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In accordance with Government Auditing Standards, we have also issued our report dated 
December 17, 2012, 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, grant agreements and other matters.  The purpose of that report is to describe the 
scope of our testing of internal control over financial reporting and compliance and the results of 
that testing, and not to provide an opinion on the internal control over financial reporting or on 
compliance.  That report is an integral part of an audit performed in accordance with 
Government Auditing Standards and should be considered in assessing the results of our audit. 
 
Accounting principles generally accepted in the United States of America require that the 
management’s discussion and analysis on pages 4 through 14 be presented to supplement the 
basic financial statements.  Such information, although not a part of the basic financial 
statements, is required by the Governmental Accounting Standards Board, who considers it to 
be an essential part of financial reporting for placing the basic financial statements in an 
appropriate operational, economic, or historical context.  We have applied certain limited 
procedures to the required supplementary information in accordance with auditing standards 
generally accepted in the United States of America, which consisted of inquiries of 
management about the methods of preparing the information and comparing the information for 
consistency with management’s responses to our inquiries, the basic financial statements, and 
other knowledge we obtained during our audit of the basic financial statements.  We do not 
express an opinion or provide any assurance on the information because the limited procedures 
do not provide us with sufficient evidence to express an opinion or provide any assurance. 
 
Our audit was conducted for the purpose of forming opinions on the basic financial statements, 
and the budgetary comparisons.  The accompanying schedule of expenditures of federal 
awards is presented for purposes of additional analysis as required by U.S. Office of 
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations, and is not a required part of the financial statements.  The additional schedules 
listed as “supplemental information” in the table of contents are presented for purposes of 
additional analysis and are not a required part of the financial statements.  Such information is 
the responsibility of management and was derived from and relates directly to the underlying 
accounting and other records used to prepare the financial statements.  The information has 
been subjected to the auditing procedures applied in the audit of the financial statements and 
certain additional procedures, including comparing and reconciling such information directly to 
the underlying accounting and other records used to prepare the financial statements or to the 
financial statements themselves, and other additional procedures in accordance with auditing 
standards generally accepted in the United States of America.  In our opinion, the information is 
fairly stated in all material respects in relation to the basic financial statements taken as a 
whole. 
 

a 
Albuquerque, New Mexico 
December 17, 2012
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Introduction 
 
Management's Discussion and Analysis (MD&A) is required supplementary information that is 
included to explain the Department's financial statements.  It also presents management's 
diagnostic summary of the Department's finances for the fiscal year ended June 30, 2012.  It 
should be read together with the financial statements, which follow it. 
 
Overview of the Financial Statements 
 
The Department's basic financial statements are presented in four parts, in the following order: 
 

1. Department-wide financial statements, 
2. Fund financial statements, 
3. Notes to the financial statements, and 
4. Budgetary comparison statements. 

 
Department-wide Financial Statements.  The department-wide financial statements include 
the first two financial statements, the Statement of Net Assets and the Statement of Activities.  
These statements report information on all of the financial activities and resources of the 
Department as a whole, except for information applicable to fiduciary activities.  Fiduciary 
activities represent funds held in trust for others under the Child Support Enforcement program.  
These funds are not included in the resources available to support the Department's 
governmental activities.  Governmental activities are financed by general revenue 
appropriations and private foundation and federal grants. 
 
The Department-wide Statement of Net Assets reports the assets of the Department and the 
corresponding claims and liabilities against those assets at June 30, 2012.  The difference 
between the value of the assets and the liabilities is reflected as the value of the net assets.  
Increases or decreases in net assets measure whether the financial position of the Department 
improved or deteriorated.  Net assets legally limited to a particular use are reported as 
restricted.  Unrestricted net assets are assets that can be used to fund operating expenses in 
future years. 
 
The Department-wide Statement of Activities reports the expenses of providing healthcare 
services and financial assistance to eligible New Mexico residents, and the cost of general 
government operations of the Department, with a comparison of the program revenues 
obtained to finance them, and the general revenues made available to fund the difference.  The 
statement also reports the change in net assets during the 2012 fiscal year. 
 
The Department's activities are grouped into the functional programs.  The healthcare services 
program within the Medical Assistance Division is primarily funded under the Centers for 
Medicare and Medicaid Services (CMS) program administered by the U.S. Department of 
Health and Human Services (DHHS).  The behavioral health services programs are funded by 
the DHHS Substance Abuse and Mental Health Services Administration (SAMHSA), Center for 
Substance Abuse Treatment (CSAT) and the State of New Mexico.  Financial assistance 
programs are funded by the U.S. Department of Agriculture, the DHHS Administration for 
Children and Families, and the State of New Mexico.  General government costs include the 
costs of administering the healthcare and financial assistance programs, and the costs of 
administering the Child Support Enforcement and Behavioral Health Services programs. 
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General revenues are made available to the Department through appropriations from the State 
General Fund and other special funds, as well as through amounts transferred from other state 
and local agencies that participate in the healthcare and financial assistance programs. 
 
Fund Financial Statements.  The fund financial statements that follow the department-wide 
financial statements report on the financial position and changes in financial position of the 
individual funds used by the Department.  Funds are separate accounting entities used in 
government accounting to segregate transactions according to the sources of funding and to 
demonstrate legal compliance with the restrictions that may be imposed on those financial 
resources.  The Department uses two types of funds to account for its financial activities:  
Governmental Funds and Fiduciary Funds. 
 

Governmental Funds are used to account for the finances of the governmental activities 
reported in the department-wide financial statements.  The Department uses two types of 
governmental funds:  a general fund to account for activities not required to be accounted 
for in other funds, and special revenue funds to account for collection and expenditure of 
earmarked and restricted fund resources.  Please refer to Note 2 to the Financial 
Statements for an explanation of these funds. 
 
Fiduciary Funds are used to account for resources the Department holds for others.  The 
Department uses one fiduciary fund (Fund 978), which is an agency fund used to hold child 
support payments collected from non-custodial parents until the payments are remitted to 
the custodial parents or third parties.  The finances of this fund are reported in a separate 
statement of fiduciary assets and liabilities.  The resources of this fund are excluded from 
the department-wide financial statements because they cannot be used to finance the 
Department's operations. 
 

Reconciliation of Department-wide Financial Statements to Fund Financial Statements.  
Differences in amounts reported in the department-wide financial statements versus in the fund 
financial statements result from the different measurement focus and basis of accounting used.  
The measurement focus used for governmental funds is based on budgetary control and the 
flow of resources in the current year.  A reconciliation of differences between department-wide 
and fund financial statements is provided in separate schedules that detail the differences in 
accounting treatment. 
 
The budgetary comparison statements furnish a budget-to-actual comparison for all 
governmental funds to report compliance with the approved budget.  The budget amounts 
reported are those in the Original Budget and in the final Amended Budget, which reflects all 
legal adjustments made to the budget since the start of the fiscal year.  The Budgetary Actual 
amounts are stated on the same basis as the budget figures. 
 
Notes to the Basic Financial Statements.  The notes to the basic financial statements 
provide detailed information to support and explain key financial information presented in the 
department-wide and fund financial statements.  The notes provide information on the activities 
of the Department, on the bases of accounting used, and on accounting policies reflected in the 
financial statements, in addition to clarifying key financial information.  They are integral to 
understanding the financial statements. 
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Supplemental Information.  Supplemental Information is provided to demonstrate 
reconciliation of cash balances to the State Treasurer, to detail the open Joint Powers 
Agreements, to report the change in assets and liabilities of the agency fund, to review 
budgetary comparisons, and to report the details of federal grant awards and expenditures.  
The information is provided in compliance with federal and state reporting requirements. 
 
Analysis of the Department's Finances as a Whole 
 
The Department is pleased to provide comparative financial information for fiscal years 2010 
through 2012.  Management has not attempted to recast this information, except as adjusted in 
preparation of the fiscal year 2012 financial statements and information. 
 
At the end of Fiscal Year 2012, the Department fund balance in the Medicaid Fund (976) and 
the General Operating Fund (052) is a deficit.  In 2012, the Department made significant 
progress in reducing the deficit fund balance in the Medicaid Fund; the deficit was reduced by 
$56 million.  It is anticipated that in 2013 the Department will be successful in the appeal to the 
U.S. Department of Health and Human Services to reconsider the request to report $19.7 
million or the Department will have sufficient revenues to eliminate the deficit.  The deficit fund 
balance in the General Operating fund was caused by under-reporting on federal grants in 2007 
and 2008.  The deficit is unfunded at this time; the Department will use excess revenues in 
future years to reduce the deficit.  See Notes 19 and 20 to the Financial Statements, Deficit 
Fund Balance – Fund 97600 and Deficit Fund Balance and Allowance for Uncollectible 
Receivables – Fund 05200, for further discussion. 
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Net Assets and Changes in Net Assets.  Table 1 summarizes the net assets in Governmental 
Activities of the Department for the fiscal year ended June 30, 2012, with comparative balances 
for the fiscal years ended June 30, 2011 and June 30, 2010. 
 

Table 1 – Net Assets 
 

Governmental Governmental Governmental Increase
Activities Activities Activities (Decrease) % Change
FY2012 FY2011 FY2010 2012 to 2011

Assets:
Current assets 313,189,621$      265,544,708$  322,517,191$  47,644,913$    18%
Non-current assets 22,097,848          1,593,655        1,686,412        20,504,193      1287%

Total assets 335,287,469$      267,138,363$  324,203,603$  68,149,106$    26%
Liabilities:

Current liabilities 343,602,069$      356,771,347$  409,846,247$  (13,169,278)$   -4%
Total liabilities 343,602,069        356,771,347    409,846,247    (13,169,278)     
Net assets:

Invested in capital assets,
net of related debt 22,097,848          1,593,655        1,686,412        20,504,193      1287%

Restricted 9,827,930            4,967,688        5,246,041        4,860,242        98%
Unrestricted (40,240,378)         (96,194,327)     (92,575,097)     55,953,949      -58%

Total net assets (deficit) (8,314,600)           (89,632,984)     (85,642,644)     81,318,384      -91%

Total liabilities
and net assets 335,287,469$      267,138,363$  324,203,603$  68,149,106$    26%

 
The Department’s net investment in capital assets totaled $22,097,848 at June 30, 2012; the 
large increase from 2011 is for the new eligibility system ASPEN.   
 
The Department’s deficit net asset fund balance decreased by 91% from 2011 to a deficit fund 
balance of $(8,314,600).  The decrease in the deficit fund balance is primarily due to an 
increase in current assets of $47.6 million and decreases in total liabilities of $13 million.  
Current assets increased due to a deficiency appropriation received in June 2012 and a surplus 
in the Medicaid Fund. 
 
The decrease in total liabilities is attributable to reversing $20 million in unearned federal 
revenue recorded in 2010; the Department was able to fund this liability with the surplus in the 
Medicaid Fund.  See Note 19 for further discussion of the deficit fund balance.   
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Table 2 – Changes in Net Assets 
 
Table 2 presents the detail changes in net assets from 2010 to 2012.  Net assets deficit fund 
balance decreased to $(8,314,600), a 91% decrease from 2011.  
 

Governmental Governmental Governmental Increase %
Activities Activities Activities (Decrease) Change
FY2012 FY2011 FY2010 2012 to 2011

Revenues:
Program revenues:

Charges for services 99,762,802$        80,040,330$       77,200,349$     19,722,472$    25%
Federal funds 3,553,777,191     3,816,810,240    3,837,477,427  (263,033,049)   -7%

Total program revenues 3,653,539,993     3,896,850,570    3,914,677,776  (243,310,577)   -6%
General revenues and

special items:
State appropriation, net 1,010,326,850     707,052,913       683,588,226     303,273,937    43%
Transfer from other

State Agencies 163,774,839        121,537,661       124,663,175     42,237,178      35%
Total revenues 4,827,641,682     4,725,441,144    4,722,929,177  102,200,538    2%
Expenses:

Healthcare services 3,659,733,799     3,698,368,111    3,828,735,392  (38,634,312)     -1%
Financial assistance 814,462,463        754,726,564       676,931,461     59,735,899      8%
General government 257,908,389        276,336,809       315,156,861     (18,428,420)     -7%

Total expenses 4,732,104,651     4,729,431,484    4,820,823,714  2,673,167        0%
Increase (decrease)

in net assets 95,537,031          (3,990,340)          (97,894,537)      99,527,371      -2494%
Net assets, beginning of year (103,851,631)       (85,642,644)        12,251,893       (18,208,987)     21%
Net assets, end of year (8,314,600)$         (89,632,984)$      (85,642,644)$    81,318,384$    -91%

 
 
Table 2 reflects 2% growth in total program revenues due to increases in appropriations and 
transfers from other State Agencies. 
 
Total expenditures increased by less than 1%, caused by increased demand for Supplemental 
Nutritional Assistance Program (SNAP) benefits.  Costs of the new eligibility system ASPEN 
resulted in expenditure increases in General Government.   Medicaid Program expenditures 
decreased in 2012 by 1% or $39 million.   
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Figure 1 – Changes in Federal and State Revenues 
 

 
 
The comparison of the Department's federal and state revenues over the past three years is 
shown in Figure 1.  The Department’s level of federal funds in 2012 decreased due to the loss 
of ARRA funding across all programs.  The remaining 26.4% matching funds were comprised 
of State general revenue appropriations, reimbursements from other state agencies, 
miscellaneous revenues and transfers. 
 
The heavy reliance on federal funding and the size of the Department's overall budget subject 
the Department to significant external oversight of its program and fiscal operations.  The detail 
amounts of grant funded expenditures can be seen in the Schedule of Expenditures of Federal 
Awards (SEFA) on page 71. 
 
The Statement of Activities reports program, matching state revenue and direct expenses for 
the Department's governmental activities.  Direct expenses are those directly associated with a 
program.  Program revenues include reimbursements by other agencies for payment of 
services provided to clients on their behalf, as well as grants that are designated to meet 
operational requirements of the programs. 
 
Governmental Activities.  Costs not covered by program revenues are covered by the sources 
of general revenues (money provided by the state's tax payers) that primarily include state 
appropriations and transfers from other state agencies.  Figure 2 shows the relationship of 
governmental direct expenses to program revenues for fiscal year 2012. 
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Figure 2 – Total Expenditures and Revenues 
 

 
 
The total costs of all the Department's governmental activities this year was $4,732,104,651.  
Of these total costs, 77% were for medical assistance services provided to eligible residents of 
the state, primarily under the Medicaid program of which 70% was financed by federal grants, 
and general revenues and charges for services funded 30%.  Most of the state appropriations 
are committed to match the federal government's share of the costs of the medical assistance 
program. 
 
A total of $814,462,463 or 17% of total costs pertains to financial assistance provided to eligible 
residents; 98.4% of these costs were funded by federal grants.  The remaining 1.6% was 
financed with state funds, including charges for services.  The increase from 2011 is caused in 
part by the appropriation for the transfers out of $30 million being reclassified from general 
government to financial assistance.  The remaining $30 million increase is due to the increased 
demand for Supplemental Nutritional Assistance Program (SNAP) benefits. 
 
The costs for general government were incurred in the administration of the Medical 
Assistance, Child Support, Financial Assistance Programs and Behavioral Health Services 
Programs.  These costs decreased from 2011 due to the appropriation for the transfers out of 
$30 million being reclassified from general government to financial assistance.  Total 
expenditures for general government were $257,908,389; 65% of these costs were financed by 
federal grants and 45% by state funds, including charges for services. 
 
General Fund Budgetary Highlights 
 
Original Budget Compared to Amended Budget.  Differences between the original budget 
and the final amended budget were a result of various budget adjustments and appropriations.  
The agency budgeted federal funds, miscellaneous revenues, the reauthorization of computer 
systems enhancement funds, and the associated certified federal financial participation.  Other 
significant budget increases occurred in the Medicaid program budget and the Supplemental 
Nutrition Assistance Program (SNAP) budget resulting from increases in federal funds. 
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Original Budget Compared to Amended Budget 
 
• In Fund 052 (General Operating Fund) there were increases totaling $17,959,773.   

• In P522 there were 5 budget increases processed totaling $6,042,848.  One of 
the adjustments was to create budget authority for the Health Exchange 
Establishment Grant totaled $5,041,154.  A second adjustment was processed 
to create budget authority for a Robert Wood Johnson grant to support the 
Health Insurance Exchange planning process of $110,550, and a third amount of 
$286,616 to budget the Health Insurance Exchange Planning Grant balances 
carried forward from FY2011 totaled.  Budget increases in P522 also included a 
$490,400 increase to budget unanticipated federal funds due to a higher earn 
rate in this P code than had been our previous experience.  Finally, an 
adjustment to budget the DASIS grant in the Information Technology Division of 
114,218 was processed to fund the creation of a data warehouse in support of 
Behavioral Health Services Division IT needs.  

• In P524, there were 6 increases totaling $7,059,509.  All of the increases were 
from Federal Funds that were not anticipated when the FY12 budget was 
established. 

• In P525, one increase was processed to budget the SNAP DOD funds that were 
awarded to the state and not part of the original operating budget.   

• In P767, there were 11 increases processed totaling $3,043,726.  All of the 
increases were from Federal Funds.  Four of the increases were to budget new 
Federal Grants that were awarded to the Department.  The remaining seven 
adjustments were to reconcile the budget to the grant of award and prior year 
carryover funds. 

• In Fund 974 (Income Support L Warrants), there was one increase processed totaling 
$7,192,125 to bring the budget in line with the Grant of Award for LIHEAP payments. 

• In Fund 975, there were three increases totaling $126,253,447.  The major portion of 
these increases is 100% federal for the SNAP program and funds totaling $124,689,500 
to address the increase in the SNAP caseload.  

• In Fund 976 (Medical Assistance), there was one transfer of $35,000 in P525 to fund a 
caseload increase in the Non-Title XIX Medicals Program. 

• In Fund 20520 (Traumatic Brain Injury Fund), an increasing adjustment of $1,722,440 
was processed to establish the budget for the program.  The program was inadvertently 
not appropriated during the legislative process and had to be established through a 
budget adjustment.   

 
Below are Special Appropriations that were processed in FY2012 
 

• Two Special Appropriations to reduce the negative fund balance in the Medicaid 
program were budgeted in Fund 976 totaling $46,806,621, 

• A special appropriation of $450,000 to fund the Senior SNAP Supplement was approved 
in a Special Session of the Legislature and budgeted Fund 975 in FY2012 

• In Fund 901 (Data Processing Appropriations), multi-year budgets were established up 
to the amount approved by our Federal Partners in the Advanced Planning document 
$63,163,700.   
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Amended Budget Compared to Actual Expenditures and Revenues 
 

• In Fund 052, the ending fund balance of ($4,846,485) reflects a restatement of fund 
balance due to prior receivables determined to be uncollectable.  These amounts are 
outlined in the Meyers and Stauffer report produced for the Department in SFY12. 

• In Fund 20520, revenue exceeded expenditures by $1,912,204, which reflects the non-
reverting balances in this fund.  The Traumatic Brain Injury fund is a non-reverting 
interest bearing fund. 

• In Fund 901, the ending fund balance is $7,285,341, which reflects the balances in the 
ASPEN appropriations which had not yet expired at the end of SFY2012 

• In Fund 974, total revenues and total expenditures equaled each other, reflecting the 
nature of the flow through of the LIHEAP program which has no match requirement. 

• In Fund 975, total revenues exceeded total expenditures by $284,677, which is the 
SSIAR balances authorized to be retained and rolled forward to SFY13 for the General 
Assistance Program. 

• In Fund 976, the ending fund balance is negative 31,612,759, which reflects two 
appropriations by the legislature totaling $35,801,621 to address the negative fund 
balance in the Medicaid fund attributable to the CMS 64 reporting issue from prior 
periods.  The ending negative balance also is reduced through application of year end 
surpluses in the Medicaid program of $23,962,000.  The Department by Statute (NMSA 
1978 - 6-10-4) is allowed to pay prior period expenditures from current year budget.   

 
Capital Assets and Debt Management 
 
Capital Assets.  The Department’s investment in capital assets as of June 30, 2012 amounted 
to $22,097,848, net of accumulated depreciation.  This investment in capital assets includes 
automobiles, equipment and machinery, data processing, and furniture and fixtures.  The total 
increase in the Department’s investment in capital assets for the current period was 1287%.  
The increase in capital assets was due to the data processing equipment purchases related to 
the new eligibility system ASPEN.  
 
Total depreciation expense for the year was $5,595,562.  All depreciable capital assets were 
depreciated from acquisition date to the end of the current fiscal year.  Capital assets for the 
Department are presented in Note 5 to illustrate changes from the prior year. 
 
Debt.  At June 30, 2012, the Department had no long-term debt resulting from borrowing. 
 
Things Affecting the Department's Future 
 
Modernize and Improve New Mexico’s Medical Assistance Programs   
In March 2011 the Medical Assistance Division began the effort to change the Medicaid 
program’s structure to improve health outcomes and cost management, and to ensure the long-
term sustainability of the program.  In February 2012, the Department released its concept for 
the new program – Centennial Care – and set a date for implementation of January 1, 2014. 
The goal to modernize and improve the medical assistance programs involves 6 tasks: 
 
1. Modernize by preparing and implementing the Centennial Care program under the authority 

of a global 1115 research and demonstration waiver as approved by the Center for 
Medicare and Medicaid Services (CMS).  Centennial Care is based on four principles: 
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o Administrative Simplicity and effective Managed Care Organization (MCO) contract 
management, 

o Creating a Comprehensive and Coordinated Delivery System, 
o Paying for Performance, and  
o Personal Responsibility. 
 

2. Operate the Medicaid program within budget constraints by controlling costs and focusing 
on quality over quantity. 

 
3. Adopt and Use Health Information Technology 

• Access and maximize federal dollars available to states and Medicaid providers for HIT 
development, deployment and use. 

• Collect clinical data made available through HIT and using these data to measure 
program performance and inform policy decisions. 

• Measure health care outcomes of Medicaid recipients. 
• Identify and reduce program waste and duplication. 
 

4. Establish a State Based Health Insurance Exchange  
The Office of Healthcare Reform (OHCR) which resides under the Department will seek 
funding for a Second Level I Exchange Establishment grant to implement the planning and 
development activities.  The OHCR will coordinate eligibility procedures in ISD Field Offices 
with those of NM’s Health Insurance Exchange in order to meet defined standards and 
conditions in terms of timeliness, accuracy, efficiency and integrity.  OCHR will also keep 
stakeholders informed an involved through progress reports to the legislature, the public 
and other stakeholders, including key decisions, analysis of available date and policy 
options.  

 
5. Improve Program Integrity and Combat Health Care Fraud, Waste and Abuse  

The Department’s Medical Assistance Division, Office of Inspector General in coordination 
with the NM Attorney General’s Medicaid Fraud Control Unit, is increasing efforts to combat 
suspected Medicaid fraud and reduce waste and abuse in the Medicaid program. 

 
6. Improve Health Outcomes for New Mexicans by providing access to medically necessary 

services and access to quality health care, ensure that the department’s approach is 
consistent with health care reform principles and promote early intervention, preventive 
care, and attainment of improved clinical outcomes 

 
ASPEN (Automated System Program and Eligibility Network) 
ISD2 is the eligibility determination and case management system that supports the 
administration of public assistance programs in New Mexico.  The system is also used in the 
establishment of claims and has numerous interfaces.  The application has been in operation 
for over 23 years using legacy technologies.  It was designed and has been operating with 
program modules that were developed in the 1970s.    
 
ASPEN is the name of the ISD2 replacement system.  The scheduled implementation of 
ASPEN is late 2013 or early 2014.  The ASPEN project team is organized as a Project 
Management Office (PMO), and is comprised of both HSD staff and contractors.  Project 
activities in 2013 include quality assurance testing, data cleanup, preparing test scripts and 
developing plans for training.  The financial summary for the total project follows and is based 
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on the approved Advanced Planning Document Update (APDU) by federal partners in March 
2012. 
• Total project funding of $105,060,012. 
• United States Department of Agriculture (USDA) Supplemental Nutritional Assistance 

Program (SNAP) allocation is 6.47% of the total project with federal participation of 50% of 
this amount. 

• Centers for Medicare and Medicaid Services (CMS) allocation is Medicaid at 96.75% of the 
CMS share at 90% federal participation and CHIP is 3.25% of the CMS share at 78.55% 
federal participation (changing to 78.35% as of 10/1/2012) 

o Effective April 1, 2012 CMS federal participation for software assets is 75% federal 
participation. 

• Total estimated state share for the project is $18,952,244 

Contacting the Department’s Financial Management 
 
The Department’s financial statements are designated to present users with a general overview 
of the Department’s finances and to demonstrate the Department’s accountability.  If you have 
any questions about the report or need additional information, contact the Department’s CFO, 
Danny Sandoval, at the Administrative Services Division, New Mexico Human Services 
Department, PO Box 2348, Santa Fe, New Mexico 87504-2348. 
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NOTE 1 – ORGANIZATION AND PURPOSE 
 
The State of New Mexico Human Services Department (the Department) is the primary 
provider of social welfare services to the citizens of New Mexico (State).  Specific programs 
accomplish a number of services, including income support, medical assistance, behavioral 
health, food stamp distribution, commodity distribution and child support enforcement. 
 
The chief executive of the Department is the Department Secretary, who is appointed by the 
Governor of New Mexico and is a member of the Governor's cabinet.  The Department's 
functions are administered by the Office of the Secretary and through the Behavioral Health 
Services, Child Support Enforcement, Medical Assistance, and Income Support Divisions.  
Overall support is provided by the Administrative Services Division; technical support is 
provided by the Information Technology Division. There are no component units of the 
Department. 
 
The financial reporting entity, as defined by GASB Statements 14 and 39, consists of the 
primary government, organizations for which the primary government is financially accountable 
and other organizations for which the nature and significance of their relationship with the 
primary government are such that exclusion would cause the reporting entity’s financial 
statements to be misleading or incomplete.  This definition of the reporting entity is based 
primarily on the notion of financial accountability as the “cornerstone of all financial reporting in 
government”. 
 
The accompanying financial statements of the Department include all funds and activities over 
which the Department has oversight responsibility.  Even though the Governor appoints the 
Department Secretary, the Secretary has decision-making authority, the power to designate 
management, the responsibility to significantly influence operations and is primarily accountable 
for fiscal matters.  The Department is part of the primary government of the State of New 
Mexico, and its financial data is included with the financial data in the state of New Mexico's 
Comprehensive Annual Financial Report.  These financial statements present financial 
information that is attributable to the Department and does not purport to present the financial 
position of the State of New Mexico. 
 
Legislation and regulations at all levels of government have affected, and are likely to continue 
to affect, the operations of the Department.  As a department of the state of New Mexico, the 
Department is exempt from paying federal income tax. 
 
As the primary provider of social welfare programs in New Mexico, the Department is 
dependent on governmental funding and appropriations.  For the year ended June 30, 2012, 
federal revenue represented 74% of the Department's total revenue. 
 
 
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  
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
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. 
 
Financial Reporting Entity 

 
The financial statements for the Department have been prepared in accordance with Generally 
Accepted Accounting Principles (GAAP) in the United States of America, as applied to 
governmental units.  The Governmental Accounting Standards Board (GASB) is the standard-
setting body for governmental accounting and financial reporting.  The GASB periodically 
updates its codification of the existing Governmental Accounting and Financial Reporting 
Standards, which, along with subsequent GASB pronouncements (Statements and 
Interpretations), constitutes GAAP for governmental units.  The more significant of these 
accounting policies are described below. 
 
Department-wide and Fund Financial Statements 
 
The department-wide financial statements include two statements:  the statement of net assets 
and the statement of activities.  The statement of net assets and the statement of activities 
report information on all of the non-fiduciary activities of the Department. 
 
The statement of activities demonstrates the degree to which the direct expenses of a given 
function are offset by program revenues.  The functions of the Department have been defined 
as healthcare services, financial assistance and general government.  Healthcare services 
consists primarily of transactions in funds 97600 and 89000, and financial assistance consists 
primarily of transactions in funds 97400 and 97500.  Transactions in all other funds have been 
classified as general government. 
 
Program revenues include (1) charges to applicants for provision of healthcare services, 
financial assistance and government services; and (2) operating grants and contributions.  
Program revenues included in the statement of activities reduce the cost of the function to be 
financed from general revenues.  Items not properly identified as program revenues are 
reported instead as general revenues. 
 
The Department reports all direct expenses by program in the statement of activities.  Direct 
expenses are those clearly identifiable with a function.  All indirect expenses are recorded in the 
general government functional expense category. 
 
Fund Accounting 
 
The Department uses funds to report on its financial position and the changes in financial 
position.  A fund is a separate accounting entity with a self-balancing set of accounts.  Fund 
accounting is designed to demonstrate legal compliance and to aid financial management by 
segregating transactions related to certain government functions or activities.  Funds of the 
Department are classified into two categories:  governmental and fiduciary. 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Governmental Funds are used to account for most of the Department's general activities, 
including the collection and disbursement of restricted or committed monies (special revenue 
funds).  The General Fund is used to account for all activities of the Department not required to 
be accounted for in other funds.  Special revenue funds are used to account for and report the 
proceeds of specific revenue sources that are restricted or committed to expenditures for a 
specified purpose other than debt service or capital projects. 
 
The Fiduciary Fund is used to account for assets held on behalf of outside parties or on behalf 
of other funds within the Department.  Agency funds generally are used to account for assets 
that the Department holds on behalf of others as their fiscal agent.  The Department's fiduciary 
fund (fund 97800) does not receive any funding from the state or federal government.  Costs of 
administering fund 97800 are recorded in the Department's General Fund. 
 
Separate financial statements are provided for governmental funds and the fiduciary fund.  In 
accordance with the provisions of Governmental Accounting Standards Board (GASB) 
Statement No. 34, the fiduciary funds are excluded from the department-wide financial 
statements as they do not represent resources available to fund the Department's programs.  
Major individual governmental funds are reported as separate columns in the fund financial 
statements. 
 
The Department presents the following governmental funds, all of which are major: 
 

General Fund (05200)

 

 - The General Fund is used to account for the general operations of 
the Department in carrying out its specific functions and behavioral health services.  
Sources of revenue are primarily from state appropriations and federal grants (to fund 
program administrative costs).  Unexpended state appropriations in fund 05200 revert back 
to the State General Fund for reappropriation.  The Department determines reversions by 
tracking expenditures for special appropriations and contributions separately. 

Special Revenue Fund (Traumatic Brain Injury) (20520)

 

 – The Traumatic Brain Injury fund is 
funded with an accumulation of five dollar fees attached to each moving traffic violation 
citation in the state of New Mexico.  The fees are for programs and services dedicated to all 
individuals who have experienced a brain injury.  For fiscal year 2012, funding is 100% from 
traffic fees.  Unexpended state appropriations in fund 20520 revert back to the State 
General Fund for reappropriation when the appropriation period expires.   

Special Revenue Fund (American Recovery and Reinvestment Act-ARRA) (89000)

 

 - The 
ARRA fund is used to track special appropriations related to ARRA. Fund 89000 and the R 
series of appropriation codes were created for agencies receiving federal stimulus funds.  
Unexpended state appropriations in fund 89000 revert back to the State General Fund for 
reappropriation when the appropriation period expires.   

Special Revenue Fund (General Appropriation Act of 2003, Laws of 2003, Chapter 76) 
(90100)

 

 - Data Processing Appropriations is used to track special appropriations for specific 
information technology projects.  Unexpended state appropriations in fund 90100 revert 
back to the State General Fund for reappropriation when the appropriation period expires.  
Appropriations in this fund are multi-year appropriations. 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Special Revenue Fund (Section 6-5-9 NMSA 1978) (97400)

 

 - Income Support L Warrants is 
used to account for "L" Warrants.  "L" Warrants are issued to Low Income Home Energy 
Assistance Program vendors for energy assistance to qualified clients, various other 
vendors for work, educational assistance, and child care provided to qualified clients.  
Unexpended state appropriations in fund 97400 revert back to the State General Fund for 
reappropriation. 

Special Revenue Fund (Section 6-5-9 NMSA 1978) (97500)

 

 - Income Support N Warrants is 
used to account for "N" Warrants.  "N" Warrants are issued to the State Treasurer's Office 
(STO) to pay the electronic transactions for food benefits and financial assistance.  These 
manual warrants are based on the actual draws made by clients on a daily basis.  System-
generated "N" Warrants are issued to General Assistance clients when the client requires 
benefits before they receive the EBT card.  Unexpended state appropriations in fund 97500 
revert back to the State General Fund for reappropriation. 

Special Revenue Fund (Section 6-5-9 NMSA 1978) (97600)

 

 - Medical Assistance is used to 
account for the "P" Warrants.  "P" Warrants are issued to all vendors who provide Medicaid 
services to eligible clients.  Unexpended state appropriations in fund 97600 revert back to 
the State General Fund for reappropriation.  Medicaid payments may be expended by the 
Department for Medicaid obligations incurred in prior fiscal years. 

In addition to the governmental funds, the Department maintains the following fiduciary fund: 
 
Agency Fund - Child Support Enforcement (97800)

 

 is a fiduciary agency fund.  The Fund is 
used to record the receipt of child support payments from noncustodial parents.  The funds 
received from the noncustodial parents are transmitted to custodial parents.  None of the 
funds recorded in fund 97800 are used to support the Department's programs. 

The Child Support Enforcement Division (CSED)

 

 aids New Mexico residents in obtaining 
support from noncustodial parents who have not made payments for their dependent 
children.  In a number of these cases, the child is a recipient of financial assistance, and 
some of the payments collected from the parent may be retained by the Department as 
reimbursement of financial assistance to the child under other programs. 

The Department estimates that noncustodial parents owe custodial parents a significant amount 
of past due support.  An allowance for doubtful accounts has been recorded equal to the full 
amount owed by the noncustodial parents that the Department estimates will be uncollectible 
resulting in a net receivable balance of zero in these financial statements.  A significant portion 
of the amount is payable either to third parties such as the individual on whose behalf the 
payment was originally required or the U.S. Department of Health and Human Services for 
cases in which a child is receiving financial assistance from that department. 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Basis of Accounting 
 
The government-wide financial statements and agency funds are reported using the economic 
resources measurement focus and the accrual basis of accounting.  Revenues are recorded 
when earned, and expenses are recorded when a liability is incurred, regardless of the timing of 
the related cash flows.  Grants and similar items are recognized as revenue as soon as all 
eligibility requirements imposed by the grantor have been met.  As a general rule, the effect of 
inter-fund activity has been eliminated from the government-wide financial statements. 
 
All governmental funds are accounted for using a current financial resources measurement 
focus.  With this measurement focus, only current assets and current liabilities generally are 
included on the balance sheet.  The statement of revenues, expenditures, and changes in fund 
balance (deficit) for these funds present increases (revenues and other financing sources) and 
decreases (expenditures and other financing uses) in net current assets. 
 
The modified accrual basis of accounting is used for all governmental funds.  Under the 
modified accrual basis of accounting, revenues are recognized when susceptible to accrual 
(when they become both measurable and available).  "Measurable" means the amount of the 
transaction can be determined and "available" means collectible within the current period or 
soon enough thereafter to be used to pay liabilities of the current period.  A 60-day availability 
period is used for revenue recognition for all governmental fund revenues.  Those revenues 
susceptible to accrual are primarily amounts due from the federal government and other state 
agencies.  Expenditures are recorded when the related fund liability is incurred. 
 
Specifically, all revenues are recognized as follows: 
 

1. State general fund appropriations, which must be used in a specified manner, are 
recognized when authorized, all eligibility requirements have been met, and the 
resources are available.  Certain special appropriations require project approval from 
the Department of Information Technology.  The Department considers this part of the 
eligibility requirements and does not recognize the revenue until the approval is 
obtained. 

 
2. Federal and other grants revenues are recognized when the applicable eligibility criteria, 

including time requirements, are met and the resources are available.  Resources 
received for which applicable eligibility criteria have not been met are reflected as 
deferred revenues in the accompanying financial statements. 

 
3. Issuances of food stamps to recipients, all of which are electronic, are reflected as 

expenditures with corresponding federal revenue recognized at that time. 
 
Capital Assets 
 
Capital assets are recorded at historical cost and depreciated over their estimated useful 
lives (with no salvage value).  Donated capital assets are recorded at their estimated fair 
value at the date of donation.  Additions, improvements and other capital outlays exceeding  
 
 



STATE OF NEW MEXICO HUMAN SERVICES DEPARTMENT 
NOTES TO FINANCIAL STATEMENTS 

June 30, 2012 
 
 

29 

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
$5,000 that significantly extend the useful life of an asset are capitalized per Section 12-6-
10 NMSA 1978.  Other costs incurred for repairs and maintenance are expensed as 
incurred. 
 
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: 
 

 Automobiles 4 to 10 years 
 Machinery and equipment 5 to 10 years 
 Data processing equipment 3 to 7 years 
 Furniture and fixtures 7 to 10 years 

 
Supplies and Commodity Inventories 
 
Supplies and commodity inventory is valued at an average unit cost which approximates the 
lower of cost or market method.  Issuances of commodities to recipients are reflected as 
expenditures with corresponding federal revenue recognized at that time. 
 
Other Liabilities 
 
Other liabilities consist primarily of estimated program liabilities. 
 
Compensated Absences 
 
State employees may elect to be paid for accrued sick leave in excess of 600 hours at a rate 
equal to 50% of their hourly rate, not to exceed 120 hours (60 net hours can be paid) per fiscal 
year.  In the case of retiring employees, up to 400 net hours of sick leave can be paid at a rate 
equal to 50% of their hourly rate.  The Department has accrued a liability for sick leave in the 
government-wide financial statements. 
 
The Department has accrued a liability for vacation pay which has been earned but not taken 
by Department employees.  In the event of termination or retirement, an employee is 
reimbursed for accumulated vacation up to 240 hours plus compensatory time.  Such leave has 
been accrued for in the governmental activities column of the department-wide statement of net 
assets in the accompanying financial statements.  Accrued vacation is calculated based on pay 
rate plus required taxes. 
 
Due to State General Fund Investment Pool 
 
The due to State General Fund Investment Pool represents primarily warrants issued and 
outstanding.  This occurs as federal grant funds cannot be drawn down until after warrants 
have been issued. 
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Net Assets 
 
The government-wide financial statements utilize a net asset presentation.  Net assets are 
categorized as investment in capital assets (net of any related debt), restricted and unrestricted. 
 

Invested in capital assets (net of any related debt) – reflects the portion of net assets 
which are associated with non-liquid, capital assets less outstanding capital asset related 
debt.  The net related debt is the debt less the outstanding liquid assets and any associated 
unamortized cost. 
 
Restricted – Restricted assets are liquid assets generated from revenues but not bond 
proceeds which have third-party (statutory, bond covenant or granting agency) limitations on 
their use.  Of the reported restricted net assets on the government-wide statement of net 
assets all are restricted by enabling legislation.  Such restrictions are legally enforceable. 

 
Unrestricted – Represents assets that do not have third-party limitations on their use. 
 

When an expenditure/expense is incurred for purposes for which both restricted and 
unrestricted resources are available, it is the Department’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 Department’s policy to spend committed 
resources first. 

 
Other Revenues and Transfers 
 
Other revenues consist primarily of the state's portion of reimbursements for previous 
overpayments of benefits. 
 
Transfers in from (out to) other state agencies and governmental units are recorded as other 
financing sources (uses). 
 
Budgets and Budgetary Accounting 
 
The Department prepares budgets for its governmental funds, which are subject to approval by 
the New Mexico Department of Finance and Administration (DFA), based upon the 
appropriations made by the State Legislature.  Budgets are controlled at the appropriation unit 
level (personal services, employee benefits, etc.), and amendments affecting a category are 
approved by DFA and the Legislative Finance Committee (LFC).  Expenditures may not exceed 
appropriations at this level. 
 
Appropriations are by the program code rather than the Fund level.  As such, the Department 
has prepared budgetary schedules in the current year by program code. 
 
Each year the Legislature approves multiple-year appropriations, which the State considers as 
continuing appropriations.  The Legislature authorizes these appropriations for two to five years; 
however, it does not identify the authorized amount by fiscal year.  Consequently, the  
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
appropriation is budgeted in its entirety the first year the Legislature authorizes it.  The 
unexpended portion of the budget is carried forward as the next year’s beginning budget 
balance until either the project period has expired or the appropriation has been fully expended. 
The budget presentations in these financial statements are consistent with this budgeting 
methodology. 
 
The unexpended balances of the State General Fund appropriation to the Department are to be 
reverted to the State General Fund at the end of each fiscal year.  The Department also 
receives funding from various special and supplemental appropriations.  The language of a 
particular appropriation determines when it lapses and whether or not unexpended balances 
revert to the State General Fund. 
 
The budgets for the governmental funds are adopted on a basis consistent with accounting 
principles generally accepted in the United States of America (GAAP), except that pursuant to 
Chapter 6, Article 10, Section 4(B) NMSA 1978, appropriations to the Department for Medicaid 
payments may be expended for Medicaid obligations for prior fiscal years. 
 
Healthcare Services Payable 
 
Healthcare expenditures are accrued in the period during which services are provided and are 
based, in part, on estimates of accrued services provided but not yet reported by the providers 
to the Department.  Healthcare services payable in the accompanying financial statements are 
estimates of payments to be made to providers for reported claims and for claims not yet 
reported to the Department.  Management develops these estimates using actuarial methods 
based upon historical data for payment patterns, cost trends, utilization of healthcare services 
and other relevant factors.  When estimates change, the Department records the adjustment in 
healthcare services expense in the period the change in estimate occurs.  Given the inherent 
variability of such estimates, the actual liability could differ significantly from the amounts 
recorded.  While the ultimate amount of claims and the related payments are dependent on 
future developments, the Department believes that the reserves for claims are adequate to 
cover such claims and expenditures. 
 
Subsequent Events 
 
Management evaluated subsequent events through December 17, 2012, the date the financial 
statements were available to be issued.  Events or transactions occurring after June 30, 2012, 
but prior to December 17, 2012, that provided additional evidence about conditions that existed 
at June 30, 2012 have been recognized in the financial statements for the year ended June 30, 
2012.  Events or transactions that provided evidence about conditions that did not exist at 
June 30, 2012, 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, 2012. 
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NOTE 3 – STATE GENERAL FUND INVESTMENT POOL NOT RECONCILED 
 
In June 2012, an independent expert diagnostic report revealed that the State General Fund 
Investment Pool balances have not been reconciled at the business unit/fund level since the 
inception of the Statewide Human resources, Accounting, and management REporting 
(SHARE) system in July of 2006.  The Diagnostic report is available in the Resources section of 
the Cash Control page of the New Mexico Department of Finance & Administration’s website at:  
http://www.nmdfa.state.nm.us/Cash_Control.aspx.  The document title is, “Current State 
Diagnostic of Cash Control”. 
 
The General Fund Investment Pool is the State of New Mexico’s main operating account.  State 
revenues, such as income taxes, sales taxes, rents and royalties, and other recurring revenues, 
are credited to the State General Fund Investment Pool.  The fund also comprises numerous 
State agency accounts whose assets, by statute (Section 8-6-3 NMSA 1978), must be held at 
the State Treasury. 
 
As of June 30, 2012, the State General Fund Investment Pool has not been reconciled at the 
business unit/fund level.  Essentially, independent, third-party verification/confirmation of the 
Department’s balances at the business unit/fund level is not possible.  Under the direction of the 
State Controller/Financial Control Division Director, the Financial Control Division of the New 
Mexico Department of Finance & Administration (DFA/FCD) is taking aggressive action to 
resolve this serious problem.  DFA/FCD has commenced the Cash Management Remediation 
Project (Remediation Project) in partnership with the New Mexico State Treasurer’s Office, the 
New Mexico Department of Information Technology, and a contracted third party PeopleSoft 
Treasury expert. 
 
The purpose of the Remediation Project is to design and implement the changes necessary to 
reconcile the General Fund Investment Pool in a manner that is complete, accurate, and timely. 
The Remediation Project will make changes to the State’s current SHARE system 
configuration, cash accounting policies and procedures, business practices and banking 
structure.  DFA is responsible for the completion of the State’s book to bank reconciliation.  The 
scheduled implementation date for the changes associated with the Remediation Project is 
February 1, 2013.  An approach and plan to address the population of historical reconciling 
items will be developed during the Remediation Project, but a separate initiative will be 
undertaken to resolve the historical reconciling items. 
 
The initial phase of the Remediation Project, completed on October 11, 2012, focused on 
developing a project plan and documenting current statewide business processes.  The work 
product of the initial phase of the Remediation Project is a document entitled, “Cash 
Management Plan and Business Processes”.  This document is available on the Cash Control 
page of the New Mexico Department of Finance & Administration’s website at: 
http://www.nmdfa.state.nm.us/Cash_Control.aspx. 
 
Management of the Department performs daily reconciliations of deposits and  reviews cash 
transactions to mitigate risk. 

http://www.nmdfa.state.nm.us/Cash_Control.aspx�
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NOTE 4 - INTEREST IN THE STATE GENERAL FUND INVESTMENT POOL 
 
State law (Section 8-6-3 NMSA 1978) requires the Department’s cash be managed by the New 
Mexico State Treasurer's Office.  Accordingly, the investments of the Department consist of an 
interest in the State General Fund Investment Pool managed by the New Mexico State 
Treasurer's Office. 
 
At June 30, 2012 the Department had the following invested in/due to the State General Fund 
Investment Pool: 
 

Department
Fund Balances

Due to State General Fund Investment Pool:

General Fund 05200 (13,581,699)$           

ARRA 89000 (183,419)                  

Income support - L Warrants 97400 (56,537)                    

Medical assistance - P Warrants 97600 (81,328,598)             

Total (95,150,253)$            
 

Fund Balances
Interest in the State General Fund Investment Pool:

Traumatic brain injury 20520 2,118,995$              
Data processing appropriations 90100 7,591,123                
Income support - N Warrants 97500 2,798,596                

Total governmental funds 12,508,714              

Child support enforcement - K Warrants 97800 851,196                   
Total 13,359,910$            

Other cash balances:
Petty cash 750$                        

Wells Fargo Bank 25,000                     
Total other cash balances 25,750$                   

 
Interest Rate Risk 
 
The New Mexico State Treasurer’s Office has an investment policy that limits investment 
maturities to five years or less on allowable investments.  This policy is a means of managing 
exposure to fair value losses arising from increasing interest rates.  This policy is reviewed and 
approved annually by the New Mexico State Board of Finance. 
 
Credit Risk 
 
The New Mexico State Treasurer pools are not rated.  For additional GASB 40 disclosure 
information regarding cash held by the New Mexico State Treasurer, the reader should see the 
separate audit report for the New Mexico State Treasurer's Office for the fiscal year ended 
June 30, 2012. 
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NOTE 5 – CAPITAL ASSETS 
 
Governmental activities: 
 
Current year depreciation expense of $814,471 was allocated entirely to the general 
government function in the government-wide statement of activities. 
 

June 30, June 30,
2011 Additions Deletions 2012

Capital assets, not being depreciated:

Software implementation in progress -$                     19,984,408$        -$                     19,984,408$      
Capital assets, being depreciated:

Automobiles 945,851               -                       -                       945,851             

Equipment and machinery 1,015,946            -                       -                       1,015,946          

Data processing equipment 4,543,012            1,358,481            (250,290)              5,651,203          

Furniture and fixtures 96,002                 -                       -                       96,002               

Total capital assets 6,600,811            21,342,889          (250,290)              27,693,410        

Accumulated depreciation

Automobiles (835,419)              (33,736)                -                       (869,155)            

Equipment and machinery (822,789)              (80,106)                -                       (902,895)            

Data processing equipment (3,278,758)           (690,090)              226,065               (3,742,783)         

Furniture and fixtures (70,190)                (10,539)                -                       (80,729)              

Total accumulated depreciation (5,007,156)           (814,471)              226,065               (5,595,562)         

Total capital assets 1,593,655$          20,528,418$        (24,225)$              22,097,848$      

 
 
NOTE 6 – ACCRUED COMPENSATED ABSENCES 
 
Accrued compensated absences consist of the following: 
 

June 30, June 30,
2011 Additions Deletions 2012

Total compensated absences 3,967,743$          3,923,952$          (4,449,270)$         3,442,425$        

 
Resources of the Department’s General Fund will be utilized to liquidate the compensated 
absences liability, which is expected to be liquidated in the coming year. 
 
The Department has recorded all of the accrued compensated absences as a current liability on 
the statement of net assets. 
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NOTE 7 - UNSETTLED PROVIDER COST REPORTS AND UNFILED CLAIMS 
 
In-state institutional health care providers that provide services to the Department’s Medicaid 
clients are required to submit cost reports to the state’s audit agent on an annual basis.  The 
reports provide support for the cost of client care for which the health care provider has been 
reimbursed.  The Department has engaged a third-party audit agent to review these cost 
reports for the final settlement of claimed costs. 
 
Cost reports with a fiscal year ending up to December 31, 2011 were 80.63% completed by 
June 30, 2012.  Cost reports filed after this date are pending review, approval of audit 
adjustments and final settlement.  The Department estimated and recorded the amounts it 
expects to pay or receive upon final settlement of these cost reports. 
 
 
NOTE 8 - CONTINGENT LIABILITIES AND COMMITMENTS 
 
In the normal course of business, the Department’s various programs are subject to audit by 
applicable agencies of the U.S. Government.  The Department is also subject to a variety of 
claims and lawsuits that arise from time to time.  Results of such audits, claims and lawsuits 
may or may not result in losses to the Department.  In accordance with SFAS No. 5, Accounting 
for Contingencies, amounts are recorded as charges to expenditures when management, after 
taking into consideration the facts and circumstances of each matter, including any settlement 
offers, has determined that it is probable that a liability has been incurred and the amount of the 
loss can be reasonably estimated.  As of June 30, 2012, the Department was aware of two 
related federal audits issued by DHHS OIG covering personal care services (PCO) in which the 
likelihood of an unfavorable outcome is probable.  At this time, an amount due to the federal 
government related to these audits is undetermined.  The Department at June 30, 2012 was 
also aware of a case involving reimbursements for pharmaceutical payments and the 
interpretation of a state statute that gives pharmacists a fixed fee for dispensing drugs under 
the Medicaid program.  The New Mexico Court of Appeals both affirmed and reversed in part 
the district court’s opinion and remanded the case for further proceedings.  The case is now in 
the Supreme Court, oral arguments are set for January 2013 and mediation is set for December 
13 and 14, 2012.  A settlement amount related to this case is undetermined. 
 
 
NOTE 9 - 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. 
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NOTE 9 - PENSION PLAN – PUBLIC EMPLOYEES RETIREMENT ASSOCIATION 
(CONTINUED) 

 
Funding Policy 
 
Plan members are required to contribute 8.92% of their gross salary.  The Department is 
required to contribute 15.09% of the gross covered salary.  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 contributes to the plan under State general member coverage plan three.  The 
Department’s contributions to PERA for the fiscal years ending June 30, 2012, 2011 and 2010 
were $8,439,523, $10,355,057 and $10,863,171, respectively, which equal the amount of the 
required contributions for each fiscal year. 
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NOTE 11 - POST-EMPLOYMENT BENEFITS – STATE RETIREE HEALTH CARE PLAN 
 
Plan Description 
 
The Department contributes to the New Mexico Retiree Health Care Fund, a cost-sharing 
multiple-employer defined benefit postemployment healthcare plan administered by the New 
Mexico Retiree Health Care Authority (RHCA).  The RHCA provides health care insurance and 
prescription drug benefits to retired employees of participating New Mexico government 
agencies, their spouses, dependents, and surviving spouses and dependents.  The RHCA 
Board was established by the Retiree Health Care Act (Chapter 10, Article 7C, NMSA 1978).  
The Board is responsible for establishing and amending benefit provisions of the healthcare 
plan and is 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. 
 
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, 2012, the statute required each participating employer to 
contribute 1.834% of each participating employee’s annual salary; each participating employee 
was required to contribute .917% of their salary.  In the fiscal year ending June 30, 2013, the 
contribution rates for employees and employers will rise as follows: 
 

http://www.nmrhca.state.nm.us/�
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NOTE 11 - POST-EMPLOYMENT BENEFITS – STATE RETIREE HEALTH CARE PLAN 
(CONTINUED) 

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

 
Fiscal Year  Employer Contribution Rate  Employee Contribution Rate 

FY13  2.000%  1.000% 
 

Also, employers joining the program after January 1, 1998 are also required to make a surplus-
amount contribution to the RHCA based on one of two formulas at agreed-upon intervals.   
 
The RHCA plan is financed on a pay-as-you-go basis.  The employer, employee and retiree 
contributions are required to be remitted to the RHCA on a monthly basis.  The statutory 
requirements for the contributions can be changed by the New Mexico State Legislature.   
 
The Department's contributions to the RHCA for the years ended June 30, 2012, 2010 and 
2010 were $1,208,117, $1,136,110 and $927,144, respectively, which equal the required 
contributions for each year. 
 
 
NOTE 12 – LEASE COMMITMENTS 
 
The Department has commitments greater than one year in duration for office space and 
equipment under operating lease agreements requiring minimum future lease payments as 
follows: 
 
Years ending June 30: 
 
2013      $ 17,890,228 
2014       14,977,737 
2015       13,023,465 
2016       12,157,988 
2017       10,895,008 
2018 – 2022       32,484,423 
2023 – 2024       
 

5,142,276 

Total      $ 106,571,125 
 
Total rent expense for office space and equipment for the fiscal year ended June 30, 2012 was 
as follows: 
 
Office space       16,754,796 
Equipment       
 

1,038,727 

Total      $ 17,793,523 
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NOTE 13 - REVERSION PAYABLE TO STATE GENERAL FUND 
 
Unexpended cash balances of the Department’s governmental funds are subject to reversion to 
the State’s General Fund unless they are multi-year appropriations or the appropriation periods 
are specifically extended by act of the Legislature.  Funds held on behalf of others in the 
Department’s Child Support Enforcement Fund are excluded from reversion because monies in 
the Fund do not belong to the Department or the State. During the fiscal year ending June 30, 
2012, the Department reverted $195,452 pertaining to fiscal year 2011 and $6,128,111 
pertaining to fiscal years 2010, 2009 and 2008.  The Department will be reverting $155,788 in 
fiscal year 13 for returned funds from fiscal year 2012 and prior.  The Department accrued a 
$79,965 liability for reversions specifically related to fiscal year ending June 30, 2012.  The 
$22,177 shown for fiscal year 2011 below is for stale-dated warrants.  The amount to be 
reverted to the State General Fund for the stale-dated warrants may be less than shown due to 
federal participation.  The reversions payable by fund, program and appropriation period were 
as follows: 
 

Prior Fiscal Years   
Fund 901 Data Processing Fiscal Year 2008 $           1 

    
Fund 052 General Fund Fiscal Year 2011 22,177 
Fund 052 General Fund Fiscal Year 2011 4,017 
Fund 890 ARRA Fiscal Year 2011 122 
Fund 976 Medical Assistance Fiscal Year 2010 

 
    49,506 

  $  75,823 
Current Fiscal Year   

Fund 052 General Fund Fiscal Year 2012 $    3,621 
Fund 975 Income Support Fiscal Year 2012 

 
    76,344 

  $  79,965 
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NOTE 16 - 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 State of New Mexico.  The Department pays 
annual premiums to the Risk Management Division for coverage provided in the following 
areas: 
 

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

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

 
During the 2012 fiscal year, the Department paid Risk Management $2,726,827 in insurance 
premiums.  The Department’s loss exposure is limited to $1,000 deductible.  After consulting 
with legal counsel concerning pending litigation and claims, the Department believes that the 
outcome of pending litigation should not have a materially adverse effect on the financial 
position or operations of the Department.  In addition, for the years ended June 30, 2012, 2011 
and 2010, the Department had no claims for which the Risk Management Division has returned 
as “not covered” that would become the responsibility of the Department. 
 
 
NOTE 17 - FUND BALANCE 
 
Governmental Accounting Standards Board (GASB) Statement No. 54 clarifies the existing 
governmental fund type definitions and provides clearer fund balance classifications are based 
primarily upon the extent to which a government is bound to follow constraints on resources in 
governmental funds and includes the terms:  nonspendable, restricted, committed, assigned 
and unassigned.  GASB Statement No. 54 was implemented in the FY 2011. 
 
The agency’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 legislation of the Legislature; 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. 
 
The Department did not have any assigned fund balances at June 30, 2012.  A summary of the 
nature and purpose of these reserves by fund type at June 30, 2012 follows: 
 
    Restricted   Committed 
    Purposes   
General Fund: 

Purposes  

 DASIS funding – Behavioral Health $ 338,709 
 

$ -     

Total  $ 338,709 $ -     
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NOTE 17 - FUND BALANCE (CONTINUED) 
 
    Restricted   Committed 
    Purposes   
Data Processing Appropriations: 

Purposes  

 LIHEAP to ISD computer system 
  (Laws 2010, Chapter 6, Section 7) $ -     $ 906,781 
 Computer Enhancement Fund 
  (Laws 2011, Chapter 179, Section 7)  -      
 

6,378,560 

Total  $ -     $ 7,285,341 
 
Income Support – N Warrants: 
 SSIR $ -     
 

$ 284,676 

Total  $ -     $ 284,676 
 
Traumatic Brain Injury: 
 Brain injury service funds $ -     
 

$ 1,919,204 

Total  $ -     $ 1,919,204 
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NOTE 19 - DEFICIT FUND BALANCE – FUND 97600 
 
The Medical Assistance Fund (97600) is in a deficit fund balance of $31,612,759 as of June 30, 
2012.  The Department in 2010 recognized a discrepancy in reporting of expenditures and 
reimbursement requests for the Medical Assistance Program totaling a $103 million liability to 
the federal government that resulted in the unusual fund balance.  Since June 30, 2010, the 
Department is current with reconciliation of the Medicaid Program and has made significant 
progress in reducing the deficit fund balance.  The status of the liability is as follows: 
 
Medicaid prior year reporting shortfall      $ 103,318,900 
Two year timely filing waiver request denied by CMS: 
 Sole Community Provider claim included in 2012 Projection Model   (20,493,627) 
2011 Special Session Appropriation       (11,806,600) 
2012 Regular Session Deficiency Appropriation      (35,000,000) 
December 2010 Quarterly CMS64 Prior Quarter Adjustment     (2,305,200) 
Repayment of funds to CMS for overdraws 2011 and 2012      (10,722,847) 
Prior year liability balances included in 2012 Project Model      (3,445,000
 

) 

Balance      $ 19,545,626 
 
The remaining deficit fund balance of $31 million is comprised of the $19.7 million 
Disproportionate Share Hospital (DSH) claim that is recorded as deferred revenue until the 
Department’s appeal is resolved, $2 million due to declining federal matching percentages as 
prior years’ claims are paid, and a $10 million allowance for receivables that will be resolved in 
2013. 
 
 
NOTE 20 - DEFICIT FUND BALANCE AND ALLOWANCE FOR UNCOLLECTIBLE 

RECEIVABLES – FUND 05200 
 
The General Operating Fund (05200) is in a deficit fund balance of $4,846,485 as of June 30, 
2012.  The Department in 2012 recognized under-reporting of expenditures for administrative 
claims that spanned several large programs, totaling $14 million.  The under-reporting occurred 
in 2007 and 2008.  In the past four years, the Department implemented reconciliation processes 
that prevented under-reporting.  The Department was able to use federal performance bonuses 
to address all but $4.8 million of the deficit.  The deficit fund balance is the result of recognizing 
an allowance to the federal receivable in fund 052 totaling $2.3 million, and $2.5 million is 
unfunded as of June 30, 2012.  The Department will continue to retrace transactions that may 
have resulted in the discrepancy in accounting transactions and/or reporting in fund 052, and 
determine a resolution for the allowance of $2.5 million. 
 
The allowance for uncollectible receivables of $7,762,624 in fund 052 includes the allowance 
noted above for federal accounts receivable and also miscellaneous receivable. 
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NOTE 21 – RESTATEMENT 
 
The July 1, 2011 beginning net assets on the government-wide financial statements and the 
Department’s General Fund (05200) in the fund financials do not agree with the prior year 
financial statements due to an overstatement of federal accounts receivable from prior years.  
As a result of the restatement, the June 30, 2012 net assets balance on the government-wide 
financial statements and the Department’s General Fund (05200) in the fund financials was 
decreased by $14,218,647. 
 
Governmental Funds: 
       05200 
       
 

General Fund  

Fund balance, beginning of year, as previously stated   $ (4,720,232) 
 
Restatement    (14,218,647
 

) 

Fund balance, beginning of year, as restated   $ (18,938,879) 
 
 
Statement of Net Assets: 
 
Net assets (deficit), beginning of year, as previously stated   $ (89,632,984) 
 
Restatement    (14,218,647
 

) 

Net assets (deficit), beginning of year, as restated   $ (103,851,631) 
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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 questioned costs as findings 09-01 and 12-02 to be significant deficiencies. 
 
Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the Department's financial statements 
are free of material misstatement, we performed tests of its compliance with certain provisions 
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a 
direct and material effect on the determination of financial statement amounts.  However, 
providing an opinion on compliance with those provisions was not an objective of our audit, and 
accordingly, we do not express such an opinion.  The results of our tests disclosed no instances 
of noncompliance or other matters that are required to be reported under Government Auditing 
Standards. 
 
We also noted a certain matter that is 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 is 
described in the accompanying schedule of findings and questioned costs as finding 12-01. 
 
The Department's responses to the findings identified in our audit are described in the 
accompanying schedule of findings and questioned costs.  We did not audit the Department's 
responses and, accordingly, we express no opinion on them. 
 
This report is intended solely for the information and use of management, the New Mexico 
Office of the State Auditor, the New Mexico Legislature, the New Mexico Department of 
Finance and Administration and federal award and pass-through entities and is not intended to 
be and should not be used by anyone other than these specified parties. 
 

a 
Albuquerque, New Mexico 
December 17, 2012 
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Department's internal control over compliance with the requirements that could have a direct 
and material effect on a major federal program in order to determine our auditing procedures  
 
for the purpose of expressing our opinion on compliance and to test and report on internal 
control over compliance in accordance with OMB Circular A-133, but not for the purpose of 
expressing an opinion on the effectiveness of internal control over compliance.  Accordingly, we 
do not express an opinion on the effectiveness of the entity's internal control over compliance. 
 
A deficiency in internal control over compliance exists when the design or operation of a control 
over compliance does not allow management or employees, in the normal course of performing 
their assigned functions, to prevent, or detect and correct, noncompliance with a type of 
compliance requirement of a federal program on a timely basis.  A material weakness in 
internal control over compliance is a deficiency, or combination of deficiencies, in internal 
control over compliance, such that there is a reasonable possibility that material noncompliance 
with a type of compliance requirement of a federal program will not be prevented, or detected 
and corrected on a timely basis. 
 
Our consideration of internal control over compliance was for the limited purpose described in 
the first paragraph of this section and was not designed to identify all deficiencies in internal 
control over compliance that might be deficiencies, significant deficiencies, or material 
weaknesses and, therefore, there can be no assurance that all deficiencies, significant 
deficiencies or material weaknesses have been identified.  We did not identify any deficiencies 
in internal control over compliance that we consider to be material weaknesses, as defined 
above.  However, we identified certain deficiencies in internal control over compliance that we 
consider to be significant deficiencies as described in the accompanying schedule of findings 
and questioned costs as findings 12-04, 12-05, 12-06 and 12-07.  A significant deficiency in 
internal control over compliance is a deficiency, or a combination of deficiencies, in internal 
control over compliance with a type of compliance requirement of a federal program that is less 
severe than a material weakness in internal control over compliance, yet important enough to 
merit attention by those charged with governance. 
 
The Department's responses to the findings identified in our audit are described in the 
accompanying schedule of findings and questioned costs.  We did not audit the Department's 
responses and, accordingly, we express no opinion on them. 
 
This report is intended solely for the information and use of management, the New Mexico 
Office of the State Auditor, the New Mexico Legislature, the New Mexico Department of 
Finance and Administration and federal award and pass-through entities, and is not intended to 
be and should not be used by anyone other than these specified parties. 
 

a 
Albuquerque, New Mexico 
December 17, 2012 
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Section I - Summary of Auditors’ Results 
 
Financial Statements 
 
Type of auditors’ report issued:     Unqualified 
 
Internal control over financial reporting: 
 
• Material weakness(es) identified?   yes   no 
 
• Significant deficiency(ies) identified 

that are not considered to be  
material weaknesses?   yes   none reported 

 
Noncompliance material to financial 
 statements noted?   yes   no 
 
Federal Awards 
 
Internal control over major programs: 
 
• Material weakness(es) identified?   yes   no 
 
• Significant deficiencies identified 

that are not considered to be material 
weakness(es)?   yes   none reported 

 
Type of auditors’ report issued on compliance for major program:  Unqualified 
 
Any audit findings, disclosed that are 
 required to be reported in accordance 
 with Section 510(a) of Circular A-133?   yes   no 
 
Identification of major programs: 
CFDA 
Number(s) 

  
Name of Federal Program or Cluster 

93.558 
10.568/10.569 
93.777/93.778 
 
93.568 
93.767 
10.551/10.561 
93.563 

 Temporary Assistance for Needy Families Cluster (TANF) 
The Emergency Food Assistance Program Cluster 
Medical Assistance Payments, Administration, Training, Outreach and 
   Enrollment, Program Bonus and Title XIX Certification 
Low Income Energy Assistance Program (Title XXVI) 
Children’s Health Insurance Program (CHIP) 
Supplemental Nutrition Assistance Program Cluster 
Administration of Child Support Enforcement Program 

 
Dollar threshold used to distinguish 
 between type A and type B programs $10,629,392 
 
Auditee qualified as low-risk auditee?   yes   no 
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Section II – Financial Statement Findings 
 
Finding 09-01 – Child Support Enforcement Fund Reconciliation (Significant Deficiency) 
 
Condition:  In our testing of Fund 978 Child Support Enforcement Fund Reconciliation, it was 
noted that the undistributed receipts balance did not reconcile between the Child Support 
Enforcement System (CSES) and the general ledger, SHARE.  The current year annual 
reconciliation of activity had an un-reconciled difference of $31,320. 
 
Criteria:  Sound internal controls include reconciling balances to ensure that all activity has 
been posted correctly, errors are detected and corrected, and account balances are accurately 
reported. 
 
Cause:  It was noted that there are currently some system limitations with CSES inhibiting the 
Department’s ability to reconcile activity and ending balances.  
 
Effect:  There is an increased likelihood of errors or misappropriation of resources going 
undetected. 
 
Recommendation:  We recommend the Department develop a process to reconcile the 
undistributed receipts balance between CSES and the general ledger periodically.  We 
recommend that the Department work with its Information Technology Division to develop 
reports from CSES that can be reconciled to the balances recorded in SHARE. 
 
Management’s Response:  Management agrees.  The ASD and Child Support Enforcement 
Division (CSED) worked throughout 2012 with ITD to reconcile undistributed receipts in CSES 
and SHARE.  The HSD will continue to research the balances in undistributed receipts in prior 
years, and document federal requirements for CSES reporting and how those requirements 
differ from transactions in SHARE.   
 
 
Finding 12-02 – Accounts Receivable Reconciliation (Significant Deficiency) 
 
Condition:  During test work over accounts receivable, it was discovered that a third party 
receivable with a balance of $12,409,275 recorded on the Department’s general ledger, 
SHARE, had not been reconciled to the underlying reports.  The aging report from OMNICAID, 
the Medical Management Information System, a subsidiary system, did not agree to SHARE.  
After inquiry by the audit team, the aging was reviewed by the Department and an allowance for 
$10,687,313 was recorded. 
 
Criteria:  DFA’s Manual of Model Accounting Practices (MAPs) Volume 1, Chapter 8, Section 
3.2 requires monthly reconciliations of all accounts.  Individual accounts should be reconciled 
on a monthly basis.  Discrepancies and inconsistencies should be investigated as soon as they 
are discovered. 
 
Cause:  This account had been identified by the Department as one requiring review and 
reconciliation which was on the project list for fiscal year 2013.  Limited staffing prevented this 
account from being reviewed at an early date. 
 



STATE OF NEW MEXICO HUMAN SERVICES DEPARTMENT 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

June 30, 2012 
 
 

82 

Section II – Financial Statement Findings (continued) 
 
Finding 12-02 – Accounts Receivable Reconciliation (Significant Deficiency) (continued) 
 
Effect:  The Department was showing an excess accounts receivable balance as an asset 
when collectability was unlikely and balance inaccurate.  An adjusting journal entry to record an 
allowance for doubtful accounts and an associated expense in the amount of $10,687,313 was 
required. 
 
Recommendation:  All balances, including subaccounts, should be reconciled to underlying 
data and support on a monthly basis.  If an account is identified that does not reconcile, 
research on the account should be performed in a timely fashion.   
 
Management’s Response:  Management agrees that regular monitoring of accounts 
receivable and reconciliation to subsidiary systems such as OMNICAID should be completed 
monthly.  ASD will continue to work with Medical Assistance Division to resolve the $10,687,313 
allowance for doubtful accounts in SFY13.  The $10,687,313 is not a factor in the cash balance 
in the Medicaid fund, and will require extensive research in prior year posting to accounts 
receivable from the OMNICAID system.   
 
 
Finding 12-03 – Analysis of Financial Claiming (Material Weakness) 
 
Condition:  The Department, in collaboration with an external consulting firm, performed a 
thorough review of the period July 1, 2006 through June 30, 2011 of financial reporting claims 
of the Department to the Centers for Medicare and Medicaid Services (CMS) and the United 
States Department of Agriculture (USDA).  Through this collaborative effort, the Department 
identified $21,054,207 of possible invalid federal reimbursements.  Of this amount, $14,218,647 
belonged to balances outside the permissible reporting period for corrections and required a 
restatement of prior year federal revenue.  The Department has since reconciled its federal 
grants with CMS for fiscal years 2010 and 2011 and has repaid the federal government for 
amounts overdrawn.  Additionally, the Department has implemented a new reconciliation 
process which has been in place since 2010. 
 
Criteria:  In accordance with Generally Accepted Accounting Principles, the matching principle 
should be applied to properly match revenues with expenses each fiscal year.  Also, Section 
2.2.2.8 J of the New Mexico State Audit Rule requires sound accounting practices be followed, 
which includes proper reporting of revenue. 
 
Cause:  Prior year manual process used to allocate indirect costs, untimely reconciliation of 
final expenditures and a lack of central repository for final versions of reports and financial data 
available to Department personnel. 
 
Effect:  A restatement of prior year federal revenue in the amount of $14,218,647 and a deficit 
fund balance in fund 052, the General Fund. 
 
Recommendation:  The Department should continue to follow procedures which led to the 
discovery of the misstatement.  In addition, continue monthly reconciliations and ongoing 
personnel education about federal reporting guidelines. 
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Section II – Financial Statement Findings (continued) 
 
Finding 12-03 – Analysis of Financial Claiming (Material Weakness) (continued) 
 
Management’s Response:  Management agrees that there were under-reported amounts to 
CMS and USDA over a two year period, 2007 and 2008.  The Department has been proactive 
in addressing this issue and has directed significant in-house and external resources to 
document the cause of the problem, identify corrective action and address the uncollectable 
balances contributing to the negative fund balance.  The report prepared by the external 
consultant has been used by the Department and the external auditors to prepare the correcting 
entries to the financial statements.  However, the ASD since 2009 submitted accurate and 
timely federal reports, as noted in the report of the external consulting firm.  The Department 
management completes a thorough review of federal reports prior to submission, and remains 
timely in reconciliation of federal reports and reimbursements.   
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Section III – Federal Award Findings and Questioned Costs 
 
Finding 2012-04 – ISD2 System Access - Terminated Employees (Significant Deficiency, 
Compliance) 
 
Federal Program:  Supplemental Nutrition Assistance Program (SNAP) Cluster, 10.551/661 
 
Questioned Costs:  None 
 
Condition:  We performed test work related to the ISD2 – specific to SNAP system access for 
terminated employees.  We tested access for forty terminated employees to ascertain if access 
to the SNAP application was removed upon termination of employment.  We noted three out of 
forty instances where access was not removed for terminated employees. 
 
Criteria:  Per D1.12.21 NMAC, Access Control Policy, Section 8.1, access privileges shall be 
removed whenever an authorized user changes jobs or terminates employment.  State entities 
shall be required to inform DOIT Chief Information Officer or designated employees regarding 
terminations immediately. 
 
Cause:  Access is not being removed on timely basis. 
 
Effect:  Potential unauthorized access to application and system resources may occur. 
 
Recommendation:  We recommend that the Department implement procedures to remove 
system access for all terminated employees upon termination. 
 
Management’s Response:  Management agrees.  The Income Support Division Regional 
Managers, ISD Central Office Staff, the HSD Office of Human Resources and the HSD 
Information Technology Division staff will review established procedures and modify 
accordingly.  This will be completed by January 31, 2013 and is the responsibility of Penny 
Jimerson, ISD Deputy Director and Eluid Martinez, ITD Deputy Director.  Ongoing reviews of 
ISD2 log-in IDs will then be reviewed quarterly to ensure the timely deletion of ineligible user 
IDs. 
 
 
Finding 12-05 – Cash Management Compliance and Internal Controls (Significant 

Deficiency, Compliance) 
 
Federal Program:  Temporary Assistance for Needy Families Cluster, 93.558 
 
Questioned Costs:  None 
 
Condition:  Based on our test work over cash management, we noted that the Department was 
in noncompliance with the Treasury State Agreement-Cash Management Improvement Act 
(TSA-CMIA) as follows: 
 

• Program 93.558 (TANF):  Amounts refunded from subrecipient of $142,251.70 
exceeded $50,000 threshold per TSA-CMIA, requiring calculation and recording of 
interest liability; no liability calculated or incurred for interest related to amount refunded.    
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Section III – Federal Award Findings and Questioned Costs (continued) 
 
Finding 12-05 – Cash Management Compliance and Internal Controls (Significant 

Deficiency, Compliance) (continued) 
 
Criteria:  Treasury State Agreement defines the terms for the transfer of financial assistance 
funds between the Federal government and the State of New Mexico as prescribed under the 
Cash Management Improvement Act of 1990 (P.L. 101-453), as amended.  The TSA-CMIA 
requires calculation and incurring a liability for refunded amounts in excess of $50,000.   
 
Cause:  Management was unaware of this requirement as they were notified verbally by 
program personnel at the oversight agency to use the refunded amount towards program 
purposes. 
 
Effect:  Amounts due to federal agencies are not recorded.   
 
Recommendation:  We recommend that the Department implement procedures to ensure that 
interest liability is calculated for interest related to amounts refunded in excess of $50,000.   
 
Management’s Response:  Management agrees.  ASD will update the internal model 
accounting practices to record amounts due to the federal government caused by interest 
liability.  The HSD will contact the DHHS, Administration for Children and Families (ACF) to 
determine the mechanism to return the funds.  ACF requests that refunds from sub-recipients 
be put back into the program and does not routinely deal with refunds for interest.  This will be 
completed by Donna Sandoval, ASD Deputy Director, by January 31, 2013. 
 
 
Finding 2012-06 – Results of External Audits/Program Reviews over Federal Programs 

(Significant Deficiency, Compliance) 
 
Federal Program:  Medicaid Cluster, 93.777 / 778 
 
Questioned Costs:   $5,170,663 
 
Condition:  We reviewed the various external audits and reviews conducted over HSD’s 
federal programs.  Included below are the results of these external audits and reviews that 
impact the compliance requirements tested during single audit: 
 

1. Department of Health and Human Services, Office of Inspector General, NM 
Medicaid Personal Care Services Provider Audit, Report dated May 2012 (period 
covered - October 1, 2006 September 30,2008) 

o Allowable costs – 36 out of 100 claims tested did not comply with allowable cost 
requirements, resulting in improper payments claimed of at least $2,243. 
Estimated improper claims of $4,483,492 (Federal Share) payable back to 
federal government. 
 



STATE OF NEW MEXICO HUMAN SERVICES DEPARTMENT 
SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

June 30, 2012 
 
 

86 

Section III – Federal Award Findings and Questioned Costs (continued) 
 
Finding 2012-06 – Results of External Audits/Program Reviews over Federal Programs 

(Significant Deficiency, Compliance) (continued) 
 

2. Department of Health and Human Services, Office of Inspector General, NM 
Medicaid Personal Care Services Provider Audits, Report dated June 2012 (period 
covered - October 1, 2008 through March 31, 2009) 

o Allowable costs – 24 out of 100 claims tested did not comply with allowable cost 
requirements, resulting in improper payments claimed of at least $5,560. 
Estimated improper claims of $404,817 (Federal Share) are payable back to 
federal government. 
 

Criteria:  see below 
 
Related to NM Medicaid Personal Care Service Provider Audits:   
The State agency must comply with Federal and State requirements when determining and 
redetermining whether recipients are eligible for personal care services.  Pursuant to section 
1905(a)(24) of the Act and implementing Federal regulations (42 CFR § 440.167), personal 
care services may be provided to individuals who are not inpatients at a hospital or residents of 
a nursing facility, an Intermediate Care Facility for the Mentally Retarded, or an Institution for 
Mental Disease.  The services must be (1) authorized for an individual by a physician pursuant 
to a plan of treatment or, at the State agency’s option, otherwise authorized in accordance with 
a service plan approved by the State; (2) provided by an attendant who is qualified to provide 
such services and who is not the recipient’s legally responsible relative; and (3) furnished in a 
home and, at the State agency’s option, at another location. 
 
Office of Management and Budget Circular A-87 establishes principles and standards for 
determining allowable costs incurred by State and local governments under Federal awards. 
Circular A-87, Attachment A, section C.1.c., states that to be allowable, costs must be 
authorized or not prohibited by State or local laws or regulations. 
 
NMAC section 8.315.4.11A(17) states that provider agencies are responsible for maintaining 
appropriate records of services provided to recipients.  
 
Cause:  Lack of proper oversight over personal care services providers. 
 
Effect:  Potential questioned costs totaling $5,170,663. 
 
Recommendation:  Ensure that personal care services providers maintain evidence that they 
comply with Federal and State requirements, through proper and ongoing monitoring. 
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Section III – Federal Award Findings and Questioned Costs (continued) 
 
Finding 2012-06 – Results of External Audits/Program Reviews over Federal Programs 

(Significant Deficiency, Compliance) (continued) 
 
Management’s Response:  see below 
 
Related to NM Medicaid Personal Care Service Provider Audits:   
Management disagrees.  HSD has explained to CMS and HHS OIG in previous 
communications relating to these and other audits that the State has significant concerns about 
the approach HHS OIG has taken in its audits of personal care providers in New Mexico.  The 
State takes strong exception to the OIG’s recommendation that CMS recoup several millions of 
dollars to the federal government.  For virtually this entire amount, recoupment is inappropriate.  
The State would be prepared to repay the federal share associated with only the few isolated 
instances of overbilling. 
 
The auditors have transformed every deviation from perfection in the maintenance of case and 
attendant files that are several years old into a determination of an overpayment, without regard 
to whether the alleged deficiency is reflective of any mistaken payment to the provider, and 
have extrapolated these results to the entire universe of claims over an extended period of time 
to arrive at overpayment recovery recommendations that are utterly disproportional to the actual 
degree of provider misclaiming.  This approach threatens, in the aggregate, to seriously impair 
the ability of the State to fund its current Medicaid program. 
 
Overall, the findings of the Audit Reports reveal PCO providers that have been highly compliant 
with applicable requirements.  At most, the few “deficiencies,” in significant part reflecting no 
more that the inability to document every instance of compliance, warrant the State insisting 
upon a corrective action plan from the provider to assure its compliance with state 
requirements, its maintenance of complete records, and its careful review of claims to avoid 
submitting claims for services not eligible for reimbursement.   

 
Both PCO providers in question have submitted corrective action plans that have been 
approved by the State as appropriately addressing how findings contained in the OIG Final 
Audit Report have been remedied. 
 
In addition, since 2009, PCO services have been provided in New Mexico entirely through the 
Coordination of Long Term Services (CoLTS) Managed Care System.  Two MCOs have been 
responsible for the delivery of the services and for assuring provider compliance with applicable 
state and federal requirements.  Yet MAD retains ultimate responsibility for this, as well as all 
other aspects of the State’s Medicaid program, and has mounted a range of actions to assure 
that PCO services are being provided properly and in compliance with law and regulations.  The 
State’s continuing efforts in this area have included a series of administrative code updates 
adopted in 2010 and 2011, and the establishment in 2010 of a monthly PCO Billing and 
Administrative Workgroup to evaluate and implement improvement in program and provider 
performance. 
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Section III – Federal Award Findings and Questioned Costs (continued) 
 
Finding 2012-06 – Results of External Audits/Program Reviews over Federal Programs 

(Significant Deficiency, Compliance) (continued) 
 
It is not clear, based on the combined wording of the finding, if the intent is to tie 42 CFR § 
455.23 to these HHS OIG PCO audits.  The program integrity regulation at 42 CFR § 455.23, 
which requires payment suspension pending investigations of credible allegations of fraud and 
referral to the Medicaid Fraud Control Unit (MFCU), was effective March 25, 2011 and is not 
applicable to the two HHS OIG PCO audits referenced above.  42 CFR § 455.23 does not apply 
because (1) the time period of the above referenced audits was three years before the effective 
date of this regulation, and (2) the providers audited were not investigated under the “credible 
allegations of fraud” provision. 
 
Auditors’ Response:  CLA acknowledges management’s response.  CLA has reviewed 
subsequent correspondence between the Department and U.S. Department of Health and 
Human Services, Office of Inspector General (USDHHS, OIG).  As of the date of our report, 
CLA is not aware that a resolution has been reached between USDHHS, OIG and the 
Department. 
 
 
2012–07 – Management Evaluation over Federal Program (Significant Deficiency, 

Compliance) 
 
Federal Program:  Emergency Food Assistance, 10.568/569 
 
Questioned Costs:  None 
 
Condition:  The U.S. Department of Agriculture conducted a management evaluation (ME) 
over the Emergency Food Assistance Program.  The evaluation covered the period of Fiscal 
Year 2011.  The ME identified the following issues: 
 

1. Delegation of Authority.  The Department delegated its administrative authority to 
another entity of specific program areas, including monitoring responsibilities and 
disbursement of administrative funds to sub-recipient agencies.  Furthermore, the 
agreement with the entity does not clearly define the roles and responsibilities of the 
parties. 

2. Administrative funds were distributed to food banks using an incorrect distribution rate – 
pounds per person. 

3. The Department did not provide prior-year documentation of the required TEFAP 
agency reviews. 

4. A volunteer at a mobile pantry entered into an agreement with a food bank to receive 
USDA commodities. 

5. The Department monitors administrative funds; however it does not monitor the value of 
TEFAP commodities. 
 

As of June 30, 2012, we noted that item number 1 above was still an exception as the contract 
with the entity delegating administrative authority was in place through July 1, 2012.   
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Section III – Federal Award Findings and Questioned Costs (continued) 
 
2012–07 – Management Evaluation over Federal Program (Significant Deficiency, 

Compliance) (continued) 
 
Criteria:   

1. The Department is not allowed to delegate monitoring and review requirements of 
eligible subrecipients, per USDA regulations at 7CFR 250.2 and 251.10 (e).  The 
agreement should, at minimum, specify distribution and storage of commodities, and 
clarify monitoring responsibilities of each entity. 

2. CFR 251.3 states that the Department must ensure that the correct distribution rate is 
applied to administrative funds at the rate of 60 percent of the number of persons in 
poverty and 40 percent of the number of persons employed. 

3. 7 CFR251.10 and 250.14(c) states that reviews of all distributing agency level 
warehouse storage facilities must be performed annually.  At least 25 percent of all 
eligible recipient agencies with a signed TEFAP agreement must be reviewed annually.  
Each agency must be reviewed once every four years, and 1/10 or 20, whichever is 
fewer.   

4. A volunteer cannot enter into an agreement to receive USDA commodities. 
5. To ensure the 95% of TEFAP entitlement is utilized, we encourage the use of 

commodity reports to record and monitor commodity values for a delivery period. 
 
Cause:  Administrative responsibilities were delegated to another entity as a result of limited 
staff resources. 
 
Effect:  Program deficiencies were identified resulting from a lack of Department management 
and oversight. 
 
Recommendation:  The USDA guidelines require that the Department retain integral functions 
in the administration and management of the TEFAP program.  The Department must follow 
USDA regulations at 7CFR 250.2 and 251.10. 
 
Management’s Response:  Management disagrees.  The specific item mentioned in this 
finding was addressed in the TEFAP ME Closeout dated June 21, 2012 and is part of our 
supporting documentation in our response.  The letter from the USDA, states:  “The State 
agency was not meeting the requirement of 7 CFR 250.2 and 251.10 pertaining to program 
administration and monitoring.  We are pleased that the State has removed integral 
administrative, management, and oversight functions from the New Mexico Association of Food 
Banks (NMAFB) and has obtained those functions as the State agency.  Since the State has 
obtained responsibility of integral administrative, management, and oversight functions of 
TEFAP operations, we deem this finding closed.” 
 
The State of New Mexico entered into PSCs with all 5 regional food banks effective July 1, 
2012 through June 30, 2013.  Copies of these contracts are available upon request. 
 
The PSC 12-630-9000-0018 between the State of New Mexico Human Services Department 
and the New Mexico Association of Food Banks according to Section 3 of the contract 
terminated on June 30, 2012. 
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Section III – Federal Award Findings and Questioned Costs (continued) 
 
2012–07 – Management Evaluation over Federal Program (Significant Deficiency, 

Compliance) (continued) 
 
The Food and Nutrition Services Bureau has a contract SA 13-630-9000-0024 with the NMAFB 
for the period of July 1, 2012 through June 30, 2013 for the Distribution of Produce not TEFAP.  
 
Auditors’ Response:  CLA acknowledges the Department’s corrective action of entering into 
PSCs as noted in management’s response above.  However, also as noted above, the PSCs 
are not in effect during FY2012.  Therefore, the condition is still applicable during FY2012. 
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Section IV.  Other Findings 
 
Finding 12-01 – Personnel Files (Compliance) 
 
Condition:  During our review of personnel files, out of 22 files reviewed we noted two 
employee personnel file did that did not contain a signed I-9 form. 
 
Criteria:  According to the Personnel Act (10-9-1 to 10-9-25 NMSA 1978), personnel files 
should be adequately maintained. 
 
Cause:  Oversight at the time the employee began employment at the Department. 
 
Effect:  Employee files appear incomplete and are in noncompliance with Personnel Act (10-9-
1 to 10-9-25 NMSA 1978). 
 
Recommendation:  We recommend that an annual review of personnel files be performed to 
verify completeness and accuracy of files. 
 
Management’s Response:  Management agrees.  Office of Human Resources did a complete 
audit of all I-9 forms following the discovery of the missing I-9s and will continue to perform an 
annual review of a random sample. 
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Section II – Financial Statement Findings 
 
Finding 09-01 Child Support Enforcement Fund Reconciliation (Significant Deficiency in Internal 

Controls) – Repeated and Modified 
 
 
Section III – Federal Award Findings and Questioned Costs 
 
Finding 10-06 TANF Subrecipient Monitoring (Significant Deficiency in Internal Controls and 

Noncompliance) – Resolved 
 
 
Section IV – Other Findings 
 
Finding 11-01 Capital Assets (State Compliance) – Resolved 
 
Finding 11-02 Resolution of Reconciling Items (State Compliance) – Resolved 
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An exit conference was held with the Department on December 13, 2012.  The conference was 
held at the Department’s offices in Santa Fe, New Mexico.  In attendance were: 
 
STATE OF NEW MEXICO HUMAN SERVICES DEPARTMENT 
 
Sidonie Squier, Cabinet Secretary 
Charissa Saavedra. Deputy Secretary 
Danny Sandoval, ASD Director, Administrative Services 
Donna Sandoval, ASD Deputy Director, Administrative Services 
Barbara Rodriguez, ASD Deputy Director 
Gary O. Chavez, ASD Bureau Chief 
Stephen Klump, CSED Acting Director 
Cathi Valdes, CSED Deputy Director 
Penny Jimerson, ISD Deputy Director 
Usha Shannon, ASD PRB Bureau Chief 
Charmaine Espinosa, Financial/Contract Manager, BHSD 
Martin Ortega, ASD/CFSB Bureau Chief 
Paula McGee, Healthcare Operations Manager 
Lupita Capelli, CSED Bureau Chief 
Marilyn Martinez, ISD Deputy Director 
Rachelle Klump, Assistant General Counsel 
Carolee Graham, Accounting Bureau Chief 
Carmella Trujillo, APPB Bureau Chief 
Eluid Martinez, Deputy CIO 
 
 
CLIFTONLARSONALLEN LLP 
 
Janet Pacheco-Morton, CPA, CGFM, Audit Partner 
Raul Anaya, CPA, CGFM, CFE, Audit Senior Manager 
Megan O’Laughlin, Associate 
 
 
 
PREPARATION OF FINANCIAL STATEMENTS 
 
The financial statements presented in this report have been prepared by the independent 
auditor.  However, they are the responsibility of management, as addressed in the Independent 
Auditors’ Report.  Management reviewed and approved the financial statements. 
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