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INDEPENDENT AUDITOR’S REPORT

Mr. Hector H. Balderas

New Mexico State Auditor

and

Ms. Dianna J. Duran

New Mexico Secretary of State

We have audited the accompanying financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information and the budgetary comparisons for the general funds and major special revenue
funds of the State of New Mexico, Office of the Secretary of State (Office) as of and for the year ended June 30, 2011,
which collectively comprise the Office’s basic financial statements as listed in the table of contents. We have also
audited the financial statements of each of the Office’s non-major governmental fund as of and for the year ended June
30, 2011 as listed in the table of contents. These financial statements are the responsibility of the Office’s
management. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit 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 the 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.

As discussed in Note 1, the financial statements of the Office of the Secretary of State are intended to present the
financial position and changes in financial position of only that portion of the financial reporting entity of the State
that is attributable to the transactions of the Office. They do not purport to, and do not, present fairly the financial
position of the entire state of New Mexico as of June 30, 2011 and the changes in its financial position for the year
then ended in conformity with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities, each major fund, and the aggregate remaining fund information of the Office
of the Secretary of State, as of June 30, 2011, and the respective changes in financial position thereof and the
respective budgetary comparisons for the general funds and the major special revenue funds for the year then ended in
conformity with accounting principles generally accepted in the United States of America. Inaddition, in our opinion,
the financial statements referred to above present fairly, in all material respects, the respective financial position of
each nonmajor governmental fund of the Office as of June 30, 2011, and the respective changes in financial position
and 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 accordance with Gover nment Auditing Standar ds, we have also issued our report dated November 30, 2011, on our
consideration of the Office' sinternal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report isto
describe the scope of our testing of internal control over financia reporting and compliance and the results of that
testing, and not to provide an opinion on internal control over financial reporting or on compliance. That report isan
integral part of an audit performed in accordance with Gover nment Auditing Standards and should be considered in
assessing the results of our audit

The Management’ s Discussion and Analysis on pages 3 to 8 are not arequired part of the basic financial statements
but are 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 required supplementary information. However, wedid
not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the basic financial statements and individual fund
financial statements. The accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the financia statements. The additional
scheduleslisted as supplementary information in the table of contents are presented for purposes of additional analysis
and are not a required part of the financial statements. Such information have been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all materia
respectsin relation to the basic financial statements taken as awhole.

Z'/al’hfé/f“ 1/1::’2 ?prwjl P.e

Zlotnick, Laws & Sandoval PC
November 30, 2011



State of New Mexico
Office of the Secretary of State

MANAGEMENT’S DISCUSSION AND ANALYSIS

Y ear ended June 30, 2011

Management’ s discussion and analysis (MDA) of the Office of the Secretary of Stateis designed to assist
the reader in focusing on significant issues, providing an overview of the Office’ s financia activity, and
identifying changes in the Office’ s financial position for the fiscal year ended June 30, 2011.

This discussion and analysisis designed to focus on current fiscal year activities.

FINANCIAL HIGHLIGHTS

The Office of the Secretary of State' s assets exceeded liabilities at the close of the 2011 fiscal year (June
30, 2011) by $2,726,491 (net assets) compared to $8,137,693 at June 30, 2010. The decrease in net assets
was primarily due to of $4,149,502 of depreciation of capital assets. The Office of the Secretary of State
receives its revenues from general fund appropriations and federa revenue from the Help America Vote
Act (HAVA). Federa funding under HAV A has been significantly reduced, and is no longer available
for many of the types of assets previously purchased using HAV A funds, such as voting systems.

OVERVIEW OF THE FINANCIAL STATEMENTS

Thefinancia statements have three components: (1) government-wide financial statements, (2) fund
financia statements, and (3) notes to the financial statements. This report also contains supplementary
information as listed in the table of contents.

Government-Wide Financial Statements

Government-wide financial statements report information about the Office of the Secretary of
State as awhole using accounting methods similar to those used by private-sector companies.
The Statement of Net Assetsincludes all of the agency'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 isreceived or paid.

Fund Financial Statements

The fund financial statements provide more detailed information about the Office of the
Secretary of State’s most significant funds. Funds are accounting devices that the Office of the
Secretary of State uses to keep track of specific sources of funding and spending for particular
purposes. The Office of the Secretary of State has three major funds and one non-major fund.

The Office of the Secretary of State has the following funds:

* Governmental funds - Most of the Office of the Secretary of State's basic services are
included in governmental funds, which focus on how cash and other financial assets that
can be easily converted to cash and the (nonreverting) balances |eft at year-end that are
available for spending.

* Fiduciary funds - The Office of the Secretary of State maintains one fund to account for
monies held on behalf of others. The fund is purely custodial in nature and is not included
as ameasurement of the results of operations.



State of New Mexico

Office of the Secretary of State

MANAGEMENT’S DISCUSSION AND ANALYSIS

Y ear ended June 30, 2011

Condensed Financial Information

Statement of Net Assets

Assets

Current assets
Capital assets
Total assets
Liabilities
Current liabilities
Long-term liabilities

Total liabilities
Net Assets
Invested in capital assets
Restricted

Unrestricted deficit
Total net assets

Revenues

Program revenues

General revenue, net of transfers

Expenses

Program expenses

Change in net assets

Net assets, beginning of year

2011 2010 Change
3,330,639 4,917,565 (1,586,926)
1,564,854 4,860,068 (3,295,214)
4,895,493 9,777,633 (4,882,140)
1,125,700 977,935 147,765
1,043,302 662,005 381,297
2,169,002 1,639,940 529,062
1,564,854 4,860,068 (3,295,214)
2,257,165 4,042,568 (1,785,403)
(1,095,528) (764,943) (330,585)
2,726,491 8,137,693 (5,411,202)

Statement of Activities

2011 2010 Change
120,352 1,333,249 (1,212,897)
7,087,571 6,308,775 778,796
7,207,923 7,642,024 (434,101)
12,619,125 10,051,310 2,567,815
(5,411,202) (2,409,286) (3,001,916)
8,137,693 10,546,979 (2,409,286)
2,726,491 8,137,693 (5,411,202)

Net assets, end of year




State of New Mexico
Office of the Secretary of State

MANAGEMENT’S DISCUSSION AND ANALYSIS

Y ear ended June 30, 2011

Financial Highlights

The financial position and results from operation for the Office of the Secretary of State during
the year ended June 30, 2011 are detailed above. Total assets at June 30, 2011, were $4,895,493,
including Interest in State General Fund Investment Pool of $3,306,197, due from other state
agencies of $192, supply and postage inventory of $24,250 and capital assets of $1,564,854, net
of accumulated depreciation of $19,790,004. Total liabilities were $2,169,002, including current
liabilities of $1,125,700 and long-term liabilities of $1,043,302. Net assets include unrestricted
net assets of ($1,095,258), restricted net assets of $2,257,165 and capital assets investments of
$1,564,854.

Total revenues for the year ended June 30, 2011 were $7,207,923. Thisincluded $5,332,152
from general revenue, net of reversion, loan payment and prior year advances to the HAV A fund,
revenue of $1,749,951 from other financing sources, $5,468 in interest income and program
revenue of $120,352. Total expenditures were $12,619,125. Thetotal change in net assets for
the year was a decrease of $5,411,202, resulting in a net asset balance of $2,726,491 as of June
30, 2011. The amount due to the State General Fund was $275,964, which represents $41,916
from regular, special and deficiency appropriationsin fiscal year 2011, a prior year reversion of
$70,166 and $163,882, which represents advances to the HAV A fund.

Total fund equity was $2,281,415, which includes $24,250 for supply and postage inventory,
$2,151,162 from the restricted public election fund, $75,749 from the restricted HAVA grant,
and $30,254 from the arbitration fund. Specia revenue funds, including the public election fund,
the HAV A grant and the non-major arbitration fund are nonreverting funds used to account for
the proceeds of specific revenue sources that are legally restricted to expenditures for specified
purposes.

The Office of the Secretary of State is responsible for monitoring and maintaining the notary
fund. Thefund isnot an operating fund but is purely custodial and thus does not involve a
measurement of results of operations. The fund is deposited into the State general fund.

General Fund Budgetary Highlights
The New Mexico State L egislature makes annual appropriations to the Office of the Secretary of
State. Budget adjustments require approval by the New Mexico Department of Finance and
Administration. These budget adjustments fall into the following three categories:
*  Amendments approved shortly after the beginning of the year to reflect the actual
beginning account balances.
* Budget adjustment requests that increase or decrease other State funds based on actual
revenues.
* Increases or reallocations of appropriationsto prevent budget overruns.




State of New Mexico
Office of the Secretary of State

MANAGEMENT’S DISCUSSION AND ANALYSIS

Y ear ended June 30, 2011

In fiscal year 2011, the Office of the Secretary of State requested an $11.5 million operating
budget and was appropriated $4.5 million after an additional budget reduction. In Laws 2010,
the Office of the Secretary of State received a $1 million special appropriation for use in fiscal
year 2011 for election related expenses. The Laws of 2011 also included a $300 thousand
supplemental appropriation for the same purpose.

In January 2011, a new administration entered office and learned that the previous administration
terminated its voter registration election management system (VREMS) maintenance and support
agreement. Additionally, $575,000 in past due payments related to county operation of VREM S
was owed to the vendor as aresult of an omission in that contract. The past due payments had
accumulated over athree year period. The new administration negotiated a lesser amount owed
for VREM S maintenance and support; its budget could not absorb the expense. It requested and
received aloan from Board of Finance in the amount of $466,146.44.

General fund revenue, inclusive of all General Appropriation Act revenues and Board of Finance
loans for fiscal year 2011 totaled $6,254,046.

Capital Assets
The Office of the Secretary of State net capital assets for the year ended June 30, 2011 were

$1,564,854, including voting systems, furniture and egquipment.

It appears that the prior administration did not maintain a comprehensive listing of capital assets.
The agency worked with its current auditor to obtain the asset list used by the previous auditor
when it prepared the fiscal year 2010 financial statements. While the prior auditor’ slist of
furniture and equipment included identification numbers for each item, staff was unable to locate
any identification tags on any furniture and equipment in the office. Staff has since tagged and
inventoried the furniture and equipment and will maintain an up-to-date list, as well as verify
inventory annually.

The voting system assets list, also obtained from the previous auditor, contained $19.3 million of
voting system assets. Thislist referenced identification numbers for $8.3 million of voting
systems, however the remaining $11 million of voting systems were not listed. The lack of
identification numbers on 57 percent of the voting systems was a significant concern to the new
administration. It located an inventory list of voting systems that appeared to have been
generated by one of the agency’s vendors. While that list reflected all the assets, it was dated
March 2009, more than two years old. The agency will work with county clerks, who are
responsible for storing the state-owned systems, to develop an accurate inventory list.



State of New Mexico
Office of the Secretary of State

MANAGEMENT’S DISCUSSION AND ANALYSIS

Y ear ended June 30, 2011

Long Term Liahilities

The Office of the Secretary of State’' s long-term debt consists primarily of outstanding Board of
Finance loans totaling $1.1 million. Repayment of the loans will require additional general fund
appropriations or conversion of the loansinto grants.

Agency Highlights

There was an administration change in the middle of fiscal year 2011. The new administration
encountered issues of great concern related to agency financials and governance. Within the first
sixty days of her administration, Secretary of State Dianna J. Duran scheduled a meeting with the
State Auditor to make him aware of those concerns. The incoming administration also reviewed
prior year agency audit reports and noted that no findings had been issued. The agency chose to
contract with a neutral third-party independent public accountant that could provide a thorough
audit of the agency’s financials and interna controls. The new administration’s objective is to
ensure that all financial and management issues are fully and completely addressed and the
agency isfully compliant with state and federal directives.

The list below summarizes some of the issues the administration has either addressed or is
addressing.

*  The Department of Finance and Administration (DFA) informed the agency of
uncollected balances dating as far back as fiscal year 2007. According to DFA, amounts
owed to it by the Secretary of State included travel advances that occurred in fiscal years
2007 through 2010. In June 2011, the agency paid the amount owed and the issueis
resolved.

* Between April 2008 and June 2010, the agency requested and received six Board of
Finance (BOF) loans totaling $1.5 million. The first loan the agency requested was for
2008 primary €election expenses. Although the agency received a $550.1 thousand loan in
April 2008, it never expended the funds. In the latter half of fiscal year 2011, the unspent
funds were transferred back to the Board of Finance, subsequently reducing its
outstanding loan balance to $1.1 million.

* The previous administration terminated its voter registration election management system
(VREMS) maintenance and support agreement and over athree year period accumulated
$575,000 of past due payments for VREMS. The new administration negotiated down
the amount owed on VREMS and turned to Board of Finance for a $466,146.44 |oan.

* Equipment has been inventoried and an inventory list is maintained.

* Theagency isworking with the county clerks, who are responsible for storing the state-
owned systems, to develop an accurate voting system inventory list.



State of New Mexico
Office of the Secretary of State

MANAGEMENT’S DISCUSSION AND ANALYSIS

Y ear ended June 30, 2011

* The current administration is working with county clerks to reduce the costs of election
supplies. Thisincludes making certain election materials available electronically for
county clerks officesto print as needed and eliminating outdated forms. Additionally,
the agency is seeking ways to reduce the printing costs of voter registration forms.

* Upuntil 2007 the agency drew down reimbursements on its valid HAV A disability
expenditures. Because grant awards expire after five years and draw downs were not
made between 2007 and 2010 a $100,000 grant, likely the 2005 award, was lost. In 2011,
the current administration drew down all remaining eligible federal funds but because a
$100,000 grant expired there was not sufficient grant money to cover $36,000 in
expenditures made by the prior administration.

* Theadministration has conducted areview of all campaign reporting practices. It
determined that many candidates from prior elections still had open accounts in the on-
line reporting system. Those candidates were contacted and outdated accounts have been
closed. Many candidates and political action committees (PAC) had not filed any
number of required reports for the 2010 Primary and General election cycles, aswell as
for prior years. Those candidates and PACs have been contacted and required to bring
their campaign reports current. Improvements have been made to the Campaign
Reporting Information System to include electronic signatures, electronic filing by
lobbyists and lobbyists employers, and correction of a number of deficienciesin the
system's software. Electronic filing of reports by lobbyists will improve transparency
and result in cost savings to the agency.

Requests for Information

Thisfinancia report is designed to provide a genera overview of the Office of the Secretary of
State’ s finances for all those with an interest in the Office of the Secretary of State’ s finances.
Questions concerning any of the information provided in this report or requests for additional
financial information should be addressed to the Office of the Secretary of State, 325 Don
Gagpar, Suite 300, Santa Fe, New Mexico 87501.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Statement of Net Assets
June 30, 2011

Governmental
Activities
ASSETS
Investment in SGFIP $ 3,306,197
Due from other state agencies 192
Suppliesinventory 24,250
Capital assets, net 1,564,854
Total assets $ 4,895,493
LIABILITIES
Accounts payable $ 557,637
Loans payable - current 86,069
Accrued payroll 127,934
Dueto state general fund 275,964
Compensated absences - current 76,476
Other liabilities 1,620
Compensated absences - noncurrent 26,953
L oans payable - noncurrent 1,016,349
Total liabilities 2,169,002
NET ASSETS
Invested in Capital Assets 1,564,854
Restricted for public election fund 2,151,162
Restricted for HAVA program 75,749
Restricted for arbitration fund 30,254
Unrestricted (deficit) (1,095,528)
Total net assets $ 2,726,491

The accompanying notes are an integral part of these financial statements.
9



STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Statement of Activities
For the Year Ended June 30, 2011

Expenses:
Executive:
Administrative services
Elections program
2010 general election
Depreciation
Total expenses

Program Revenues:
Miscellaneous income
Federal grants - operating

Total program revenues

Net program expenses

General Revenuesand Transfers:
General fund appropriation
Other financing sources
Interest income
Loan payments
Other financing uses
FY 11 Reversion to state general fund
Total general revenues and transfers

Change in net assets
Net assets at beginning of year

Net assets at end of year

Governmental
Activities

$ 2,856,568

2,406,637
3,206,418
4,149,502

12,619,125

16,414
103,938

120,352

(12,498,773)

5,787,900
1,749,951
5,468
(86,069)
(163,882)
(205,797)

7,087,571

(5,411,202)

8,137,693

$

2,726,491

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

10
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Balance Sheet -- Governmental Funds
June 30, 2011

Major Funds Non-Major
Public
General Election HAVA Arbitration Total
Fund Fund Fund Fund Governmenta
(18000) (81200) (90300) (02500) Funds
ASSETS
Investment in SGFIP $ 866,669 $2,174,576 $234,701 $ 30,251 $ 3,306,197
Due from other funds 163,882 597 4,930 - 169,409
Due from other state agencies - 189 - 3 192
Suppliesinventory 24,250 - - - 24,250
Total assets $1,054,801 $2,175,362 $239,631 $ 30,254 $ 3,500,048
LIABILITIESAND FUND BALANCES
Liabilities:
Accounts payable $ 557,637 $ - $ - $ - $ 557,637
Accrued payroll 127,934 - - - 127,934
L oans payable to Board of
Finance 86,069 - - - 86,069
Due to other funds 5,627 - 163,882 - 169,409
Due to State Genera Fund 251,764 24,200 - - 275,964
Other liabilities 1,620 - - - 1,620
Total liabilities 1,030,551 24,200 163,882 - 1,218,633
Fund Balances:
Nonspendable 24,250 - - - 24,250
Restricted:
Public election fund - 2,151,162 - - 2,151,162
HAVA program - - 75,749 - 75,749
Arbitration fund - - - 30,254 30,254
Total fund balances 24,250 2,151,162 75,749 30,254 2,281,415
Total liabilities and fund
balances $1,054,801 $2,175,362 $239,631 $ 30,254 $ 3,500,048

The accompanying notes are an integral part of these financia statements.

11



STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Reconciliation of the Governmental Funds Balance Sheet to the Statement of Net Assets
June 30, 2011

Total fund balances of governmental funds $ 2,281,415

Amounts reported for governmental activitiesin the
statement of net assets are different because:

Capital assets used in governmental activities are not
financial resources and therefore are not reported in the
funds. These assets consist of the following:

Voting systems under the care and custody of the Counties $19,268,330
Computer equipment 2,086,528
Accumulated depreciation (19,790,004)
Total capital assets 1,564,854

Some liabilities are not due and payable in the current
period, and therefore are not reported in the funds. These
liabilities consist of the following:

Board of Finance loans (1,016,349)
Compensated absences (103,429)
Net Assets of Governmental Activities $ 2,726,491

The accompanying notes are an integral part of these financial statements.
12



STATE OF NEW MEXICO

OFFICE OF THE SECRETARY OF STATE

Statement of Revenues, Expenditures and Changesin Fund Balances -- Gover nmental Funds
June 30, 2011

REVENUES
Miscellaneous income
Federal grants - operating
Interest income

Total revenues

EXPENDITURES
Current:

Personal services and benefits

Contractual services
Other costs

Capital Outlay
Total expenditures

Excess (deficiency) of revenues

over expenditures

OTHER FINANCING SOURCES (USES)

General fund appropriation
Other financing sources (uses)

Loan payments
Reversion - FY11

Total other financing sources (uses)
Net change in fund balances
Fund balances at beginning of year

Fund balances at end of year

Magjor Funds Non-Major
Public
General Election HAVA Arbitration Tota
Fund Fund Fund Fund Governmental
(18000) (81200) (90300) (02500) Funds
$ 13,290 $ 3,123 $ - $ 1 $ 16,414
- - 103,938 - 103,938
- 4,158 1,255 55 5,468
13,290 7,281 105,193 56 125,820
2,343,845 - - - 2,343,845
1,215,938 - 369,698 - 1,585,636
2,523,688 1,911,633 130,062 - 4,565,383
31,631 - 822,657 - 854,288
6,115,102 1,911,633 1,322,417 - 9,349,152
(6,101,812) (1,904,352)  (1,217,224) 56 (9,223,332)
5,787,900 - - - 5,787,900
630,028 1,500,000 (163,882) - 1,966,146
(86,069) - - - (86,069)
(205,797) - - - (205,797)
6,126,062 1,500,000 (163,882) - 7,462,180
24,250 (404,352)  (1,381,106) 56 (1,761,152)
- 2,555,514 1,456,855 30,198 4,042,567
$ 24,250 $2,151,162 $ 75,749 $ 30254 $ 2,281,415

The accompanying notes are an integral part of these financial statements.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Reconciliation of the Changesin Fund Balances
of Gover nmental Fundsto the Statement of Activities
For the Year Ended June 30, 2011

Net Change in fund balances - total governmental funds $(1,761,152)

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

Certain outlays are reported as expenditures in governmental
funds. However, in the statement of activities, these costs
are expensed as they are consumed or are allocated over
their estimated useful lives. In the current period these

amounts are:
Capital outlay $ 854,288
Depreciation expense (4,149,502)
Excess of depreciation expense over capital outlay (3,295,214)
Net increase in long-term loans from Board of Finance (380,077)

Expenses recognized in the Statement of Activities, not
reported in governmental funds:

(Increase) decrease in compensated absences 25,241

Change in Net Assets of Governmental Activities $(5,411,202)

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

14



STATE OF NEW MEXICO

OFFICE OF THE SECRETARY OF STATE

Statement of Revenues and Expenditures-Budget and Actual (Budgetary Basis)

For the Year Ended June 30, 2011

General Fund (18000)

Actual Variance with
Amounts Final Budget
Budget Budget (Budgetary Positive
Origina Final Basis) (Negative)
REVENUES
Miscellaneous income $ - $ - $ 13,290 $ 13,290
General fund appropriation 5,751,200 5,751,200 5,787,900 36,700
Other financing sources - - 163,882 163,882
Board of Finance short-term loar - 466,146 466,146 -
Total revenues 5,751,200 6,217,346 6,431,218 213,872
EXPENDITURES
Administrative Services:
Personal services & benefits 2,548,800 2,360,800 2,343,092 17,708
Contractual services 569,900 1,111,546 1,073,739 37,807
Other costs 237,000 349,500 343,541 5,959
Elections program 1,095,500 1,095,500 1,084,195 11,305
2010 general election 1,300,000 1,300,000 1,294,785 5,215
Total expenditures $5,751,200 $6,217,346 6,139,352 $ 77,994
Excess of revenue and other financing sources
over expenditures and transfers 291,866
Less loan payment to Board of Finance (86,069)
Lessreversion FY 11 (205,797)
Add supplies inventory 24,250
Changes in fund balances per statement of revenues,
expenditures and changes in fund balance (GAAP Basis) $ 24,250

The accompanying notes are an integral part of these financial statements.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Statement of Revenues and Expenditures-Budget and Actual (Budgetary Basis)
For the Year Ended June 30, 2011

Public Election Fund (81200)

Actual Variance with
Amounts Final Budget
Budget Budget (Budgetary Positive
Origina Final Basis) (Negative)
REVENUES
Miscellaneous income $450,000 $ 450,000 $ 3123 $ (446,877)
Interest income - 4,158 4,158
Other financing sources - 1,500,000 1,500,000
Total revenues 450,000 450,000 1,507,281 1,057,281
Fund balance 1,912,000 1,912,000
Total resources 2,362,000 3,419,281
EXPENDITURES
2010 general €election:
Other Costs 450,000 2,362,000 1,911,633 450,367
Total expenditures $450,000 $2,362,000 1,911,633 $ 450,367
Excess of revenue and other financing
sources over expenditures and transfers 1,507,648
Less prior year fund balances not revenue for GAAP purposes (1,912,000)
Changes in fund balances per statement of revenues,
expenditures and changes in fund balance (GAAP Basis) $ (404,352)

The accompanying notes are an integral part of these financial statements.
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STATE OF NEW MEXICO

OFFICE OF THE SECRETARY OF STATE

Statement of Revenues and Expenditures-Budget and Actual (Budgetary Basis)

For the Year Ended June 30, 2011

HAVA Fund (90300)

Actual Variance with
Amounts Final Budget
Budget Budget (Budgetary Positive
Origina Final Basis) (Negative)
REVENUES
Federal grants - operating $ - $1,331,235 $ 103,938 $ (1,227,297)
Interest income - - 1,255 1,255
Total revenues - 1,331,235 105,193 (1,226,042)
Fund balance 106,363 106,363
Total revenues (budgetary basis) 1,437,598 211,556
EXPENDITURES
Elections program:
Contractual Services - 1,116,755 1,020,035 96,720
Other Costs - 320,843 302,382 18,461
Other Financing Uses - - 163,882 (163,882)
Total expenditures $ - $1,437,598 1,486,299 $ (48,701)
Excess of revenue and other financing
sources over expenditures and transfers (1,274,743)
Less prior year fund balances not revenue for GAAP purposes (106,363)
Changes in fund balances per statement of revenues,
expenditures and changes in fund balance (GAAP Basis) $(1,381,106)

The accompanying notes are an integral part of these financial statements.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Statement of Fiduciary Assetsand Liabilities - Agency Fund (79900)
June 30, 2011

AGENCY
FUND
ASSETS
Investment in State general fund pool $ 747,696
Total $ 747,696
LIABILITIES
Due to State general fund $ 747,696

The accompanying notes are an integral part of these financial statements.
18
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Notes To Financial Statements
June 30, 2011
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Financial Reporting Entity

In accordance with the constitution and laws of the State of New Mexico, the Office of the Secretary
of State (the Office) shall supervise, administer and furnish supplies for elections; publish the
statistical Blue Book; act as depository for legislative records; supervise the publication of Session
Laws; record and file all public official bonds, oaths and executive names and trademarks,
commission notaries public; serve as statutory agent for services of process for non-resident
motorists and foreign corporations; publish the Election Code and State Constitution with
amendments; file musical copyrights, handle trading stamp registrations; administer Uniform
Commercial Code, etc.; file instruments for Public Utilities and Railroads; furnish and file forms
relating to the Conflict of Interest Act; and administer the Lobby Registration Act.

Thefinancial reporting entity asdefined by GASB Statement 14 consists of the primary government,
organizationsfor which the primary government isfinancially accountable and other organizations
for which the nature and significance of their relationship with the primary government are such that
exclusion would cause the reporting entity's financial statements to be misleading or incomplete.
Thisdefinition of the reporting entity is based primarily on the notion of financial accountability as
the "cornerstone of all financial reporting in government.”

A primary government is any state government or general purpose local government and the
organization that make up its legal entity. The Officeis not included in any other governmental
“reporting entity” as defined by GASB. The Secretary is elected by the public and has decision
making authority, the power to designate management, the ability to significantly influence
operations and primary accountability for fiscal matters.

Criteriafor determining the entity for financia reporting purposes are whether the governing body
exercises oversight responsibility. Oversight responsibility includes financial interdependency,
selection of governing authority, designation of management, ability to significantly influence
operations and accountability for fiscal matters. The financial statementsinclude all the fund and
account groups of the Office over which the Secretary exercises operational control. The Office has
no blended or discretely presented component units.

The Secretary of State is a component unit of the State and these financial statements include all
funds and activities over which the Secretary of State has oversight responsibility.

The financial statements of the Office of the Secretary of State have been prepared in conformity
with generally accepted accounting principles (GAAP) 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 more significant of the
Office’ s accounting policies are described below.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Notes To Financial Statements

June 30, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

A.

Basis of Accounting- GASB Statement No. 34

The basic financia statements include both government-wide and fund financial statements.
Both the government-wide and fund financial statements categorize primary activities as
governmental activities.

Government-Wide Financial Statements

The statement of net assets and the statement of activitiesdisplay information about the Office,
the primary government, as a whole, without displaying individual funds or fund types.
Generally, these statements di stinguish between activitiesthat are governmental and those that
are considered business-type activities. The Office has no business-type activities; therefore
these statements only reflect governmental activities. Government-widefinancial statements
exclude information about fiduciary funds and component units that are fiduciary in nature.

The government-wide statements are prepared using the “ economic resources’ measurement
focus and the accrual basis of accounting. Under the accrual basis of accounting, revenuesare
recognized when earned and expenses are recorded when theliability isincurred or economic
asset used. Revenues, expenses, gains, losses, assets and liabilities resulting from exchange-
like transactions are recognized when the exchange takes place. Revenues, expenses, gains,
losses, assets and liabilities resulting from non-exchange transactions are recognized in
accordance with the requirements of GASB 33. Grants revenue is recorded when all
applicable eligibility or reimbursement requirements are met.

Basis of Presentation - Fund Accounting

Fund Financial Satements

The governmental fund financial statements are presented on the current financial resources
measurement focus and the modified accrual basisof accounting. Under the modified accrual
basis of accounting, revenues are recognized when “ measurable and available”. Measurable
means knowing or being able to reasonably estimate the amount. Available meanscollectible
within the current period or within sixty daysin order to pay current liabilities. Expenditures
(including capital outlay) are recorded when the related fund liability isincurred.

This presentation is deemed appropriateto (a) demonstrate legal compliance, (b) demonstrate
the source and use of liquid resources, and (¢) demonstrate how the Office’ sactual experience
conformsto the budget or fiscal plan. Sincethe governmental fund statements are presented
on a different measurement focus and basis of accounting than the government-wide
statements, a reconciliation is presented on the page following each fund statement, which
briefly explains the adjustments necessary to transform the fund based financia statements
into the government-wide presentation.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Notes To Financial Statements

June 30, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

B.

Basis of Presentation - Fund Accounting (continued)

The Office’ sfiduciary fund (agency fund) is presented in the fund financial statements. The
agency fund is presented on the accrual basis of accounting. Since by definition these assets
are being held for the benefit of a third party and cannot be used to address activities or
obligations of the government, these funds are not incorporated in the government-wide
financial statements.

The accounts of the Office are organized on a fund basis, 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 equity, revenues and
expenditures, or expenses as appropriate. Government resources are alocated to and
accounted for in individual funds based upon the purposes for which spending activities are
controlled. The Office’ s three major governmental funds are as follows:

Governmental Funds

Genera Fund—the general fund isthe general operating fund of the Office. Itisused to account
for all financial resources except those required to be accounted for in another fund. Any
unexpended balance remaining in the General Fund at the end of the fiscal year revertsto the
General Fund of the State of New Mexico. The SHARE fund number is #18000.

Soecial Revenue Funds

Special revenue funds account for revenue sources that are legally restricted to expenditures
for specific purposes. No expenditures can be made from specia revenue fundsfor operations
of the Office. Unexpended amountsat year end arerestricted for future program expenditures
in the statement of net assets.

Public Election Fund (SHARE 81200) - The public election fund is funded through State
appropriations and was established by legidation at 1-19A-10 NMSA for the purposes of:

a. Financing the campaigns of certified candidates for covered offices;
b. Paying administrative and enforcement costs of the Voter Action Act (1-19A-1to 1-19A-17

NMSA 1978); and
c. Carrying out all other specified provisions of the Voter Action Act.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Notes To Financial Statements

June 30, 2011

Q) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

B.

Basis of Presentation - Fund Accounting (continued)

This is a non-reverting fund. The fund receives certain fee income from inspection and
supervision fees pursuant to 62-8-8 NM SA 1978, utility and carrier inspection fees pursuant to
63-7-20 NM SA 1978, and insurance premium tax pursuant to 59A-6-2 NMSA 1978. See 1-
19A-10D NMSA 1978.

Help AmericaVote Act Fund (HAVA) (SHARE 90300) - TheHAVA fund isused to account for
the Federal funds received relating to the Help America Vote Act. Federal funds received in
advance are recognized as deferred revenue. Revenue is recorded when the expenditure is
incurred, using the modified accrual basis of accounting. The HAVA fund aso receives state
funds pursuant to federal matching requirements. This is a non-reverting fund, restricted to
specific purposes by the Help AmericaVote Act.

The Office’s non-major special revenue fund is as follows:

Arbitration Fund (SHARE 02500) - Chapter 112 Laws 1997 - An arbitration hearing shall be
conducted by asingle arbitrator selected within ten days by the person against whom the penalty
has been imposed from alist of five arbitrators provided by the Secretary of State. Neither the
Secretary of State nor a person subject to the L obbyist Regulation Act, Campaign Reporting Act,
or Financial Disclosure Act may serve as an arbitrator. Arbitrators shall be considered to be
independent contractors, not public officers or employees, and shall not be paid per diem or
mileage. Thisisanon-reverting fund. Thisisanon-budgeted fund for fiscal year ending 2011.

Fiduciary Funds

Fiduciary Fund Type (SHARE 79900) - for Notary Public and other fees, an agency fund is
used to report assets held for others that are not available to support office activities. Agency
fundsare custodial in nature (assets equal liabilities) and do not invol ve measurement of results
of operations. The agency fund is used to collect various fees under 8-4-4 NMSA 1978 that
are remitted to the State general fund.

Assets, Liabilities and Equity

Cashin Bank
The Office sbhank account is used to deposit fees collected by the office; thisaccount is swept
nightly by the State Treasurer’s Office.
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OFFICE OF THE SECRETARY OF STATE

Notes To Financial Statements

June 30, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

C.

Assets, Liabilities and Equity (continued)

Receivables
All receivables are fully collectible.

Supplies Inventory

Suppliesinventory consists of non-resale paper, postage and office supplies. The Office uses
the purchases method to account for itsinventory. At year end, the Office had a net increase
of $24,250 to its supplies inventory.

Capital Assets
In the government-widefinancial statements, property, plant and equipment are accounted for

as capital assets. All capital assets are valued at historical cost or estimated historical cost if
actual isunavailable, except for donated assets which arerecorded at their estimated fair value
at the date of donation. Capital assets with a value exceeding $5,000 are capitalized and
depreciated. Assets purchased before 2006 were capitalized if cost exceeded $1,000. Capital
assets acquired in the current year in the governmental funds are recorded as capital outlay
expenditures in the governmental fund financial statements.

Capital assets of the Office are depreciated on the straight-line method over the estimated
useful life of threeyearsfor computer equipment, and over fiveyearsfor voting systems under
the care and custody of the Counties.

Long-term Liabilities

Compensated Absences

The Office’s policies regarding annual leave permits employees to accumulate earned but
unused annual leave. Theliability for these compensated absencesisrecorded as current and
noncurrent liabilities in the government-wide statements. In the fund financial statements,
governmental funds report only the compensated absences liability payable from expendable
available financial resources. Vacation and sick leave earned and not taken is cumulative;
however, sick pay up to 600 hoursisforfeited upon termination of State service and vacation
timeislimited to 240 hours. Sick leave accumulated in excess of 600 hours, not to exceed 120
hours, is payable semiannually to qualified employees at a rate equal to 50 percent of their
hourly rate, Upon retirement, sick leaveislimited to 400 hours accumulated in excess of 600
hours at the 50 percent hourly rate. Historically, all compensated absences have been paid out
of the general fund.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Notes To Financial Statements
June 30, 2011
Q) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

C. Assets, Liabilities and Equity (continued)

Equity

Government-Wide Statements
Equity is classified as net assets and displayed in three components:

i. Invested in capital assets consists of capital assets net of accumulated depreciation and
reduced by any outstanding debt. The Office has no outstanding debt relating to capital
assets.

ii. Restricted net assets, consists of net assetswith constraints placed on their use either by (1)
external groups such as creditors, grantors, contributors or laws or regulations of other
governments; or (2) law through constitutional provisions or enabling legislation.

iii. Unrestricted net assetsare all other net assetsthat do not meet the definition of “restricted”
or “invested in capital assets.” The deficit reflected in the statement is caused primarily by
outstanding loans from the Board of Finance and unfunded compensated absences at year
end.

When an expenseisincurred for purposesfor which both restricted and unrestricted net assets
are available, the Office first uses restricted resources then unrestricted resources.

Fund Financial Statements

In the governmental fund financial statements the Office classifies fund balances into
spendable and non-spendable classifications. The non-spendable classification includes
amountsthat cannot be spent becausethey are either (a) not in spendableformor (b) legally or
contractually required to be maintained intact. The spendable classifications are as follows:

Restricted Fund Balances

In the governmental fund financial statementsrestrictions of fund balance are reported when
constraints placed on the use of resources are either: (1) Externaly imposed by creditors
(such as through debt covenants), grantors, contributors, or laws or regulations of other
governments; or (2) imposed by law through constitutional provisions or enabling
legidation. The amount of net assets restricted due to enabling legislation at June 30, 2011
is summarized below:

Restricted for public election fund (18000) $ 2,151,162
Restricted for HAV A program (90300) 75,749
Restricted for arbitration fund (02500) 30,254

Total $ 2,257,165
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June 30, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

C. Assets, Liabilities and Equity (continued)

Committed fund balances

Committed fund balances consist of amounts which can only be used for specific purposes
pursuant to constraints imposed by formal action of the government’s highest level of
decision-making authority (Secretary of State through policy action). The Office has no
committed fund balances as of June 30, 2011.

Assigned fund balances

Assigned fund balances consist of fund balances which are constrained by the government
intent to be used for specific purposes, but are neither committed nor restricted. Intent can
be expressed by (@) the governing body itself, or (b) abody (abudget or finance committee,
for example) or official to which the governing body has delegated the authority to assign
amounts to be used for specific purposes. The Office has no assigned fund balances as of
June 30, 2011.

Unassigned fund balances

Unassigned fund balances consist of al other fund balanceswhich have not been assigned to
other funds and have not been restricted, committed, or assigned to specific purposeswithin
the genera fund. The Office has no unassigned fund balances as of June 30, 2011.
Generally, the policy of the Officeisto first apply committed resources when an expenseis
incurred for purposes which have committed, assigned, or unassigned fund balances
available for use.

Program Revenues

Program revenuesinclude federal and state grants, chargesfor copies, other miscellaneousfees
and interest income collected per statute designated for operations. Grant revenues are
recognized when all eligibility requirements have been met.

Budgets and Budgetary Accounting

The officefollowsthese proceduresin establishing the budgetary datareflected in thefinancial
statements:

1. Prior to September 1, the Office submits to State Budget — Finance Control Division,
Department of Financeand Administration (DFA), and the L egidl ative Finance Committee
(LFC) an appropriation request for the fiscal year commencing thefollowing July 1. The
appropriation request includes proposed expenditures and the means of financing them.

2. Following their budget hearings with the Office, the DFA and the LFC prepare their own
budget recommendations to the legidature.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

E.

Budgets and Budgetary Accounting (continued)

3.

Budget hearings are then scheduled before the finance committee of the New Mexico
House of representatives and senate. Thefinal outcome of these hearingsisincorporated
into the general appropriations act.

The Office then submits, on or before May 1, an annual operating budget request to the
state Budget division which reviews the request and subsequently approves the budget
based upon the appropriations made by the legislature. The DFA approved operating
budget becomeseffectiveon July 1. All subsequent budget transfersand increases must be
authorized by the Director of the State Budget Division

Budgetary control is exercised by the Office at the appropriations unit level. Budget
Adjustment Requests (BARs) are approved by the DFA Budget Division.

Legal budgetary control for expenditures and encumbrancesis by category or line item.
The non-budgeted funds for the Office are the Arbitration and the Agency funds.

Appropriations|lapse at the end of thefiscal year except for those amounts rel ated to goods
and services received by June 30" or are multi-year appropriations.

Use of Estimates

The preparation of financia statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptionsthat affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.

I nter-fund Activity

Amounts due to and due from other funds were created because special revenue funds were
used to pay for matching requirements that should have been paid by the general fund. Inter-
fund receivables or payables at year end are netted as part of the reconciliation to the
government-wide financial statements.
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Notes To Financial Statements
June 30, 2011
INVESTMENTS, STATE TREASURER
Investments of the Office consist of itsinterest in the State general fund investment pool, whichis

managed by the New Mexico State Treasurer by statute. The fair value of the investments
maintained at the New Mexico State Treasurer’s Office at June 30, 2011 is asfollows:

SHARE Fund
Fund No. Description Fair Value
18000 General Fund $ 866,669
81200 Public Election Fund 2,174,576
90300 HAVA Fund 234,701
02500 Arbitration Fund 30,251
Total investment in SGFIP $ 3,306,197

The Officedid not have any other investmentsduring theyear. For additional GASB 40 disclosures,
information related to the above investment pool, including interest rate risk, and credit risk, the
reader should refer to the separate audit report of the New Mexico State Treasurer for thefiscal year
ended June 30, 2011.

DUE FROM /DUE TO

Due from in the Statement of Net Assets consists of grants and other receivables from external
parties at year end.

The due to State General Fund in the Statement of Net Assets of $275,964 includes $163,882 for
prior year advancesto the HAV A fund ( the Officeiswaiting for approval from the DFA to usethis
amount to reduce loans payable), $36,700 for current fiscal year reversion, $70,167 for prior year
reversion and $5,215 of unexpended special and deficiency appropriationsthat will be remitted to
the state general fund.

Due from/to other funds consist of inter-fund transfersin the fund financial statements as follows:

DueTo:
General Fund HAVA Fund
(18000) (90300)
Due From:

HAVA Fund (903000) $ 4,930 $ -0-

Public Election Fund (81200) 597 -0-
Genera Fund (18000) -0- 163,882

Total $ 5,527 $ 163,882
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June 30, 2011
4) CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2011 was as follows:

Balance Balance
June 30, 2010 Additions Deletions June 30, 2011
Non-depreciable Assets:
Computer equipment $ -0- $ 195161 $ -0- $ 195,161
Depreciable Assets:
Computer equipment, software
and furniture 1,232,240 659,127 -0- $ 1,891,367
Voting systems under the care and
custody of the Counties 19,268,330 -0- -0- 19,268,330
Total capital asset 20,500,570 854,288 21,354,858
Less accumulated depreciation
Computer equipment, software
and furniture (983,766) (295,836) -0- (1,279,602)
Voting systems under the care and
custody of the Counties (14,656,736 (3,853,666) -0- (18,510,402)
Total accumulated depreciation (15,640,502) (4,149,502) -0- (19,790,004)
Net capital assets $ 4,860,068 $(3,295,214) $ -0- $ 1,564,854

Non-depreciable assets above represent computer servers purchased during the year that have not
been placed in service as of year end.

Depreciation expense for the year ended June 30, 2011 was $4,149,502. The Office does not own
any infrastructure assets as of June 30, 2011.

(5) CHANGESIN LONG-TERM OBLIGATION

The following is a summary of transactions for the compensated absences for the year ended
June 30, 2011, which the general fund will pay in future years:

Balance Balance
June 30, 2010 Additions Deletions June 30, 2011
Annual leave $ 99,315 $ 70,269 $ 71,751 $ 97,833
Sick leave 3,939 55,320 54,626 4,633
Compensatory leave 25,417 -0- 24,454 963
Total $ 128,671 $ 125,589 $ 150,831 $ 103,429

The current portion of the compensated absences balance is $76,476.
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Notes To Financial Statements
June 30, 2011

ADVANCE LOANSFROM BOARD OF FINANCE

Fiscal

Y ear June 30, 2010 Additions Deletions June 30, 2011 Short-term
2008 $ 550,105 $ -0- $ 550,105 $ -0- $ -0-
2009 250,411 -0- -0- 250,411 -0-
2010 385,861 -0- -0- 385,861 -0-
2011 -0- 466,146 -0- 466,146 86,069

$ 1,186,377 $ 466,146 $ 550,105 $ 1,102,418 $ 86,069

In fiscal year 2008 the Office received emergency loans in the amount of $550,105 for costs
associated with the primary election held in June 2008. The loan was paid off during the year.

In fiscal year 2009, the Office received loans total $250,411, including $150,000 for purposes of
paying for additional ballots used in the general election, $41,111 for purposes of paying for an
election recount and $59,300 to pay for Oracle licensing fees for VREMS and maintenance and
support services for the public financial reporting system. The loans are expected to be repaid in
future years and will require the appropriation of additional funds.

In fiscal year 2010, the Office received an emergency loan of $385,861 for shortfallsrelated to the
2010 primary election. The loan is expected to be repaid in future years and will require the
appropriation of additional funds.

In fiscal year 2011, the Office received aloan of $466,146 to pay Election System and Softwarefor
prior year maintenance services of thevoter registration system. Theloanisexpected to berepaidin
future years and will require the appropriation of additional funds.

POST RETIREMENT BENEFITS- RETIREE HEALTH CARE

Plan Description

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

Eligible retirees are: (1) retirees who make contributions to the fund for at least five years prior to
retirement and whose eligible employer during that period of time made contributions as a
participant in the Retiree Health Care Act on the person’s behalf, unless that person retires before
theemployer’ sNMRHCA 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
legidlatorswho served at |east two years; and (4) former governing authority memberswho served at
least four years.

The RHCA issuesapublicly available stand-alone financial report that includesfinancial statements
and required supplementary information for the postemployment healthcare plan. That report and
further information can be obtained by writing to the Retiree Health Care Authority at 4308 Carlisle
NE, Suite 104, Albuquerque, NM 87107.

Funding Policy

The Retiree Hedth Care Act (Section 10-7C-13 NMSA 1978) authorizes the RHCA Board to
establish the monthly premium contributionsthat retirees are required to pay for healthcare benefits.
Each participating retiree pays a monthly premium according to a service based subsidy rate
schedulefor the medical plusbasic life plan plusan additional participation fee of fivedollarsif the
eligible participant retired prior to the employer’s RHCA effective date or isaformer legislator or
former governing authority member. Former legislators and governing authority members are
required to pay 100% of the insurance premium to cover their claims and the administrative
expenses of the plan. The monthly premium rate schedule can be obtained from the RHCA or
viewed on their website at www.nmrhca.state.nm.us.

The Retiree Health Care Act (Section 10-7C-15 NMSA 1978) is the statutory authority that
establishes the required contributions of participating employers and their employees.

During the fiscal year ended June 30, 2011, the statute requires each participating employer to
contribute 1.666% of each participating employee’ s annual salary; each participating employeeis
required to contribute .833% of their salary. Inthe fiscal year ending June 30, 2012 through June
30, 2013 the contribution rates for the employees and employers will rise as follows:

Fiscal Year Employer Contribution Rate Employee Contribution Rate
FY12 1.834% 917%
FY 13 2.000% 1.000%

Employees joining the plan after January 1, 1998 are also required to make a surplus-amount
contribution to the RHCA based on one of two formulas at agreed-upon intervals.
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POST RETIREMENT BENEFITS- RETIREE HEALTH CARE (continued)

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

The Office's contributions to the RHCA for the years ended June 30, 2011, 2010 and 2009 were
$26,876, $22,953 and $21,2609, respectively, which equalsthe required contributionsfor each year.

RETIREMENT BENEFITS—-PERA

Plan Description

Substantially all of the Office’s full-time employees participate in a public employee retirement
system authorized under the Public Employees Retirement Act (Chapter 10, Article 11, NMSA
1978). The Public Employees Retirement Association (PERA) is the administrator of the plan,
which is a cost-sharing multiple-employer defined benefit retirement plan. The plan provides for
retirement, disability 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, NM 87504-2123. The report is also available on PERA’s website at
WwWWw.pera.state.nm.us.

Funding Policy

Plan members are required to contribute 8.92% of their gross salary. The Office is required to
contribute 15.09% of the gross covered salary. The contribution requirements of plan membersand
the Office are established under Chapter 10, Article 11 NMSA 1978. The requirements may be
amended by acts of the legislature. The Office’s contributions to PERA for the years ending June
30, 2011, 2010 and 2009 were $238,677, $282,457and $313,942, respectively, equal to the amount
of the required contributions for each fiscal year.

DEFERRED COMPENSATION

The State of New Mexico offers state, local government and school district employees a deferred
compensation plan created in accordance with Internal Revenue Code Section 457. The plan,
available to all State employees and those local government and school district employees whose
employers have elected participation in the plan, permits participants to defer a portion of their
salary until futureyears. The deferred compensation isnot available to employeesuntil termination,
retirement, death, or unforeseeable emergency. There are employeesthat are making contributions
to the Deferred Compensation Plan. Neither the Office nor the State of New Mexico makes any
contributions to the Deferred Compensation Plan. All contributions withheld from participants by
the Office have been paid to the New Mexico Public Employees Retirement Association, which
administers the plan.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Notes To Financial Statements
June 30, 2011
COMMITMENTSAND CONTINGENCIES
Operating L eases
The Secretary of State |eases certain equipment under operating leases. Leases are subject to
future appropriations and as such are cancellable by the Secretary of State at the end of afiscal

year. Rental expense under operating leases for the year ended June 30, 2011 was $29,005.
Future lease payments are as follows:

2012 $ 16,878
2013 15,878
2014 4,879
2015 3,173
2016 -0-
Total $ 40,808

Risk Management

The office is exposed to various risks of loss for which the office carries insurance (auto;
unemployment compensation; crime; general liability, civil rights; property; and worker's
compensation). The Office obtains coverage through the State of New Mexico Risk Management
Division (RMD); claimsare processed through RMD. There are no material matters outstanding at
June 30, 2011.

SPECIAL AND DEFICIENCY APPROPRIATIONS

The Officereceived aspecial appropriation under Laws of 2010, Chapter 6, Section 5 for fiscal year
2011 for $1,000,000 to runthe 2010 general election. Asof June 30, 2011, the Office had expended
$999,996 and reverting $4 to the state general fund, whichisreflected in the accompanying financial
statements.

The Office also received adeficiency appropriation under Laws of 2011, Chapter 179, Section 6 for
$300,000 to cover the 2010 election shortfall. The Office expended $294,789 as of year end, and
reverting $5,211 to the state general fund, which is reflected in the accompanying financia
statements.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Schedule of Changesin Fiduciary Assetsand Liabilities
For the Year Ended June 30, 2011

Beginning Ending
Balance Increase Decrease Balance
Assets -
Interest in SGFIP $ 5,650 $1,362,414 $ 620,368 $ 747,696
Due from other funds 744,218 - 744,218 -
Tota $ 749,868 $1,362,414 $1,364,586 $ 747,696
Liabilities -
Due to State general fund $ 749,868 $1,362,414 $1,364,586 $ 747,696
See Auditor's Report
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Schedule of Operating Transfers
June 30, 2011

SHARE Transfer

Fund Agency In Out
General Fund (18000)
(1) 85300 Dept. of Finance & Administration $ 3,355,700 $ -
(2) 85300 Dept. of Finance & Administration 1,132,200 -
(3 85300 Dept. of Finance & Administration 1,000,000 -
(4 85300 Dept. of Finance & Administration 300,000 -
(5 20900 Board of Finance 466,146 86,069
(6) 20900 Dept. of Finance & Administration - 205,797
(10) 90300 HAVA Fund 163,882 -
Public Election Fund (81200)
(7) 71000 Taxation and Revenue Dept. 1,200,000 -
(8 50800 Public Regulation Commission (PRC) 100,000 -
(9 50600 Public Regulation Commission 200,000 -
HAVA Fund (90300)
(10) 18000 General Fund - 163,882

Total $ 7,917,928 $ 455,748

(1) General fund appropriations, Laws of 2010, Chapter 6, Section 4.

(2) General fund appropriations, Laws 2010, 2nd Special Session, Chapter 6, Section 4-Election.
(3) Specia appropriations, Laws 2010, 2nd SS, Chapter 6, Session 5, item 3. For 2010 general

election.

(4) Supplemental and deficiency appropriations, Laws 2011, Chapter 179, Section 6, item 4.

(5) Board of Finance - loans and payments.
(6) Reversionto State genera fund.

(7) Distribution from the Tax Administration Suspense Fund under Section 7-1-6.58 NM SA 1978.

(8) Public election fund from PRC per Section 1-19A-10 NMSA 1978.
(9) Public election fund from PRC per Section 1-19A-10 NMSA 1978.
(10) Payment of prior year advances from the genera fund.

See Auditor's Report
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STATE OF NEW MEXICO

OFFICE OF THE SECRETARY OF STATE

Memor andum of Under standing

June 30, 2011

Totd Secretary
Operation Estimated of State Audit
Participants Responsibility Description Term Amount Contribution Responsibility
Secretary of State &:
Governor's to provide accessibility 211/2010 -
Commission on GCD training at the polling 6/30/2011 $ 5,990 $ 5,990 GDC
Disability (GCD) sites.

(1) Reporting is the responsibility of al parties involved.

(2) The revenues and expenditures are reported in the books of the responsible party.

See Auditor's Report
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Schedule of Expenditures of Federal Awards
For the Year Ended June 30, 2011

Federal Agency or
Federal Grantor/ CFDA Pass Through Federal
Program Title Number Number Expenditures
Department of Health & Human Services
Help AmericaVote Act (HAVA):
TitleIl, Subtitle D, Section 291
(Protection and Advocacy) 93.617 G-0903NMVOTE $ 126,519
US Election Assistance Commission
* Help AmericaVote Act (HAVA):
Title 11 (Voting System Standards) 90.401 NMO0809RPO1 1,076,616
Interest income 90.401 119,282
Subtotal 1,195,898
Total $ 1,322,417

*  Denotes Mgor Program

Note 1> Basis of Presentation

The accompanying schedule of expenditures of federal awards has been prepared on an accrual basis
of accounting. Theinformation in this schedule is presented in accordance with the requirements of
OMB Circular A-133, Audit of States, Local Governments, and Non-Profit Organizations. Therefore,
some amounts presented in this schedule may differ from amounts presented in, or used in the

preparation of, the basic financial statements.

Note 2> Outstanding L oans and Subr ecipients

The Office does not receive any non-cash assistance; has no outstanding loan and does not provide

federal awards for subrecipients.

See Auditor's Report
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ZLOTNICK Serving clients since 1972
LAWS David G. Zlotnick
SAND OVAL PC Asa Laws

Richard D. Sandoval

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERSBASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Mr. Hector H. Balderas

New Mexico State Auditor

and

Ms. Dianna J. Duran

New Mexico Secretary of State

We have audited the financial statements of the governmental activities, each magjor fund, the aggregate
remaining fund information, the budgetary comparisons of the general fund and major special revenuefunds
of the State of New Mexico, Office of the Secretary of State (Office) as of and for the year ended June 30,
2011, and haveissued our report thereon dated November 30, 2011. We conducted our audit in accordance
with auditing standards generally accepted in the United States of Americaand the standards applicable to
financia 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 Office’ sinternal 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 Office’s interna
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Office sinternal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify al 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 schedul e of findings and questioned costs, we identified certain
deficienciesininternal control over financial reporting that we consider to be material weaknesses and other
deficiencies that we consider to be significant deficiencies

A deficiency ininternal control existswhen the design or operation of acontrol does not allow management
or employees, inthe normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on atimely basis. A material weaknessis adeficiency, or acombination of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of the entity’s
financia statements will not be prevented, or detected and corrected on atimely basis. We consider the
deficiencies described in the accompanying schedul e of findings and questioned costs, asitems 2011-01 and
2011-2 to be material weaknesses.
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A significant deficiency isadeficiency or acombination of deficienciesininternal control that islesssevere
than amaterial weakness, yet important enough to merit attention by those charged with governance. We
consider the deficiencies described in the accompanying schedul e of findings and questioned costs asitems
2011-03 and 2011-04 to be significant deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Office’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards and which are described in the accompanying schedule of findings
and questioned costs as items 2011-05 to 2011-08.

We also noted certain other matters that are required to be reported pursuant to Government Auditing
Standards paragraphs 5.14 and 5.16, and pursuant to Section 12-6-5, NMSA 1978, which are described in
the accompanying schedul e of findings and questioned costs as findings 2011-09 to 2011-11.

The Office sresponsesto the findingsidentified in our audit are described in the accompanying schedul e of
findings and questioned costs. We did not audit the Office’ s responses and, accordingly, we express no
opinion on them.

Thisreport isintended solely for theinformation and use of management, otherswithin the Office, the State

Auditor, the New Mexico L egidlature, and applicable Federal grantors, and isnot intended to be and should
not be used by anyone other than these specified parties.

g/oﬂmé/F ﬁvz ?§Jouf| Pl

Zlotnick, Laws & Sandoval, P.C.
November 30, 2011
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ZLOTNICK Serving clients since 1972
LAWS David G. Zlotnick
SAND OVAL PC Asa Laws

Richard D. Sandoval

REPORT ON COMPLIANCE WITH REQUIREMENTSTHAT COULD HAVE A DIRECT
AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Mr. Hector H. Balderas

New Mexico State Auditor

and

Ms. DiannaJ. Duran

New Mexico Secretary of State

Compliance
We have audited the State of New Mexico, Office of the Secretary of State’ s (Office) compliance with the

types of compliance requirements described inthe OMB Circular A-133 Compliance Supplement that could
have adirect and material effect on each of the Office’ smajor federal programsfor the year ended June 30,
2011. The Office’'smajor federal programsareidentified in the summary of auditor’ sresults section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts, and grants applicableto each of itsmajor federal programsistheresponsibility of the
Office’ smanagement. Our responsibility isto expressan opinion on the Office’ s compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financia audits contained in Government Auditing
Sandards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
Sates, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirementsreferred to abovethat could have adirect and material effectona
major federal program occurred. An audit includes examining, on atest basis, evidence about the Office's
compliance with those requirements and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides areasonable basis for our opinion. Our audit does
not provide alegal determination of the Office’s compliance with those requirements.

Asdescribed initems 2011-12 and 2011-13 in the accompanying schedul e of findings and questioned costs,
the Officedid not comply with requirements regarding equi pment management, reporting and Procurement
and Suspension and Debar ment that are applicabletoitsHAV A program, CFDA 90-401. Compliancewith
such requirementsis necessary, in our opinion, for the Office to comply with the requirements applicableto
that program.

In our opinion, except for the noncompliance described in the preceding paragraph, the Office complied, in

all material respects, with the compliance requirements referred to above that are applicable to each of its
major federal programs for the year ended June 30, 2011.
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Internal Control Over Compliance

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

Our consideration of internal control over compliancewasfor thelimited purpose described in the preceding
paragraph and was not designed to identify all deficienciesininternal control over compliancethat might be
significant deficiencies or material weaknesses and therefore, there can be no assurancethat all deficiencies,
significant deficiencies, or material weaknesses have been identified. However, as discussed below, we
identified certain deficiencies in internal control over compliance that we consider to be material
weaknesses and other deficiencies that we consider to be significant deficiencies

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on atimely basis. A material weaknessininternal control over complianceisadeficiency,
or combination of deficiencies, ininternal control over compliance, such that thereis reasonable possibility
that material noncompliance with a type of compliance requirement of a federal program will not be
prevented, or detected and corrected, on atimely basis. We consider the deficiency ininternal control over
compliance described in the accompanying schedul e of findings and questioned costsasitem 2011-12 to be
amaterial weakness.

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, ininternal control over compliancewith atype of compliance requirement of afederal program
that is less severe than a material weakness in internal control over compliance, yet important enough to
merit attention by those charged with governance. We consider the deficiency in internal control over
compliance described in the accompanying schedul e of findings and questioned costsasitem 2011-13to be
asignificant deficiency.

The Office sresponsesto the findingsidentified in our audit are described in the accompanying schedul e of
findings and guestioned costs. We did not audit the Office’ s responses and, accordingly, we express no
opinion on then.

Thisreport isintended solely for theinformation and use of management, otherswithin the Office, the State

Auditor, the New Mexico Legislature, and applicable Federal grantors, and isnot intended to be and should
not be used by anyone other than these specified parties.

2k o B5eud P4

Zlotnick, Laws & Sandoval, P.C.
November 30, 2011
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Schedule of Findings and Questioned Costs
Year Ended June 30, 2011

Section | - Summary of Auditor’s Results

Financial Statements

Type of auditors’' report issued:

Internal control over financial reporting:
A. Material weaknesses identified

B. Significant deficienciesidentified that

are not considered to be material
weaknesses?

Noncompliance material to the financial
statements noted?

Federal Awards

Internal control over major programs:
A. Material weaknessesidentified?

B. Significant deficiencies identified that

are not considered to be material
weaknesses?

Type of auditors’ report issued on compliance for major programs:

Any audit findings disclosed that are
required to be reported in accordance
with 510(a) of Circular A-133?

| dentification of major programs:

CFEDA Numbers
90.401

Dollar threshold used to distinguish
between type A and type B programs:

Auditee qualified as low-risk auditee?

Unqualified Opinion

X Yes No
X Yes No
_ X Yes _____ No
X Yes No
X Yes No

Qualified Opinion

Name of Federal Program or Cluster
Help America Vote Act

$300,000

Yes X No
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Summary of Findings and Questioned Costs
For the Year Ended June 30, 2011

Section Il & |11 Financial Statements Findings

Section |l Section Il

Status of Financial  Federal
Prior Year Significant Material Other  Statement Awards
No. Title Findings Deficiency Weakness Compliance Matters  Finding Finding
Prior Year Findings:
No matters were reported.

Current Year Findings:

2011-01 Cash Drawdown n/a yes yes no no X

2011-02 Capital Assets Management (xref 2011-12  n/a yes yes yes no X

2011-03 Gas Card Statement n/a yes no no no X

2011-04 Voucher Test n/a yes no no no X

2011-05 Cash Receipts n/a no no yes no X

2011-06 Payroll Test n/a no no yes no X

2011-07 Reversion n/a no no yes no X

2011-08 Not Used

2011-09 Fraud Policy n/a no no no yes X

2011-10 Inventory Exempt Items n/a no no no yes X

2011-11 Vehicle Usage n/a no no no yes X

2011-12 Equipment Management n/a yes yes yes no X

2011-13 Reporting Requirements n/a yes no yes no X

See Auditor's Report
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Schedule of Findings and Questioned Costs
Year Ended June 30, 2011

Section Il — Financial Statement Findings

MATERIAL WEAKNESSES
2011-01
Cash Drawdown

Condition:

The Office has been awarded a reimbursement grant under the Help America Vote Act (HAVA),
Title 11, Subtitle D, Section 261-265. Each annual award is for $100,000, except for 2004 when the
award was for $61,504. The grant is open for five years. Any funds that have not been requested for
reimbursements carryover to the succeeding grant year. Reimbursements can be requested any time
until the grant lapses 5 years later. Through inquiry of the federal management payment system, we
discovered the following:

Federal Amount
Grant Period Award Payment Cancelled | Expenditures  Balance
2003-2005 $ 261,504 $ 161,504 $(100,000) $ 141528 $ (19,976)
2006-2010 500,000 500,000 -0- 556,482 56,482
Total $ 761504 $ 661,504 $(100,000) $ 698,010 $ 36,506

Between 2003 thru 2005 grant periods, the Office was awarded $261,504, expended $141,528 and
drew down $161,504, which included reimbursement for some expenditures incurred prior to 2003,
leaving a $100,000 unused and unavailable balance. The federal management payment system does
not provide sufficient detail to show which of the grant periods between 2003 and 2005 had lapsed,
but the Office concluded that it was the $100,000 from 2005. If that is true, the money could have
been drawn anytime during the 5 year period ending September 30, 2010. Between 2006 and 2010,
the Office was awarded $500,000 and expended $556,482. The Office drew down $186,750 in
2006. After the new administration took office in 2011, all remaining funds that were available in
the amount of $313,250 were drawn. This draw completed the grants for periods 2005 to 2010. The
final result is that the adjusted awards between 2003 and 2010 were $661,504; the office expended
$698,010 during the same period, leaving an unfunded federal balance of $36,506. The unfunded
federal expenditures were absorbed by the State HAVA fund, a non-reverting fund, used to account
for the federal and state matching requirement of the HAVA program.

Criteria:
The federal grant agreement specified that the reimbursement request be made within a five year
period.

Effect:

The Office did not have resources available to address other priorities because of the over
expenditure of federal funds.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Schedule of Findings and Questioned Costs
Year Ended June 30, 2011

Section Il — Financial Statement Findings

Cause:

Because $100,000 of the grant in the years 2003 to 2005 was cancelled or elapsed, there was not
sufficient grant money available to cover grant expenditures incurred.

Recommendation:

Procedures should be in place to ensure that cash drawdown requests for valid expenditures occur on
a regular basis.

Agency Response:

Every year since 2003, the agency has been awarded a reimbursement grant under the Help America
Vote Act (HAVA), Title 11, Subtitle D, Section 261-265. Up until 2007 the agency drew down
reimbursements on its valid HAVA disability expenditures. Because grant awards expire after five
years and draw downs were not made between 2007 and 2010, a $100,000 grant, likely the 2005
award, was lost. In 2011, the current administration drew down all remaining eligible federal funds
but because a $100,000 grant expired there was not sufficient grant money to cover $36,000 in
expenditures made by the prior administration. The loss of funds as a result of the inaction by the
former administration negatively impacts disability services related to elections. The agency will
establish written procedures for proper oversight of all grants and ensure the agency timely draws
down available funds to comply with federal requirements and prevent any loss of funding which
benefits disabled voters.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Schedule of Findings and Questioned Costs
Year Ended June 30, 2011

Section Il —Financial Statement Findings

2011-02
Capital Assets Management

Condition:

As described in the accompanying schedule of findings and questioned costs as item 2011-12,
Equi pment Management, the Office did not have acomplete and accuratelisting of capital assets. In
addition, aphysical inventory of capital assets was not performed.

Criteria:

Section 12-6-10(A) NM SA 1978 requires each agency to conduct an annual physical inventory of
movabl e chattel s and equipment at the end of each fiscal year. The agency isrequired to certify the
correctness of the inventory after the physical inventory iscompleted. This certification should be
provided to the agency’ s auditors.

Effect:
Since no physical inventory has been performed in the past few years, adjustments to the financial
statements may be required to reflect asset deletions or obsolescence.

Cause:
The prior administration did not leave adetailed listing of capital assets. Thelistsprovided by other
sources were also not complete in every detail.

Recommendation:

The Office needsto tag al computer equipment and voting machines, complete aphysical inventory
of all capital assetsand reconcile physical countsto the capital asset listings. 1naddition, the Office
should revise the capital asset listings to be more descriptive asto make, model, serial number and
location of each asset. The Office may want to invest in a capital assets and deprecation software
that would make it easier to track capital assets.

Agency Response:

A ligting of assets was not maintained by the prior administration. The current administration
worked with its current auditor to obtain the asset lists used by the prior auditor when it prepared the
fiscal year 2010 audit. The equipment and furniture asset list provided by the previous auditor
referenced identification numbers for the assets but agency staff could not locate identification
numbers on the current assetsin the office. Theagency will compilealisting of assetsand assigned
tags to those assets. It will also conduct an annual physical inventory.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Schedule of Findings and Questioned Costs
Year Ended June 30, 2011

Section Il —Financial Statement Findings

SIGNIFICANT DEFICIENCIES
2011-03
Gas Card Statements

Condition:
We examined sixty (60) payment vouchersfor expenditures. Wefound three gas card statementsin
the amount of $3,798 that were not reconciled to actual gas card receipts.

Criteria:
In order to prevent fraud or abuse of gas cards, the detail of amounts shown on the gas card
statement must be examined to verify that the chargeisfor gas only.

Effect:
Gas card charges may have included unauthorized and inappropriate items.

Cause:
The Office felt that review of the statement charges was adequate control; however, the statement
does not show sufficient detail to identify improper charges.

Recommendeation:
We recommend that empl oyeeswho make gas card purchases be required to providethereceipt and
that the receipts be reviewed and matched to the charges on the statement.

Agency Response:
The agency will reconcile actual gas card receipts with monthly statement to prevent unauthorized

usage.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Schedule of Findings and Questioned Costs
Year Ended June 30, 2011

Section Il —Financial Statement Findings

2011-04
Voucher Test

Condition:

We examined sixty (60) payment vouchers for expenditures. We found three vouchers totaling
$563,251for capital outlay itemsthat were posted to the wrong accounts (I T servicesor professional
services instead of information technology equipment).

Criteria:
Effective internal control over expenditures and payments for capital outlay items requires proper
classifications of the expenditures.

Effect:
Capital assets could have been understated on the financial statements.

Cause:
Purchase Orders prepared by the Office and approved by DFA did not catch the classification errors.

Recommendation:
We recommend that the Office always post capital outlay expendituresfor assetsover $5,000 to the
correct capital outlay line itemsin the chart of accounts.

Agency Response:

The prior administration implemented an electronic poll book pilot project and purchased hardware
and licensesfor the Voter Registration and Election Management System. The purchaseswere made
prior to January 1, 2011land were incorrectly posted. The agency will post capital outlay
expenditures for assets to the correct capital outlay line itemsin the chart of accounts.
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STATE OF NEW MEXICO
OFFICE OF THE SECRETARY OF STATE

Schedule of Findings and Questioned Costs
Year Ended June 30, 2011

Section Il —Financial Statement Findings

COMPLIANCE
2011-05
Cash Receipts

Condition:

We selected 42 deposit daysto test cash received at the Secretary of State Office. We found thirty-
six (36) instances totaling $97,002 where the cash receipts were not deposited within the 24 hour
time requirement, an error rate of 85%.

Criteria:

The Public Money Act [Chapter 6-10-3 NMSA 1978] requires that state agencies receiving any
money for or on behalf of the state shall remit the money received to the State Treasurer before the
close of the next succeeding business day after the receipt of money.

Effect:
The Office did not comply with the law.

Cause:
Operatorsare collecting only the feesthat are assigned to their functions, and don’t always close out
and balance their accounts on adaily basis.

Recommendation:
The Office must change procedures to close out and balance their accounts on adaily basis so that
the deposit can be made timely.

Agency Response:
The agency implemented procedures and now requires operators to close out and balance their
accounts daily and the agency deposits cash receipts within 24 hours.
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OFFICE OF THE SECRETARY OF STATE

Schedule of Findings and Questioned Costs
Year Ended June 30, 2011

Section Il —Financial Statement Findings

2011-06
Payroll Test

Condition:
We selected twenty-four (24) personnel files for testing. We found 15 files or 62.5 percent where
annual performance reviews for classified employees were not performed in atimely manner.

Criteria:

The State Personnel Act, 1.7.9 NMAC and the Secretary of State Employee Policiesand Procedures
Handbook state that evaluations for career employees should be performed annually and reviewed
semi-annually by the immediate supervisor.

Effect:
The Office did not comply with the State Personnel Act and the employee handbook.

Cause:
A new management team took office in January 2011 and needed more time to evaluate employee
performances.

Recommendation:
Management needsto perform the employee evaluations and turn theminto the HR officein atimely
manner.

Agency Response:

In December 2010, the previous administration left office, leaving the majority of staff without an
annual performance evaluation. In most cases, an evaluation was never initially opened and many
did not have a closed-out evaluation from FY 2010. When the new administration took office in
January 2011, staff workload and job assignments were eval uated and necessary adjustmentswere
made. In fiscal year 2012, a strong effort is being made by management to open all performance
evaluations for employees. It is the agency’ s expectation to have all performance evaluations for
classified employees opened, on file and subsequently completed on the employee’ s anniversary
date.
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OFFICE OF THE SECRETARY OF STATE

Schedule of Findings and Questioned Costs
Year Ended June 30, 2011

Section Il —Financial Statement Findings

2011-07
Reversion

Condition:
Prior fiscal years reversions totaling $70,166 ($45,966 for fiscal year 2010 and $24,200 for fiscal
year 2009) have not been transferred to the State General Fund.

Criteria:
The Office may adjust the reversion within 45 days of release of the audit report for that fiscal year.

Effect:
The Office did not comply with State law.

Cause:
The prior administration did not make the prior fiscal year reversions.

Recommendation:
The Office should make the reversion of unexpended State appropriations as provided by State law
in atimely manner.

Agency Response:

The agency will make the reversions of unexpended state appropriations as provided by State law.
Since the prior administration did not make the fiscal year 2009 or fiscal year 2010 reversions, and
the agency’ sindependent auditor at that time did not report the agency’ sfailureto comply with State
law, the current administration will make the reversions.
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2011-08

Not Used
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OTHER MATTERS
2011-09
Fraud Policy

Condition:

The Secretary of State employee handbook addresses some elementsof fraud. However, The Office
has not established a formal fraud policy that includes a management assessment of fraud,
monitoring, and procedures whereby employees can report fraud.

Criteria
The Officeisresponsible for creating an atmosphere of honesty and ethical behavior. SAS No. 99
created responsibilities for management to formalize their response to the possibility of fraud.

Cause:
SASNo. 99 was effectivefor thefiscal year ending 2004, but the matter has not yet been addressed
by the Office.

Effect:
Management of the Office is not doing all they might do to prevent fraud in the workplace.

Recommendation:
Werecommend that the Officeformalize aresponseto fraud in accordance with SAS No. 99 as soon
as possible.

Agency Response:

Theagency will install inits break room acomment box and issue an email notifying staff that itisa
mechanism that they can use to report fraud, waste or abuse. The agency will also act on the audit
recommendation to formalize a procedure for reporting fraud, which it will includeinitsemployee
handbook.
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2011-10
Inventory Exempt Items

Condition:
The Office currently does not have alisting of assets below the capitalization threshold of $5,000.
In addition, tags should be issued and placed on each asset.

Criteria
Proper internal control requiresthe Officeto keep track of all assetsunder its custody, and all assets
should be tagged with a unique identification number.

Effect:
Inventory exempt assets may have been stolen. If so, the theft could not be substantiated.

Cause:
The prior administration did not leave a listing of non-capitalized assets; as a result, a physical
inventory could not be performed.

Recommendation:
The Office needs to compile alisting of non-capitalized assets and assigns tags to those assets.

Agency Response:

A listing of non-capitalized assets was not | eft by the prior administration. Staff recently tagged and
inventoried equi pment and theinventory listismodified when theinventory isadded, disposed of or
moved.
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2011-11
Vehicle Usage

Condition:

The Office expended $13,724 ($9,083 during the 1¥ half of the year (7/1/2010 to 12/31/2010) and
$4,641 during the 2™ half of theyear (1/1/2011 to 6/30/2011) for vehiclesand rel ated charges during
theyear. The Officedid not have alog to show whether vehicleswere used for business or personal
purposes.

Criteria:
Proper internal control requiresthe Officeto keep track of vehicle usage and prohibit personal use.

Effect:
Vehicles may have been used for personal purposes, such as commuting.

Cause:
The prior administration did not exercise any control over vehicle usage.

Recommendation:

Thenewly elected Secretary of State hasalready established avehiclelog and internal controlsover
vehicles. The number of vehiclesin the fleet has been reduced from 5 to 2. We concur with the
changes and recommend that internal controls continue to be monitored.

Agency Response:

Immediately upon taking office, the current administration cut the number of leased vehiclesfrom
five down to two and established a tracking system for vehicle usage and tracking fuel purchases.
Theagency’ spolicy prohibits personal use of vehicles. Asof January 1, 2011, no statevehiclesare
used for commuting by the Secretary, or any agency officials or employees.
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FEDERAL AWARDSFINDING
2011-12
Equipment Management

Help America Vote Act (HAVA) - CFDA #90.401
Questioned costs - None

Condition:

The Office has over $21 million in capital assets at year end; the majority of the assets purchased
were funded by the HAV A grants. The Officedid not have acomplete and accurate listing of capital
assets. They requested and received the capital asset listings, onefor voting machines and the other
for computer and equipment, from the prior year auditor. However, the assets itemized on the
computer and equipment listing were not tagged and the descriptions were too vague to determine
the makes and models of the items or their locations. Also, prior year assets did not show whether
federal funding was used to purchase those items.

The capital assetslisting for voting machinestotal ed about $19.3 million. The Office decided not to
use the listing obtained from the prior auditor, but instead used a listing obtained from AES, a
vendor who is currently providing maintenance services for those machines. That listing has not
been updated since March 2009. The Office also obtained a certified listing of all voting machines
from the Counties. Unfortunately, the Counties listings and the vendor listing did not agree. The
Officeis currently trying to reconcile those differences.

Criteria:

Section 12-6-10(A) NM SA 1978 requires each agency to conduct an annual physical inventory of
movabl e chattel s and equipment at the end of each fiscal year. The agency isrequired to certify the
correctness of the inventory after the physical inventory iscompleted. This certification should be
provided to the agency’ s auditors.

Effect:
Since no physical inventory hasbeen performed in the past few years, the actual amounts may differ
from the amounts on the financial statements.

Cause:

The prior administration did not leave adetailed listing of capital assets. Thelistsprovided by other
sources were also not complete in every detail.
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Recommendation:

The Office needsto tag al computer equipment and voting machines, complete aphysical inventory
of all capital assetsand reconcile physical countsto the capital asset listings. Inaddition, the Office
should revise the capital asset listings to be more descriptive asto make, model, serial number and
location of each asset. The Office may want to invest in a capital assets and deprecation software
that would make it easier to track capital assets.

Agency Response and Corrective Action:

The previous auditor provided its voting system asset list, which identified $19.3 million of voting
system assets. Thelist referenced identification numbers for $8.3 million worth of voting systems
but the remaining $11 million of voting systems were not listed. The voting system inventory list
found within the agency, which appeared to have been generated by one of the agency’ s vendors,
reflected all the assets as of March 2009, but that list is more than two years old. The agency is
currently working with the county clerks, who are responsible for storing the state-owned systems,
to develop an accurate inventory list.
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2011-13
Reporting Requirements

Help AmericaVote Act (HAVA) - CFDA #90.401
Questioned costs - None

Condition:
The Office cannot locate or did not prepare the federal financia status report (SF-425) for
expendituresincurred in the last federal fiscal year ended September 30, 2010.

Criteria:

Under the Help America Vote Act (HAVA), Section 258, reports are due annually. Expenditure
reports (Financial Status Report SF-425) are due by December 31 and cover the preceding period
from October 15™ to September 30™. Narrative reportsare also duewith the SF-425 and consist of a
summary of expenditures by each category of activities described in Title Il of HAVA, alist of
voting equi pment obtai ned with the funds, and a description of how the funded activitiesconformto
the State plan.

Effect:
The Office is not in compliance with the grant agreement. Noncompliance with the grant could
jeopardize the receipt of future HAV A funding.

Cause:
The prior administration may or may not have prepared thefederal financial statusreport. However,
the current administration cannot locate those files.

Recommendation:

Unless the federal financial status report and the accompanying narrative for federal fiscal year
ending September 30, 2010 can belocated quickly the Officewill need to prepare and filethem. The
financial report for fiscal year ending September 30, 2011 is due in December.

Agency Response and Corrective Action:

The agency submitted its Federal Financial Reports (FFR) for Section 251 funds for FY 2010 and
FY 2011 in December 2011. TheU.S. Election Assistance, upon receipt of thereports, informed the
agency that it had not received an FFR for Section 101 funds for FY 2009 — FY 2011. It indicated
that the last FFR on file for Section 101 funds was for FY 2008 and it was not marked as ‘Final’.
Previous audit reportsreflected no findingsrelated to the failure to meet federal reporting deadlines.
The current administration will submit an FFR for Section 101 fundsfor fiscal years 2009, 2010 and
2011 and will submit the final report for Section 101 funds.
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Financial Statement Prepar ation

Thefinancia statementswere prepared by the auditors, Zlotnick, Laws& Sandoval, P.C.; however,
the financial statements are the responsibility of management. Management is responsible for
ensuring that the books and records adequately support the preparation of financial statementsin
accordance with generally accepted accounting principles and that records are current and in
balance. Management has reviewed and approved the financial statements.

Exit Conference

The contents of thisreport were discussed at an exit conference held on December 13, 2011 with the
following in attendance:

Office of the Secretary of State

Dianna J. Duran, Secretary of State
Mary Quintana, Deputy Secretary of State
Ken Ortiz, Chief of Staff
Ellie Ortiz, Director of Finance and Administration

Zlotnick, Laws & Sandoval, P.C.

AsalLaws, CPA
Ban Trinh, CPA
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