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information relating to the other registrants. When this Form 10-K is incorporated by reference into any filing with
the SEC made by PNMR, PNM, or TNMP, as a registrant, the portions of this Form 10-K that relate to each other
registrant are not incorporated by reference therein.
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PART I
ITEM 1. BUSINESS

THE COMPANY

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 unregulated businesses in 2011, PNMR is now fully
repositioned as a holding company of regulated electric utilities focused on achieving the following strategic goals:

€arning authorized returns on its regulated businesses
Continuing to improve credit 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. In 2011, PNM and TNMP completed
general rate proceedings before their state regulators. In August 2012, PNM implemented a rate rider to collect
renewable energy procurement costs that are not otherwise being collected in rates. On January 2, 2013, FERC
approved a settlement for an increase in rates PNM charges its transmission customers and, in December 2012, PNM
filed for an additional increase in rates charged to those customers based on a formula rate methodology, which is
pending before FERC. PNM has also reached a settlement for an increase in rates charged to its largest
firm-requirements wholesale customer, which is pending before FERC. In September 2012, TNMP received PUCT
approval for an increase in its rates to reflect increases in its transmission cost of service. Additional information about
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 Information

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 TNMP will be indicated as such. A reference to “MD&A” in this report
refers to Part II, 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 2.

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.

12
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Our Internet addresses are:

PNMR: www.pnmresources.com
PNM: www.pnm.com
INMP: www.thmp.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 website 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.

A-1
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Also available on the Company's website at www.pnmresources.com/investors/governance.cfm and in print upon
request from any shareholder are our:

Corporate Governance Principles

€Code of Ethics (Do the Right Thing-Principles of Business Conduct)

.Charters of the Audit and Ethics Committee, Nominating and Governance Committee, Compensation 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

PNM is an electric 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 Santa Fe, and certain other areas of southern New
Mexico. PNM also provides electricity to firm-requirements wholesale customers in New Mexico and Arizona.
Service to retail electric customers is subject to the jurisdiction of the NMPRC. Service to wholesale customers is
regulated by FERC. Regulation encompasses the utility's electric rates, service, accounting, issuances of securities,
construction of major new generation, transmission, and distribution facilities, and other matters.

Other services provided by PNM 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 accounted for 3.6% of the utility's revenues for the year ended December 31, 2012.
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 made a general rate case filing in June 2010. On
August 8, 2011, the NMPRC issued a final order modifying a stipulation reached by PNM and other parties in this
case. The modified stipulation provides:

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

Customers formerly served by TNMP prior to its acquisition by PNMR (“PNM South”) being covered by the same
FPPAC utilized for other retail customers of PNM (“PNM North™)

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

No new general rate adjustment effective 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

Limit on annual recovery of costs for fuel, renewable energy, and energy efficiency, with recovery of additional
amounts deferred for collection to future periods

As permitted by the above NMPRC order, PNM filed an application in January 2012 for a rate rider 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, and the revenue

14
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requirements for PNM-owned solar PV facilities and a solar battery storage demonstration project that went into
service during 2011. On August 14, 2012, the NMPRC issued an order approving the rider. PNM implemented the
rider on August 20, 2012. The rider will terminate upon a final order in PNM's next general rate case unless that order
authorizes a continuation of the rider. Amounts that can be collected under the rider are capped at $18.0 million in
2012 and $24.6 million in 2013. Any amounts above the caps are deferred for future recovery without carrying costs.
Collections under the rider during 2012 were below the cap. As a separate component of the rider, if PNM's earned
return on jurisdictional equity in 2013, adjusted for weather and other items not representative of normal operation,
exceeds 10.5%, it will refund to customers during May through December 2014 the amount over 10.5%.

A-2
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PNM has entered into firm-requirements wholesale contracts to provide electricity to various customers. These
contracts contain both capacity charges and energy charges. Capacity charges are monthly payments for a
commitment of resources to service the contract requirements. Energy charges are payments based on the amount of
electricity delivered to the customer and are intended to compensate for the variable costs incurred to provide the
energy. PNM's firm-requirements demand was 109 MW in 2012, and is expected, based solely on existing contracts,
to be 106 MW in 2013, 106 MW in 2014, and 108 MW in 2015. No firm-requirements customer of PNM accounted
for more than 2.5% of PNM's revenues for the year ended December 31, 2012.

In September 2011, PNM filed with FERC to increase rates for electric service and ancillary services provided to
NEC, PNM's largest firm-requirements wholesale customer. PNM also requested a traditional FPPAC and full
recovery of certain third-party transmission charges. FERC issued an order allowing the increased rates to be collected
beginning April 14, 2012, subject to refund. The parties agreed to a settlement providing for an increase in rates of
$5.3 million, an extension of the contract for 10 years, and an agreement that PNM will be able to file an application
for formula based rates to be effective in 2015. The settlement has been filed with FERC and is pending FERC
approval. PNM is unable to predict the outcome of this proceeding. PNM provides both energy and power services to
the City of Gallup, New Mexico, its second largest firm-requirements wholesale customer, under an electric service
agreement that expires June 30, 2013. PNM and the City of Gallup are in discussions regarding PNM continuing to
provide services after the current agreement expires.

In October 2010, PNM filed a notice with FERC to increase its wholesale electric transmission rates for all of PNM's
wholesale electric transmission service customers, which include other utilities, electric cooperatives, and entities that
use PNM's transmission system to transmit power at the wholesale level. The proposed rates were implemented on
June 1, 2011, subject to refund. On January 2, 2013, FERC approved a settlement among the parties providing for an
increase in transmission service revenues of $2.9 million annually. PNM refunded amounts collected in excess of the
settled rates in January 2013. In addition, the parties agreed that if PNM files for a formula based rate change within
one year from FERC's approval of the settlement agreement, no party will oppose the general principle of a formula
rate, although the parties may still object to particular aspects of the formula. The rate increase does not impact PNM's
retail customers.

In December 2012, PNM filed a notice with FERC to increase its wholesale electric transmission rates for all of its
transmission customers. The proposed increase is $3.2 million annually and is a formula based rate as contemplated
by the approved settlement in the case described above. FERC has not taken action on the filing and PNM is unable to
predict the outcome of this proceeding.

Operational Information

Weather-normalized retail electric loads decreased by 0.7% in 2012. The system peak demands for retail and
firm-requirements customers were:

System Peak Demands

2012 2011 2010
(Megawatts)
Summer 1,948 1,938 1,973
Winter 1,523 1,709 1,551

PNM holds long-term, non-exclusive franchise agreements for its electric retail operations, with varying expiration
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, including Albuquerque, Rio 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

16
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areas accounted for 48.5%, 11.3%, and 9.5% of PNM's 2012 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, including Albuquerque, Rio Rancho, and Santa Fe.

PNM owns or leases 3,189 circuit miles of electric transmission lines 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 facilities. Therefore, most of the
capacity on PNM's transmission system is fully committed during peak hours, with very little to no additional access
available on a firm commitment basis. These factors result in physical constraints on the system and limit the ability to
wheel power into PNM's service area from outside of New Mexico.

A-3
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PNM also generates and sells electricity into the wholesale market. Because PNM's 134 MW share of Unit 3 at
PVNGS is excluded from retail rates, that unit's power is being sold in 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 has sold its share of the unit output daily at market prices. PNM
has established fixed rates for all of these sales through the end of 2013 through hedging arrangements that are
accounted for as economic hedges. PNM is also partially hedged for 2014. Because of lower existing market prices,
margins associated with sales subsequent to 2010 were significantly lower than those achieved in the 2008
agreements. Beyond the PVNGS contracts, PNM 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 fulfill retail load and contractual commitments. 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 Bill 477 (“SB 477”) was passed by the New Mexico legislature and became effective in June 2009. SB 477 is
designed to promote more timely recovery of reasonable costs of providing utility service in two ways.

The NMPRC must set rates using the test period that best reflects the conditions the utility 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 date a proposed
rate change is expected to take effect.

The NMPRC must include certain construction work in progress (“CWIP”) for environmental improvement, generation,
and transmission projects 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 finished 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 attracting equity investors, as well as being considered favorably by credit rating agencies and financial analysts. In
November 2012, the NMPRC issued an order promulgating rules that clarify the filing requirements for public utility
rate applications based on a future test year.

PNM previously announced it anticipated filing a request for a general rate increase with the NMPRC in mid-2013.
With the uncertainty related to environmental capital spending described in Note 16 and improved operating results,
PNM is re-evaluating when it will file its next general rate case. 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 necessitate 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.

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 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 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
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rates. PNM files required renewable energy plans with the NMPRC annually. See Note 17.

TNMP

TNMP is a regulated utility operating in Texas. TNMP's predecessor was organized in 1925. TNMP is incorporated in
the State of Texas.

TNMP provides transmission and distribution services in Texas under the provisions of TECA and the Texas Public
Utility 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 serves a market of small to
medium sized communities, most of which
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have populations of less than 50,000. TNMP is the exclusive provider of transmission and distribution services in
most areas it serves.

TNMP'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 El Paso. ERCOT is the independent system operator that is responsible for
maintaining reliable operations for the bulk electric power supply system in its region.

TNMP provides transmission and distribution services at regulated rates to various REPs that, in turn, provide retail
electric service to consumers within TNMP's service area. As of December 31, 2012, 89 active REPs receive
transmission and distribution services from TNMP. The acquirer of First Choice, including the former First Choice
operations, accounted for 19% of TNMP's revenues in 2012. Two other unaffiliated customers of TNMP accounted
for operating revenues of 17% in 2012 and 10% in 2012. No other customer accounted for more than 10% of
revenues.

Regulatory Activities

In August 2010, TNMP filed with the PUCT for a general rate increase. On January 27, 2011, the PUCT approved a
stipulation that settles the case. Key components of the settlement were:

A revenue increase of $10.25 million, effective February 1, 2011
A return on equity of 10.125%
A hypothetical 55%/45% debt-equity capital structure

The PUCT approved interim adjustments to TNMP's transmission rates of $5.5 million on May 14, 2010 and $2.5
million on September 27, 2012.

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 is the exclusive provider of transmission and distribution services in most areas that it serves, the need to
renew or renegotiate franchise agreements should not have a material adverse impact on TNMP's business. TNMP
also earns revenues from service provided to facilities in its service area that lie outside the territorial jurisdiction of
the municipalities with which TNMP has franchise agreements.

Competitive Businesses
First Choice

As discussed in Note 3, 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 was 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 in 2011. The parties could not agree on the working capital amount and, in accordance with the
agreement for the sale, this matter was submitted to an independent party for a decision binding on the parties. A
decision was received in August 2012 resulting in an additional pre-tax gain of $1.0 million in 2012. PNMR used the

20



Edgar Filing: TEXAS NEW MEXICO POWER CO - Form 10-K

net proceeds from the sale of First Choice to repurchase some of PNMR's outstanding debt and equity and for other
corporate purposes, including repayment of borrowings under the PNMR Revolving Credit Facility.

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 major Texas
metropolitan areas 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 business was not
subject to traditional rate of return regulation. Rates were negotiated by First Choice with each customer. No specific
provisions existed for the recovery of First Choice's purchased power costs and changes in those costs affected
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
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base, which along with the impacts of Hurricane Ike and depressed economic conditions resulted in significant
increases in the levels of uncollectible 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. First Choice
monitored and revised its load forecast to account for changing customer loads and entered into hedging arrangements
to cover forecasted sales.

Optim Energy

In January 2007, PNMR and ECJV, a wholly owned subsidiary of Cascade, which until late in 2011 was a large
PNMR shareholder, created Optim Energy to serve expanding energy markets, principally 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. 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. Optim Energy also concentrated on optimizing generation assets as a
stand-alone independent power producer.

As discussed in Note 21, PNMR determined its investment in Optim 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 ECJV
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 associated with its investment in Optim Energy in 2011.

Corporate and Other

The Corporate and Other segment includes PNMR holding company activities, primarily 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. Billings are at cost, except for services provided to Optim Energy, which included a profit element.

SOURCES OF POWER

PNM

Generation Capacity

As of December 31, 2012, the total net generation capacity of facilities owned or leased by PNM was 2,333 MW.
PNM also obtains 204 MW of power under a long-term PPA with the New Mexico Wind Energy Center.
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PNM's owned and leased capacity in electric generating facilities in commercial service as of December 31, 2012 is:

Generation
Capacity
Type Name Location MW)
Coal SJIGS Waterflow, New Mexico 783
Coal Four Corners Fruitland, New Mexico 200
Gas Reeves Station Albuquerque, New Mexico 154
Gas Afton (combined cycle) La Mesa, New Mexico 230
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
2,333

Fossil Fueled Plants

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, 496 MW and 507 MW. 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
MSR Public Power Agency, 10.04% by the City of Anaheim, California, 8.475% by the City of Farmington, New
Mexico, 7.2% by the County of Los Alamos, New Mexico, and 7.028% by UAMPS. See Note 16 for additional
information about SJGS.

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 SJIGS 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 participants
will pursue. A federal environmental review will be conducted as part of the DOI review process. See Note 16 for
additional information about Four Corners.

PNM owns 100% of Reeves, Afton, and Lordsburg and 33.3% of Luna. The remaining 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 entitles it to the entire 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 primarily for peaking power and transmission
support. See Note 9 for additional information about the Delta operating lease, including the potential purchase of
Delta.

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 ownership interests of
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2.3% in Unit 1, 4.6% in Unit 2, and 10.2% in Unit 3 and has leasehold interests of 7.9% in Unit 1 and 5.6% in Unit 2.
The lease payments for the leased portions of PVNGS are recovered through retail rates approved by the NMPRC. See
Note 7 for additional information concerning the PVNGS leases, including notices given to the lessors under the
PVNGS Unit 1 leases in 2013 that PNM would renew the leases. See Note 16 for information on other PVNGS
matters.

On March 11, 2011, a 9.0 magnitude earthquake occurred off the northeastern coast of Japan. The earthquake
produced tsunamis that caused significant damage to the Fukushima Daiichi Nuclear Power Station in Japan.
Following these events, the NRC established a task force to conduct a systematic and methodical review of NRC
processes and regulations to determine whether the agency should make additional improvements to its regulatory
system. In March 2012, the NRC issued the first regulatory requirements based on the recommendations of the task
force. With respect to PVNGS, the NRC issued two orders requiring safety enhancements regarding: (1) mitigation
strategies to respond to extreme natural events resulting in the loss of
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power at plants; and (2) enhancement of spent fuel pool instrumentation. The NRC has issued a series of interim staff
guidance documents regarding implementation of these requirements. Due to the developing nature of these
requirements, APS and PNM cannot predict the financial or operational impacts on PVNGS; however PVNGS
continues to comply with regulatory requirements and related reporting.

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 facilities, 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. The NMPRC has approved PNM's
2013 renewable energy procurement strategy that includes an additional 21.5 MW of utility-owned solar capacity.

Plant Operating Statistics

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

Plant Operator 2012 2011 2010

SIGS PNM 81.7% 86.9% 73.5%
Four Corners APS 83.5% 81.5% 75.3%
PVNGS APS 90.6% 89.1% 88.6%

Joint Projects

SJGS, PVNGS, Four Corners, and Luna 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 2016 for
Four Corners, 2022 for SJIGS, and 2027 for PVNGS. In addition, SIGS 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 SIGS. As described above, Four Corners is situated on land under a lease from the
Navajo Nation. Portions of PNM's interests in PVNGS Units 1 and 2 are through leases that expire in 2015 and 2016,
but contain certain fixed-rate renewal and fair market value purchase options. As discussed in Note 7, PNM gave
notice to the lessors in 2013 that PNM would renew the PVNGS Unit 1 leases and would retain control of the assets
subject to the PVNGS Unit 2 leases at the expiration of the leases. Several of the participants in the joint projects are
located in California. There are legislative and regulatory mandates in California that prohibit utilities from entering
into new, or extending existing, arrangements for coal-fired generation. It is also possible that the participants in the
joint projects have changed circumstances and objectives from those existing at the time of becoming participants.
The status of these joint projects is further complicated by the uncertainty surrounding the form of potential legislation
and/or regulation of GHG, CCBs, and other air emissions, as well as the impacts of the costs of compliance and
operational viability of all or certain units within the joint projects. It is unclear how these factors will enter into
discussion and negotiations concerning the status of the joint projects as the expiration of basic operational
agreements approaches. PNM can provide no assurance that its participation in the joint projects will continue in the
manner that currently exists. See Note 16.

PPAs

In addition to generating its own power, PNM purchases power under long-term PPAs. PNM also purchases power in
the forward, day-ahead, and real-time markets.
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In 2002, PNM entered into an agreement with FPL to develop the New Mexico Wind Energy Center. 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. The NMPRC has approved a voluntary
tariff that allows PNM retail customers to buy wind-generated electricity for a small monthly premium. Power from
the New Mexico Wind Energy Center is used to service load under the voluntary tariff and as part of PNM's electric
supply mix for meeting retail load.

PNM's 2013 renewable energy procurement plan includes a 20-year agreement to purchase energy from a geothermal
facility to be built near Lordsburg. The 10 MW facility will be the first geothermal project for the PNM system and is
scheduled to be completed by December 31, 2013.
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A summary of purchased power, excluding Delta and Valencia, but including power purchased under long-term
contracts that have expired by their terms, is as follows:

Year Ended December 31,

2012 2011 2010
Purchased under long-term PPAs
MWh 546,321 794,867 1,360,991
Cost per MWh $27.25 $29.93 $34.36
Other purchased power
Total MWh 948,911 988,564 1,083,548
Cost per MWh $27.30 $31.47 $40.61
TNMP

TNMP provides only transmission and distribution services and does not sell power.
First Choice

First Choice bought electricity and entered into hedging arrangements to purchase quantities of power to match the
supply obligations to customers that were 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.

FUEL AND WATER SUPPLY

PNM

The percentages of PNM's generation of electricity (on the basis of KWh), including 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 Nuclear Gas and Oil

Percent of Average Percent of Average Percent of Average

Generation Cost Generation Cost Generation Cost
2012 59.2 % $2.99 31.3 % $0.88 9.0 % $3.25
2011 61.8 % $2.79 29.7 % $0.80 8.4 % $4.47
2010 58.9 % $2.49 31.3 % $0.66 9.8 % $4.54

In 2012 and 2011, 0.5% and 0.1% of PNM's generation was from utility owned solar, which has no fuel cost. The
generation mix for 2013 is expected to be 60.2% coal, 28.5% nuclear, 10.8% gas and oil, and 0.5% utility owned
solar. Due to locally available natural gas and oil supplies, the utilization of locally available 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.

Coal

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

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

In August 2012, one of PVNGS's suppliers that converts uranium concentrates to uranium hexafluoride invoked the
force majeure provision in its contract when it shut down its conversion plant due to regulatory compliance issues.
The PVNGS participants have sufficient strategic reserves of enriched uranium such that they do not anticipate a short
term impact on nuclear fuel supplies as a result of the force majeure declaration. The uranium conversion supplier has
undertaken the necessary upgrades to its facility to address the regulatory compliance issues and anticipates resuming
operations in a time frame that will not result in an adverse impact on PVNGS's ability to secure long-term conversion
services. However, the participants are continuing to evaluate alternate long-term options for securing conversion
services.

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
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 United States 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. APS filed a subsequent lawsuit against DOE in the Court of Federal Claims on December 19, 2012. The lawsuit
alleges that from January 1, 2007, through June 30, 2011, APS, as a co-owner of PVNGS, incurred additional
damages due to DOE's continuing failure to remove spent nuclear fuel and high level waste from PVNGS. See Note
16.

The DOE had planned to meet its disposal obligations by designing, licensing, constructing, and operating a
permanent geologic repository at Yucca Mountain, Nevada. In March 2010, the DOE filed a motion to dismiss with
prejudice its Yucca Mountain 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.

All spent nuclear fuel from PVNGS is being stored on-site. PVNGS has sufficient 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
uncertainti