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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Mr. Hector Balderas, New Mexico State Auditor
and

Board of Directors

New Mexico Public Schools Insurance Authority

We have audited the accompanying financial statements of the business-type activities of the New Mexico
Public Schools Insurance Authority, as of and for the years ended June 30, 2010 and 2009, which
collectively comprise New Mexico Public Schools Insurance Authority basic financial statements, as listed
in the table of contents. We also have audited the budgetary comparison information presented as
supplementary information for the year ended June 30, 2010, as listed in the table of contents. These
financial statements are the responsibility of the New Mexico Public Schooels Insurance Authority's
management. Our responsibility is to express opinjons on these financial statements based on our audit.

We conducted our audits 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 audits to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinjons.

As discussed in Note A, the financial statements of the New Mexico Public Schools Insurance Authonty are
intended to present the financial position, and the changes in financial position and cash flows, where
applicable, of only that portion of the business-type activities of the State of New Mexico that is attributable
to the transactions of the New Mexico Public Schools Insurance Authority. They do not purport to, and do
not, present fairly the financial position of the State of New Mexico as of June 30, 2010 and 2009, and the
changes in its financial position and its cash flows, where applicable for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities of the New Mexico Public Schools Insurance
Authority as of June 30, 2010 and 2009, and the respective changes in financial position, and cash flows for
the years then ended and its respective budgetary comparison for the year ended, June 30, 2010 in
conformity with accounting principles generally accepted in the United States of America.

‘ | (Continued)
L Division for CPA Firms AICPA



Bammaclough & Associates, P.C.

In accordance with Government Auditing Standards, we have also issued our report dated November 17,
2010 on our consideration of the New Mexico Public Schools Insurance Authority internal contro} 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
intemal 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 i accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

The Management’s Discussion and Analysis on pages 3 through 8 are not a required part of the basic
financial statements of the New Mexico Public Schools Insurance Authority, but is supplementary
information required by accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inquires of management regarding the
methods of measurements and presentation of the supplementary information. However, we did not audit
the information and express no opinion on it.

Our audit was made for the purpose of forming opinions on the basic financial statements and the budget
comparison presented as Schedule 1 in the supplemental information. The supplementary information
included in Schedules 2 through 5 is presented for purposes of additional analysis and 1s not a required part
of the basic financial statements. Such information in those schedules has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole. The supplementary
information included in Schedule 6 is also presented for purposes of additional analysis and is not a required
part of the financial statements of the New Mexico Public Schools Insurance Authority. This information
has not been subjected to the auditing procedures applied in our audit of the basic financial staterents and,
accordingly, we express no opinion on it.
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New Mexico Public Schools Insurance Authority

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Required Supplementary Information

June 30, 2010

This section represents a discussion and analysis of the financial performance of the New Mexico Public
Schools Insurance Authority (NMPSIA) for the year ended June 30, 2010, compared to the year ended June
30, 2009. Please read it in conjunction with the basic financial statements, which follow this section.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

NMPSIA’s basic financial statements are prepared on the basis of accounting principles generally accepted in
the United States of America for governmental entities that act as a business type operation such as an
insurance pool.

Balance Sheet — This statement presents information reflecting NMPSIA’s assets, liabilities and net assets.
Net assets represent the amount of total assets less total liabilities. The balance sheet is categorized as to
current and non-current assets and liabilities. For purposes of the basic financial statements, current assets and
liabilities are those assets and liabilities with immediate liquidity or which are collectable or becoming due
within twelve months of the statement date. NMPSIA’s long-term investment portfolio strategy is to hold
investments which exceed one year in maturity or equity holdings with long-term gains in mind. NMPSIA’s
long-term investment portfolio has increased by $4,264,641.

Statement of Revenues, Expenses, and Changes in Net Assets — This statement reflects NMPSIA’s
operating revenues and expenses, as well as non-operating revenues during the operating year. The major
source of operating revenues is premium income, with major sources of operating expenses being claims
expense both for medical and risk claims, premiums paid for vision, life, disability, property/liability and
workers’ compensation excess coverage. The change in net assets for an enterprise fund is similar to net profit
or loss for an insurance company. See page 10 of the financial statements.

Statement of Cash Flows — The statement of cash flows is presented on the direct method of reporting which
reflects cash flows from operating, capital and investing activities. Cash collections and payments are
reflected ip this statement 1o arrive at the net increase or decrease in cash for the fiscal year. See pages 11 and
12 of the financial statements.

Statement of Budgetary Basis Revenues and Expenditures — Budgetary and Actual reflects NMPSIA’s
budgetary basis of accounting and NMPSIA was in compliance with its budget. See page 28 of the financial
statements.

Notes to the Financial Statements — The notes provide additional information that is essential to a full
understanding of the data in the financial statements. The notes to the financial statements can be found on
pages 13 through 27 of this report.

Other Information — In addition to the basic financial statements and accompanying notes, this report also
presents certain other supplementary information including the Schedule of Cash and Cash Equivalents,
Schedule of Pledged Collateral and financial information on the three functional activities of NMPSIA.
Unaudited ten-year development information is also presented.

3 (Continued)



New Mexico Public Schools Insurance Authority

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Required Supplementary Information

June 30, 2010

NMPSIA’s total net assets for the year ended June 30, 2010 increased by $28,411,685. The majority of this
increase can be attributed to a combination of surpluses of $17 million in the Employee Benefits Program and
8$11.4 mjllion in the Risk Program. Even though revenues were below the original projections for the
Employee Benefits Program ($270.6 million compared to $286.3 million projected), claims expenditures of
$229 million were less than the projected amount of $257.5 million by $28.5 million, almost twice the shortfall
in revenues. The Risk Program fared much better generating $57.2 million in revenues as compared to the
projected amount of $56.5 million, a difference of $700,000. The Risk Program also experienced a similar
reduction in claims expenses incurring a total of $17.5 million as compared to a projected amount of $31.2
million, a favorable difference of $13.7 million.

The long-term investments portfolic had gains of approximately $4.3 million compared to losses of $6.7
million in fiscal year 2009. During fiscal year 2010 NMPSIA’s long-term investments portfolio was managed
by the State of New Mexico Investment Council and are invested in their Core Bond, Large Cap Index, Non
US Developed Markets, Emerging Markets and Med/Small Cap funds. The Benefits Program’s gains
represented the largest share at $2.6 million and the Risk Program with the balance of $1.7 million. The long-
term investments have improved into fiscal year 2011 with additional gains of almost $3.7 million through
October 31, 2010. These gains over the past year are expected to continue as the financial markets show
improvement. NMPSIA’s short term funds are invested in the State Treasurer’s Local Government Investment
Pool (LGIP). NMPSIA also has two Money Market accounts with the fiscal agent bank, one for the Employee
Benefits Program and one for the Risk Program, in an attempt to provide more flexibility for daily cash
requirements. These accounts were also expected to provide an alternative to the State Treasurer’s LGIP
accounts with rates of return comparable to those provided by the LGIP. However, the spread in yield rates
between the fiscal agent bank accounts and the LGIP accounts have been minimal. The flexibility to meet
daily cash requirements continues to be the most important advantage of these Money Market accounts. In
fiscal year 2010, both the LGIP and the fiscal agent bank yield rates dropped dramatically to almost one half of
the yield rates experienced in the previous year resulting in short term interest income being far less than
originally projected.

Total liabilities decreased by approximately $6.0 million in the current year. This substantial decrease was
largely due to a decrease in the Risk Program claims reserve for property, liability and workers’ compensation
in the amount of $1.6 million and decreases in Incurred But Not Reported reserves of $1.5 million. The
Employee Benefits Program experienced a decrease in Incurred But Not Reported reserves of $2.1 million.
Fiscal year 2010 premium revenue of $320.2 million was almost identical to the fiscal year 2009 amount of
$320.1 million. In fiscal year 2010, both major medical premiums and risk premiums were held flat and no
increases were assessed to the school districts, charter schools and other educational entities.

In fiscal year 2010 risk premium expenses increased by 14% or, $3.1 million as compared to fiscal year 2009.
Workers’ compensation, property and liability excess insurance coverage accounted for the majority of the
increase at $2.7 million. The increase in property and liability excess insurance premiums assessed by the
insurance carriers is an atterapt to recoup losses for previous periods and the anticipation of continued large
losses. Increases in property values for school districts statewide also contributed with additional property
excess insurance premiums accounting for over $463,000 of the total increase.

4 (Continued)



New Mexico Public Schools Insurance Authority

MANAGEMENT'S DISCUSSION AND ANALYSIS
(UNAUDITED)

Required Supplementary Information

Juge 30, 2010

General administrative and servicing expenses accounted for less than 6.9% of NMPSIA’s total expenses in
fiscal year 2010 as compared to 6.5% for fiscal year 2009.

NMPSIA did not receive any General Fund Appropriation in fiscal year 2010 or 2009.

NMPSIA had capital asset additions of $10,680 during 2010 and no capital asset additions during 2009.
NMPSIA did not issue any short-term or long debt during 2010 or during 2009.

NMPSIA’s budget is on a modified accrual basis of accounting. Depreciation expense is 8 GAAP expense but
not for budgetary purposes. An original budget of $346,183,600 was required. There were budget adjustment
requests required for the year ended June 30, 2010, to increase the Personal Services/Employee Benefits by
$6,100 and a corresponding decrease in Contractual Services of $6,100.

The Employee Benefits Program during the first half of fiscal year 2009 conducted an analysis of actual and
projected revenues and expenditures which indicated that a sizable negative fund balance would likely exist as
of June 30, 2009. Major medical premium increases to recoup the deficit were included in the Fiscal Year
Appropriation Request but were not allowed by the Legislature during the regular session. Therefore, a
strategy was needed to reduce claims costs to an amount below the October 1, 2008 premium level. The
NMPSIA Board of Directors, faced with a likely fund balance deficit, elected to reduce the medical plan
benefits with the implementation of (1) an in-network deductible of $300, (2) coinsurance of 80% - 20% in
addition to co-pays, and (3) significant reductions in plan coverage for non-formulary brand name drugs. The
Employee Benefits Program began fiscal year 2010 with a deficit fund balance of $8,848,428. The fiscal year
2010 approved budget for the Employee Benefits Program included revenues of $286,321,600 and
expenditures of $286,321,600 which would have resulted in the negative fund balance of June 30, 2009 of
$8,848,428 being carried forward to June 30, 2010. The plan changes were estimated to result in medical and
prescription claims of $243 million. Actual medical claims amounted to $228,943,500. Cost savings in other
areas, resulted in a surplus of almost $15 million. The balance as of June 30, 2010 of $8.2 million can be
attributed to the drastic plan changes initiated in October 2009. The reversal of the fund balance from negative
to positive was due to a reduction in claims expenses. Unfortunately, this reduction came at the expense of the
NMPSJA membership who incurred costs far beyond their monthly medical premium payments with
additional deductibles, co-pays and coinsurance. The Employee Benefits Program balance will increase
substantially as a result of the actuarial adjustraents to Incurred But Not Reported reserve reductions of $2.]
million.

The Risk Program did not have an increase in premium revenue and member entities, in general, paid the same
amount ipo risk premiumg for fiscal year 2010 as was assessed in fiscal year 2009. Risk premium revenue for
fiscal year 2010 was held flat even though expenditures were expected to exceed revenues by $2 million. This
short fall in revenue was to be covered by fund balance which had grown steadily over the past three fiscal
years. Expenditures for fiscal year 2010, expected to be $58.5 million, never materialized. Mild weather
throughout the year limited losses due to “Acts of God”, which include hail and wind damage, water damage
due to floods and heavy snow, slip and falls due to ice, etc.  Along with other favorable outcomes, the
property and hability claims expenditures were less than projected by $7.5 million. An additional surplus in
workers’ compensation claims of $800,000 resulted in a surplus of almost $11.4 million and brought the total
Risk Program balance as of June 30, 2010 to $23.4 million.

5 (Continued)



New Mexico Public Schools Insurance Authority

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Required Supplementary Information

June 30, 2010

The actuarial report for this fiscal year will require reductions to claims reserves, including Incurred But Not
Reported (IBNR) reserves. The reduction in reserves of $3.1 millicn brought the balance for the Risk Program
to a total of $23.4 million,

During 2010, the Risk Program continued to use the discounted (present value) basis to account for the Risk
Program’s reserve for losses and loss adjustment expenses. This methodology reflects the interest income
earning power, which in 2010 computed at the rate of 2.5%, of the fund’s cash reserves. This same rate was
used for fiscal year 2009.

For the second year in a row, there have been no catastrophic property losses. However, the frequency of
claims associated with lack of maintenance (roof leaks, etc.) continues. Catastrophic property losses are
difficult to project since they generally result from hailstorms, floods, windstorms, etc. Property insurance
rates are relatively stable at this time. Barring unforeseen catastrophic events, property claims should continue
at a predictable level.

On the liability side of the Risk Program, several serious claims have occurred including a wrongful death suit
and hazing incidents. Because they involve multiple claimants and allegéd perpetrators, the hazing events
could result in extremely large damage awards. Civil rights cases, particularly those resulting from
employment practices, occur with alarming frequency. Fortunately, the damage awards have not reached the
catastrophic level. Average settlements continue to increase each year. NMPSIA continues to provide
educational resources to members in an effort to control these losses, but employee turnover presents a
challenge in these efforts.

The future for workers’ compensation 1s the most problematic area for NMPSIA. Claim losses are on the rise.
This is likely due to several factors, including: 1) overall prescription drug costs and the prescribing of
expensive narcotic drugs for pain; 2) New Mexico’s medical costs continue to increase faster than that of other
regions in the country; and 3) the additional administrative costs, claim dollars and fines that result from
Medicare and Medicaid set aside regulations. These problems, along with the aging workforce and ongoing
frequency in repetitive motion injuries, present significant challenges to the NMPSIA in its cost containment
efforts.

NMPSIA expects no increases in premiums assessed to its members for the next fiscal year.

6 (Continued)



New Mexico Public Schools Insurance Authority

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Required Supplementary Information

June 30, 2010

The following table summarizes the financial position of NMPSIA's operations as of and for the years ended
June 30, 2010 and 2009:

Increase
2010 2009 (Decrease)
Cash and investments § 68,076,066 $50,200,266 $ 17,875,800
Other current assets 1,173,865 503,155 270,714
Total current assets 69,249,935 51,103,421 18,146,514
Investments-long-term 31,500,358 27,235,717 4,264,641
Capital assets, net 425,374 445,117 (19,743)
Total non current assets 31,925,732 27.680,834 4,244,898
Total assets $101,175,667 $78,784,255 $ 22,391,412
Reserve for losses $ 21,072,271 $23,183,780 $ (2,111,509
Other current liabilities 5,061,696 4,629,722 431,974
Total current liabilities 26,133,967 27,813,502 (1,679,535)
Total noncurrent habilities-reserve for losses 42,828,123 47,168,861 (4,340,738)
Total liabilities 68,962,090 74,982,363 (6,020,273)
Net assets-invested m capital assets 425,374 445,117 (19,743)
Net agsets-restricted for future claims 31,593,981 3,141,222 28,452,759
Net asscts-unrestricted 194,222 215,553 (21,331)
Total net assets 32,213,577 3,801,892 28,411,685
Total babilities and net assets $101,175,667 $78,784,255 $ 22,391,412

(Continued)



New Mexico Public Schools Insurance Authority

MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Required Supplementary Information

June 30, 2010

Increase
2010 2009 (Decrease)

Premnium revenue and other $322,741,375 $322,243,662 497,713
Claims loss and loss adjustments 242,751,662 282,339,224 (39,587,562)
Premium expense 35,632,090 32,386,066 3,246,024
Insurance services 19,176,878 20,551,392 (1,374,514)
General admmistrative and other expenses 1,290,964 1,315,792 (24,828)

Total operating expenses 268,851,594 336,592,474 (37,740,880)

Operating (loss) income 23,889,781 (14,348,812) 38,238,593
Nonoperating revenues and expenses 4,521,804 (5,941,519) 10,463,423

Changes in net assets 28,411,685 (20,290,331) 48,702,016
Net assets, beginning of year 3,801,892 24,092 223 (20,290,331)
Net assets, end of year $ 32,213,577 $ 3,801,892 $ 28,411,685

(Continued)



New Mexico Public Schools Insurance Authority

BALANCE SHEETS

June 30, 2010 and 2009

ASSETS
CURRENT ASSETS
Cash and cash equivalents
New Mexico State Treasurer's State Funds Investment Pool
Investments
New Mexico State Treasurer's Local Government
Investment Pool
Accrued interest recejvable
Receivables from excess insurers and others, net
Prepaid expenses and deposits

Total current assets

NON CURRENT ASSETS
Investments -long-term
Capital assets, net of accumulated depreciation

Total non current assets

Total assets

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Reserves for losses and loss adjustment expenses
Uneamed premium revenue and carrier advances
Due to insurance carriers for claims paid
Accounts payable
Accrued payroll
Accrued compensated absences

Total current liabilities

NON CURRENT LIABILITIES
Reserve for losses and loss adjustment expeunses

Total liabilities
NET ASSETS
Restricted for future benefits
Invested 1n capital assets
Unrestricted

Net assets

Tota) liabilities and net assets

The accompanying notes are an integral pan of these financial statements.

9

EXHIBIT A

2010 2009
$ 18,367,748 $ 4,538,584
320,970 343,231
49,387,348 45,318 451
9,386 12,072
908,303 634,903
256,180 256,180
69,249,935 51,103,421
31,500,358 27,235,717
425374 445,117
31,925,732 27,680,834
$101,175,667 $ 78,784,255

$ 21,072,271

§ 23,183,780

114,389 127,119
3,302,094 3,062,252
1,554,077 1,353,876

20,561 19,685

70,175 66,790
26,133,967 27,813,502

42,828,123 47,168,861
68,962,090 74,982,363
31,593,081 3,141,222

425,374 445,117

194,222 215,553
32,213,577 3,801,892

$101,175,667 $ 78,784,255




New Mexico Public Schools Insurance Autharity

EXHIBIT B

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS

REVENUES

Years Ended June 30, 2010 and 2009

Participant premiums
Settlement reimbursements and rebates

EXPENSES

Losses and loss adjustment expenses, net of excess recoveries
Premiums for health maintenance organizations, life, disability,
dental insurance, property/liability, workers' compensation,

and boiler and machinery
[nsurance servicing and administration fees
General and administrative

NONOPERATING REVENUES AND EXPENSES
Investment income, gains and (losses)
Other (expenses) income, net
(Loss) on disposal of fixed assets

Net assets, beginning of year

Net assets, end of year

The accompanying notes are an integral pan of these financial statements.
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2010

2009

$320,215,037

$320,131,794

2,526,338 2,111,868
322,741,375 322,243,662
242,751,662 282,339,224

35,632,090 32,386,066
19,176,878 20,551,392
1,250,964 1,315,792
298,851,594 336,592,474
23,889,781 (14,348,812)
4,459,013 (6,131,289)
63,001 191,363
(110) (1,593)
4,521,904 (5,941,519)
28,411,685 (20,290,331)
3,801,892 24,092,223
$ 32,213,577 $ 3,801,892




New Mexico Public Schools Insurance Authority

STATEMENTS OF CASH FLOWS

Years Ended June 30, 2010 and 2009

Cash flows frot operating activities:

Participant premiums collected

Reimbursement of losses from excess insurers and rebates

Losses and loss adjustment expenses paid

Premiums paid to health maintenance organizations,
life, disability, dental, property/liability, workers'
compensation, and boiler and machinery carriers

Amounts paid to third party administrators and other vendors

Net cash flows provided by (used in) operating activities
Cash flows from non-capital financing activities - other

Cash flows from investing activities:
Interest, dividends, gains and losses, net, on investments

Cash flows from capital activities:
Additions to capital assets

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS

*Cash and cash equivalents at beginning of year

*Cash and cash equivalents at end of year

2010

EXHIBITC

2008

$319,528,907
2,526,338
(249,203,909)

$320,160,023
2,111,368
(274,854,667)

(35,392,248) (35,162,537)
(20,232,667) (21,898,138)
17,626,421 (9,643.451)
63,001 191,363
197,058 649,354
(10,680)
17,875,800 (8,802,734)
50,200,266 59,003,000
$ 68,076,066 $ 50,200,266

*Includes investment in the New Mexico State Treasurer's Local Government Investment Pool, New
Mexico State Treasurer State Funds Investment Pool and money market funds.

The accompaning notes arc an integral part of these financial statements,

1

{Contipued)



New Mexico Public Schools Insurance Authority EXHIBIT C (Continued)
STATEMENTS OF CASH FLOWS - CONTINUED

Years Ended June 30, 2010 and 2009

2010 2009

Reconeiliation of operating earnings (losses) to net cash
provided by (used in) operating activities
Operating income (loss) $ 23,889,781 § (14,348,812)
Adjustments to reconcile excess of revenues over expenses
to net cash provided by (used in) operating activities:

Depreciation expense 30,313 25,434
(Decrease) increase in reserves for losses and loss

adjustment expenses (6,452,247) 7,429,677
(Increase) decrease in receivables from excess insurers

and others (273,400) 7,958
(Increase) in prepaid expenses and deposits - (180)
(Decrease) increase in unearned premium revenue (12,730) 20,271
Increase (decrease) due to insurance carriers for

claims paid 239,842 (2,776,471)
Increase (decrease) in accounts payable and accrued payroll 201,477 (3,889)
Increase in accrued compensated absences 3,385 2,561

Net cash provided by (used by) operating activities $ 17,626,421 $ (9,643,451)

NON-CASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:

For the year ended June 30, 2010, the net increase in the fair value of investments was
$4,264,641. There were no realized gains on investments for the year ended June 30, 2010.

For the year ended June 30, 2009, the net decrease in the fair value of investments was
$6,688,968. There were no realized gains on investments for the year ended June 30, 2009.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE A - ORGANIZATION AND OPERATIONS

The New Mexico Public Schools Insurance Authority (NMPSIA) was formed April 5, 1985 under the New
Mexico Public School Insurance Authority Act of the New Mexico Statutes Annotated (NMSA 1978), as
amended, as an insurance fund to provide health, disability, and life insurance (benefits) coverage and
property, casualty, and workers’ compensation insurance (risk) coverage to participating public schools,
school board members and retirees, and public school employees within the State of New Mexico and is not
a reverting fund. Because NMPSIA is a self-insurance pool pursuant to Section 22-2 NMSA 1978,
NMPSIA is not construed to be transacting insurance activity otherwise subject to the laws of the State of
New Mexico that regulate insurance companies. Therefore, NMPSIA is not subject to minimum statutory
reserve requirements.

Governmental Accounting Standards Board (GASB) Statement No. 14, The Financial Reporting Entity,
establishes the standards for defining and reporting on the financial reporting entity. GASB 14 defines the
financial reporting entity as consisting of the primary govermment, organizations for which the primary
government is financially accountable, and other organizations for which the pnmary govermment is
financially accountable, and other organizations for which the nature and significance of their relationship
with the primary government are such that exclusion would cause the reporting entity’s financial statements
to be misleading or incomplete. A primary government is any state govemment or general-purpose local
government, consisting of all the organizations that make up its legal entity. All funds, organizations, .
institutions, agencies, departments, and offices that are not legally separate are, for financial reporting
purposes, part of the primary government. NMPSIA, therefore, is part of the primary government of the
State of New Mexico, and its financial data should be included with the financial data of the State.

NMPSIA has developed criteria to determine whether the participating public schools should be included
within its financial reporting entity. The criteria include, but are not limited to, whether NMPSIA. exercises
oversight responsibility on financial interdependency, selection of governing authority, designation of
management, ability to significantly influence operations and accountability for fiscal matiers, scope of
public service, and special financing relationships. Based on this criteria, management of NMPSIA has
determined that no other such entities should be included in its financial reporting entity and no component
units are included in these financial statements.

Participation in NMPSIA is mandatory unless the school district is granted a waiver by NMPSIA. Once
NMPSIA has awarded insurance contracts, no school district may withdraw from NMPSIA for the entire
term of the contract. Upon withdrawal from NMPSIA, there is no refund of premiums. NMPSIA’s own
insurance coverage is also included as part of the peol.

The participants pay preniums for workers’ compeunsation, and property and casualty coverage based on
their own experience in the pool in past years. If the premium for a policy year does not cover the claims
paid for that participant during the year, no additional premiwm will be assessed for that year. However, the
next years’ premiums will be increased to cover the excess claims. Premiums for health coverage are based
on the experience of the total pool and are assessed on a premium per participating employee basis.
Employees of all participants pay premiums based on a single premivm schedule. Approximately 36 retired
school board members participate and pay 100% of their premiums. Thus, there is no liability for post
retirement benefits recorded. If premiums assessed in one year do not cover the claims of that year, the
premium schedule may be adjusted upward for the next year. Outstanding receivables at year end due from
participants and excess insurers are fully collectable.
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New Mexico Public Schools Insurance Autharity
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 2009

NOTE A - ORGANIZATION AND OPERATIONS - CONTINUED

NMPSIA did not receive any appropriations or bond proceeds from the State of New Mexico in 2010 and
2009, respectively. Any unexpended or unencumbered funds remaining at the end of the fiscal year do not
revert to the State of New Mexico. Investment earnings are budgeted to fund general and administrative
expenses. Excess investment earnings are used to offset premiums to participants and increase reserves.

Activities of NMPSIA are largely performed by third party administrators under contractual arrangements.
These activities are as follows:

Benefits — encompasses activities to provide health, disability, and life insurance coverage to enrolled
employees and retired employees of the participants. (SHARE #35000)

Risk — encompasses activities to provide property, casualty, and workers” compensation insurance coverage
to the participants. (SHARE #35100)

Administration — encompasses expenses incurred to administer NMPSIA’s activities. (SHARE #34900)

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The financial statements of NMPSIA have been prepared in conformity with generally accepted accounting
principles (GAAP) as applied to government units as prescribed by the Governmental Accounting
Standards Board (GASB). NMPSIA adopted Governmental Accounting Standards Board Statemeni No.
34, Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments (GASB Statement 34). With the implementation of GASB Statement 34, the NMPSIA has
prepared required supplementary information titled “Management’s Discussion and Analysis” which
precedes the basic financial statements, has prepared a balance sheet classified between current and
noncurrent assets and liabilities, and has categorized fund equity as invested in capital assets, restricted, and
unrestricted.

1. Fund Accounting

Fund accounting is designed to demonstrate legal compliance and to aid financial management by
segregating transactions related to certain government functions or activities. A fund is a separate
accounting entity with a self-balancing set of accounts. All operations of NMPSIA are accounted for as an
enterprise fund. Enterprise funds are used to account for activities similar to those found in the private
sector, where the determination of net income is necessary or useful to sound financial administration.
Goods or services from such activities are provided to outside parties. NMPSIA applies all applicable
Financial Accounting Standard Board pronouncements issued prior to November 30, 1989 for accounting
and reporting of its operations in accordance with GASB 20.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 2009

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - CONTINUED

2. Basis of Accounting

The accounting and financial reporting treatment applied to a fund is determined by its measurement focus.
All proprietary funds are accounted for on a flow of economic resources measurement focus. With this
measurement focus, all assets and all liabilities associated with the operating of these funds are included on
the balance sheet.

The accrual basis of accounting is used by proprietary fund types. Under this method, revenues are
recorded when earned and expenses are recorded at the time the liabilities are incurred. Operating income
reported in proprietary fund financial statements includes revenues and expenses related to the primary,
continuing operations of the fund. Principal operating revenues for proprictary funds are charges to
participants for premiums. Principal operating expeunses are the costs of providing insurance coverage,
administrative costs and depreciation of capital assets. Transactions not included as operating activities for
the statements of cash flows are classified as non operating revenues and expenses in the statements of
revenues, expenses, and changes in net assets.

When both restricted and unrestricted resources are available for use, it is NMPSIA’s policy to use
restricted resources first, then unrestricted resources as needed.

3.  Statements of Cash Flows and Cash and Cash Equivalents

For purposes of the staterents of cash flows, cash and cash equivalents include checking accounts, money
market accounts and amounts on deposit in the New Mexico State Treasurer’s Local Govermment
Investment Pocl and State Funds Investment Pool with original maturities of three months or less. A
summary of cash and cash equivalents that reconciles to the statement of cash flows is as follows at June
30:

2010 2009
Cash and cash equivalents $ 18,367,748 $ 4,538,584
New Mexico State Treasurer's State
Funds Investment Pool 320,970 343231
New Mexico State Treasurer's Local
Government Investment Pool 49,387,348 45,318,451
$ 68,076,066 $ 50,200,266

Cash in bank accounts is insured up to $250,000 per bank at June 30, 2010. As required by state law, 50
percent of the vrminsured balance is required to be secured by pledges of qualifying securities held by the
depository. The State Treasurer’s Office has determined that NMPSIA’s two bank accounts at Wells Fargo
are covered by the State Treasurer’s Collateralization Policy. As such, the two bank accounts at Wells
Fargo are covered by the provision in the State Fiscal Agency Contract entered into between the Wells
Fargo and the State Board of Finance. That contract specifies that the State Fiscal Agent must identify total
state monies on deposit on a monthly basis in order that the State Board of Finance may require adjustment
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New Mexico Public Schools Insurance Aunthority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 2009

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - CONTINUED

1. Statements of Cash Flows and Cash and Cash Equivalents (Continued)

of collateralization levels of State money as necessary to comply with the State law requirements. The two
bank accounts at Wells Fargo are therefore covered by these collateralization requirements. Funds with the
State Treasurer are required to be collateralized at a minimum level of 50 percent. The State Treasurer
issues separate financial statements, which disclose the collateral pledged to secure these deposits, the
categories of risk involved, and the market value of purchased investments.

2. Investment in the New Mexico State Treasurer’s Local Government Investment Pool and Long-Term
Investments

The Board of NMPSIA shall determine which money of NMPSIA constitutes long-term reserves for
Investment purposes. The State Treasurer shall invest the money in the fund that does not constitute the
long-term reserves of the fund in accordance with the applicable provisions of Chapter 6, Article 10.

Investments in the New Mexico State Treasurer’s Local Government [nvestment Pool (Pool) are carried at
cost, which approximates market, plus accrued interest and are secured by obligations of the U.S.
government or its agencies. Interest income is allocated to NMPSIA on the basis of its invested balance to
the Pool’s total invested balance. Amounts can be withdrawn by NMPSIA on demand. (See pages 22 and
23 for further information) except for $274,062 being held in the Reserve Contingency Fund.

The New Mexico State Treasurer’s State Fund Investment Pool represents cash and short-term investments.
The State Treasurer invests excess cash balances on behalf of certain earmarked funds of state agencies
identified by state statue and local governments. Interest earnings are distributed based on average
outstanding cash balances for local governments and the state agencies where interest is allowed to be
earned. All other interest earmings are transferred to the State General Fund. For additiona] GASB 40
disclosure information related to the State Fund Investment Pool, please see the audit report of the New
Mexico State Treasurer for the year ended June 30, 2010.

The State Treasurer deposits public monies with New Mexico financial institutions in denominations which
generally are in excess of the $250,000 in insurance coverage provided by federal agencies. Accordingly,
the State Treasurer requires that depository financial institutions provide additional collateral for such
Investments. The collateral generally is in the form of marketable debt securities and is required in amounts
ranging from 5S0% to 102% of the par value of the investment dependent upon the institution’s operating
results and capital. Collateral for the fiscal agent account is required in amounts equal to 50% of the
average mvestment balance.

NMPSIA had funds that represented the long-term reserves invested in stocks and bonds formerly managed
by independent third parties following NMPSIA’s investment policy. During fiscal year 2004, stewardship
of all funds were transferred to the New Mexico State Investment Council by a joint powers agreement that
will expire only when either party terminates the agreement.

Investments are stated at fair value in accordance with GASB Statement No. 31, Accounting and Financial
Reporting for Certain Investments and External Investment Pools, with increases or decreases in fair market
value recognized in the statements of revenues, expenses, and changes in net assets at the end of each
month. Fair value is based on quoted market value at year-end. Investment transactions are recorded on the
trade date. Dividends are recognized as income when declared.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 2009

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - CONTINUED

5. Capital Assets

Capital assets consist of premises and equipment which are stated at cost, less accumulated depreciation.
Capital assets are defined by the state as assets which have a cost of §5,000 acquired during the 2007 fiscal
year and thereafter, and $1,000 or more at the date of acquisition for prior years. Purchased assets are
valued at historical cost. Donated assets are recorded at their fair market value at the date of donation.
There is no debt related to capital assets. Depreciation is computed using the straight-line method over the
estimated useful lives of the assets. The cost of normal maintenance and repairs that do not add value to the
asset or materially extend asset lives ave not capitalized. Generally, estimated useful lives are as follows:

Building improvements 10 -30 years
Building 30 years
Computer equipment 3~7 vyears
Fumiture and fixtures 7 years

6. Participant Premiums

Participant premiuros for benefits coverage are recognized as revenue on a pro rata basis over the applicable
countract period. Premiums for risk coverage are recognized as revenue in the applicable contract period
(coincides with the fiscal year).

7. Excess Insurance Premiums

Excess Insurance premiums for risk coverage are recognized as expense in the applicable contract period
(coincides with the fiscal year). Premium adjustments for retrospectively adjusted excess insurance policies
are estimated and recorded as revenue or expense over the period of policy coverage.

8. Reserve for Losses and Loss Adjustment Expenses

Insurance losses and related loss adjustment expenses are charged to operations as incurred. The reserves
for losses and loss adjustment expenses are determined based upon case-basis evaluations and actuarial
projections, and include a provision for claims incurred but not reported. The actuarial projections of
ultimate losses on reported claims and the estimate of claims incurred but not reported are based on a
composite of NMPSIA’s experience and benefits, property, casualty, and workers’ compensation insurance
industry data, which supplements NMPSIA’s historical experience and includes the effects of inflation and
other factors. Losses are reported net of estimated amounts recoverable from excess insurance, salvage and
subrogations, and the deductible portion of claims. Adjustments to the probable ultimate liability for losses
and loss adjustment expenses are made continually, based on subsequent developments and experience, and
are included in operations as made.

During 2003, NMPSIA changed its methodology for accounting for its risk fund reserve for losses and loss
adjustment expenses from an undiscounted basis to a discounted basis. The change was made to adjust the
reserves to present value and to better reflect income.

In the opinion of NMPSIA’s management and NMPSIA’s independent actuary, the reserves for losses and
loss adjustment expenses are reasonably stated to cover the present value of the ultimate net cost of loss
adjustment expenses.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 2009

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES — CONTINUED

8. Reserve for Losses and Loss Adjustment Expenses (Continued)

As discussed above, NMPSIA’s management has discounted the losses and loss adjustment expenses for
property, casualty, and workets’ compensation to present values. Estimated outstanding losses were
determined by NMPSIA’s actuary to be $45,870,087 and $50,167,834 at June 30, 2010 and 2009,
respectively. The indicated discounted losses and loss adjustment expenses are $42,710,617 at June 30,
2010 and $47,168,861 at June 30, 2009. Discounting is based on estimated payment dates and an
appropriate assumed rate of return. The estimated unpaid losses as of June 30, 2010 and 2009 were
discounted using an interest rate of 2.5% for 2010 and 2009.

9. Income Taxes

NMPSIA provides an essential governmental function to its members as described in Section 115 of the
Internal Revenue Code and is exempt from federal income taxes pursuant to the Code.

10. Budgetary Process

An operating budget is submitted annually for review to the Public Education Department, the Budget
Division of the Department of Finance and Admintstration and the Legislative Finance Committee, State of
New Mexico. The budget is prepared on a modified accrual basis and monthly modified accrual basis
reports of receipts and expenditures are required to be submitted to the state. This modified accrual basis
used for budget pwrposes differs from the accrual basis of accounting in that purchases of fixed assets are
recorded as expenditures and depreciation and compensated absences are not recorded. Also any accounts
payable that does not get paid by the statutory deadline must be paid out of next year’s budget. There were
no differences between GAAP and budgetary basis accounts payable amounts. Budget amendments must
be reviewed by the Department of Finance and Administration. For the administrative function budget, line
item expenditures within budget appropriation unit may legally exceed amounts budgeted; however the
budget appropriation unit expenditures may not legally exceed the total approved budget amount. There are
no legal restrictions on the Benefits and Risk functions’ expenditures.

11. Budpget Adjustments

There was one budget adjustment request required to increase the budget for personal services in the
amount of $6,100 and the corresponding $6,100 decrease in contractual services during the year ended June
30, 2010.

12, 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 certain
reported amounts and disclosures. Accordingly actual results may differ froro those estimates.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 2009

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES — CONTINUED

12. Estimates (Continued)

At June 30, 2010, NMPSIA has total curent and non-current reserves for losses and loss adjustment
expenses in the amount of $67,957,088. The allocation of current and non-current is an estimate. Due to
the uncertainty of future claims, this amount could significantly change in fiscal year 2017,

13.  Net Assets

Restricted net assets are to provide payments of claims and expenses in future years due to the legislation
establishing NMPSIA and these funds are not available to the State of New Mexico for appropriation for
other purposes. Unrestricted net assets consist of net assets not restricted to pay claims and expenses or

invested in capital assets.

14. Reclassifications

Certain 2005 balances have been reclassified to conform with the 2010 presentation.

NOTE C - CAPITAL ASSETS

Capital assets consist of premises and equipment and the balances are as follows at June 30:

Balance at Balance at
June 30, June 30,
2009 Additions Deletions 2010
Assets not being depreciated
Land $235,000 § - $ - $§ 235,000
Art 1,765 - - 1,765
Assets being depreciated
Building and building improvements 543,666 - - 543,666
Furniture 69,132 10,680 (3,513) 76,299
849,563 10,680 (3,513) 856,730
Accumulated Depreciation
Building (342,554) (20,684) - (363,238)
Furniture (61,892) (9,629) 3,403 (68,118)
(404,446) (30,313) 3,403 (431,356)
Total $445,117 § (19,633) § (110) § 425374

Depreciation expense of $30,313 and $25,434 is included in general and administrative expenses on the
financial statements for the years ended June 30, 2010 and 2009, respectively.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30,2010 and 2009

NOTE D - EXCESS INSURANCE

NMPSIA has entered into contracts with various commercial excess insurance carriers to minimize
exposure on risks above NMPSIA’s self-insurance retention.

As of June 30, 2010, the per occurrence self-insurance retention for workers’ compensation losses is
$600,000 and the property and casualty losses is $750,000.

Property and casualty aggregate losses are self-insured up to certain amounts during each policy year. Each
coverage part maintains a separate aggregate limit and is reinsured by commercial excess insurance carriers.
For the policy year July 1, 2009 to July 1, 2010, the property policy aggregate limit is unlimited. The
liability policy aggregate limit is $11,000,000. The aggregate limit limits the annual amounts that NMPSIA
would be responsible for in funding its self-insured losses.

NOTE E - RESERVES FOR LOSSES AND LOSS ADJUSTMENT EXPENSES

The reserves for losses and loss adjustment expenses represent, in management’s opinion, the best estimate
of the ujtimate cost of settling all reported and unreported claims. The actuarial projections of ultimate
losses on reported claims and the estimate of claims incuwrred but not reported are based on a composite of
NMPSIA’s experience and benefits, property, casualty and workers’ compensation insurance industry data.
However, due to the historical experience of NMPSIA, there exists a range of variability around the best
estimate of the ultimate cost of settling all unpaid NMPSIA claims. Accordingly, the amount reflected in
the accompanying financial statements as reserves for Josses and loss adjustment expenses at June 30, 2010
and 2009 and the related provisions for the years ended June 30, 2010 and 2009, may not ultimately be the
actual cost of settling all unpaid claims.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 2009

NOTE F - CASH AND INVESTMENTS

NMPSIA follows GASB statement No. 40 “Deposit and Investment Risk Disclosures® for the years ended
June 30, 2010 and 2009. NMPSIA investments held by the State Investment Council at Jupe 30, 2010
and 2009 were as follows:

2010 2009
Benefits Risk Benefits Risk
S & P Index - ETF $ 7,311,804 $ 4,874,505 $ 6,411,094 $ 4,274,036
Non US Developed Markets 886,304 591,213 823,194 548,806
Emerging Markets 1,725,699 1,150,439 1,402,136 934,735
SMID - ETF 1,892,925 1,261,939 1,567,397 1,044,922
Core Bonds 7,082,967 4,722,063 6,137,594 4,091,803
Total $ 18,900,199 $12,600,159 $16,341,415 $10,894,302

The carrying amounts of NMPSIA’s deposits at financial institutions as of June 30, 2010 and 2009 were
$18,367,748 and $4,538,584, respectively. Bank balances before reconciling items were $18,377,629 and
$4,545,045 at June 30, 2010 and 2009, respectively. The custodial credit risk for deposits is the risk that
in the event of a bank failure, NMPSIA’s deposits may not be recovered. The bank balances for 2010 and
2009 were insured or covered by the State Treasurer’s Collateralization Policy for 2010 or for 2009
collateralized with securities held by a third party for the pledging financial institution in NMPSIA’s
name in an amount not less than 50% of the uninsured balance in accordance with State law. NMPSIA
was not exposed to collateral risk at June 30, 2009 since the Bank had pledged more securities than funds
on deposit.

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment the greater the sensitivity of its fair value
to change in market interest rates. NMPSIA has exposure to interest rate risk by its investment in the
Core Bond holdings with the State Investment Council.

The State Treasurer Local Government Investment Pool is not SEC registered. Section 6-10-10 [, NMSA
1978 empowers the State Treasurer, with the advice and consent of the State Board of Finance, to invest
money held in the short-term investment fund in securities that are issued by the United States
government or by its departments or agencies and are either direct obligations of the United States or are
backed by the full faiths and credit of the United States govemment or are agencies sponsored by the
United States government that have AAA credit quality ratings. The Local Govemment Investment Pool
investments are monitored by the same investment committee and the same policies and procedures that
apply to all other state investments. The weighted average maturity of the Local Government Investment
Pool at June 30, 2010 was 50 days, which reduces the pool’s interest rate risk. The Local Governmcent
Investment Pool is rated AAA by Standard & Poor’s.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 20069

NOTE F - CASH AND INVESTMENTS - CONTINUED

The pool does not have unit shares. Per Section 6-10-10.1F, NMSA 1978, at the end of each month all
interest eamed is distributed by the State Treasurer to contributing entities in amounts directly
proportionate to the respective amounts deposited in the fund and the length of time the fund amounts
were invested. Participation in the local government investment pool is voluntary.

NMPSIA recorded a loss from its investment in the New Mexico Local Government Investment Pool,
(NMLGIP) during fiscal year 2009. In September 2008, NMLGIP reportedly had 23% of the pool
($281.7 million) invested in the Reserve Primary Fund. On September 17, 2008 Standard & Poor’s
lowered the Reserve Primary Fund (Reserve) rating from AAAm to Dm because of its exposure to
Lehman Brothers Holdings, Inc., which declared bankruptcy, and caused a material decline in net assets.
The rating for the Reserve was completely withdrawn on January 6, 2009 and Standard & Poor’s dropped
the pools rating from AAAmM to Dm and back to AAAm on March 5, 2009.

NMLGIP created a Reserve Contingency Fund to hold that portion of a participant’s pool holdings that
were attributable to the Reserve position as of September 15, 2008, that had pot yet been recovered.
Funds held in this non-interest bearing account will remain restricted and unavailable until recovery of the
final payout amount from the Reserve and the final reconciliation by NMLGIP.

As of June 30, 2010, NMPSIA had $49,387,348 st1l] invested in NMLGIP, of which $274,062 was being
held in the Reserve Contingency Fund. NMPSIA has recorded a loss related to this investment in the
Reserve Contingency Fund during the year ended June 30, 2009.

Total investment income and gains from investment is as follows:

2010 2009
Investment Income $ 194,372 $ 557,679
Unrealized gain (loss) 4,264,641 (6,688,968)
Total investment income (loss) $ 4,459,013 $§ (6,131,289

NMPSIA does not engage in any securities lending arrangements, reverse repurchase agreements or in the
use of derivatives.

All investments are managed by the New Mexico State Investment Council which is audited annually.
That report can be obtained by writing 1o the New Mexico State Investment Council, 2055 S. Pacheco,
Suite 100, Santa Fe, New Mexico 87505.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 2009

NOTE G - INSURANCE SERVICING AND ADMINISTRATION AGREEMENTS

NMPSIA has entered into agreements with third parties for claims administration, administration of excess
insurance contracts, accounting, administrative services, and related maiters. These agreements are
generally renewable on an annual basis. Fees for such services for the years ended June 30, 2010 and 2009
were as follows:

2010 2009
Administrative fees of
Health Care Providers $12,230,212 $14,007,636
Third party administrations claims
processing and other management fees 5,508,892 5,270,237
Wellness management services 1,437,774 1,273,519
$19,176,878 $20,551,392

NOTE H -~ PENSION PLAN - PUBLIC EMPLOYEES RETIREMENT ASSOCIATION

Plan Description. Substantially all of NMPSIA’s full-time employees participate in a public employee
retirerent 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, 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. The report is also available on PERA’s website at www.pera.state.nm.us,

Funding Policy. Plan members are required to contribute 8.92% of their gross salary. NMPSIA is required
to contribute 15.09% of the gross covered salary. The contribution requirements of plan members and
NMPSIA are established under Chapter 10, Article 11 NMSA 1978. The requirements may be amended by
acts of the legislature. NMPSIA’s contributions to PERA, for the years ending June 30, 2010, 2009, and
2008 were $151,666 (including $56,096 of employee contributions), $152,107 (including $46,876 of
employee contributions), $145,563 (including $44,977 of employee contributions), respectively, which
equal the amount of the required contributions for each fiscal year.

NOTE I - POST EMPLOYMENT BENEXITS —~ STATE RETIREE HEALTH CARE PLAN

Plan Description. The NMPSIA contributes to the New Mexico Retiree Health Care Fund, a cost-sharing
multiple-employer defined benefit postemployment healthcare 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 healtheare plan and is also authorized to designate optional and/or voluntary benefits like
dental, vision, supplemental life insurance, and long term care policies.

24 (Continued)



New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Jupe 30, 2010 and 2009

NOTE I - POST EMPLOYMENT BENEFITS —~ STATE RETIREE BEALTH CARE PLAN
(CONTINUED)

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 REICA effective date, in which
the event the time period required for employee and employer contributions shall become the period of time
between the employers’ effective date and the date of retirement; 2) retirees defined by the 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 as least four years.

The RHCA issues a publicly available stand-alone financial report that includes financial statements and
required supplementary information for the postemployment healthcare 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.

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 healthcare benefits.
Each participating retiree pays a monthly premium according to 2 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 {egislator 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 emoployees. During the fiscal year ended June
30, 2010, the statute required each participating employer to contribute 1.3% of each participating
employee’s annual salary; each participating employee is required to contribute .65% of their salary.

For employees who are not members of an enhanced retirement plan the contribution rates will be:

Fiscal Year Employer Contribution Rate Employee Contribution Rate

FY11 1.666% 0.833%
FYl12 1.834% 0.917%
FY13 2.000% 1.000%

Also, employers joining the program after January 1, 1998 are also 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 NMPSIA’s total contributions to the RHCA for the year ended June 30, 2010, 2009 and 2008 were
$12,312, $12,369, and $11,823, respectively, which equal the required contributions for each fiscal year.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 2009

NOTE J - ACCRUED COMPENSATED ABSENCES

NMPSIA accounts for accumulated annual and sick leave on the accrua) basis. Employees are entitled to
accumulate annual leave at a graduated rate based on years of service. In accordance with State law,
NMPSIA has recorded a liability included in acerued compensated absences for each employee for annual
leave up to 240 hours at 100% of the employee’s hourly wage. State law requires that sick leave be accrued
for each employee for hours in excess of 600, but not over 720 (a maximum of 120 hours).

Upon termination of employment, sick pay for hours accumulated for 600 hours is forfeited and vacation
pay is limited to payment of 240 hours at 100% of the employee’s howrly wage. Sick leave is payable
semiannually to qualified employees for hours accumulated over 600 hours but not over 720 at 50% of the
employee’s hourly wage. Upon retirement, payment for sick leave is limited to 400 hours accumulated in
excess of 600 hours at 50% of the employee’s hourly wage. A detail of accrued compensated absences 1s as
follows:

Balance Balance
June 30, 2009 Additions Deletions  June 30, 2010

Annual leave $ 57,248 % 50,187 $§ S4,077 $ 53,358
Sick leave 9,542 15,256 7,981 16,817
Total accrued compensated absences $ 66,790 § 65443 § 62058 § 70,175

NOTE K - COMMITMENTS AND CONTINGENCIES
NMPSIA leases a vehicle, a phone system and other office equipment for use in its operations under

operating leases. Total rent expense paid for the years ended June 30, 2010 and 2009 was $17,657 and
$20,592, respectively. Remaining lease payments under the leases are as follows:

Fiscal Years June 30:

2011 § 8254
2012 4,996
2013 4,344
2014 3,258

$ 20852

NOTE L - DUE FROM OTHER STATE AGENCIES

There were no amounts due from or due to other state agencies at June 30, 2010 and 2009.
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New Mexico Public Schools Insurance Authority
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

June 30, 2010 and 2009

NOTE M - OPERATING TRANSFERS

The following operating transfers occurred between the NMPSIA functional activities during the years
ended June 30:

SHARE # 2010 2009
From To From Te
Administration Fund (34900) $ 1,250,000 § - 3 - $ 1,310,000
Benefits Fund (3500) - 625,000 655,000 -
Risk Fund (35100) - 625,000 655,000 -

$ 1,250,000 $ 1,250,000 $ 1,310,000 $ 1,310,000

These annual transfers were to pay for administration fund operating costs as approved by the NMPSIA
board and by the budgetary process.

NOTE N - LITIGATION

NMPSIA is subject to various legal proceedings, claims and liabilities, which arise in the ordinary course of
NMPSIA’s operations. In the opinion of NMPSIA’s management and legal counsel, the ultimate resolution
of these matters will not have a material adverse impact on the financial position or results of operations of
NMPSIA.

NOTE O — ACCOUNTING STANDARD PRONOUNCEMENTS

NMPSIA implemented GASB Statement 51, Accounting and Financial Reporting for Intangible Assets, for
the fiscal year end June 30, 2010. There was no impact on its financial statements due to this GASB
pronouncement.

In March 2009, GASB issued Statement 54, Fund Balance Reporting and Governmental Fund Type
Definitions, which is effective for the NMPSIA’s fiscal year ending June 3Q, 2011. This statement provides
clearer, more structured fund balance classifications and clarifies the definitions of existing governmental
fund types. NMPSIA has not assessed the future impact on its financial statements due to this GASB
pronouncesent.

NOTE P - SUBSEQUENT EVENTS
NMPSIA has evaluated subsequent events through November 17, 2010, which is the date the financial

statements have been issued and have determined no events require disclosure or adjustment to the financial
statements.
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Fund Agency # SHARE#
Benefits 342 35000
Risk 342 35100

Administration 342 34900



SCHEDULE 1
New Mexico Public Schools Insurance Authority

STATEMENT OF BUDGETARY BASIS REVENUES
AND EXPENDITURES - BUDGET AND ACTUAL

June 30, 2010

Budget Variance
Total Original as Favorable
Actual Budget Amended (Unfavorable)
Revenues
Employee insurance and other
Insurance premiums $ 320,215,037 337,132,700 $ 337,132,700 % (16,917,663)
Interest (loss) and other state funds 4459,013 1,394,000 1,394,000 3,065,013
Miscellaneous income 2,589,339 2,580,300 2,580,300 9,039
Other financing sources 1,250,000 1,323,100 1,323,100 (73,100)
Subtotal 328,513,389 342,430,100 342,430,100 § (13,916,71))
Cash balance carryforward - 3,753,500 3,753,500
Total 328,513,389 346,183,600 § 346,183,600
Expenditures
Personal services 870,666 867,000 $ 873,100 § 2,434
Contractual services 302,900,852 343,735,000 343,728,900 40,828,048
Other costs 209,856 258,500 258,500 48,644
Other financing uses 1,250,000 1,323,100 1,323,100 73,100
305,231,374 346,183,600 § 346,183,600 $ 40,952,226
Excess of .
revenues over expenditures 23,282,015
Adjustment from modified accrual to accrual basis:
Audit adjustment to adjust claims
expense for reserve for losses and loss
adjustment expenses 5,152,798
Depreciation expense (30,313)
Audit adjustment to increase
compensated absences (3,385)
Loss on disposal of fixed assets (110)
Purchase of capital assets 10,680
Total adjustments to reconcile to GAAP 5,129,670
Changes in net assets 28,411,685
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New Mexico Public Schools Iusurance Authaority

CASH AND CASH EQUIVALENTS - RECONCILIATION
FROM BOOKS TO FINANCIAL STATEMENTS

Interest bearing checking accounts:
Wells Fargo:
Employee benefits contribution depository
Employee benefits disbursement account
Risk depository account
Risk disbursement account
Total cash balance per bank
Reconciling items:
Less outstanding checks

Total cash and cash equivalents per
the balance sheet

New Mexico State Treasurer's State Fund
Investment Pool

June 30, 2010

SCHEDULE 2

Cash Balance

Benefits Risk Adnumstration Per Bank
13,876,548 $ - 3 - $§ 13,876,548
- 4,501,081 4,501,081
13,876,548 4,501,081 - 18,377,629
(9,881) - (9,881)
13,866,667 $ 4,501,081 3 - $ 18,367,748

$§ 320,970

The outstanding warrants at June 30, 2010 was not provided to NMPSIA by the State Treasurer's Office.
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SCHEDULE 3
New Mexico Public Schools Insurance Authority

ASSETS, LYABILITIES, AND NET ASSETS INFORMATION
BY FUNCTIONAL ACTIVITY

June 30, 2010

Benefits Risk Administration Total
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 13,866,667 § 4,501,081 § - $ 18,367,748
New Mexico State Treasurer's State Fungd
Investment Pool - - 320,970 320,970
Investments
New Mexico State Treasurer's Local
Government Investment Pool 409,628 48,571,720 - 49,387,348
Accrued interest receivable 78 9,308 - 9,386
Receivables from excess insurers and others, net 704,408 203,895 - 908,303
Prepaid expenses and deposits - 256,180 - 256,180
Total current assets 14,980,781 53,948,184 320,970 69,249,935
NON CURRENT ASSETS
Investments — long-term 18,900,199 12,600,159 - 31,500,358
Capital assets, net - - 425,374 425,374
Total non current assets 18,900,199 12,600,159 425,374 31,925,732
Total assets $ 33,880,980 § 66,548343 § 746,344  § 101,175,667
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Reserves for losses and loss adjustment expenses $ 21072271 § - § - § 21,072,271
Uneamed premium revenue and carrier advances 114,389 - - 114,389
Due to insurance carriers for ¢claims paid 3,217,249 84,845 - 3,302,094
Accounts payable 1,260,559 257,906 35,612 1,554,077
Accrued payroll - - 20,961 20,961
Accrued compensated absences - - 70,175 70,175
Tota) current liabilities 25,664,468 342,751 126,748 26,133,967
NON CURRENT LIABILITTES
Reserve for losses and loss adjustment expenses - 42,828,123 - 42,828,123
Total liabilities 25,664,468 43,170,874 126,748 68,962,090
NET ASSETS
Reserved for future benefits 8,216,512 23,377,469 - 31,593,681 .
Invested in capial assets - - 425,374 425374
Urrestricted - - 194,222 194,222
Net assets 8,216,512 23,377,469 619,596 32,213,577
Total liabilities and net assets $ 33880980 § 66,548,343 § 746,344  $ 101,175,667
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New Mexico Public Schools Insurance Authority

SCHEDULE 4

REVENUES, EXPENSES, NON OPERATING REVENUES AND EXPENSES, AND NET ASSETS
INFORMATION BY FUNCTIONAL ACTIVITY

REVENUES
Participant premiums
Settlement reimbursements and rebates

Total revenues

EXPENSES
Losses and loss adjustment expenses,
net of excess recoveries
Premiums {or health maintenance
organizations, life, disability,
dental insurance, property/
ltability, workers' compensation,
and boiler and machinery
Insurance servicing and administration fees
General and administrative

Total expenses
Operating income (loss)
NON OPERATING REVENUES AND
EXPENSES
Investment income, gains and (losses)
Other income
(Loss) on disposal of fixed assets
Total non operating revenues
Transfers in (out)
CHANGES IN NET ASSETS

Net assets (deficit), beginning of year

Net assets, end of year

June 30, 2010
Benefits Risk Administration Total
$ 265,444,241 $54,770,796 - $320,215,037
2,526,338 - - 2,526,338
267,970,579 54,770,796 - 322,741,375
226,831,938 15,919,724 - 242,751,662
10,983,572 24,648,518 - 35,632,090
15,146,086 4,030,792 - 19,176,878
- - 1,290,964 1,290,964
252,961,596 44,599,034 1,290,964 208,851,594
15,008,983 10,171,762 (1,290,964) 23,889,781
2,617,978 ,841,035 - 4,459,013
62,979 22 - 63,001
- - (110) (110)
2,680,957 1,841,057 (110) 4,521,904
(625,000) (625,000) 1,250,000 -
17,064,940 11,387,819 (41,074) 28,411,685
(8,848,428) 11,989,650 660,670 3,801,892
$ 8216512  $23,377,469 619,596 § 32213577

Note: The information above reflects the functional activities 6of NMPSIA and includes transfers of reserves as
approved and authorized by management, the Board of Directors, and the New Mexico State Legislature.
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New Mexico Public Schools Insurance Authority
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION (UNAUDITED)

June 30, 2010 and 2009

The following table illustrates how NMPSIA’s earned revenues (net of reinsurance) and investment
Income compare to related costs of loss (net of loss assumed by re-insurers) and other expenses assumed
by NMPSIA as of the end of each of the last ten years. The rows of the table are defined as follows:

ey,

()

(3

C))

)

(6)

This line shows the total of each fiscal year’s eammed contribution revenues and investment
revenues.

This line shows each fiscal year’s other operating costs, including overhead and claims expense
not allocable to individual claims.

This line shows NMPSIA’s incwred claims and allocated claim adjustment expense (both paid
and accrued) as originally reported at the end of the first year in which the event that occurred
triggered coverage under the contract (called policy year).

This section of ten rows shows the cumulative amounts paid as of the end of successive years for
each policy year.

This section of ten rows shows how each policy year’s incurred claims increased or decreased as
of the end of successive years. This annual re-estimation resujts from new information received
on known claims, reevaluation of existing information on known claims, as well as emergence of
new claims not previously known.

This line compares the latest re-estimated incurred claims amount to the amount originally
cstablished (Iine 3) and shows whether the latest estimate of claims cost is greater or less than
originally thought. As data for individual policy years mature, the correlation between original
estimates and re-estimated amounts is commonly used to evaluate the incurred claims currently
recognized in less mature policy years.

The columns of the table show data for successive policy years.
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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

M. Hector H. Balderas, New Mexico State Auditor
and

Board of Directors

New Mexico Public Schools Insurance Authority

We have audited the financial statements of the business-type activities of the New Mexico Public Schools
Insurance Authority, as of and for the years ended June 30, 2010 and 2009, which collectively comprise the
New Mexico Public School Insurance Authority’s basic financial statements and have issued our report
thereon dated November 17, 2010. 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:

Intermal Control Over Financial Reporting

In planning and performing our audit, we considered New Mexico Public Schools Insurance Authority’s
(NMPSIA) internal contro] over financial reporting as a basis for designing our auditing procedures for
the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the NMPSIA’s internal control over financial reporting. Accordingly, we
do not express an opinion on the effectiveness of the NMPSIA’s internal control over financial reporting.

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.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in intemal
control over financial reporting that we consider to be material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the New Mexico Public Schools Insurance
Authority’s financial statements are free of material misstatements, 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 the 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 one instance of
noncompliance or other matters that are required to be reported under Government Auditing Standards
and is described in the accompanying schedule of findings and questioned costs as item 10-1.

New Mexico Public Schools Insurance Authority’s response to the findings identified in our audit is
described in the accompanying schedule of findings and questioned costs. We did not audit the New
Mexico Public Schools Insurance Authority’s response and accordingly we express no opinion on it.

This report is intended solely for the information of management, the board of directors of New Mexico
Public Schools Insurance Authority, the State Auditor, the Department of Finance and Administration and
the New Mexico State Legislative is not intended to be and should not be used by anyone other than these
specified parties.

e
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New Mexico Public Schools Insurance Authority
Schedule of Findings and Responses

June 30, 2010

10-1 — Request for Proposal Process

Statement of Condition:

Two professional service agreements were extended for the fiscal year 2010. The extension of the
agreements caused the professional services agreements to be effective for five years.

Criteria:

Compliance with the State Procurement Code requires a Request for Proposal for professional service
agreements after four years of service.

Effect:
NMPSIA did not comply with the State Procurement Code.
Cause:

NMPSIA extended the contracts in error. Once NMPSIA realized its error a Request For Proposal was
prepared for the services for fiscal year 2011.

Recommendation:

NMPSIA should carefully track when Requests For Proposals are required for professional service
agreements to comply with the State Procurement Code.

Management Response:

This action is in violation of the State Procurement Code which limits professional services contracts to
four years. Although unintentional, this action uncovered a flaw in the procedural process for
professional services agreements. Neither the NMPSJA legal counsel, who prepared the contract
extension document, the NMPSIA staff who presented the contract extension to the NMPSIA Board of
Directors for approval nor the contractor(s) who signed and return the documents, were aware of the
error. Each one of these agreements has a maximum compensation provision. NMPSIA fiscal staff
monitors payments made for these services periodically to determine the balance due the contractors with
respect to the maximum payment allowed. During one of these reviews, in February 2010, it was
discovered that the agreement had been extended for an additional year in violation of the Procurement
Code. Al] parties involved were verbally informed of the oversight. It was determined that the
contractors had provided services in good faith and payment was required for all services rendered. It
was also evident that these agreements had been utilized for eight or more months of fiscal year 2010 and
any suspension of services or payments at this point would be counterproductive. [t was legal counsel’s
advice to continue the services and provide payment based on these agreements through the end of the
fiscal year.
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10-1 — Request for Proposal Process (Continued)

Management Response (Continued)

During March 2010, a Request for Proposal was issued to solicit similar services for the fiscal year
beginning July 1, 2010. Responses were received from the two contractors who were providing these
services. No other responses were received. The contracts were awarded and the documents prepared and
approved by the Board of Directors during the May 2010 meeting. The contracts were properly executed
and went into effect on July 1, 2010. The total amount of compensation for these two contracts is
$545,000 plus gross receipts taxes. The total compensation for the contracts extended in error for fiscal
year 2010 were $478,000 plus gross receipts taxes. Had the proper procedures been followed and
Requests for Proposals issued and similar results experienced, NMPSIA would have incurred an
additional $67,000 for services provided under the contracts extended in error. The extension of these
two agreements for a total of five year is in direct violation of the State Procurement Code. Procedures
have been implemented to avoid similar situations in future years. However, it is evident that the
NMPSIA did not experience any adverse financial impact as a result of this procedural oversight. In fact,
the financial outcome may have benefited the NMPSIA.,
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Exit Conference

An exit conference was held on December 9, 2010 to discuss the current report. There were no prior year
auditors’ findings. Those in attendance were as follows:

New Mexico Public Schools Insurance Authority

Sammy J. Quintana, Executive Director
Christy Edwards, Deputy Director
Robert P. Romero, Comptroller
Don Gonzales, Staff Manager
Jose F. Cano, Board Member

Barraclough & Associates, P.C.

Douglas W, Frascr,. CPA, Senior Audit Manager
Lynette Kennard, CPA, Senior Accountant

The financial statements were prepared by Barraclough & Associates, P.C. with assistance provided by
NMPSIA personnel. NMPSIA is responsible for the fair presentation of the financial statements.

Barraclough & Associates, P.C. would like to acknowledge the cowrtesy and assistance extended to us
during the course of the audit.
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