basis with Tucson. SIGS Unit
3 is owned 50% by PNM, 41.8% by SCPPA, and 8.2% by Tri-State. SIGS 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 the C1ty «of F armmgton New Mexico, 7 2% by the
County of Los Alamos; New Mex1co and 7 028% by UAMPS. .

Palo Verde Nuclear Generattng Station

PNM is a participant in the three units of PVNGS, also known as the Arizona Nuclear Power Project with APS (the
operating agent), SRP, 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, w1th portions of its interests in Units 1 and 2 held under leases.
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Operation of each of the three PVNGS units requires an operating:license from the NRE:". The"NRC issued full power
operating licenses for Unit 1 in June 1985, Unit 2 in April 1986 and Unit 3 in November 1987. - The full power operating licenses
were originally for a period of 40 years and authorize APS, as operating agent for PVNGS, to operate the three PVNGS units. On
April 21, 2011, the NRC approved extensions in the operating licenses for the plants for 20 years through June 2045 for Unit 1,
April 2046 for Unit 2, and November 2047 for Unit 3. In April 2010, APS entered into a Municipal Efffuent Purchase and Sale
Agreement that provides efﬂuent water rlghts necessary for coolmg purposes at PVNGS through 2050

24

Four Corners Power Plant

PNM is a participant in two units of Four Corners with APS (the operating agent), EPE, SRP, SCE, and Tucson. PNM
has a 13.0% undivided interest in Units 4 and 5 of Four Corners. The Four Corners plant site is leased from the Navajo Nation
and is also subJect to an daseient from the federal government. APS, on behalf of the Four Corners participants, has negotiated
amendments to an existing facility leasé with the Navajo Nation which would exténd the Fout Coiners leasehold interest to 2041
The amendments have been approved by the Navajo Nation Council and signed by the Nation’s President. The effectivenéss-of .
the amendments also requires the approval of the DOL as does a related federal rights-of- -way grant which the Four Corners
participants will pursue. A federal environmental review will be conducted as part "of the DOI review process.

Luna Energy Facility

Lunaisa comblned-cycle power plant 1 near Demlng, New Mexico. Luna is owned 33. 3% by PNM, 33. 3% by’ Tucson and
33.3% by Freeport McMoran. Prior to July 2009, Luna was operated as a PNM wholesale facﬂlty and PNM’s 185 MW share of
its power was sold to. wholesale electric customers,in the Southwest. Beginning in July 2009, Luna is ipcluded in rates.subject to
the _]ul'lSdlCthIl of the NMPRC. See Note 17.. . The operation and maintenance of the facility has been co,ntracted to North American
Energy Services. e o :

Construction Program

The Company anticipates makmg substant1a1 capital expendrtures for the construction and acqu151t10n of ut111ty plant and
other property and equipment. A summiary of the budgeted construction expendltures 1nclud1ng expenditures for jointly-owned
projects, renewable energy pro_]ects and nuclear fuel, is as follows:

LoR2012 {'f 2013 2014 2015 2016 -, .. Total
. O 7 (Inmillions) .
PNM - $ 1707 .. $ ‘1685 $- 1674 $ 1532 $ 1499 -$ 809.7
TNMP 952 . 86.1 95.7 90.2 61.0 . 4282
Other s 207 ... 1L4 - 12.4 124, . 121 69.0

Total PNMR - $ 2866 § 266.0- § 2755 % 2558 $ 2230 §  1,306.9

-The construction expenditures above-de not include any amounts for environmental upgrades at SJIGS or Four Cotners
that may be required by EPA to address regional haze (Note 16), additional renewable resources that may be required to meet
the RPS, or additional peaking resources that may be needed to meet needs outlined in PNM's current IRP. Estimates for
construction expenditures do not include any significant expenditures for environmental control facilities.

(15) Asset Retlrement Obllgations -

The ARO is recorded based on the,determmatlon'of underlymg assumptmns such asthe Company 's discount rate estlmates
of the future costs for decomm1ss1on1ng, 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 1dent1ﬁed A reconc1hat10n of ARO is as
follows: - :
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PNMR " “PNM TNMP
(In thousands) .
Liability at December 31, 2008“’ $ 63,675 $ 62,879 $ 711
Liabilities incurred R o 3464 - 3,464 L =
Llablhtles seftled o . : ® ® -
k Accretlonexpense o o ‘, L C , 5,751 . 5,683~ ‘ _) ) 60
Revisions to estlmated cash ﬂows ® 4 ‘ | (1,919) | (1,919) —
Liability at December 31, 2009 70,963 - 70,099 sl
Liabilities incur.red - , 532 531, —
X L1ab111t1es settled R N e (603) L (413) , (190)_ L
) Accretlonexpense , _‘ L BT s 6,019 . ' . 5,945 . . 67 - -
Revisions to estimated cash flows @. : ' QM (274 ==
" Liability at December 31 2010 FURT A " 76,637 75888 648
 Liabilities incurred o 60 60 : -
 Liabilities settled . .., - R TR UL L (4) e — @) .
" Accretion expense” S R C6,114 6,051 55
| Revisions to estimated cash ﬂows @ e o ) (3570 (3574 R
| ‘LlabllltyatDecember31,2011 o 3 ', 79233 § 78425 8§ 699

i@ ARO for PNMR and PNM mcludes $0 2 m1lhon at December 31 2008 for PNM Gas S :

- @ Based on studies to estimate amount and timing-of future ARO expenditures. PNM has an ARO. for PVNGS that includes
the obligations for nuclear decommissioning of thatfacility. In 2011, a new decommissioning study for PVNGS reflects
updated cash flow estimates and the 20-year license extension, which extends the commencement of decomm1ss10n1ng
to 2045. The new study resulted in a $4.2 million decrease to the ARO. ' - '

(16) Commitments and Contingencies

' 0verview
There are various claims and lawsuits pendmg against the Company "The Company is also subject to federal, state, and
local environmental laws and regulatlons and’is currently” pammpatmg in the mvestlgatlon and remediation of several sites. In
addition, the Company occasmnally enters into financial comtmtments in connection with its business operatlons The Company
is also involved in various legal procéedings in the normal course of its business.” It is not poss1ble at this time for the Company
to determine fully the effect of all litigation and other legal proceedings on its financial position, results of operatlons or cash
flows.

With respect to some of the iterns listed below the Company has determined that a loss i is not probable or that, to the extent
probable, cannot be reasonably estimated. In some cases, the Company is not able to predict with any degree of certainty the
range of possible 10ss that could be incurred. Notwithstanding these facts, the Company has assessed these miatters based on
current information and made judgments concerning their potential outcome, giving due consideration to the nature of the claim,
the amount and nature of damages SOught and'the probability of success. ‘Such Judgments are made with the understandmg that
the outcome of any litigation, investigation, ‘and other legal proceeding is mherently uncertain. ‘In accordance with GAAP, the
Company records liabilities fot- ‘matters where itis probable aloss has been incurred and the amount of loss is reasonably: estlmable
The ‘actual outcotnes of the items listed below: could ultlmately differ from the Judgments made and the differences could be
material. The Company cannot make any assurances that the amount of reservesor potential insurance coverage will be sufficient
to cover the cash obligations that might be ‘incurred as a result of htlgatlon or regulatory proceedings. The Company'does not
expect that any known lawsuits, env1ronmenta1 costs, and commltments w111 have a materlal effect on its ﬁnan01al condltlon
results of operations, or cash flows. =~ "
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Commztments and Contingencies Related to the Environment

PVNGS Decommlssmnmg Fundmg

PNM has a program for fundmg its share of decommissioning costs for PVNGS. The nuclear decommissioning funding
program is invested in equities and fixed income instruments in qualified and non-qualified trusts. PNM funded $2.6 million,
$3.0 million, and $3.0 million for the years ended December 31, 2011, 2010, and 2009 into the quallﬁed and non-qualified trust
funds. The estimated market value of the trusts at December 31, 2011 and 2010 was $168.9 million and $156.9 million.

Nuclear Spent Fuel and Waste Disposal -

Nuclear power plant operators are required to enter into spent fuel disposal contracts with the DOE, whereby the DOE is
required to accept and dispose of all spent nuclear fuel and other high-level radioactive wastes generated by domestic power
reactors. *Although the Nuclear Waste Policy Act required the DOE to develop a permanent repository for the storage and disposal
of spent nuclear fuel by 1998, the DOE announced that it would not be able to open the repository by 1998 and sought to excuse
its performance under the contract. In November 1997, the U.S. Court of Appeals for the District of Columbia Circuit issued a
decision preventing the DOE from excusing its own delay, but refused to order the DOE to begin accepting spent nuclear fuel.
Based on this decision and the DOE's delay, a number of utilities, including APS (on behalf of itself and the other PVNGS owners,
including PNM), filed damages actions against the DOE in the Court of Federal Claims. APS pursued a damages claim for costs
incurred through December 2006 in a trial that began in January 2009. In June 2010, the court awarded the PVNGS owners $30.2
million. PNM's $3.1 million share of this amount was recorded in 2010 as a $2.1 million reduction of cost of energy and a $1.0
million reduction of utility plant. As part of the 2010 Electric Rate Case, the NMPRC ordered PNM to refund $1.3 million of the
DOE settlement to customers, which was recorded as a regulatory disallowance in 2011. See Note 17. PNM estimates that it will
incur approximately $42.8 million (in 2010 dollars) for its share of the costs related to the on-site interim storage of spent nuclear
fuel at PVNGS. Such estimate reflects the impact of the extension of the PVNGS operating licenses discussed in Note 14. PNM
accrues these costs as a'component of fuel expense as the fuel is consumed.: At December 31, 2011 and 2010, PNM recorded
1nter1m storage costs' of $14 5 mllhon and $14.8 million in other deferred credlts

The Clean Alr Act
Regional Haze

EPA has established rules addressing regional haze and guidelines for BART determinations. The rules call for all states
to establish goals and emission reduction strategies for. improving visibility in national parks and wilderness areas. In particular,
the rules define how an SO, emissions trading program developed by the Western Regional Air Partnerslnp, avoluntary organization
of western states, tribes, and federal agencies, can be used by western states. New Mexico will be. pa.rtmpatmg in the SO, program,
which is a trading program that will be implemented if SO, reduction mllestones are not met.

SJGS

Several provisions of the CAA aim to improve visibility in certain national parks and wilderness areas to natural conditions
by the year 2064. The regional haze provisions of the CAA require  that reasonable progress be made to achieving that goal during
planning perrods estabhshed bythe CAA. SJGSisa source thatis subject to these statutory obhgatlons to reduce visibility impacts.

Pursuant to the CAA states have the pnmary role to regulate Vlslblhty requrrements by promulgatlng SIPs, and the State
of New Mexico submltted its SIP on the two ‘elements of the visibility rules - regional haze. and. interstate transport for review
by EPAin June 201 1. The SIP found that BART to reduce NOx emissions from SJ GS is selective non-catalytic reduction (“SNCR”)
and 1 requlres ST GS to mstall SNCR on each of’i its four units.. Nevertheless on August 22, 201 1, EPA published its FIP, stating that
it was requlred to do so by virtue ofa consent decr:ee it had entered into with an, envuonmental group in litigation concerning the
interstate transport requlrements of the CAA. The, FIP mcluded a regronal haze BART determination for SIGS that requires
1nsta11at10n of selective catalytic reduction (“SCR”) on all four umts w1th1n five years of the rule's effective date of September 21,
2011. The FIP also requires stringent NOx emission limits. EPA stated that it would review and act on the SIP at some future
date.
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+"In December 2011, EPA issued anotice of a proposed consent decree to settle litigation with several envitonmental groups
which, if finalized by EPA and approved by the:court, would require EPA to review and take action through a proposed rulemaking
on New Mexico's regional haze SIP. The comment period for those commenting on the draft consent decree as it relates to the
New Mex1co SIP explred on February 3 2012 To date, the consent decree has not been ﬁled with the’ court.

PNM filed a Petltron for Rev1ew in the U.S. Court of Appeals for the Tenth Circuit on September 16,2011, challenglng
EPA's regional haze FIP decision as arbitrary, capricious, or otherwise not in accordance with law. PNM has also asked EPA to
reconsrder the FIP. Addltlonally, on October 21, 2011 the Govemor of New Mexrco and NMED petitroned the Tenth Clrcult to
have also asked both' EPA and the Tenth Circuit to stay the effective date of the rule. WildEarth Guardians also filed an action to
challenge EPA'S rule in the Tenth Circuit; seeking to shorten its compliance period from five years to-three years. ‘WildEarth
Guardians, Dine Citizens against Ruining our Environment, National Parks Conservation Association, New Energy Economy,
San Juan Citizens Alliance and Sierra Clib intervened in support of EPA’in both PNM's challenge and in the case brought by the
New Mexico Governor and NMED. PNM has intervened in support of the challenge brought by the New Mexico Governor and
NMED. PNM has also intervened in the WildEarth Guardian's action advocating that the five-year comphance penod in the. FIP
be maintained should the FIP stand.

'The compliance deadline of the FIP requires PNM to take 1mmedlate steps to commence installation of SCR. ‘In J anuary
2012, PNM issued an RFP to prospectrve bidders for the project with bids due in April 2012. 'PNM estimates that the installation
of SCR at SIGS will cost approximatély $750 million to $1 billion and installation of SNCR at SIGS will cost about $77 million.
PNM's share under either technology is 46.3% based upon its SIGS ownership intérest. Operating costs would also inctease with
the installation of eithér SCR or SNCR. Unless the decision to install SCR technology within five years is stayed by the EPA or
the court, PNM estimates that $21.3 million and $91.5 million of its share of the total project costs will need to be incurred in
2012 and 2013, even though the legal challenges to the EPA's decision have not be decided. PNM anticipates filing in May 2012
for an amendment to its air permit for SJGS that would be required for the installation of either SCR or SNCR technology. PNM
anticipates filing a request with the NMPRC in mrd—2012 for authority to rnstall the SCR technology and to recover SCR costs in
rates charged to customers ;

- PNM erl seek recovery from its ratepayers for all costs that may be 1ncurred asa result of the CAA requirements. PNM
is unable to predict the ultimate outcéme of these matters or what, if any, addrtlonal pollutién control: equipment will be required
at SJGS. Ifadditional equipment is necessary and/or finial requlrements result in"additional operating costs being incurred, PNM
believes that its access to the capital markets is sufficient to be able to ﬁnance the‘installation. It is possible that requirements to
comply with thefinal BART determinations, combrned with:the financial 1mpact of possiblé future clnnate change regulation or
legislation, if any, other enviroimental regulatrons the result of litigation, arid other busmess con51derat10ns ‘could jeopardize the
economrc v1ab111ty of SJGS dr the ab1hty of mdrvrdual partlclpants to contrnue parncrpatron m the plant

o Four Comers

On October 6 201 0, EPAlssued its proposed reglonal haze determmatlon of BART for Four Corners The rule as proposed
would require the installation of SCR as post-combustion controls on each of Units 1-5 at Four Corners to reduce NOx emissions.
PNM estimates its total costs could be up to $69.0 million for post-combustion controls at Four Corners Units 4 and 5. PNM has
no ownershrp 1nterest in Four Corners Units 1,2, and 3. PNMwould seek recovery from 1ts ratepayers ofall costs that are ultrmately
mcurred o ' :

: Followrng EPA's issuance of its proposed: BART APS submltted aletterto EPAproposmg to shutdown Four Corners Units
1, 2, and 3 by 2014 and:to install post-combustion pollution controls for NOx-on Units-4-and 5-by the end of 2018, provided that
EPA agrees to a resolution of Four Corners' obligations or liability, if any, under the: reglonal haze and reasonably attnbutable
vrsrbrhty impairment programs the NSR program, and NSPS programs of the CAA.~ oo ; S

In response to APS' proposal ‘EPA 1ssued a Supplemental Notice Requestmg Comment in F ebruary 2011 and proposed
to find that an alternative emission control strategy, largely based upon APS's proposal, would achieve more progress than EPA's
October 2010 BART proposal.

APS continues to work with EPA to resolve these issues. The Four Corners participants' obligations to comply with EPA's
final BART determinations, coupled with the financial impact of possible future climate change regulation or legislation, other
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environmental regulations, the result of: the Jawsuit mentioned-above, and other -business considerations, could jeopardize the
economic viability of Four Comers-or the ability of individual participants to continue their participation in Four Corners.

PNM is continuing to evaluate the 1mpacts of EPA's proposed BART determmatlon for Four Cornérs. As proposed the
participant owners of Four Corners will have five years after EPA issues its final determ1nat10n to achieve compliance with the
BART requirements. PNM is unable to predict the ultimate outcome of th1s matter. »

S

SCE a part1c1pant 1n Four Corners has mdlcated that certam Cahfornla leglslatron may prohibit it from makmg emission
control expendxtures at the coal-fired plant, APS-and, SCE entered.into an asset purchase agreement, providing for the purchase
by APS of SCE's 48% interest in.each of Units 4.and 5 of Four Corners. Completion of the purchase by APS, which is expected
to occur in the second half of 2012, is subject.to the receipt, of various regulatory approvals Closing is also conditioned on the
executlon of anew coal supply contract for the lease renewal perlod described in Note 14.and other; condltlons APS has announced
that if APS's purchase of SCE's interests in. Umts 4 and 5.t Four Corners is consummated it will shutdown Units 1, 2, and 3 at
the plant. ‘

SJGS IOperatz:ng Permit Challenge

: In November 2010, WildEarth Guardians and others filed a petition,with the EPA objecting to NMED's proposed renewal
of the SIGS operatmg permit. NMED 1ssued the renewed permit on January 24, 2011 On February 16, 2012, EPA issued an
order grantmg five of the seven objectlons raised by the petltroners The order requlres NMED to provide further explanatron or
clarification in the record and/or consider permit. modifications in connection with some of the objections. NMED has 90 days
to respond to.the order. PNM is evaluatmg the order-and believes the issues raised are based either on incorrect information or
on a perceived madequacy in the perm1tt1ng record As aresult, PNM believes the objectlons can be readlly resolved. Issuance
of the order by EPA does not 1mpact PNM's ab111ty 1o operate the plant.

Ozone Non-Attamment

In January 2010, EPA announced it would strengthen the 8-hour ozone standard by setting a new standard in a range of
0.060-0.070 parts per million (“ppm’’). EPA had intended to establish the new standard by July 31, 2011. However, in September
2011, President Obama requested that the-EPA administrator withdraw the agency's proposed rule that would have replaced the
existing ozone national ambient air quality standard (“NAAQS”). The President in his release stated that work is already underway
to recons1der the ozone. standard, with proposed revisions expected in the fall 0of 2013 and a final standard published by 2014.
Dependmg upon where the standard for ozone is set, San Juan County, where SJ GS is 51tuated could be designated as not attaining
the standard for ozone. Ifthat wereto occur, NMED would have responsibility for bnngrng the county into compliance and would
look at all sources of NOx and volatile organjc compounds since these are the pollutants that form groundrlevel ozone. Asaresult,
SJGS could be required to put on additional NOx controls. In addltlon other counties in New Mexico, including Bernalillo County,
may be designated as non-attainment. PNM cannot predict the outcome of this matter, the impact of other potential environmental
m1t1gatrons or 1f additional NOx controls would be required as a result of ozone non-attainment desrgnatlon

Cztzzen Suzt Under the Clean Alr Act ‘ Vk

R The operations of the SJ GS are covered by a Consent Decree with the Grand Canyon Trust and Srerra Club and w1th the
NMED that includes stlpulated penaltles for non-comphance with spemﬁed emissions limits. Stipulated penalty amounts are
placed in escrow on a quarterly basis pending review of SJIGS's emissions performance. Over the past several years, PNM has
also submitted: reports-addressing mereury: and NOx-emission controls for SJGS as required by the Consent Decree: - Plaintiffs
and NMED rejected PNM's reports.; PNM.disputes the.validity of the rejection of the reports. In May:2010, PNM filed a petition
with the federal district court seeking a-judicial determination on the dispute relating to. PNM's mercury controls. NMED and
plaintiffs seek to require PNM to implement additional mercury controls. PNM estimates the implementation would increase
annual mercury control costs for the entire station by as much as $5.4 million (for a total annual mercury control cost of $6.0
million): The court has appomted a spe01a1 master to evaluate thetechnical arguments in the case. PNM cannot predict the outcome
of this matter. R S A '
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Navajo Natton Environmental Issues

Four Corners is located on the Navajo Reservatron and is held under an easement granted by the federal government as
well as a lease from the Navajo Nation. The Navajo Acts purport to give the Navajo. Nation Environmental Protection Agency
authority to promulgate regulations covering air quality, drinking water, and pesticide activities, including those activities that
occur at Four Corners. In October 1995, the Four Corners participants filed a lawsuit in the District Court of the Navajo Nation
challenging the applicability of the Navajo Acts to Four Corners. The District Court stayed these proceedmgs pursuant to arequest
by the part1es and the partles are seeking to negotrate a settlement :

In May 2005 APS and the Navajo Natlon 51gned an agreement resolving the dispute regardmg the Nava]o Natlon s authorlty
to adopt operating permit regulations under the Navajo Nation Air Pollution Prevention and Control Act. - As a result of this
agreement, APS sought, and the courts granted, dismissal of the pending litigation in the Navajo Nation Supreme Court and the
Navajo Nation District Court, to the extent the claims relate to the CAA. The agreement does not address or resolve any dispute
relating to other aspects of the Navajo Acts. C B

The Company cannot currently predict the outcome of these matters or the range of their potential impacts.
Section 114 Request . ., ) . : ¢

In Aprll 2009, APS received a request from EPA under Sectron 114 of the CAA seeking deta1led information regarding
projects at and operations of Four Corners. EPA has taken the position that many utilities have made physical or operational
changes at their plants that should have triggered additional regulatory requirements under the NSR provisions of the CAA. Other
electric utilities have received and responded to similar Section 114 requests, and several of them have been subject to notices of
violation and lawsuits by EPA. APS has responded to EPA's request. PNM is currently unable to predict the timing or content of
EPA's response, if any, or any resulting actions:. :

Four Corners New Source Review

Following two NOIs to sue, EarthJustice filed a lawsuit in October 2011 in the United States District Court for New Mexico
against APS and the other Four Corners participants, except PNM, alleging violations of the PSD provisions of the CAA.
EarthJustice filed suit against PNMR, which is not a Four Corners participant. Among other things, the plaintiffs seek to have the
court enjoin operations at Four Corners until any required PSD permits are issued and order the payment of civil penalties, including
a beneficial mitigation project.

In January 2012 followrng a th1rd NOI to sue, EarthJustlce ﬁled its F1rst Amended Complamt nammg PNM as a party
instead of PNMR. In addition to the allegations of its original complaint, EarthJustice alleged NSPS violations. PNM was served
with the amended .complaint on January 17, 2012. APS is evaluating the lawsuit. The Company cannot currently predict the
outcome of this matter or the range of its potential impact.

Endangered Species Act

In January 2011 the Center for Brologlcal Dlvers1ty, Dme C1tlzens Agamst Rurnlng Our Envrronment and San Juan
Citizens Alliance filed a lawsuit against the OSM and the DOI, alleglng that OSM failed to engage in mandatory Endangered
Specres Act. (“ESA”) consultat1on with the Fish and Wildlife Service priot to authorlzmg the renewal of an operating permit for
the mine that serves Four Corners. The lawsuit alleges that activities at the mine, 1nclud1ng mining and the disposal of coal
combustion residue, will adversely affect several endangered species and their cntlcal habitats, The lawsuit requests the court to
vacate and remand the mining permit and enj oin all activities carried out under the perm1t until OSM has complied with the ESA.
Ne1ther PNM nor APS is a party to the lawsuit. The lawsuit has been stayed pendrng adecision by the court on a motion to drsmrss
filed by the Navajo Nation, another intervenor. PNM is unable to predict the ultimate outcome of this matter.

Cooling Water Intake Structures

EPA issued 1ts proposed coolmg water intake structures rule i in Apnl 2011, which would prov1de national standards for
certain cooling water intake structures at exrstmg power plants and other facilities under the Clean Water Act. The proposed
standards are mtended to protect fish and other aquatic organisms by minimizing 1mp1ngement mortallty (the capture of aquatic
wildlife on intake structurés or against screens) and entrainment mortality (the capture of fish or shellfish in water flow entering
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and passing through intake structures). The proposed rule would require facilities such as Four. Corers and SJGS to either
demonstrate that impingement mortality at its cooling water intakes does not exceed a specified rate or reduce the flow at those
structures to less than a specified velocity and to take cettain protective measures with respect to impinged fish. To minimize
entrainment mortality, the proposed rulewould also require these facilities to eithet méét the definition of a closed cycle recirculating
coohng system or conduct’ a “structured srte-specrﬁc analysis” to determine what s1te-speclﬁc controls ifany, should be required.

EPA is expected 1o issue-a ﬁnal rule by July 2012. The proposed rule requlres ex1st1ng facilities to comply with the
impingement mortality requirements as soon as possible, but no-later than eight years after the effective date of the rule, and to
comply with the entrainment requirements as soon as possible under a schedule of compliance established by the permitting
authority. PNM and APS tontinue 'to follow the rulemaking and are performing analyses- to’ determine the potential costs of
compliance with the propoéed rule PNM is unab’le 10 predlct the outcome of th1s matter or a range of the potential costs of
comphance : : : -

Santa Fe Generating Station

PNM and the NMED are parties to agreements under which PNM installed a remediation system to treat water from a
City of Santa Fe municipal supply well, an extraction well, and monitoring wells to address gasoline contamination in the
groundwater at the site of the former Santa Fe Generating Station and service center. PNM believes the observed groundwater
contamination originated from off-site sources but agreed to operate the remediation facilities until the groundwater meets
applicable federal and state standards or until the NMED' determmes that additional remediation is not required, whichever is
earlier. The mun1c1pa1 well contmues to operate ‘and méets federal drmkmg water standards. PNM is not able to assess the duration
of th1s prOJect

The Superfund Oversight Section of the NMED has conducted multiple investigations into-the chlorinated solvent plume
in the vicinity of the site of the former Santa Fe Generating Station. In February 2008, a NMED site inspection report was submitted
to EPA, which states that neither the source nor extent of contamination has been determined and also states that the source may
not be the former Santa Fe Generating Station. The NMED investigation is ongoing. The Company is unable to predict the
outcome of this matter. : v

Coal Combustion Waste Disposal ~

Regulation

CCBs consisting of fly ash, bottom ash, and gypsum from SJGS are currently disposed of in the surface mine pits adjacent
to the plant. ‘SJGS does not operate any CCB impoundments. The Mining and Minerals Division of the New Mexico Energy,
Minerals and Natural Resources: Deparﬁnent currently regulates mine placement of ash with federal oversight by the OSM. APS
disposes of CCBs'in ash ponds‘and dry storage areas at Four Corners, and also sells a pottion of its fly-ash for benéficial uses,
such as a constituent in concrete production. Ash management at Four Corners is regulated by EPA and the New Mexico State
Engineer's Office.

In June 2010, EPA published a proposed rule that includes two options for waste des1gnat10n of coal ash in the Federal
Reglster One optlon is to regulate CCBs as a hazardous waste, whlch would allow EPAto create a comprehensive federal program
for waste management and disposal of CCBs. The other‘option is to re gulate CCBs as a non-hazardous waste, whlch would provide
EPAwith the authority to develop performance standards for wiste management facilities handlirig the CCBs and would be enforced
pnmanly by state authorities ‘or through citizen suits. Both options allow for continued use of CCBs in beneficial applications.
EPA's proposal does not address the placerient of CCBs in surface mme pits for reclamation. A final rule regarding waste desigriation
for coal ash is not expected from EPA beforé mid‘to late 2012. ‘An OSM CCB rulemakrng tearn has been formed to develop a
proposed rule. OSM's draﬂ rulemaklng schedule targets an Apr11 2012 publrcatlon in the Federal Regrster

In January 2012, several environmental groups, including Sierra Club, submitted a NOI to sue to EPA under the RCRA.
The groups intend to file a citizen suit claiming that EPA has failed to review and revise RCRA's regulations with respect to CCBs.
The groups allege that EPA has already determined that revisions to the CCBs regulations are necessary. They also claim that
EPAnow has.a non—dlscretlonary duty to revise the regulatlons The env1ronmenta1 groups seek to ask a court to d1rect EPA to
complete its review of the regulation of CCBs and’ a hazardous Waste analytlcal procedure as soon as possrble and to determme
whether rev1s1ons of such regulatlons are warranted PNM and 1ndustry groups are evaluating the potentral unphcatlons of the
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threatened suit on EPA's rulemakmg agenda for CCBs..

PNM advocates for the non—hazardous regulatlon of CCBs PNM cannot pred1ct the outcome of EPA's or OSM's proposed
rulemaking regarding CCB regulation, including mine placement of CCBs or whether these actlons w1ll have a material impact
on 1ts operations, financial posmon or cash ﬂows *": : - E B ‘ X

2id

Sierra Club Allegations

In December 2009, PNM and PNMR received a NOI to sue under RCRA from the Sierra Club (“RCRA Notice”). The
RCRA Notice was also sent to all SJGS owners, to SJCC, which operates the San-Juan Mine that supplies coal to'SIGS; and'to
BHP. Additionally, PNM was informed that SJCC and BHP received a separate NOI to sue under the Surface Mine Control and
Reclamation Act ("SMCRA") from the Sierra Club. In April 2010, the Sierra Club filed suit in the U.S. District Court for the
District of New Mexico agalnst PNM and PNMR. ‘Also named in the lawsuit were SJCC and BHP: ‘Sierra Club filed an amended
complaint in July 2010, correctmg technical deﬁ01enc1es in the onglnal complamt In the amended complaint, Sierra Club alleges
that activities at SJTGS and the San Juan Mine are causing imminént and substantial harm to the environment, 1nclud1ng ground
and surface water in the reg1on and that placement of CCBs at the San Juan Mme constitutes "open dumping" in violation of
RCRA. The suit also includés’ claims against SJCC ‘and BHP under SMCRA. The complaint requests judgment for injunctive
relief, payment of civil pena1t1es and an award of plalhtlffs attorney's fees and costs. The parties have agreed to a stay of the
action, which the Court entered in August 2010, to allow the parties to try to address Sierra Club's concerns. If the parties are
unable to settle the matter, PNM i$ prepared to aggress1Vely defend its pos1t10n m the RCRA 11t1gat10n PNM and PNMR do not
beheve the outcome of thrs matter will have a matenal 1mpact ‘

Hazardous Air Pollutants (“HAPs”) Rulemakmg

“In December’ 2011; the EPA'issued its ﬁnal Mercury and Aiir Toxics Standards (“MATS”). MATS is designed to reduce
emissions of heavy metals, 1nclud1ng mercury, arsériic, ¢hromium and nickel, as well as acid gases, including hydrochloric and
hydrofluonc gases, from coal and oil-fired electric generatmg units ‘with a capac1ty of at least 25 MW. Existing facilities will
generally have up to four years to demonstrate comphance with the new rule. PNM's assessment of MATS indicates that the
control equipment currently used at SJGS allows the plant to meet the emission standards set forth in the rule although the plant
may be required to install additional momtormg equipment. With regard to mercury; stack testing performed for EPA during the
MATS rulemaking process showed that SJGS achieved a mercury removal rate of 99% or greater. APS will conduct testing to
determine what additional controls, if any, w1ll be requlred at Four Corners. If additional controls are required, the costs are not
expected to be material.

‘Other Commitments and €ontingencies
Coal Supply : T co o ‘

The coal requ1rements for SJGS are bemg supphed by SJCC, a wholly owned subsidiary of BHP In add1t10n to coal
delivered to meet the current needs of SIGS, PNM prepays SICC for certain coal mined but not yet delivered to the plant site.
SJCC holds certain federal, state, and private coal leases and has an underground coal sales agteemierit to supply ptocessed coal
for operation of SJGS through 2017. Under the coal sales agreement, SICCi is reimbursed for all costs for mining and delivering
the coal, 1nclud1ng an allocated portion of ddministrative costs, and receives areturn on its investment. BHP Minerals International,
Inc. has guaranteed the’ obhgat1ons of SJCC under the coal agréemént. The coal’ agreement contemplates the dehvery of coaI that
would supply substantlally all the requlrements of the SIGS through approx1mately 201 7.

S

APS purchasés all of Four Corneérs" coal requirements from a supplier with a long-term lease of coal reserves with the
Navajo Nation. The Four Corners coal contract runs through 2016 with pricing determined using an escalating base-price. APS
is currently in dlscuss1ons with the coal suppher regardmg post—2016 coal supply for Four Corners

In 2010, PNM updated its study of the final'reclamation costs for both the surfice mines that préviously provided coal to
SJGS and the current underground mine providing coal and revised its estimates of the final reclamation costs. The estimate for
decothmissioning the Four Corners mine was -also revised-in 2010. Based on the most recent estimates, payments for mirie
reclamation, in future dollars, are estimated to'be-$54.1 million for the surface mines at both SJGS and Four Corners and $21.7
‘million for the underground mine at SJGS as of December 31, 2011. PNM made payments against the surfacé mine liability of
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$1.9 million, $5.1 million, and $7.6 million during the years ended December 31, 2011, 2010, and 2009. At December 31, 2011
and 2010, liabilities, in current dollars, of $26.5 million and $25.0 million for surface mine reclamation and $4.2 million and $2.8
million for underground mining activities were recorded in other deferred credits.

PNM collects a provision for mine reclamatron costs in its rates The NMPRC has capped the. amount that can be collected
for final reclamation of the surface mines at $100.0 million. Previously, PNM recorded a regulatory asset for the amount of surface
mine reclamation costs to be collected from ratepayers, limited by the amount of the cap. If future estimates increase the liability
for surface mine reclamation, the excess would be expensed at that time.

San J uan -Underground Mine Fire Incident

On September 9, 2011 a fire was d1scovered at the underground mine owned and operated by SJCC that provides coal
for SIGS. The federal Mine Safety and Health Admmrstratron (“MSHA”) was notified of the incident and has since been on-site.
On September 12,2011, SJICC 1nformed PNM that the fire was extinguished and continues to report that all measurements from
the area of the. ﬁre continue to suggest the fire s extrngurshed However MSHA required sealing the incident area and confirmation
ofa noncombustlble environment before allowmg re-entry of the sealed area. SJCCinformed PNM that MSHA approved a sealing
plan on October 7, 201 1. SICC has indicated to PNM that it believes the mme s longwall equlpment "has experienced only minor
damage, if any, and currently estimates being able to restart longwall ‘mining operations in early May 2012. However, if the
longwall mining operation is shut down longer than currently anticipated by SJCC, PNM and the other owners of SJIGS would
need to consider alternatives for operating SJGS, mcludmg running at less than full capacity or shutting down one or more units,
the impacts of which cannot be determined at the current time. In late February 2012, SJICC began the process of re-entering the
sealed portion of the mine. Although no unanticipated conditions have been encountered to date, a complete assessment of the
incident site and the longwall mining equipment cannot be made until full access is made to the sealed area.

PNM continyes to actrvely monitor developments at the mine and evaluate the availability of coal supply. As of September
9, 2011, there were inventories of prev1ously mined coal available to supply the fuel requirements of SJGS for approximately
eight and one-half months at forecasted consumption before the d1sruptlon Production from continuous miner sections of the
mine was re-started on November 19, 2011 and coal sourced from other mines is being considered to supplement inventories.
SJCC has also reported it is implementing cost savings measures during the mine disruption. PNM is also working with SICC to
identify cost-saving opportumtles to mltrgate the impact of the incident.

PNM antlclpates that as the cost of the mine recovery flows through the cost-reimbursable component of the coal supply
agreement it would recover through its FPPAC the portion of such costs attributable to its customers subject to New Mexico
regulation. The staff of the NMPRC has requested that PNM provide information segregating the impacts of thls incident on the
FPPAC. On February 27, 2012, PNM made a filing with the NMPRC, which reflects a preliminary estimate that this incident
increased the deferral under the FPPAC by $14.5 million. PNM is unable at this time to predict when operations will resume at
the mine. Based on information PNM has received from SJICC to date, PNM does not expect the mine fire to have a material
effect on its financial condition, results of operatrons or cash ﬂows due to the inventories of prevrously mined coal available to
supply SJGS

PVNGS Liability and lnsurance Matters

The PVNGS partlcrpants have insurance for pubhc liability exposure for a nuclear incident totaling $12.6 blllron per
occurrence. Commercial i insurance carriers provrde $375 mrlllon and $12.2 billion is provided through a mandatory industry wide
retrospective assessment program. It losses at any nuclear power plant covered by the program exceed the accumulated funds,
PNM could be assessed retrospective premium adjustments. Based on PNM's 10.2% interest in each of the three PVNGS units,
PNM's maximum potential assessment per incident for all three units is $36.0 million, with an annual payment limitation of $5.4
million. : : :

The PVNGS participants maintain “all risk” (including nuclear hazards) insurance for damage to, and decontamination
of, property at PVNGS in the aggregate amount of $2.75 billion, a substantial.portion of which must first be applied to stabilization
and decontamination. These coverages are provided by Nuclear Electric Insurance Limited (“NEIL”). - If NEIL's losses in any
policy year exceed accumulated funds, PNM._is subject to retrospective assessments of up to $5.8 million for each retrospective
assessment declared by NEIL's Board of Directors. Theinsurance coverage d1scussed in this and the previous paragraph is subject
to policy conditions and exclusions. : :
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Natural Gas Supply .

PNM Electric procures gas supplies for its power plants ﬂom thrrd-party sources and contracts with third party transportatlon
providers.

- PNM Gas contracted for the purchase of gas primarily to setve its retail customers. The majority of these contracts were
short-term in nature. The price of gas was a pass-through, whereby PNM Gas recovered 100% of its cost of gas. As discussed in
Note 2, PNM completed the sale of PNM Gas on January 30 2009 at Wthh tlme all commitments’ for PNM Gas future gas
purchases were assumed by the buyer.

Water Supply

Because of New Mexico's arid climate and periodic drought conditions, there is concern in New Mexico about the use of
water, including that used for power generation. PNM has secured groundwater rights in connection with the existing plants at
Reeves Station, Delta, Valenc1a Afton Luna and Lordsburg Water avarlablhty does not appear to be an issue for these plants at
this time.

.. PNM, APS and BHP have undertaken activities to secure add1t1onal water.supplies for SIGS, Four Corners, and related
mines to accommodate the possibility of inadequate precipitation in coming years. Since 2004, PNM has entered into agreements
for voluntary sharing of the impacts of water shortages with tribes and other water users in the San Juan basin.. The current
agreements run through December 31,2012 and renewals are currently being negotiated. In addition, in the case of water shortage,
PNM, APS, and BHP have reached agreement with the Jicarilla Apache Nation on a long-term supplemental contract relating to
water for SJIGS and Four Corners that runs through 2016. Although the Company does not believe that its operations will be
materially affected by drought conditions at this time, it cannot forecast the weather.or itsramifications, or how policy, regulations,
and legislation may impact the Company should water shortages occur in the future.

N

In April 2010, APS srgned an agreement on behalf of the PVNGS part1c1pants with five c1t1es to provide coolmg water
essential to power productron at PVNGS for the next forty years. -

PVNGS Water Supply ngatron

In 1986 an action commenced regarding the rights of APS and the other PVNGS participants to the use of groundwater
and effluent st PVNGS. APS filed claims that dlspute the court's _]uI‘lSdlctlon over PVNGS' groundwater rights and their contractual
rights to effluent relating to PVNGS and, altérnatively, seek confirmation of those rights. In 1999, the Arizona Supreme Court
issued a decision finding that certain groundwater rights may be available to the federal government and Indian tribes. In addition,
the Arrzona Supreme Court 1ssued adecision in2000 afﬁrmlng the lower court's crlterla for resolvmg groundwater claims. Litigation
on these issues has contmued in the trial court No trial dates have been set in these matters, - PNM does not expect that this
litigation will have a materlal 1mpact on 1ts results of operation, ﬁnanc1al pos1t1on or cash ﬂows

San Juan Rlver Ad]udlcatlon

In 1975, the State of New Mexico filed an action in New Mexrco Disttict'Court to adjudrcate all water nghts in the San
Juan River Stream System. PNM was made a defendant in the 11t1gat1on in 1976. The action is expected to adjudicate water rights
used at Four Corners and SJGS. In 2005, the Navajo Nation and various part1es ‘dnnounced a settlement of thé Navajo Nation's
surface water rights. In March 2009, President Obama signed legislation confirming the settlement with the Navajo Nation. Under
the terms of the settlement agreement, the Navajo water rights would be settied and ﬁnally determined by entry by the court of
two proposed adjudlcatlon decrees. The court has ordered that settlement of the NavaJo Natlons claims under the settlement
agreement and entry of the proposed decrees be heard inan expedrted proceedlng

~ PNM's water nghts in the San Juan Basrn may ‘be affected by 1 the rlghts recognrzed in the settlement’ agreement as being
owned by the Navajo Nation (which comprise a s1gn1ﬁcant portron of water avallable from sources on the San Juan River and i in
the San Juan Basm) Therefore 'PNM has elected to pa1t1c1pate in this proceedmg The Company is unable to predict the ultlmate
outcome of this matter or estimate the amount or range of potential loss and carinot determine the eﬂ‘ect if any, of any water ri ghts
adjudication on the present arrangements for water at SJGS and Four Corners. Final resolution of the case cannot be expected
for several years. An agreement reached with the Navajo Nation in 1985, however, provides that if Four Corners loses a portion
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of its rights in the adjudication, the Navajo Nation will provide, for an agreed upon cost, sufficient water from its allocation to
offset the loss

Conflicts at San Juan Mme Involvmg 0Oil and Gas Leaseholders

SJCC, through leases with the federal government and the State of New Mexico, owns coal interests with respect to the
San Juan underground mine. Certam .gas producers have leases in the area of the underground coal mine and have asserted claims
against SJICC that its coal _mining activities are 1nterfermg with gas production. SJCC has reached settlement with several gas
leaseholders and has had success in court in defeating the claims of other claimants. Several other claims and potential claimants
remain. PNM cannot predict the outcome of existing or future disputes between SJCC and gas leaseholders or the range of potential
outcomes.

Republic Savings Bank Litigation

In'1992, an 1nact1ve subs1d1ary of PNMR ﬁled sult agamst the federal govemment in the United States Court of Claims,
alleging breach of contract arising from the seizure of Republic Savings Bank (“RSB”). RSB was seized and liquidated after
federal legislation prohibited certain accounting practices previously authorized by contracts with the federal government.

In January 2008, the court awarded the plaintiffs' damages in the amount of $14.9 million. The federal government appealed
this matter to the- U.S. Court of Appeals for the Federal Circuit and plaintiffs cross-appealed. On October 21, 2009, the Federal
Circuit issued its opinion, affirming in part and reversing in part the decision of the Court of Claims, resultirig in an award to the
plaintiffs of $9.7 million. The appeal period expired in January 2010. A final judgment order was entered for $9.7 miillion, which
amount was réceived in April 2010. PNM recorded the amount, net of legal expenses of $1:2 million, as other income in 2010.

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 and Western markets
energy crisis of 2000-2001 and the bankruptcy filings of the Cal PX and PG&E. As a result of the conditions in the Western
markets between late-2000 and mid-2003, FERC, the California Attorney General, and private parties (collectively, the “California
Parties”) initiated investigations, litigation, and other proceedings relevant to PNM and other sellérs in the Western markets at
FERC and in both California State and Federal District Courts. These sought a determination whether sellers of wholesale electric
energy during the crisis penod “including PNM, should be ordered to pay monetary refunds to buyers of such energy. PNM
partrmpated in these proceedings at FERC, the Federal District Courts, and the Ninth Circuit, 1nclud1ng filing appeals to that court.

In December 2009, PNM and the Cahfomla Parties reached an agreement in principle to settle all remaining claims against
PNM. A Settlement Agreement was signed in February 2010 and approved by FERC in April 2010. In the settlement, PNM paid
the California Parties $45.0 m11110n consisting of the assignment of PNM receivables plus interest as of December 31, 2009 from
the Cal ISO and the Cal PX in the amoutit of $13.1 million plus a cash payment of $31.9 million. In exchange, the California
Parties released PNM from claims arising from the California energy crisis of 2000 and 2001. PNM recorded the settlement at
December 31, 2009. PNM expressly denied any wrongdomg or culpability with respect to the claims agamst it and, in entering
into the settlement, did not admit any fault or liability.

Complamt Agamst Southwestern Publrc Semce Company

In' September 2005, “PNM filed a complamt under the Federal Power Act agamst SPS. PNM argued that SPS had been
overchargmg PNM for dehvenes of enetgy through its fuel cost adjustment clause practices. PNM also intervened i ina proceedmg
brought by other customers” raising similar arguments relatmg to SPS' fuel cost adjustment clause practrces (the “Golden Spread
proceeding”). In April 2008, FERC issued its order in the Golden Spread procéeding. "FERC affirmed the decision of an AL that
SPS violated its fuel cost adjustment clause tariffs, However, FERC shortened the refund period applicable to the violation of the
fuel cost adJustment clause issues. PNM and. SPS have filed petltlons for rehearmg and clarification of the scope of the remedies
that were ordered and reversal of various rulmgs inthe order. FERC has not yetacted upon the requests for rehearmg or clarification
and they remain pendlng fuxther dec151on PNM cannot predlct the final outcome of the case at FFRC or the range of p0551b1e
outcomes :
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Begay v. PNM et al

A putatrve class act1on was ﬁled agalnst PNM and other ut111t1es in February 2009 in the United States D1stnct Court in
Albuquerque. Plaintiffs claim to be allottees, members of the Navajo Nation, who pursuant to the Dawes Act of 1887, were allotted
ownership in land carved out of the Navajo Nation. Plaintiffs, including an allottee association, make broad, general assertions
that defendants, including PNM, are rights-of-way grantees with rights-of-way across the allotted lands and are either in trespass
or have paid insufficient fees for the grant of rights-of-way or both. The plaintiffs, who -have sued the defendants for breach of
fiduciary duty, seek a constructive trust. They have also included a breach of trust claim against the United States and its Secretary
of the.Interior. PNM and the other defendants filed motions to dismiss this action. In-March 2010, the court ordered that the
entirety of the plaintiffs' case be dismissed. The court did not grant plaintiffs leave to amend their complaint, finding that they
instead must pursue and exhaust their admrmstratrve remedles before seeking redress in federal court.

In May 2010, Plaintiffs ﬁled a Notlce of Appeal w1th the Bureau of Indian Affairs ("BIA"), which was demed by the BIA
Regional Director. In May 2011, plamtlffs appealed the Regional Director's decision to the DOI Board of Appeals.- The appeal
has been fully briefed-and is pending. PNM is participating in order to preserve its interests regarding any PNM-acquired rights-
of-way implicated in the appeal. PNM cannot predlct the outcome of the proceeding or the range of potential outcomes at this
time, S

Transmission Issues

In April 2010, Cargill Power Markets, LLC (“Cargill”) filed a complaint with FERC, asserting that PNM improperly
processed its transmission service queue and unfairly invalidated a transmission service request by Cargill. In July 2010, FERC
issued an order establishing a schedule for hearing and settlement procedures. In its order, FERC determined that PNM had
improperly invalidated a single Cargill transmission service request submitted in February 2008 and set the issue for hearing to
determine an appropriate remedy. In September 2010, FERC granted rehearing for further consideration. In January 2011, PNM
and Carg111 filed a settlement agreement with FERC in which PNM agreed to pay. Carg1ll $0.2 million and put Cargill's transmission
service request back into the queue. The settlement also left Carg1ll's and PNM's rehearing requests in place before FERC. One
intervenor in the proceeding contested the settlement In December 2011, the Commission issued an order approving the settlement
as filed but requiring a compliance filing to modlfy the standard of revrew for third parties and FERC.. PNM is unable to predlct
the ﬁnal outcome of this matter at FERC.

(17) Regulatory and Rate Matters
PNMR
First Choice Request for ERC’OTA[ternative Dispute Resolz)tion

In June 2008, First Choxce filed a request for alternative dispute resolut1on w1th ERCOT alleging that ERCOT mcorrectly
applied its protocols with respect to congestion management during the first quarter of 2008. First Choice requested that ERCOT
resolve the dispute by restating certain elements of its first quarter 2008 congestion management data and by refunding to First
Choice allegedly overstated congestion management charges. This matter was terminated prior to closing of the sale of First
Choice. ,See Note 2 i . ,

PNM.
Emergency FPPAC

In 2008, the NMPRC authorized PNM to implement an Emetgency FPPAC from June 2,2008 through Juné 30, 2009.
The NMPRC order approvmg the Emergency FPPAC also provided that if PNM's base load generating units did not operate ator
above a spgcified capacity factor and PNM was required to obtain replacement power to serve jurisdictional customers, PNM
would be required to make a filing with the NMPRC seeking approval of the replacement power costs. Inits requrred filing, PNM
stated that the costs of the replacement power amounting to $8.0 million were prudently incurred and made a motion that they be
approved. The NMPRC staff opposed PNM's motion and recommended that PNM be required to refund the amount collected.
Auditors selected by the NMPRC found that PNM was prudent in operating its base load units and in securing replacement power
buthad not obtained, prior NMPRC approval in the manner r;equlred by the NMPRC order. PNM continues to asseit that its recovery

of replacement power costs was proper and did not violate the NMPRC's order. The NMPRC has not ruled on this matter. Under
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the terms of the approved stipulation in the 2010 Electric Rate Case discussed below, the parties to the stipulation, including the
NMPRC staff, will jointly request that the NMPRC take no further action in this matter and close the docket. PNM ant1c1pates
th1s filing will be made in the first quarter of 2012 PNM is unable to predict the outcome of thls matter.’

2008 Electric Rate Case

In September 2008, PNM filed its 2008 Electric Rate Case requesting the NMPRC to approve an increase in electric service
rates to all PNM retail customers except thiose formerly served by TNMP. The proposed rates were designed to increase annual
operating revenue by $123.3 million. PNM also proposed a FPPAC in the general form authorized'by the NMPRC, but with PNM
retaining 25% of off-system sales margins and cred1t1ng 75% against fuel and purchased power costs

In June 2009, the NMPRC approved a stlpulatlon among PNM and most of the intervening pames to resolve all issues in
the case, including the approval of the Resource Stipulation déscribed below. The stipulation provided for an increase in annual
non-fuel revenues of $77.1 million, of which 65% was: implemented on July 1, 2009:and the remaining 35% was implemented on
April 1,2010. As an offset to the increase, PNM implemented a credit to custoiners totaling $26.3 million, representing past sales
of SO, altewances. This amount was credited to ratepayers over 21 months beginning July 1, 2009. In 2009, PNM recorded a
regulatory disallowance expense and a regulatory liability for the $26.3 million to be credited to ratepayers. The stipulation also
provides that a traditional FPPAC go into effect July 1, 2009 with 100% of off-systems sales margins being credited against costs
in the FPPAC. The FPPAC factor is set annually. Under NMPRC rules, PNM must file an application for coniinued use of its
FPPAC at least every four years, which would require a filing by May 28,2013. This filing may be submitted as part of a general
rate proceeding.

Resource Stipulation

In anticipation of the 2008 Electric Rate Case, the NMPRC approved the Resource Stipulation in May 2009. The Resource
Stipulation allowed recovery in rates of costs related to: 1) the Valencia PPA, 2) PNM's acquisition-of an ownershrp mterest in
Umt 2 of PVNGS that 1t was leasing (Note 2), and 3)'Lordsburg and PNM s interest in Luna '

Renewable Portfolio Standard

The REA establishes a mandatory RPS requiring a utility to acquire a renewable energy portfolio equal to 5% of retail
electric sales by January 1, 2006, increasing to 10% by 2011, 15% by 2015, and 20% by 2020. The NMPRC requires renewable
energy portfolios to be “fully diversified” beginning in 2011, with at least 20% from wind energy, 20% from solar energy, 10%
from other renewable technologies, and 1.5% from distributed generation. The REA provides for streamlined proceedings for
approval of utilities' renewable energy procurement plans, assures utilities recovery of costs incurred consistent with approved
procurement plans, and requires the NMPRC to establish a RCT for the procurement of renewable resources to prevent excessive
costs being added to rates. The NMPRC has established a RCT for 2011 0f 2% of all customers' aggregated overall annual electric
charges that i increases by 0.25% annually unt11 reach1ng 3% in 2015. The NMPRC has docketed a new rulemakmg to determine
the appropnate calculatlon methodology of the RCT The rulemakmg also proposes changes to the RPS d1vers1ty requirements.

In August 2010, the NMPRC partially approved PNM's revised 2010 procurement plan, including PNM's investment in
22 MW of solar PV facilities at various PNM sites and the construction of a solar-storage demonstration project. The NMPRC
approved the estimated costs of $107.7 million. Under the REA, actual costs incurred pursuant to and consistent with an approved
procurement plan are deemed to be reasonable and recoverable in the ratemaking process. Construction of these facilities was
completed in 2011 at a total cost of approximately $95 million.

; In July 2010, PNM filed its renewable energy procurement plan for 201 1. The NMPRC ultimately rejected PNM's proposal
to satlsfy its 2011 RPS requirement through the purchase of wind RECs and ordered PNM to procure actual wind energy in 2011.
While the rejectron of REC:s is under appeal at the New Mexico Supreme Court, PNM procured the wind energy as ordered in
2011. PNM requested a variance from the d1vers1ty requrrements for solar and certain “other resources” for 2011 based on the
RCT and avarlabrhty constraints, which the NMPRC granted conditioned upon PNM including i in its 2012 procurement plan a
proposal that would meet the d1vers1ty requlrements by April 5,.2013. ; :

In July 2011 PNM ﬁled its renewable energy procurement plan for 2012. The plan requested a variance from the RPS
due to RCT l1m1tat1ons The plan was d1vers1ty comphant based on the reduced RPS except for non-wind/non-solar resources,
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which were not currently available. In December 2011, the NMPRC approved PNM's 2012 plan with modifications. Under the
modified:plan, PNM must spend $0.9 million more en renewable procurements in'2012 than it originally proposed. If PNM's
proposed additional procurements are approved by the NMPRC, the resulting portfolio of renewable resources will constitute
approximately 7.3% of PNM's energy sales in 2012, which is less than the statutory RPS of 10%, due to the RCT. The NMPRC
also‘required PNM to file a supplemental plan by April 30, 2012, within which PNM is authorized to include an early filing of its
201 3 renewable energy procurement plan: In th1s ﬁhng PNM is to propose procurements to meet the 10% RPS by 2014 or sooner.

: PNM has requested recovery of the costs of the above programs from customers through a rate rrder See Renewable
Energy: Rlder below PNM is unable to predrct the outcome or impact of these matters. :

£

EnergyEﬁ‘ czency andLoad Management e o
: Program Costs o

Pubhc utrlltles are requlred to obtam NMPRC approval to 1mplement energy- efﬁcrency and,load management programs.
Costs to implement approved programs are recovered through a rate rider. In September 2010, PNM filed an energy efficiency
program application for programs to be offered beginning July 1, 2011, The NMPRC issued an order in June 2011 that approved
a rider recovery amount; of $17.1 million in program costs. The new rider rate was effective with bills rendered July 27, 2011..

" In Apnl 2011 PNM ﬁled a reconc111at10n of energy efﬁelency program costs and collectrons as of December 31 2010
Included in this filing was an adjustment of the adder amount to reflect the measured and verified savings for 2010 program
participation in its 2010 Annual Electric Energy Efficiency Report, also filed:in' April 2011. PNM proposed an adjustment to the
energy. efficiency rider to recover an under-collected balance of $2.6. million. . After suspending the proposed adjusted rates, the
NMPRC concluded that some-of the program costs exceeded approved,budgets and determined that an evidentiary hearing should
be held to consider whether PNM should be permitted to recover over-budget program. The NMPRC issued an order in November
2011 that approved recovery of substantially all of the under-collected program costs through December 31, 2010.

Dzszncentzves/[ncenttves Adder

The Efﬁcrent Use of Energy Actrequires the: NMPRC to remove ut111ty drsmcentwes to. 1mplement1ng energy efﬁc1ency
and load management programs and to provide incentives for such programs. A rule approved by the NMPRC authorized electric
utilities to collect rate adders of $0.01 per KWh for lifetime energy savings and $10 per KW for demand savings related to energy
efficiency and demand response programs beginning in 2010. The NMAG and NMIEC appealed the NMPRC order adopting this
rule to the New Mexico Supreme Court. PNM began implementing a rate rider under the rule to collect adders related to its 2010
program savings in December 2010 .while the' appeal of the rule was pending. .In July 2011, the Supreme Court annulled-and
vacated the order adopting the rule and remanded the matter to the NMPRC. As‘a-result of the Supreme Court decision, PNM
filed revised tariffs and ceased collectmg this adder for 2010 program savings on August 21, 2011. Of the $4,2 million authorized
for recovery, $2.6 million had been collected through August 20, 20141. PES

In June 2011 prior to the Supreme Court dec1s1on, the NMPRC approved PNM»specrﬁc adders of. $0 002 per kWh and $4
per kW. PNM is presently collecting $1.3 million in adder revenues consistent with this order. After the Supreme Court decision
vacating the rule, the NMPRC initiated a proceeding to determine whether PNM should be required to cease collecting the adders
and to refund all adder revenues collected since December 2010. In November 2011, the NMPRC issued ordets that-PNM is not
required to refund any adder revenues and is authorized to continue collecting the adders. However, in an order on rehearing,
which'it- subsequently ‘rescinded; it further rediiced the amount of the- authonzed addérs. Prior to the rescission, PNM appealed
the rehearrng order-to the Supreme Court. That appeal is still pending. In’ a separate: appeal and writ proceeding in the Supreme
Coutt, NMIEC and the NMAG seek to overturn the NMPRC ‘ordeér altowing PNM to' continue to collect adders in’ 11ght of the
prevrous Supreme Court dec151on PNM cannot predlct the outcome of these matters.

201 0 Electrzc Rate Case

PNM filed its 2010 Electrrc Rate Case apphcatlon with the NMPRC in June 201 0 forrate increases totaling $1 65 2 mllhon
for all PNM retail customers to be effective April 1, 2011. The application proposed separate rate increases forcustomers formerly
served by TNMP prior to its acquisition by PNMR (“PNM South”) and other customers of PNM (“PNM North”). The filed revenue
requirements were based on a future test period ending December 31, 2011. PNM proposed to implement the increase in two
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phases. Phase 1 would have become effective April 1,2011 and Phase 2 would have become effective January 1,2012. PNM also
proposed to implement a FPPAC for PNM South. -This:was the first rate case fihng in New Mexico proposing a future test year
consistent with recent amendments to the Public Utility Act.’

InFebruary 2011, PNM, NMPRC st_afﬂ NMAG, and seyeral other parties entered into a stipulation that would have allowed
PNM to increase rates by $45.0 million immediately following approval and by an additional $40.0 million beginning January 1,
2012. The stipulation, which reflected some aspects of a future test year, was subject to approval of the NMPRC. The PNM South
customers would also be covered by the:same FPPAC that is utilized for the PNM North customers. In addition, subject to further
NMPRC approvals, PNM would be able to recover the costs associated with NMPRC approved renewable energy procurement
plans through a rate rider beginning July 1, 2012 or twelve months after the effective date of the new electric rates. PNM would
also be able to implement a separate rate rider in 2013 to recover up to an additional $20.0 million to cover changes in plant-
related rate base between June 30, 2010 and December 31, 2012. PNM's next general rate adjustment could not go into effect
before January 1, 2014, except that PNM could file for recovery of costs to comply with any federal or state environmental law
or requirement effective after June 30, 2010. In addition, the stipulation would limit the amount that could be recovered on an
annual basis for fuel costs, renewable energy costs, and energy efficiency costs during the period covered by the stipulation.
Recovery of costs in excess of the limits would be deferred for collection, without carrying costs; to future periods. In August 2011,
the NMPRC issued an order that provided for an immediate $72.1 million rate increase; rejected the capital additions rider, and
made other modifications to the stipulation. PNM and other parties to the stipulation filed an amended stipulation in August. 2011
that conformed to the modifications. The amended stipulation allows PNM to ﬁle anew general rate case for rates to be effective
July 1,2013. PNM 1mp1emented the new rates on August 21 2011,

As a result of the modified st1pulatron PNM recorded pre-tax losses for the $10.0 million of fuel costs that w111 not be
recovered-through the FPPAC and $7.5 million for other costs that will not be recovered in rates. These amounts were recorded
as of June 30, 2011 and are reﬂected as regulatory drsallowances on PNM's Consolidated Statement of Earmngs

Renewable Energy deer

In January 2012, PNM filed an application for a rate rider that would go into effect in August 2012 to collect costs for
renewable energy procurements incurred after December 31, 2010 that are not otherwise being collected in rates. These costs
include the procurement of solar RECs from customers; wind:resource procurements during November and December 2011 as
ordered by the NMPRC, and the revenue requirements for PNM-owned solar PV facilities and a solar battery storage demonstration
project that went into service during 2011. The rider's rate for 2012 would be set at 2.081% of the retail customer's monthly bill.
The rate would be reset to 2.695% as of January 1, 2013 to'reflect unrecovered costs from 2012 and projected costs to be incurred
in 2013: The rider would terminate upon a final order in PNM's next general rate case unless that order authorized a continuation
of the rider. Amounts that can be collected under the proposed rider are capped at $18.0 million in 2012 and $24.6 million in 2013
under the stipulation in PNM's 2010 Electric Rate Case. Any amourits above the caps are deferred for future recovery without
carrying costs. In that stipulation, signatories agreed not to oppose approval of the rider for collection of costs incurred consistent
with PNM's approved annual renewable energy plans. As a'separate component of the rider, PNM proposes that if its earned return
on jurisdictional equity in 2013 exceeds 10.5%, it would refund to customers during May through December 2014 the aniount
over 10.5%. A procedural schedule has been adopted and a publlc hearmg is scheduled to begm May 14 2012 PNM is unable
to predrct the outcome of thrs matter.

2 011 Integrated Resource Plan

NMPRC rules require that 1nvestor owned ut111t1es file an IRP every three years. The IRP is requrred to cover a 20-year
planmng period and contain an action plan covering the first four years of that period. In its most recent IRP, which was filed in
July. 2011, PNM indicated that it planned to meet.its anticipated load growth through a combination of new natural gas-fired
generating plants, renewable energy resources, load management, and energy efficiency programs. However, PNM has not entered
into any commitments regarding these plans beyond what is otherwise described herein. As required by NMPRC rules, PNM
utilized a public advisory group process during the development of the 2011 IRP. Two protests were filed to the IRP requesting
rejection of the plan. The NMPRC assigned the case to a Hearing Examiner and designated a mediator to facilitate negotiations.
The NMPRC staff filed a motion in December 2011 to dismiss the protests and terminate the proceeding on the groundthat PNM's
IRP fully comphes with NMPRC rules PNM is-unable to predrct the outcome’ of this matter.
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Transmission Rate Case

In October 2010, PNM filed a notice with FERG:to-increase its wholesale electric transmission revenues by $11.1 million
annually, based on a return.on equity of 12.25%. The filing also seeks to revise certain Open Access Transmission Tariff provisions
and bi-lateral contractual terms. Ifapproved, the rate increase would apply to all of PNM's wholesale electric transmission service
customers, which include other utilities, electric co-operatives, and entities that use PNM's transmission system to transmit power
at the wholesale level. The proposed rate increase would not impact PNM's retail customers. In December 2010, FERC issued
an order accepting PNM's filing and suspending the proposed tariff revisions for five months. The proposed rates were implemented
on June 1, 2011, subject to refund. PNM and other parties to the case had engaged in settlement discussions. However, due to
an impasse in those séttlement négotiations; the’settlement judge issued an order in August 2011 designating an ALJ, establishing
procedural time standards, and terminatifig settlemeént judge procedures. The&-ALJ scheduled a- hearing for this proceeding to
commence on April 4, 2012. Subsequent to the ALJ's order setting the hearing, the staff of FERC made a filing recommending
an annual revenue increase of $4.6 million, based on a return on equity of 10.4%. ‘After the FERC staff made its filing, settlement
discussions have resumed and are ongoing. PNM is unable to predict the outcome of this proceeding.

F lrm-Requzrements Wholesale Custorner Rate Case

PESE]

“In September 2011, PNM filed-an arended sales agreement between PNM and NEC with FERC The agreement proposes
a cost of service based rate for the electric service and ancillary services PNM- provides to NEC, which would result in an annual
increase of $8.7 million or a 39.8% iricrease over existing rates. -PNM also requested a FPPAC and full recovery of certain third-
party transmission charges PNM incurs to serve NEC. NEC filed a protest to PNM's filing with FERC. In November 2011, FERC
issued an order accepting the agreement as filed, suspending the effective date for a five-month period, to be effective April 14,
2012, subject to refund, and set the proceedlng for settlement The parties are currently in settlement ne gotlatlons PNM is unable
to pred1ct t’he outcome of thls proceedmg
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TNMP Competltzve Transztzon Charge Tb'ue- Up Proceedmg o

The true-up proceeding quantified the amount of stranded costs that TNMP can recover, ‘asa CTC, from its customers. A
2004 PUCT decision established $87.3 Imllron as TNMP's stranded costs.. TNMP and other parties made a series of appeals on
the’ rul1ng Jn June 2011 , the Texas Supreme Court denied all petmons for revnew and a motlon for reheanng, concludmg this
matter . :

Sty -

Interest Rate Compliance Tariff

Following a revision of the interest rate on TNMP's CTC, TNMP filed a compliance tariff to implement the new lower
8.31% rate. Intervenors asserted ob_tectlons and, after regulatory progeedings, the PUCT issued an order making the new rate
retroactwe to July 20, 2006 TNMP successfully appealed to the District Court in Austin, Texas for the new rate not to be effectlve
prior ¢ to. December 27, 2007 However, the Texag 3rd Court of Appeals rgversed the Dlstnct Court and reaﬂirmed the PUCT's
decision. TNMP petmoned the Texas Supreme Court for review in July 2011. After opposing parties filed responses, the Texas
Supreme Court ordered full briefing of this matter. TNMP is unable to predict if the Texas Supreme Court will review the decision
or the ultimate outcome of this matter. However, due to the new retroactive ratemaking theory contained in the Texas 3rd Court
of Appeals opinion; TNMP recorded a pre-tax regulatory dtsallowance of. $3 9 mllhon in 2011 to reﬂect the 1mpact of applymg
the83l% rateretroactlvely e RGae. AT et or et st : R

FEEPOR]

TR NI

2008 Rate Case

. ] .. In August 2008 TNMP ﬁled w1ththe P ,CT fora. general 1ncrease in rates In June 2009 TNMP and other part1es reached
an unammous settlement that perm1tted TNMP to increase revenues by $12.7 million annually. This increase reflected mterest
and other costs assoc1ated w1th 1ts March 2009 debt refmancmg and the settlement adjusted the 1nterest rate TNMP is allowed to

in 2009. The settlement was approved by the PUCT in August 2009 and rates went into effect on September 1, 2009.
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2010 Rate Case

In August 2010, TNMP filed with the PUCT for a $20.1 million increase in 'revenues. BJanuary 2011, the PUCT approved
a settlement that provided for a‘revenue increase of $10.25 million, a returri on equity-of-10.125%, and a-hypothetical 55%/45%
debt:equiity capltal structure The PUCT approved the settlement in J anuary 20841 TNMP 1mplemented the fiew rates on February 1,
201 1.

. i
i .

2010 Rate Case Expense Praceea'zng . ST TR AT

The determmatlon of the amount of reasonable rate case expenses 1neurred by TNMP and other part1es in TNMP'S 2010
Rate. Case was severed into a separate proceeding. The parties agreed to a settigment, of the case, which was approved by the
PUCT in May 2011. TNMP began collecting $2.8 million over three years on July 1,:2011. .

[N

Energy Eﬁ' iciency

TNMP recovers the costs of its energy efficiency programs through an energy efficiency cost recovery factor. The PUCT
approved TNMP's collection of its 2010 energy efficiency program costs of $2.6 million over 11 months beginning February 1,
2010. Recovery of the 2011 program costs of $2.7 million were approved for collection beginning January 1, 2011. In September
2011, the PUCT approved a settlement that allows TNMP to cellect the estimated 2012 energy.efficiency program costs of $3.4
million and a $0.3 million bonus for 2010. TNMP's new rates were effective January 1,2012.

Transmzsszon Rate lemgs ; o _ e o

TNMP can update its transrmssmn rates tw1ce per year to reﬂect changes in 1ts 1nvested capltal Updated rates would
reflect the addition and retirement of transmission facilities, including appropriate depreciation, federal income tax and other
associated taxes, and the approved rate of return on such facilities. In March 2010, TNMP filed an application to update its
transmission rates to reflect changes in its invested capital. The requested increase in total rate base is $33.8 million, with a total
revenue requirement increase of $5.5 million. The PUCT approved the interim‘adjustmént-on- May 14, 2010.

Periodic. Distribution Rate Adjustment

'As required by Texas Senate Bill 1693, 'the PUCT approved a  new riile perm1tt1ng 1nter1m rate ad]ustments to reflect
changes in investments in distribution assets on September 27, 2011. The rule permits 'distribution utilities to file for a penodrc
rate'adjustment between April 1 through April 8 of each year as long as the electric utility is not earning more than its authorized
rate of return using weather-normalized data. '

Advanced Meter System Deployment and Surcharge Request

oao

In July 2011 the PUCT approved a settlement and authonzed an advanced meter deployment plan that permits TNMP to
collect $l 1333 mllhon in deployment costs through a surcharge over'a 12—year period’’ TNMP began collectmg the surcharge on
August 1 1, 201 1 Deployment of advanced meters beganin September 2011 and is scheduled to be completed over a5-year penod

Remand of ERCOT Transmzsszon Rates for 1999 and 2000 s I “3 -

et

F ollowmg a vanety of appeals the ERCOT transmrssmn rates approved iy 1999 and 2”0 LwWere recently remanded back
to the PUCT These dockets concern the recalculation of rates for the fourth quarter of 1999 and all of 2000 to correct over-
payments made by certain market participants and the recovery of additional, undetermined transmission costs by the City Public
Service Board of San Antonio ("CPS"). In October 2011, TNMP joined in a non-unanimous settlement of the issues relating to
resettlement of the last four months of 1999. In October 2011 an ALJ dlsm1ssed CPS‘ clalms regardlng its resettlement of 2000
] ' anlmous séttlement of the
J4ist four months of 1999 and severed any remalnmg claims belo‘ngmg to CPS 1nto a separate proc*eedmg TNMP should receive
$1.6 million under the settlement However, whether such funds have t6 be passed on to'customers will bé determined in TNMP'
next transmlssmn cost recovery factor ﬁllng TNMP cannot pred1ct the ultlmate outCome of this matter T
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(18) Accumulated Other Comprehenswe Income (Loss)

AOCI reports a measure for accumulated changes in equity that result from transactions and other economic events other
than transactions with shareholders. The following table sets forth each component of AOCI, net of income taxes:

Unrealized Mark-to- Accumulated
gain Pension market for other
on .. liability cash-flow hedge comprehensive
securities adjustment transactions income (loss)
(In thousands)
PNMR
Balance at December 31, 2011 , $ 15,634 $ (82,432) $ (58) $ (66,856)
Balance at December 31, 2010 ' $ 16,211 § (83,254) $ (1,623) $  (68,666)
PNM ;
Balance at December 31, 2011 $ 15,634 $ (82,432) § — 3 (66,798)
Balance at December 31, 2010 $ 16,211 $ (82,981) $ (16) $  (66,786)
‘ TNMP , ,

Balance at December 31, 2011 $ —$ — 8 . (58) § (58)
Balance at December 31, 2010 $ — 3 275) $ (1,210) $ ' (1,485)

(19) Related Party Transactions

PNMR, PNM, and TNMP are considered related parties as defined under GAAP. TNMP provides transmission and
distribution services to First Choice. On November 1,2011, PNMR sold First Choice. TNMP revenues from First Choice through
October 31, 2011 are considered related party revenues and included in the table below. PNMR Services Company provides
corporate services to PNMR and its subsidiaries in accordance with shared services agreements. These services are billed at cost
on a monthly basis to the business units. Optim Energy was a related party prior to September 23,2011. PNMR Services Company
provided corporate services to Optim Energy under a services agreement. There was also a services agreement for Optim Energy
to provide services to PNMR. ‘

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. These agreements provide 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 savmgs from PNMR to the extent that PNMR
is able to utilize those benefits.

B- 100



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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Becember 31, 2011, 2010 -and 2009

See Note 6 for information on intercompany borrowing arrangements. - See Note 22 for information concerning Optim
Energy. The table below summarizes the nature and amount of related party transactions of PNMR, PNM and TNMP:

Year Ended December 31,

_ 2011 2010 2009
y Coe o (In thousands)
Electnmty, transmission and dlstrlbu’uon related serv1ces billings: :
TNMP to PNMR o s $ 33813 $ 39,084 $ 41,338
Services billings: o _ o
PNMR to PNM® , - 98,914 93,602 80,141
PNMRto TNMP S , 29353 . 25455 22,919
PNM to TNMP « 550 400.,., 698
TNMP to PNMR o 164 319 636
PNMR to Optim Energy ‘ \ o 4,083 5,778 6,743
Optim Energy to PNMR ‘ ' 23 173, 305
Income tax sharing payments: : _ ;
PNM to PNMR — = 126,527
TNMP to PNMR , — - 4322
PNMR to TNMP — (13,869) L=
PNMR toPNM | | o o (59,298) o
Interest payments: ‘ ; N S . , | , ,
PNM to PNMR o . . 54 13 8

“TNMP to PNMR o o ' | 40 281 849
M Includes billings to PNM Gas of $0.9 million in 2009.

(20) New Accountmg Pronouncements

-Information concerning recently 1ssued accounting pronouncements that have not been adopted by the Company and could
have a material 1mpact, is presented below :

Accounting Standards Update 2011-04 - Fair Value Measurement: Amendments to Achieve Cominon Fair Value
Measurement and Disclosure Requirements in U.S. GAAP and IFRSs

The FASB released amended guidance to provide a consistent definition of fair value and to ensure fair value measurement
and disclosure requirements are similar between GAAP and International Financial Reporting Standards. The update changes
certain fair value measurement principles, further enhances disclosure requirements related to transfers between hierarchy levels,
and increases qualitative disclosures regarding unobservable inputs used in Level 3 measurements, including the sensitivity of
recurring Level 3 measurements to changes in significant unobservable inputs. In addition, the update requires disclosure of the
level within the fair value hierarchy for fair value disclosures of instruments recorded on an amortized cost basis. The update is
required to be applied prospectively and is effective for interim and annual reporting periods beginning on or after December 15,
2011, with early adoption prohibited. The Company does not believe this guidance will have a material impact on the Company's
financial statements and will comply with this requirement upon its effective date.

Accounting Standards Update 2011-08 - Intangibles-Goodwill and Other: Testing Goodwill for Impairment

The FASB released amended guidance that is intended to simplify requirements to test goodwill for impairment. Under
the amended guidance, an entity will have the option to first assess qualitative factors to determine whether the existence of events
or circumstances leads to a determination that it is more likely than not that the fair value of a reporting unit is less that its carrying
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amount. Ifan entity determines it is more likely than not that the fair value of a reporting unit is greater than its carrying amount,
then performing the two-step impairment test will not be necessary. However, if an entity is unable to make this conclusion, then
it will be required to-perform the first step of the two-step.impairment test by calculating the fair value of the reporting unit and
comparing the:fair value with the carrying amount of the reporting unit, as required by current guidance. The update is effective
for annual and interim goodwill impairment tests performed for fiscal years beginning after December 15,2011, With early adoption
penmtted The Company 1is currently evaluatmg the: 1mpacts of th1s new: standard and will apply it in 2012.

Accountmg Standards Update 2011-11 - Balance Sheet Dlsclosures about Offsettmg Assets and Llabllmes ,
. { :
The FASB released amended gmdance that W111 require entities to dlsclose both gross and net information about instruments

and transactlons eligible for offset in the statement of financial position as well as instruments and transactions. subject to an
agreement similar to a:master netting arrangement. In addition, the update requires disclosure of collateral received and posted
in connection with master netting agreements or similar agreements. The update is effective for annual reporting periods beginning
on or after January 1,2013, and interim periods therein. The disclosures required by this amendment will be applied retrospectively
for all comparative periods presented. The Company is currently evaluating the impacts of this new standard.

(21) Optim Ener_gy

In J anuary 2007 Optlm Energy was created by PNMR and ECJV,: a wholly owned subsxdlary of Cascade, to serve expanding
YU S. markets prmc1pa11y the areas of Texas covered by ERCOT PNMR and ECIV each had a 50 percent ownership interest in
Optim Energy, a limited hablhty company

In 2007, Optim Energy entered into a bank financing arrangement that provided for a revolving line of credit, the issuance
of bank letters of credit support certain contractual arrangements, and a maturity of May 31, 2012. Cascade and ECJV guaranteed
Optim Energy's obligations on ‘this facility and, to secure Optim Energy's obligation to reimburse Cascade and ECJV for any
payments made under the guaranty, recelved a ﬁrst lien on all assets of Optim Energy and its subsidiaries. Optim Energy's debt
was non-recourse to PNMR. R

Impairment and Restructuring

Beginning in 2009 and continuing throughout 2010, Optim Energy was affected by adverse market conditions, primarily
low natural gas and power prices. In addition to these adverse market conditions, reported sales of electric generating resources
w1th1n the ERCOT maiket area were transacted at prices (per KW of generating capacity) that were substantially below the : amounts
recorded for the electric generating plants underlymg PNMR's investment in Optlm Energy. Under GAAP, these factors were
indicators of impairment that required impairment analyses to be performed as of December 31, 2010, both by Optlm Energy of
its electric generating plants and by PNMR of its investment in Optim Energy.

GAAP requires that Optim Energy perform the impairment analysis of its electric generating plants using forecasts of
future cash flows on an undiscounted basis in order to determine its investments are recoverable. Optim Energy's analysis indicated
that it would be able to recover its investments in electric generating assets based on its estimates of undiscounted future cash
flows from operating those plants over their expected useful lives. Therefore, Optim Energy did nof record any impairment loss
related to its electric generatmg plants at December 31, 2010. :

However, GAAP i'equires that PNMR develop the impairment analysis of its investment in Optim Energy based on a
- determination of the irivestment’s fair value. Determination of fair value is subjective and requires reliance on many assumptions
and judgments regarding future events. Fair value can be based on the market approach, income approach, or cost approach. In
making its determination, PNMR considered recent transactions involving electric generating assets within the ERCOT market
area, the forecasted cash-flows related to the investment, and preliminary information concerning strategic alternatives for its
investment in Optim Energy. PNMR's determination of the fair value of its investment in Optim Energy is considered a Level 3
measurement under the fair value hierarchy established under GAAP. See Note 8. 'PNMR's analysis indicated that its entire
investment in Optim Energy was impaired at December 31,2010. Accordingly, PNMR reduced the carrying value of its investment
in Optim Energy to zero at December 31, 2010, resulting in a pre-tax impairment loss of $188.2 million ($113.7 million after-
tax), which is reflected within Other Income and Deductions on the Consolidated Statements-of Earnings (Loss) of PNMR. In
accordance with GAAP, PNMR “has not recorded income or losses associated with its investment in Optim Energy in 2011 as
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PNMR had no contractual requirement or agreement to provide Optim Energy with additional financial resources.

As a result of the adverse market conditions described-above, PNMR (in collaboration with Optim. Energy and ECJV)
assessed various strategic alternatives relating to Optim Energy.: On September 23; 2011, PNMR, ECJV, and Cascade agreed to
restructure Optim Energy and ECJV niade an equity contribution to Optim Energy in exchange for an increased ownership interest,
which resulted in PNMR's ownership in Optim Energy being reduced from 50%to 1%. As part of this transaction, PNMR did
not make any equity contribution to Optim Energy nor was it required to make any future contribution. The fair value of PNMR's
1% ownership interest in Optim Energy was de minimis at December 31, 2011. PNMR Services Company provided certain
corporate services to Optim Energy through December 31, 2011 and is continuing to provide services with respect to certain open
tax matters. From January 1,2012 through December 31, 2013, ECJV had the option to purchase PNMR's 1% ownership interest
in Optim Energy at fair market value. On January 4,2012, ECJV exercised its option to acquire PNMR's remiaining 1% ownership
interest in Optim Energy at fair market value, which was determined to be zero. PNMR accounted for its investment in Optim
Energy using the equity method of accounting until September 23, 2011 and used the cost method thereafter.

Operational Information -

As discussed above, PNMR fully impaired its investment in Optim Energy at December 31, 2010 and has not recognized
losses of Optim Energy from January 1, 2011 through September 23,2011 when PNMR ceased to account for its investment using
the equity method of accounting. Accordmgly, Optim Energy has no impact on PNMR's 2011 balance sheet, statement of earnings,
and statement of cash flows. Summarized financial information for Optim Energy is presented below although summanzed balance
sheet information for 2011 is not presented since PNMR ceased using the equity method of accounting.

Results of Operations
Nine Months Ended - - Year Ended December 31,
September 30,2011 2010 .o 2009
(In thousands) -
Operating revenues 8 256,786 $ 374358  $ 319,507
Gross margin 84,689 109,980 117,960
Net earnings (loss) ; (21,434) (25,090) (56,826)

, PNMR recognized net earnmgs (loss) ﬁom Optim Energy of zero, $(15 2) million, and $(30.1) m1lhon for the years ended
December 31, 2011, 2010, and 2009. The 2010 and 2009 amounts include amortization of a basis difference between PNMR's
recorded investment in Optim Energy and 50 percent of Optim Energy's equity.

Financial Position

December 31,

2010
: . (In thousands)
Current assets . 8 105, 413
Non-current assets ‘ 11,045 248
Current liabilities » : (50,226) -
Long-term debt - o (717,000)
Other long-term liabilities - ‘ (7,515)
Owners' equity < : ‘ o $ 375,920
50 percent of owners' equity , o $ 187,960
1 PNMR basis dlfference in Optim Energy ’ _ - 216
Impalrrnent of equity investment in Optim Energy e e 8_8_,176_) -

PNMR equity investment i Optim Energy . : $ —
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(22) Dlscontmued Operatrons

PNM Gas ) »

As discussed in Note 2, PNM sold 1ts gas operatlons which comprised the PNM Gas segment on January 30, 2009. Under
GAAP, PNM Gas is presented as drscontmued operations on the accompanying Consolidated Statements of Earnings (Loss). In
accordance with GAAP, no deprecratlon was recorded ‘on assets held for sale in 2009. PNM also retamed obligations for certain
contingent liabilities that existed at the date of sale. PNM recognized $5.4 million in expense related to these liabilities in the
2009 Results of Operatlons for PNM Gas., Summarized ﬁnan01al information for PNM Gas is as follows:

Res_ults of Operatrons :
B g : Period from
_}S"' January 1 to
L & .. ... January 30,
- , (In thousands)
Operatmg revenues . ' $ 65,695
Cost ofenergy , ‘ b et S ' 44,698
Gross margin e 0997
! Operatmg expenses . _ e 11,264 .
-:- Depreciation and amortlzatron - R L —
<~ Operating iicome = © i ' : = 9,733
Other income (deductions) 292
. Net interest charges C o 962)
Gain on dlsposal . D . o 198,425
Segment earnmgs before income taxes 107,488
“Income taxes'(beriefit) © o 36,687 -
Segment Earnings $ 70,801

PNM Gas’s cost-of-gas revenues collected from sales-service customers were recovered in accordance with NMPRC
regulatlons through the PGAC and represented a pass-through of the cost of natural gas to the customer

[Tt

(23) Goodwill and Other Intangible Assets; Impalrments

The excess purchase price over the fair value of the assets acquired and the liabilities assumed by PNMR for its June 2005
acquisition of TNP was recorded as goodwill and was pushed down to the businesses acquired. Subsequently, TNMP assets that
were included in its New Mexico operations, including goodwill of $102.8 million, were transferred to PNM. Ofthe $79.3 million
of other intangible assets acquired in the TNP acquisition, $68.8 million related to the trade name “First Choice.” The trade name
was considered to have an indefinite useful life and was not amortized. ‘The other $10.5 million intangible asset related to the
First Choice customer list and was amortized over eight years.

The Company evaluates its goodwill and non-amortizing intangible assets for impairment annually at the reporting unit
level or more frequently if circumstances indicate that the goodwill or intangible assets may be impaired. Application of the
impairment test requires judgment, including the identification of reporting units, assignment of assets and liabilities to reporting
units, and determination of the fair value of each reporting unit. A discounted cash flow methodology is primarily used to estimate
the fair value of each reporting unit. ‘This analysis requires significant judgments, including estimation of future cash flows, which
is dependent on internal forecasts, estimation of long-term growth rates for the business, and determination of appropriate weighted
average cost of capital for each reporting unit. Changes in these estimates and assumptions could materially affect the determmatlon
of fair value and the conclusion of impairment for each reporting unit.

For non-amortizing intangibles other than goodwill, the Company compares the fair value of the intangible asset to its
recorded value. For goodwill, the first step of the impairment test requires that the Company compare the fair value of each
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reporting unit with its carrying value, including goodwill. If as a result of this analysis, the Company concludes there is an
indication of impairment in a reporting unit having goodwill, the Company is required to perform the second step of the impairment
analysis, determining the amount of goodwill impairment to be recorded. The amount is calculated by comparing the implied fair
value of the goodwrll to its carrying amount. This exercise requires the Company to allocate the fair value determined in step one
to the 1nd1v1dua1 assets and lrabrhtres of the reportlng unit. Any remarmng fair value would be’ the 1mphed fair value of goodwill
on the testing date To the extent the recorded amount of goodwrll ofa reportmg umt exceeds the 1mp11ed fair value determined
in step two, an 1mpa1rment loss is reﬂected in results of operatlons

The annual evaluations Have fiot indicated 1mpa1rments of'any of PNMR S reportmg units, except in'2008. During 2008,
the market capitalization of PNMR’s common stock was significantly below book value. In addition, changes in the ERCOT
market significantly impacted the results of operations of First Choice. The financial challenges facing First Choice were
exacerbated by the impacts of Hurricane,lke and depressed economic conditions resulting in significant increases in the levels of
uncollectible accounts. As a result, the Company recorded goodwill impairments of $51.1 million for PNM, $34.5 million for
TNMP, and $88.8 million for First Choice in 2008. Pre-tax impairment losses of $42.6 million for the First Choice trade name
and $4.8 million for the First Choice’ctistomer list were also recorded in 2008. At December 31, 2010, other intangible assets,
before accumulated amortization, cons1sted of $26.2 million for the First Choice trade name and $5.7 million for the First Choice
customer list. : :

Since 2008, the pnce of PNMR’s common stock has increased, 1mpr0vmg the relatronshrp between PNMR's market
capitalization and book value; In addition, improved regulatory treatment has been expenenced by PNM in New Mexico and by
TNMP in Texas. Furthermore, First Choice's business became more stable, pnmanly due to more predictable power and fuel price
patterns in the ERCOT market. These factors resulted in more predictable earnings‘and increased fair values of the reporting units.
Since 2008, the annual evaluations have not indicated that the fair values of the reportitig units-with recorded goodwill have
decreased below their carrying values Other than the 2008 impairments, the Company. has not recorded any impairments of
goodwill or other intangible assets. P s

As discussed in Note 2, PNMR completed the sale of First Choice on November 1, 2011. Asa result First Choices' goodwill
and other identifiable 1ntang1bles are no longer included in PNMR's Consohdated Balance Sheet.”

See Note 21 for a d1scuss1on of impairments recorded by Optrm Energy and the rmpalrment of PNMR’s investment in
Optlm Energy. -

(24) Quarterly Operatmg Results (Unaudlted)

“Unaudited operatrng results by quarters for 2011 and 2010 are presented below In the oprmon of management of the
Company, all adjustments (consisting of normal recurring accruals) necessary for a fair statement of the results of operations for
such periods have been included. B ST T S P SR ¥ SEPTIE
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-NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011, 2010 and 2009

Quarter Ended
March 31 June 30 September 30 December 31
. ) ~(In thousands, except per share amounts) ‘
PNMR ‘
2011 R , - L . o
Operating revenues - -+ : e $ 387,663 °$ 415,586 $ 549,498 § - ‘347,872
Operating’incomé' - - o 52220 32,860 108284 63935
Net earnings” 19952 7,669 47905 115408
Net earnings attributable to PNMR . 16,637 4,067 . 43,662 111,993
Net Earnings Attributable to PNMR per Common
Share: . .
Basic - 0.18 0.04 0.48 136
Diluted L 0.18 0.04 0.48 135
2010 ' ' ' .
Operating revenues _ $ 383,396 $ 405,817 $ 503,653 $ 380,651
Operating income » | 10,482 73,674 105,408 49,888
Net earnings (loss) j : . (5,214) 26,302 52,593 - (104,805)
Net earnings (loss) attributable to PNMR ( (8,449) 22,878 48,552 ‘ (108,196)

Net Earnings (Loss) Attrlbutable to PNMR per
Common Share: :

Basic ‘ (0.09) 0.25 0.53 (1.18)

Diluted , (0.09) 0.25 0.53 ) (1.18)
PNM . ' .
2011
Operating revenues ' : ' $ 234,238 $ 239,234 § 323,760 § 260,057
Operating income 18,165 10,543 87914 44,821
Net earnings ‘ 6,964 2,097 42,572 " 16,905
Net earnings (loss) attributable to PNM . 3,781 ©(1,373) 38,461 .. 13,622
2010 4 :
Operating revenues $ 230,536 $ 243,060 $ 304,268 $ - 239,264
‘Operating income 12,457 33,390 80,675 21,600
Net earnings 7,551 12,194 43,163 7,953
Net earhings attributable to PNM 4,448 8,902 39,254 4,694
TNMP
2011
Operating revenues y $ 53,842 § 59,957 $ 66,983 $ 57,076
Operating income . 13,724 13,695 21,551 14,872
Net earnings 4,163 4,102 8,868 5,124
2010
Operating revenues $ 48,177 % 52,569 $ 61,204 $ 50,638
Operating income 10,242 14,441 19,623 12,105
Net earnings | 1,644 4,106 7,329 2,903

@ During the fourth quarter of 2011, PNMR completed the sale of First Choice which resulted in a $174.9 million ($897.0 million
after-tax) gain, that positively affected net earnings, net earnings attributable to PNMR, and earnings per share. See Note 2.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the consolidated ﬁnanc1al statements of PNM Resources, Inc. and subsidiaries (the "Company") as of
December 31,2011 and 2010, and-for each of the three years in the period ended December 31, 2011, and the Company's
internal control over financial reporting as of December 31, 2011 and have issued our reports thereon dated February 29, 2012;
such consolidated financial statements and reports are included elsewhere in this Form 10-K. Our audits also included the
consolidated financial statement schedules of the Company listed in Item 15. These consolidated financial statement schedules
are the responsibility.of the Company's management. Our responsibility is to express an opinion based on our audit. In our
opinion, such consolidated financial statement schedules, when considered in relation to the basic consolidated financial
statements taken as whole, present fairly, in all material respects, the information set forth herein. ‘

/s/ DELOITTE & TOUCHE LLP

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

To the Board of Directors and Stockholders of il EL o
Public Service Company of New Mexico and R {
Texas-New Mexico Power Company

Albuquerque, New Mexico

We have audited the consolidated financial statements of Public Service Company of New Mexico and subsidiaries and Texas-
New Mexico Power Company and subsidiaries (the "Companies") as of December 31, 2011 and 2010, and for each of the three
years in the period ended December 31, 2011, and have issued our reports thereon dated February 29, 2012; such ¢onsolidated
financial statements-and reports are included elsewhere in this Form 10-K. Our audits also included the consolidated financial:
statément schedules of the Companies listed in Item 15. These consolidated 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 .
consolidated financial statement schedules, when considered in relation to the basic consolidated fmanc1al statements taken as
- whole, present falrly, in all matenal respects, the information set forth herein.

Yy

/s*DELOITTE & TOUCHE LLP

Datl].is, Texas ] ;
February 29,2012 -
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SCHEDULET .

PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
STATEMENTS OF EARNINGS :
Year ended December 31,
2011 . 2010 2009

. S . o . ; (In thousands)
Operating Revenues - et . y $ - % — % —
Operating Expenses R . ©20,547 - 6,584 8,156
* Operating income (loss) =~ - ° ' : her - (20,547) - 7(6,584) (8,156)
Other Income and Deductions: - A ‘ S A '

Equity in earnings (loss) of subsidiaries R 205215 96,804 76,492

Equity in net earnings (loss) of Optim Energy , - ‘ — (15,223) (30,145)

Impairment of equity investment in Optim Energy — (188,176) —

Other income 59 948 22,916

Other deductions : (34,124) (25,772) (26,850)

Net other income (deductions) 171,150 (131,419) - - 42,413
Income (Loss) Before Income Taxes 150,603 (138,003) 34,257
Income Tax Expense (Benefit) (25,756) . (92,788) (19,258)
Earnings (Loss) from Continuing Operations 176,359 (45,215) 53,515
Earnings from Discontinued Operations, net of income taxes of $0, $0,

and $36,687 : — ; — 70,801

Net Earnings (Loss) $ 176,350 $ . (45215) $ 124316
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SCHEDULE I
PNM RESOURCES, INC.
CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY
- ‘STATEMENTS. OF CASH FLOWS -

Year Ended December 31,
2011 2010 2009
(In thousands)

Cash Flows From Operating Activities:
Net earnings (loss) ' $ 176,359 § (45,215) $ 124,316
Adjustments to reconcile net earmngs (loss) to net cash flows from - Co
operatmg activities: -

~ Depreciation and amortization 7,654 6_,7647‘ : 4,893

. Deferred income tix expense (34,396) (73,067) - ..(16,957)
_ Equity in (earnlngs) loss of subsidiaries : . (205,215) . (96,804) (147,293)
Equity in net (earnings) loss of Optim Energy ‘ — 15223 30,145
Impairment of equity investment in Optim Energy — 188,176 o
“Loss (Gain) on reacquired debt 9,209 ' — (7,317)
Stock based compensation expense 6,556 2,804 2,188
o Cha,nges in certain assets and liabilities: :

o Other current assets i 42,687 15,171 - 8,391
Other assets 59,975 - P31 0 S 634
Accounts payable 1 (157) : 97)
Accrued interest and taxes 4 27,348 <141 "(1,080)
Other current liabilities 4,765 -« 8,955 - 1,387
Other liabilities ' (12,854) .. 18,236 (22,359)

. Net cash flows from operating activities ‘ 82,087 22,441 (23,149)
Cash Flows From Investing Activities: o ‘
Investinients in subsidiaries (43,000) —_ (86,253)
Inyéstments in Optim Energy ‘ - - (20,279) . —
Cash dividends from subsidiaries © 285,757 47,940 347,012
- Other, net - - ‘ ‘ — L — 3
Net cash flows from investing act1v1tles ' o 242,757 N 27,661 260,762
Cash Flows From Financing Activities: , _ _ o ‘ o
Short-term borrowings (repayments), net ) o (15300) . (8,000) . . (114,667)
Short-term borrowings (repayments) — affiliate, net 300. . . ,1L719 . .. 3,200
,Repayment of long-term debt (60,391) 2,125) (148,422)
Purchase of preferred stock - (73475) . . — —
Purchase of common stock (125,683) R ' —
Issuance of common steck — — 1,245
Proceeds from stock option exercise , 5,622 1,247 —
Purchases to satisfy awards of common'stock~ = ' S (10,104) T (2,986) ' (951)
Excess tax (shortfall) from stock-based payment arrangements — (580) ‘ (760)
Dividends paid (45,128) (45,726) (45,701)
Other, net (747) — —
Net cash flows from financing activities (324,906) (56,451) (306,056)
Change in Cash and Cash Equivalents (62) (6,349) (68,443)
Cash and Cash Equivalents at Beginning of Period 303 6,652 75,095
Cash and Cash Equivalents at End of Period $ 241 $ 303 § - 6,652
Supplemental Cash Flow Disclosures:
Interest paid $ 19215 § 19,078 § 32,092
Income taxes paid (refunded), net $ 5454 3§ (27,018) $ 116,593
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SCHEDULE 1
. . PNM RESOURCES INC.:
CONDENSED FINANCIALINFORMATION OF PARENT COMPANY
BALANCE SHEETS

- December 31,
2011 2010
-+(In thousands)

Assets.... o ; : , '
Cash and cash equlvalents oo 8 241 § 303
Intercompany receivables 76,982 - 80,666
Income taxes receivable ' L 42,688

“Total current assets ' T 77223 123,657
"'I"roper‘ty, plant and equipment, net of accumulated depreciation of $14,340 and $12,628 ' ' 18,792 20,504
Long-term 1nvestments ' 7,439 / 12,012
Investment in sub81d1ar1es ; 1 . ' 1,646,449 1,682,179

~ Other long-term assets ‘ v _ 37,294 64235

Total long-term assets ‘ : 1,709974 1,778,930

$ 1,787,197 $ 1,902,587

Liabilities and Stockholders’ Equity

Short-term debt - $ 16700 $ 32,000
‘Short-term debt-affiliate - 8,819 .. 8,519
Current maturities of long-term debt: 2,387 . 2,252
Accrued interest and taxes o 31,510 3,648
Other current liabilities v - IR : 7,743 4,455
Total current liabilities : 67,159 - 50,874
Long-term debt , 1451123 197,510
Other long-term liabilities ‘ 930 17,461
Total liabilities ’ 213212~ 265,845
Conyertible preferred stock (no stated value; 10,000,000 shares authorized; 1ssued and , .
* outstanding none and 477,800 shares) . . o — 100,000
Common stock (no par value; 120,000,000 shares authorized; issued and outstandmg R )
79,653,624 and 86,673,174 shares) e 1,193,191 1,290,465
Accumulated other comprehensive i income, net of tax ‘ ' ' (66,856) (68,666)
Retained earnings 447,650 314,943

Total common stockholders’ equlty 1,573,985 . 1,536,742
: $ 1,787,197 $ 1,002,587

See Notes 6, 7, and 16 for infonnati@E regarding commitments, contingencies, and maturities of longjterm debt.v
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SCHEDULE II
“PNM RESOURCES, INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS., A

Additions Deductions
Lo . Balanceat _ Chargedto Charged to
o beginning.of ;¢ :costsand . -  other Write-offs Balance at
g Description : year. .. expenses .- .‘accounts and other end of year
R S Y (In thousands)
Allowance for doubtful accounts,
year ended December 31: = I .
2009 $ 21466 $ 43937 $ — $ 52620 $ 12,783
2010 $ 12,78 $§ 27566 $ — $ 29171 $ 11,178
2011 : $ 1,178 § 24116 $ — $ 33516 9% 1,778

O Totals reflect continuing operations.

@ Includes reduction of $11,818 due to the sale of First Choice on November 1, 20 1-1..7l k
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, SCHEDULE I
PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARY
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
VALUATION AND QUALIFYING ACCOUNTS

R S . Additions Deductions
Balanceat . Chargedto  Charged to
. .+ - beginning of < * costs and" - other : Balance at
Description S ... year ‘expenses accounts Write-offs  end of year
(In thousands)
Allowance for doubtful accounts, year
ended December 31: . ‘
20090 $ 1345 $ 2,534 $ — 8 2,39 $ 1,483
2010 $ 148 §, 2,600 $ — $ 2,600 $ 1,483
2011 $ 1,483 $ 3,736 $ — 3 3441 § 1,778

" Totals reflect continuing operations.

B- 113



w0 - SCHEDULEII :
TEXAS-NEW MEXICO POWER COMPANY AND SUBSIDIARIES
A WHOLLY OWNED SUBSIDIARY OF PNM RESOURCES, INC.
VALUATION AND QUALIFYING ACCOUNTS

Additions Deductions
Balance at Chargedto  Charged to

beginning of  costs and .other _ Balance at
Description year expenses accounts Write-offs end of year
SRR, ' ' - “(In thousands) - ’
" Allowance for doubtful accounts year o
ended December 31 : : : .
2009 o B $ — 3 2388 @ — '8 238§ —
2010 $ — 3 2% -8 - 2% —
2011 $ — § 338 - — § 33 $ —
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND
FINANCIAL DISCLOSURE T N
A A SRS

None.

O

ITEM 9A. CONTROLS AND PROCEDURES
PNMR ' o

10 PR T FEreta

(a) Evaluatron of dlsclosure controls and procedures

As of the end of the period covered by this annual report PNMR conducted an evaluation under the superv1s1on and with
the participation of PNMR’s management, including the Chief Executive Officer and the Chief Financial Officer, of the effectiveness
of the design and operation of the disclosure controls and procedures (as defined in Rules 13a-15(e) and.15d-15(¢)-under the
Securities Exchange Act of 1934). Based upon this evaluation, the Chief Executive Officer and the Chief Financial Officer
concluded that the disclosure controls and procedures are effective.

(b) Management s report on internal control over financial reporting.

“Management’s Annual Report on Internal Control Over Financial Reporting” appears on page B-2. This report is
incorporated by reference herein.

(c) Changes in internal controls.

There have been no changes in PNMR’s internal control over financial reporting (as such term is defined in Rules 13a-15
(f) and 15d-15(f) under the Securities Exchange Act of 1934) during the quarter ended December 31, 2011 that have materially
affected, or are reasonably likely to materially affect, PNMR’s internal control:over financial reporting.

PNM
(a) Evaluation of disclosure controls and procedures.

As of the end of the period covered by this annual report, PNM conducted an evaluation under the supervision and with
the participation of PNM’s management, including the Chief Executive Officer and the Chief Financial Officer, of the effectiveness
of the design and operation of the disclosure controls and procedures (as défined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934). Based upon this evaluation, the Chief Executive Officer and:the Chief Financial Officer
concluded that the disclosure controls and procedures are effective.

(b) Management’s report on internal control over financial reporting,

“Management’s Annual Report on Internal Control Over Financial Reporting” appears on page B-3. This report is
incorporated by reference herein.

(c) Changes in internal controls.

There have been no changes in PNM’s internal control over financial reporting (as such term is defined in Rules 13a-15
() and 15d-15(f) under the Securities Exchange Act of 1934) during the quarter ended December 31, 2011 that have materially
affected, or are reasonably likely to materially affect, PNM’s internal control over financial reporting.

TNMP
(a) Evaluation of disclosure controls and procedures.

As of the end of the period covered by this annual report, TNMP conducted an evaluation under the supervision and with
the participation of TNMP’s management, including the Chief Executive Officerand the Chief Financial Officer, of the effectiveness
of the design and operation of the disclosure controls and procedures (as defined in Rules 13a-15(¢) and 15d-15(e) under the
Securities Exchange Act of 1934). Based upon this evaluation, the Chief Executive Officer and the Chief Financial Officer
concluded that the disclosure controls and procedures are effective.

(b) Management’s report on internal control over financial reporting.

“Management’s Annual Report on Internal Control Over Financial Reporting” appears on page B-4. This report is
incorporated by reference herein.
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(c) Changes in internal controls.

There have been no changes in TNMP’s internal control over financial reporting (as such term is defined:in Rules 13a-15
(f) and 15d-15(f) under the Securities Exchange Act of 1934) dunng the quarter ended December 31, 2011 that have materlally
affected, or are reasonably likely to materially affect, TNMP’s internal control‘over finan¢ial reporting. :

ITEMY9B. - OTHER INFORMATION
None.

PART 11T
ITEM10. '  DIRECTORS, EXECUTIVE OFFICERS OF PNMR AND CORPORATE GOVERNANCE

.+ Reference is hereby made to “Proposal 1: Elect Ten Directors”in PNMR’s Proxy Statement relating to the annual meeting
of stockholders to be held on May-15, 2012 (the “2012 Proxy Statemerit”); to PART I, SUPPLEMENTAL ITEM — “EXECUTIVE
OFFICERS OF THE COMPANY?” in this Form 10-K, “Other Matters”-“Section 16(a) Beneficial Ownership Reporting
Compliance”, “Code of Eﬂ]lCS and “Board Committees and Their Funct1ons”—“Aud1t and Ethics Committee” in the 2012 Proxy
Statement. The Company intends to satisfy the disclosure requirements of Form 8-K relating to amendments to the Company’s
code of ‘éthics apphcable to ‘its ‘senior-executive ‘and financial officers hy postihig such information on its Internet website.
Information about the Company’s website is included under Part I, Item 1 --“Websites.”,

PNMR’s common stock is listed on the New York Stock Exchange. As a result, PNMR’s Chief Executive Officer is
required to make an annual:certification to.the New York Stock:Exchange stating that she:was not-aware of any-violations by
PNMR of'the New York Stack Exchange corporate governance 11st1ng standards PNMR’s Chlef Execu’uve Officer made the most
recent certification to the New York Stock Exchange on June 14,2011, h »

ITEM 11. EXECUTIVE COMPENSATION

Reference is hereby made to “Executive Compensation”, and all subheadrngs thereunder from “Compensatron Discussion
and Analysis” to “Potential Payments Upon Termination or Change in Control” “Director Compensatron > and “Board Committées
and Their Functions™- “Compensatlon and Human Resources Committee”-“Interlocks” in the 2012 Proxy Statement.

- ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AN D MANAGEMENT AND
RELATED STOCKHOLDER MATTERS - ’

Reference is hefeby made to “PNM Resources' Common Stock Owned by ‘E)('ecntive Officers and Directors,” “Ownership
of More Than Five Percent of PNM Resources Common Stock,” and “Equrty Compensatlon Plan Information” in'the 2012 Proxy
Statement. :

Iy TSN ST S

ITEM 13. . : .CERTAIN ?RELATIONSHIPS‘AND RELATED.TRANSACTI(V)NSANDYDIRECTOR
INDEPENDENCE

a0 e e
Vo

Referenceis:hereby.made to “Related Person' Transactions,” “Other Governance, Policies-Related Person Transactions
Policy,” and “Drrector Independence 1n the 2012 Proxy Statement .

ITEM 14. PRINCIPALACCOUNTING FEES AND SERVICES R

Reference is hereby made to “Audrt and Ethlcs Commlttee Report” and “Independent Audrtor Fees” in the 2012 Proxy

......

fees of PNMR



PART IV

ITEM 15. EXHIBITS FINAN CIAL STATEMENT SCHEDULES

(a) 1. See Index to. Fman01a1 Statements unden Item &.

(a)- 2. Financial Statement Schedules for the years 2011, 2010, and 2009 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 No Description
10.1 PNMR . First Amendment to Credit Agreement dated January 18, 2012 among PNMR, the lenders party
thereto, and Wells Fargo Bank, National Association, as Administrativé Agent o

10.2 - PNM - First Amendnient to Credit Agreement dated January 18, 2012 among PNM, the lenders party thereto,
: and Wells Fargo Bank, National Association, as Admlmstratlve Agent ‘

10.3%* “PNMR Amendment to the PNMR Long—Term Care Insurance Pohcy effectrve December 31,2011
‘ (termmatmg the plan) ‘

10.4%* .. PNMR A Second Amendment to the PNM Resources Inc. Officer Retentlon Plan executed December 16, 2011.

10.5%* PNMR Fifth Amendment to the PNM Resources, Inc. Ofﬁcer Life Insurance Plan executed December 16,
2011.

10.6** - - PNMR Amendment to Corporate Policy Absence from Work Pohcy 125 executed December 16 201 1.
10.7%* PNMR 2012 Director Compensation Summary Y ' '

12.1 PNMR  Ratio of Earnings to Fixed Charges o 4 o

12.2 PNM Ratio of Earnings to Fixed Charges - o

123 TNMP.  Ratio of Earmngs to leed Charges _ o I

21 PNMR:: Certaln subsrd1ar1es of PNM Resources, Inc

23.1 \ PNMR Consent of De101tte & Touche LLP for PNM Resources, Inc. )

232 PNM Consent of De101tte & Touche LLP for Public Service Company of New Mexrco

31.1 PNMR  Chief Executive Officer Certrﬁcatlon Pursuant to Section 302 of the Sarbanes-Oxley Act 0f 2002

31.2 PNMR . Chief F1nanc1a1 Ofﬁcer Certlf cation Pursnant to.Section.302 of the Sarbanes-Oxley Act of 2002

313 .= PNM Chief Executive Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

314 PNM Chief Financial Officer'Certification Pursuant té.Section 302-of the Sarbanes-Oxley Act of 2002

315 TNMP  Chief Executive Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act 0f 2002

316 -~ TNMP - Chief Financial Officer Certification Pursuant:to Section 302 of'the Sarbanes—Oxley Act 02002

32.1 PNMR  Chief Executive Officer and Chief Financial Officer Cemﬁcatlon Pursuant to ‘Section 906 of the
Sarbanes-Oxley Act of 2002 ., .. .

322 PNM Chief Financial Officer and Chief F1nan01al Ofﬁcer Certrﬁcatlon Pursuant to Sectron 906 of the

: - Sarbanes-Oxley Act.of 2002

323 " TNMP - Chief Executive Officer and Chief Financial Officer Cettification Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

9.1 PNMR glrla;glitfd Pro Forma Consolidated Statements of Earnings of PNMR for the year ended December

101.INS PNMR XBRL Instance Document

101.SCH PNMR XBRL Taxonomy Extension Schema Document ‘
101.CAL PNMR XBRL Taxonomy Extension Calculation Linkbase Document :
101.DEF PNMR XBRL Taxonomy Extension Definition Linkbase Document

101.LAB PNMR  XBRL Taxonomy Extension Label Linkbase Document

101.PRE  PNMR XBRL Taxonomy Extension Presentation Linkbase Document
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(a) -3- B.

Exhibits Incorporated By Reference:

The documents 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 :
" Stock Purchase Agreement dated as of September 23, 201 1

2.1

22

23

Descrigtion of Exhibit

among PNMR, TNP Enterprises, Inc. and Direct LP, Tne.

- Asset Purchase’Agreement’dated January 12, 2008 among

PNM, Continental Energy Systems LLC and New Mexico

_Gas Company, In¢:-

Contribution Agreement, dated as of June 1, 2007, among
EnergyCo, LLC, PNM Resources and ECJV Holdmgs
LLC

Articles of Incorporation and By-laws

3.1 Articles of Incorporation of PNM Resources, as amended
to date (Certificate of Amendment dated October 27, 2008
and Restated Articles of Incorporatlon dated August 3,
2006) - ‘
32 Restated Artrcles of Incorporation of PNM as amended
through May 31, 2002
33 ‘ Articles of Incorporation of TNMP, as amended through
July 7, 2005+
34 - Bylaws of PNM Resources, Inc. with all amendments to
- and including December 8, 2009 ' .
35 Bylaws of PNM w1th all amendments to and including
‘May 31, 2002
3.6 Bylaws of TNMP as amended effective]_une 26,2011
Indenturesi
PNMR
4.1 Indenture, dated as of March 15 2005 between PNMR and
" JPMorgan Chase Bank, N.A., as Trustee
42 ‘Supplemental Indenture No. 1, dated as of March 30, 2005,
between the Company and JPMorgan Chase Bank, NA. as
Trustee, with Form of Senior Note 1nc1uded as Exhibit A
thereto
43 ‘Supplemental Indenture No. 2; dated as of May 16, 2008
* between PNMR and The Bank of New York Trust
Company, N.A. (successor to JPMorgan Chase Bank,
N.A)), as trustee
4.4 . Agreement of Resignation, Appointment and Acceptance,

effective as of June 1, 201:1,-among PNMR, The Bank of"
New York Mellon Trust Company, N.A. and Union Bank, :
N.A. (for March 15, 2005 PNMR Indenture)

D-1

Filed as Exhibit:

2.1 to PNMR's Current Report on
Form 8K filed September 23, 2011

* 2.0 to PNM's Annual Report on

Form 10-K for the year ended
December 31, 2007

2.1 to the Company's Quarterly

Report on Form 10-Q for the quarter
ended June 30, 2007

3.1 to the Company's Current Report

“on Form 8-K ﬁled November 21,

2008 -

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 Company's Current Report :

on Form 8-K filed December 11,
2009

3.1.2 to the Company's Report on
Form 10-Q for the fiscal quarter
ended June 30, 2002 -

3.6 to the Company's Quarterly

Report on Form 10-Q for the quarter -~

ended September 30,2011

10 2 to PNMR's Current Report on V

- Form 8-K filed March 31 2005

© 10.3 to PNMR's Current Report on
Form-8-K filed March 31, 2005 -

G
i

‘4.3 to PNMR's Current Report on

Form 8-K ﬁled May 21 2008

4:1 to the Company's Quarterly

Report on Form 10-Q for the quarter :
..ended June 30, 2011. -

Registrant(s)
File No:

1-32464

PNMR
1-6986 -
PNM

1-32462
.- PNMR .

132462

~ PNMR

1-6986
PNM

2-97230
TNMP

1-32462
“PNMR

1-6986
PNM

2-97230
“TNMP

1-32462
PNMR

1333-32170 .
~ PNMR

. 11-32462
. PNMR

o 1-32462

* PNMR



4.5 Indenture, dated as of October 7, 2005, between PNMR 4.11 to the*Company's-Quarterly - 1-32462 -

and U.S. Bank National: Association, as trustee » Report on Form 10-Q for the quarter PNMR
SRR T ©ew o0 U ended September 30, 2005 S o
46 Supplemental Indentulre,'dated as o% October 7, 2005, . 4.12tothe Company s Quarterly B 1-32462

between PNMR and U.S. Bank National Association, as Report on Form 10-Q for the quarter PNMR
trustee, with Form of Senior Note included as Exhibit A ended September 30, 2005 c

- thereto R .
4.7 Supplemental Indenture No 2, dated as of August 4, 2008 4. 3 to PNMR'S Quarterly Reportonr - # 132462
- between PNMR and u.s, Bank Natronal Assoc1atlon, as ... Form 10-Q for the. quarter ended S PNMR
... ~trustee - : T . . -+ September 30,2008 - :
48 . Registration Rights Agreement, dated as of October 7, - 4.10 to- the Company's Annual . - 1-32462
2. 2005, between PNMR, as-issuer and Cascade Investment *. Report on Form 10-K forthe year - = PNMR
LLC, as initial holder. .- . el ended December 31, 2005 . :
PNM : . R e I
49 Indenture (for Semor Notes) dated as of March 1 L, 1998 4.4 to PNM's Quarterly Reporton = 1-6986
between PNM and The Chase Manhattan Bank, as Trustee  Form 10- Q for the quarter ended - PNM
March 31, 1998 . X .‘ L
4.10- . - First Supplemental Indenture, dated as.of March 11,1998, .4.5.to PNM's Quarterly Report on 1-6986 .
..+ supplemental to Indenture, dated as-of March 11, 1998 ... Form 10-Q for the quarter ended -+ . PNM
Between PNM and The Chase Manhattan Bank, as Trustee ~March 31, 1998 . .
4.11 Second Supplemental Indenture, dated as of March 11, 4.6 to PNM's Quarterly Report on  1-6986
-+ 1998, supplemental to Indenture, dated as.of March- 11 Form 10-Q for the quarter ended .- PNM
1998, Between PNM and The Chase Manhattan Bank, as  March 31, 1998 Ce
Trustee ) S
4.12 - Third Supplemental Indenture; dated as of October, 1, 1999 - 4.6.1 to PNM's Annual Report on - 1-6986
.. - -to Indenture dated as-of Mazch 11, 1998, between PNM Form 10-K for the fiscal year ended - PNM
and The Chase Manhattan Bank as’ Trustee December 31, 1999 :
4.13  Fourth Supplemental Indenture dated as of May 1,2003 to  4.6.2 to PNM's Quarterly. Report on 1-6986
- Indenture dated as of Mareh 11, 1998, between PNMand  Form 10- -Q for the quarter ended PNM
' JPMorgan Chase Bank (formerly The Chase Manhattan June 30, 2003
Bank), as Trustee
4.14 < Fifth Supplemental Indenture dated as of May 1, 2003 to 4.63 to PNM's Quarterly Reportfon 1-6986
Indenture dated as of March 11 1998, between PNM and Form 10-Q for the quarter ended PNM
JPMorgan Chase Bank as Trustee June 30 2003
415 . - Sixth Supplemental Indenture, dated as ofMay 1,2003 to  4.64 to PNM's Quarterly Reporton  1-6986
Indenture dated as of March'11, 1998, between PNM and Form 10-Q for the quarter ended PNM
JPMorgan Chase Bank, as Trustee June 30, 2003
4.16 Seventh Supplemental Indenture, dated as.of June 1,2007  4.23 to PNM's Quarterly Report on 1 6986
to Indenture dated as of March 11, 1998, between PNM Form 10-Q for the quarter ended PNM
.7~ and The:Bank.of New:York Trust Company, N.A. .« . June 30 2007 - : '
k ““i(successor to. JPMotgan:Chase Bank), as Trustee
4.17 7. Bighth Supplemental Indenture, dated as'of June:1, 2010 to ~ 10.} to.-PNM's Current Report on . '1-6986
i+ Indenture dated as:of March 11, 1988;between PNM and Form 8-K filed July 29,2010 - PNM
The Bank of New York Mellon Trust Company (successor : . r oo s
to JPMorgan Chase Bank), as Trustee
4.18 . - Ninth Supplementdl:Indenture, dated as of June 1, 2010 to, = 10.2t0 PNM's Current Réport.on- - 1-6986
s+ “Indenture datedas of March 11, 1988;:between PNM and . : Form/8-K filed July 29, 2010 - - -+ PNM
The Bank of New York Mellon Trust Company (suceessor . . : . Cooe :
to JPMorgan Chase Bank), as Trustee

4,195+ Agreement of*Resignation; Appointment and Acceptance - 4.2 to PNM's Quarterly Reporton - -~ - 1-6986
v teffective as.of May 15 201 1yamong PNM;'The Bankof - ;"  Form'10-Q for the quarter ended 3. PNM
New York Mellon Trust Company N.A. and Uniion Bank : March 31 201 i :
N.A. (for March 11, 1998 PNM Indenture) :

4.20 Indenture (for Senior Notes), dated as of August 1, 1998, 4.1 to PNM's Registration Statement ~ 333-53367
between PNM and The Chase Manhattan Bank, as Trustee ~ No. 333-53367 PNM

D-2



421

4.22

423

4.24

425

TNMP
426

427

4.28

429

4305

4.31

432

433

R

434

4.35

Ko

First Supplemental Indenture, dated August 1, 1998,
supplemental to Indenture, dated as of August 1, 1998

Second Supplemental Indenture, dated Sept_ember 1, 2003,

supplemental to Indenture, dated as of August 1, 1998,
between PNM and JPMorgan Chase Bank (formerly, The
" Chase Manhattan Bank) as Trustee o

‘x;,

Thll‘d Supplemental Indentuté, dated as of May- 13 2008

between PNM and The Bank of New York Trust Company,

N.A.as trustee

s

Agreement of Res1gnat10n Appomtment and Acceptance,
effective as of June 1, 2011, among PNM, The Bank of
New York Mellon Trust Company and Uinon Bank, N.A.
" (for August 1, 1998 PNM Indenture)

. Fourth Supplemental Indenture dated as of October 12,

© 2011, to the Indenture; dated as of August 1, 1998, between

4.3 to PNM's Current Report on

... Form 8-K _Dated August 7,1998
between PNM and The Chase Manhattan Bank, as Trustee o

47.1to PNM s Quarterly Report on
Form 10-Q for the quarter ended
September 30,2003

4.2 to PNM's Current Report on

Form 8-K filed May 15, 2008

4.3 to the Company's Quarterly

Report on Form 10-Q for the quarter

; ended June 30, 2011

4.2 to PNM's Current Report on

* Form 8K filed October 12,2011 -

PNM and Union Bank, N.A. (ultimate successor to The . -+ "

Chase Manha_ttan}Bank) as frustee

The First Mortgage Indenture dated as of March 23, 2009,

, between TNMP and The Bank of New York Mellon Trust

. Company, N.A., as Trustee . =+
The First Supplemental Indenture dated as of March 23

2009, between TNMP and The Bank of New York Mellon
Trust Company, N.A., as Trustge 3 e

' The Second Supplemental Indenture dated as of March 25

2009, between TNMP and The Bank of New York Mellon

Trust Company, N.A., as Trustee - .

The Third Supplemental Indenture dated as of Apr11 30
2009 between TNMP and The Bank of New York Mellon
Trust Company, N A, as Trustee

Flrst Amendment dated as of December 16,2010 between

TNMP and The Bank of New York Melion Trust Company,

N.A., as Trustee to The Third Supplemental Indenture

dated as of April 30, 2009 between TNMP and The Bank of

New York Mellon Trust Company, N. A -as Trustee

Agreement of Res1gnat10n Appomtment and Acceptance
effective as of June 1, 2011, among TNMP, The Bank of

New York Mellon Trust Company, N.A. and Union Bank

N.A. (for March 23, 2009 TNMP Indenture)

“Fourth Supplemental Indenture dated as of September 30
2011 between TNMP and Union Bank, N.A., as Trustee

, Indenture, dated J anuary. 1 1999 between TNMP and .

JPMorgan Chase Bank (successor to The Chase Bank of

Texas, N. A.), as Trustee.

o

First Supplemental Indenture dated January 1, 1999, to
Indenture, dated January 1, 1999 between TNMP and

- JPMorgan Chase Bank (successor to- The Chase Bank of

Texas, N. A) as Trustee . .. . ,. .

Second Supplemental Indenture dated Tuitie 1, 2003, to
Indenture, dated January, 1, 1999 between TNMP and

- JPMorgan Chase Bank (successon fo. The Chase Bank of
Texas, N. A)), as Trustee -, .

b3

4.1 to TNMP's Current Report on
Form 8,—K ﬁled March 27, 2009

,4 2to TNMP s Current Report on

Form 8-K filed March 27, 2009

© 4.3't0, TNMP's Current Report on "

Form 8-K ﬁled March 27, 2009

4.1 to TNMP's current Report on

Form 8-K filed May 6, 2009

- 4.1t TNMP's Current Report on. -
.Form S-K ﬁled December 17,2010

7 4 4 to TNMP's Quarterly Report -
-Form IO-Q for the quarter ended .

June 30, 2011

"‘4 i to TNMP's 8-K filed October 6,

2011

: 7.4(yv) to TNMP's Annuaereport 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 S

4 to TNMP's Quarterly Report on

. Form.10=Q for the quarter ended

June 30, 2003

. 1-6986
PNM

1-6986
PNM

1-6986
PNM

1-6986
PNM

. 1-6986
- PNM

12:97230

TNMP

. 297230

TNMP

2:97230
““TNMP

<2-97230

TNMP

'2-97230
'TNMP

- 2-97230

. TNMP

297230

TNMP

297230
TNMP

2-97230
TNMP

2-97230

TNMP



Material Contracts S

10.8

...~ Fargo Bank, Natlonal Association, as Adm1nlstrat1ve  Agent
" . and Union Bank, N.A., as Syndlcanon Agent

10.9

10.10

1011

10.12

10.13

10.14

10.15

10.16

10.17

10.18

Credit Agreement, dated as f Octobet 31, 2011, among

PNM Resources, Inc., the lenders party thereto Wells

First Amendment to Credit Agreement dated January 1 8, :
2012 among PNMR, the lenders party thereto and Wells
.Fargo Bank, National Association, as. Administrative Agent

Letter Agreement; dated as of February 28; 2011, between

PNM Resources, Inc. and Cascade Investment, L.L.C.

Letter Agreement, dated as of May_FS, 2011, between PNM
Resources, Inc. and Cascade Investment, L.L.C.

Sale and Purchase Agreement dated as of November 4

2011, between PNMR and Cascade Investment, L.L.C.

Sale and Purchase Agreement dated as of September 23,
2011 between PNM Resources, Inc. and Cascade
Investment, L L. C

Credit Agreément, dated as of October 31, 2011 among
PNM, the lenders party thereto, Wells Fargo Bank
v National Assocxauon, as Administrative Agent and Union

Bank, N.A., as Synd1catlon Agent

First Amendment to Credit Agreement dated January 18,
2012 among PNM, the lenders party thereto, and Wells .
Fargo Bank, Natlonal Assoc1at10n as Admlmstratlve Agent

Term Loan Credlt Agreement dated as of September 30,
2011, among TNMP, as borrower, the lenders identified
- ~there1n and JPMorgan Chase Bank, N.A., as administrative -

agent

Amended and Restated Credit Agreement, dated as of

December 16, 2010, among TNMP, the lenders identified
therein and JPMorgan Chase Bank, N.A., as adm1n1strat1ve ‘

agent

Amendment No. 1 to the Amended and Restated Credit
Agreement, dated as of September 30, 2011 by and among

e TNMP, the institutions parties thereto as lenders, and

10.19%*

10.20%*

10.21%*

10.22**

10.23%*

o JPMorgan Chase Bank, N.A.'as admlnlstratlve agent

PNM Resources, Inc. Second Amended and Restated

Omnibus Performance Equlty Plan dated May 19, 2009
((‘PEP”) N

Amendment dated May 17, 2011 to PNMR's Second

-~ Amended and Restated Omnlbus Performance Equity Plan -

PNM Resources Inc 2011 Officer Short Term Cash

* Incentive Plan dated April 29, 2011

PNM Resources, Inc. 2011 Long-Term Incentive Transition:

Plan, dated April 29, 2011

PNM Resources Iné: 2011 Long-Term Incentive Plan '
Terms and Cond1t1ons dated March 22,201 1

: ‘10. 1 to the Company's Current

Report on Form 8-K filed October
3 1,2011

10.1to the Company s Annual

Report on Form 10-K for the year
-ended December 31, 2011

10.3 to the Company's Quarterly ,
Report on Form 10-Q for the quarter
ended March 31, 2011

10.3 to the Company s Quarteﬂy
Report. on Form, 10-Q for the quarter
ended June 30, 2011

10.1 to PN,MR'S Current Report on
Form 8-K filed November 4, 2011

10.1 to PNMR's Current Report on
Form 8-K filed September 23, 2011

10.2 to PNM's Curtent Report on
Form 8-K filed October 31, 2011

10.2 to PNM's Annual Report on

Form 10-K for the year ended
' December 31; 201 1

10.1 to TNMP's Current Report on
Form 8-K filed October 6, 2011

10.1 to TNMP's Current Report on

Form 8—K filed December 17,2010 -

10.2 to TNMP's Current Report on
Form 8-K filed October 6, 2011

4.1to PNM Resources' Form S-8

- Registration Statement filed May
20,2009 '

10.1to PNMR's Current Report
Form 8K fi led May 20, 2011

10.4 to the Company Quarterly
Report on Form 10-Q for the quarter

,-ended March 31, 2011
105 to the'Company Quax't‘e’rly

Report on Form 10-Q for the quarter
ended March 31,201 1

10 6 to the Company Quarterly

" Report on Form 10-Q for the quarter

ended March 31, 2011

1-32462

PNMR

1-32462
PNMR

1-32462
PNMR

132462

PNMR

1-32462
PNMR

1-32462
PNMR.

1-6986
PNM

1-6986
PNM

2-97230
TNMP

. 2-97230
TNMP

2-97230
TNMP

333-159361
PNMR

1-32462
PNMR
1-32462
PNMR

1-32462
PNMR

1-32462
PNMR



10.24**

10.25%*

10.26%*

‘Description of 2010 long term 1ncent1ve program for
named executive officers

Form of Stock Option Award Agreement for non—quahﬁed
stock optlons granted under PEP in2010

Form of Performance Restricted Stock nghts Award
Agreement for performance-based, time-vested restricted
stock rights-awards based-on adjusted cash earnings

- granted under PEP in 2010 - |

10.27**

10.28**

10.29%+
10.30%*
1031+
10.32%*

10.33**

10.34**

10.35%*:

10.36**

10.37%* -

10.38**

2012 Director Compens,ation Summary .

Form of Performance Cash Award Agreement for

* performance cash awards based on ad_]usted cash earnings

granted under PEP in 2010

Form of Performance Restricted Stock Rights Award

* Agreement for performance-based, timé-vested restricted.
" stock rights awards: based on ad_]usted cash earnings

granted under PEP in 2009

Form of Performance Cash Award Agreernent for

- performance cash awards based on adjusted cash earnings
- granted under PEP in 2009

o

Form of Performance Share Award Agreement for
performance share awards‘based on special purpose
performance criteria granted urider the PEP in 2009 .

Form of Perforiance Cash Award Agteement for
performance cash awards based on special purpose
performance criteria granted under the’ PEP in 2009

Form of Restncted Stock Rights Award Agreement for
time-vested: stock rlghts awards granted under PEP in May

-2009

Form of the award agreement for non- (ildaliﬁed stock
options granted under the PEP in 2007-2009

Form of award agreement for restricted:stock rights grantedQ '

under the PEP in 2007, 2008 and February 2009

ot

Changes in Director Compensation

Form of award notice for restricted stock awards and stock
options granted 1 10 dlrectors and ofﬁcers under the PEP

PNM Resources, Inc. Executive: Spending Account Plan

(amended and restated effective January:1,2011)

Item 5.02(e) of PNM Resources'
Current Report on Form §8-K filed
March 25, 2010

10.3 to PNMR's Current Report on
Form 8-K filed May 26, 2009

10.4 to PNMR's Quarterly Report on
Form 10-Q for the quarter ended
March 31, 2010..

10.5 to PNMR's Quarterly Report on
Form 10-Q for the quarter ended
March 31, 2010

10.4 to PNMR's Current Report on
Form 8-K filed May 26,.2009 (the
2009 long-term incentive prograri
for named executive officers is
described in Item 5.02(e) of this

* Current Report on Form 8-K filed

May 26, 2009)
10.5 to PNMR's Current Report on

Form 8-K filed May 26, 2009  ~

10.6 to PNMR's Current Report on
form 8-K filed May 26, 2009 - -

10.7 to PNMR's Current Report on
Form 8-K filed May 26, 2009

10.8 to PNMR's Current Report cn

-Form 8K filed May 26, 2009

10.2 todthe Company‘s Current
Report on Form 8-K filed
February 16, 2007

10.3 to the Company's Current
Report on Form 8-K filed

February 16, 2007

10.7.to PNMR's Annual Report on
Form 10-K for the year ended

‘December 31, 2011 ‘

10.2 to the Company's Current -

Report on Form'8-K filed March 1,

2011 (for 2011 compensation) and .

10.1 to PNMR's Quarterly Report on h
-Form 10- Q for the quarter ended
“March 31, 2010 (for 2010 -

compensation)

+-10.3 to the Company's 'Current
= Report on Form 8-K filed March 1

2011

- 10.4 to the Company's Current

Report on Form 8-K filed March 1,
2011

1-32462
PNMR

1-32462
PNMR'

1-32464
" PNMR

1-32462
PNMR

1-32462

- PNMR

1-32462
PNMR!

1-32462
- PNMR

1-32462
PNMR

1-32462
PNMR

1-32462
PNMR

-1-32462

“PNMR

. 1-32462
 PNMR

1-32462
PNMR

- 1-32462
" PNMR

-333-32170..»

~ PNMR



10.39%*

10.40%%
10.41%*
10.42%*

10.43**

10.44**

10.45**

10.46%*

10.47%*

10.48** .

10.49%*

10.50**

10.51%**
" Restated and Amended PNM Resources, Inc. Accelerated
' Performance Management Plan ‘

10.52%*

10.53** - .

PNM Resources, Inc. Executive Savings Plan II (amended -
“and restated effective January 1, 2009)

PR

2009 Ofﬁcerb IncentiAve‘ Plan:

2010 Ofﬁcer Incenti{'e Plan

L

'Performance Cash Program for the Ut111t1es President .

(Patricia K. Collawn)

Summary of Executlve Tlme Off Pohcy Effectlve January

1, 2006

Amendment to Corperate Policy Abs,ence,from Work - -

Policy 125 executed December 16, 2011

Restated and Amended Public Service Company of Nevs'/; .
Mexico Accelerated Management Performance Plan (1988) -

(August 16, 1988) (refiled)

First Amendment to Restated and Amended Public Serv1ce

‘PNM Resources, Inc. After-Tax Retirement Plan effective
_ January 1, 2009

Company of New Mexico Accelerated Management

Performance Plan (1988) (August 30 1988) (refile

Service Company of New Mexico Accelerated
Management Performance Plan (1988) (December

- 1989) (refiled)
Second [Third] Amendment to the Restated and Amended

d)

‘Second Amendment to Restated and Amended Public

29

Public Service Company of New Mexico Accelerated

1992

Fourth Amendment to the Restated and Amended Public

Service Company of New Mexico Accelerated

. Management Performance Plan (1988) dated December 8,

Management Performance. Plan, as amended effective

December 7, 1998
Fifth Amendment dated November 27, 2002 to the

Sixth Amendment dated December 9, 2003 to the PNM

Resources, Inc. Restated and Amended Accelerated

Performance Management Plan . - . -

Seventh Amendment dated November 21, 2008 to:

" "PNM Resources; Inc. Accelerated Management

10.54**
v effective August 1, 2007 (amended and restated)

10.55%*

Performance Plan

PNM Resources, Inc. Non=Union Severance Pay P,

the e

lan: -

First Amendment to the PNM Resources Non-Union

Severance Pay Plan executed November 20, 2008

w0

4.1 to PNMR's Registration
Statement on Form S-8
(333-156243) filed December 17,
2008

10.5 to PNMR’s Annual Report on
Form 10-K for he fiscal year ended
December 31, 2008 ‘

- 1’0.2 to PNM Resources' Current

Report on Form 8-K filed May 26,

2009

10.3 to PNM's Quarterly Report on
Form 10-Q for the quarter ended

March 31, 2010

- 10.2t0 the Company st Quarterly

‘Report on:'Form 10-Q for the quarter

ended June 30, 2008

10.31 to the Company's Quarterly
Report on Form 10-Q for the quarter
ended September 30, 2005

- 0 6 to the Company s Annual

Report on Form 10-K forthe year
ended December 31, 2011

R 1023 to PNM's Annual Repiort on

Form 10-K for fiscal year ended -
December 31, 1998

10. 23 1 to. PNM's Annual Reporton’

Form 10-K: for fiscal year-ended
December 3 1, 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 Réporton
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
Report on Form 10-K for the fiscal
year ended December 31, 2003

10.4 to PNMR's.Annual Report on
Form 10-K for the fiscal;year ended
December 31, 2008 :

10.3 to. the Company's Quarterly

Repart on Form 10-Q forithe quarter - '

ended September 30, 2007

10.3 to PNMR's Annual Report on
Form 10-K for the fiscal year ended
December 31, 2008

333-156243
- PNMR

132462
PNMR

'1-32462
PNMR

132462
PNMR

132462
~ PNMR

1-32462
PNMR

©1-32462
PNMR

1-6986
PNM

.-1-6986

- PNM

16986
PNM

16986
PNM

1-6986
i PNM

*333-32170
PNMR

333-32170
PNMR

1-32462
PNMR

"1-32462
PNMR

1-32462
PNMR



10.56%*
10.57%*
10.58**

10.59%*

10.60%* _

10.61%*

10.62%%

10.63**

10.64%*
10.65**
10.66**

10.67**

10.68**

10.69%*

10.71**

10.72%%

PNM Service Bonus Plan dated October 23, 1984

Service Bonus Plan

Service Bonus Plan

Second [Third] Amendment dated December 7, 1998 to ‘

PNM Service Borus Plan~

Fourth Amendment dated November 217, 2002 to PNM
"Resources, Inc. Service Bonus Plan :

First Amendment to the Public Service Company. of New'
Mexico OBRA '93 Retrrement Plan as amended effective

December 7, 1998

Public Service Company of New Mexico Section 415 Plan
dated January 1, 1994 ‘ ,

i i

X,

fopn AT

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 Sectron 415 Plan

Fourth Amendment dated December 9, 2003 to the PNM
. Resources, Inc. Section 415 Plan L

“ First Amendment dated November 20 1985 to PNM

. Second Amendment dated December 29 1989 to PNM

" Fifth Amendment dated December 9, 2003 to PNM
‘Resources, Inc. Service Bonus Plan.

“Public Service Compatiy of New Mexico OBRA'93 ~
Retirement Plan effective November 15,_ 1993 i

. Second Amendment dated November 27 2002 to the PNM
Resources Inc OBRA '93 Retrrement Plan

"

.Third Arnendment dated December 9, 2003 to the PNM
'Resources Inc: OBRA '93 Retrrement PIan :

PNM Resources, Inc. Officer Retention Plan executed

September 2, 2008 (amended and restated effectrve January
2. 1,2009)

10.70%* .

First Amendment to PNM Resources Inc. Offlcer_ 4

Retention Plan executed November 20, 2008

Second Amendment to the PNM'Resour’ces, Inc. Officer
'.Retenticn Plan eXecuted December 16, 201 1

December 9,2003

PNM Resources Executrve Spendlng Account Plan dated

D-7

19:4 to PNM's Quarterly Report on’
Form 10-Q or the quarter ended -
September 30, 1988

"10:11.1 to PNM's Anriial Report on’

Form 10-Kfor the fiscal year ending
December 31, 1985

10272 to PNM'S Anhuial Report on

Form 10-K for the fis¢al year ending -
December 31, 1989

10.45'to PNM's Quarterly Report on”
Form 10-Q for the quarter ended -
March 31, 1999

" 10454 to the Company's Annual

Report 6n Form 10-K ‘for the fiscal
year ended December 31,2002 -

10.455 to the: Company s Annual

Report on Form 10-K for the fiscal = =

year ended December 31, 2003

10.4 to PNM's Quarterly Repott 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 B

10.48.3 to the Company's Annual
Report'on Form 10-K for the year
ended December 31, 2003

10.50 to PNM's Annual Report on
Form 10-K for fiscal year ended

“"December 31 1993 -

10.50.1 to the Company ] Annual
Report in Form 10-K for the fiscal

- year ended December 3 1‘ 2002

10.50.2 to the Company's Annual

" Report in Form 10-X for the fiscal
v year ended December 31,2003

10.1 to the Company s Quarterly

Report in Form 10-Q for the quarter
ended’ September 30,2008 - o

10.8 to the Company's Annual
* Report in'Form 10-K for the fiscal

year ended December 31,2008
10.4 to the Company's Annual

Report on Form 10-K for the year o

ended December 31, 2011°
10.52 to the Company's Annual

N "'Report on Form 10-K for fiscal year
" ended December 31,2003 o
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10.7s*ﬁ
10.74%%.
10.75%*
10.76**

10.77%*

First Amendment to PNM_.Resources Executive Spending -
Account Plan effectrve January 1,,2004 -

Second Amendment to. PNMR's Executrve Spendmg
Account Plan executed August 28, 2008

i

Third Amendment to PNMR's ,Executlve Spendmg Account

- Plan effective Januaryl 2009 -

Third Restated and. Amended:Public Service Company of

_ New Mexico Performance Stock Plan effectlve March 10,

1998

_First Amendment to the Third Restated and Amended -.

Public Service Company of New Mexico Performance -

o Stock Plan Dated February 7, 2000

10.78%*

¥

10.79%*

10.80%*

10.81**

10.82%*

10.83**

10.84**

Second Amendment to the Third Restated and Amended
Public Service Company of Néw Mexico. Performance
Stock Plan, effectlve 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 .

10.85%*

dated December 31,2001

' F1fth Amernidment to the

Third Restated and Amended PNM Resources Inc.
Performance Stock Plan datéd September 6, 2002

PNM Resources Inc: Director Retamer Plan, dated
December 31, 2001 |

10.52.1 to PNM's Quarterly Report
on Form 10-Q for the quarter ended
March 31, 2004

. 10.2 to PNMR's Quarterly Report on
Form 10-Q for the quartér ended

September 30, 2008

10.7 to PNMR's Annual Report on - |

Form 10-K for the year ended’
December 31, 2008

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
ended September 30, 2002

43 to PNM Resources, Inc, Post- o

Effective Amendment No. 1 to Form
S-8 Registration Statement filed

. December 31,2001

First Amendment dated ‘Februa:ry 17,2003 ;to PNM
Resources, Inc. Director Retainer Plan

Supplemental Employee Retu'ement Agreement for- Patnck
T. Ortiz (amended and restated effective January 1, 2009)

i

‘Retainer Agreement between the Company and Patrlck T

Ortiz dated July 28, 2009 (assigned on Deéember 10, 2009,
for billing and collectlon purposes only, to Cuddy &

- McCarthy, LLP)

10.86**

10.87%%

10.88%*

10.89%*

Executive Transntmn Agreeriient between the Company and
Patrick T. Ortiz dated July 28,2009 ~

Supplemental Employee Retlrement Agreement for Jeffry
E. Sterba (amended and restated effective January 1, 2009)

Amended and Restated Retentron Bonus Agreement for
Jeffry E. Sterba executed September 7, 2007

First Amendment to the Reten’tmn Bonus Agreement

between PNMR and Jeffrey E, Sterba effec‘uve January 1,
2009

D-8

10. 40 1 to the Company's Quarterly
Report on Form 10-Q for the quarter
ended March 31, 2003

10.3 to the Company s Quarterly .
Report on Form 10-Q for the quarter
ended September 30, 2008

© 10.1 to PNMR's Current Reporton

Form 8-K filed July 30, 2009

' 10.2 to PNMR's Current Report on -

Form 8-K filed July 30 2009

10.9 to the Company s Annual
Report on Form 10-K for the fiscal
year ended December 31, 2008

10.4 to the Company’s Quarterly )
Report on Form 10-Q for the quarter
ended September 30, 2007 .

10.11 to the Company's Annual
Report on Form 10-K for the fiscal
year ended December 31, 2008
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10.90%*
10.91%* -

10.92**

10.93**

10.94**

PNM Resources Ofﬁcer L1fe Insurance Plan dated Aprll
28,2004

First Amendment to PNM Resources Officer Life :
Insurance Plan dated December 16 2004

Second Amendment to PNM Resources Ofﬁcer Life "
Insurance Plan executed April 15, 2007 i

Third Amendment to the PNMR Ofﬁcer Life Insurance

:Plan effectrve January 1, 2009 ‘

Fourth Amendment to the PNMR Officer Life Insurance .

- Plan effecti\{e January 1, 2009

10.95%*

Fifth Amendment to ‘the PNM Resources, Inc. Officer Life

Insurance Plan executed December 16, 2011

10.96**

10.97**

10.98**
1099

10.100

10.101

10.102

Long Term Care Insurance Plan efl‘ective’iJanuary 1, 2063

Amendment to the PNM Resources, Inc. Long Term Care:
Insurance Plan effectlve December 31 2011 (termmatrng

" the Plan)

Executive Long Term Disability effective January 1, 2003

of

Supplemental-lndenture of Lease dated"a’s5 of July 19, 1966. ‘
between PNM-and other participantsin the Four Corners . :

Project and: the Navajo Indian Tnbal Councﬂ

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)

Amendment and Supplement No 2 to Supplemental and
Additional Indenture of Lease with the NavaJo Nation
dated March 7,2011 . - Vi

Amendment and Supplement No. 3 to Supplemental and

.- Additional Indénture of Lease with the Navajo Nation ..

e dated March 7,201

10.103

Water Supply Agreement between the Jicarilla Apache

Tribe and Publ1c Servrce Company of New Mexrco, dated

-+t July 2052000 -

10.104

10.105

Arizona Nuclear Power Pro_]ect Pa.rtlcrpatron 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:

D9

10.24.1 to the' Company's Quarterly~ -
‘Report on Form 10-Q for the quarter

ended March 31, 2004
10.27to the Company's Annual -
year ended December 31, 2004.

- 10.5 to the Company's Quarterly =
- Report on'Form 10-Q for the quarter

ended September 30, 2007
10.10 to PNMR's Annual Report on

Form 10-K for the fiscal year ended o

December 31,2008

10.15 to PNMR's Annual Reportori
Form 10-K for the fiscal year ended B

December 31,2008

10.5 to the Company's Annual

Report on Form 10-K for the year

' ended December 31, 2011

10.87 to the Company s Annual-
Report on Form 10-K for the year
ended De_cember 31, 2002 '

1(.).3: to PNMR's Annual Report on
Form 10-K for the year ended

~ December 31, 2011
10.88 to the Company's Annual

Report on Form 10-K for the year
ended December 31 2002

4D to PNM's Reglstratron

Statement No. 2-26116

10.1.1 to PNM's Annual Report on
Form 10-K for fiscal year ended
December 31, 1995

10.1 to PNM's Quarterly Report on

:Form 10-Q for the quarter ended

March 31, 2011
10.2 to PNM's Quarterly Reporbon

Form 10-Q for the qnarter ended

March 31, 2011

10.5 to PNM s Quarterly Report of o

Form:10-Q for the quarter ended
September 30, 2001 S

B -T to PNM S Regrstratron
‘ »Statement No. 2-50338

© 108.1 to PNM's Annual Report on

Form:10-K for fiscal year ended
December 31, 1991

333-32170°
PNMR
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“Report on Form 10-K for the fiscal e
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10:106

10.107:

10.108- .

10.109_f

10.110

© . August 5, 1988

10.111

10.112°

10.113

10.114

10.115

10.116 -

10.117

10.118

- Amendment No. 7 effective;April 1, 1982, to the Arizona:, .
- Nuclear Power Proj ect Pamelpatron Agreement (refiled)

- Participation Agreement dated as pf June 12, 1984 (reﬁled)

Amendment No. 10.dated as of Noyember 21, 1985 and

g Part1c1pat1on Agreement (reﬁled)

- PNM and Tucson Electric Coal Company

Amendment No. 8 effective September 12, 1983, to the.; .

. Arizona Nuclear Power Pro_]e,ct Par;tlcrpatrpn Agreement
(refiled) . " CRE

Amendment No. 9 to Anzona Nuclear Power PI‘O_] ect

s
B PR TR S 4

Amendment No. 11 dated:as of-June . 43, 1986 and effective
January 10, 1987 to Arizona Nuclear Power PrOJect

'Amendment No 12 to Anzona Nuclea.r Power Project

Participation Agreement dated June 14 1988 and effectwe

A Amendment No. 13 to the AnzonaNuclear Power Project

Participation Agreement dated Apr1l 4 1990 and effectrve

- June 15, 1991 . ¥ - ; L s

Amendment No. 14 to the Anzona Nuclear Power Project
Participation Agreement effectlve June 20 2000

v J R SO RN T

Amendment No. 15 to the: Arizona. Nuelear Power PI'Q]CCt
Participation Agreement dated November 29 2010 and

© effective January 1, 2010
‘Underground Coal Sales Agreement dated August 31

2001 among San Juan Coal Company, PNM and Tucson
Electric Power Company Lo i a8

--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 Keport 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 :

10.1to PNM s Current Report on
Form 8-K filed March 1, 2011

10.85 to PNM's Quarterly Report on
Form 10-Q for the quarter ending

... - September 31, 2001 (Confidential -
.} treatment.was requested for portions.

: of this ‘exhibit, and;such portions. :

were omitted from this exhibit ﬁled '

. .+ and'were filed separately with the
.« Securities:and: Exchange SRR

o :Comm1ss1on)

Amendment One to Underground Coal Sales Agreement' 3o
+on Form 10-K for fiscal year ended :.
- December 31, 2003 (Confidential

dated December 15, 2003 among San Juan Coal Cempany,
PNM and Tucson Electric Coal Company R

Amendment Two to Underground Coal Sales Agreement’
effective September 15, 2004-among San‘Juan Coal
Company, PNM and Tucson Electrrc Coal Company

' Amendrnent Three to Underground Coal Sales Agreement

executed April 29, 2005 aniong SanJuap:Coal Company,
PNM and Tucson Electric Coal Company (Confidential
treatment was requested for poitieiis of this exhibit,and

filed separately with the Securities and Exchange R
Commission) o

Amendment Four to Underground Coal Sales Agreement
effective March 7, 2007 dmorig San: Juan Coal Compatiy,

D-10

10,91 to PNM's Amended Report.

treatment was requested for portions
of this exhibit, and such portions

i were omitted from this exhibit filed:
.o and weré filed separately with the

Securities and Exchange *
Commrss1on)

: lO 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 Quart'erly :
Report on Form 10-Q for the quarter

ended June 30, 2005

-

" such portions were ornitted from this:exhibit filed: and were ;

10.89 to PNM's Quarterly l{eport on

. Form 10-Q for the quarter ended

March 31; 2007
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10.119

10.120

10.121

10.122
. Agreement dated as of March'3; 2006,:among Public
-Service Company of New Mexrco Tucson Electric Power

10.123*

10.124*

10.125

10.126

10.127 -

10.128

10.129 -

Amendment Five to Underground Coal Sales Agreement -
executed December 21, 2007 among San Juan Coal : -
Company, PNM and Tucson Electric Power 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 Securltles and

- Exchange Comm1ss1on)

Participation Agreement among PNM Tucson Electnc )
Power Company and certain financial institutions relating.
to the San Juan Coal Trust dated as of December 31 1981 ’
(refiled)

Participation Agreement dated as of 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): :

Amended and Restated San Juan Project Participation

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 Systemi:and Tri-State Generatron and Transm1s51on

Association, Inc.

Facility Lease dated as of December 16 1985 between The
First National Bank of'Boston, as Owner Trustee, and
Public Service Gompany of’ New Mexico together with
Amendments No. 1, 2 and 3 thereto (refiled)

Amendment Noj 4 dated as of March 8, 1995, to Facrllty .

Lease between, Public Service Company of New Mexico
and the First Natlonal Bank of Boston, dated as of
December 16, 1985 - A oS

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‘w1th :
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 Comparny 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 pf Augusti12,1986; as amended between

"The First National Bank of Boston, not:n 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 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 Nat1onal 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)

10.95 to PNM's Annual Repott on -

Form 10-K for the year ended

December 31, 2007 -

10.14 to PNM's Annual Report on

- Form:10-K for fiscal year ended -

December 31,1992 -

10.61 to PNM's Annual Report on
Form 10-X for fiscal year ended

: December 31,1993

10.119 to PNM's Quarterly Report

--.on Form 10-Q for the quarter ended

March 30, 2006

10.18 to PNM's Annual Report on
Form:10-K for fiscal year ended
December 31, 1995

10. 18 5 to the PNM's Quarter Report
on Form10-Q for the quarter ended
March 31, 1995

10.19 to PNM's Annual Report on

.. ‘Form 10-K for fiscal year ended
; December 31 1996

10.20 to PNM's Annual Report on
Form 10-K for fiscal year ended -

: December 31, 1996

10.20.2 to PNM's Annual Report on
Form 10-K for fiscal year ended

December 31 1998

10.20.4 to PNM's Quarterly Report

-on Form 10-Q for the quarter ended

March 31,1995 -

'10.21 to PNM's Annual Report on

Form-10-K for fiscal year ended
December 31 1996
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10.130

10.131

10,132

10.133:

10.134

10.135

10.136

10.137

10.138

10.139.

10.140

10.141

10.142

Facility Lease dated as of December 15; 1986, between.

" The First National Bank ef 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 Trusteé, and PNM. . . .
(Unit 2 transaction.) (This is anr 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)

Master Decommrssmnmg 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 Veerde 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.

Refundmg Agreement No 8A, dated as of December 23
1997, among PNM, the Owner Participant Named Thereln
State Street Bank and Trust Company, as Owner Trustee,

The Chase Manhattan Bank, as Indenture Trustee and Frrst
~ PV Funding Corporatlon o

~ PVNGS Capltal Trust-Variable Rate Trust Notes- PVNGS ,

Note Agreement dated as of July 31, 1998

- Stipulation in‘tbe matter of PNMs transition plan 'Utility'

Case No. 3137, dated October 10, 2002 as amended by
Amendment to Stipulated Agreement dated October 18,
2002

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 ’

: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

Settlement and Release of Claims Agreement dated
February 11, 2010 among PNM, PG&E, SDG&E,. CPUC,

California ex. rel. Edmund G. Brown, Jr., Attorney General

and the California Dept. of Water Resources (collectively,
“PNM and the California Parties™) (relating to certain
2000-2001 transactions in California energy markets)

Agreement for Disposition of Escrowed Funds dated
January 11, 2010 among PNM and the California Parties

D-12

.-10.22 to PNM's Annual Report of

the Registrant on Form 10:K: for
fiscal year ended December 31

- 1996

BT

10.53 to PNM's Annual Report. on

Form 10-K for fiscal year ended

,.December 31; 1987

10. 68 to PNM s: Quarterly Report on

Form 10-Q for the quarter ended
March 31, 1996 -

10.68.1 to PNM's Annual Reporton
+- Form10-K for fiscal year ended

December 31; 1997

10.68.2 to PNM's Annual Report on
Form. 10-K for fiscal year ended -
December 31, 2003

--10.73 to PNM's Quarterly: Report on-

Form 10-Q for the quarter ended
March 31,1998 .

10.76 to PNM's Quarterly Report on

Form 10-Q for the quarter ended
September 30, 1998 S

| 10. 86 to the Company s Annual

Report-on Form 10-K for the year
ended December 31, 2002 -

10: iA34 to the 'Company $ ddarterly
Repeort 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 .
Febmary 7,.2005 :

Ce

10.135 to the C_ompany's Quarterly

Report on Form10-Q for the quarter -

ended March 31, 2005
10.1.to PNM's Current Report, on

. Form 8-K filed February 12, 2010

10.1 to PNM's current Report on
Form 8-K filed January 14, 2010
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Subsldlarles

21

" Certain subsidiaries of PNM Resources

Additional Exhibits

99.2%

993

99.4:

99.5%

99.6

99.7 "

99.81

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)

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 ostecember 16, 1985

Assignment; Assumption and FurtherAgreement 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 Fundmg

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 Owner Truste¢),and Public Servrce

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)

JAssrgnment Assumptron 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)
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21.to the Company's Annual Report =
on Form 10-K for the year ended .
: December 31,2011 " L

199.2:to PNM's Annual Report on

Form 10-K for fiscal year ended .
December 31, 1995

99.3 to PNM's Quarterly Report on

Form 10-@ for the quarter ended

" March 31 1996 -

e

 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 Report on :
~Form 10-K for fiscal year ended
"'December 3171995 R

"99.5to 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‘i"rl, 1996 . s

99.7 t6 PNM's Annual Report on
Forrii'10-K for fiscal yéar ended
December 31, 1996~
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99.9

99.10*

99.11*

199.12

99.13*

99.14%

99.15

99.16:

99.17 |

Participation Agreement dated as of August 12, 1986,
among the Owner Parti¢ipant named therein, First PV

E Funding Corporation. The First National Bank of Boston,

in its individual ¢apacity 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 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 -

.Assignment, Assurnption 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 1 Transaction) (refiled)

Participation Agreement dated as of December 15, 1986,
among the Owner Participant named therein, First. PV

L Funding Corporation, The First National Bank of B‘oston,v 3

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)
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99.8 to PNM's Quarterly Report on
Form 10-Q for the quarter ended
March 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 Quarter}y Report “
on Form 10-Q.for the quarter ended
March 31, 1995.. . ,

99.10to PNM's Quarterly Report on

Form-10-Q for the quarter ended
March 3 1 1997

i

99.1 to.PNM's Quarterly Report on

- Form 10-Q for the quarter ended

March 31, 1997

99 :21:2 to PNM'S Quarterly(Report on

Form 10-Q for-the quaner ended

... March. 31 1997
Trustee, and Chemical Bank, as Indenture Trustee (Unit 1 .-
- Transaction) (refiled)

. 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

1-6986
PNM
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PNM

1-6986

- 1-6986

PNM

1-6986
PNM

1-6986,
PNM

- 1-6986
PNM

1-6986
PNM

1-6986
PNM



99.18

99.19

99.20*

“““between the First National Bankof Boston, as Owner

Trust Indenture, Mortgage, Security Agreement and.
Assignment of Rents dated as of December 31, 1986,

Trustee, and Chemical Bank, as Indenture Trustee (Unit2:

_ Transaetion)_(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 Pubhc Serv1ce Company of New

7 Mexico (refiled)~

99.21*

99.22

99.23

99.24

99.25%.

99.26

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) .

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 for the Sale and Purchase of Wastewater
Effluent, dated June 12, 1981, Among Arizona Public
Service Company, Salt River Project Agricultural

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

" 99.18t0 PNM'sAnnual Report on

Form 10-K for fiscal year.ended.
December 31, 1996

99.19 to PNM's Annual Report on

Form 10-K for fiscal year ended
December 31, 1996 .

99.20 to PNM's Annual. keport on
Form 10-K for fiscal year ended
December 31, 1996

Improvement and Power District and the Clty of Tolleson .

as amended (refiled)

Municipal Effluent Purchase and Sale Agreement dated
April 23, 2010 between Cities of Phoenix, Mesa, Tempe,
Scottsdale and Glendale, Arizona municipal corporations;
and APS, SRP, acting on behalf of themselves and EPE,

SCE, PNM SCPPA and Los Angeles Department of Water'

and Power

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

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

10.6 to the Company's Quarterly

Report on Form 10-Q for the quarter -

ended March 31, 201 0

i

... 99.21 to PNM's Quarterly Report on
- “Form-10-Q for the quarter ended

September 30, 1996

~Trustee, and The Chase Manhattan Bank as Indenture 1o T

99.22 to the Company's Annual

" “Report.on Form 10-K for the year .

ended December 31, 2006

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

*  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 additignal‘documents may differ in other
respects (such as dollar amounts and percentages), there are no material details in which such additional documents differ

from th1s exhibit.

*x De51gnates each management contract or compensatory plan or arrangement Tequired to be 1dent1ﬁed pursuant to paragraph
3 of Item 15(a) of Form 10-K. .

:t Certaln 1nstruments defining the rights of holders of long-term debt of the registrants Included in the ﬁnanc1al 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 requlrements of Sectlon 130r 15(d) of the. Secuntles Exchange Actof 1934, the Reglstrant has duly caused
this report to be signed on its behalf by the undermgned thereunto duly authorized. :

PNM RESOURCES;, INC.
1 _ (Registrant)
Date: February 29, 2012 * L By \  /¢/P.K. Collawn.
: . P.K. Collawn

Chairman, President, and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Teport has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature - -/ o s ‘ , - Capacity - G . ~Date

/s/ P. K. Collawn Principal Executive Officer and Director February 29, 2012
P.K. Collawn .- T . . : :

Chairman, President, and -

Chief Executive Officer

/s/ C.N. Eldred Principal Financial Officer =~ B February 29, 2012
C. N. Eldred :
- Executive Vice President and
Chief Financial Officer

/s/ T. G. Sategna Principal Accounting Officer . ~ February 29, 2012

T.G. Sategr.l-a
Vice President and - g
Corporate Controller
/s/ A. E. Archuleta Director . . - February 29, 2012
A. E. Archuleta ' :
/s/ 1. A- Dobson * - 4 Director ' " S " February 29,2012
J. A. Dobson S ‘ : i o
/s/ R. R. Nordhaus  Director e » R February 29, 2012
R. R. Nordhaus .
/s/ M. T. Pacheco - .. Director .. » ‘ o o TR - February 29, 2012
M. T. Pacheco Tl ’ :
/s/ B. S. Reitz ‘ Director ¢ - ‘  February 29, 2012
B. S. Reitz
/s/D.X. Schwanz ... . . Director - .- .. ... February 29,2012
D.K. Schwanz ., - ;- P
/s/ B. W. Wilkinson Director February 29, 2012
B. W. Wilkinsen A [ ST : . : : Er )
/s/ J. B. Woodard ) Dire;ctor ’ , February 29, 2012

< - JB. Woodard -



SIGNATURES

Pursuant to the requireménts of Section 13 or 15(d) of the Securities Exchange Act of 1,934 the Reglstrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized. < = -.. . v

PUBLIC SERVICE COMPANY OF NEW MEXICO
(Registrant)

Date:  February 29, 2012 : v - By /s/ P. K. Collawn

P. K. Collawn

President and
Chief Executive Officer

" Pursuant to the requirements of the Securities Exchange Act of - 1934 this’ report has been s1gned below by the followmg
persons on behalf of the Registrant and in the cdpacities 4nd on the dafes indicated.

Signature e . Capacity B Date
“/3/P.K.Collawn- - - Principal Executive Officer and Chairman of the Board  February 29, 2012
P. K. Collawn ‘

President and
Chief Executive Officer

/s/ C. N. Eldred Principal Financial Officer and Director o “ February 29, 2012

C. N. Eldred
Executive Vice President and
Chief Financial Officer

/s/'T. G. Sategna Principal Accounting Officer - -~ - -~ February 29,2012
T. G. Sategna ' o '
Vice President and
" Coi’porate Controller

_/s/ R.N. Darnell Director o " February 29, 2012
R. N. Darnell o
/s/ R. E. Talbot Director e - February 29,2012
R. E. Talbot ’ S e



SIGNATURES

Pursuant to-the requirerhénts of Section 13 or 15(d).of the Securifies Exchange Actof 1934, the Reglstrant has duly caused
this report to be signed on its behalf by the unders1gned thereunto duly authorized. S

B ST U e TEXAS-NEW MEXICO POWER COMPANY
Ll (Registrant)
Date: February 29; 2012 . By /s/ P.K. Collawn = .
o - T s ‘ T P. K. Collawn
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 capacltles and on the dates indicated. .

Signature o ~ Capacity L Date
- /s/P.K.Collawn.. .- Principal Executive Officer and Chairman of the Board ~ February 29, 2012
P. K. Collawn _ ' ' o ‘
Chief Executive Officer

Principal Financial Officer and Principal Accountmg February 29, 2012
/s/ T. G. Sategna o Ofﬁcer _

T. G. Sategna
Vice President and
Controller

/s/ R. N. Darnell Director ‘ February 29, 2012
"~ R.N. Darnell ' ORI . |

/s/ C. N. Eldred Director . TFebruary 29,2012
C.N. Bldred

/s/ R. E. Talbot Director '?  February 29, 2012
R. E. Talbot ' "

/s/ 1. N. Walker Director I February 29, 2012
J.N. Walker "
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