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INDEPENDENT AUDITORS’ REPORT

Hugh Dangler, Chief Public Defender
Public Defender Department
and
Honorable Hector H. Balderas
New Mexico State Auditor
Santa Fe, New Mexico

We have audited the accompanying financial statements of the governmental activities, each major
fund, the aggregate remaining fund information and the respective budgetary comparisons for the
General Fund and the Major Special Revenue Fund of the Public Defender Department
(Department) as of and for the year ended June 30, 2010, which collectively comprise the
Department’s basic financial statements as listed in the table of contents. We have also audited the
budgetary comparison statements of the organizations of the general fund 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 Department's management. Our
responsibility is to express opinions on these financial statements based on our audit.

Except as discussed in the following paragraph, we conducted our audit in accordance with auditing
standards generally accepted in the United States of America and with applicable 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 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 audit provides a
reasonable basis for our opinions.

We were unable to obtain sufficient evidential matter to satisfy ourselves that accounts receivable,
recorded in the agency fund, are complete. The understatement appears to have been caused by
errors in recording accounts receivable in current and prior years. The amount of the possible
understatement is not subject to estimation and correction of the error would not be cost beneficial.

As discussed in Note 2, the financial statements of the Public Defender Department are intended to
present the financial position, and the changes in financial position of only that portion of the
governmental activities, each major fund, the aggregate remaining information and the respective
budgetary comparisons for the General Fund and the Major Special Revenue Fund that are
attributable to the transactions of the Department. 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 the changes in its
financial position and its cash flows, where applicable, for the year then ended in conformity with
accounting principles generally accepted in the United States of America.
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In our opinion, except for the effects of such adjustments, if any, as might have been determined to
be necessary had we been able to ascertain the completeness of accounts receivable in the agency
fund, 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 Department as of June 30, 2010, and the respective changes in financial position
thereof and the respective budgetary comparisons for the General Fund and the Major Special
Revenue Fund for the year then ended in conformity with accounting principles generally accepted in
the United States of America. Also, in our opinion, except for the effects of such adjustments, if any,
as might have been determined to be necessary had we been able to ascertain the completeness of
accounts receivable in the agency fund, the financial statements referred to in the first paragraph
present fairly, in all material respects, the budgetary comparison statements of the organizations of
the general fund of the State of New Mexico, Public Defender Department for the year ended
June 30, 2010, in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated
October 28, 2010 on our consideration of the Department’s internal control over financial reporting
and 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 and should
be considered in assessing the results of our audit.

The Management’s Discussion and Analysis on pages vii through xi is not a required part of the
basic financial statements 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 inquiries of management regarding the methods of
measurement and presentation of the Management’s Discussion and Analysis. However, we
did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Department’s basic financial statements and on the budgetary comparison
statements presented as supplementary information. The introductory section, the Schedule of
Changes in Assets and Liabilities — Agency Fund, the Schedule of Memoranda of Understanding
and the Schedule of Performance Data are presented for purposes of additional analysis and are not
a required part of the basic financial statements. The Schedule of Changes in Assets and Liabilities
— Agency Fund, the Schedule of Memoranda of Understanding and the Schedule of Performance
Data have been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole. The introductory section has not been subjected to the
auditing procedures applied in the audit of the basic financial statements and, accordingly, we
express no opinion on it.

VP aede W lo. CP4s P.C.

Macias, Gutierrez & Co., CPAs, P.C.
Espanola, New Mexico
October 28, 2010
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2010

The following is a discussion and analysis of the department’s financial performance, providing an overview of the activities for
the fiscal year ended June 30, 2010. Please read it in conjunction with the department’s financial statements, which follow this
section.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of three parts — management’s discussion and analysis (this section), the basic financial
statements, and required supplementary information. The basic financial statements include two kinds of statements that
present different views of the department:

o The first two statements are government-wide financial statements that provide both long-term and short-term
information about the department's overall financial status.

e The remaining statements are fund financial statements that focus on individual parts of the department,
reporting the department’s operations in more detail than the government-wide statements. The governmental
funds statements tell how general government services (the primary functions of the department) were financed
in the short term as well as what remains for future spending.

The financial statements also include notes that explain some of the information in the financial statements and provide more
detailed data. The statements are followed by a section of required supplementary information that further explains and
supports the information in the financial statements.

Government-Wide Statements

The government-wide statements report information about the department as a whole using accounting methods similar to
those used by private-sector companies. The statement of net assets includes all of the government's assets and liabilities.
All of the current year's revenues and expenses are accounted for in the statement of activities regardless of when cash is
received or paid.

The two government-wide statements report the department’s net assets and how they have changed. A net asset - the
difference between the department’s assets and liabilities — is one way to measure the department’s financial health or
position.

e Overtime, increases or decreases in the department’s net assets are an indicator of whether its financial health is
improving or deteriorating, respectively.

e Toassess the overall health of the department, the reader is encouraged to consider additional non-financial factors
such as changes in the department's grant funding or the addition of new programs.

All of the department’s basic services are included in government-wide financial statements, such as district office operations
and contract counsel legal services. State appropriations, other reimbursements and fees finance most of these activities.

Fund Financial Statements

The fund financial statements provide more detailed information about the department’s most significant funds —not the
department as a whole. Funds are accounting devices that the department uses to keep track of specific sources of funding
and spending for particular purposes.

e Some funds are required by State law.

vii



STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2010

e The State Legislature established other funds to control and manage money for particular purposes or to show that it
is properly using certain grants.

The department has two types of funds:

e Governmental funds -Most of the department’s basic services are included in governmental funds which focus on (1)
how cash and other financial assets that can readily be converted to cash flow in and out and (2) the balances left at
year-end that are available for spending. Consequently, the governmental fund statements provide a detailed short-
term view that helps determine whether there are more or fewer financial resources that can be spent in the near
future to finance the department’s programs.

The department has two governmental funds. The first is used to account for the department's general operations
and is a reverting fund. The second is a statutorily created fund used to account for proceeds from the indigent
representation application fee (a $10 fee). The use of those fees is legally restricted for the department’s automation
needs.

¢ Fiduciary funds—The department is the trustee, or fiduciary, for certain moneys, it is responsible for those assets
that—because of a trust arrangement—can be used only for the trust beneficiaries. The department is responsible
for ensuring that the assets reported in these funds are used for their intended purposes. All of the department’s
fiduciary activities are reported in a separate statement of fiduciary net assets and a statement of changes in
fiduciary net assets. We exclude these activities from the department’s government-wide financial statements
because the department cannot use these assets to finance its operations. The department has one fiduciary fund
used to account for activities in which the department is acting in agent capacity for the state general fund. Funds
are received from clients who are determined by the department not to be indigent. All amounts charged to clients
and all amounts collected from these clients are payable to the state general fund.

FINANCIAL ANALYSIS

The department’s net assets decreased $296,636 over the course of this fiscal year's operations. The following financial
information is a comparison of net assets for 2010 and 2009

2010 2009 Variance

Current and other noncurrent assets $5,749,334  $3,883,618 $1,865,716
Capital assets, net 56,358 11,529 44 829

Total assets 5,805,692 3,895,147 1,910,545
Long-term liabilities 137,553 89,351 48,202
Other liabilities 6,258,025 4,099,046 2,158,979

Total liabilities 6,395,578 4,188,397 2,207,181
Net Assets:
Invested in capital assets, net of related debt 56,358 11,529 44,829
Restricted 513,567 828,618 (315,051)
Unrestricted (1,161,331) (1,133,397) (26,414)

Total net assets ($589,886)  ($293,250) (296,636)

viii



STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2010

The total assets consist of cash, net receivables, prepaid expenses, and capital assets (net of accumulated depreciation).
Total liabilities consist of accounts payable, accrued salaries and employee benefits payable, amounts due to the state’s
general fund and other agencies, and compensated absences payable.

Net assets are comprised of investment in capital assets, restricted and unrestricted amounts. The restricted amount of
$513,567 represents the amount reserved for the purchase and maintenance of automation systems.

The variances consist of:

e Total assets — The $1,910,545 variance (increase) in total assets is largely attributable to an increase in cash
(investment in state general fund investment pool) and an increase in capital assets at June 30, 2010.

e Total liabilities - Most of the variance is attributable to a $2,095,402 increase in the amount due to the state general
fund and an $86,820 increase in accounts payable. The remaining variance of $24,959 is combination of increases
in various payroll related liabilities.

e Total net assets — The net assets for the department decreased from 2009 by $296,636.

The following financial information is a comparison of the Statement of Activities for 2010 and 2009:

2010 2009 Variance
Revenues:
Program revenues:
Charges for services $244,539 $243,342 $1,197
Operational grants 84,642 84,566 76
General revenues 40,379,097 42,183,420 (1,804,323)
Total revenues 40,708,278 42511,328 (1,803,050)
Expenses:
General government: 40,953,585 42,580,469 (1,626,884)
Loss on capital asset disposition 2,097 0 2,097
Increase (decrease) in net assets (247,404) (69,141) (178,263)
Net assets, beginning (342,482) (224,109) (118,373)
Net assets, ending ($589,886) ($293,250) ($296,636)

Note: The $49,232 difference between 2009 ending net assets and 2010 beginning net assets is attributable to prior period adjustments and discussed in
Note 13.

Total Revenues $40,708,278: Revenue received is comprised mostly by appropriations from the state’s general
fund, but also includes inter-agency transfers, and applications fees. In fiscal year 2010 the department collected
$1,197 more in application fees.  This explains the variance in the Charges for Services category above. The




STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2010

decrease in general revenues is attributable to the reduction in general fund revenues for the state that results in
decreased funding during the appropriation process.

Total Expenses $40,953,585: Expenses consists of employee salaries and benefits, contractual services,
operational costs and reversions. Decreased expenditures are attributable to the reduced appropriations mentioned
above.

Change in Net Assets ($296,636): The department’s total revenue decreased by approximately 4.2% from
$42,511,328 to $40,708,278. The department’s total expenses decreased by approximately 3.8% from $42,580,469
to $40,953,585.

ANALYSIS OF THE DEPARTMENT’S OVERALL FINANCIAL POSITION AND RESULTS OF OPERATIONS

As of the close of the fiscal year, the department reported an ending fund balance of $471,426, most of the fund balance is
reserved for specific purposes, such as petty cash, prepaid postage, and for the purchase and maintenance of automation
systems. The negative fund balance, which is identified as unreserved/undesignated is relative to expenditures that the
department paid out of a subsequent year's budget and changes to prepaid expenses and deferred revenue. This issue is
discussed in Note 9 (e).

The general fund is the chief operating fund for the department. At the end of the current fiscal year, the reserved fund
balance of the general fund was $32,518 and the unreserved/undesignated fund amount was ($74,659) which comprised the
total fund balance of ($42,141). The fund balance of the department’s general fund decreased by $518,644 during the current
fiscal year.

The special revenue fund titled the Automation Fund has a total fund balance of $513,567, all of which is reserved for the
purchase and maintenance of automation systems. The net increase in fund balance during the current year in this special
revenue fund was $242,180.

The net assets decreased by $296,636, indicating that the department is slightly worse off now than it was a year ago.

General Fund Budgetary Highlights

The State Legislature makes annual appropriations to the department. Adjustments to the budget require approval by the
State Budget Division of the Department of Finance and Administration.

Over the course of the year, the department revised its budget. These budget adjustments are captured in four categories.

¢ Adjustments for supplemental or special appropriations to either budget new or continuing supplemental or special
appropriations, or to adjust the estimated amount to reflect the actual appropriation amount.

e Increases to the budget to reflect funding that was not secured at the time the operating budget was prepared. This
includes funding from various courts in exchange for the department’s service to their drug court programs.

¢ Changes made between categories to ensure that the budget reflects the most accurate budget allocation, based on
expenditure projections.

o Increases to the budget from fund balance to prevent budget overruns.

With these adjustments, actual general fund expenditures were $1,779,576 below final budget amounts and reflect the
department’s obligation to revert savings realized from furloughs, Executive-ordered reversion amounts, and commitment to
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curb expenses and revert additional funds to the general fund. The final approved budget was $42,818,528 and the total
expenditures were $41,038,952.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of 2010, the department had invested $56,358 in capital assets, including machinery, equipment, furniture and
fixtures. This amount represents a net increase (including additions and deductions) of $44,829 over last fiscal year. The
increase in capital assets is due to the purchase of information technology equipment.

Long- term debt

At the end of the year, the department had $1,070,651 in compensated absences payable, a slight increase of 5% over last
fiscal year. The increase is attributable to receiving authorization for additional employees. More information about the
department's debt is presented in note 8 of this report.

NEXT YEARS BUDGETS

The total approved recurring general fund operating budget for fiscal 2011 is $39,658,800. The original appropriation amount
of $40,988,700 was reduced by approximately 3.2% ($1,329,900) pursuant to a provision in the General Appropriation Act
which authorized agency budgets to be cut by the Department of Finance and Administration based on revenue projections.
The department anticipates the ability to absorb some of the 3.2% budget cut by utilizing the automation fund balance and
implementing more cost-saving measures, but anticipates the need to request between $500,000 and $600,000 in
supplemental funding during the 2011 legislative session.

For comparison, the original approved recurring general fund operating budget for fiscal year 2010 was $42,701,000. In fiscal
year 2010, the department was required to revert budget savings realized by mandated cuts and furloughs of $1,274,000.

Along with the rest of the nation, current revenue projections for New Mexico are grim and state agencies may face further
budget cuts and furloughing of staff in fiscal year 2011 and year 2012.

CONTACTING THE DEPARTMENT’S FINANCIAL MANAGEMENT
This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a general overview

of the department’s finances and to demonstrate the department’s accountability for the money it receives. If you have any
questions about this report or need additional financial information, contact the department’s Administration Unit.

Xi



STATE OF NEW MEXICO Exhibit A
PUBLIC DEFENDER DEPARTMENT
Statement of Net Assets
June 30, 2010
Governmental
Activities
Assets
Current assets:
Interest in State General Fund Investment Pool (note 3) $ 5,658,638
Cash in authorized bank accounts 6,609
Petty cash 1,200
Accounts receivable 11,083
Due from employees (note 4) 16,567
Due from other state agencies (note 4) 23,919
Prepaid expenses 31,318
Total current assets 5,749,334
Noncurrent assets:
Capital assets, net of depreciation (note 5) 56,358
Total assets 5,805,692
Liabilities
Current liabilities:
Accounts payable 1,775,903
Accrued payroll payable 557,240
Payroll taxes payable 221,099
Payroll benefits payable 397,725
Other payroll liabilities 8,050
Due to state general fund (note 6) 2,309,708
Compensated absences payable (note 8) 988,300
Long-term liabilities:
Compensated absences payable (note 8) 137,553
Total liabilities 6,395,578
Net Assets
Invested in capital assets 56,358
Restricted for automation systems 513,567
Unrestricted (1,159,811)
Total net assets $ (589,886)

The accompanying notes are an integral part of the financial statements.




STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Statement of Activities
Year Ended June 30, 2010

Exhibit B

Expenses:
General government:
Current:
Personal services and employee benefits
Contractual services
Other
Depreciation expense

Total expenses
Program revenues:
Charges for services
Operating state grants
Total program revenues

Net program expense

General revenues:

General Fund appropriation, net of current-year reversion ($2,301,903)

Transfers-in from other state agencies
Interest

Total general revenues

Special item - loss on capital asset disposition

Change in net assets

Net assets, beginning, as originally reported
Prior period adjustments (note 13)

Net assets, beginning, as restated

Net assets, ending

The accompanying notes are an integral part of the financial statements.

Governmental
Activities

24,069,041
11,470,358
5,410,381
3,805

40,953,585

244,539
84,642

329,181

40,624,404

40,379,097

40,379,097

(2,097)

(247,404)

(293,250)
(49,232)

(342,482)

(589,886)




STATE OF NEW MEXICO Exhibit C
PUBLIC DEFENDER DEPARTMENT

Balance Sheet - Governmental Funds
June 30, 2010

Special Total
General Revenue Governmental
Fund Fund Funds
Assets
Interest in SGF Investment Pool (note 3) $ 5,150,920 $ 507,718 $ 5,658,638
Cash in authorized bank accounts - 6,609 6,609
Petty cash 1,200 - 1,200
Accounts receivable 11,083 - 11,083
Due from employees (note 4) 16,567 - 16,567
Due from other state agencies (note 4) 23,919 - 23,919
Prepaid expenses 31,318 - 31,318
Total assets $ 5,235,007 $ 514,327 $ 5,749,334
Liabilities and Fund Balance
Liabilities:
Accounts payable 1,775,143 760 $ 1,775,903
Accrued salaries payable 557,240 - 557,240
Payroll taxes payable 221,099 - 221,099
Payroll benefits payable 397,725 - 397,725
Other payroll liabilities 8,050 - 8,050
Deferred revenue 8,183 - 8,183
Due to State General Fund (note 6) 2,309,708 - 2,309,708
Total liabilities 5,277,148 760 5,277,908
Fund Balance:
Fund balance (note 9):
Reserved for petty cash 1,200 - 1,200
Reserved for prepaid expenses 31,318 - 31,318
Reserved for the purchase and maintenance
of automation systems - 513,567 513,567
Unreserved/undesignated (74,659) - (74,659)
Total fund balance (42,141) 513,567 471,426
Total liabilities and fund balance $ 5,235,007 $ 514,327 $ 5,749,334

The accompanying notes are an integral part of the financial statements.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Reconciliation of the Governmental Funds Balance Sheet
to the Government-Wide Statement of Net Assets
June 30, 2010

Total fund balance-Governmental funds

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

Capital assets used in governmental activities are not
current financial resources and, therefore, are not
reported in the Governmental Funds Balance Sheet.

These assets consist of:

Furniture and fixtures $ 17,290
Machinery and equipment 131,751
Data processing equipment 340,036
Accumulated depreciation (432,719)

Other assets are not available to pay for current period
expenditures and, therefore, are deferred in the funds

Some liabilities are not due and payable in the current
period and, therefore, are not reported in the Governmental
Funds Balance Sheet.

These liabilities consist of:
Compensated absences payable

Net assets of governmental activities

The accompanying notes are an integral part of the financial statements.
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$ 471,426
56,358

8,183
(1,125,853)
$ (589,886)




STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Statement of Revenues, Expenditures and Changes in

Fund Balances - Governmental Funds
Year Ended June 30, 2010

Exhibit D

Revenues:
Application fees
Other state funds

Total revenues

Expenditures:
General government:
Current:
Personal services and employee benefits
Contractual services
Other
Capital outlay

Total expenditures
Excess (deficiency) of revenues over expenditures
Other financing sources (uses):
General Fund appropriations
Reversions (note 6)
Total other financing sources (uses)
Excess (deficiency) of revenues and other financing
sources over expenditures and other

financing uses

Fund balance, beginning, as originally reported
Prior period adjustments (note 13)

Fund balance, beginning, as restated

Fund balance, ending

The accompanying notes are an integral part of the financial statements.

Special Total
General Revenue Governmental
Fund Fund Funds

$ - $ 244,539 $ 244,539
94,442 - 94,442
94,442 244,539 338,981
24,013,838 - 24,013,838
11,483,949 - 11,483,949
5,394,432 2,359 5,396,791
50,732 - 50,732
40,942,951 2,359 40,945,310
(40,848,509) 242,180 (40,606,329)
42,681,000 - 42,681,000
(2,301,903) - (2,301,903)
40,379,097 - 40,379,097
(469,412) 242,180 (227,232)
476,503 271,387 747,890
(49,232) - (49,232)
427,271 271,387 698,658

$ (42,141) $ 513,567 $ 471,426




STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Reconciliation of the Statement of Revenues, Expenditures
and Changes in Fund Balances of Governmental Funds

to the Government-Wide Statement of Activities

Year Ended June 30, 2010

Net change in fund balance-Governmental Funds $ (227,232)

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 Statement of
Activities, the cost of capital assets is allocated over
their estimated useful lives as depreciation expense.

In the current period, these amounts are:
Depreciation expense (3,805)
Capital outlay 50,732

Some intergovernmental revenue will not be collected within

60 days of fiscal year end. These are not considered

"available" revenues in the governmental funds until received.

Change in amounts deferred on fund statements. (9,800)

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. These activities consist of:

Loss on capital asset disposition (2,097)
Increase in compensated absences payable (55,202)
Change in net assets of governmental activities $ (247,404)

The accompanying notes are an integral part of the financial statements.



STATE OF NEW MEXICO

PUBLIC DEFENDER DEPARTMENT

Statement of Revenues and Expenditures

Budget and Actual

Year Ended June 30, 2010

Exhibit E
Page 1 of 2

Revenues:
Intergovernmental revenue:
General appropriations
Other state funds
Other financing sources

Total revenues

Prior-year funds re-budgeted

Expenditures: (note 10)
General government:
Current:
Personal services and
employee benefits
Contractual services
Other
Other financing uses

Total expenditures

The accompanying notes are an integral part of the financial statements.

General Fund

Variance with

Original Final Actual Final Budget
Approved Approved (Budgetary Positive
Budget Budget Basis) (Negative)
42,681,000 $ 42,681,000 $ 42,681,000 $ -
- 117,528 102,625 (14,903)
42,681,000 42,798,528 $ 42,783,625 $ (14,903)
20,000 20,000
42,701,000 $ 42,818,528
25,366,300 $ 24,929,428 $ 24,013,838 $ 915,590
11,174,700 11,864,700 11,483,949 380,751
6,160,000 6,024,400 5,541,165 483,235
42,701,000 $ 42,818,528 $ 41,038,952 $ 1,779,576
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Statement of Revenues and Expenditures
Budget and Actual
Year Ended June 30, 2010

Exhibit E
Page 2 of 2

Special Revenue Fund

Variance with

Original Final Actual Final Budget
Approved Approved (Budgetary Positive
Budget Budget Basis) (Negative)
Revenues:
Application fees $ 161,300 $ 240,000 $ 244,539 $ 4,539
Interest - - - -
Total revenues 161,300 240,000 $ 244,539 $ 4,539
Prior-year funds re-budgeted - 235,000
$ 161,300 $ 475,000
Expenditures:
General government:
Current:
Contractual services $ 50,000 $ 65,000 $ - $ 65,000
Other 111,300 410,000 1,599 408,401
Total expenditures $ 161,300 $ 475,000 $ 1,599 $ 473,401

The accompanying notes are an integral part of the financial statements.
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STATE OF NEW MEXICO Exhibit F
PUBLIC DEFENDER DEPARTMENT

Statement of Fiduciary Assets and Liabilities - Agency Fund
June 30, 2010

Agency
Fund
Assets
Interest in State General Fund Investment Pool $ 11,989
Accounts receivable, net 1,571,879
Total assets $ 1,583,868
Liabilities
Due to State General Fund (note 6) $ 1,583,843
Due to others 25
Total liabilities $ 1,583,868

The accompanying notes are an integral part of the financial statements.



STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

1. History and Organization

The Public Defender Department (Department) was created by Chapter 31, Article 15, NMSA, 1978
Compilation. The Chief Public Defender is the administrative head of the Department who is
appointed by the Governor. The Chief Public Defender, in turn, appoints seven District Public
Defenders. The purpose of the Department is to confer with and represent any person charged with
any crime that carries a possible sentence of imprisonment and who appears in court without
counsel. If the person is financially unable to obtain counsel, he is to be represented by the District
Public Defender of the appropriate jurisdiction at all stages of the proceeding against him, including
any appeal. The Chief Public Defender shall establish within the Department an appellate Division
to provide representation before the court of appeals and Supreme Court in appellate, review and
post conviction proceedings involving persons represented under the Public Defender Act (31-15-1
to 31-15-12, NMSA 1978).

2. Summary of Significant Accounting Policies

The financial statements of the Department have been prepared in conformity with accounting
principles generally accepted (US GAAP) in the United States of America as applied to
governmental units. The Governmental Accounting Standards Board (GASB) is the accepted
standard-setting body for establishing governmental accounting and financial reporting principles.
The GASB periodically updates its codification of the existing Governmental Accounting and
Financial Reporting Standards, which, along with subsequent GASB pronouncements (Statements
and Interpretations), constitutes US GAAP for governmental units. The more significant of the
Department’s accounting policies are described below.

A. Financial Reporting Entity

In evaluating how to define the government, 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 US 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. A second criterion used in evaluating potential component units is the scope
of public service. Application of this criterion involves considering whether the activity benefits
the government and/or its citizens, or whether the activity is conducted within the geographic
boundaries of the government and is generally available to its citizens.

A third criterion used to evaluate potential component units for inclusion or exclusion from the
reporting entity is the existence of special financing relationships, regardless of whether the
government is able to exercise oversight responsibilities.

The Department is legally separate and fiscally independent of other state agencies. The Chief
Public Defender has decision-making authority, the power to designate management, the
responsibility to significantly influence operations and primary accountability for fiscal matters.
The Public Defender Department is a 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.

10



STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

2. Summary of Significant Accounting Policies (cont'd)

A. Financial Reporting Entity (cont’d)

However, New Mexico does not, at present, issue an audited Comprehensive Annual Financial
Report inclusive of all agencies of the primary government. Included within the reporting entity
is the Public Defender Department as described above. There are no component units. Other
Executive Branch entities of government are excluded because they are established separately
by statutes.

B. Basic Financial Statements — GASB Statement No. 34

The basic financial statements include both government-wide (based on the Public Defender
Department as a whole) and fund financial statements. The reporting model focus is on either
the Department as a whole or major individual funds (within the fund financial statements). Both
the government-wide and fund financial statements (within the basic financial statements)
categorize primary activities as either governmental or business type activities.

The Department has only governmental type activities. In the government-wide Statement of
Net Assets, the governmental column reflects an accrual basis of accounting and an economic
measurement focus resources basis, which incorporates long-term assets as well as long-term
debt and obligations.

Revenues, expenses, gains, losses, assets and liabilities resulting from exchange and
exchange-like transactions are recognized when the exchange takes place in accordance with
the requirements of GASB Statement No. 33, Accounting and Financial Reporting for
Nonexchange Transactions. The Department has elected to apply the provisions of all
relevant pronouncements of the Financial Accounting Standards Board (FASB), including
those issued after November 30, 1989.

The government-wide Statement of Activities reflects both the gross and net cost per functional
category, which are otherwise being supported by general government revenues. The
Statement of Activities reduced gross expenses (including depreciation) by related program
revenues. The program revenues must be directly associated with the function. Program
revenues include charges for services (indigent client non-refundable application fees) and state
operating grants mainly associated with various Judicial District Juvenile and Adult Drug Courts.

The Public Defender Department includes only one function (general government). General
revenues (General Fund appropriation, transfers-in from other state agencies, refunds, etc.)
normally cover the net cost (by function). Historically, the prior model did not summarize or
present net cost by function or activity. Also, neither fiduciary funds nor component units that
are fiduciary in nature are included in the government-wide financial statements.

This government-wide focus is more on the sustainability of the Public Defender Department as
an entity and the change in aggregate financial position resulting from the activities of the fiscal
period. The fund financial statements are similar to the financial statements presented in the
previous accounting model. The governmental fund statements are presented on a current
financial resources measurement focus and modified accrual basis of accounting.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

2. Summary of Significant Accounting Policies (cont'd)

B. Basic Financial Statements — GASB Statement No. 34 (cont’d)

This presentation is deemed appropriate to (a) demonstrate legal compliance, (b) demonstrate
the source and use of liquid resources, and (c) demonstrate how the Public Defender
Department’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 on the government-wide
presentation.

C. Basis of Presentation — Fund Accounting

The financial transactions of the Public Defender Department are maintained on the basis of
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 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 various funds are summarized by type and reported by generic classification in
the accompanying financial statements. GASB Statement No. 34 sets forth minimum criteria for
the determination of major funds based on a percentage of the assets, liabilities, revenues or
expenditures. The general fund is always considered a major fund. The Department uses the
following fund types:

GOVERNMENTAL FUND TYPES

The focus of Governmental Fund measurement (in the fund financial statements) is based upon
determination of financial position and changes in financial position (sources, uses, and
balances of financial resources) rather than upon net income. The following is a description of
the Governmental Funds of the Public Defender Department.

General Fund - the General Fund (SHARE Fund #175-reverting and non-reverting) is the
general operating fund of the Department. It is used to account for all financial resources
except those required to be accounted for in another fund. The regular general appropriation
accounted for in this fund is reverting. Other special appropriations in this fund were extended
by Laws of 2009 and did not revert until June 30, 2010. The funds were originally from Laws of
2006, Chapter 109, Section 5, Item 24 ($458,586), and Item 25 ($98,645) for a total of
$557,231. Also, see note 16.

Special Revenue Fund (SHARE Fund #759-nonreverting — Section 31-15-5 1B) - Used to
account for those proceeds of specific revenue sources that are legally restricted to
expenditures for specified purposes. The legal restrictions on expenditures and the authority for
the creation of the Automation Special Revenue Fund is a result of Senate Bill 222 of the 41
Legislature of the State of New Mexico, which amended Section 31-15-12, NMSA, 1978
Compilation and created the fund. This fund is also considered a major fund under GASB 34
criteria.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

2. Summary of Significant Accounting Policies (cont'd)

C. Basis of Presentation — Fund Accounting (cont'd)
FIDUCIARY FUND TYPES

Agency Fund - The Agency Fund (SHARE Fund #753-reverting) is used to account for the
reimbursement from each person who has received legal representation or another benefit
under the Public Defender Act after a determination is made that the person was not indigent
according to the standard for indigence adopted by the Department. Any amounts recovered
revert, less collection agent fees, to the State General Fund. The authority for creation of this
fund is a result of the Laws of 1987, Chapter 20, NMSA, 1978 Compilation, amending Sections
31-15-7, 32-1-56, 34-6-46, 34-8A-11 and 35-5-8.

D. Basis of Accounting

Basis of accounting refers to the point at which revenues or expenditures or expenses 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
and the fiduciary financial statements are presented on an accrual basis of accounting. The
previous model reported fiduciary funds under the modified accrual basis of accounting. The
governmental funds in the fund financial statements are presented on a modified accrual basis
of accounting.

Modified Accrual — All governmental funds are accounted for using the modified accrual basis
of accounting. Under the modified accrual basis of accounting, revenues are recognized when
susceptible to accrual; i.e., both measurable and available. “Available” means collectible within
the current period or expected to be received within sixty days of year-end to be used to pay
liabilities of the current period. Expenditures are generally recognized under the modified
accrual basis of accounting when the related liability is incurred.

Nonexchange transactions, in which the Department receives value without directly giving equal
value in return, includes grants. Revenue from grants is recognized in the year in which all
eligibility requirements have been satisfied. Eligibility requirements include timing requirements,
which specify the year when the resources are required to be used or the year when use is first
permitted; matching requirements, in which the Department must provide state resources to be
used for a specified purpose; and expenditure requirements, in which the resources are
provided to the Department on a reimbursement basis. On a modified accrual basis of
accounting, revenue from a nonexchange transaction must also be available before it is
recognized. Under the modified accrual basis of accounting, grant revenue sources are
considered to be both measurable and available at year-end. There are no interfund
transactions to be eliminated.

E. Budgets and Budgetary Accounting
The New Mexico State Legislature makes annual appropriations to the Department. Legal
compliance is monitored by the establishment of a budget (modified accrual basis) and a

financial control system that permits a budget to actual expenditure comparison. Expenditures
may not legally exceed appropriations for each budget at the appropriation unit level.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

2. Summary of Significant Accounting Policies (cont'd)

E. Budgets and Budgetary Accounting (cont'd)

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 General Appropriation Act. The budget amounts shown in the financial
statements are both the original appropriation and the final authorized amounts as legally
revised during the year.

The Public Defender Department follows these procedures in establishing the budgetary data
reflected in the financial statements:

1. By September 1%, the Public Defender Department prepares a budget request by
appropriation unit to be presented to the next legislature.

2. The appropriation request is submitted to the Department of Finance and
Administration’s Budget Division (DFA) and to the Legislative Finance Committee (LFC).

3. DFA makes recommendations and adjustments to the appropriation request which
become the Governor’s proposal to the Legislature.

4. LFC holds hearings on the appropriation request, also submitting recommendations and
adjustments before presentation to the Legislature.

5. Both the DFA’s and LFC’s recommended appropriation proposals are presented to the
Legislature for approval of the final budget plan.

6. Budgetary control is exercised at the appropriation unit level of the Public Defender
Department as a whole and changes are approved by the DFA.

7. The Public Defender Department’s budget for the fiscal year ending June 30, 2010 was

amended in a legally permissible manner by increasing or reallocating appropriation unit
totals as the need arose during the fiscal year. Individual amendments were not
material in relation to the original budget.

8. Appropriations lapse at the end of the year except for those amounts related to goods
and services received by June 30" which are reflected as accounts payable in the
financial statements.

9. The budgets for the General and Special Revenue Funds are adopted on a modified
accrual basis per the General Appropriation Act, Laws of 2009. For the year ended
June 30, 2010, in the General Fund, the Department has requested approval to pay
prior-year payables that did not get paid within 31 days after the end of the fiscal year.
The cash to pay those obligations is reverted to the State General Fund causing a
negative fund balance. Although reflected as current year expenditures, those payables
are paid out of next year’s budget. Therefore, there are differences between the current
year budgeted expenditures and fund financial statements expenditures.

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 allowance made by GASB 34,
footnote 53, the budgetary comparison statements have been included as a part of the basic
financial statements. For the General and Special Revenue Funds, the reconciliation between
the current year fund financial statement expenditures and budgeted expenditures is presented
in Note 10.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

2. Summary of Significant Accounting Policies (cont'd)

F. Encumbrances/Contract Attorney Contracts

Encumbrances represent commitments related to unperformed contracts for goods and
services. Encumbrance accounting, under which purchase orders, contracts, and other
commitments for the expenditure of monies are recorded in order to reserve that portion of the
applicable appropriation, is employed as an extension of formal budget integration during the
year in the governmental funds.

So long as the appropriation period has not lapsed and budget exists, an encumbrance can be
charged against the budget. However, when the appropriation period lapses, the budget
authority is non-existent and the encumbrance can no longer be charged to that budget.
Legislation sets the appropriation period, which can be single or multi-year periods. At June 30,
2010, there were no encumbrances. However, in the case of contract attorney contracts this is
not true because the contract specifically states that the “Department shall not be bound by any
numerical estimates of compensation”. There is not a commitment by the Department to pay
any amount at the time of contracting.

The commitment (on a per case basis) arises when the contractor has had at least one
documented direct contact with the client or has made one documented court appearance on
behalf of the client. Contract attorney expenditures are charged to the budget fiscal year where
the commitment exists.

G. Interest in State General Fund Investment Pool

The Department has defined cash and cash equivalents to include the Interest in State General
Fund Investment Pool with the State Treasurer.

H. Receivables

Receivables consist of accounts receivable, amounts due from employees and reimbursements
due for various Judicial District Juvenile and Adult Drug Courts programs. All amounts are
considered fully collectible. Agency fund accounts receivable consist of amounts due from
persons who have received legal representation or another benefit under the Public Defender
Act after a determination is made that the person is not indigent according to the standard for
indigence adopted by the Department. An allowance for uncollectible accounts has been
established in the amount of $27,912,555, representing all outstanding amounts due from
clients that are greater than six months old.

I. Capital Assets

Capital assets are tangible assets that are used in operations and that have initial useful lives
that extend beyond a single reporting period. Capital assets are reported in the Statement of
Net Assets at historical cost or estimated fair value, if donated. Capital assets are depreciated
using zero salvage value and the straight-line method over their estimated useful lives. Items
with a cost of less than $5,000 are expensed in the year of acquisition. Repairs and
maintenance expenses are charged to operations when incurred and major betterments and
replacements are capitalized. There is no debt related to capital assets.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

2. Summary of Significant Accounting Policies (cont'd)

Capital Assets (cont'd)

Before the 2005 legislative session, only items costing more than $1,000 were capitalized.
Effective June 19, 2005, House Bill 1074 amended Section 12-6-10, NMSA 1978, to
increase the capitalization threshold to items costing more than $5,000. The Department
has elected to include assets that cost less than $5,000 but equal to or more than $1,000,
and were purchased prior to July 1, 2005, on their capital asset inventory. The major
classifications of capital assets and their related depreciable lives are as follows:

Machinery and equipment 4-20 years
Data processing equipment (including software) 4-5 years
Furniture and fixtures 10-20 years

Accrued Compensated Absences

Employees are entitled to 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 unpaid annual
leave as of the date of termination, up to a maximum of 240 hours. Employees are entitled to
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 (50) 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. Nonexempt employees
accumulate compensation time for hours worked in excess of forty hours per week, based on
their regular hourly rate. Such overtime must be pre-approved by management. Payment of
this liability can be made by compensated leave time or cash payment. At June 30, 2010, there
was no compensation time owed to any employee.

The compensated absences liability is presented in two parts, a current portion and long-term
portion, in the government-wide financial statements. The current portion is the amount
expected to be expended during fiscal year 2010 and is an estimate management determined
by the last fiscal year's usage. Based on this estimate, for the year ended June 30, 2010, the
current portion of the compensated absences liability is $988,300. The long-term portion is
$137,553. In accordance with GASB 16, accrued compensated absences consist of
accumulated annual leave and related salary payments (employers’ matching FICA and
Medicare payroll taxes).

Reversions

Unexpended and unencumbered balances are generally reverted to the State General Fund.
Laws of 2009 state that unexpended or unencumbered balances of the State General Fund
appropriation to the Department shall revert. Accordingly, reversions have been recorded in the
current year for General Fund appropriations. Also, unexpended balances of special
appropriations are reverted when required by law. See note 16.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

2.

3.

Summary of Significant Accounting Policies (cont'd)

L. Net Assets

The government-wide financial statements utilize a net asset presentation. Net assets are
categorized as investment in capital assets, restricted and unrestricted. Investment in capital
assets reflects the portion of net assets which are associated with non-liquid capital assets.
Restricted net assets are liquid assets which have third-party (statutory, bond covenant or
granting agency) limitation on their use. When expenses are incurred for purposes for which
both unrestricted and restricted funds are available, it is the policy of the Department to first
apply restricted resources. Unrestricted net assets represent unrestricted liquid assets.

M. Use of Estimates
The preparation of financial statements in conformity with US GAAP requires management to
make estimated and assumptions that affect certain reported amounts and disclosures.

Accordingly, actual results could differ from those estimates.

Interest in State General Fund Investment Pool

Interest in SGF Investment Pool is on deposit with the State Treasurer. Cash in authorized bank
accounts include nine checking accounts with financial institutions within the state. The Department
also maintains twelve (12) $100 imprest petty cash funds at various locations within the state.

All funds with the State Treasurer are in the State General Fund Investment Pool (SGFIP). In
general, state statutes require that all deposits held by the State Treasurer be collateralized at a
minimum level of 50 percent. Collateral pledged to secure these deposits is monitored by the State
Treasurer's Office (STO) and the STO issues separate financial statements that disclose the
collateral pledged to secure these deposits. The Department holds no investments. The State
Treasurer has the power to invest money held in demand deposits and not immediately needed for
the operation of state government in securities in accordance with Sections 6-10-10 | through P,
NMSA 1978 as amended. The State Treasurer with the advice and consent of the state board of
finance can invest money held in demand deposits and investments not immediately needed for the
operation of state government in:

(a) Securities issued by the United States (U.S.) government or by its departments or agencies
and direct obligations of the U.S. or are backed by the full faith and credit of the U.S.
government or agencies sponsored by the U.S. government;

(b) Contracts for the present purchase and resale at a specified time in the future, not to
exceed one year or, in the case of bond proceeds, not to exceed three years, of specific
securities at specified prices at a price differential representing the interest income to be
earned by the state. No such contract shall be invested in unless the contract is fully
secured by obligations of the United States of other securities backed by the United States
having a market value of at least one hundred two percent of the amount of the contract.
The securities required as collateral shall be delivered to a third-party custodian bank and
delivery shall be made simultaneously with the transfer, no later than the same day the
funds are transferred. The contracting bank, brokerage firm or institutional investor must
have a net worth in excess of five hundred million dollars.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

3.

Interest in State General Fund Investment Pool (cont'd)

(c) Contracts for the temporary exchange of state-owned securities for the use of broker-
dealers, banks or other recognized institutional investors in securities, for periods not to
exceed one year for a specified fee rate. No such contract shall be invested in unless the
contract is fully secured by exchange of an irrevocable letter of credit running to the state,
cash or equivalent collateral of at least one hundred two percent of the market value of the
securities plus accrued interest temporarily exchanged. The collateral required for either of
the forms of investment in sections (b) and (c) shall be delivered to the fiscal agent of New
Mexico or its designee contemporaneously with the transfer of funds or delivery of the
securities at the earliest time industry practice permits, but in all cases, settlement shall
be on the a same-day basis. Neither of the contracts in (b) or (c) shall be invested in unless
the contracting bank, brokerage firm or recognized institutional investor has a net worth in
excess of five hundred million dollars.

(d) Any of the following investments in an amount not to exceed forty percent of any fund that
the state treasurer invests:

(1) commercial paper rated “prime” quality by a national rating service, issued by
corporations organized and operating within the U.S.;

(2) medium-term notes and corporate notes with a maturity not exceeding five years that are
rated A or its equivalent or better by a nationally recognized rating service and that are
issued by a corporation organized and operating in the U.S.; or

(3) an asset-backed obligation with a maturity not exceeding five years that is rated AAA or
its equivalent by a nationally recognized rating service.

(e) Shares of a diversified investment company registered pursuant to the federal Investment
Company Act of 1940 that invests in U.S. fixed income securities or debt instruments
authorized pursuant to (a), (b), and (d) above provided that the investment company has
total assets under management of at least one billion dollars and the investments made by
the State Treasurer pursuant to this paragraph are less than five percent of the assets of the
investment company; or

(N Individual, common or collective trust funds of banks or trust companies that invest in U.S.
fixed income securities or debt instruments authorized pursuant to (a), (b), and (d) above,
provided that the investment manager has assets under management of at least one billion
dollars and investments made by the state treasurer pursuant to this paragraph are less
than 5% of assets of the individual, common or collective trust fund.

Public funds to be invested in negotiable securities or loans to financial institutions fully secured by
negotiable securities at current market value shall not be paid out unless there is a
contemporaneous transfer of the securities at the earliest time industry practice permits, but in
all cases, settlement shall be on a same-day basis either by physical delivery or, in the case of
uncertificated securities, by appropriate book entry on the books of the issuer, to the purchaser or to
a reputable third-party safekeeping financial institution acting as agent or trustee for the purchaser,
which agent or trustee shall furnish timely confirmation to the purchaser.

For additional disclosure information regarding the investment in the State Treasurer's GFIP, the
reader should see the separate audit report for the State Treasurer's Office for the fiscal year
ended June 30, 2010, review the State Treasurer's Investment Policy at
http://www.stonm.org/ReportsandPolicies/Policies, and review Sections 2.60.4.1 through 2.60.4.15
of the New Mexico Administrative Code, regarding Investment of Deposits of Public Funds
Depository Bank Requirements, Collateral Level Requirements, and Custodial Bank Requirements.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

3.

Interest in State General Fund Investment Pool (cont'd)

Since none of the nine individual special revenue funds’ checking account balances exceeded
$250,000, they are all fully insured by the Federal Deposit Insurance Corporation (FDIC) and
pledged collateral is not required. Accounts of the Department at June 30, 2010:

Balance Balance per
Account Fund Account per Outstanding  Financial

Name Type Fund No. Type Depository Checks Statements

State Treasurer:
Operating General 355-175 SGFIP  $ 5,150,920 $ - $ 5,150,920
Automation Special Revenue 355-759 SGFIP 507,718 - 507,718
Compass Bank-Albuquerque Special Revenue N/A Checking 2,005 - 2,005
Wells Fargo Bank-Las Cruces Special Revenue N/A Checking 180 - 180
Western Commerce Bank-Carlsbad Special Revenue N/A Checking 368 - 368
Wells Fargo Bank-Hobbs Special Revenue N/A Checking 355 - 355
Bank of America-Roswell Special Revenue N/A Checking 494 - 494
First Community Bank-Clovis Special Revenue N/A Checking 957 - 957
Wells Fargo Bank-Alamogordo Special Revenue N/A Checking 836 - 836
Wells Fargo Bank-Farmington/Aztec Special Revenue N/A Checking 1,149 - 1,149
Centinel Bank-Taos Special Revenue N/A Checking 265 - 265
Petty Cash 1,200 - - 1,200
Subtotal Governmental Funds 1,200 5,665,247 - 5,666,447

State Treasurer:
Client Reimbursements Agency 355-753 SGFIP 11,989 - 11,989
Total cash on deposit and petty cash $ 1,200 $ 5,677,236 $ - $ 5,678,436

Receivables

Accounts receivable — this represents an amount due ($11,083) from a former contract attorney
for a duplicate payment.

Due from employees — this represents amounts due from employees for payroll overpayments and
for amounts associated with Public Employees’ Retirement and Retiree Health Care contributions,
that were not initially withheld from employees’ paychecks.

Due from other state agencies — this represents amounts due from various statewide judicial
district juvenile and adult drug courts, $23,919.

Accounts receivable (Agency Fund) — Laws of 1987, Chapter 20, require the Chief Public
Defender to “provide for collection reimbursement from each person who has received legal
representation or another benefit under the Public Defender Act after a determination is made that
the person is not indigent according to the standard for indigence adopted by the Department.” The
maximum charge per defendant may be as much as $27,500. The law further requires that “any
amounts recovered shall be paid to the State Treasurer for credit to the State General Fund.”
Accordingly, the resulting receivable and the cash collected during the year are recorded as assets
of the agency fund with a resulting liability to the State General Fund less any amounts due a
collection agency or others.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

4. Receivables (cont'd)

Since the implementation of GASB 34, the agency fund, as required, reports on an accrual basis of
accounting and all recorded receivables due at June 30 are recognized. An allowance for doubtful
accounts has been established representing all outstanding amounts due from clients that are

greater than six months old.

5. Changes in Capital Assets

A summary of changes in capital assets is as follows:

Balance

7/1/09 Additions

Machinery and equipment $ 150,471 $ -
Accumulated depreciation (146,422) (1,557)
Data processing equipment 515,965 50,732
Accumulated depreciation (510,085) (2,028)
Furniture and fixtures 21,694 -
Accumulated depreciation (20,094) (221)
Totals $ 11,529 $ 46,926

Balance

Deletions 6/30/10
$ (18,721) $ 131,750
18,003 (129,976)
(226,660) 340,037
226,660 (285,453)
(4,404) 17,290
3,025 (17,290)
$ (2,097) $ 56,358

There is no debt related to capital assets. Depreciation expense for the year was $3,805.

6. Due to State General Fund

Section 6-5-10 NMSA 1978 requires all unreserved, undesignated fund balances in reverting funds
and accounts revert to the State General Fund by September 30 of each year. An agency may
adjust the reversion within forty-five days of release of the audit report. The current year reversion
and amounts due to the State General Fund from the Department general fund are as follows:

Fiscal year general appropriation reversion (budget basis surplus)

FY2010 unexpended balance
Org P720
Org Z70127
Org 770128
FY2009 refunds
FY2010 refunds

Total Due to State General Fund

$1,745,553
98,645
457,705
2,724

5,081

_$2:300.708_

The amount due to the State General Fund from the Agency Fund is composed of the following:

Accounts receivable, net
Interest in SGF Investment Pool

Amounts due to others for payment of agency fund liabilities

Due to State General Fund
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

7. Leases

The Department leases office space in twelve locations throughout the State and meeting/training
room space, as needed. All leases have an early termination clause. Accordingly, there are no
future minimum rentals.

The Department also leases several postage meters and copying machines considered operating
leases. All leases may be canceled at the end of any fiscal year with no penalty. Total office space
and equipment rent expense for the year ended June 30, 2010 were $2,142,214 and $161,692,
respectively.

The Department also leases twenty-six (26) vehicles on a month-to-month basis and other short-
term vehicles as needed. Total vehicle lease expense was $106,560 for FY 2010.

8. Changes in Long-Term Debt

A summary of changes in long-term debt is as follows:

Balance Balance Due Within
7/1/09 Additions Reductions 6/30/10 One Year

Compensated Absences
Payable $ 1,070,651 $ 1,043,474 $ (988,272) $ 1,125,853 $ 988,300

The Public Defender Department’s general fund is used to pay compensated absences.
9. Fund Balance

Reservation of fund balance of governmental funds are created to either (1) satisfy legal covenants
that require that a portion of the fund balance be segregated or (2) identify the portion of the fund
balance that is not appropriable for future expenditures. Specific reservations of the fund balance
account are summarized below:

a) Fund Balance-Reserved for petty cash-This reserve indicates that petty cash does not
represent available expendable resources.

b) Fund Balance-Reserved for prepaid expenses-This reserve indicates that prepaid postage
does not represent available expendable resources.

c) Fund Balance-Reserved for Automation Fund - Senate Bill 222 of the 41st legislature of the
State of New Mexico amended Section 13-15-12, NMSA, 1978, and created the Special
Revenue Automation Fund. Revenues of the fund are generated by assessing each person
who applies for Public Defender representation a non-refundable $10 fee. There are
provisions for waiver of the fee. The law further provides that application fee revenue shall be
used for the purchase and maintenance of automation systems. Accordingly, unexpended
balances remaining in the fund are presented as Fund Balance-Reserved for the Purchase
and Maintenance of Automation Systems in the amount of $513,567.
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Notes to Financial Statements
June 30, 2010

9. Fund Balance (cont'd)

d) Fund Balance-Unreserved/undesignated — the general fund negative fund balance ($74,659)
is a result of Department’s requests to pay prior-year payables ($28,734) that did not get paid
within 31 days after the end of the fiscal year, additional unrecorded FY 2009 expenditures
($49,232) and prior-year PERA/RHC employer matching contributions and related interest
($3,627). The funds to pay those obligations are reverted to the State General Fund causing
a negative fund balance. Although reflected as current year expenditures, those payables are
paid out of next year's budget. Also, included is the increase in the reserve for prepaid
expenses ($2,866). Finally, the change in deferred revenue ($9,800) is deducted to arrive at
the deficit balance. Also, see note 17 on page 25.

10. Reconciliation of Fund Expenditures to Budgetary Expenditures

A reconciliation of fund expenditures to budgetary expenditures presented on an accounting
principles generally accepted in the United States of America basis is shown below:

General Fund

Actual Fund FY10 Deferred Actual Budgetary
Revenues Revenue Revenues
General appropriations $ 42,681,000 $ - $ 42,681,000
Other state funds 94,442 8,183 102,625
Total revenues $ 42,775,442 $ 8,183 $ 42,783,625
Actual FY09 Payables FY10 Payables Actual
Fund Charged to Charged to Budgetary

Expenditures FY10 Budget FY11 Budget Expenditures

General Government:

Current:
Personal services/employee benefits $ 24,013,838 $ - $ - $24,013,838
Contractual services 11,483,949 - - 11,483,949
Other 5,445,164 124,735 (28,734) 5,541,165
Total expenditures $40,942,951 $ 124,735 $ (28,734) $41,038,952
Special Revenue Fund
Actual FY10 Payables Actual
Fund Charged to Budgetary

Expenditures FY11 Budget Expenditures

General Government:
Current:
Other $ 2,359 $ (760) $ 1,599

11. PERA Pension Plan

Plan Description. Substantially all of the State of New Mexico, Public Defender Department’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-
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June 30, 2010

11.

12.

PERA Pension Plan (cont'd)

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. 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. The State
of New Mexico, Public Defender Department is required to contribute 15.09% of the gross covered
salary. The contribution requirements of plan members and the Public Defender Department are
established in State statute under Chapter 10, Article 11, NMSA 1978. The requirements may be
amended by acts of the legislature. The Department’s contributions to PERA for the fiscal years
ended June 30, 2010, 2009, and 2008 were $2,632,631, $3,102,613 and $2,919,213, respectively,
equal to the amount of the required contributions for each fiscal year.

Post-Employment Benefits

Plan Description. The State of New Mexico, Public Defender Department contributes to the New
Mexico Retiree Health Care Fund, a cost-sharing multiple-employer defined benefit post
employment healthcare plan administered by the New Mexico Retiree Health Care Authority
(RCHA). The RCHA 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 healthcare 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 NMRHCA 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 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 RCHA issues a publicly available stand-alone financial report that includes financial statements
and required supplementary information for the post employment healthcare plan. That report and
further information can be obtained by writing to the Retiree Health Care Authority at 4308 Carlisle
Blvd., NE, Suite 104, Albuquerque, New Mexico 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 a service
based subsidy rate schedule for medical plus basic life plan and 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
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12.

13.

14.

Post-Employment Benefits (cont'd)

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.nmrcha.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. The statute
requires 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. In the fiscal years
ending June 30, 2011 through June 30, 2013, the contribution rates for employees and employers
will rise as follows:

For employees who are not members of an enhanced retirement plan (police, firefighters, municipal
detention officers, or Judicial Retirement Act participants) the contribution rates will be:

Fiscal Year Employer Contribution Rate Employee Contribution Rate
Fy11 1.666% .833%
Fy12 1.834% 917%
FY13 2.000% 1.000%

Also, employers joining the program after 1/1/98 are also required to make a surplus-amount
contribution to the RCHA based on one of two formulas at agreed-upon intervals. The RCHA plan
is financed on a pay-as-you-go basis. The employer, employee and retiree contributions are
required to be remitted to the RCHA on a monthly basis. The statutory requirements for the
contributions can be changed by the New Mexico State Legislature. The Public Defender
Department’s contributions to the RCHA for the fiscal years ended June 30, 2010, 2009 and 2008
were $225,363, $242,905 and $228,236, respectively, which equal the required contributions for
each fiscal year.

Prior Period Adjustments

Beginning fund balance and net assets were restated due to the following:
General Fund:
Amounts not included in FY09 accounts payable (requests to pay prior-year bills
submitted after FY09 audit - included in FY10 budget) - Org unit P720 $ 49,232

Risk Management and Litigation

The Public Defender Department is exposed to various risks of losses related to torts; theft of,
damage to, and destruction of assets; errors and omissions; injuries to employees; and natural
disasters.  Section 15-7-2 NMSA 1978 requires the General Services Department, Risk
Management Division (RMD) to be responsible for the acquisition and administration of all
insurance purchased by the state. Since 1977, various state statutes have been passed which
allow RMD to insure, self-insure or use a combination of both. For the past several years, the RMD
has elected to self-insure and has not obtained liability coverage from commercial insurance
companies. The RMD has effectively managed risk through various employee education and
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Notes to Financial Statements
June 30, 2010

14. Risk Management and Litigation (cont'd)

prevention programs. Risk management expenditures for the Public Defender Department are
accounted for in the general fund. Any claims are processed through RMD. There are no pending
or known threatened legal proceedings involving material matters to which the Public Defender
Department is a party.

15. Operating Transfers

From To Purpose
Dept. of Finance and Admin (Fund #853) $ 42,681,000 Regular Appropriation
Public Defender Department (Fund #175) $ 42,681,000
Public Defender Department (Fund #175) $ 2,301,903 Current-year reversion
Dept. of Finance and Admin (Fund #853) $ 2,301,903

16. Special Appropriations

Appropriations extended by Laws of 2009, Chapter 124, Section 5, items 16 and 17 are:

Original Appropriation Appropriation Original Expenditures Amount Unexpended
Purpose Period Appropriation To Date Reverted Balance

Laws of 2004, Chapter 114,

Section 5, Criminal cases Through
related to Santa Rosa riot 6/30/2010 $ 870,000 $ 412,295 $ 457,705 $ -
Laws of 2006, Chapter 109,
Section 5, Litigation expenses Through
related to drug cartel cases 6/30/2010 250,000 151,355 98,645 -
Totals $ 1,120,000 $ 563,650 $ 556,350 $ -

These special appropriations are accounted for through use of separate organization units and
reversions are calculated based on unexpended balances when the appropriation period expires.
Also, see note 6 on page 20.

17. Deficit Unrestricted Net Assets/Unreserved-Undesignated Fund Balance

The deficit unrestricted net assets, $1,159,811, on the Statement of Net Assets, is mainly the result
of compensated absences and requests to pay prior-year bills included in current-year expenditures
and accounts payable but not allowed as a reduction in the current year reversion and amounts
due to the State General Fund. The reasons for the negative unreserved/undesignated fund
balance on the fund financial statements are described in Note 9 on page 22.

The Department continues to take measures to address the requests to pay prior-year bills issue
(mainly expert witness requests) to reduce or eliminate these deficit/negative balances. The
Department was able to determine outstanding obligations at the end of the fiscal year and reduced
the occurrences of having to pay invoices out of a subsequent year's budget. The FY10 amount
totaled $28,734 as opposed to $70,064 in FY09.
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STATE OF NEW MEXICO Statement 1

PUBLIC DEFENDER DEPARTMENT

Statement of Revenues and Expenditures
Budget and Actual
Year Ended June 30, 2010

General Fund - P720 - Criminal Legal Services
Variance with

Original Final Actual Final Budget
Approved Approved (Budgetary Positive
Budget Budget Basis) (Negative)
Revenues:
Intergovernmental revenue:

General appropriations 42,681,000 $ 42,681,000 $ 42,681,000 -
Other state funds - 117,528 102,625 (14,903)
Other financing sources - - - -

Total revenues 42,681,000 42,798,528 $ 42,783,625 (14,903)
Prior-year funds re-budgeted - -
42,681,000 $ 42,798,528
Expenditures: (note 10)
General government:
Current:
Personal services and
employee benefits 25,366,300 $ 24,929,428 $ 24,013,838 915,590
Contractual services 11,154,700 11,844,700 11,483,067 361,633
Other 6,160,000 6,024,400 5,541,165 483,235
Other financing uses - - - -
Total expenditures 42,681,000 $ 42,798,528 $ 41,038,070 1,760,458

The accompanying notes are an integral part of the financial statements.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Statement of Revenues and Expenditures
Budget and Actual
Year Ended June 30, 2010

Statement 2

General Fund - Z70128 - Santa Rosa

Variance with

Original Final Actual Final Budget
Approved Approved (Budgetary Positive
Budget Budget Basis) (Negative)
Revenues:
Intergovernmental revenue:

General appropriations $ - $ - $ - $ -
Other state funds - - - -
Other financing sources - - - -

Total revenues - - $ - $ -
Prior-year funds re-budgeted 20,000 20,000
$ 20,000 $ 20,000
Expenditures: (note 10)
General government:
Current:
Personal services and
employee benefits $ - $ - $ - $ -
Contractual services 20,000 20,000 882 19,118
Other - - - -
Other financing uses - - - -
Total expenditures $ 20,000 $ 20,000 $ 882 $ 19,118

The accompanying notes are an integral part of the financial statements.
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Schedule of Changes in Assets and Liabilities
Agency Fund
Year Ended June 30, 2010

Schedule 1

Balance
Deletions June 30, 2010

$ (443,096) $ 11,989
(573,210) 29,484,434

- (27,912,555)

$ (1,016,306) $ 1,583,868

$ (2,723,206) $ 1,583,843
- 25
(80) -

Balance
July 1, 2009 Additions
Assets
Interest in SGF Investment Pool $ 9,648 $ 445,437
Accounts receivable 28,159,313 1,898,331
Less:
Allowance for uncollectibles (25,760,138) (2,152,417)

Total assets $ 2,408,823 $ 191,351
Liabilities
Due to State General Fund $ 2,408,743 $ 1,898,306
Due to others - 25
Due to other funds 80 -

Total liabilities $ 2,408,823 $ 1,898,331

$ (2,723,286) $ 1,583,868
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STATE OF NEW MEXICO

Schedule 2

PUBLIC DEFENDER DEPARTMENT Page 1 of 3
Schedule of Memoranda of Understanding
Year Ended June 30, 2010
Administering Total PDD Audit
Participants Agency Description Term Amount  Amount  Responsibility
New Mexico Public Public Defender PDD will provide a criminal/delinquency 7/1/09-6/30/10 $12,000 $ - PDD
Defender Department Department defense attorney to report to the Drug
and Court Advisory Team meetings and to
Administrative Office provide the Advisory Team with expert
of the Courts consultation services from the criminal/

delinquency defense perspective for the
DWI program in Valencia County.

(1) Reporting is the responsibility of all parties involved.
(2) The expenditures are reported in the books of the responsible party.

See Auditor's Report 29



STATE OF NEW MEXICO Schedule 2

PUBLIC DEFENDER DEPARTMENT Page 2 of 3
Schedule of Memoranda of Understanding
Year Ended June 30, 2010
Administering Total PDD Audit
Participants Agency Description Term Amount  Amount  Responsibility
New Mexico Public Public Defender PDD will provide a criminal/delinquency 3/1/10-6/30/10 $ 3,000 3 - PDD
Defender Department Department defense attorney to report to the Drug
and Court Advisory Team meetings and to
Administrative Office provide the Advisory Team with expert
of the Courts consultation services from the criminal/

delinquency defense perspective for the
DWI program in Torrance County.

(1) Reporting is the responsibility of all parties involved.
(2) The expenditures are reported in the books of the responsible party.

See Auditor's Report 30



STATE OF NEW MEXICO

Schedule 2

PUBLIC DEFENDER DEPARTMENT Page 3 of 3
Schedule of Memoranda of Understanding
Year Ended June 30, 2010
Administering Total PDD Audit
Participants Agency Description Amount Amount Responsibility

New Mexico Public Public Defender PDD shall provide two paralegals to 7/1/09-6/30/10 $93,984 3 - PDD

Defender Department Department Bernalillo County Metropolitan Detention

and Center that will facilitate earlier disposition

Bernalillo County of cases and release of inmates eligible

for release. In the event a Probation
Violation Court is initiated, one of the two
paralegals will be expressly dedicated ta

this endeavor.

(1) Reporting is the responsibility of all parties involved.
(2) The expenditures are reported in the books of the responsible party.

See Auditor's Report
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Macias, Gutierrez
& Co., P.C.

Certified Public Accountants
Member AICPA, NMSCPA

1302 Calle De La Merced, Suite A
Espanola, New Mexico 87532
505.747.4415

Fax 505.747.4417

INDEPENDENT AUDITORS’ 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

Hugh Dangler, Chief Public Defender
Public Defender Department
and
Honorable Hector H. Balderas
New Mexico State Auditor
Santa Fe, New Mexico

We have audited the financial statements of the governmental activities, each major fund, the aggregate
remaining fund information and the respective budgetary comparisons for the General and the Major
Special Revenue Funds of the State of New Mexico, Public Defender Department (Department) as of and
for the year ended June 30, 2010, which collectively comprise the Department’'s basic financial
statements and have issued our report thereon dated October 28, 2010, which was qualified because we
were unable to obtain sufficient evidential matter to satisfy ourselves that accounts receivable, recorded
in the agency fund, are complete. We have also audited the budgetary comparisons of the organizations
of the general fund presented as supplementary information for the year ended June 30, 2010. Except as
discussed above, 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Department’s internal control over financial
reporting as a basis for designing our auditing procedures 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
Department’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Public Defender Department’s internal control over financial reporting.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the preceding paragraph and was not designed to identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as described in the accompanying Schedule of Findings and Responses, we identified certain
deficiencies in internal control over financial reporting that we consider to be material weaknesses and
other deficiencies that we consider to be significant deficiencies.

website: www.mgandc.com * e-mail: cpas@mgandc.com
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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. We consider the deficiencies described in the accompanying Schedule of Findings and
Responses as 2007-1 to be material weaknesses.

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. We consider the deficiencies described in the accompanying Schedule of Findings and
Responses as 2007-3 and 2008-1 to be significant deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Department’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 no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards. However, we noted certain
noncompliance matters that we have reported to management of the Department in the Schedule of
Findings and Responses as item 2010-1.

The Public Defender Department’s responses to the findings identified in our audit are described in the
accompanying Schedule of Findings and Responses. We did not audit the Department’s responses and,
accordingly, we express no opinion on them.

This report is intended solely for the information and use of management, the Department of Finance and
Administration, the Office of the State Auditor, the New Mexico Legislature and is not intended to be and
should not be used by anyone other than these specified parties.

MNacic, W lo, CPAs P, C.

Macias, Gutierrez & Co., CPAs, P.C.
Espanola, New Mexico
October 28, 2010
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STATE OF NEW MEXICO
PUBLIC DEFENDER DEPARTMENT

Schedule of Findings and Responses
June 30, 2010

Prior Current
Type Year Year
of Finding Finding
Finding * Number Number
Current Year Findings:
Accounts Receivable - Client Reimbursements A 2007-1 2007-1
PERA/RHC Contributions B 2007-3 2007-3
Requests to Pay Prior-Year Bills B 2008-1 2008-1
Performance Appraisals E N/A 2010-1
Follow-up on Prior Year Findings:
Accounts Receivable - Client Reimbursements A 2007-1 Revised, Repeated
PERA/RHC Contributions B 2007-3 Revised, Repeated
Requests to Pay Prior-Year Bills B 2008-1 Revised, Repeated
Collection of Duplicate Payment B 2008-3 Resolved

* Legend for Findings:

Material Weakness in Internal Control Over Financial Reporting
Significant Deficiency in Internal Control Over Financial Reporting
Other Matters involving Internal Control Over Financial Reporting
Material Instance of Noncompliance

Immaterial Instance of Noncompliance

moow»
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2007-1

Accounts Receivable — Agency Fund — Client Reimbursements

Criteria

All legal representation fees due from Department determined non-indigent clients should be
recorded as agency fund accounts receivable and collected as provided in Section 34-6-46 NMSA
1978. The Department might pursue any authority under the law, including petitioning District Court,
for complete write-off of uncollectible accounts.

Condition

We were unable to obtain sufficient evidential matter to satisfy ourselves that accounts receivable,
recorded in the Department's agency fund, are complete. Certain accounts receivable are
considered to be uncollectible, due to incarceration, death or other circumstances; therefore, an
allowance for doubtful accounts has been established representing all outstanding amounts due
from clients that are greater than one year old.

Cause

There are many items that may contribute to the incomplete/and inadequate system of ensuring that
all clients that are determined to be ineligible for free services do sign a contract and that the
resulting contract is entered into the accounts receivable system. One large contributor to the
problem is that there are systematic difficulties in getting accurate, timely, and complete information
and documents from ineligible clients.

There are three sources relied upon for determining eligibility for legal services and, if needed,
obtaining a signed reimbursement contract from the client. These sources are staff in the district
offices, contract attorneys, and judicial system staff. The Department is dependent upon those
sources and does not yet have complete control over those sources, especially contract attorneys.

Ideally, all clients that are determined to be ineligible for free representation would be noted on the
Case Defendant Management System (CDMS), sign a contract, and that contract entered in the
accounts receivable system. Other potential causes might be the design of and duplication of
information relative to client reimbursement contracts on CDMS and insufficient training on how to
enter eligibility information and client reimbursement contract on CDMS.

Effect

Accounts receivable and due to the State General Fund on the Department’s agency fund statement
of net assets are understated by amounts that cannot be reasonably estimated.
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2007-1 (cont'd)

Accounts Receivable — Agency Fund — Client Reimbursements (cont’d)

Recommendation

We recommend that the Department continue to strengthen the collaboration between the
Department and the various courts and its contract attorneys regarding the eligibility process.
Specific focus areas are: 1) potential for standardizing the eligibility process, including procedures,
forms and document flow, and 2) the client reimbursement process. Additionally, we recommend
that the Department continue to refine procedures to assure that all cases/clients of the CDMS
system that are not eligible for free services are investigated to determine if they should be set up in
the accounts receivable system.

Planned Corrective Actions

“The department believes that it has made significant progress in resolving many of the issues
surrounding this finding. This is a complex issue involving not only department staff, but the courts
and our contractors. There is a weekly review/tracking process in place for the contracts initiated by
staff in district offices. Subsequent work will be required to improve the process of receiving all client
reimbursement contracts from the courts and our contract attorneys. This will be an on-going focus
of the department.”
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2007-3

PERA/RHC Contributions

Criteria

Sections 10-11-124(A) and 10-11-126(A), NMSA 1978, provide that an employer affiliated with the
Public Employees Retirement Act (PERA) is responsible for timely remitting to PERA both the
employer and employee contributions due for each employee and that PERA may assess an interest
charge on any remittance not made by its due date. PERA Rule 2 NMAC 80.500, “Remittance of
Contributions,” further states at paragraph 8.5: “In the event the employer fails to make the
necessary deductions, the employer shall be responsible to remit to PERA the total amount due for
both the member and employer contributions plus interest.” The PERA further emphasizes that it is
the employer’s obligation, in the first instance, to remit to PERA both the employer and employee
contributions that are overdue and any applicable interest on the contributions. Any claim that the
employer has against the employee for the employee share of the contributions is a matter entirely
between the employer and the employee and does not involve PERA or affect the employer’s
obligation to PERA. All contributions that must be paid by the employer, including the employee
share, are due and owing to PERA, regardless of the status of any collection proceedings that the
employer has brought or may bring against the employee.

In addition, Section 10-7C-15 C provides that a participating employer that fails to remit before the
tenth day after the last day of the month all employer and employee deposits required by the Retiree
Health Care Act (RHC) to be remitted by the employer for the month shall pay to the fund, in addition
to the deposits, interest on the unpaid amounts at the rate of six percent per year compounded
monthly.

Condition

During FY07, the Department initially recognized that ten (10) employees were not having PERA
and/or RHC deducted from their paychecks. In addition, during FY07, the Department failed to
recognize that fifty-two (52) other employees’ paychecks did not include withholding for PERA and/or
RHC for a substantial period during the fiscal year. As a result, the Department failed to remit the
required PERA and RHC contributions for both employee and employer portions on a timely basis.

During FYO08, corrections were made to the FYO7 amounts, resulting in additional prior-year
expenses totaling $7,877. Also, it was discovered that another employee’s and employer’'s matching
contributions have not been remitted since FY 2001. Total related unrecorded expenses were
$17,411.

During FYQ09, collections and corrections were made to the prior year amounts receivable and
payable. However, also during FY09, three new PERA related delinquent accounts were discovered
that totaled $55,625 in employees’ and employer's matching contributions and interest and
penalties.

During FY10, some collections and corrections were made to the prior year amounts receivable and

payable, but amounts still exist. However, also during FY10, five new PERA related accounts were
discovered that totaled $6,639.
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2007-3 (cont'd)

PERA/RHC Contributions (cont'd)

Cause

Oversight by the Department Human Resources Division in identifying all PERA/RHC liabilities and
lack of effort on rectifying those that were identified in prior years.

Effect

The related expenses are recorded as current-year liabilities and as prior-period adjustments,
resulting in a negative unreserved/undesignated fund balance. Until all prior year PERA/RHC
liabilities are paid, employees may not receive the service credit they are entitled to. Also, lack of
effort in collecting any amounts due from employees may result in the amounts being uncollectible.

Recommendation

We recommend that the Department take appropriate measures to recognize and ensure that all
employees’ portions of PERA and/or RHC are correctly withheld and matched. This applies to all
current employees and any new hires. Additionally, we recommend that remaining prior receivables
and payables be resolved.

Planned Corrective Actions

“The Department continues to track and collect missed PERA/RHCA deductions. During FY10, five
additional current and former employees were identified as having missed deductions. Two current
employees have reimbursed the Department and a third employee has signed a promissory note
and is having deductions taken from her pay check. Two former employees have not reimbursed
the Department, yet. One initially signed a promissory note to reimburse the Department, but
resigned his employment before the payroll deductions began. We will continue to pursue
reimbursement from him. The other agreed to reimburse the Department, but, as yet, has not
returned a promissory note or paid the missed deductions. The Department has maintained on-
going communication with her and we will continue to pursue reimbursement.

Six employees who were identified previously with missed deductions reimbursed the Department.
However, a Department audit identified that not enough money had been collected from these
employees, a total amount of approximately $558. The Department will contact these employees to
collect the remaining monies due and address any other outstanding issues.”
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2008-1

Requests to Pay Prior-Year Bills

Criteria

Section 6-10-4 NMSA, 1978, provides for payment of obligations of prior years from current-year
appropriations. Appropriations made for a specific fiscal year may not be used for paying obligations
of any prior fiscal year except upon approval of the Department of Finance and Administration
(DFA). As a condition to the approval, the DFA shall certify that there existed in the affected state
agency’s budget at the end of the fiscal year sufficient funds, including uncollected earned revenue,
to pay the obligation had the bill been presented prior to the end of that fiscal year.

Condition

During our audit of payables, we noted that the Department submitted several (30) requests to pay
FY10 bills out of the FY11l budget, amounting to $29,494. Included are twenty-four (24) expert
witness bills and six (6) miscellaneous bills. Requests to pay prior-year bills charged to the next
year’s budget results in current-year funds being reverted that should have been allowed as current-
year budgeted expenditures.

Cause

The Department does not have an adequate system to track expert witness requests and approvals.
The PERA and contract attorney bills were an oversight by Department personnel.

Effect

The bills are recorded as current-year liabilities that do not reduce the current-year reversion that
results in a negative unreserved/undesignated fund balance.

Recommendation

We recommend that the Department continue to refine its system to track all current-year bills,
eliminating or minimizing the need to request payment of numerous prior-year bills.

Planned Corrective Actions

“The department will continue efforts of improving the tracking of current-year bills. The department
will also evaluate the enforceability of the invoicing timeliness/requirement in the current expert
witness authorization letters and attorney contracts.”
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2010-1

Performance Appraisals

Criteria

Per 1.7.9.9(B) NMAC, the performance and development of a career employee shall be reviewed
semi-annually and appraised by the immediate supervisor on an annual basis completed by the
employee’s anniversary date.

Condition

During our audit of personnel files, we noted nine (9) instances out of twenty-five (25) tested where
performance appraisals were not performed. This noncompliance (36%) projects to 125 out of 347
total employees.

Cause

Since the performance appraisals are no longer associated with cost of living increases, they have
not been a priority to complete as required.

Effect

Managers and immediate supervisors who fail to comply with the provisions of 1.7.9 NMAC may be
subject to disciplinary action, including dismissal.

Recommendation

We recommend that the Department enforce its policies and procedures to ensure compliance with
the provisions of 1.7.9 NMAC.

Planned Corrective Actions

“Timely completion of performance appraisals continues to be a challenge. Because they are no
longer used for pay for performance or cost of living increases, supervisors and employees have not
made them a priority. The State Personnel Office has identified this as a statewide problem and in
October 2010 gave agencies the option of completing all evaluations at the end of 12-month period,
such as, on June 30" of each year, instead of on the employee’s anniversary date. That will allow
for easier tracking and will help ensure that evaluations are completed on time. The HR Director
discussed this matter with District Defenders/Managing Attorneys when it was first identified and
asked them to complete delinquent evaluations in order to ensure adequate feedback is given to
employees and to comply with SPB rules. The HR Bureau will conduct an audit of all personnel files
by November 12, 2010 to ensure compliance.”
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Exit Conference
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Financial Statement Presentation

The financial statements and notes to the financial statements were prepared by the
independent certified public accountants performing the audit. Management is responsible for
ensuring that the books and records adequately support the preparation of financial statements
in accordance with accounting principles generally accepted in the United States of America
and that the records are current and in balance. Management has reviewed and approved the
financial statements and notes to the financial statements.

* k% k%

EXIT CONFERENCE

The financial statements and the auditors’ reports were discussed at an exit conference held on
November 8, 2010 with the following in attendance:

Public Defender Department

Hugh Dangler, Chief Public Defender
Brenda Salazar, Chief Financial Officer
Sarah Peterson,

Audit Firm

James R. Macias, CPA
George M. Gutierrez, CPA
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