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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Honorable Gary K. King, Attorney General
Office of the Attorney General

and
Mr. Hector H. Balderas, State Auditor
Office of the State Auditor

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund,
the budgetary comparisons for the general fund and major special revenue funds and the aggregate
remaining fund information of the State of New Mexico, Office of the Attorney General, as of and for the
year ended June 30, 2014, and the related notes to the financial statements, which collectively comprise
the Office of the Attorney General’s basic financial statements, as listed in the table of contents. We have
also audited the financial statements of each of the Office of the Attorney General's non-major
governmental funds and the budgetary comparisons for components of the general fund and for non-
major funds, presented as supplementary information in the accompanying combining and individual fund
financial statements as of and for the year ended June 30, 2014, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal controls relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the 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 involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the Office of the
Attorney General’'s preparation and fair presentation of the financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Office of the Attorney General's internal control. Accordingly, we
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express no such opinion. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the Office of the Attorney General, as of June 30, 2014, and the respective changes in
financial position and the respective budgetary comparisons of the general fund and major special
revenue funds for the year then ended in conformity with accounting principles generally accepted in the
United States of America. In addition, in our opinion, the financial statements referred to above present
fairly, in all material respects, the respective financial position of each non-major governmental fund of the
Office of the Attorney General as of June 30, 2014, and the respective changes in financial position and
the respective budgetary comparisons for components of the general fund and the non-major funds for
the year then ended in conformity with accounting principles generally accepted in the United States of
America.

Emphasis of Matter

As discussed in Note B1, the financial statements of the Office of the Attorney General are intended to
present the financial position and changes in financial position, of only that portion of the governmental
activities, each major fund, and the aggregate remaining fund information of the State of New Mexico that
is attributable to the transactions of the Office of the Attorney General. They do not purport to, and do not,
present fairly the financial position of the State of New Mexico as of June 30, 2014, and the changes in
financial position, for the year then ended in conformity with accounting principles generally accepted in
the United States of America. Our opinion is not modified for this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis information on pages 4 through 9 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economic, or historical context.
We have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.



Other Information

Our audit was conducted for the purpose of forming opinions on the basic financial statements, and the
combining and individual fund financial statements and budgetary comparisons that collectively comprise
the Office of the Attorney General's basic financial statements. The schedule of cash accounts is
presented for purposes of additional analysis and is not a required part of the financial statements. The
schedule of expenditures of federal awards is presented for purposes of additional analysis as required by
the U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations and is not a required part of the financial statements. The fiduciary combining
statement of assets and liabilities - all agency funds is presented for purposes of additional analysis and is
not a required part of the financial statements.

The schedule of expenditures of federal awards and the fiduciary combining statement of assets and
liabilities - all agency funds are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the basic financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United State of America. In our opinion, the
schedule of expenditures of federal awards and the fiduciary combining statement of assets and liabilities
- all agency funds are fairly stated in all material respects in relation to the basic financial statements
taken as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 11,
2014, on our consideration of the Office of the Attorney General’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards in considering the Office of the
Attorney General’s internal control over financial reporting and compliance.

mmg%toﬂ\

Atkinson & Co., Ltd.
Albuquergque, New Mexico
December 11, 2014



State of New Mexico
Office of the Attorney General

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
Required Supplementary Information

June 30, 2014

The State of New Mexico, Office of the Attorney General (AGO or Office), discussion and analysis
provides the reader of the financial statements this narrative overview and analysis of the financial
activities of the AGO for the fiscal year ended June 30, 2014. The financial statements have been
prepared in accordance with Governmental Accounting Standards Board (GASB) Statement No. 34,
Basic Financial Statements and Management's Discussion and Analysis for State and Local
Governments, and related GASB statements, which established financial reporting requirements for State
and local governments throughout the United States. The requirements were developed by GASB to
make annual reports more comprehensive and easier to understand and use.

The Basic Financial Statements

In compliance with requirements of U.S. generally accepted accounting principles (GAAP), the AGO’s
basic financial statements include the:

e Government-wide financial statements;

¢ Fund financial statements;

e Budget comparison statements;

¢ Notes to the financial statements.

In accordance with 2.2.2 New Mexico Administrative Code NMAC Section 2.2.2.10A.(2)(d), the audit
opinion also covers additional information consisting of:

e Combining and individual fund financial statements
¢ Non major and component unit budgetary comparison statements

The Management's Discussion and Analysis (MD&A) is included as required supplementary information
(RSI).

Government—Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the
Office’s finances, in a corporate-like manner. These statements report information about the overall
government without displaying individual funds or fund types. They distinguish between governmental
activities and business-type activities. The Office does not have any business-type activities.

The Statement of Net Position presents information on all of the Office’s assets and liabilities, deferred
outflows and inflows with the residual reported as net position. Increases or decreases in net position
may serve as a useful indicator of the Office’s financial position over time.

The Statement of Activities presents information on how the Office’s net position changed during the
most recent fiscal year. Changes in net position are reported when the underlying event giving rise to the
change occurs, regardless of the timing of related cash flows. Therefore, revenues and expenses are
included in this statement for some items that will result in cash flows in future fiscal periods (e.g., earned
but unused vacation leave and uncollected accounts receivable).



State of New Mexico
Office of the Attorney General

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED) — CONTINUED
Required Supplementary Information

June 30, 2014

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Office uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. The Office’s funds are governmental
funds.

Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial statements focus on near-term inflows and outflows of spendable
resources available at the end of the fiscal year. Such information may be useful in evaluating a
government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented by governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the Office’s near-term financing decisions.
Both the governmental fund Balance Sheet and the governmental fund Statement of Revenues,
Expenditures, and Changes in Fund Balances provide a reconciliation to facilitate this comparison
between governmental funds and governmental activities.

The Office maintains one general fund and six special revenue funds. Information is presented in the
governmental fund Balance Sheet and in the governmental fund Statement of Revenues, Expenditures
and Changes in Fund Balance for the general fund and for the special revenue funds. There is also an
agency fund maintained.

The Office adopts an annual appropriated budget for its general fund and for certain special revenue
funds. Budgetary comparison statements have been provided for the funds to demonstrate compliance
with budgets.

Notes to the Financial Statements

The notes to the financial statements provide additional information that is essential to gain a full
understanding of the data provided in the government-wide financial statements. The notes to the
financial statements can be found on pages 20 through 44 of this report.

Budgetary Comparison

The budget comparison information required by GASB No. 34 for the major governmental funds and non-
major governmental funds that have legally adopted annual budgets are presented as listed in the table of
contents. The budgetary comparisons present both the original and final budgets for the reporting period,
as well as the actual inflows, outflows, and balances, stated on a budgetary basis.



State of New Mexico
Office of the Attorney General

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED) — CONTINUED
Required Supplementary Information

June 30, 2014

Budgetary Comparison — Continued

The Statements of Revenues and Expenditures — Budget and Actual are also presented as required by
the Office of the State Auditor in 2.2.2 NMAC. This information is presented at the approved budget level
to demonstrate compliance with legal requirements.

Government—Wide Condensed Financial Information

Attorney General’s Office Net Position

NET POSITION June 30, 2014 June 30, 2013 Change
ASSETS
Current assets $ 37,574,355 $ 12,220,630 $ 25,353,725
Capital assets, net 90,739 112,253 (21,514)
Total assets $ 37,665,094 $ 12,332,883 $ 25,332,211
LIABILITIES
Current liabilities $ 3,475,937 $ 2,773,294 $ 702,643
Unearned revenue 4,089,243 - 4,089,243
Long-term liabilities 192,182 196,177 (3,995)
Total liabilities $ 7,757,362 $ 2,969,471 $ 4,787,891
NET POSITION
Invested in capital assets, net $ 90,739 $ 112,253 $ (21,514)
Restricted 30,777,907 10,232,044 20,545,863
Unrestricted (960,914) (980,885) 19,971
Net position $ 29,907,732 $ 9,363,412 $ 20,544,320

Discussion of Statement of Net Position

Net position is derived by deducting total liabilities from total assets. Net position increased by
$20,544,230.

Current assets consist mostly of investments with the State Treasurer of $36,831,572; grants receivable
of $729,993; amounts due from other State agencies of $280,242; and other assets of $1,410.

The Office reports balances in three categories of net position: (1) net investment in capital assets; (2)
restricted; and (3) unrestricted. The net investment in capital assets balance is positive, but the
unrestricted balance is negative due to compensated absences reported on the government-wide
financial statements.

Restricted net position remained essentially the same balance due to the increases and decreases for the
year in the Consumer Settlement Fund.



State of New Mexico
Office of the Attorney General

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED) — CONTINUED
Required Supplementary Information

June 30, 2014

Capital Asset and Debt Administration

The Office’s investment in capital assets for its governmental activities as of June 30, 2014 is $90,739
(net of accumulated depreciation). This investment in capital assets consists mainly of office data
processing, equipment, and vehicles.

Major capital asset events during the current fiscal year include capital asset additions of $ 48,534 and
depreciation expense totaling $70,048.

The Office uses capital assets to provide its services; consequently, these assets are not available for
future spending.

Liabilities

Current liabilities of $3,475,937 consists primarily of, accounts payable of $723,874; accrued salaries and
benefits payable of $264,481; due to other State agencies of $681,696; compensated absences payable
of $768,732; Due to the State General Fund of $ 679,386; and amounts due to taxpayers of $357,768.

Unearned Revenue

Unearned revenues of $4,089,243 consist of consumer settlement transfers or program revenue received
in advance of program expenditures for water litigation and HPPR home ownership, respectively. These
funds are available to fund program operations in future years.

Long-Term Liabilities

At the end of the current fiscal year, the AGO had total long-term liabilities outstanding of $192,182
comprised of accumulated balances for compensated absences for payment to employees upon
termination of their employment from the AGO if not utilized.

Employees can receive compensation for a maximum of 240 hours upon severance.

Discussion of Statement of Activities

This statement shows the components that increased, in the aggregate, the Office’s net position by
$20,544,320 during the year. Program revenues increased due to new grants and settlements received.
The Office’s State general fund appropriations increased by $1,179,800 as compared to the prior year.
The increase in expenses of $ 2,655,254 was also primarily attributable to the increase in grants
expenditures including significant expenditures for the Homeowner Preservation Program.



State of New Mexico
Office of the Attorney General

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED) — CONTINUED
Required Supplementary Information

June 30, 2014

Discussion of Statement of Activities — Continued

ACTIVITIES FOR THE YEAR June 30, 2014 June 30, 2013 Change
Functional expenses:
General government $ 24,984,361 $ 22,329,107 $ 2,655,254
Program revenues:
Operating grants and contributions 35,369,989 14,338,438 21,031,551
Net revenue (expense) 10,385,628 (7,990,669) 18,376,297
General revenues:
Transfers:
State general fund appropriations 9,438,500 8,258,700 1,179,800
Other 993,372 507,280 486,092
Transfers (out) and reversions (273,180) (705,278) 432,098
Total general revenues and transfers 10,158,692 8,060,702 2,097,990
Change in net position 20,544,320 70,033 20,474,287
Net position, beginning of year 9,363,412 9,293,379 70,033
Net position, end of year $ 29,907,732 $ 9,363,412 $ 20,544,320

The Office’s Individual Governmental Funds

As the Office completed the year, its governmental funds reported a combined fund balance of
$30,777,907 which is higher than last year’s total of $10,232,044. The primary reason for the increase in
fund balance is related to increases in consumer settlement revenues. The fund balance of the general
fund remained zero; the Medicaid fraud control unit special revenue fund increased to $122,666; and the
consumer settlements fund balance increased $20,423,197 due to an increase in settlement revenues.

The general fund revenues increased $1,047,670 as compared to the previous year due to an increase in
state grant revenues resulting from increases in corresponding reimbursable grant expenditures. Other
financing sources increased $1,433,900 as a result of increases in general fund appropriations from the
State Legislature, which were partially offset by a decrease in transfers from other funds. Expenditures

also increased $ 2,481,571 as a result of increase in grant expenditures and personnel costs.



State of New Mexico
Office of the Attorney General

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED) — CONTINUED
Required Supplementary Information

June 30, 2014

The Office’s Individual Governmental Funds — Continued

The Medicaid fraud control unit special revenue fund revenues increased $ 643,599 due to an increase in
revenues from federal grants.

The Consumer Settlements revenues increased by $19,341,131 compared to the previous year due to
more settlement revenues received. Transfers to the general fund decreased by $ 901,215 as due to
increases in general fund revenue less transfer funds were required.

General Fund Budgetary Highlights

For the third consecutive fiscal year, the state appropriations were increased, however, the Office was
required to supplement the appropriation with Consumer Settlement Funds to fund budgeted
expenditures. The general fund appropriation for fiscal year 2014 was $9,438,500. The Consumer
Settlement Funds to supplement the budget was $7,448,900. As a result, the Office's final budget for
revenues and expenditures was higher than initial budget amounts by $6,041,051. Actual revenues and
other financing sources were lower than budget amounts by $1,131,446. The final general fund actual
expenditures exceeded the prior year amount by $2,481,571 due to increased transfers from the
Consumer Settlement Fund.

Requests for Information

This financial report is designed to provide a general overview of the AGO finances for all interested
parties. If you have questions about this report or need additional information, contact:

The Office of the Attorney General
Villagra Building
Santa Fe, New Mexico 87504



State of New Mexico
Office of the Attorney General

STATEMENT OF NET POSITION

June 30, 2014

ASSETS
Cash in banks

Investments in state federal fund investment pool

Due from Federal Government

Due from other state agencies and governments

Other assets
Total current assets

Capital assets
Less accumulated depreciation

Total capital assets, net of depreciation

Total assets

LIABILITIES
Accounts payable
Accrued salaries and benefits payable
Due to other state agencies
Due to state general fund
Due to taxpayers
Compensated absences payable: current
Unearned revenue

Total current liabilities

Compensated absences:
Due after one year

Total liabilities

NET POSITION
Net investment in capital assets
Restricted:
Consumer settlements
Antitrust litigation
Medicaid fraud program income
Unrestricted deficit

Total net position

Total liabilities and net position

Activities

$ 9,483
36,822,089
461,131
280,242

1,410

37,574,355

416,334
(325,595)

90,739

$ 37,665,094

$ 723,874
264,481
681,696
679,386
357,768
768,732

4,089,243

7,565,180

192,182

7,757,362

90,739

30,625,420
26,872
125,615

(960,914)

29,907,732

$ 37,665,094

The accompanying notes are an integral part of this financial statement.



State of New Mexico
Office of the Attorney General

STATEMENT OF ACTIVITIES

For the year ended June 30, 2014

Governmental
Activities
EXPENSES
General government:
Personal services and employee benefits $ (16,164,632)
Other costs (3,750,307)
Contractual services (4,999,374)
Depreciation (70,048)
Total expenses (24,984,361)
PROGRAM REVENUES
Operating grants, contributions and settlements 35,369,989
Total program revenues 35,369,989
Net revenue 10,385,628
GENERAL REVENUES
State general fund appropriations - FY2014 9,438,500
Other financing sources 993,372
Other financing uses -
Reversions to state general fund - FY2014 (273,180)
Total general revenues and transfers 10,158,692
Change in net position 20,544,320
Net position, beginning of year 9,363,412
Net position, end of year $ 29,907,732

The accompanying notes are an integral part of this financial statement.
-11-



State of New Mexico

Office of the Attorney General

BALANCE SHEET — GOVERNMENTAL FUNDS

ASSETS
Cash in banks
Investments, State Treasurer
Due from Federal government
Due from other funds
Due from other State agencies
Other assets

Total assets

LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable
Accrued salaries and benefits payable
Due to other funds
Due to State general fund
Due to other State agencies
Unearned revenues
Due to taxpayers

Total liabilities

FUND BALANCES:
Spendable:
Restricted for:
Medicaid fraud program
Reserved for antitrust litigation
Consumer settlements
Unassigned

Total fund balances

Total liabilities and fund balances

June 30, 2014

Medicaid Consumer Total
General Fund -  Fraud Control - Settlement - Other Non- Governmental

17000 27800 54400 Major Funds Funds
$ 9,303 $ - $ - $ 180 $ 9,483
5,595,301 369,642 30,817,835 39,311 36,822,089
355,198 105,933 - - 461,131
- 103,635 165,227 268,862
280,242 - - - 280,242
179 1,231 1,410
$ 6,240,223 $ 579,210 $ 30,983,062 $ 40,722  $ 37,843,217
$ 717,434 $ 6,440 $ $ $ 723,874
236,593 27,888 264,481
268,862 - - - 268,862
692,529 (23,918) 54 10,721 679,386
235,562 446,134 - 681,696
4,089,243 - - 4,089,243
- 357,768 357,768
6,240,223 456,544 357,822 10,721 7,065,310
122,666 2,949 125,615
- - 26,872 26,872
30,625,240 180 30,625,420
122,666 30,625,240 30,001 30,777,907
$ 6,240,223 $ 579,210 $ 30,983,062 $ 40,722  $ 37,843,217

The accompanying notes are an integral part of this financial statement.
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State of New Mexico
Office of the Attorney General

RECONCILIATION OF THE BALANCE SHEET
TO THE STATEMENT OF NET POSITION —
GOVERNMENTAL FUNDS

June 30, 2014

Total fund balance, governmental funds (balance sheet) $ 30,777,907

Amounts reported for governmental activities in the Statement of
Net Position is different because:

Capital assets (net of accumulated depreciation) used in
governmental activities are not financial resources and therefore,
are not reported in the funds. 90,739

Long-term liabilities, including compensated absences payable,
are not due and payable in the current period and, therefore, are
not reported in the funds. (960,914)

Net Position of governmental activities in the Statement of Net Position $ 29,907,732

The accompanying notes are an integral part of this financial statement.
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State of New Mexico
Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES — GOVERNMENTAL FUNDS

For the year ended June 30, 2014

Medicaid Consumer Total
General Fund - Fraud Control - Settlement - Other Non- Governmental
17000 27800 54400 Major Funds Funds
REVENUES
Federal operating grants $ 283615 § 1411684 3 - $ $ 1,695,299
State operating grants 1,350,226 - 1,350,226
Medicaid program income - - - -
Retained settlement and other revenues 4,354,992 97,375 217,872,097 32,324,464
Total revenues 5,988,833 1,509,059 27,872,097 35,369,989
EXPENDITURES
Current:
Personal senices and employee benefits 14,636,765 1,547,838 16,184,603
Other costs 3,452,239 346,602 3,798,841
Contractual senices 4,995,821 3,553 4,999,374
Total expenditures 23,084,825 1,897,993 24,982,818
(Deficiency) excess of revenues over expenditures (17,095,992) (388,934) 27,872,097 10,387,171
OTHER FINANCING SOURCES (USES)
State general fund appropriations - FY 2014 8,926,900 511,600 - 9,438,500
Interfund transfers 7,448,900 - (7,448,900) -
Other financing sources 993,372 - 993,372
Rewersions-fiscal year 2014 (273,180) (273,180)
Other financing uses - -
Total other financing sources (uses) 17,095,992 511,600 (7,448,900) 10,158,692
Net change in fund balances - 122,666 20,423,197 20,545,863
FUND BALANCES - beginning of year - - 10,202,043 30,001 10,232,044
FUND BALANCES - end of year $ - $ 122666 $ 30625240 $ 30,000 $ 30,777,907

The accompanying notes are an integral part of this financial statement.
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State of New Mexico
Office of the Attorney General

RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES
TO THE STATEMENT OF ACTIVITIES — GOVERNMENTAL FUNDS

For the year ended June 30, 2014

Net change in fund balances - governmental funds $ 20,545,863
(Statements of Revenues, Expenditures and Changes in Fund Balance)

Amounts reported for governmental activities in the Statement of Activities
are different because:

Capital outlays are reported as expenditures in governmental funds.
However, in the Statements of Activities, the cost of capital assets is
allocated over their estimated useful lives as depreciation expense.
In the current period, these amounts are:

Capital asset additions $ 48534
Depreciation (70,048)
Excess (deficiency) of capital outlay over depreciation expense (21,514)

Some items reported in the Statement of Activities do not require the
use of current financial resources and, therefore, are not reported
as expenditures in governmental funds.

Decrease in compensated absences 19,971

Change in net position of governmental activities (Statement of Activities) $ 20,544,320

The accompanying notes are an integral part of this financial statement.
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State of New Mexico
Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION —
BUDGET AND ACTUAL — MAJOR GOVERNMENTAL FUNDS —
GENERAL FUND (FUND 17000)

For the year ended June 30, 2014

Variance
Original Revised Actual Amount Favorable
General Fund Budget Budget Budgetary Basis  (Unfavorable)
Revenue:
Federal and state operating grants $ - $ 663606 $ 1633841 $ 970,235
General fund appropriation, Laws of 2013 8,926,900 8,926,900 8,926,900 -
Miscellaneous revenue - 4,505,000 4,354,992 (150,008)
Other financing sources 12,556,500 13,428,945 8,442,272 (4,986,673)
Total revenue and other
financing sources $ 21483400 $ 27524451 $ 23358005 $ (4,166,446)
Actual Variance
Original Revised Amounts Favorable
General Fund Budget Budget Expended (Unfavorable)
Expenditures:
Personal service/employee benefits $ 17180570 $ 17,744579 $ 14,636,765 $ 3,107,814
Contractual services 2,138,100 6,681,419 4,995,821 1,685,598
Other 5,770,650 6,704,373 3,452,239 3,252,134
Other financing uses - - - -
Total expenditures and other
financing uses $ 25089320 $ 31,130,371 $ 23,084,825 $ 8045546
Excess of revenues and other financing
sources over expenditures and other
financing uses $ (3605920) $ (3,605920) $ 273,180 $ 3,879,100
Reversion expense-FY14 (273,180)
Change in fund balance per statement
of revenues, expenditures and changes
in fund balance-general fund (GAAP Basis) $

The accompanying notes are an integral part of this financial statement.
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State of New Mexico
Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION —
BUDGET AND ACTUAL — MAJOR GOVERNMENTAL FUNDS —
MEDICAID FRAUD CONTROL FUND (FUND 27800)

For the year ended June 30, 2014

Variance
Original Revised Actual Amount Favorable
Medicaid Fraud Control Budget Budget Budgetary Basis  (Unfavorable)
Revenue:
General appropriations $ 511600 $ 511600 $ 511,600 $ -
Federal grants 1,534,600 1,534,600 1,411,684 (122,916)
Other revenue 56,000 56,000 97,375 41,375
Total revenue $ 2,102,200 $2102200 $ 2,020,659 $ (81,541)
Actual Variance
Original Revised Amounts Favorable
Medicaid Fraud Control Budget Budget Expended (Unfavorable)
Expenditures:
Personal service/lemployee benefits $ 1,782,700 $1,682,700 $ 1,547,838 $ 134,862
Contractual services 8,200 8,200 3,553 4,647
Other 283,300 383,300 346,602 36,698
Other financing use 28,000 28,000 - 28,000
Total expenditures $ 2,102,200 $2,102200 $ 1,897,993 $ 204,207

Excess of revenues and other financing
sources over expenditures and other
financing uses (GAAP basis) $ 122,666

The accompanying notes are an integral part of this financial statement.
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State of New Mexico

Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION —
BUDGET AND ACTUAL — MAJOR GOVERNMENTAL FUNDS —
CONSUMER SETTLEMENTS FUND (FUND 54400)

For the year ended June 30, 2014

Variance
Original Revised Actual Amount Favorable
Consumer Settlements Budget Budget Budgetary Basis  (Unfavorable)
Revenues:
Federal and state operating grants $ - $ - $ - $ -
General fund appropriation, Laws of 2013 - - - -
Miscellaneous revenue - - 27,872,097 27,872,097
Other financing sources - - - -
Total revenues $ - $ - $ 27,872,097 $27,872,097
Actual Variance
Original Revised Amounts Favorable
Consumer Settlements Budget Budget Expended (Unfavorable)
Expenditures:
Personal service/lemployee benefits $ - $ - $ - $ -
Contractual services - - - -
Other - - - -
Other financing uses - 8,321,345 7,448,900 872,445
Total expenditures $ - $ 8,321,345 $ 7448900 $ 872,445
Prior-year fund balance budgeted $ - $ 8,321,345

Excess of revenues and other financing
sources over expenditures and other
financing uses (GAAP basis)

$  (7,448,900)

The accompanying notes are an integral part of this financial statement.
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ASSETS
Cash on deposit with
State Treasurer
Interest receivable

Total assets

LIABILITIES
Deposits held for
consumers and others

Total liabilities

State of New Mexico
Office of the Attorney General

STATEMENT OF FIDUCIARY ASSETS AND LIABILITIES —
AGENCY FUNDS

June 30, 2014

#08100 Dram #69500 #70200 #95000 Mylan ~ #12700 Buspar

Matter Cost Victims #70100 Cummins Multistate Multistate Total Agency
Share Restitution Special Trust Settlement Anti-trust Anti-trust Funds

$ 58902 $ 1300 $ 11,260 $ 6611 $ 317462 $ 6,981 $ 349,506
- - - - 24 - 24
$ 5892  $ 1,300 $ 11,260 $ 6611 $ 317486 $ 6,981 $ 349,530
$ 58902 $ 1,300 $ 11,260 $ 6611 $ 317486 $ 6,981 $ 349,530
$ 5802  $ 1300 $ 11,260 $ 6611 $ 317486 @ $ 6,981 $ 349,530

The accompanying notes are an integral part of this financial statement.
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State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS

June 30, 2014

NOTE A — HISTORY AND FUNCTIONS

The State of New Mexico, Office of the Attorney General (the Office), Department of Justice,
was created by Article V, Section 1 of the New Mexico Constitution, and the Attorney General
is designated by law as the head of the Department of Justice (Section 8-5-1 through Section
8-5-16, NMSA, 1978 Compilation). The functions of the Office are to serve as the legal
representative of the State in lawsuits, to represent State agencies, departments, board and
commissions, as well as all State employees or officials involved in lawsuits relating to their
official duties (providing the suit was not initiated by the State against that person), and to
represent the Public Regulation Commission as specifically stated in the Constitution; to give
opinions on legal questions asked by the Legislature, individual Legislators, State officials,
and District Attorneys on matters related to their official duties; to act in any criminal or civil
cases in which a county or the State is a party or has an interest, if the district attorney fails
or refuses to act, and if the Attorney General determines that action is advisable; to
investigate local matters in which the State has an interest, if directed to do so by the
Governor, to maintain a register of charitable organizations; to assign lawyers or
investigators to assure that elections are properly conducted; to enforce the Indian Arts and
Crafts Sales Act, the Land Subdivision Act, the Unfair Practices Act, and the Open Meetings
Act; to serve as a member of the Mortgage Finance Authority, the Risk Management
Advisory Board, the State Commission of Public Records, the Judicial Council, the
Compilation Commission, and the Law Enforcement Academy Board.

Section 8-5-16, NMSA 1978 provides for an office of guardianship services within the Office
to consolidate guardianship services currently existing in various State agencies and to
negotiate and administer contracts for guardianship services with community service
providers.

The Office also operates the Medicaid fraud control unit with the power to investigate or
prosecute fraud and abuse in the Medicaid program.

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The financial statements of the Office have been prepared in conformity with U.S. generally
accepted accounting principles (GAAP) as applied to governmental units. The more

significant accounting policies of the Office are described as follows:

1. Reporting Entity and Component Units

The Attorney General is an elected official elected for a four-year term and can serve two
terms in office. The Office is included in the executive branch of New Mexico State
Government and these financial statements include all funds, programs, and activities over
which the Attorney General has oversight responsibility.
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State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS — CONTINUED

June 30, 2014

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

1. Reporting Entity and Component Units — Continued

The Office implemented GASB Statement 34, Basic Financial Statements - and
Management’'s Discussion and Analysis — for State and Local Governments in fiscal year
2002.

The Office is not included in any other governmental “reporting entity” as defined in Section
2100, Codification of Governmental Accounting and Financial Reporting Standards, but
would be included in a state-wide Comprehensive Annual Financial Report (CAFR).

In evaluating how to define the Office for financial reporting purposes, management has
considered all potential component units. The decision to include a potential component unit
in the reporting entity was made by applying the criteria set forth in GAAP. The basic—but
not the only—criterion for including a potential component unit within the reporting entity is
the governing body’s ability to exercise oversight responsibility. The most significant
manifestation of this ability is financial interdependency. Other manifestations of the ability to
exercise oversight responsibility include, but are not limited to, the selection of governing
authority, the designation of management, the ability to significantly influence operations and
accountability for fiscal matters. The other criterion used to evaluate potential component
units for inclusion or exclusion from the reporting entity is the existence of special financing
relationships, including the existence of financial benefit or burden condition. Based upon
the application of these criteria, the Office of the Attorney General does not have any
component units.

2. Basic Financial Statements — Government-Wide Statements

The Office’s basic financial statements include both government-wide (based on the Office
as a whole) and fund financial statements and report information on all non-fiduciary
activities. Both the government-wide and fund financial statements (within the basic
statements) categorize primary activities as either governmental or business-type. The
Office is a single purpose government entity and has no business-type activities. In the
government-wide Statement of Net Position, the governmental activities are presented on a
consolidated basis and are reflected on a full accrual, economic resource measurement
focus, which incorporates long-term assets and receivables, as well as long-term debt and
obligations. The Statement of Net Position is composed of assets plus deferred outflows of
resources less liabilities and deferred inflows of resources. There are no deferred outflows or
inflows of resources at June 30, 2014. See Note Q for more information on deferred outflows
and inflows of resources. The Office’s net position is reported in three parts — net investment
in capital assets; restricted net position; and unrestricted net position. When applicable, the
effect of interfund activity is removed from the Statement of Net Position in order to avoid a
grossing-up effect on assets and liabilities within the statements.
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State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS — CONTINUED

June 30, 2014

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

2. Basic Financial Statements — Government-Wide Statements — Continued

The government-wide Statement of Activities reflects both the gross and net costs per
functional category (general government) which are otherwise supported by general
government revenues. The Statement of Activities reduces gross expense (including
depreciation expense on capital assets) by related program revenues, operating and capital
grants. Program revenue must be directly associated with the function (general government).
Program revenues include 1) charges to applicants who purchase, use or directly benefit
from goods, services or privileges provided by a given function or segment, 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment, and 3) consumer settlements awarded to the Office that are
restricted to meeting the operational or capital requirements of a particular function or
segment. The appropriation from the State general fund is not included among program
revenues, but instead is reported as general revenue.

The net cost by function is normally covered by general revenue that does not employ
indirect cost allocation.

The government-wide focus is more on the sustainability of the Office as an entity and the
change in the Office’s net position resulting from the current year’s activities.

3. Basic Financial Statements — Fund Financial Statements

The fund financial statements, the balance sheet and statement of revenues, expenditures and
changes in fund balances, are presented to report additional and detailed information about the
Office. Emphasis is on the major funds of the governmental category. Non-major funds are
summarized into a single column. The Office’s major funds are the general fund, Medicaid fraud
control unit fund, and the consumer settlements fund.

The governmental funds in the fund financial statements are presented on a current financial
resource and modified accrual basis of accounting. This is the manner in which these funds are
normally budgeted. This presentation is deemed more appropriate to demonstrate legal and
covenant compliance, to demonstrate the source and use of liquid resources and to demonstrate
how the Office’s actual experience conforms to the budget or fiscal plan. Since the
governmental fund statements are presented on a different measurement focus and basis of
accounting than the government-wide statements governmental column, a reconciliation is
presented on the page following each statement, which briefly explains the adjustment
necessary to transform the fund based financial statements into the governmental column of the
government-wide presentation.
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State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS — CONTINUED

June 30, 2014

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

3. Basic Financial Statements — Fund Financial Statements — Continued

The Office’s fiduciary funds are presented with the basic financial statements and the fund
financial statements by type. Since by definition these assets are being held for the benefit of a
third party and cannot be used to address activities or obligations of the government, these funds
are not incorporated in the government-wide statements.

The focus is on the Office as a whole and the fund financial statements, including the major
individual funds of the governmental category, as well as the fiduciary fund by category.

The financial transactions of the Office are recorded in individual funds, each of which is
considered a separate accounting entity. The operations of each fund are accounted for with a
separate set of self-balancing accounts that comprise its assets, liabilities, fund balance,
revenues, expenditures, or expenses and other financing sources or uses. Government
resources are allocated to, and accounted for, in individual funds based upon the purpose for
which they are to be spent and the means by which spending activities are controlled.

The reporting model under GASB 34 sets forth the minimum criteria (percentage of the assets,
liabilities, revenues, or expenditures of either fund category or the governmental and enterprise
combined) for the determination of major funds. The non-major funds are combined in a column
in the fund financial statements and detailed in the combining sections.

The following fund types are used by the Office:
GOVERNMENTAL FUND TYPES

All governmental fund types are accounted for on a spending or current resources measurement
focus. Only current assets and current liabilities that are “available” are generally included on
their balance sheets. Availability for purposes of revenue and liability recognition purposes is
generally 60 days. Their reported fund balance (net current assets) is considered a measure of
available spendable resources. Governmental fund operating statements present increases
(revenues and other financing sources) and decreases (expenditures and other financing uses)
in net current assets. Accordingly, they are said to present a summary of sources and uses of
available spendable resources during a period. Due to their spending measurement focus,
expenditure recognition for governmental fund types is limited to exclude amounts represented
by noncurrent liabilities. Since they do not affect net current assets, such long-term amounts are
not recognized as government fund type expenditures of fund liabilities.
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State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS — CONTINUED

June 30, 2014

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

3. Basic Financial Statements — Fund Financial Statements — Continued

General Fund — The general fund is the general operating fund of the Office. It is used to
account for all financial resources except those required to be accounted for in another fund.
The general fund is a major fund. The general fund is made up of the following central

accounting system (SHARE) funds.

17000 General operating — The operating account for the Office. This is a reverting fund.

Special Revenue Funds — The special revenue funds are used to account for the proceeds of
specific revenue sources (other than major capital projects) that are legally restricted to

expenditures for specified purposes. The Office’s special revenue funds are as follows:

08500 Antitrust litigation fund — The fund receives five percent of the proceeds awarded by
courts in order to assist in defraying the cost incurred in initiating and litigating suits.
The fund was authorized by the Laws of 1986, Chapter 19, Section 4, and is non-
reverting. The antitrust litigation fund is a non-major fund. There was no activity in fiscal

year 2014,

27800 Medicaid fraud control fund — To account for the activity of the Medicaid fraud control
unit. Monies are derived from awards of the Federal Department of Health and Human
Services and State general fund appropriations. The authority for this fund and the

Medicaid program income fund is 42 USC 1396b(a)(6) and 1396b(b)(3).

restrictions on expenditures and the authority for the creation of the fund are a result of
the agreements between the Office of the Attorney General and the Department of
Health and Human Services and the annual appropriation laws. The Medicaid fraud

control fund is a major fund and is a non-reverting fund.

27500 Medicaid program income fund — To account for program income derived Medicaid
fraud program. Program income is received from Medicaid based on cost incurred in
connection with Medicaid fraud cases. Legal restrictions on expenditures and the
authority for the creation of the fund are a result of the agreements between the Office
of the Attorney General and the Department of Health and Human Services. The fund

is a non-major fund and is non-reverting.

54400 Consumer settlements fund — To account for settlements received by the Office of the
Attorney General from various court orders. The fund is authorized under Section 8-5-2
and 36-1-22, NMSA 1978, as amended. Funds are transferred to the Office’s general
fund for expenditure in consumer protection and training. The consumer settlements

fund is a major fund and is non-reverting.
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NOTE B —

State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS — CONTINUED

June 30, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

3. Basic Financial Statements — Fund Financial Statements — Continued

64900

89000

Grant fund — To account for the activity of the Native American Arts and Crafts
Investigation and Prosecution Project to enforce the Indian Arts and Crafts Sales Act;
private grants and charitable organization registration fees. Legal restrictions on
expenditures and the authority for the creation of the grant fund are a result of Laws of
1998, Chapter 116, grant agreements and the Charitable Solicitation Act (Section 57-
22-1 et. seq., NMSA 1978). The fund is considered to be reverting and non-reverting as
general fund appropriations are reverting. The grant fund is a non-major fund. There
was no activity in fiscal year 2014.

American Recovery and Reinvestment Act Fund (ARRA) — On February 13, 2009, the
U. S. Congress passed the American Recovery and Reinvestment Act of 2009 in
response to the economic crisis. Due to the separate reporting requirement for ARRA
expenditures, as specified by the Office of Management and Budget (OMB), the Office
records all ARRA activity in this special revenue fund. The ARRA fund is a non-major
fund and is non-reverting.

FIDUCIARY FUND TYPES

Fiduciary fund types include trust and agency funds, which are used to account for assets held
by the Office in the capacity of trustee or agent.

Agency Funds. Agency funds are used to account for assets held as an agent for other
governmental units, individuals, and other funds. The agency funds are custodial in nature
(assets equal liabilities) and do not involve measurement of results of operations. Agency funds
of the Office are used to account for the proceeds of settlement and court decisions until the
proceeds may be distributed to the proper recipients. The Office’s agency funds are as follows:

08100 Dram matter cost share fund
69500 Victim restitution fund

70100 Special trust fund

70200 Cummins settlement fund
95000 Mylan multi-state antitrust fund
12700 Buspar multi-state antitrust fund
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State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS — CONTINUED

June 30, 2014

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

4. Measurement Focus, Basis of Accounting, and Financial Reporting Presentation

Basis of accounting refers to the point at which revenues or expenditures are recognized in the
accounts and reported in the financial statements. It relates to the timing of the measurements
made, regardless of the measurement focus applied.

The government-wide financial statements and the fiduciary financial statements are presented
using the economic resources measurement focus and the accrual basis of accounting. The
governmental funds in the fund financial statements are presented on a modified accrual basis.
Under the accrual method of accounting revenues, expenses, gains, losses, assets, and
liabilities resulting from exchange and non-exchange transactions are recognized in accordance
with full accrual accounting and with the requirements of GASB Statement No. 33, Accounting
and Financial Reporting for Non-exchange Transactions.

All governmental funds financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Under this method, revenues
and other governmental fund financial resources increments are recognized in the accounting
period in which they become susceptible to accrual — that is, when they become both
measurable and available to finance expenditures of the current fiscal period; available meaning
collectible within the current period or soon enough thereafter to be used to pay liabilities of the
current period. Revenues are available if collected within sixty days of the end of the fiscal year.

Revenues from grants that are restricted for specific uses are recognized as revenues and as
receivables when the related costs are incurred and all other eligibility requirements of the grant,
if any, are met. Contributions and other monies held by other State and local agencies are
recorded as a receivable at the time the money is made available to the specific fund. All other
revenues are recognized when they are received and are not susceptible to accrual.

Expenditures are recorded as liabilities when incurred. An exception to this general rule is that
accumulated unpaid annual, compensatory, and certain sick leave are not accrued as current
liabilities but as non-current liabilities. However, in the government-wide financial statements,
both current and long-term are accrued. Expenditures charged to federal programs are recorded
utilizing the cost principles described by the various funding sources. If both restricted and non-
restricted resources are available, the Office first applies restricted resources when expenditures
are incurred.
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State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS — CONTINUED

June 30, 2014

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

4. Measurement Focus, Basis of Accounting, and Financial Reporting Presentation —
Continued

In applying the “susceptible to accrual” concept to intergovernmental revenues pursuant to
GASB Statement No. 33, the provider should recognize liabilities and expenses and the recipient
should recognize receivables and revenues when the applicable eligibility requirements including
time requirements, are met. Resources transmitted before the eligibility requirements are met,
under most circumstances, should be reported as advances by the provider and unearned
revenue by the recipient.

5. Budgets and Budgetary Accounting

The State Legislature makes annual appropriations to the Office which lapse at fiscal year-end.
Legal compliance is monitored through the establishment of a budget and financial control
system which permits a budget-to-actual expenditure comparison. Expenditures may not legally
exceed appropriations for each budget at the appropriation program level (no longer at the unit
level). Budgeted appropriation unit amounts may be amended upon approval from the Budget
Division of the State of New Mexico Department of Finance and Administration within the
limitations as specified in the annual General Appropriations Act. The budget amounts shown in
the financial statements are the final authorized amounts as legally revised during the year.

These procedures are followed in establishing the budgetary data reflected in the financial
statements:

a. No later than September 1, the Office submits to the Legislative Finance Committee
(LFC) and the Budget Division of the Department of Finance and Administration
(DFA), an appropriation request for the fiscal year commencing the following July 1.
The appropriation request includes proposed expenditures and the means of financing
them.

b. Budget hearings are scheduled before the New Mexico House Appropriations and
Senate Finance Committees. The final outcome of those hearings is incorporated into
the State’s General Appropriations Act.

c. The Act is signed into Law by the Governor of the State of New Mexico within the
legally prescribed time limit, at which time the approved budget becomes a legally
binding document.

d. No later than May 1, the Office submits to the DFA an annual operating budget by
appropriation unit and object code based upon the appropriation made by the
Legislature. The DFA Budget Division reviews and approves the operating budget
which becomes effective on July 1. All subsequent budgetary adjustments must be
approved by the Director of the DFA Budget Division and by the LFC.
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State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS — CONTINUED

June 30, 2014

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

5. Budgets and Budgetary Accounting — Continued

e. Budgetary control is exercised by the Office at the appropriation program level.
Budget Adjustment Requests (BARS) are approved by the DFA Budget Division.

f. The budget for the general fund and special revenue funds are adopted on modified
accrual basis per the annual General Appropriation Act. Budgetary comparisons
presented in this report for the general fund and special revenue funds are on the
budgetary basis which is modified accrual. However, there is a statutory exception.
The budget is adopted on the modified accrual basis of accounting except for
accounts payable accrued at the end of the fiscal year that do not get paid by the
statutory deadline per Section 6-10-4 NMSA 1978. Those accounts payable that do
not get paid timely must be paid out of the next year's budget (there were no budgets
for the antitrust litigation fund, or grant fund, for fiscal year 2014 due to inactivity). The
Office did not pay any fiscal year 2014 payables out of the fiscal year 2015 budget.

g. The original budget differs from the final budgets presented in the budget comparison
statements by any amendments made during the fiscal year.

h.  Appropriations lapse at the end of the fiscal year except for those amounts related to
goods and services received by June 30",

In accordance with the requirements of Section 2.2.2 10.A (2) (b) of 2.2.2. NMAC Requirements
for Contracting and Conducting Audits of Agencies and the requirements established by GASB
34, the budgetary comparison statement for the general fund has been included as part of the
basic financial statements.

The following funds on pages 46 and 47 are not budgeted due to low activity — Antitrust Litigation
08500, Grant 64900, and ARRA 89000.

6. Accrued Compensated Absences

Annual leave and other compensated absences with similar characteristics are accrued as a
liability as benefits are earned by employees if: the employees’ right to receive compensation is
attributable to services already rendered; and it is probable that the employer will compensate
employees for benefits through paid time off or some other means, such as cash payments at
termination or retirement.

When applicable, the compensated absence liability is presented in two parts in the government-
wide financial statements, a current portion and a long-term portion. The current portion is in the
amount expected to be expended during fiscal year 2014. It is an estimate management
determined by applying a percentage to the June 30, 2014 liability. The percentage used was
determined by comparing the amount actually paid out during fiscal year 2014 compared to the
liability balance at June 30, 2013.
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6. Accrued Compensated Absences — Continued

Employees accumulate annual leave at a rate based on appointment date and length of
continuous service. A maximum of 240 hours of annual leave may be carried forward after the
pay period beginning in December and ending in January. When employees terminate, they are
compensated at their current hourly rate for accumulated annual leave as of the date of
termination, up to a maximum of 240 hours.

Employees accumulate sick leave at a rate of 3.69 hours per pay period. There is no limit to the
amount of sick leave that an employee may accumulate. State agencies are allowed to pay fifty
percent of each employee’s hourly rate for accumulated sick leave over 600 hours, up to 120
hours. Payment may be made only once per fiscal year at a specified pay period in either
January or July. Additionally, upon retirement, those employees with over 600 hours
accumulated sick leave have the option to convert 400 hours of such leave to cash at one-half of
their hourly rate.

Fair Labor Standards Act (FLSA) nonexempt employees accumulate compensation time at the
rate of 1.5 times the number of hours worked, in excess of forty hours per week, based on their
regular hourly rate. Exempt and classified employees who are FLSA exempt accumulate
compensation time at the same rate as the number of hours worked. Exempt employees were
precluded from carrying forward any unused compensation time into the next calendar year after
December 31, 2003. Overtime must be pre-approved by management. Payment of this liability
can be made by compensated leave time or cash payment.

In accordance with GASB 16, accrued compensated absences consist of accumulated annual
leave, sick leave between 600 and 720 hours, and compensatory leave for employees, including
the related employers’ matching FICA and Medicare payroll taxes. Office general fund
resources have been used to liquidate accrued compensated absences.

7. Reversions

The General Appropriation Act of 2007, Chapter 28 Section 3, Subsection N, states that “For the
purpose of administering the General Appropriation Act of 2007, the State of New Mexico shall
follow the modified accrual basis of accounting for governmental funds in accordance with the
manual of model accounting practices issued by the Department of Finance and Administration.”
In accordance with the Department of Finance and Administration’s “Basis of Accounting-
Modified Accrual and the Budgetary Basis,” the Office has accrued as payables amounts owed
for goods and services received by June 30, 2014. Any State general fund appropriations
remaining in general fund (SHARE Fund 17000) fund balance not reserved for, litigation, or
consumer settlements is reverted to the State general fund.
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8. Net Position/Fund Balance

In the government-wide financial statements net position consist of three components: invested
in capital assets, net of related debt; restricted; and unrestricted. The Office has no debt related
to capital assets; therefore, net position invested in capital assets equal the capital assets, net of
accumulated depreciation. Capital assets are defined as those tangible or intangible assets
used in operations and having a useful life greater than a single reporting period.

The Office financial statements show net position restricted of $125,615 for Medicaid fraud
program income, $30,625,420 restricted for consumer settlements, and $26,872 for antitrust
litigation.

Net position is reported as restricted when constraints are placed on net asset use are externally
imposed by creditors (such as through debt covenants), grantors, contributors, or laws or
regulations of other governments or imposed by law through constitutional provisions or enabling
legislation. Enabling legislation includes a legal enforceable requirement that resources be used
only for the specific purposes stipulated in the legislation.

Legal enforceability means that a government can be compelled by an external party — such as
citizens, public interest groups or the judiciary — to use resources only for the purposes specified
by the legislation.

The amount of net position restricted by enabling legislation is $30,777,907 at June 30, 2014
which represents all restricted net position reported on page 10.

These resources remaining in net position were received or earned with the explicit
understanding between the Office and the resource provider (grantor, contributor, other
government, or enabling legislation) that the funds would be used for a specific purpose.
Generally, the Office would first apply restricted resources when an expense is incurred for
purposes for which both restricted and unrestricted net position is available. All remaining net
position that is not related to capital assets are shown as unrestricted.

In the governmental fund financial statements, the Office classifies fund balances into spendable
and nonspendable classifications. The nonspendable fund balance classification includes
amounts that cannot be spent because they are either (a) not in spendable form or (b) legally or
contractually required to be maintained intact until expended for its restricted purpose.
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8. Net Position/Fund Balance — Continued

Restricted Fund Balances

In the governmental fund financial statements restrictions of fund balance are reported when
constraints placed on the use of resources are either: (1) Externally imposed by creditors (such
as through debt covenants), grantors, contributors, or laws or regulations of other governments;
or (2) imposed by law through constitutional provisions or enabling legislation. Specific
restrictions of the fund balance account are summarized below:

Restricted for antitrust litigation — This restricted fund balance for antitrust litigation was
authorized by the Laws of 1986, Chapter 19, Section 4, in order to assist in defraying the costs
incurred in initiating and litigating suits.

Restricted for consumer settlements — The restricted fund balance for consumer settlement is
monies received by the Office in settlement of consumer and other legal proceedings and is
restricted to reimbursement of the Office’s expenditures, and thus, is segregated to retain its
identity as other State funds until such time as the legislature appropriates it for such use.

Restricted for Medicaid fraud program — This restricted fund balance for the Medicaid Fraud
Program is monies earned for the investigative cost and fees related to Medicaid Fraud Cases
that must be expended for Medicaid Fraud Program cases in accordance with federal grantor
requirements.

The additional spendable classifications are detailed as follows:
Committed Fund Balances

In the governmental fund financial statements committed fund balances are reported when
amounts can only be used for specific purposes pursuant to constraints imposed by formal
action of the government’s highest level of decision-making authority (both Legislative and
Executive branches through formal action). The Office has no committed fund balances as of
June 30, 2014.

Assigned Fund Balances

In the governmental fund financial statements assigned fund balances are reported when
amounts are constrained by the government’s intent to be used for specific purposes, but are
neither restricted nor committed. Intent can be expressed by (a) the governing body itself or (b)
a body (a budget or finance committee, for example) or official to which the governing body has
delegated the authority to assign amounts to be used for specific purposes. The Office does not
have the authority to assign fund balances for a specific purpose. The Office has no assigned
fund balances as of June 30, 2014.
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8. Net Position/Fund Balance — Continued

Unassigned Fund Balances

In the governmental fund financial statements unassigned fund balances are reported to reflect
residual fund balance that has not been assigned to other funds and that has not been restricted,
committed, or assigned to specific purposes within the general fund. The Office has no
unassigned fund balances as of June 30, 2014.

Generally, the Office would first apply committed resources when an expense is incurred for
purposes for which both committed, assigned, or unassigned fund balances are available.

9. Federal Grants Receivable

Grant revenue is recognized when all eligibility criteria for federal awards are met. Various
reimbursement procedures are used for federal awards received by the Office. Consequently,
timing differences between expenditures and program reimbursements can exist at any time
during the fiscal year. Receivable balances at fiscal year-end represent an excess of modified
accrual basis expenditures over cash reimbursements received to date. Conversely, unearned
revenue balances represent an overdraw of cash (advances) in excess of modified accrual basis
expenditures. Generally, receivable or unearned revenue balances caused by differences in the
timing of cash reimbursements and expenditures will be reversed or returned to the grantor in
the remaining grant period.

Determining the amount of expenditures reimbursable by the federal government, in some
cases, requires management to estimate allowable costs to be charged to the federal
government. As a result of this and other issues, management provides an allowance for
potential contractual allowances for federal revenue. Any changes in these estimates are
recorded in the period that the estimate is changed. There are no allowances against federal
receivables for fiscal year 2014.

10. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilites and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those
estimates.
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11. Capital Assets

Capital assets of the Office include data processing equipment, furniture and fixtures,
equipment, and automobiles. The Office does not have any infrastructure. Capital assets
are defined in Section 12-6-10 NMSA 1978. Section 12-6-10 NMSA 1978, was amended
effective June 19, 2005, changing the capitalization threshold of movable chattels and
equipment from items costing more than $1,500 to items costing more than $5,000. The
Office has adopted this change. Old inventory items that do not meet the new capitalization
threshold will remain on the inventory list and continue to be depreciated. Any items received
after July 1, 2005, have been added to the inventory only if they meet the new capitalization
policy. Such assets are recorded at historical cost. Donated capital assets are recorded at
estimated fair market value at the date of donation. Computer software which is purchased
with data processing computer equipment is included as part of the capitalized computer
equipment.

The cost of maintenance and repairs that do not add to the asset value or materially extend
assets lives are not capitalized. The Office does not undertake major capital projects involving
interest costs during the construction phase. There is no debt related to the capital assets.
Capital assets of the Office are depreciated using zero salvage value and the straight-line
method over the following estimated useful lives.

Depreciation is provided over the assets estimated useful lives using the straight-line method of
depreciation. Depreciable assets are equipment items with useful lives ranging from four (4) to
ten (10) years.

Years
Furnitureffixtures 10
Equipment and machinery 7-10
Data processing equipment 4-10
Library 10

There is no outstanding debt related to capital assets.

The Office utilizes facilities and buildings that are owned by the Property Control Division of the
State of New Mexico General Services Department. These assets and the related depreciation
expense are not included in the accompanying financial statements. GASB 34 requires the
recording and depreciation of infrastructure assets, such as road, bridges, etc. The Office does
not own any infrastructure assets.
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NOTE C — CASH AND INVESTMENTS
1. Cashin Banks
Cash on deposit with area banks amounting to $9,483 represents amounts which are held for
use by the agents of the Office. These deposits are insured by the Federal Deposit Insurance

Corporation (FDIC) up to $250,000.

2. Investments, State Treasurer

State law (Section 8-6-3 NMSA 1978) requires the Office’s cash be managed by the New Mexico
State Treasurer's Office. Accordingly, the investments of the Office consist of their pro-rata
interest in the State General Fund Investment Pool in the amount of $36,822,089.

The circumstances described in Note O raise a concern in relation to the accuracy of the Office's
program share of the GFIP investment balance held at the State Treasury. The Office's general
fund is reverting which does not allow excessive build up of cash at the end of the year. Unspent
funding is reverted and appropriations and corresponding reversions have been audited each
year. The consumer settlement fund is characterized by larger, less humerous transactions that
are reviewed in depth by the legislature in addition to the Office.

Such transactions have been validated by the Office each year. Additionally, the Office
maintains certain compensating controls for the monitoring of cash receipts and cash
disbursements. Finally, federal funding is on a reimbursement basis whereby revenues equal
expenditures for each program and audit work is focused on the beginning and ending
receivables for the federal grants every year.

Due to characteristics of the primary revenue sources for the Office and the presence of
compensating controls, management believes that the GFIP balance of $37,181,078 materially
approximates their share of the GFIP at June 30, 2014. Any adjustments to the GFIP balance
that might exist at June 30, 2014 are not known at this time.

Investment at
State

SHARE Treasurer's Reconciling Fair VValue
Funds Fund No. Office ltems June 30, 2014
Major funds
General fund 17000 $ 5,604,604 $ - $ 5,604,604
Medicaid fraud control fund 27800 369,642 - 369,642
Consumer settlement fund 54400 30,817,835 - 30,817,835
Total major funds 36,792,081 - 36,792,081

Non-major funds

Medicaid program income fund 27500 2,949 - 2,949
Antitrust litigations fund 08500 26,872 - 26,872
Grant fund 64900 180 - 180
ARRA fund 89000 9,490 - 9,490
Total non-major funds 39,491 - 39,491
Total $ 36,831,572 $ - $ 36,831,572
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2. Investments, State Treasurer — Continued

Investment at

State
SHARE Treasurer's Reconciling Fair VValue
Funds Fund No. Office Items June 30, 2014
Agency funds

Victims restitution fund 69500 $ 1,300 $ - $ 1,300
Special trust fund 70100 11,260 - 11,260
Cummins settlement fund 70200 6,611 - 6,611
Mylan multi-state anti-trust fund 95000 317,462 - 317,462
Buspar multi-state anti-trust fund 12700 6,981 - 6,981
Dram matter cost share fund 08100 5,892 - 5,892
Total $ 349,506 $ - $ 349,506

Interest Rate Risk - The New Mexico State Treasurer's Office has an investment policy that limits
investment maturities to five years or less on allowable investments. This policy is means of
managing exposure to fair value losses arising from increasing interest rates. This policy is

reviewed and approved annually by the New Mexico State Board of Finance.

Credit risk - The New Mexico State Treasurer pools are not rated.

For additional GASB 40 disclosure information regarding cash held by the New Mexico State
Treasurer, the reader should see the separate audit report for the New Mexico State Treasurer's

Office for the fiscal year ended June 30, 2014.

NOTE D — DUE TO AND FROM OTHER STATE AGENCIES

The following are short-term amounts owed between other State agencies and are classified as

due to other State agencies:
Due to other State agencies

Medicaid fraud — (SHARE 27800)

Public Education Department —

Teen Violence (SHARE 05700) $ 235,562
Human Services Department (SHARE 65500) 446,134
Net amount due to other State agencies $ 681,696

Amounts due to the Human Services Department include amounts owed for the Office’s
participation in Medicaid fraud cases. The amounts are expected to be repaid in fiscal year

2015.
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The following amounts are due from other state agencies and governments:

Public Education Department (Teen Violence) $ 280,242
Net amount due from other State agencies $ 280,242

NOTE E — DUE FROM FEDERAL GOVERNMENT

Due from federal government represents the excess of expenditures over reimbursements
received on Federal awards programs and is fully collectible based on subsequent cash

collections after year-end.

NOTE F — CAPITAL ASSETS

The capital assets activity for the year ended June 30, 2014, is as follows:

Balance Additions Deletions Balance
June 30, 2013 in FY 14 in FY 14 June 30, 2014
Capital assets
Data processing $ 329,697 $ 5,652 $ 126,084 $ 209,265
Equipment 60,853 42,882 - 103,735
Library 1,632 - - 1,632
Furniture and fixtures 101,702 - - 101,702
Total capital assets $ 493,884 $ 48,534 $ 126,084 $ 416,334
Accumulated depreciation
Data processing $ 234,972 $ 61,605 $ 126,084 $ 170,493
Equipment 46,368 6,789 - 53,157
Library 1,632 - - 1,632
Furniture and fixtures 98,659 1,654 - 100,313
Total accumulated depreciation $ 381,631 $ 70,048 $ 126,084 $ 325595
Net capital assets
Data processing $ 94,725 $ (55,953) $ - $ 38,772
Equipment 14,485 36,093 - 50,578
Library - - - -
Furniture and fixtures 3,043 (1,654) - 1,389
Net capital assets $ 112,253 $ (21514 % - $ 90,739

The Office does not have any debt related to capital assets. Depreciation expense for the
current year was $70,048 and charged to general government. There are no assets that are

non-depreciable.
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NOTE G — COMPENSATED ABSENCES PAYABLE

Employees are entitled to accumulate annual leave at a graduated rate based on years of
service. A maximum of 240 hours can be carried forward at calendar year-end. The Office has
recognized a liability of $960,914 in the Statement of Net Position for annual leave based on
current pay rates and hours accumulated at June 30, 2014. The general fund is used to
liquidate compensated absences when paid out.

A summary of changes in the compensated absences payable for the year ended June 30,
2014, is as follows:

Balance Balance
June 30, 2013 Increase (Decrease) June 30, 2014
Current compensated absences payable $ 784708 $ 769014 $ (784990) $ 768,732
Long-term compensated absences payable 196,177 192,253 (196,248) 192,182

Total compensated absences payable ~ $ 980,885  § 961,267 $ (981,238) $ 960,914

NOTE H — ACCRUED SALARIES, TAXES, AND BENEFITS

A portion of payroll expenditures pertaining to the year ended June 30, 2014 was paid on July 9,
2014. Since the disbursements did not occur until subsequent to June 30, 2014, accrued
salaries and employee benefits payable totaling $264,481 has been reflected in the Balance
Sheet and Statement of Net Position.

NOTE | — PERA PENSION PLAN — PUBLIC EMPLOYEES RETIREMENT ASSOCIATION

Plan Description. Substantially all of the Office’s full-time employees participate in a public
employee retirement system authorized under the Public Employees Retirement Act (Chapter
10, Article 11, NMSA 1978). The Public Employees Retirement Association (PERA) is the
administrator of the plan, which is a cost-sharing multiple-employer defined benefit retirement
plan. The plan provides for retirement benefits, disability benefits, survivor benefits, and cost-of-
living adjustments to plan members and beneficiaries. PERA issues a separate, publicly
available financial report that includes financial statements and required supplementary
information for the plan. That report may be obtained by writing to PERA, P.O. Box 2123, Santa
Fe, New Mexico 87504-2123. That report is also available on PERA’'s website at
www.pera.state.nm.us.
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NOTE | — PERA PENSION PLAN — PUBLIC EMPLOYEES RETIREMENT ASSOCIATION —

CONTINUED

Funding Policy. Plan members are required to contribute 10.67% of their gross salary. The
Office is required to contribute 16.59% of the gross covered salary. The contribution
requirements of the plan members and the Office are established under Chapter 10, Article 11,
NMSA 1978. The requirements may be amended by acts of the legislature. The Office’s
employer contributions to PERA for the years ending June 30, 2014, 2013, and 2012 were
$1,919,995, $1,744,070, and $1,514,060, respectively, which equal the amount of the required
contributions for each year.

NOTE J — POST-EMPLOYMENT BENEFITS — STATE RETIREE HEALTH CARE PLAN

Plan Description. The Office of the Attorney General contributes to the New Mexico Retiree
Health Care Fund, a cost-sharing multiple-employer defined benefit postemployment health
care plan administered by the New Mexico Retiree Health Care Authority (RHCA). The
RHCA provides health care insurance and prescription drug benefits to retired employees of
participating New Mexico government agencies, their spouses, dependents, and surviving
spouses and dependents. The RHCA Board was established by the Retiree Health Care Act
(Chapter 10, Article 7C, NMSA 1978). The Board is responsible for establishing and
amending benefit provisions of the health care plan and is also authorized to designate
optional and/or voluntary benefits like dental, vision, supplemental life insurance, and long-
term care policies.

Eligible retirees are: 1) retirees who make contributions to the fund for at least five years prior
to retirement and whose eligible employer during that period of time made contributions as a
participant in the RHCA plan on the person’s behalf unless that person retires before the
employer’s RHCA effective date, in which event the time period required for employee and
employer contributions shall become the period of time between the employer’s effective date
and the date of retirement; 2) retirees defined by the Retiree Health Care Act who retired
prior to July 1, 1990; 3) former legislators who served at least two years; and 4) former
governing authority members who served at least four years.

The RHCA issues a publicly available stand-alone financial report that includes financial
statements and required supplementary information for the post-employment health care
plan. That report and further information can be obtained by writing to the Retiree Health
Care Authority at 4308 Carlisle NE, Suite 104, Albuquerque, NM 87107.
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NOTE J — POST-EMPLOYMENT BENEFITS — STATE RETIREE HEALTH CARE PLAN —
CONTINUED

Funding Policy. The Retiree Health Care Act (Section 10-7C-13 NMSA 1978) authorizes the
RHCA Board to establish the monthly premium contributions that retirees are required to pay
for health care benefits. Each participating retiree pays a monthly premium according to a
service based subsidy rate schedule for the medical plus basic life plan, plus an additional
participation fee of five dollars if the eligible participant retired prior to the employer's RHCA
effective date or is a former legislator or former governing authority member. Former
legislators and governing authority members are required to pay 100% of the insurance
premium to cover their claims and the administrative expenses of the plan. The monthly
premium rate schedule can be obtained from the RHCA or viewed on their website at
www.nmrhca.state.nm.us.

The Retiree Health Care Act (Section 10-7C-15 NMSA 1978) is the statutory authority that
establishes the required contributions of participating employers and their employees.
During the fiscal year ended June 30, 2014, the statute required each participating employer
to contribute 2.0% of each participating employee’s annual salary; each participating
employee was required to contribute 1.0% of their salary.

Also, employers joining the program after January 1, 1998 are required to make a surplus-
amount contribution to the RHCA based on one of two formulas at agreed-upon intervals.

The RHCA plan is financed on a pay-as-you-go basis. The employer, employee, and retiree
contributions are required to be remitted to the RHCA on a monthly basis. The statutory
requirements for the contributions can be changed by the New Mexico State Legislature.

The Office’s contributions to the RHCA for the years ended June 30, 2014, 2013, and 2012

were $231,870, $231,302, and $207,172, respectively, which equal the required contributions
for each year.

NOTE K — COMMITMENTS AND CONTINGENCIES
Operating Lease Obligations — Commitment
The Office of the Attorney General is committed under several leases for office space, grounds,
and various equipment. These leases are considered for accounting purposes to be operating
leases. Lease expenditures for the year ended June 30, 2014 amounted to $699,035.
The following is a schedule by years of future minimum lease rental payments required under

operating leases that have initial or remaining non-cancellable lease terms in excess of one year
as of June 30, 2014:
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Operating Lease Obligations — Commitment — Continued

2015 $ 659,117
2016 477,632
2017 30,660
2018 2,373
2019 -
Thereafter -

$ 1,169,782

Federal Grants — Contingency

The Office of the Attorney General receives federal grants which may be refundable in the event
that all terms of the grants are not complied with.

NOTE L — RISK MANAGEMENT

The Office obtains coverage through Risk Management Division of the State of New Mexico
General Services Department. This coverage includes liability and civil rights, property,
vehicle, employer bond, workers’ compensation, group insurance, and State unemployment.
These coverages are designed to satisfy the requirements of the State Tort Claims Act. The
office pays premiums for this coverage through risk management. All employees of the
Office are covered by a blanket fidelity bond up to $5,000,000 with a $1,000 deductible per
occurrence for the period July 1, 2012 through June 30, 2014. There have been no
reductions in coverage by risk category for the year ending June 30, 2014.

NOTE M — OTHER DISCLOSURE

As indicated in Note A, under Section 8-5-2 (NMSA 1978, as amended) the Attorney General
is directed to prosecute and defend in all actions and proceedings where the State may be a
party or have an interest. The Office is also authorized to compromise and settle civil actions
under the management and control of the Attorney General pursuant to Section 36-1-22
(NMSA 1978, as amended).

Revenues received are the result of investigation and settlement of enforcement actions
brought pursuant to the New Mexico Unfair Practices Act, Section 57-12-1, et. eq., (NMSA
1978, as amended). Cases have been brought against a number of corporations and
business organizations that were alleged to be in violation of the State’s laws and regulations
on deceptive and misleading trade practices.
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Pursuant to Orders issued by the Judicial Courts of New Mexico and formal Assurances of
Discontinuance, the companies agreed to change their business practices and to make
contributions to consumer education/protection efforts managed by the Office of the Attorney
General. The Court orders and assurances are binding and based on the statutory
provisions cited above, as well as Section 57-12-8 and 57-12-9 of the Unfair Practices Act.
These Court orders and assurances mandate that the Office of the Attorney General receive
the payments from the settling parties, manage the funds, and use the monies only for
consumer protection and education purposes.

The Office has been successful through the Consumer Protection Division in obtaining court
ordered settlements from various nationally known vendors.

NOTE N — TRANSFERS

The following amounts were transferred between funds within the Office’s fund structure; to other
agencies or received by the Office from other agencies:

Transfers between funds

From To From (To)

Fund Fund Transfer Amount Purpose of the Transfer

54400 17000 $ 7,448,900 Transfers were made to fully utilize available consumer
alert and education programs. Settlement for general
fund purposes for fiscal year 2014.

Total $ 7,448,900

Transfers from other agencies
To From
Fund Fund Transfer Amount Purpose of the Transfer

17000 85300 $ 8,926,900  General fund appropriations - Legal services

27800 85300 511,600  General fund appropriations - Medicaid Fraud Program

Total $ 9,438,500
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NOTE O — GENERAL FUND INVESTMENT POOL NOT RECONCILED

For cash management and investment purposes, funds of various state agencies are
deposited in the State General Fund Investment Pool (the Pool), which is managed by the
Office of the New Mexico Treasurer. Claims on the Pool are reported as assets by the
various agencies investing in the Pool.

In June 2012, an independent expert diagnostic report revealed that Pool balances had not
reconciled at a “business unit by fund” level since the inception of the Statewide Human
Resource, Accounting, and Management Reporting (SHARE) system in July of 2006. This
report, entitled “Current State of Diagnostic of Cash Control,” also described a difference
between Pool bank balances and the corresponding general ledger balances and indicated
that the effect of reconciling items were unknown. The report, dated June 20, 2012 is
available on the website of the New Mexico Department of Finance & Administration (DFA)
at: http://www.nmdfa.state.nm.us/Cash_Control.aspx.

By state statute, the New Mexico Department of Finance and Administration (DFA) is
responsible for the performance of monthly reconciliations with the balances and accounts
kept by the State Treasurer. Therefore, under the direction of the State Controller/Financial
Control Division Director, the Financial Control Division (FCD) of the New Mexico Department
of Finance & Administration undertook action to address the situation. DFA/FCD initiated the
Cash Management Remediation Project (Remediation Project) in partnership with the Office
of New Mexico State Treasurer, the New Mexico Department of Information Technology, and
a contracted third party with expertise in the Enterprise System Software used by the State.

Phase | of the Cash Management Remediation Project (completed in May 2013)
implemented statewide business process changes and corrected numerous SHARE system
configurations. As a result of the changes and corrections, DFA/FCD was able to begin
reconciling activity reported by the State’s fiscal agent bank to the SHARE general ledger on
a go-forward basis beginning February 1, 2013. However, additional critical business process
changes and corrections to configurations within the SHARE system remain to be completed,;
therefore, Cash Management Remediation Project, Phase Il, commenced July 2014. Its
scope was to perform reconciliations from July 2000 to January 2013. It is not completed as
of November 2014.

In the prior fiscal year, DFA recorded a loss contingency of $ 101.7 million in the General
Fund based on its estimate of the effect of issues related to the reconciliation of the Pool; that
estimate has not been changed to date. Because no specific loss amount is determinable,
consistent with generally accepted accounting principles, the amount accrued is the minimum
amount that management considers to be probable. Ultimately, the loss could exceed the
amount accrued, perhaps by a substantial amount.
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State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS — CONTINUED

June 30, 2014

NOTE P — DUE TO STATE GENERAL FUND

Due to State General Fund is composed of the following at June 30, 2014:

Reversion FY13 — paid August 2014 $ 695,248

Reduction of due to State General Fund arising
from fund balance adjustments for prior years (334,474)
Reversion FY14 273,180
Stale warrants and miscellaneous 45,432
Net amount due to State General Fund $ 679,386

NOTE Q — NEW ACCOUNTING STANDARDS

The Governmental Accounting Standards Board (GASB) has published Statement No. 63,
Financial Reporting of Deferred Outflows or Resources, Deferred Inflows of Resources, and
Net Position.” This pronouncement introduces a fundamental change to the reporting of
elements that make up a statement of financial position. Deferred outflows of resources and
deferred inflows of resources are now included in the elements that make up a statement of
financial position and GASB 63 introduces the term “net position” for reporting the residual of
all elements in a statement of financial position. The statement of financial position of the
Office of the Attorney General at June 30, 2014 conforms to the presentation requirements of
GASB 63.

During 2014, the Office implemented Governmental Accounting Standards Board Statement
No. 65, Items Previously Reported as Assets and Liabilities (GASB 65) changes the
classification of various financial statement balances including several more common type
transactions for presentation as assets and liabilities to deferred outflows and inflows of
resources. Any unearned revenue for federal or state grants whereas eligibility requirements
have been met except for time requirements will be classified as a liability under this
standard. There were no deferred outflows or inflows of resources to separately report at
June 30, 2014.

Governmental Accounting Standards Board Statement No. 68, Accounting and Financial
Reporting for Pensions, revises existing guidance for governments that provide their
employees with pension benefits. A principal change is the requirement to record the
governments pro rata share of the unfunded actuarial accrued liability (UAAL) on its financial
statements including multiemployer cost sharing plans. The Office is a participating member
of the Public Employees Retirement Association (PERA), a multiemployer cost sharing plan.
See Note J. Information to implement this standard will be developed by PERA and the State
of New Mexico. The implementation date for Statement No. 68 is for FY 2015. The current
status of the unfunded liability for PERA is $4.62 billion based on the most recently issued
audited financial statement at June 30, 2013. Legislation was passed in the last year
changing PERA's plan benefits design and contribution requirements to fully fund the UAAL
within 30 years. The FY15 government wide financial statements will include a material
liability for pension participation.
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State of New Mexico
Office of the Attorney General

NOTES TO FINANCIAL STATEMENTS — CONTINUED

June 30, 2014

NOTE R — SUBSEQUENT EVENTS

Events subsequent to June 30, 2014 have been evaluated by management through
December 11, 2014, the date the financial statements are available for issuance. In the
opinion of management, no events occurring after June 30, 2014 required disclosure or
adjustment to the financial statements.
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State of New Mexico
Office of the Attorney General

COMBINING BALANCE SHEET — NONMAJOR GOVERNMENTAL FUNDS

June 30, 2014

Medicaid
Program Antitrust
Income - Litigation - Grant - ARRA - Total Non-
27500 08500 64900 89000 Major Funds
ASSETS
Investments, State Treasurer 3 2949 $ 26,872 $ - $ 9490 $ 39,311
Cash in banks - - 180 - 180
Due from federal government - - - - -
Other assets - - - 1,231 1,231
Total assets 3 2949 $ 26,872 $ 180 $ 10,721 $ 40,722
LIABILITIES
Accounts payable $ - $ - $ - $ - $ -
Accrued payroll and benefits - - - - -
Due to State general fund - - - 10,721 10,721
Total liabilities - - - 10,721 10,721
FUND BALANCES
Spendable:
Restricted for Medicaid fraud program 2,949 - - - 2,949
Restricted for antitrust litigation - 26,872 - - 26,872
Restricted for consumer settlements - - 180 - 180
Total fund balances 2,949 26,872 180 - 30,001
Total liabilities and fund balances $ 2949 $ 26872 $ 180 $ 10,721 $ 40,722
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State of New Mexico
Office of the Attorney General

COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES —
NONMAJOR GOVERNMENTAL FUNDS

For the year ended June 30, 2014

Medicaid

Program Antitrust

Income -
27500 08500 64900 89000

Litigation - Grant - ARRA -

Total Non-
Major Funds

REVENUES

Federal grants $ - $
Other revenues - . .

Total revenues - - -

EXPENDITURES
General government
Current - - .
Other services - - .

Total expenditures - - .

Excess (deficiency) of revenues
over expenditures - - .

OTHER FINANCING SOURCES (USES)
Other financing sources-internal transfers - - -
Reversions to state general fund - FY2014 - - -

Total other financing sources (uses) - - -

Net change in fund balances - - -

Fund balance, beginning of year 2,949 26,872 180

30,001

Fund balances, end of year $ 2949 $ 26872 % 180 $

$ 30,001
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State of New Mexico
Office of the Attorney General

GENERAL FUND BUDGET PROGRAMS (FUND 17000)

For the year ended June 30, 2014

The General Fund is used to account for all financial resources except those required to be
accounted for in another fund (SHARE Fund 17000).

For budget purposes, the General Fund is divided into the following legal references:

Legal Services

Teen Violence

Teen Parent/Expectant Teens
Southwest Money Laundering

Traffic Safety

Internet Crimes Against Children
Homeownership Preservation Program
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State of New Mexico
Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION —
BUDGET AND ACTUAL — MAJOR GOVERNMENTAL FUNDS —
GENERAL FUND (FUND 17000) — LEGAL SERVICES PROGRAM

For the year ended June 30, 2014

Variance
Original Revised Actual Amount Favorable
General Fund - Legal Services Budget Budget Budgetary Basis ~ (Unfavorable)
Revenue:
Federal and state operating grants $ - $ - $ 122,489 $ 122,489
General fund appropriation, Laws of 2013 8,926,900 8,926,900 8,926,900 -
Miscellaneous revenue - - - -
Other financing sources 9,521,500 10,393,945 7,448,900 (2,945,045)
Total revenue and other
financing sources (budget basis) $ 18448400 $ 19,320,845 $ 16,498,289  $ (2,822,556)
Variance
Original Revised Actual Amount Favorable
General Fund - Legal Services Budget Budget Budgetary Basis ~ (Unfavorable)
Expenditures:
Personal service/employee benefits $ 13,762,100 $ 13,762,100 $ 13,431,316 $ 330,784
Contractual services 753,500 1,423,500 733,207 690,293
Other 3,932,800 4,135,245 2,482,709 1,652,536
Total expenditures and other
financing uses (budget basis) $ 18448400 $ 19320845 $ 16,647,232 $ 2,673,613
Excess of revenues and other financing
sources over expenditures and other
financing uses (budget basis) $ - $ - $ (148,943) $ (148,943
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State of New Mexico
Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION —
BUDGET AND ACTUAL — MAJOR GOVERNMENTAL FUNDS —
GENERAL FUND (FUND 17000) — TEEN VIOLENCE PROGRAM

For the year ended June 30, 2014

Variance
Original Revised Actual Amount Favorable
General Fund - Teen Violence Budget Budget Budgetary Basis  (Unfavorable)
Revenue:
Federal and state operating grants $ - $ 86,287 $ 76,007 $ (10,280)
General fund appropriation, Laws of 2013 - - - -
Miscellaneous revenue - -
Other financing sources - -
Total revenue and other
financing sources $ - $ 86,287 % 76,007 $ (10,280)
Actual Variance
Original Revised Amounts Favorable
General Fund - Teen Violence Budget Budget Expended (Unfavorable)
Expenditures:
Personal servicelemployee benefits $ - 3 50494 % - $ 50,494
Contractual services - 28,510 1,143 217,367
Other 7,283 5,394 1,889
Total expenditures and other
financing uses $ - $ 86,287 $ 6537 $ 79,750
Excess of revenues and other financing
sources over expenditures and other
financing uses $ - $ - $ 69,470 $ 69,470
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State of New Mexico
Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION —
BUDGET AND ACTUAL — MAJOR GOVERNMENTAL FUNDS —
GENERAL FUND (FUND 17000) — TEEN PARENT/EXPECTANT TEENS PROGRAM

For the year ended June 30, 2014

Variance
Original Revised Actual Amount Favorable
General Fund - Teen Parent/Expectant Teens Budget Budget Budgetary Basis  (Unfavorable)
Revenue:
Federal and state operating grants $ - $ 85000 $ 16980 $ (68,020)
General fund appropriation, Laws of 2013 - - - -
Miscellaneous revenue - - - -
Other financing sources - - - -
Total revenue and other
financing sources (budget basis) $ - $ 85,000 $ 16,980 $ (68,020
Actual Variance
Original Revised Amounts Favorable
General Fund - Teen Parent/Expectant Teens Budget Budget Expended (Unfavorable)
Expenditures:
Personal service/employee benefits $ - $ 67504 $ 35678 $ 31,826
Contractual services - - - -
Other - 17,496 10,774 6,722
Total expenditures and other
financing uses (budget basis) $ - $ 85000 $ 46,452 $ 38,548
Excess of revenues and other financing
sources over expenditures and other
financing uses (budget basis) $ - $ - $ (29472) $ (29,472

Budgeted as a program of the general fund.
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State of New Mexico
Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION —
BUDGET AND ACTUAL — MAJOR GOVERNMENTAL FUNDS —
GENERAL FUND (FUND 17000) - SOUTHWEST MONEY LAUNDERING PROGRAM

For the year ended June 30, 2014

Variance
Original Revised Actual Amount Favorable
General Fund - Southwest Money Laundering Budget Budget Budgetary Basis  (Unfavorable)
Revenue:
Federal and state operating grants $ - $ $ 1134750 $ 1,134,750
General fund appropriation, Laws of 2013 - -
Miscellaneous revenue
Other financing sources
Total revenue and other
financing sources $ - $ $ 1134750 $ 1,134,750
Prior year fund balance carryforward $ 3605920 $ 3605920 $ $
Actual Variance
Original Revised Amounts Favorable
General Fund - Southwest Money Laundering Budget Budget Expended (Unfavorable)
Expenditures:
Personal service/employee benefits $ 3133470 $ 3133470 $ 602,737 $ 2,530,733
Contractual services 9,600 9,600 1,359 8,241
Other 462,850 462,850 92,453 370,397
Total expenditures and other
financing uses $ 3605920 $ 3605920 $ 696,549 $ 2,909,371
Excess of revenues and other financing
sources over expenditures and other
financing uses $ - $ $ 438201 $§ 4,044,121
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State of New Mexico
Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION —
BUDGET AND ACTUAL — MAJOR GOVERNMENTAL FUNDS —
GENERAL FUND (FUND 17000) — TRAFFIC SAFETY PROGRAM

For the year ended June 30, 2014

Variance
Original Revised Actual Amount Favorable
General Fund - Traffic Safety Budget Budget Budgetary Basis  (Unfavorable)
Revenue:
Federal and state operating grants $ - $ 63,345 $ 177 $  (63,168)
General fund appropriation, Laws of 2013 - - - -
Miscellaneous revenue -
Other financing sources -
Total revenue and other
financing sources (budget basis) $ - $ 63,345 $ 177 $  (63,168)
Actual Variance
Original Revised Amounts Favorable
General Fund - Traffic Safety Budget Budget Expended (Unfavorable)
Expenditures:
Personal service/lemployee benefits $ - $ 59,928 % $ 59,928
Contractual services - - - -
Other - 3,417 177 3,240
Total expenditures and other
financing uses (budget basis) $ - $ 63,345 $ 177 $ 63,168
Excess of revenues and other financing
sources over expenditures and other
financing uses (budget basis) $ - $ - $ $

Budgeted as a program of the General Fund.
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State of New Mexico

Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION —
BUDGET AND ACTUAL — MAJOR GOVERNMENTAL FUNDS —
GENERAL FUND (FUND 17000) — INTERNET CRIMES AGAINST CHILDREN PROGRAM

For the year ended June 30, 2014

Variance
Original Revised Actual Amount Favorable
General Fund - ICAC Budget Budget Budgetary Basis  (Unfavorable)
Revenue:
Federal and state operating grants $ - $ 428974 % 283438 $ (145,536)
General fund appropriation, Laws of 2013 - - - -
Miscellaneous revenue - - -
Other financing sources - - -
Total revenue and other
financing sources (budget basis) $ - $ 428974 $ 283438 $ (145,536)
Actual Variance
Original Revised Amounts Favorable
General Fund - ICAC Budget Budget Expended (Unfavorable)
Expenditures:
Personal service/employee benefits $ - $ 86,083 $ 47757 $ 38,326
Contractual services - 44,809 12,151 32,658
Other - 298,082 223,530 74,552
Total expenditures and other
financing uses (budget basis) $ - $ 428974 $ 283438 $ 145536
Excess of revenues and other financing
sources over expenditures and other
financing uses (budget basis) $ - $ $ - $ -

Budgeted as a program of the general fund.
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State of New Mexico
Office of the Attorney General

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET POSITION —
BUDGET AND ACTUAL — MAJOR GOVERNMENTAL FUNDS —
GENERAL FUND (FUND 17000) - HOME PRESERVATION PROGRAM

For the year ended June 30, 2014

Variance
Original Revised Actual Amount Favorable
General Fund - Foreclosure Prevention Budget Budget Budgetary Basis  (Unfavorable)
Revenue:
Federal and state operating grants $ - $ - $ - $ -
General fund appropriation, Laws of 2013 - - - -
Miscellaneous revenue - 4,505,000 4,354,992 (150,008)
Other financing sources - - - -
Total revenue and other
financing sources (budget basis) $ - $ 4505000 $ 4354992 $ (150,008)
Actual Variance
Original Revised Amounts Favorable
General Fund - Foreclosure Prevention Budget Budget Expended (Unfavorable)
Expenditures:
Personal service/employee benefits $ - $ 300,000 $ 234379 $ 65621
Contractual services - 3,800,000 3,787,630 12,370
Other - 405,000 389,059 15,941
Total expenditures and other
financing uses (budget basis) $ - $ 4505000 $ 4411068 $ 93,932
Excess (deficit) of revenues and other financing
sources over expenditures and other
financing uses (budget basis) $ - $ - $ (56,076) $ (56,076)
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State of New Mexico
Office of the Attorney General

FIDUCIARY FUNDS

For the year ended June 30, 2014

Agency Funds

The Agency Funds of the Office of the Attorney General are used to account for the proceeds of
settlements and court decisions until the proceeds may be distributed to the proper recipients.

Dram matter cost share fund (SHARE Fund #08100)
Victim restitution fund (SHARE Fund #69500)

Special trust fund (SHARE Fund #70100)

Cummins settlement fund (SHARE Fund #70200)
Mylan multi-state antitrust fund (SHARE Fund #95000)
Buspar multi-state antitrust fund (SHARE Fund #12700)
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State of New Mexico

Office of the Attorney General

COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES —

Victims restitution fund (SHARE #69500)

ASSETS
Investments, State Treasurer
Interest receivable

Total assets

LIABILITIES
Deposits held for consumers and others

Total liabilities

Special trust fund (SHARE #70100)

ASSETS
Investments, State Treasurer
Interest receivable

Total assets

LIABILITIES
Deposits held for consumers and others

Total liabilities

Cummins settlement fund (SHARE #70200)

ASSETS
Investments, State Treasurer
Interest receivable

Total assets

LIABILITIES
Deposits held for consumers and others

Total liabilities

ALL AGENCY FUNDS

June 30, 2014

Balance Balance
June 30, 2013 Additions (Deletions) June 30, 2014
$ 1,300 $ - $ - $ 1,300
$ 1,300 $ - $ - $ 1,300
$ 1,300 $ - $ - $ 1,300
$ 1,300 $ - $ - $ 1,300
$ 11,260 $ - $ - $ 11,260
$ 11,260 $ - $ - $ 11,260
$ 11,260 $ - $ - $ 11,260
$ 11,260 $ - $ - $ 11,260
$ 6,606 $ $ - $ 6,611
$ 6,606 $ $ - $ 6,611
$ 6,606 $ $ - $ 6,611
$ 6,606 $ $ - $ 6,611
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State of New Mexico
Office of the Attorney General

COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES —
ALL AGENCY FUNDS — CONTINUED

June 30, 2014

Balance Balance
June 30, 2013 Additions (Deletions) June 30, 2014
Mylan multi-state antitrust fund (SHARE #95000)
ASSETS
Investments, State Treasurer $ 317,232 $ 230 $ - $ 317,462
Interest receivable 28 - 4 24
Total assets $ 317,260 $ 230 $ 4 $ 317,486
LIABILITIES
Deposits held for consumers and others $ 317,260 $ 230 $ 4 $ 317,486
Total liabilities $ 317,260 $ 230 $ 4 $ 317,486
Buspar multi-state antitrust fund (SHARE #12700)
ASSETS
Investments, State Treasurer $ 6,975 $ 6 $ - $ 6,981
Interest receivable 1 - 1 -
Total assets $ 6,976 $ 6 $ 1 $ 6,981
LIABILITIES
Deposits held for consumers and others $ 6,976 $ 6 $ 1 $ 6,981
Total liabilities $ 6,976 $ 6 $ 1 $ 6,981
Dram matter cost share (SHARE #08100)
ASSETS
Investments, State Treasurer $ 5,892 $ - $ - $ 5,892
Interest receivable - - - -
Total assets $ 5,892 $ - $ - $ 5,892
LIABILITIES
Deposits held for consumers and others $ 5,892 $ - $ - $ 5,892
Total liabilities $ 5,892 $ - $ - $ 5,892
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State of New Mexico
Office of the Attorney General

COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES —
ALL AGENCY FUNDS — CONTINUED

June 30, 2014

Balance Balance
June 30, 2013 Additions (Deletions) June 30, 2014
Total - All Agency Funds
ASSETS
Investments, State Treasurer $ 349,265 $ 241 $ - $ 349,506
Interest receivable 29 - 5 24
Total assets $ 349,294 $ 241 $ 5 $ 349,530
LIABILITIES
Deposits held for consumers and others $ 349294 3 241 $ 5 $ 349530
Total liabilities $ 349,294 $ 241 $ 5 $ 349,530
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State of New Mexico
Office of the Attorney General

SCHEDULE OF CASH ACCOUNTS

June 30, 2014

SHARE Reconciled
Fund No. Balance Reconciling tems Balance
Account per Outstanding at
Account Name Number Depository Warrants Other June 30, 2014
Governmental fund types
Wells Fargo Bank:
General fund-petty cash fund 17000 $ 9303 % - $ - $ 9,303
Grant fund-checking 64900 180 - - 180
Total governmental fund types $ 9483 % - $ - $ 9,483
Total - all cash $ 9483 $ - $ - $ 9,483
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State of New Mexico
Office of the Attorney General

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For the year ended June 30, 2014

Federal
Federal Agency/ CFDA Grant Federal
Grantor/Program/Pass through entity Number Amount Expenditures
U.S. Department of Health and Human Services:
Direct Programs:
Medicaid Fraud Control Unit:
01-07-01-NM-5050 93.775 $ 1,455,300 $ 1,411,684
Total U.S. Department of Health and
Human Services 1,411,684
U.S. Department of Justice:
Direct Programs:
Office of Juvenile Justice and Delinquency Prevention:
Investigative satellite initiative -
Internet Crimes Against Children (ICAC) 16.543 570,472 283,438
Total U.S. Department of Justice 283,438
National Highway Traffic Safety Administration
Direct Programs:
Traffic Safety Resource Prosecutor 20.600 43,000 177
Total National Highway Traffic Safety Administration 177
Total expenditures of federal awards $ 1,695,299
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State of New Mexico
Office of the Attorney General

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For the year ended June 30, 2014

A. Basis of Presentation

The Schedule of Expenditures of Federal Awards was prepared using the modified accrual basis of accounting.

B. Noncash Assistance

The Department did not receive any federal awards in the form of noncash assistance or loan assistance
during the year.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Honorable Gary K. King, Attorney General
Office of the Attorney General

and
Mr. Hector H. Balderas, State Auditor
Office of the State Auditor

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental activities, each major fund, the budgetary comparisons for the
General Fund and Major Special Revenue Funds, and the aggregate remaining fund information
of the Office of the Attorney General (the Office), as of and for the year ended June 30, 2014,
and the related notes to the financial statements, which collectively comprise the Office’s basic
financial statements. We have also audited the financial statements of each of the Office’s non-
major governmental funds and respective budgetary comparisons for components of the general
fund and for non-major funds presented as supplementary information in the accompanying
combining and individual fund financial statements as of and for the year ended June 30, 2014, as
listed in the table of contents, and have issued our report thereon dated December 11, 2014.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Office's
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Office’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Office’s
internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.
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Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies
in internal control over financial reporting that might be material weaknesses or significant
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
not identified. Given these limitations during our audit, we did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined
above. However, material weaknesses may exist that have not been identified. We did identify
deficiencies in internal control over financial reporting, described in the accompanying schedule
of findings and questioned costs that we consider to be significant deficiencies in internal control
over financial reporting. These findings can be referenced as item 2012-01 and 2014-001.

Compliance and Other Matters

As a part of obtaining reasonable assurance about whether the Office of the Attorney General's
financial statements are free of material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our
tests disclosed instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards and can be referenced as items 2014-002, 2014-003
and 2014-004.

The Office's Response to Findings

The Office’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. The Office’s response was not subjected to the
auditing procedures applied in the audit of the financial statements, and accordingly, we
express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity's
internal control and compliance. Accordingly, this communication is not suitable for any other

o ol

Atkinson & Co., Ltd.
Albuquerque, New Mexico
December 11, 2014
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL EFFECT
ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

Honorable Gary K. King, Attorney General
Office of the Attorney General

and
Mr. Hector H. Balderas, State Auditor
Office of the State Auditor

Report on Compliance for Each Major Program

We have audited the State of New Mexico, Office of the Attorney General’'s compliance with the
types of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement that could have a direct and material effect on
each of the Office of the Attorney General’'s major federal programs for the year ended June 30,
2014. The Office of the Attorney General’s major federal program is identified in the summary of
auditor’s results section of the accompanying Schedule of Findings and Questioned Costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts
and grants applicable to its federal programs.

Auditor’'s Responsibility

Our responsibility is to express an opinion on compliance for each of the Office of the Attorney
General’'s major federal programs based on our audit of the types of compliance requirements
referred to above. We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States; and OMB Circular A-133, Audits of States, Local Governments and Non-Profit
Organizations. Those standards and OMB Circular A-133 require that we plan and perform the
audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a
major federal program occurred. An audit includes examining, on a test basis, evidence about
the Office of the Attorney General's compliance with those requirements and performing such
other procedures as we considered necessary in the circumstances.
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We believe that our audit provides a reasonable basis for our opinion on compliance for each
major federal program. However, our audit does not provide a legal determination on the Office
of the Attorney General’'s compliance.

Opinion on Each Major Federal Program

In our opinion, the Office of the Attorney General complied, in all material respects, with the
compliance requirements referred to above that could have a direct and material effect on each
of its major federal programs for the year ended June 30, 2014.

Report on Internal Control Over Compliance

Management of the Office of the Attorney General is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts,
and grants applicable to federal programs. In planning and performing our audit, we considered
the Office of the Attorney General’s internal control over compliance with the requirements that
could have a direct and material effect on a major federal program to determine the auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133, but not for the purpose
of expressing an opinion on the effectiveness of internal control over compliance. Accordingly,
we do not express an opinion on the effectiveness of the Office of the Attorney General’s internal
control over compliance.

A deficiency in internal control over compliance exists when the design or operation of control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance,
such that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely
basis. A significant deficiency in internal control over compliance is a deficiency, or a combination
of deficiencies, in internal control over compliance with a type of compliance requirement of a
federal program that is less severe than a material weakness in internal control over compliance,
yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be material weaknesses or significant deficiencies. We did
not identify any deficiencies in internal control over compliance that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.
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The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control over compliance and the results of that testing based on the
requirements of OMB Circular A-133. Accordingly, this report is not suitable for any other

ok o

Atkinson & Co., Ltd.
Albuquerque, New Mexico
December 11, 2014
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State of New Mexico
Office of the Attorney General

SUMMARY OF AUDIT RESULTS

For the year ended June 30, 2014

Financial Statements
Type of auditor’s report issued: Unmodified
Internal control over financial reporting:

o Material weakness(es) identified? Yes X No

e Significant deficiency(ies) identified that are
not considered to be material weaknesses? X Yes none reported

Noncompliance material to financial
statements noted? Yes X No

Federal Awards
Internal control over major programs:
o Material weakness(es) identified? Yes X __No

o Significant deficiency(ies) identified that are
not considered to be material weaknesses? Yes X __ none reported

Type of auditor’s report issued on compliance for
major programs: Unmodified

Any audit findings disclosed that are required
to be reported in accordance with section
510(a) of OMB Circular A-133? X _Yes No

Identification of major programs:

CFDA Number Name of Federal Program
93.775 Department of Health and Human Services:
State Medicaid Fraud Control Units

Dollar threshold used to distinguish between
Type A and Type B programs: $300,000

Auditee qualified as low-risk auditee? X Yes No
Findings — Findings and Questioned Costs — Major Federal Award Programs Audit
CFDA Number Name of Federal Program

93.775 Department of Health and Human Services:
State Medicaid Fraud Control Units

Questioned costs: None
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State of New Mexico
Office of the Attorney General

SCHEDULE OF AUDIT FINDINGS

For the year ended June 30, 2014

Status of Prior Audit Findings

Financial Statement Findings Required by Government Auditing Standards
2012-01 General Ledger Reconciliations - Repeated and Modified (Significant Deficiency)

2013-01 Failure to submit SF-425 report within 30 days of quarter end - Resolved

Current Audit Findings

Financial Statement Findings Required by Government Auditing Standards

2014-001 Reconciliation of Programs administered under the General Fund to the SHARE
System (Significant Deficiency)

Financial Statement Findings Required by Government Auditing Standards and 2.2.2. NMAC
2014-002 Timeliness of Cash Deposits (Compliance - Other)
2014-003 Vehicle Usage/Fuel Card Monitoring (Compliance - Other)

2014-004 Asset Disposition (Compliance - Other)
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State of New Mexico
Office of the Attorney General

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the year ended June 30, 2014

Financial Statement Findings Required by Government Auditing Standards
2012-01 General Ledger Reconciliations - Repeated and Modified (Significant Deficiency)

Condition:
Federal accounts receivable, accrued liabilities, revenue, and other financing sources were all
misstated on the trial balance the Office provided at the beginning of the audit.

Criteria:

Chapters 86-5-1 through 86-5-6, NMSA 1978, set requirements for State agencies. The
statutes require State agencies to implement internal accounting controls designed to prevent
accounting errors and violations of State and Federal law and rules related to financial matters.

Cause:
Reconciliations of these accounts were not performed in advance for year-end purposes.

Effect:
The Office did not have accurate financial information during FY 2014 to close out its financial
functions and prepare for the audit.

Recommendation:

We recommend the Office perform monthly reconciliations of all balance sheet accounts and
programs administered under the general fund. We recommend that the office consider
additional resources at year end to bolster its financial close process for audit.

Responsible Official's View:

We had hoped that we were making progress in performing timely reconciliations. This year we
have been having each individual program administrator reconcile their accounts individually,
with periodic general reconciliations. We have decided to standardize our reconciling tool using
the trial balance report and centralizing the reconciliations to one individual as a better auditing
tool and strengthening of our internal controls.
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State of New Mexico
Office of the Attorney General

SCHEDULE OF FINDINGS AND QUESTIONED COSTS — CONTINUED

For the year ended June 30, 2014

Financial Statement Findings Required by Government Auditing Standards

2014-001 Reconciliation of Programs administered under the General Fund to the SHARE
System (Significant Deficiency)

Condition:

Programs administered as part of the general fund are not being reconciled to the SHARE
system on a routine basis. Material differences were identified between reports provided by the
program managers and reports generated from SHARE.

Criteria:
All program activity must be properly captured in SHARE to ensure accounting records are
accurate and the programs are operating in accordance with budgetary and grant requirements.

Cause:
Reconciliations are not being performed to ensure program activity monitored outside of SHARE
is properly recorded in SHARE.

Effect:
Material adjustments have been required to record year-end adjustments and errors in
recording of cash receipts have been identified in SHARE.

Recommendation:
We recommend that all program administrators reconcile all program reports (expenses, billings
and cash receipts) to the SHARE system at least monthly.

Responsible Official's View:

We feel that our control has been adequate as we approve all expenditures and total to be
drawn down monthly prior to the drawdown taking place. Additionally, there are two levels of
approval including the CFO’s certification in the Federal Payment Management System.
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State of New Mexico
Office of the Attorney General

SCHEDULE OF FINDINGS AND QUESTIONED COSTS — CONTINUED

For the year ended June 30, 2014

Financial Statement Findings Required by Government Auditing Standards and 2.2.2. NMAC
2014-002 Timeliness of Cash Deposits (Compliance - Other)

Condition:
3 of 3 cash deposits tested contained individual items with no evidence of being deposited no
later than the next business day.

Criteria:

Chapters 86-10-3 through 86-10-10, NMSA 1978, set requirements for State agencies. The
statutes require State agencies to deposit cash, checks and drafts into bank accounts
authorized by the State Treasurer’s Office (State Treasury) no later than the next business day
after receipt.

Cause:

Payments and checks received in other departments are time stamped by the receiving
department and then submitted to ASD for deposit. There was no indication of ASD time
stamping payments or checks to indicate when ASD received the items. Additionally, remote
locations (Albuquerque and Las Cruces Offices) do not have depository authority, so all
payments received must be forwarded to ASD in Santa Fe for deposit.

Effect:
Deposits cannot be verified to have been deposited with state established deadlines.

Recommendation:

We recommend the Office date stamp all payments received by ASD to document deposits are
occurring within the established statutory guidelines. Additionally, we recommend remote offices
be given deposit information so payments received in those offices can be deposited locally and
proper support sent to Santa Fe for entry into the SHARE system.

Responsible Official's View:

As per your recommendation, we are changing our procedure for receiving checks for deposit.
All checks will come to ASD FIRST to meet the 24 hour deposit requirement. Copies will then
subsequently be forwarded to the divisions.
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State of New Mexico
Office of the Attorney General

SCHEDULE OF FINDINGS AND QUESTIONED COSTS — CONTINUED

For the year ended June 30, 2014

Financial Statement Findings Required by Government Auditing Standards and 2.2.2. NMAC
2014-003 Vehicle Usage/Fuel Card Monitoring (Compliance - Other)

Condition:

During our review of the fuel card management process, we noted that AGO does not monitor
usage or consumption of fuel for compliance with the administration and use of state vehicles or
perform a mileage check on vehicles.

Criteria:
NMAC (1.5.3.1 through 1.5.3.14) establishes statutory requirements for state vehicle usage.

Cause:
There are no formal policies or procedures in place at AGO to effectively manage, monitor and
review the proper usage and fueling of state vehicles.

Effect:
The AGO is unable to monitor and analyze the usage of their vehicles. There is an increased
possibility of the loss or theft of AGO assets.

Recommendation:

We recommend that Management develop and implement a formal policy for the monitoring of
vehicle and fuel card usage for AGO vehicles that complies with the required state guidelines
established by the NMAC. There should be centralized monitoring of compliance with policies
including the filing and maintaining of supporting documents for vehicle and fuel card usage, as
well as periodic reviews of documentation and verification of reported data.

Responsible Official's View:

We do have internal controls in place. Our practice is to monitor logs and credit card use
monthly. The employee who had this responsibility did not perform his duties. The employee
has been fired. We have almost completed correcting and reconstructing our files so that timely
monitoring can continue.
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State of New Mexico
Office of the Attorney General

SCHEDULE OF FINDINGS AND QUESTIONED COSTS — CONTINUED

For the year ended June 30, 2014

Financial Statement Findings Required by Government Auditing Standards and 2.2.2. NMAC
2014-004 Asset Disposition (Compliance - Other)

Condition:
During our review of assets disposals, we noted that AGO is not notifying the State Auditor
when disposing of fixed assets.

Criteria:
Section 13-6-1 B (2) NMSA 1978 requires state agencies to notify the State Auditor when
disposing of tangible property.

Cause:
There are no formal policies or procedures in place to effectively manage and report asset
dispositions to the State Auditor's Office.

Effect:
With AGO not providing notification to the State Auditor prior to deleting assets, the AGO is not
in compliance with Section 13-6-1 B (2) NMSA 1978.

Recommendation:

We recommend that Management develop and implement a formal policy for disposing of fixed
assets, and also providing notice of asset disposal to the State Auditor's Office prior to
disposing of assets.

Responsible Official's View:

It was discovered after the fact that the proper reporting to the State Auditor had not been done.
As soon as we discovered the error, we did report. This is an incidence that will not occur
again.
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State of New Mexico
Office of the Attorney General

EXIT CONFERENCE

For the year ended June 30, 2014

An exit conference was held on December 11, 2014 to discuss the audit. The following
individuals were in attendance:

State of New Mexico — Office of the Attorney General

Gary K. King, Attorney General
Evangeline Tinajero, Administrative Services Division Director
Tammy Herrera, Finance Manager

Independent Auditor — Atkinson & Co., Ltd.

Martin Mathisen, CPA, CGFM, Audit Director
Jeremy Ginnett CPA, Audit Manager

The financial statements were prepared by the independent certified public accounting firm
performing the audit with the assistance of the Office’s Finance Manager. Management is
responsible for ensuring that the books and records adequately support the preparation of
financial statements in accordance with generally accepted accounting principles and that
records are correct and in balance. Management has reviewed and approved the financial
statements.
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