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Independent Auditor’s Report

Mr. Jon Barela, Secretary

State of New Mexico Economic Development Department and
Mr. Hector H. Balderas

New Mexico State Auditor

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

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 also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinions.

- As discussed in Note 1, the financial statements of the Department are intended to present the
financial position and the changes in financial position of only that portion of the government
activities, each major fund, the budgetary comparisons for the general fund, major special
revenue funds and capital project fund of the Department as of June 30, 2011, and the changes
in financial position, of those activities and funds. They do not purport o, and do not present
fairly the financial position of the entire State of New Mexico as of June 30, 2011, or the
respective changes in the financial position, thereof, in accordance 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 and each major fund of the
Department as of and for the year ended June 30, 2011, and the respective changes in
financial position thereof, and the respective budgetary comparisons for the general fund, major
special revenue fund for the year then ended, in conformity with accounting principles generally
accepted in United States of America. In addition, in our opinion, the financial statements
referred to above present fairly, in all material respects, the respective financial position of each
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non-major governmental fund of the Department as of and for the year ended June 30, 2011,
and the respective changes in financial position and the respective budgetary comparisons for
the major capital project fund and all non-major funds for the year then ended, in conformity
with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
December 30, 2011, on our consideration of the Department’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and
not to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the resuits of our audit.

The Management’'s Discussion and Analysis presented on pages 4 through 17 are not a
required part of the basic financial statements but are supplementary information required by
the 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, we did 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.
The additional schedules listed as supplemental information in the table of contents (Schedules
1 through 4) are presented for purposes of additional analysis and are not a required part of the

financial statements. Such information has been subjected to the auditing procedures applied |

in the audit of the basic financial statements and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

%WAL#

Albugquergue, New Mexico '
December 30, 2011 '



STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2011

The State of New Mexico Economic Development Department’'s (Department) discussion and
analysis is designed to assist the reader in focusing on significant financial issues, provide an
overview of the Department’s financial activity, identify changes in the Department’s financial
position and identify any financial issues or concerns. The Management’s Discussion and
Analysis (MD&A) is designed to focus on the past year’s activities and financial changes.

As management of the Department, we offer readers this narrative overview and analysis of the
financial activities of the Department for the year ended June 30, 2011.

Department Overview

The Department is one of 23 cabinet level departments within the executive branch of the New
Mexico State Government. Founded by State statute in 1978, the Department’s mission is to
facilitate the creation, retention and expansion of jobs and to increase investment through
public/private partnerships to establish a stable diverse economy in an effort to improve the -
quality of life for New Mexicans.

To achieve our mission, the Department provides leadership and technical assistance to
communities, businesses and economic development organizations - this is done to empower
both the public and private sectors to facilitate economic growth. Our emphasis is on the
creation of diverse jobs that have a significant economic impact on the communities in which
they occur. :

Financial Highlights

e In the fiscal year ended June 30, 2011, the total assets of the Department exceeded
total liabilities by $8,078,780.

e The Department acquired $26,142 in total capital assets with individual acquisition
values greater than $5,000.

e Of the $11,491,610 in total current assets, nearly 82% was in the form of cash and
investments in state general fund investment pool.

e The total cost of Department programs was $16,383,784, whereas the total Department
revenue was $10,538,426. Reversions to State General Fund amounted to $777,381.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Department’s basic
financial statements. The Department’s basic financial statements comprise four components:
1) government-wide financial statements; 2) fund financial statements; 3) budget and actual
comparisons; and 4) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.

Government-wide Financial Statements. The government-wide financial statements are
designed to provide readers with a broad overview of the Department’s financial statements, in
a manner similar to a private-sector business.
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The statement of net assets presents information on all of the Department’s assets and
liabilities, with the difference between the two reported as total net assets. Over time, increases
or decreases in net assets may serve as a useful indicator of whether the financial position of
the Department is improving or deteriorating. ‘

The statement of activities presents information showing how the government’s net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon as
the underlying event giving rise to the change occurs, regardless of the timing of related cash
flows. Thus revenues and expenses are reported in this statement for some items that will only
result in cash flows in future fiscal periods (e.g., earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the Department that
are principally supported by taxes and intergovernmental revenues (government activities) from
other functions that are intended to recover all or a significant portion of their costs through user
fees and charges (business-type activities). The governmental activities of the Department
include economic development, program support, technology commercialization and community
development. Within the Department, there are no business-type activities.

Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. The
Department uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements. The Department has three types of governmental funds - general fund,
special revenue and capital outlay.

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

The Department maintains four individual governmental funds. [nformation is presented
separately in the governmental fund balance sheet and in the governmental fund statement of
revenues, expenditures, and changes in fund balances for the General fund, the Capital
Projects fund, and two Special Revenue funds. Data from the other two governmental funds
are combined into non-major funds.

Governmental Funds - The Department adopts an annual appropriated budget for its general
special revenue fund. The basic governmental fund financial statements can be found on
pages 21 and 24 of this report.

Other Information. Required supplemental information begins on page 53.
Government-Wide Financial Analysis

As mentioned earlier, net assets may serve over time as a useful indicator of a government’s

financial position. In the case of the Department, assets exceeded liabilities by $8,078,780 at
the close of the 2011 fiscal year.
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The largest portion of Department net assets (approximately 82%) are associated with the
Community Development Loan Fund and the Industrial Development Training Program. The
Department uses this cash to assist businesses in providing on-the-job training and job
opportunities to New Mexicans, while offering funding assistance to New Mexico businesses.

At the end of the 2011 fiscal year, the Department was able to report positive balances in the
category of net assets. The same situation held true for the prior fiscal year.

Governmental ActiVities
Governmental activities decreased the Department’s net assets by $6,652,739.
Financial Analysis of the Government’s Funds

The focus of the Department’s governmental funds is to provide information on near-term
inflows, outflows and balances of spendable resources. Such information is useful in assessing
the Department’s financial requirements.

As of the end of the 2011 fiscal year, the Department’'s governmental funds reported combined
ending fund balances of $6,244,320, a decrease of $5,945,548 in comparison with the prior
year. The majority of this amount is derived from the In-Plant Training fund (63800) and
constitutes reserved for community development fund balance, which will not revert to the
general fund and is available for spending in the following fiscal year.

The general fund is the chief operating fund of the Department. At the end of the 2011 fiscal
year, unassigned fund balance of the general fund was $-0-. This amount is not associated
with non-committed funding from the In-Plant Training Program and Community Development
Loan Fund. ‘

During the 2011 fiscal year, the fund balance of the Department’s general fund decreased by
$23,899.

The Department’s assets at the fund level are mostly comprised of cash, which is $9,427,182 or
71%. The fund liabilities are made up mostly of accounts payable, $1,308,489, or 19%, and
deferred revenue, $1,944,679, or 28%. As mentioned earlier, the Department’s largest source
of income comes from State General Fund Appropriations. The Department spent 33%, or
$5,394,251, on contractual services. The largest expenditure category is “other” expenditures,
which include funding the in-plant training fund and other programs. The Department spent
$6,844,942, or 42%, in this category.
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Financial Analysis of the Department as a Whole

Net Assets. Table A-1 summarizes the Department’s net assets for the fiscal year ended
June 30, 2011. Net assets for Governmental Activities were $8,078,780.

Table A-1
The Department’s Net Assets
Amount Total %
FY 2011 FY2010 Change Change

Governmental Activities
Assets:

Current assets $11,491,610 $20,010,270 $(8,518,660) -43%

Capital and

non-current assets ' 57,662 56,463 1,199 2%

Total assets $11,549,272 | - $20,066,733 $(8,517,461) - -42%
Liabilities: |

Current liabilities $ 3470492 $ 5335214 $(1.864.722) -35%
Total liabilities 3,470,492 5,335,214 (1,864,722) - -35%
Net assets: :

Invested in capital assets 57,662 56,463 1,199 2%

Restricted 8,188,999 14,927,360 (6,738,361) -45%

Unrestricted (167,881) (252,304) 84.423 -33%
Total net assets 8,078,780 14,731,519 v (6,652,739) -45%
Total liabilities and ‘

net assets $11,549,272 20,066,733 8,517,461 -42%
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Changes in Net Assets
The Department’s change in assets for fiscal year 2011 was a decrease of $6,652,739

(Statement of Activities). Eighty-one percent of the Department’s revenue comes from State
General Fund Appropriations. '

Table A-2
Changes in the Department’s Net Assets
Amount Total %
FY 2011 FY2010 Change Change
Governmental Activities
Revenues:
Program revenues $ 222,155 $ 224,324 (2,169) -1%
Operating grants - - - 0%
Total program revenues 222,155 224,324 (2,169) -1%
General revenues: |
State General Fund
appropriations 7,728,300 14,209,500 (6,481,200) -46%
Other - 2,266 (2,266) -100%
Total general revenues 7,728,300 14,211,766 (6.483,466) -46%
Total revenues 7,950,455 14,436,090 (6,485,63%5) -45%
Expenses:
Economic development 16,383,784 21,970,508 (5,586,724) -25%
Other sources (uses):
Severance tax bonds
proceeds 2,300,685 4,738,730 (2,438,045) -51%
Operating financing
sources (uses) (520,095) (4,017,153) 3,497,058 -87%
Total expenses 14,603,194 21,248 931 (6,645,737) -31%
Change in net assets (6,652,739) (6,812,841) 106,102 -2%
Net assets, beginning 14,731,519 21,544 360 (6,812.841) -32%
Net assets, ending $8.078,780 $14.731.519 $(6,652,739) _-45%
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Financial Analysis of the Department’s Funds

Capital Assets and Debt Administration. The Department’s investment in capital assets for
its governmental activities amounts to $57,662 (net of accumulated depreciation). This
investment in capital assets includes machinery and equipment. The Department expended
$26,142 in capital assets whose individual acquisition values are greater than $5,000 for the
year. Additional information on the Department’s capital assets can be found in the notes fo
this report.

The Department’s total liabilities decreased $1,864,722 over the previous fiscal year. The key
factor in this decrease was a decrease in accounts payable. The Department does not have
any long-term debt or deferred revenue due to the State General Fund.

Original and Final Budget. The Department’'s major sources of revenue are General Fund
Appropriations. Due to the budget cuts of FY11, the Department was forced to reduce its
spending to be in alignment with the General Fund revenue.

Department Overview

The Department expects to hold expenditures and costs flat while still facilitating the creation,
retention and expansion of jobs and to increase investment through public/private partnerships
to establish a stable diverse economy in an effort to improve the quality of life for New
Mexicans. The national and state financial situation for the upcoming FY12 is anticipated to be
less bleak than that experienced during FY11. For the Department, this means that operating
budgets will be flat.

Department Cost Reduction

In FY11, Secretary Barela made significant cost-saving cuts in the Economic Development
Department by reducing the Department’s vehicle fleet from 19 to 13 vehicles, which included
the vehicle that was assigned to the Secretary.

The Department reduced the number Blackberry phones used by staff by six. And the
Department renegotiated the printing contract to save $30,000 a year.

Salaries of Gov Ex positions were reduced by at least 10 percent from the previous year and
the number of Gov Ex positions was also were reduced from 11 to 8 positions.

Due to cuts in HB2 four positions were eliminated through attrition and the Department did not
fill three additional positions. Despite the cuts the Department was able to re-organize to
become more efficient and effective. Staffing of FTEs went down from 70 in FY10 to 65 in FY11
and then to 56 in FY12.

However, even with the issues discussed above, the Department has had many successes to
celebrate in fiscal year 2011. The Department has two approaches to creating jobs and wealth
in New Mexico: growing communities and growing and relocating businesses.
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Economic Development Division

The mission of the Economic Development Division is to assist local communities and
businesses in retaining and creating better jobs, thriving communities and an exemplary quality
of life for all New Mexicans. The Economic Development Division contains the MainStreet and
Arts and Culture Programs, the Job Training Incentive Program (JTIP), the Community
Development Team, Certified Communities Initiative (CCl), the Tribal Liaison and the Business
Development Teams.

In FY11, 1,922 new jobs were created (958 rural and 964 urban) as a result of Economic
Development Department efforts. Of this total, 498 jobs were created via 40 business
expansions, 32 business expansions in urban communities and eight in rural communities. The
Job Training Incentive Program provided training for 553 persons in new jobs and reported a
one-year retention rate of 47%.

The New Mexico Parthership, a not-for-profit entity that contracts with the Economic
Development Department to market and recruit economic base jobs to New Mexico facilitated
the creation of 499 jobs through six business relocations, short of their target of 12.

Descriptions of the teams are as follows:

e The community development team, commonly known as “regional representatives,”
assists communities to build their capacity for development and to advance the region’s
goals for economic growth. One regional representative is tasked with focusing on
Native American Communities and serves on the Tribal Economic Development
Advisory Council (TEDAC), whose purpose is to identify and/or develop new programs
specific to Native American issues.

e The mission of the Job Training Incentive F’rogram (JTIP) is to assist in the development
of New Mexico’s economy by providing funds to support training for new employment
opportunities, as well as provide skill enhancement to residents of New Mexico.

e The Financial Development Team facilitates the growth of new and existing businesses
by acting as a catalyst through the utlllzatlon of financing tools available within New'
Mexico. '

Certified Communities Initiative Program (CCl)

Now in its ninth year, the Certified Communities Initiative Program (CCI) continues to assist
New Mexico communities build the local economic development capacity necessary to
facilitate economic growth.

» Certification requires communities to pass the Local Economic Development Act,
which empowers them to embark on economic development projects tailored to their
needs. Other benefits of certification include state promotion of certified
communities, technical assistance in undertaking economic development efforts,
and financial resources to help communities develop marketing materials, fund
professional development training for staff, conduct labor market and feasibility
studies and other related projects.

= To date, the program has grown to include 38 certified communities, with the
majority of the original communities maintaining their certification.

- 10
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MainStreet and Arts and Cultural District Programs

There are currently 22 MainStreet community affiliates. Depending on Staff and budget, two
new “Emerging communities” will be added in CY 2012

Three Emerging communities graduated to “Start-Up MainStreet communities,” Deming, Nob
Hill and T or C. They will be funded to complete their downtown infrastructure priority plans
through a Master Plan process in FY12.

The Department and New Mexico MainStreet went through a four day Biennial Assessment by
the National Trust Main Street Center. The result was relicensing and reaccreditation of the
state program for another two years.

New Mexico MainStreet communities’ major projects completed:

- MainStreet Facade Squads in Las Vegas, Roswell and Tucumcari
- Curb Appeals in Grants and Taos ’
- Survey work to nominate Clovis and Lovmgton to the state registry of historic and
cultural properties :
- Capital Outlay projects
Artesia - Phase |V Streetscape, Veterans Park ,
Carlsbad - Downtown Master Plan and Pedestrian improvements
Clayton - Walnut Street Streetscape
Clovis - Streetscape and Pedestnan Improvements, Railroad Steam
' Locomotive Park
Las Cruces — La Placita Pedestrian connector to Alameda Residential
District
- Las Vegas — Downtown Master Plan and Metropolitan Redevelopment Plan
- Portales — Downtown Master Plan and Bicycle path improvements to college
- Raton — Restoration of Shuler Theatre
- Silver City — Downtown Master Plan and Metropolitan Redevelopment Plan

o Silver City won the National “Great American Main Street Award”

o Las Vegas won the “Community Preservation Award” for its historic building
facade squads

o Deming’s MainStreet board member Bryan Reedy won the Architectural Herltage
Preservation Award for renovation to open a brew pub

o Las Vegas’ Wid Slick won a lifetime achievement award for rehabilitation and
expansion of the Plaza Hotel

There are two “Special Projects” a Native American MainStreet Program in Zuni Pueblo and the
development of a commercial kitchen and related added value agricultural development
programs in the village of Dona Ana.

There are currently Six State Authorized Arts and Cultural Districts (ACD)

Depending on Staff and budget, two new “Start Up” ACD communities will be added in CY2012.

11
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Las Vegas and Silver City ACDs (the pilot programs) graduated the program. Both have
municipally adopted their Cultural and Master Plans with an MRA component to develop a
sustainable source of funding for redevelopment projects.

Start Up ACDs Los Alamo, Raton, and Taos are completing their required ACD District Cultural
Plans for municipal adoption. They will be funded to complete their ACD Master Plan to
prioritize their infrastructure and capital improvement projects.

The final stages of branding will be the installation of ACD logo destination arrival signs in the
“gateways” of all 6 state authorized districts. Funding from the McCune Foundation will pay for
the project. '

International Trade Office

Program Déscription

The Office of International Trade (OIT) promotes and facilitates export sales of New Mexico
goods and services worldwide in order to assist the process of job creation, retention, and

~ expansion throughout the state. OIT also recruits and develops foreign direct investment

from around the globe and helps foreign companies invest in capital projects in New
Mexico.

The Office of International Trade develops international business transactions.
Transactions include direct sales, signed distributor/agent agreements, and other
international contracts or memorandums of understanding. Many of the services are
provided by substantive communication between OIT staff and a New Mexico client. This
communication can be in the form of a one-on-one meetings, telephone calls, or emails.

OIT — Major Issues 6r Accomplishments for FY 2011 (July .1, 2010 through June 30, 2011)
Trade Missions '

e The OIT Office led the New Mexico Middie East Trade Office visit to Albuquerque, Santa
Fe, and Farmington in July 2010 to meet and consult with 20 New Mexico companies,
local economic development officials in Albuquerque, Clovis, Portales, Hobbs and
Roswell. OIT conducted Export to the Middle East workshops in each location to offer
advice on breaking into or expanding their markets in the Middle East.

e Taiwan Foreign Direct Investment Workshop in Taipei, Taiwan in July 2011. Promoted
investment opportunities in New Mexico to 50 Taiwanese companies seeking to invest in
the USA. Highlighted investment opportunities in the energy, aerospace and the border
region in New Mexico. Followed up to requests for additional information and working
with Taiwanese company which is looking to establish a renewable energy company in
New Mexico and seeking incentives.

e Taiwan Trade Office business outreach mission to mainland China in July 2011 to meet
with key Chinese companies and initiate contacts for the China First Initiative planned
for the SBA STEP Grant award. The goals of the program are to assist NM companies
in overcoming the special challenges posed by entry into the fast growth China market
and expand their exports. ‘

12
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Exports to Taiwan increased by $150,000 from Private Label Select, a Taos cosmetics
and skin care company. Private Label Select signed a contract with Baby Bee, a
Taiwanese distributor of baby care products. Private Label Select will produce lip balm
in Taos under the Baby Bee label which will be marketed throughout Taiwan, and
eventually mainland China.

Exports to the United Arab Emirates of jewelry polishing cloths were facilitated by the
New Mexico Middle East Trade Office. A Roswell based company supplied an initial
order of $25,000 with follow up orders in the amount of $500,000 with distribution in
Hong Kong, India, and the Middle East.

Coordinated the Governor's Renewable Energy Investment mission to Madrid, Spain in
September 2010 and conducted meetings with 100 key Spanish alternative energy
companies and leading alternative energy-related trade organizations in Spain.

Hosted a Reverse Trade Mission from the United Kingdom in November 2010 with
seven UK companies represented. Arranged meetings with Sandia and Los Alamos
National Laboratories, Urenco in Hobbs, WIPP in Carlsbad, Hyperion Power
Generation, the University of New Mexico and NM Tech to promote collaborative
research and development and discuss foreign direct investment in New Mexico by
UK companies. :

Hosted a Reverse Investment Mission from Spain with 13 Spanish companies
represented with an interest in investing in alternative energy projects in New Mexico
in the areas of solar, wind and biomass. One company, Gamesa went on to
establish a wind turbine testing site in Tucumcari, NM with interest in expanding their
investment portifolio in New Mexico.

Assisted Cosmoderm, a New Mexico company to submit paperwork to clear an
export shipment of contact gel used in medical screening to a distributor in Kuwait in
the amount of $30,000.

NM Middle East Trade Office found a distributor in Kuwait for Del Sol Aviation and NM
ACES to promote flight training in fixed wing, rotary wing and aviation curricula in Kuwait.
The Kuwaiti company will seek Middle Eastern flight students to enroll in the program in
Albuquerque, NM. A contract is in the negotiation stage including the potential for Del
Sol to broker the sale of two jets to Middle East clients.

Individual Export Consultations

Conducted 125 individual export consultations for New Mexico companies seeking to
branch out overseas and/or find representation for their product line internationally.
Provided assistance on Export Letters of Credit, Documentation, Legal Aspects of doing
business internationally and Intellectual Property protection for technology based
companies.

Provided 52 trade leads to New Mexico export companies in the Middle East and

Taiwan which led to NM companies appointing four new distributors in both regions and
exporting for the first time to new markets.

13
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International Export Seminars/Workshops

e Conducted two International Export Trade Seminars and Workshops in partnership with
the US Department of Commerce in Albuguerque to highlight trade opportunities and to
assist NM companies to learn about the export process.

e Coordinated the International Trade Council Task Force Meetings in Albuquerque, Santa
Fe and Las Cruces with the task force members appointed by the Governor to discuss
strategies to increase the awareness of the NM business and academic community for the
need to focus on the Global Market. Summarized the results with feedback from the
business, local economic development and business community in a final report which
was disseminated to the participants and to the new, incoming administration.

The International Trade Office works with the NM Border Authority to improve infrastructure at
our ports of entry and along Mexican border as well as to improve business and political
relationships between New Mexico and Mexico. This work includes administering New Mexico’s
role in the on-going initiatives of the Border Governors Conference and the state’s commissions
with Chihuahua and Sonora. Through the dialogue created, bi-national issues and
opportunities are surfaced and addressed. In addition to important policy changes made on
both sides of the border, these strong relationships generate collaborative efforts for New
Mexico’s educational and R&D institutions as well as essential information sharing across the
border protecting New Mexicans from serious health and public safety risks.

Office of Business Advocacy

Background:

The Office of Business Advocacy was created in January 2011 as a direct initiative from New
Mexico Governor Susana Martinez and Jon Barela, Cabinet Secretary of the New Mexico
Economic Development Department (NMEDD).

Mission:
As a division of NMEDD, the Office of Business Advocacy:
e« Advances New Mexico business and enterprise with tools to expand, grow, and retain
employers
« Enables business owners to break through regulatory roadblocks and red tape
» Helps to navigate state government by providing assistance with permitting, licenses,
inspections, and taxation issues
o Resolves challenging bureaucratic, intergovernmental, and public policy problems -
adversely affecting business in New Mexico

Under the direction of Brent Eastwood, the Office of Business Advocacy has already formed
many of the key strategic partnerships needed to advance New Mexico business by resolving
challenging regulatory and public policy issues that challenge business growth.

The initiative boasts key strategic partnerships with the Small Business Development Center
Network and its 19 offices. The initiative also works with Finance New Mexico, the Small
Business Investment Corporation, the Federal Small Business Administration, the Economic
Development Department's Regional Representatives, statewide Economic Development
Offices, and many more business resource entities across the state.
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The Office of Business Advocacy has a web site www.NMforBusiness.com, an online intake
form, a hard copy brochure along with an electronic fact sheet, presentation PowerPoint slides,
press releases, newsletter e-mail blasts, and marketing articles for outreach and public
relations.

From January 10, 2011, to June 30, 2011, the Office of Business Advocacy was assigned 45
business advocacy cases and 24 of those businesses had their issue or issues resolved.

Office of Business Advocacy was responsible for 420 jobs created and 101 jobs saved.

New Mexico Film Office

The New Mexico Film Office (EDD-Film Division) is part of the Department. Its mission is to
promote New Mexico to production companies around the world through our tax incentives,
professional crew base, unique landscapes, cutting edge facilities, and film friendly businesses.
Through this office, the state is better able to promote New Mexicans for careers in the film and
media industry; and to promote New Mexican businesses for services required by those
productions — from hotels and restaurants to car rental companies and lumber yards.

In Fiscal Year 2011, the Film Division continued its series of training programs, filmmaker
competitions, cultural outreach events, and other career-enhancing opportunities for local
residents through its New Mexico Filmmakers Program. In addition, production remained
strong in comparison to the eight years prior under the 25% tax rebate incentive.

FY11 Major Film and Television in New Mexico

Lemonade Mouth (Disney)

Fright Night

Bless Me Ultima

This Must Be the Place

Blood Brothers

Tiger Eyes

Untitled Allan Loeb (Pilot). -

The Lying Game (Pilot)

Lucha Libre, Season 2

Ten Year : »
In Plain Sight, Season 4 (TV series)
Breaking Bad, Season 4 (TV series)
Truth Be Told

Goats

Reconstruction (pilot)

Longmire (pilot)

The Avengers* April — August 2011

*Crossed fiscal years

FY 11 Actual Spending

Direct/Actual SPend.............c.ecvvvve.ns ... $232.1 million
Financial Impact...........c.ccoeeviiiiiii e $696.3 million
Worker Days........cccoovevvie i 181,366
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Number of Méjor Productions................... 21
Tax Credits Approved..........coooieviiieinne $54.6 million
Tax Credits Paid.............cocovviiiniis $73.8 million

Office of Mexican Affairs and Trade

The Office of Mexican Affairs’ budget and headcount were eliminated in the 2011 legislative
session. Three individuals left as part of the reduction in force. One remaining individual was
transferred to the Border Authority to work on border trade issues and provide support to the
Border Governors Conference and the Chihuahua Commission. The Department is working
closely with partner economic development organizations in Southern New Mexico to maintain
the momentum of economic growth along the Mexican border. A total of three trade missions
were undertaken during FY2011.

From February 22 through February 25, the Department led a trade mission to Durango,
Mexico. The National Mexican Employer Association’s (COPARMEX) organized the trade
conference at the convention center in Durango in an effort to bring North American buyers and
suppliers together.

Participating New Mexico companies:

Trans Border Trade (Las Cruces): a food distributor looking to expand to the Durango market
on behalf of several of their clients.

Monarch Litho Inc (Santa Teresa): the largest minority owned sheet-fed printing company in the
United States offering lithography printing and packaging services in Mexico, was able to meet
with Bio-Pappel, the largest paper producer in Latin-America during the trade mission.

Perfecto Products, Inc. (Albuguerque): a wholesale distributor of imported food products to
manufacturers, restaurants, bakeries and a select number of retail outlets.

Cooper Creations (Albuquerque): an Albuquerque art company that produces fine wire-mesh
sculptures looks to expand its suppliers of marble bases in Durango, Mexico.

Geobrugg North America (Santa Fe): a global fabricator of protection systems was promoting
its systems which protect against rock fall, unstable rock and loose rock slopes, landslides,
debris flow and avalanches to government and private companies within the state of Durango’s
mining industry, the city of Durango Public Works and the Mexican Federal Government's
Ministry of Communications and Transportation.

New Mexico exports to Mexico totaled nearly $400 million in FY2011.
The Office of Science and Technology

The OST headcount and nearly all the budget were eliminated during the 2011 legislative
session. The office continued to operate during 2010 and the first half of 2011 with two full-time
employees. One employee was budgeted in the OST until the Reduction in Force plan became
effective on June 30, 2011. The other employee’s headcount was a legacy budget item in the
Office of the Secretary and that individual resigned.

The office played a key role in advancing science and technology initiatives such as the
Research Applications Center, the state Technology and Science plans and the Angel
Investment platform. The Department intends to hire one person to guide the energy sector
development projects, technology and entrepreneurial efforts as well as the NM9000 program.
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NM9000 trained four businesses, missing its target of 18. The NM9000 program is a training
initiative conducted in collaboration with Honeywell Federal Manufacturing and Technologies.
The ISO (International Standards Organization) certification makes it possible for New Mexico
businesses to compete for government contracts and do business overseas.

Existing staff has contracted with a third party to restart the ISO 9000 program. Once the
NM9000 program is reestablished it will be at least a ¥4 time commitment for this staff person.
Until the hire is made, the Angel Investment Tax Credit responsibilities have been transferred to
the ED Division but these activities cannot be sustained there.

Primary Services
e Coordination and management of the Smart Grid Initiative
e NM9000 Program, providing low cost ISO 9000 certification and support to New Mexico
companies
e Drive New Mexico’s technology-intensive economic opportunities
Consults with technology businesses and other science and technology economic
development stakeholders to recruit and encourage early stage investment

Requests for Information

This financial report is designed to provide a general overview of the Department’s finances for
all those with an interest in the government’s finances. Questions concerning any of the
information provided in this report or requests for additional financial information should be
addressed to the Director of Administrative Services, New Mexico Economic Development
Department, Joseph M. Montoya Building, 1100 Saint Francis Drive, Santa Fe, New Mexico
87505-4147.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
STATEMENT OF NET ASSETS
June 30, 2011

Governmental
Activities
ASSETS . »
Investment in State General Fund Investment Pool ' $ 9,427,182
Prepaid expenses o _ 4,757
Due from other State Agencies 2,004,589
Notes receivable : ‘ , S 55,082
Capital assets, net - ' 57,662
TOTAL ASSETS . _ ) $ 11,549,272
LIABILITIES o
~Accounts payable _ o ' ‘ $ 1,308,489
Accrued payroll o 130,371
Due to other State Agencies - v 27,885
Due to State General Fund - 1,835,866
Compensated absences payable: : ‘ _
Expected to be paid within one year ' } 167,881
' Total liabilities R 3,470,492
NET ASSETS | |
Restricted , . 8,188,999
Unrestricted ' (110,219)
Total net éssets 8,078,780
TOTAL LIABILITIES AND NET ASSETS - $ 11,549,272

The accompanying notes are an integral part of the financial statements. -
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2011

Net (Expenses)
Revenue and
Changes in
Program Revenue Net Assets
Charges for  Operating Grants  Capital Grants  Governmental
Functions/Programs Expenses Services and Contributions and Contributions __ Activities Total
GOVERNMENTAL ACTIVITIES
Economic Development $ 2,953,758 $ 222,155 $ - $ - % (2,731,603) $ (2,731,603)
Film 908,590 - - - (908,590) (908,590)
Mexican Affairs 195,456 - - .- (195,456) (195,456)
Program Support 2,975,702 - - T - (2,975,702) (2,975,702)
Technology Commercialization 119,155 - - - (119,155) (119,155)
Other Initiatives ' 9,231,123 - - - (9,231,123) (9,231,123)

TOTAL ACTIVITIES

$ 16,383,784 . $ 222,155 $ - $ -

'GENERAL REVENUES (EXPENSES)
Other revenue:
State General Fund appropriations -
Severance Tax Bond Proceeds
Transfers in - Other, net v
Transfers out - Reversions to State General Fund FY11

(16,161,629)

. (16,161,629)

Total general revenues and transfers

CHANGE IN NET ASSETS

NET ASSETS, BEGINNING

NET ASSETS, ENDING ' $

7,728,300 7,728,300
2,300,685 2,300,685
257,286 257,286
(777,381) (777,381)
9,508,890 9,508,890
(6,652,739) (6,652,739)
14,731,519 14,731,519
8,078,780 $ 8,078,780

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

BALANCE SHEET - GOVERNMENTAL FUNDS

ASSETS
Investment in State General Fund
investment Pool
Prepaid expenses
Due from other State Agencies

Due from other funds
" Notes receivable

TOTAL ASSETS

LIABILITIES AND FUND BALANCES '

LIABILITIES
Accounts payable
Accrued payroll
Deferred revenue
Due to other funds

Due to other Agencies
Due to State General Fund

Total liabilities

FUND BALANCES
Restricted
Committed
Assighed
Unassigned

Total fund balances

TOTAL LIABILITIES AND
FUND BALANCES

June 30, 2011

Major Funds
In-Plant Capital
General Training Projects
Fund Fund Fund
$ 522816 $ 6,979,819 $ -
4,757 - -
59,910 - 1,944,679
1,787,142 - -
$ 2,374,625 6,979,819 $ 1,944,679
3 350,915 § 603,047 $ 354,527
130,371 - - -
- - 1,944,679
- - 1,787,142
27,885 - -
1,813,813 - 22,053
2,322,984 603,047 4,108,401
51,641 6,376,772 -
- - (2,163,722)
51,641 6,376,772 (2,163,722)
$ 2,374,625 $ 1944679
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f Revolving Loan
| Community
‘ Development Fund Total
$ 1,924,547 $ 9,427,182
- 4,757
- 2,004,589
- 1,787,142
55,082 55,082
$ 1,979,629 $ 13,278,752
$ - $ 1,308,489
- 130,371
- 1,944,679
- © 1,787,142
- 27,885
- 1,835,866
- 7,034,432
1,979,629 8,408,042
- (2,163,722)
3 1,979,629 6,244,320
$ 1,979,629 $ 13,278,752

The accompanying notes are an integral part of the financial statements.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
June 30, 2011

Total Fund Balance - Governmental Funds
(Governmental Funds Balance Sheet) ‘ 3 6,244,320

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

Amount recorded as deferred revenue at fund level due to the reétrictions
placed by the period of availability, recognized as revenue on the

Statement of Activities : : - 1,944,679

Capital assets used in go‘vernmental activities are not financial resources
and, therefore, are not reported in the funds:

Capital assets total acquisition value 672,183

Total accumulated depreciation . (614,521)
Total capital assets, net - 57,662

Long-term and other liabilities at year end consist of:

Compensated absences payable | . (167,881)
Total long-term liabilities ' (167,881)
Net assets of governmental activities (Statement of Net Assets) 3 8,078,780

The accompanying notes are an integral part of the financial statements.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2011

Major Funds

In-Plant
General Training Capital
Fund Fund Projects
REVENUES ' '
Other revenue 3 220,576 $ - $ -
Total revenues 220,576 - -
EXPENDITURES
- Current: _
Personal services and benefits 4,227,970 - -
Contractual services 2,518,964 - 2,875,287
Other 442,128 4,313,906 -+ 2,088,908
Capital outlay 26,142 - -
Total exbenditures 7,215,204 4,313,906 4,964,195
EXCESS (DEFICIENCY) OF
REVENUES OVER EXPENDITURES (6,994,628) (4,313,906) (4,964,195)
OTHER FINANCING SOURCES (USES)
State General Fund appropriations 7,728,300 - -
Transfers out - Reversions o _
State General Fund FY11. {757,571) - (19,810)
Severance Tax Bond Proceeds - - 3,117,397
Transfers in (out) - Other - 7,286 250,000
Total other financing
sources (uses) 6,970,729 7,286 3,347,587
NET CHANGE IN FUND BALANCES (23,899) (4,306,620) (1,616,608)
BEGINNING FUND BALANCE 23,899 10,683,392 (547,114)
RESTATEMENT (Note 19) 51,641 - -
FUND BALANCES, beginning of the year, restated 75,540 10.683,392 (547,114)
ENDING FUND BALANCE $ 51641 $ 6,376,772 $ (2,163,722)
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Revolving Loan

Community
Development Fund Total
$ 1,579 § 222,155
1,579 222,155

- 4,227,970
- 5,394,251
- 6,844,042
- 26,142

- 16,493,305

1,579 (16,271,150)

- 7,728,300

- (777,381)
3,117,397
- 257,286

10,325,602

1,579 | (5,945,548)

1,978,050 12,138,227

- 51,641

12,189.868

$ 1979629 $ 6,244,320

The accompany notes are an integral part of the financial statements.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES - GOVERNMENTAL
FUNDS TO THE STATEMENT OF ACTIVITIES
Year Ended June 30, 2011

Net Changes in Fund Balances - Total Governmental Funds
(Statement of Revenues, Expenditures, and Changes in Fund Balances $ (5,945,548)

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

Amount of change in deferred revenue, recorded at the fund level due to the
restrictions placed by the period of availability, recognized as revenue on the
Statement of Activities. ' (816,712)

Governmental Funds report capital outlay as eXpenditures. However, in the
Statement of Activities, the cost of these assets is allocated over their
estimated useful lives and reported as depreciation expense. In the current
period, these amounts were:

Capital outlay _ 26,142
Depreciation expense - (24,943)

Change in compensated absence balance not recorde'd.in .
goyemmental funds ' ' 108,322

Change in net assets of governmental activities _ _ -
(Statement of Activities) _ $(6,652,739)

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

STATEMENT OF REVENUES AND EXPENDITURES - MAJOR GOVERNMENTAL FUNDS -

BUDGET AND ACTUAL (MODIFIED ACCRUAL BASIS)
Year Ended June 30, 2011

GENERAL FUND (18900)
Actual Variance From
Budgeted Amounts Amounts Final Budget
Original Final (Budgetary Basis) Positive (Negative)
| P-512 ECONOMIC DEVELOPMENT
1 REVENUES _ :
Federal funds $ o - $ - $ - $ -
General Fund 3,234,000 3,049,100 3,018,100 (30,000)
Other State funds - - 220,576 220,576
Inter-agency transfers - - ) - -
TOTAL REVENUES 3 3,234,000 $ 3,049,100 $ | 3,239,676 $ 190,576
EXPENDITURES , 4 ,
Personal services and benefits $§ - 1,875,400 $ - 1755200 $ 1,723,221 § 31,979
Contractual services 1,186,300 1,128,900 - 1,117,308 11,592
Other costs ’ 172,300 © 165,000 . 132,062 32,938
Other financing uses - - - -
TOTAL EXPENDITURES $ 3,234,000 $ 3,049,100 $ 2,972,591 $ 76,509
P-514 FILM
REVENUES ‘ .
Federal funds 8 ' - $ ' - $ - $ -
General Fund _ 1,165,100 : 1,094,900 1,124,900 30,000
Other State funds ‘ ' - - - -
Inter-agency transfers - - - - -
TOTAL REVENUES $ 1,165,100 $ 1,094900 $ 1,124,900 $ 30,000
EXPENDITURES
Personal services and benefits $ 888,400 $ 829,600 $ 677640 $ 151,960
Contractual services 121,400 182,200 175,254 6,946
Other costs » 155,300 83,100 - 64,121 18,979
Other financing uses - - - -
TOTAL EXPENDITURES $ 1,165,100 $ 1,094,900 $ 917,015 § 177,885
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
STATEMENT OF REVENUES AND EXPENDITURES - MAJOR GOVERNMENTAL FUNDS -
BUDGET AND ACTUAL (MODIFIED ACCRUAL BASIS) (CONTINUED)
Year Ended June 30, 2011

P-515 MEXICAN AFFAIRS
REVENUES '
Federal funds
General Fund

Other State funds .
Inter-agency transfers

TOTAL REVENUES

EXPENDITURES
Personal services and benefits
Contractual services
Other costs
Other financing uses

TOTAL EXPENDITURES

P-526 PROGRAM SUPPORT
REVENUES :
Federal funds
General Fund

Other State funds
Inter-agency transfers

TOTAL REVENUES

"EXPENDITURES

Personal services and benefits
Contractual services
Other costs

Other financing uses

TOTAL EXPENDITURES

GENERAL FUND (18900) (CONTINUED)

Actual Variance From

Budgeted Amounts Amounts Final Budget
Original Final (Budgetary Basis) Positive (Negative)

-8 -8 -8 -
351,300 308,400 338,400 30,000
351,300 $- 308,400 $ 338,400 $ 30,000
200,700 $ 164,200 $ 130;265 $ 33,935
70,300 66,800 15,000 ' 51,800
180,300 77,400 54,987 22,413
351,300 $ v 308,400 $ 200,252 § 108,148

-8 S -8 -

3,274,300 3,140,800 3,140,800 -

3,274,300 $ 3,140,800 $ 3,140,800 $ -
1,700,900 $ 1,643,100 $ 1,687,797 $ 55,303
1,322,500 1,258,600 1,208,852 49,748
250,900 239,100 205,135 33,965
3,274,300 $ 3,140,800 $ 3,001,784 8 139,016
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
STATEMENT OF REVENUES AND EXPENDITURES - MAJOR GOVERNMENTAL FUNDS -
BUDGET AND ACTUAL (MODIFIED ACCRUAL BASIS) (CONTINUED)

Year Ended June 30, 2011

GENERAL FUND (18900) (CONTINUED)

Actual Variance From
Budgeted Amounts Amounts Final Budget
Original Final (Budgetary Basis) Positive (Negative)
' P-529 TECHNOLOGY COMMERCIALIZATION
REVENUES
Federal funds $ » - - - $ -
General Fund 108,800 135,100 105,100 (30,000)
Other State funds - - - -
Inter-agency transfers - - - -
" TOTAL REVENUES $ 108,800 135,100 - 105,100 $ | (30,000)
EXPENDITURES ' »
Personal services and benefits $ 83,500 110,800 - 109,047 $ 1,753
Contractual services ' 6,200 6,000 2,550 3,450
Other costs 19,100 18,300 11,965 6,335
Other financing uses ul - - -
TOTAL EXPENDITURES $ 108,800 135,100 123,562 $ 11,538
|
|
| GENERAL
‘ FUND (18900)
Actual
- Amounts
(Budgetary Basis)
EXCESS OF REVENUE OVER EXPENDITURES
AND OTHER FINANCING SOURCES (USES) $ 733,672
REVERSIONS TO STATE GENERAL FUND (NOT BUDGETED) (757,571)
REQUESTS TO PAY PRIOR YEAR BILL WITH CURRENT FUNDS -
NET CHANGE IN FUND BALANCE 3 (23,899)
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
STATEMENT OF REVENUES AND EXPENDITURES - MAJOR GOVERNMENTAL FUNDS -
BUDGET AND ACTUAL (MODIFIED ACCRUAL BASIS) (CONTINUED)

Year Ended June 30, 2011

IN-PLANT TRAINING FUND (63800)

Actual " Variance From
Budgeted Amounts Amounts Final Budget
Original Final (Budgetary Basis) Positive (Negative)

REVENUES .
Federal funds $ - 3 - $ - $ -
General Fund’ . » - _ - -

Other State funds ' - : - 7,286 . 7,286
Inter-agency transfers ' - - - -

TOTAL REVENUES $ - 3 - 7286 $ 7,286

Budgeted fund balance $ 6,972,394 §$ 6,972,394

EXPENDITURES

Current '
Personal services and benefits $ - $ - - $ -
Contractual services ‘ - - _ - » -
Other costs 6,972,394 6,972,394 | 4,313,906 2,658,488
Other financing uses - - - -

TOTAL EXPENDITURES 3 6,972,394 $ 6,972,394 4,313,906 $ 2,658,488

DEFICIT OF REVENUE UNDER
EXPENDITURES AND OTHER
FINANCING SOURCES (USES) v : (4,306,620)

BUDGETED FUND BALANCE - -

NET CHANGE IN FUND BALANCE . $ (4,306,620)
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
STATEMENT OF REVENUES AND EXPENDITURES - NON-MAJOR GOVERNMENTAL. FUNDS -
BUDGET AND ACTUAL (MODIFIED ACCRUAL. BASIS) (CONTINUED)

Year Ended June 30, 2011 '

REVOLVING LOAN COMMUNITY DEVELOPMENT FUND (02300)

Budgeted Amounts

Actual Variance From
Amounts Final Budget

Original

Final

REVENUES ,
Federal funds $ -
General Fund : » -
Other State funds -
Inter-agency transfers -

(Budgetary Basis) Positive (Negative)

-3 -8 -

- : 1,579 1,579

' TOTALREVENUES $ -

- 1,579 § 1,579

Budgeted fund balance $ 1,960,908

1,960,908

EXPENDITURES
Personal services and benefits $ ‘ -
Contractual services 1,960,908
Other costs -
Other financing uses ' -

- ' R -
1,960,908 S 1,960,908

TOTAL E.XPEN‘DITURES 3 1,960,208

1,960,908

EXCESS OF REVENUE OVER

EXPENDITURES AND OTHER
FINANCING SOURCES (USES)

NET CHANGE IN FUND BALANCE

1,960,908 - $

1,579

$ 1,579

The accompanying notes are an integral part of the financial statements.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
NOTES TO FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 — DEFINITION OF REPORTING ENTITY

The reporting entity is the Economic Development Department (Department) of the State of
New Mexico. The chief executive of the Department is the Secretary, who is appointed by the
Governor of New Mexico and is a member of the Governor’s Cabinet. The Department is a part
of the executive branch of the primary government (the State of New Mexico) and these
financial statements include all funds, account groups and activities over which the Department
Secretary has oversight responsibility and which are controlied by or dependent on the
Department. Control or dependence is determined by criteria such as budget adoption, taxing
authority, funding and appointment of the respective government board. Using these criteria,
no entities qualify for inclusion in these financial statements as component units of the
Department.

The Department was established by the Economic Development Department. Act, effective
July 1, 1983, and as amended in Laws of 1991, Senate Bill 228 enacted by the legislature of
the State of New Mexico. The purposes of the Department are as follows:

o Provide a coordinated statewide perspective with regard to economlc development
activities.

o Provide a database for local and regional economic development groups and serve as
a comprehensive source of information and assistance to businesses wishing to locate
or expand in New Mexico. '

o Positively encourage new economic enterprises to locate in New Mexico and assist
exnstlng businesses to expand.

o Monitor the progress of state supported economic development actlwtles and prepare
annual reports of such activities, their status and thelr impact.

o Create and encourage methods designed to provide rapid economic diversification
development that will create new employment opportunities for the citizens of the State,
including the issuance of grants and loans to municipalities and counties for economic
enhancement projects.

o Provide for technology commercialization projects as an incentive to industry locating
or expanding in the State..

o Support technology transfer programs.

o Promote New Mexico as a technology state.

o Promote and market federal and state technology commercialization programs.

o Develop and implement enhanced statewide procurement programs.

o Provide support and assistance in the creation and operation of development finance
mechanisms, such as business development corporations and industrial and

agricultural finance authorities, in order to ensure capital avallablhty for business
expansion and economic diversification.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
NOTES TO FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 — DEFINITION OF REPORTING ENTITY (CONTINUED)
Office of the Secretary

The Secretary is empowered to organize the Department and its divisions and may transfer or
merge functions between divisions in the interest of efficiency and economy. The
Administrative Services Division provides overall support.

Administrative Services Division

The Director of the Administrative Services Division is responsible to the Secretary to provide
administrative support to all divisions and top-level managers. This division is responsible for
the data processing, financial systems, budget, accounting, purchasing, personnel, financial
reporting and federal grant functions for the other following divisions:

Economic Development Division. To provide a coordinated statewide perspective with
regard to economic development activities. To serve as a comprehensive source of
information and assistance to businesses to expand and encourage economic enterprises in
New Mexico.

Science and Technology Division. The Science and Technology Division is the
forerunner in New Mexico's effort to become the “Technology State” by fostering
partnerships of government, industry, laboratories and universities in the technology
department.

Trade Division. To promote and market New Mexico products and services to domestic
and international consumers worldwide; establish New Mexico as the gateway to Mexico,
encouraging American and foreign businesses to invest and relocate in the New Mexico-
NAFTA region; and to assist the private sector in the creation, expansion and retention of
export related jobs while increasing state revenues in coilaboratlon with other divisions’
efforts within the Department. :

New Mexico Film Division. To prombte and facilitate motion picture production in New
Mexico; and to make better use of the State’s resources for film, video and other media.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Use of Estimates in Preparing Financial Statements

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
NOTES TO FINANCIAL STATEMENTS
~ June 30, 2011

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Financial Reporting Entity

The financial statements for the Department have been prepared in conformity with generally
accepted accounting principles (GAAP), as applied to governmental units as prescribed by the
Governmental Accounting Standards Board (GASB), which is the accepted standard-setting
body for establishing governmental accounting and financial reporting standards. GASB
Statement 34, Statement 37, Statement 38 and Statement 54 establish financial reporting
requirements for state and local governments throughout the United States.

The Department is responsible for the fair presentation of the accompanying financial
statements in conformity with generally accepted accounting principles. The Department has
prepared required supplementary information titled Management's Discussion and Analysis
(MD&A), which precedes the basic financial statements. The Department's significant
accounting policies are described below.

The chief executive of the Department is the Secretary, who is appointed by the Governor of
New Mexico and is a member of the Governor’s Cabinet. The Department is a component unit
of the executive branch and these financial statements include all funds, account groups and
activities over which the Department Secretary has oversight responsibility. Even though the
Governor appoints the Secretary, that person has decision-making authority, the power to
designate management, the responsibility to significantly influence operatlons and primary
accountability for fiscal matters.

The Department is a “department” of the State of New Mexico and will be included in any
statewide Comprehensive Annual Financial Report. In accordance with the criteria set forth in
GASBS 39 for determining component units, the Department does not have any component

units. ’

Government-wide and Fund Financial Statements

The basic financial statements include both government-wide (based on the Department as a
whole) and fund financial statements. The new reporting model focus is on either the

. Department as a whole, or major individual funds (within the fund financial statements). In the

government-wide Statement of Net Assets, both the governmental and business-type activities
columns are presented on a consolidated basis by column, and are reflected on a full accrual,
economic resources basis, which incorporates long-term assets and receivables as well as
long-term debt and obligations. Funds fiduciary in nature are excluded from the government-
wide statements and fund statements.

The government-wide Statement of Activities reflects both the gross and net costs that are
being supported by general government revenues. Amounts reported as program revenues
include: 1) charges for services; 2) operating grants and contributions; and 3) capital grants and
contributions. Internally dedicated resources are reported as general revenues rather than
program revenues. Likewise, general revenues include all taxes. The Statement of Activities
reduces gross expenses (including depreciation) by related program revenues, operating and
capital grants. The program revenues must be directly associated with the function. The
Department has only one function (General Government). The primary function of the
Department is to facilitate the creation, retention and expansion of jobs in New Mexico. '
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The net cost (by function) is normally covered by general revenues (taxes, intergovernmental
revenues, interest income, etc.). Historically, the previous model did not summarize or present
net cost by function or activity. The Department does not currently employ indirect cost
allocation systems.

This government-wide focus is more on the sustainability of the Department as an entity and
the change in aggregate financial position resulting from the activities of the fiscal period.

The fund financial statements are similar to the financial statements presented in the previous
accounting model with the emphasis on the major funds. Non-major funds (by category) or
fund type are summarized into a single column.

The governmental fund statements are presented on a current financial resource and modified
accrual basis of accounting. This presentation is deemed appropriate to (a) demonstrate legal
compliance, (b) demonstrate the source and use of liquid resources, and (c) demonstrate how
the Department’s actual experience conforms to the budget or fiscal plan. Since the
governmental fund statements are presented on a different measurement focus and basis of
accounting than the government-wide statements’ governmental column, reconciliation is
presented on the page following each statement, which briefly explains the adjustment
necessary to transform the fund-based financial statements into the governmental column on
the governmental-wide presentation.

Due to the change from modified accrual on the fund level financial statements and full accrual
method of accounting used in preparation of the government wide financial statements, certain
reconciling items created negative unrestricted net assets on the government wide financial
statements. This negative balance is attributable to accrual of compensated absences liability
on the government wide statement of net assets.

Basis of Presentation — Fund Accounting

The financial transactions of the Department are maintained on the basis of funds, each of
which is considered a separate accounting entity. The operations of each fund are accounted
for with a separate set of self-balancing accounts that comprise its assets, liabilities, fund
balance, revenues, expenditures or expenses and other financing sources or uses..
Government resources are allocated to, and accounted for, in individual funds based upon the
purpose for which they are to be spent and the means by which spending activities are
controlled. The various funds are summarized by type in the accompanying financial
statements. The various funds are reported by generic classification within the financial
statements. GASB No. 34 sets forth minimum criteria for the determination of major funds
based on a percentage of the assets, liabilities, revenues or expenditures/expenses of either
fund category or governmental and enterprise combined.

The Department classified General Fund (SHARE Fund 18900), In-Plant Training Fund
(SHARE Fund 63800) and Capital Project Fund (SHARE fund 02800) as major, based on the
financial activity in these funds in FY 2010. In FY 2011, the Department additionally classified
Revolving Loan Community Development Fund (SHARE Fund 02300) as major.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The Technology Enterprise Fund (SHARE Fund 38400) is presented as a part of the Operating
Fund on the financial statements of the Department, as it no longer generates sufficient
revenue to be accounted for separately. '

The following fund types are used by the Department:

Governmental Funds - All governmental fund types are accounted for on a spending or
financial flow measurement focus. Only current assets and current liabilities are generally
included on their balance sheets. Their reported fund balance (net current assets) is
considered a measure of available spendable resources. Governmental fund operating
statements present increases (revenues and other financing sources) and decreases
(expenditures and other financing uses) in net current assets. Accordingly, they are said to
present a summary of sources and uses of available spendable resources during a period.

Due to their spending measurement focus, expenditure recognition for governmental fund
types is limited to exclude amounts represented by noncurrent liabilities. Since they do not
affect net current assets, such long-term amounts are not recognized as governmental fund
type expenditures or fund liabilities.

General Fund - The General Fund is the general operating fund of the Department and
is used to account for ali financial resources except those required to be accounted for
in another fund. The General Fund is funded primarily through appropriations from the
State of New Mexico General Fund (SHARE Fund 18900). General fund is a reverting
fund.

Special Revenue Funds. The Special Revenue Funds are used to account for the
proceeds of specific revenue sources that are legally restricted to expenditures for specified
purposes. Sources of revenue are primarily special appropriations of State, Federal and
local Governments and private grants and revenues generated by various activities of the
Department.

In-Plant Training Fund — to provide quick-response classroom and in-plant training to
furnish qualified manpower resources for new or expanding industries and non-retail
service sector business in New Mexico, created by 21-19-11, NMSA 1978. This is a
non-reverting fund (SHARE Fund 63800).

Revolving Loan Community Development — to account for the Community Development
Assistance Revolving Loan Fund created by Chapter 299, Laws of 1983. Low-interest
loans are made to political subdivisions of New Mexico for the construction or
implementation of projects encouraging the expansion of industry within the political
subdivisions. This is a non-reverting fund (SHARE Fund 02300).

Capital Projects Fund. The Capital Projects Fund accounts for the acquisition and
construction of major capital facilities and other capital projects in the State of New Mexico.
This fund was created by Laws of 2003, Chapter 429, Section 31. Unspent funds will revert
upon individual project completion (SHARE Fund 02800).
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The fund has a deficit fund balance of $2,163,722 as of June 30, 2011. The deficit is
partially attributable to the Department reimbursing capital projects that should be funded
through severance tax bonds out of the fund balance, and not compensating the fund
balance by drawing on the applicable severance tax bonds in a timely manner. The
severance tax bonds proceeds for the expenditures incurred at June 30, 2011 are reflected
in the deferred revenue of the Department due to the fact that the availabiiity period of the
revenue extends past 60 days from the fiscal year end, and amounts to $1,944,679. The
remaining deficit of $219,043 is attributable to expenditures incurred on severance tax bond
funded projects not drawn on timely basis, allowing the severance tax bond appropriations
to lapse, creating a deficit in the fund balance of the fund. This issue is addressed in the
Schedule of Findings and Responses.

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources
measurement focus. The fund financial statements are reported using the modified accrual
basis of accounting. Revenues are recorded when earned and expenses are recorded at the
time liabilities are incurred, regardiess of when the related cash flows take place. Non-
exchange transactions, in which the Department gives (or receives) value without directly
receiving (or giving) equal value in exchange, include gross receipts taxes, grants and
appropriations. On an accrual basis, revenue from gross receipts taxes is recognized in the
fiscal year for which the taxes are collected. Revenue from appropriations is recognized in the
fiscal year for which the taxes are collected. Revenue from grants is recognized in the fiscal
year in which all eligibility requirements have been satisfied.

Governmental fund types follow the modified accrual basis of accounting for financial statement
purposes. Under the modified accrual basis of accounting, revenues and other governmental
fund financial resource increments are recognized in the accounting period in which they
become susceptible to accrual - that is, when they become both measurable and available to
finance expenditures of the fiscal period (available meaning collectible within the current period
or soon enough thereafter to be used to pay liabilities of the current period, typically 60 days).
Expenditures, other than vacation, compensatory and with pay, are recorded when they are
incurred.

The Government-wide Financial Statements are presented on an accrual basis of accounting.
The Governmental Funds in the Fund Financial Statements are presented on a modified
accrual basis. In applying the “susceptible to accrual’ concept to intergovernmental revenues
pursuant to Governmental Accounting Standards Board Statement No. 33 (GASB 33),
Accounting and Financial Reporting for Nonexchange Transactions, the provider should
recognize liabilities and expenses and the recipient should recognize receivables and revenues
when the applicable eligibility requirements, including time requirements, are met. Resources
transmitted before the eligibility requirements are met, under most circumstances, should be
reported as advances by the provider and deferred revenue by the recipient.

The exception to this general rule principal and interest on general long-term debt, if any, is
recognized when due.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Budgets and Budgetary Accounting

The Department follows these procedures in establishing the budgetary data reflected in the
financial statements for the agency:

Per the General Appropriation Act, Laws of 2007, Chapter 28, Section 3, item N, "For the
purpose of administering the General Appropriation Act of 2007 and approving operating
budgets, the State of New Mexico shall follow the modified accrual basis of accounting for
governmental funds in accordance with the manual of model accounting practices issued by
the Department of Finance and Administration." The budget is adopted on the modified
accrual basis of accounting except for accounts payable accrued at the end of the fiscal
year that do not get paid by the statutory deadline per Section 6-10-4 NMSA 1978. Those
accounts payable that do not get paid timely must be paid out of the next year's budget.
Encumbrances related to single year appropriations lapse at year end.

Appropriation periods are sometimes for periods in excess of twelve months (multiple-year

appropriations). When multiple-year appropriation periods lapse, the authority for the

budget also lapses and encumbrances can no longer be charged to that budget. The legal

level of budgetary control shouid be disclosed in the notes to financial statements. Legal

budgetary control for expenditures and encumbrances is by category of the appropriation |
unit.

Cash and Investments in State General Fund Investment Pool

The Department has defined cash and cash equivalents to include investments with the State
General Fund Investment Pool, cash on hand and demand deposﬂs All cash is deposited with
and monitored by the State Treasurer

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The Department does not have an investment policy that limits investment
maturities as a means of managing its exposure to fair value losses arising from increasing
interest rates. :

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The New Mexico State General Fund investment pool is not rated for credit risk.

For additional GASB 40 disclosure information related to the above investment pool, the reader

should refer to the separate audit report for the State Treasurer's Office for the fiscal year
ended June 30, 2011.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Deferred Revenues

Deferred revenues represent a liability for the Governmental Funds. Deferred revenues are
used to account for (1) amounts received from federal grants prior to expenditures occurring, or
(2) amounts identified as accounts receivable that have not been received within 60 days of the
end of the fiscal year, and are accounted for on the modified accrual basis in the fund financial
statements. No federal funds were available to the Department in FY 2011.

Interfund Receivables/Payables

During the course of operations, numerous transactions occur between individual funds for
goods provided or services rendered. These receivables and payables are classified as due
from other funds or due to other funds on the balance sheets of the fund financial statements.
Internal activity is eliminated at the government-wide statement of activities.

Due to State General Fund (Reversions)

Reversions to the State General Fund by the Department are based on the definitions of both
reverting and non-reverting funds. Reversions are calculated by applying the percentage of
reverting fund (to total budget for the category) to the amount unexpended for the category at
fiscal year-end.

Reverting Funds
Reverting funds are all funds that are not identified by law as non-reverting.
Non-Reverting Funds

All funds which are either appropriated to or earned by the Department, and by law or statute,
are not required to be reverted to the state treasury upon completion of a fiscal period or project
are non-reverting funds.

i) Non-General Fund sources must be reverted to the State General Fund upon completion
~ of the Project. (Section 6-5-10 NMSA 1978)

ii) Grant funds from any governmental source, such as federal or state, direct or indirect, do
not revert to the State General Fund unless specifically identified in the grant contract or
appropriation law. Instead, any overdrawn grant funds must be reverted to the granting
agency. :

Unexpended and unencumbered cash balances of certain funds revert to the State General
Fund at year-end. For certain funds, cash recoveries during the fiscal year from stale dated
warrants and prior year reimbursements are also due to the State General Fund. Amounts due
to the State General Fund for the year ending June 30, 2011 should be paid on or before
September 30, 2011. Reversions are not budgeted for. '
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Revenues, Expenditures and Expenses

Substantially all governmental fund revenues are accrued. The Department recognizes
revenue when earned. Interest is earned and accrued on Notes Receivable (see Note 7).

Program Revenues

Program revenues are revenues that originate from the program or from parties other than the
government’s taxpayers or citizens as a whole, and reduce the expenses of the function that
has to be financed by general revenues. Revenues of this type can originate from a
governmental source, but the proceeds are a charge for services or products produced by a -
government agency, where that agency is considered a vendor within the market place.
Additionally, program revenues are fees charged by the government agency that are used to
support a specific operation of that governmental unit.

Capital Assets

Capital assets consist of tangible personal property having a value equal to or greater than
$5,000 and an estimated useful life greater than one year, per Section 12-6-10 NMSA 1978.
Capital assets are recorded at historical cost. Capital assets are depreciated over their
estimated useful life using the straight-line mid-month convention. Salvage value is not
included in the depreciation calculation. -

Estimated useful life is management's estimate of how long the asset is expected to meet
service demands. Straight-line depreciation is used based on the following estimated useful
lives in years:

Equment ’ 5

Furniture and fixtures - : 10
~ Data processing and software 5
. Buildings and structures 20

The Department capitalizes computer software, whether purchased or developed internally, in
accordance with guidelines provided by the GSD Rule NMAC Chapter 20, Part 1, Sections
2.20.1.9C(5) and 2.20.1.10C and FASB 86 accounting principles. The Department acqunred or
developed no software in FY 2011.

Fund Balances and Net Assets

In the governmental fund financial statements, fund balances are classified as
nonspendable, restricted or unrestricted (committed, assigned or unassigned). Restricted
represents those portions of fund balance where constraints placed on the resources are
either externally imposed or imposed by law through constitutional provisions or enabling
legislation. Committed fund balance represents amounts that can only be used for specific
purposes pursuant to constraints imposed by formal action of the Legislative and Executive’
branches of the State. Assigned fund balance is constrained by the Legislature’s and
Executive Branch’s intent to be used for specific purposes or, in some cases, by legislation.
See Note 18 for additional information about fund balances.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

When an expenditure/expense is incurred for purposes for which both restricted and
unrestricted resources are available, it is the State’s policy to use restricted resources first.
When expenditures/expenses are incurred for purposes for which unrestricted (committed,
assigned and unassigned) resources are available, and amounts in any of these
unrestricted classifications could be used, it is the State’s pollcy to spend committed
resources first.

Restricted for In-Plant Training — Fund balance restricted for purposes of providing quick- -
response classroom and in-plant training to furnish qualified manpower resources for new
or expanding industries and non-retail service sector business.

Restricted for Capital Pfojects ~ Fund balance restricted for future cost associated with
the acquisition and construction of major capital facilities and other capital projects in the
State of New Mexico.

Restricted for Revolving Loan Community Development — Fund balance restricted for
purposes of making low-interest loans to political subdivisions of New Mexico for
construction or implementation of projects encouraglng the expansion of industry within the
political subdmsmn _

Severance Tax Bond Proceeds

Severance tax bond proceeds were allocated by the State Legislature to the agency to
administer disbursements to the project recipients, and the Department is not obligated in any

“manner for the related indebtedness. The Department recognizes severance tax bond

proceeds as revenue when draw requests are issued for reimbursement from severance tax
bond proceeds of project expenditures made by the Depariment. The capital assets associated
with the project funded the severance tax bonds are excluded from the Department's capital
assets list, upon project completion, the Department does not retain titles to these assets, but
rather passes them through to the beneficiaries, other New Mexnco State agencies and local
governments, of these projects.

New Accounting Standard

In February of 2009, the Government Accounting Standards Board (GASB) issued Statement
No. 54, Fund Balance Reporting and Governmental Fund Type Definitions, effective for periods
beginning after June 15, 2010. This standard was issued to provide increased clarity for fund
balance type definitions and for classification rules for fund balances. The Department
implemented this standard in fiscal year 2011.
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Subsequent Events

Management evaluated subsequent events through December 30, 2011, the date the financial
statements were available to be issued. Events or transactions occurring after June 30, 2011,
but prior to December 30, 2011, that provided additional evidence about conditions that existed
at June 30, 2011 have been recognized in the financial statements for the year ended June 30,
2011. Events or transactions that provided evidence about conditions that did not exist at
June 30, 2011, but arose before the financial statements were available to be issued, have not
been recognized in the financial statements for the year ended June 30, 2011.

NOTE 3 - CASH DEPOSIT ACCOUNTS AND INVESTMENTS

The Départment has deposits, as defined in the Schedule of Individual Deposit Accounts, of
$9,427,182 with the Office of State Treasurer in the State General Fund Investment Pool.

For a detailed listing of all agency bank accounts and State Treasurer SHARE accounts, see
the schedule referred to above on page 57.

Detail of pledged collateral specific to this agency is unavailable because the bank comingles
pledged coliateral for all state funds it holds. However, the State Treasurer's Office Collateral
Bureau monitors pledged collateral for all state funds held by state agencies in such
“authorized” bank accounts. Refer to the Schedule of Pledged Collateral on page 58.

NOTE 4 - DUE TO/FROM OTHER FUNDS

This amount represents a receivable arising from expenditures paid by one fund on behaif of
the other fund.

interfund receivables:

SHARE _ :
Fund Type Fund Due From- Due To
General Fund 18900 $1,787,142 $ -
Capital Project Fund 02800 - 1,787,142
Total $1,787,142 ' $ 1,787,142
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NOTE 5 - DUE TO/FROM OTHER STATE AGENCIES

NMEDD Affiliate :
Fund Purpose Affiliate Name Fund Due From Due To
18900  To fund Agency’s payroll  Spaceport Authority 81700 $ 59,905 $ -
02800 To fund Capital Projects
through Severance Tax  Dept. of Finance
Bonds & Administration 81500 1,944,679 -
18900 To fund Agency's payroll  Dept. of Finance
_ & Administration 85300 - 21,410
18900  Stale Dated Warrants Dept. of Finance
& Administration 39401 5 6.475
Total $2.004.589 327885
NOTE 6 - DUE TO/FROM STATE GENERAL FUND
NMEDD Affiliate
Fund Purpose Affiliate Name . Fund Due To Due From
02800  Reversion of Business ‘ :
Incubator Improvement  Dept. of Finance :
Project unspent funds - & Administration 39401 $ 2,243 % -
02800 Reversion of Tucumcari-
in Capital Project Dept. of Finance ,
unspent balance & Administration 39401 19,810 -
18900  Reversion of cash held in
Bank of Albuquerque per Dept. of Finance
instructions provided & Administration 39401 219,255 -
18900 Reversidn of unreserved,
undesignated balance in
the operation fund at Dept. of Finance
- June 30, 2011 & Administration 39401 538,316 -
18900 Reversion of unreserved,
undesignated balance in
the operation fund at Dept. of Finance
June 30, 2010 & Administration 39401 1.056.242 -
Total $1.835.866 $ -
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NOTE 7 - NOTES RECEIVABLE

A development fund was created by Chapter 299, Laws of 1983, amended by Senate Bill 228,
to provide assistance to political subdivisions of the State for the construction and
implementation of projects encouraging the location of industry in the political subdivisions. For
this purpose, the Department is authorized to make low-interest loans to political subdivisions of
the State. The amount of $1,000,000 specifically appropriated for the development fund, plus
interest earned thereon, is shown as reserved for community development.

No allowance for uncollectible accounts has been recognized, since the Department considers
these notes to be fully collectible.

» Accrued
Fund Type Principal Interest Total
Town of Red River, semi-annual
payments of $13,945, including
interest at 2.130%, final payment
due on April 1, 2013. (Original '
note of $250,000.) 8 54,461 $ 621 $ 55,082

NOTE 8 - RELATED PARTY TRANSACTIONS

The Department is responsible for providing administrative support to the agencies it was once
associated with: New Mexico Spaceport Authority, New Mexico Border Authority and New
Mexico Military Base Planning and Support. However, the Department makes no executive
decisions on behalf of these independent agencies and, therefore, is not accountable for any
consequences, positive or otherwise, related to those decisions.

The Department is responsible for managing General Fund Apprbpriation, in addition to one
Severance Tax bond on behalf of New Mexico Spaceport Authority (NMSA). The funds were
originally appropriated to the Department prior to the creation of NSMA. New Mexico Spaceport

Development Act, Laws of 2005, Chapter 128, actually established NMSA. However, since the

capital appropriation, along with the Severance Tax bond, were already authorized under the
Department, the agency continued to manage the appropriations for NMSA. The Department's
only responsibility is to settle invoices from various contractors of the capital projects
undertaken by NMSA as received. The capital projects carried out for NMSA are not
considered assets of the Department; accordingly, the Department bears no liability, if any,
associated with those projects. :
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NOTE 9 — CAPITAL ASSETS

Balance
June 30, 2010

Additions Deletions

Balance
June 30, 2011

Capital assets:

Equipment and machinery $ 118,226 $ - $ - $ 118,226
Furniture & fixtures , 21,131 - - 21,131
Data processing and o
software 487,455 26,142 - 513,597
Building & structures 19,229 - - 19,229
Total capital assets - .646,041 26,142 - 672,183
Accumlated depreciation: :
Equipment 114,919 1,960 - 116,879
Furniture & fixtures . . -18,303 1,091 - 19,394
Data processing and : ,
software 445,577 21,047 - 466,624
Buildings & structures o 10,779 845 - - 11,624
Total accumulated depreciation 589,578 24 943" - 614,521
Net capital assets - $ 56,463 $ 1,199 $ - $ 57,662

~ Land, buildings and automobiles used by the Department are not included in these financial

statements, as those assets are included in the financial statements of the General Services

Department.

Depreciation expense was charged to functions as follows:

Economic Development

Film

Mexican Affairs

Program Support

Technology Commercialization
Other initiatives '

Total
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14.054
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NOTE 10 - DEFERRED REVENUE

The following receivables out of the Due From Other Agencies account in the Capital Projects
Fund (SHARE Fund 02800) were recorded as deferred revenue at the fund level at June 30,
2011, as the amount had not been received within 60 days after the end of the fiscal year.

Expiration
Severance Tax Bond Law Date Amount
Southwest Reg Spaceport Laws of 2004 6/30/2011 ' $ 887,231
Economic Development Grants Laws of 2009 6/30/2013 400,000
Mainstreet Central Business _ Laws of 2009 -~ 6/30/2013 - . 331,805
Mainstreet Infrastructure Project -
Statewide Laws of 2009 6/30/2013 325,643

Total ' v 1,944 679

NOTE 11 - COMPENSATED ABSENCES

Qualified employees are entitled to accumulate annual leave as follows: A maximum of 240
hours of such accumulated annual leave may be carried forward into the beginning of the
calendar year and any excess is lost. When employees terminate, they are compensated for
accumulated unpaid annual leave as of the date of termination, up to a maximum of 240 hours.

Qualified employees are entitled to accumulate sick leave at the rate of 3.69 hours per pay
period. :

Employees who have accumulated 600 hours of unused sick leave are entitled to be paid for
additional unused sick leave at a rate equal to 50 percent of their hourly rate of pay for up to
120 hours of sick leave. Payment for unused sick leave may be made only once per fiscal year
on either the payday immediately following the first full pay period in January or the first full pay
period in July. Immediately prior to retirement from service, employees who have accumulated
600 hours of unused sick leave are entitled to be paid for additional unused sick leave at a rate
equal to 50 percent of their hourly rate for up to 400 hours of sick leave.

All sick leave balances from 600 to 1,000 hours have been recorded at 50 percent of the
employee’s current hourly rate, including those amounts paid in July of the subsequent fiscal
year, because no expendable financial resources are available as of the balance sheet date to
liquidate the liability.
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NOTE 11 - COMPENSATED ABSENCES (CONTINUED)

The changes in compensated absences for government type activities are as follows:

: Amounts
. Balance Balance Due
June 30, ' June 30, Within
2010 - Increase _(Decrease) 2011 One Year_

Compensated absences $ 276,203 $119.554 $(227.876) $167.881 $ 167,881
The General Fund was used to liquidate |ong-term liabilities in prior years.

There was no short-term debt activity in'FY 2011

NOTE 12 - REVERSIONS

Current year reversions to the State General Fund as of June 30, 2011 were as follows:

Appropriation . SHARE _
Year Fund Type System Fund Reversion
N/A General Fund o 18900 $ 219,255
Laws of 2010 General Fund ' 18900 538,316
Laws of 2009 Capital Projects Fund - 02800 19.810
Total , _ 3 - _ : 777,381

In accordance with statute Section 6-5-10(A) NMSA 1978, all unreserved, undesignated fund
balances in reverting funds and accounts as reflected in the central accounting system as of
June 30 shall revert. The balance of $1,835,866 ($1,058,485 of prior year unsettled reversions
per Laws of 2009, and $777,381 of the current year reverting balance) is payable at June 30,
2011 and due by September 30, 2011. This payable may be adjusted within 45 days of the
release of this audit by the New Mexico Office of the State Auditor. The Department will pay
the remainder of the reversions payable during fiscal year 2012.
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NOTE 13 - PENSION PLAN — PUBLIC EMPLOYEES RETIREMENT ASSOCIATION
Plan Description

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

Funding Policy

Plan members are required to contribute 8.92% of their gross salary. The Department is
required to contribute 15.09%. The contribution requirements of plan members and the
Department are established in State statute under Chapter 10, Article 11, NMSA 1978. The
requirements may be amended by acts of the legislature. The Department’s contributions to
PERA for the fiscal years ending June 30, 2011, 2010 and 2009 were $464,907, $542,848 and
$628,073, respectively, which equal the amount of the required contributions for each fiscal
year.

NOTE 14 - POST EMPLOYMENT BENEFITS - STATE RETIvREE HEALTH CARE PLAN
Plan Description

The Department contributes to the New Mexico Retiree Health Care Fund, a cost-sharing
multiple-employer defined benefit post-employment healthcare plan administered by the New
Mexico Retiree Health Care Authority (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 also authorized to designate optional and/or voluntary benefits like dental vision,
supplemental life insurance, and long-term care policies.

Eligible retirees are: 1) retirees who make contributions to the fund for at least five years prior to
retirement and whose eligible employer during that period of time made contributions as a
participant in the RHCA plan on the person’s behalf unless that person retires before the
employer's RHCA effective date, in which the event the time period required for employee and
employer contributions shall become the period of time between the employer’s effective date
and the date of retirement; 2) retirees defined by the Act who retired prior to July 1, 1990;
3) former legislators who served at least two years; and 4) former governing authority members
who served at least four years. ’
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
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June 30, 2011

NOTE 14 - POST EMPLOYMENT BENEFITS - STATE RETIREE HEALTH CARE PLAN
(CONTINUED)

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

Funding Policy

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

The Retiree Health Care Act (Section 10-7C-15 NMSA 1978) is the statutory authority that
establishes the required contributions of participating employers and their employees. During
the fiscal year ended June 30, 2011, the statute required each participating employer to
contribute 1.666% of each participating employee’s annual salary; each participating employee
was required to contribute .8333% of their salary. In the fiscal years ending June 30, 2012
through June 30, 2013 the contribution rates for employees and employers will rise as follows:

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

Fiscal Year __Employer Contribution Rate Employee Contribution Rate
FY12 _ : 1.834% . v 917%
FY13 ’ 2.000% ' v 1.000%

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

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

The Department's contributions to the RHCA for the years ended June 30, 2011, 2010 and

2009 were $50,847, $46,453 and $49,216, respectively, which equal the required contributions
for each year. '
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NOTE 15 - OPERATING LEASE COMMITMENT

The Department is committed under lease for some of the Department’s office equipment and
office space in Las Cruces, New Mexico. These leases are considered for accounting purposes
to be operating leases and are not reflected in the Department’s account groups. Lease
expenditures for the year ended June 30, 2011 amounted to $157,293.

The following is a schedule by years of future minimum lease payments required under
operating leases that have initial or remaining non-cancelable terms in excess of one year as of
June 30, 2011.

Years ending June 30:

2012 $ 27,994
2013 -
2014 : ' -
2015 L.
2016 o ‘ -
2017 and thereafter . ‘ . ‘ -

Total | $ 27,994

NOTE 16 - CONTINGENT LIABILITIES (CLAIMS AND JUDGMENTS)

The Department as a State Agency defined in the New Mexico Tort Claims Act, is insured
through the Risk Management Division of the General Services Department of the State of New
Mexico. The Office of Risk Management Division pays annual premiums for coverage provided
in the following areas:

e Liability and CIVI| rights protection for claims made by others against the State of New
Mexico;

e Coverage to protect the State of New Mexico’s property and assets and

» Fringe benefit coverage for State of New Mexico employees.

In the case of civil actions or claims against the Department for financial damages, the |

Department’s certificate of insurance with Risk Management does not cover claims for back
wages but does cover civil rights claims for other compensatory damages.
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NOTE 17 - OPERATING TRANSFERS

EDD Affiliate
SHARE i SHARE Transfers Transfers
Fund Affiliate Agency Agency/Fund In Out
63800  State Board of Finance 39401/63800 $ 7,286 $ -
02800  Dept. of Finance & Administration ~ 34100/52900 250,000 -

Total ' . $ 257,286 $ -

NOTE 18 - RISK MANAGEMENT

The Department, as a State Agency defined in the New Mexico Tort Claims Act, is insured
through the Risk Management Division of the General Services Department of the State of New
Mexico. The Office of Risk Management Division pays annual premiums for coverage provided
in the following areas: )

o Liability and civil rights protection for claims made by others against the State of New
Mexico;

o Coverage to protect the State of New Mexico’s property and assets; and
Fringe benefit coverage for State of New Mexico employees.

In the case of civil actions or claims againét the Department for financial damages, the
Department’s certificate of insurance with Risk Management does not cover claims for back
wages but does cover civil rights claims for other compensatory damages.

The Department had no significant reductions in insurance coverage from prior year. In the
fiscal years ended June 30, 2011, 2010 and 2009, there were no settlements that exceeded
insurance coverage. '

NOTE 19 - NEW PRONOUNCEMENTS

The Department's fund balances represent: 1) Restricted purposes, which include balances
that are legally restricted for specific purposes due to constraints that are externally imposed by
creditors, grantors, contributors, or laws or regulations of other governments; 2) Committed
purposes, which include balances that can only be used for specific purposes pursuant to
constraints imposed by formal action of the Legislative and Executive branches; 3) Assigned
purposes, which includes balances that are constrained by the government’s intent to be used
for specific purposes, but are neither restricted nor committed. A summary of the nature and
purpose of these reserves by fund type at June 30, 2011 follows:

51



STATE OF NEW MEXICO ECONOMIC DEVELOPNMENT DEPARTMENT
NOTES TO FINANCIAL STATEMENTS
June 30, 2011

NOTE 19 - NEW PRONOUNCEMENTS (CONTINUED)

Major Special Major Capital
General Fund Revenue Funds Projects Fund

Fund Balances:
Restricted for:
Technology Enterprise (per Laws of

1991, Ch. 21, Section 9-15-19) $ 51,641 $ - $ -
In-Plant Training (Section 21-19-11 - ' 6,376,772 -
NMSA 1978) ' -
Revolving Loan Community
Development (Laws of 1983, - 1,979,629 ’ -
Ch. 299) v
Unassigned . » - - (2,163,722)

Total fund balances | $ 51641 $ 8,356,401 $(2,163,722)

NOTE 20 — RESTATEMENTS AND RECLASSIFICATIONS

Certain June 30, 2010 amounts have been reclassified to conform to new GASB 54 (Fund
Balance) definitions or requirements for special revenue funds and capital project funds.

The Department elected to implement the GASB Statement No. 54, Fund Balance Reporting
and Governmental Fund Type Definitions. Pursuant to this implementation, it was decided that
the previously reported Technology Enterprise Fund did not meet the special revenue fund
requirements and, as of June 30, 2011, has been eliminated for financial reporting purposes
and combined with the General governmental fund. The various fund balances have been
restated as of June 30, 2011.

Technology

Enterprise - General
Fund Fund
Fund balahce, beginning of year , $ 51,641 $ -
Technology Enterprise Fund (51,641) | -
General Fund ‘ - 51,641
Fund balance, beginning of year, as restated 3 51,641 $ 51641

This information is an integral part of the accompanying financial statements.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
STATEMENT OF REVENUES AND EXPENDITURES - MAJOR CAPITAL PROJECTS FUND -
BUDGET AND ACTUAL (MODIFIED ACCRUAL BASIS)

Year Ended June 30, 2011

CAPITAL PROJECTS FUND (02800)

Life to Date FY 2011 Life to Date Variance
Budgeted Amount Actual Amount Over
Amount Budgetary Basis (Budgetary Basis) (Under)

REVENUES
Capital Outlay Appropriations ~ $ 12,154,662 $ 250,000 $ 12,066,334 88,228
Severance tax Bonds Proceeds 10,250,000 3,117,397 7,848,280 2,401,720

TOTAL REVENUES $ 22,404,562 3,367,397 $ 19,914,614 2,489,948

EXPENDITURES
Personal services and benefits $ - _ - $ - -

" Contractual services 12,976,836 2,875,287 11,534,646 1,442,190
Other costs 9,427,726 2,088,908 8,379,670 1,048,056
Other financing uses : - - - - -

TOTAL EXPENDITURES 3 22,404,562 4,964,195 $ 19,914,316 2,490,246

DEFICIT OF REVENUE UNDER
EXPENDITURES AND OTHER
FINANCING SOURCES (USES) : (1,596,798)

REVERSIONS TO STATE
GENERAL FUND (NOT BUDGETED) ' (19,810)

NET CHANGE IN FUND BALANCE _ $ (1,616,608)

* Fund balance at the end of the year amouhted to $2,163,722.
Deferred revenue of $1,944,679 was recorded and will reverse deficit balance in future years,
with the remaining deficit of $219,043.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
SCHEDULE 1 - MULTIPLE-YEAR CAPITAL PROJECTS FUNDED BY SPECIAL AND
SEVERANCE TAX CAPITAL OUTLAY APPROPRIATIONS FROM THE STATE
Year Ended June 30, 2011

v Amount Current Year Current Year Prior Year Balance as of Remaining
Project Description Expiration Appropriated Expenditures Reversions  Incurred Balance June 30, 2011 Appropriation
Special Capital Outlay Appropriations N
Ramah Chp Meat Processing 6/30/2011 85,000 $ 85,000 $ - $ - $ 85,000 $ -
Ramah Chp Meat Processing 6/30/2011 385,000 381,160 - 3,850 385,000 -

" Economic Development Grants 6/30/2012 7,000,000 1,208,600 - 5,791,400 7,000,000 -
Mainstreet Central Business 6/30/2011 1,500,000 - - 1,500,000 1,500,000 -
Tucumcari in 6/30/2011 934,562 807,287 19,810 107,465 934,562 -
Media Production Education and Training 6/30/2012 250,000 181,772 - ) - 181,772 68,228
Albuquerque Eclipse Aviation 6/30/2012 2,000,000 - - 1,980,000 1,980,000 20,000
Total Capital Appropriations ‘ 12,154,562 -2,663,809 19,810 9,382,715 12,066,334 88,228
Severance Tax Bond Proceeds

Economic Development Grants 6/30/2013 3,500,000 500,000 - 2,000,000 2,500,000 1,000,000
Mainstreet Central Business 6/30/2013 1,250,000 888,876 - 335,888 1,224,764 25,236
Mainstreet Infrastructure projects statewide 6/30/2013 1,000,000 325,643 - - 325,643 674,357
Tucumcari Downtown Infrastructure 6/30/2012 500,000 - - - - 500,000
X-Prize Cup Spaceport Show Infr 6/30/2011 4,000,000 585,867 - 3,211,708 3,797,575 202,425
Total Severance Tax Bonds 10,250,000 2,300,386 - -5,547,596 7,847,982 2,402,018
Total Capital Projects 22,404,562 $ 4,964,195 $ 19,810 $ 19914316 $ 2,490,246
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
SCHEDULE 2 - SCHEDULE OF INDIVIDUAL DEPOSIT ACCOUNTS
June 30, 2011

_ Adjustments/ Reconciled
: Fund ' Balance Reconciling Balance
Fund Name Number Fund Type Depository per Bank items per Books

Cash with State General Fund Investment Pool (with SHARE fund numbers):

General Fund 18900 Operating State Treasury - $ 2,501,073 $(2,029,898) $ 471,175
In-Plant Training Fund v 63800 Special revenue State Treasury 6,979,819 - 6,979,819
Revolving Loan Community 02300 - _

Development ‘ Special revenue State Treasury 1,924,547 - 1,924,547
Technology Enterprise Fund 38400 * Special revenue State Treasury 51,641 - 51,641
Capital Projects Fund 02800 Capital project  State Treasury (1,787,142) 1,787,142 -
Total Governmental Cash with State General Fund $ 9,669,938 § (242,756) $ 9,427,182

* Reported in General Fund 18900
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
SCHEDULE 3 - SCHEDULE OF PLEDGED COLLATERAL
JUNE 30, 2011

Accounts at
State General

Investment Fund Total
Total amount of depbsit v $ 9,427,182 $ 9,427,182
LlessFDIC | - -
Total uninsured public money | 9,427,182 | 9,427,182
50% collateral | | ' | 4,713,591 4,713,591
State Agency Collateral Listing | ‘ | A A
Total pledged | ' o ' - -
Over (under) pledged - _ A | A

A:  This amount is held at the Office of the State Treasurer and is detailed in the report of

the Office of the State Treasurer, whose audit is covered by a separate report. Detail
specific for the collateral is commingled by the Office of the State Treasurer, and it
‘monitores the adequacy of the funds pledged for collateral to ensure the full
coverage as required by the Laws of the State of New Mexico and related statutes.

Custodian: Federal Home Loan Bank, Dallas
Name Security in: New Mexico General Investment Fund

The deposits are fully secured since they are in the name of the New Mexico State General
Investment Fund and are held at a separate depository institution that is not affiliated with
the depository institution.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT

Responsible Party

SCHEDULE 4 - MEMORANDA OF UNDERSTANDING

YEAR ENDED JUNE 30, 2011

Description Term

City of Portales

City of Las Cruces, NM

Bernalillo County, NM

PCD/GSD

City of Albugquerque, NM
City of AIquuerque

City of Alamogordo, NM

City of Bloomfield, NM
Catron County, NM
City of Jal, NM

Pegasus Global, LLC

MOU between the Department, and City of Portales for the
support of the Sunland Inc. project with their economic
development initiatives. 2/10/09 - 6/30/11
MOU between the Depariment, and the City of Las Cruces,
NM, regarding the formal planning, design and construction
activities for the redevelopment and revitalization to
downtown Las Cruces. ' 1/8/08 - 6/30/11
MOU between the Department, and Bernalillo County, NM
(County), to support the capital outlay direct financial
assistance proposed by Forest City, NM LLC to construct a
building within the Mesa Del Sol development and Iease the
building to Fidelity Real Estate Company, which will, in-turn,
provide for job creation and retention within the County over
the next ten years. 1/26/08 - 6/30/11
Division (PCD), to transfer money received by the
Department from PDC to the United States General Services
Agency for infrastructure improvements to the Santa Teresa
Port of Entry. '

12/13/07 to
project completion

MOU between the Department, and the City of Albuguerque,

~ NM, to provide assistance to a solar equipment economic

development project in Bernalillo County. 2/27/09 - 6/30/12

MOU between City of Albuguerque and the Department to
promote or enhance local efforts 3/31/2010 - 6/30/2013
MOU between the Department, and the City of Alamogordo,
NM. 8/31/09 - 6/30/14
MOU between the Department, and the City of Bloomfield,

New Mexico, to promote or enhance local economic

development efforts 9/9/09 - 6/30/14

MOU between the Department and Catron County, NM, to

promote or enhance local economic development efforts. 9/28/09 - 6/30/12

MOU between Santa Fe County and the Department to

promote or enhance local economic development efforts. 71212009 - 6/30/2011

MOU between Pegasus Global and the Department to
develop an essential infrastructure project.

2/2/2010 - project
completion

58



Amount

Total Amount Department Amount

Amount  Applicable Contributed Paid Audit Agency Reporting
of Project to EDD  During FY'11 Up-to-Date Responsibility Revenue & Expense
$ 156,000 $ 156,000 $ - $ 156,000 City of Portales, NM City of Portales, NM
$ 50,000 $ 50,000 $ 50,000 $ 50,000 City of Las Cruces, NM  City of La_s Cruces, NM
$ 7,500,000 $ 7,500,000 $ - $ 7,500,000 Bernalillo County, NM Bernalillo County, NM

New Mexico Economic  New Mexico Economic
$ 250,000 $ 250,000 $ - $ 250,000 Development Dept. Development Dept. -
$ 8,000,000 $ 8,000,000 $ - $ 8,000,000 City of Albuquerque, NM City of Albuquergque, NM
$ 2,000,000 $ 2,000,000 $ - $ 2,000,000 City of Albuquerque, NM City of Albuquerque, NM
$ 400,000 $ 400,000 $ - $ 400,000 City of Alamogordo, NM City of Alamogordo, NM
$ 300,000 $ 300,000 $ - $ 300,000 Cityof Bloomﬁe[d, NM  City of Bloomfield, NM
$ 250,000 $ 250,000 $ - $ 250,000 Catron Couhty, NM Catron County, NM
$ 350,000 $ 350,000 % - $ 350,000 CityofJal, NM City of Jal, NM
N/A N/A N/A

N/A -

N/A N/A
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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor’s Report on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards

Mr. Jon Barela, Secretary

State of New Mexico Economic Development Department and
Mr. Hector H. Balderas

New Mexico State Auditor

We have audited the financial statements of the governmental activities, each major fund, the
budgetary comparisons for the general fund and major special revenue funds, and the capital
projects fund budgetary comparison presented as supplemental information of the State of New
Mexico Economic Development Department (Department), as of and for the year ended
June 30, 2011. 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 Comptrolier General of the United
States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Department's internal control over
financial reporting as a basis for designing our audit procedures for the purpose of expressing
our opinions on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Department’s internal control over financial reporting.

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

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the Department's financial statements will not be
prevented, or detected and corrected, on a timely basis. We consider the deficiencies
described in the accompanying schedule of findings and responses as findings 2011-2 and
2011-4 to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged
with governance. We consider the deficiencies described in the accompanying schedule of
findings and responses as findings 2011-1, 2011-3, 2009-1 and 2010-2 tg.be.significant

deficiencies.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Department’s financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances
of noncompliance or other matters that are required to be reported under Government Auditing
Standards.

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 findings and responses as findings 2011-1, 2011-5
and 2009-1. '

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

This report is intended solely for the information and use of management, others within the

Department, the audit committee, the State Auditor and the New Mexico Legislature, and is not
intended to be and should not be used by anyone other than these specified parties.

%WMNALA

Albuquerque, New Mexico
December 30, 2011
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
SCHEDULE OF FINDINGS AND RESPONSES
June 30, 2011

Section | - Summary of Auditor’s Results

1.

The auditors’ report expresses an unqualified opinion on the basic financial statements of
the New Mexico Economic Development Department (Department).

Four significant deficiencies were disclosed during the audit of the financial statements.

There was no instance of noncompliance material to the financial statements of the
Department disclosed during the audit.

Two material weaknesses were disclosed during the audit of the financial statements.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
SCHEDULE OF FINDINGS AND RESPONSES
June 30, 2011

Section Il — Financial Statement Findings
Finding 2011-1 Capital Assets Inventory (Significant Deficiency)

Condition: During the audit testwork performed over the Department’'s capital assets, we
noted that the required annual physical capital assets inventory count was not performed by the
Department. No certified physical inventory was provided.

Criteria: Section 12-6-10(A) NMSA 1978 requires each agency to conduct an annual physical
inventory of movable chattels and equipment on the inventory list at the end of each fiscal year.
The agency shall certify the correctness of the inventory after the physical inventory. This
certification should be provided to the agency’s auditor.

Cause: Lack of failure of controls surrounding the capital assets monitoring process and
controls that should ensure compliance with the state auditor’s rule.

Effect: The Department is in violation of Section 12-6-10(A) NMSA 1978.

Recommendation: We recommend the Department establishes proper monitoring procedures
that would ensure that state of New Mexico state auditor rules are reviewed and followed. In
addition, the Department should establish a proper review process that would ensure
compliance with all applicable laws and regulations. '

Management’s Response: The Department will locate previous inventories of capital assets
and perform a new inventory of its current capital assets in order to determine whether those
assets have fully depreciated and properly calculate depreciation if they have not.

Finding 2011-2 Lack of Effective Reconciliation Procedufes over Severance Tax Bonds
Funding and Capital Approprlatlons (Materlal Weakness)

Condition: During our audit testwork over the Capital Project fund, we noted that the
Department did not have an effective reconciliation process in place that would ensure that the
capital appropriations and severance tax bonds that are given to the Department to fund certain
specific projects are reconciled to the activity in those projects. In addition, we noted that the
draws on the severance tax bonds (STB) were not done timely, therefore allowing some STB to
lapse without being drawn on for the expenditures incurred by the Department, therefore
creating a negative balance in the fund balance of the Department. The reconciliation provided
to us had numerous errors, and did not provide sufficient evidence that the review and
monitoring over this section was performed on an on-going basis.

Criteria: Chapters 6-5-1 through 6-5-6, NMSA 1978 require all state agencies to implement
internal accounting controls designated to prevent accounting errors related to financial
matters. Chapter 6-5-2-1(J) 2.20.5 & 6 NMAC requires implementation of monthly reconciliation
process with the balances and accounts kept by the state treasurer, and Chapter
2.20.5.8C(10), NMAC requires all reporting of financial information to the state agency’s
management and to the oversight agencies and entities to be complete, timely and accurate.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
SCHEDULE OF FINDINGS AND RESPONSES
June 30, 2011

Section Il — Financial Statement Findings (continued)

Finding 2011-2 Lack of Effective Reconciliation Procedures over Severance Tax Bonds
Funding and Capital Appropriations (Material Weakness) (continued)

Cause: Lack of failure of controls surrounding proper monitoring and timely reconciliations of
the STB/Capital Appropriation funding. The reconciliation that is being utilized does not supply
the reader with accurate information; therefore, it is impossible to make any financial decisions
based on that information.

Effect: The Department is not in compliance with the NM code stated previously. In addition,
untimely draws and lack of the reconciliation process resulted in STB not being fully utilized
before they expired, creating a deficit in the fund balance of Capital Projects Fund. With the
lapse of the STB, the Department can no longer make draws on those STB, and therefore is
left with unreimbursed expenditures.

Recommendation: We recommend the Department establishes policies and procedures to
ensure that the funding for the Capital Projects Fund is being reconciled and the draw requests
on STB are being submitted timely. We also recommend the Department establishes a
documented monthly review and approval process of the reconciliations to ensure proper
monitoring.

Management’s Response: After taking office, the Department centralized the tracking of all
capital projects and implemented a monthly drawdown and reconciliation schedule.

Finding 2011-3 Travel Approval (Significant Deficiency)

Condition: During our audit testwork on internal controls over travel and per-diem
expenditures, we noted 1 item out of 22 tested that did not have a proper travel authorization.
This particular travel request was approved by a program director who was the person
traveling, effectively approving their own request. Travel expenditure amounted to $115.

~ Criteria: Per Manual of Model Accounting Practices (MAPs), FIN 5 requires the entity to have

internal controls in place surrounding cash disbursements. All vouchers must be certified as
true and correct by the officer or employee designated to make payments, as well as someone
other than the individual seeking reimbursement.

Cause: Lack or failure of controls over proper approval process and lack of proper segregation
of duties.

Effect: The Department is not in compliance with section FIN 5 of MAPs. In addition, lack of
segregation of duties can lead to the erroneous or fraudulent requests being submitted by the
employees of the Department.

Recommendation: We recommend the Department implements proper procedures that would
ensure that all travel requests and reimbursements are reviewed and approved by someone
other than the preparer.
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STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
SCHEDULE OF FINDINGS AND RESPONSES
June 30, 2011

Section Il — Financial Statement Findings (continued)
Finding 2011-3 Travel Approval (Significant Deficiency) (continued)

Management’s Response: The sole travel expenditure identified was incurred by a person no
longer employed by the Department in violation of the Department’s travel policy. The policy,
which requires a supervisor’'s approval for all travel and approval of the Governor’s office for all
out-of-state travel has been reiterated to all personnel. '

Finding 2011-4 Lack of Payroll Accrual Reconciliation (Material Weakness)

Condition: During our audit testwork over payroll accrual we noted a large balance being
carried over from prior years. Upon closer review, we determined that the payroll accrual was
not reversed out for the past two years, which resulted in an adjustment to cash of
approximately $240,000. The Department was responsible for reviewing all payroll entries and
preparing and submitting any necessary correcting entries to Finance Control Division (FCD) by
August 19, 2011. The Department did not prepare a reconciliation of payroll accrual balance,
and did not adjust the account in a timely manner.

Criteria: Chapters 6-5-1 through 6-5-6, NMSA 1978 require all state agencies to implement
internal accounting controls designated to prevent accounting errors related to financial
matters. Chapter 6-5-2-1(J) 2.20.5 & 6 NMAC requires implementation of monthly reconciliation
process with the balances and accounts kept by the state treasurer, and Chapter
2.20.5.8C(10), NMAC requires all reporting of financial information to the state agency’s
management and to the oversight agencies and entities to be complete, timely and accurate.

Cause: Lack or failure of internal controls surrounding General Ledger (GL) payroll accrual
account reconciliation and management oversight.

Effect: Management cannot rely on the accuracy of General Ledger reports generated by
SHARE, as the account was not reconciled and adjusted and therefore does not present the
information regarding payroll liability accurately.

Recommendation: We recommend management implements monthly reconciliation
procedures to ensure that the balances in the payroll accrual accounts are accurate.
Additionally, we recommend a review and approval process of all reconciliations, before any
adjustments to GL accounts are posted, to ensure that only correct information is presented on
the GL and that management can rely on general ledger reports for financial decision making
purposes.

Management’s Response: Management will review all payroll accruals at year end to ensure
proper reversals as indicated by DFA.
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Section Il — Financial Statement Findings (continued)
Finding 11-5 LATE FILING OF AUDIT REPORT

Condition: The audit report for the year ended June 30, 2011 was not submitted by the
deadline of December 15, 2011 to the New Mexico State Auditor's Office. The report was
submitted on January 10, 2012.

Criteria: SAO 2.2.2.9(A)(f) requires that State Agencies file their annual financial audit with the
State Auditor’s Office by December 15 each year.

Cause: The client did not provide the auditors with the MD&A in time to go through their quality
control process.

Effect: Non-compliance with the State Audit Rule. |

Auditors’ Recommendation: Preparation of the MD&A should be completed with sufficient
time to allow for auditor review and completion of quality control procedures.

Management’s Response: Management concurs with finding. In future years, management
will prepare MD&A and findings responses in a timely manner.

Finding 2009-1 Untimely Reversion to State General Fund (Significant Deficiency)

Condition: The Department did not prepare the appropriate reversion calculation and
therefore did not revert excess in the Operating Fund fund balance of $1,056,242 carried over
from FY 2010, cash in Bank of Albuquerque ISO 9000 account closed out in FY 2011 and
scheduled for reversion to the State General Fund per Depariment of Finance and
Administration instructions of $219,255, and the unexpended amount of Tucumcari In Project
funded through a capital appropriation that lapsed on June 30, 2011 for the amount of $19,810.

Criteria: Section 6-5-10(A) NMSA 1978 requires all unreserved, undesignated fund balances
in reverting funds, and unexpended funds in the lapsed appropriation to be reverted to the New
Mexico State General Fund by September 30 of the next fiscal year. All reversions were due on
September 30, 2011.

Cause: Lack of proper controls over reversion calculations and management oversight.

- Effect: The Department is not in compliance with Section 6-5-10(A) NMSA 1978.
Recommendation: The Department should establish procedures to ensure timely calculation

and transfer of funds that are scheduled o be reverted to the New Mexico State General Fund
by September 30th.
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Section Il — Financial Statement Findings (continued)

Finding 2009-1 Untimely Reversion to State General Fund (Significant Deficiency)
(continued)

Management’s Response: Upon taking office, the Martinez administration discovered the ISO
9000 funds that should have reverted in FY2010 in its initial review of the Department’s
finances. The administration has since restructured the program, including establishing all
appropriate funds and procedures to re-start the program in January 2012. All funds have
reverted to the general fund.

Finding 2010-2 Maintenance of Capital Assets (Significant Deficiency)

Condition: During the audit testwork performed over the Department’s capital assets, we °

‘noted that the capital asset listing was not maintained properly — the schedule was not updated

for FY 2011 activity and depreciation was not calculated. The Department utilizes a system that
is unable to ensure that the balance of capital assets is presented properly or depreciation is
calculated correctly. :

Criteria: GASB 34 requires agencies under its authority to maintain capital assets balances
accurately. '

Cause: Lack or failure of controls over capital assets of the Department that would ensure that
the schedule of fixed assets is updated for all appropriate annual activity in that category.

Effect: The Departrhent cannot rely on internally prepared fixed capital assets schedule to
make any financial decisions regarding capital assets, as the balances in the internal capital
assets schedule inaccurately presents the information.

Recommendation: We recommend the Department implement controls over the capital
assets schedule to ensure that all activity within that category is properly reflected on the
schedule. In addition, we recommend the Department implement a review process to ensure
the capital assets are accurately stated. »

Management’s Response: The Department will locate previous inventories of capital assets

and perform a new inventory of its current capital assets in order to determine whether those
assets have fully depreciated and properly calculate depreciation if they have not.

67



STATE OF NEW MEXICO ECONOMIC DEVELOPMENT DEPARTMENT
SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
June 30, 2011 '

Finding 09-1 Untimely Reversion to State General Fund (Significant Deficiency) — Repeated
and Modified
Finding 10-01 Unrecorded Cash (Significant Deficiency) — Resolved

Finding 10-02 Maintenance of Capital Assets — Repeated and Modified
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EXIT CONFERENCE
June 30, 2011

An exit conference was held with the Department on December 7, 2011, at the Depariment’s
offices in Santa Fe, New Mexico. In attendance were:

ECONOMIC DEVELOPMENT DEPARTMENT
Barbara Brazil, Deputy Cabinet Secretary
Kurt Saenz, ASD Director
Danni Sutana, Finance Manager

CLIFTON GUNDERSON LLP

Janet Pacheco-Morton, CPA, CGFM, Partner
Darya Bochkova, CPA, Senior Associate

PREPARATION OF FINANCIAL STATEMENTS
The financial statements presented in this report have been prepared by the independent

auditor with the assistance of the Department. However, they are the responsibility of
management, as addressed in the Independent Auditors’ Report.
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