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Supporvting Education in Northwest New Mexico

The Northwest Regional Education Center provides a variety of school support programs for member
Cooperatives within the state of New Mexico including Jemez Mountain, Cuba, Dulce, Chama Valley, Mesa Vista,
Penasco, Questa and Taos schools. The center strives to deliver high quality, comprehensive and responsive
services in order to better equip member school Cooperatives with the resources needed to enhance learning and
increase student achievement.

Our Vision

The Northwest Regional Education Cooperative # 2 aspires to be the premiere provider of choice for
comprehensive, specialized, and collaborative educational services for its member school Cooperatives with cost
effective solutions to current and emerging needs.

Our Mission

The Northwest Regional Education Cooperative #2 exists to provide educational services to students, staff, and
families of the member Cooperatives and communities. Areas of support include:

Ancillary support and technical assistance in implementing federal and state statutes
and regulations including but not limited to the individuals with Disabilities
Education Act and No child Left Behind legislation and accompanying regulations.

Professional Development in response to identified needs and state licensure
requirements.

Support for members in meeting the New Mexico Public Education Department’s
requirements.
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QACCOUNTING FINANCIAL
L SOLUTIONS

INDEPENDENT AUDITORS' REPORT

Wayne Johnson, State Auditor,
The Governing Council of
Northwest Regional Education Cooperative No. 2

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund, the aggregate remaining
fund information, and the budgetary comparisons for the general fund and major special revenue funds of Northwest Regional
Education Cooperative No. 2, as of and for the year ended June 30, 2018, and the related notes to the financial statements which
collectively comprise Northwest Regional Education Cooperative No. 2 basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting
principles generally accepted in the United States of America; this includes the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether
due to fraud or error.

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant
to Northwest Regional Education Cooperative No. 2’ preparation and fair presentation of the financial statements in order to design
audit procedures that are appropriate in the citcumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinions.

Opinions

In our opinion, the financial statements referred to above present faitly, in all material respects, the respective financial position of
the governmental activities, each major fund, and the aggregate remaining fund information of Northwest Regional Education
Cooperative No. 2, as of June 30, 2018, and the respective changes in financial position thereof and the respective budgetary
comparisons for the general fund and major special revenue funds for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 1.B and Note IV.C, during the year ended June 30, 2018 Northwest Regional Education Cooperative No. 2
adopted new accounting guidance, Governmental Accounting Standards Board Statement No. 75 Accounting and Financial Reporting
for Postemployment Benefits Other Than Pensions. Our opinions are not modified with respect to this matter.
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QACCOUNTING FINANCIAL
L SOLUTIONS

Wayne Johnson, State Auditor,
The Governing Council of
Northwest Regional Education Cooperative No. 2

Other Matters
Required Supplementary Information

Management has omitted the management’s discussion and analysis that accounting principles generally accepted in the United
States of America require to be presented to supplement the basic financial statements. Such missing information, although not a
patt 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. Accounting principles generally accepted in the United States of America also require that the Schedule of Proportionate
Share of the Net Liability and Schedule of Contributions for pensions and OPEB on pages 41 and 42 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 inquities, 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 opinion on the
basic financial statements is not affected by this missing information.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the Northwest
Regional Education Cooperative No. 2’ basic financial statements. The supplemental information such as the budgetary comparisons
for the combining and individual nonmajor fund financial statements, the and the other schedules required by 2.2.2.NMAC are
presented for purposes of additional analysis and are not a required part of the basic financial statements.

The other schedules required by 2.2.2 NMAC are the responsibility of management and were derived from and relate directly to
the underlying accounting and other records used to prepare the basic financial statements. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial statements and certain additional procedures, including comparing
and reconciling such information directly to the undetlying accounting and other records used to prepate the basic financial
statements or to the basic financial statements themselves, and other additional procedures in accordance with the auditing standards
generally accepted in the United States of America. In our opinion, the other schedules required by 2.2.2 NMAC are fairly stated,
in all material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 26, 2018 on our consideration of
the Northwest Regional Education Cooperative No. 2" internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report 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 internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering Northwest Regional Education Cooperative No. 2’ internal
control over financial reporting and compliance.

Loty ySonmneid  JolyZino SO,

Farmington, New Mexico
September 26, 2018
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STATE OF NEW MEXICO

NORTHWEST REGIONAL EDUCATION COOPERATIVE NO. 2

STATEMENT OF NET POSITION
June 30, 2018

Assets
Cash and cash equivalents
Receivables:
Grant
Total Assets

Deferred Outflows of Resources:
Contributions to pension subsequent to the measurement date
Difference between expected and actual pension experience
Net change in pension assumptions
Net change in proportionate share of pension liability
Contributions to OPEB subsequent to the measurement date

Total Deferred Outflows of Resources

Liabilities
Accounts payable
Acctued salaries
Compensated absences
Aggregate net pension liability
Aggregate OPEB liability
Total Liabilities

Deferred Inflows of Resources
Difference between expected and actual pension experience
Net difference between projected and actual investment earnings on pension plan investments
Net change in proportionate share of pension liability
Difference between expected and actual OPEB experience
Net difference between projected and actual investment earnings on OPEB plan investments
Net change in OPEB assumptions

Total Deferred Inflows of Resources

Net Position
Restricted for:

Special revenue funds
Unrestricted
Total Net Position

The notes to the financial statements are an integral part of this statement.

FINANCIAL SECTION
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STATE OF NEW MEXICO
NORTHWEST REGIONAL EDUCATION COOPERATIVE NO. 2

GOVERNMENTAL FUNDS
Balance Sheet
June 30, 2018
State Other Total
General Discretionary ~ Governmental =~ Governmental
Fund #27101 Fund #27200 Funds Funds
Assets
Cash and cash equivalents $ 30,769 $ - $ 2,293 $ 33,062
Receivables:
Grant - 794,662 76,493 871,155
Due from other funds 317,612 - - 317,612
Total assets $ 348,381 $ 794,662  $ 78,786  $ 1,221,829
Liabilities, deferred inflows, and fund balance
Liabilities:
Accounts payable $ 33,143 $ 553,543 $ - $ 586,686
Accrued salaries 6,646 - - 6,646
Due to other funds - 241,119 76,493 317,612
Total liabilities 39,789 794,662 76,493 910,944
Fund balance:
Restricted for:
Special revenue funds - - 2,293 2,293
Unassigned 308,592 - - 308,592
Total fund balance 308,592 - 2,293 310,885
Total liabilities and fund balance $ 348,381 $ 794,662 $ 78,786 $ 1,221,829

The notes to the financial statements are an integral part of this statement.
FINANCIAL SECTION

8| Page



STATE OF NEW MEXICO
NORTHWEST REGIONAL EDUCATION COOPERATIVE NO. 2

RECONCILIATION OF THE BALANCE SHEET - ALL GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET POSITION
June 30, 2018

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

Fund balances - total governmental funds $ 310,885

Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds.
Capital assets 48,236
Accumulated depreciation (48,230)

Deferred outflow of resources are not financial resources, and therefore are not reported
in the funds and include:

Contributions to pension subsequent to the measurement date 73,458
Difference between expected and actual pension experience 2,434
Net change in pension assumptions 395,797
Net change in proportionate share of pension liability 34,502
Contributions to OPEB subsequent to the measurement date 10,730

Long-term liabilities, including bonds payable, are not due and payable in the
current period and therefore are not reported in the funds

Accrued vacation payable (14,257)
Net pension liability (1,355,843)
Net OPEB liability (366,612)

Deferred inflow of resources are not financial resources, and therefore are not reported
in the funds and include:

Difference between expected and actual pension experience (20,888)
Net difference between projected and actual investment earnings on pension plan investm (186)
Net change in proportionate share of pension liability (142,272)
Difference between expected and actual OPEB experience (14,069)
Net difference between projected and actual investment earnings on OPEB plan investme (5,274)
Net change in OPEB assumptions (64,097)
Net position of governmental activities $ (1,155,692)

The notes to the financial statements are an integral part of this statement.
FINANCIAL SECTION
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STATE OF NEW MEXICO
NORTHWEST REGIONAL EDUCATION COOPERATIVE NO. 2

GOVERNMENTAL FUNDS
Statement of Revenues, Expenditures, and Changes in Fund Balance
Year Ended June 30, 2018
State Other Total
General Discretionary Governmental ~ Governmental
Fund #27101 Fund #27200 Funds Funds
Revenues:
Intergovernmental - federal grants $ 13,319 $ 576,123 $ 82,974 $ 672,416
Intergovernmental - state grants 274,115 3,921,778 - 4,195,893
Miscellaneous 13,187 - - 13,187
Total revenues 300,621 4,497,901 82,974 4,881,496
Expenditures:
Current:
Instruction 13,592 224,151 80,117 317,860
Support services:
Students - 188,475 - 188,475
General Administration 250,684 1,000 - 251,684
School Administration 337 3,854,299 - 3,854,636
Central Services 313,894 - - 313,894
Operation & Maintenance of Plant 25,950 - - 25,950
Total expenditures 604,457 4,267,925 80,117 4,952,499
Excess (deficiency) of revenues
over expenditures (303.8306) 229976 2,857 (71,003)
Other financing uses:
Transfers In 180,812 - - 180,812
Transfers out - (178,730) (2,082) (180,812)
Total other financing uses 180,812 (178,730) (2,082) -
Net change in fund balance (123,024) 51,246 775 (71,003)
Fund balance (deficit) at beginning of the ye 431,616 (51,246) 1,518 381,888
Fund balance at end of the year $ 308,592 $ - $ 2,293 $ 310,885

The notes to the financial statements are an integral part of this statement.
FINANCIAL SECTION
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STATE OF NEW MEXICO
NORTHWEST REGIONAL EDUCATION COOPERATIVE NO. 2

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES ALL GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
Year Ended June 30, 2018

Amounts reported for governmental activities in the statement of activities are
different because:
Net change in fund balance - total governmental funds $ (71,003)

Some expenses reported in the statement of activities do not require the use of current
financial resources and, therefore, are not reported as expenditures in the governmental

funds.
Compensated absences at:
June 30, 2017 10,626
June 30, 2018 (14,257)
Deferred contributions to pension plan 73,458
Deferred contributions to OPEB plan 10,730
Pension expense (163,245)
OPEB expense (14,577)
Change in net position of governmental activities $ (168,268)

The notes to the financial statements are an integral part of this statement.
FINANCIAL SECTION
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STATE OF NEW MEXICO
NORTHWEST REGIONAL EDUCATION COOPERATIVE NO. 2

GENERAL FUND
Statement of Revenues, Expenditures, and
Changes in Fund Balance - Budget and Actual (Non-GAAP Budgetary Basis)

Year Ended June 30, 2018
Variance with
Final Budget
Budgeted Amounts Actual Amounts Positive
Original Final (Budgetary Basis) (Negative)
Revenues:

Intergovernmental - state grants $ 104,000 $ 103,889 $ 503,668 $ 399,779

Charges for services 350 389 - (389)

Miscellaneous - 290,162 13,187 (276,975)
Total revenues 104,350 394,440 516,855 122,415
Expenditures:

Current:

Support services:
General Administration 279,729 353,839 260,892 92,947
School Administration - 2,000 - 2,000
Central Services 227,214 423,796 310,776 113,020
Operation & Maintenance of Plant 22,295 32,130 25,556 6,574
Total expenditures 529,238 811,765 597.224 214,541
Excess (deficiency) of revenues

over expenditures (424,888) (417,325) (80,369) 336,956
Other financing uses:

Transfers In - - 2,082 2,082
Net change in fund balance (424,888) (417,325) (78,287) 339,038
Beginning cash balance budgeted 424,888 417,325 - (417,325)
Fund balance at beginning of the year - - 431,616 431,616
Fund balance at end of the year $ - % - 353,329  § 353,329
RECONCILIATION TO GAAP BASIS:

Change in receivables (37,504)

Change in payables (7,233)

Fund balance at end of the year (GAAP basis) $ 308,592

The notes to the financial statements are an integral part of this statement.
FINANCIAL SECTION
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STATE OF NEW MEXICO
NORTHWEST REGIONAL EDUCATION COOPERATIVE NO. 2

STATE DISCRETIONARY FUND - NO. 27200

Statement of Revenues, Expenditures, and

Changes in Fund Balance - Budget and Actual (Non-GAAP Budgetary Basis)
Year Ended June 30, 2018

Variance with

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

Revenues:

Intergovernmental - state grants $ 4,228,126 $ 4,341,782 $ 113,656

Miscellaneous 315,000 - (315,000
Total revenues 4,543,126 4,341,782 (201,344)
Expenditures:

Current:

Instruction 229,519 224,205 5,314
Support services:
Students 477,689 425,942 51,747
School Administration 3835918 3,831,231 4,687

Total expenditures 4,543,126 4,481,378 61,748
Excess (deficiency) of revenues

over expenditures - (139,596) (139,590)
Fund balance (deficit) at beginning of the year - (51,246) (51,246)
Fund balance at end of the year $ - (190,842)  $ (190,842)
RECONCILIATION TO GAAP BASIS:

Change in grant receivable 156,119

Change in payables 34723
Fund balance (deficit) at end of the year (GAAP basis) $ -

The notes to the financial statements are an integral part of this statement.
FINANCIAL SECTION
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STATE OF NEW MEXICO
NORTHWEST REGIONAL EDUCATION COOPERATIVE

I.

SUMMARY OF ALL SIGNIFICANT ACCOUNTING POLICIES

A.

Reporting Entity

Northwest Regional Education Cooperative No. 2 (Cooperative) is a special purpose government corporation organized in 1984
for the purpose of providing supplementary special education services to local education agencies and is governed by a eight-
member Governing Council. The Council is the basic level of government, which has oversight responsibility and control over
all activities related to the Cooperative. The Cooperative is responsible for all activities related to public elementaty and secondary
school education within its jurisdiction. The Cooperative receives funding from local, state, and federal government sources and
must comply with the requirements of these funding source entities.

The Cooperative’s financial statements include all entities over which the Council exercises oversight responsibility. Oversight
responsibility includes such aspects as appointment of governing body members, designation of management, the ability to
significantly influence operations, and accountability for fiscal matters. Based upon the application of these criteria, no
component units or fiduciary units were included in the financial statements.

Generally Accepted Accounting Principles (GAAP) requires that financial statements present the Cooperative (primary
government) and its component units. The Cooperative has no component units that are required to be presented in accordance
with Governmental Accounting Standards Board (GASB) Statement No. 14, The Financial Reporting Entity and GASB Statement
No. 39, Determining Whether Certain Organigations Are Component Units, an amendment of GASB Statement No. 14, and GASB Statement
No. 61, The Financial Reporting Entity: Omnibus — an amendment of GASB Statements No. 14 and No. 34.

1. Blended Component Units
The Cooperative does not have any component units reported as blended component units.
2. Discretely Presented Component Units
The Cooperative does not have any component units reported as discretely presented component units.

The summary of significant accounting policies of the Cooperative is presented to assist in the understanding of the Cooperative’s
financial statements. The financial statements and notes are the representation of Northwest Regional Education Cooperative
No. 2’s management who is responsible for their integrity and objectivity. The financial statements of the Cooperative conform
to GAAP as applied to governmental units. GASB is the accepted standard-setting body for establishing governmental
accounting and financial reporting principles. The more significant of the government’s accounting policies are described below.

Implementation of New Accounting Principles
During fiscal year 2018, the Cooperative adopted the following Governmental Accounting Standards Board (GASB) Statements:
» GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions

This Statement replaces the requirements of Statements No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions, as amended, and No. 57, OPEB Measurements by Agent Employers and
Agent Multiple-Employer Plans, for OPEB. Statement No. 74, Financial Reporting for Postemployment Benefit Plans
Other Than Pension Plans, establishes new accounting and financial reporting requirements for OPEB plans. This
Statement establishes standards for recognizing and measuring liabilities, deferred outflows of resources, deferred inflows
of resources, and expense/expenditures. For defined benefit OPEB, this Statement identifies the methods and
assumptions that are required to be used to project benefit payments, discount projected benefit payments to their actuatial
present value, and attribute that present value to periods of employee service. Note disclosure and required supplementary
information requirements about defined benefit OPEB also are addressed. This Statement will be effective for the year
ended June 30, 2018.

> GASB Statement No. 81, Irrevocable Split-Interest Agreements

The objective of this Statement is to improve accounting and financial reporting for irrevocable split-interest agreements
by providing recognition and measurement guidance for situations in which a government is a beneficiary of the agreement.

Split-interest agreements are a type of giving agreement used by donors to provide resources to two or more beneficiaries,
including governments. Split-interest agreements can be created through trusts—or other legally enforceable agreements
with characteristics that are equivalent to split-interest agreements—in which a donor transfers resources to an
intermediary to hold and administer for the benefit of a government and at least one other beneficiary. Examples of these
types of agreements include charitable lead trusts, charitable remainder trusts, and life-interests in real estate.

FINANCIAL SECTION NOTES TO THE FINANCIAL STATEMENTS
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STATE OF NEW MEXICO
NORTHWEST REGIONAL EDUCATION COOPERATIVE

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

B. Implementation of New Accounting Principles (cont’d)

This Statement requires that a government that receives resources pursuant to an irrevocable split-interest agreement
recognize assets, liabilities, and deferred inflows of resources at the inception of the agreement. Furthermore, this
Statement requires that a government recognize assets representing its beneficial interests in irrevocable split-interest
agreements that are administered by a third party if the government controls the present service capacity of the beneficial
interests. This Statement requires that a government recognize revenue when the resources become applicable to the
reporting petiod.

The requirements of this Statement are effective for financial statements for periods beginning after December 15, 2016
(FYE June 30, 2018) and should be applied retroactively. Earlier application is encouraged.

» GASB Statement No. 82, Pension Issues—an amendment of GASB Statements No. 67, No. 68, and No. 73

The objective of this Statement is to address certain issues that have been raised with respect to Statements No. 67,
Financial Reporting for Pension Plans, No. 68, Accounting and Financial Reporting for Pensions, and No. 73, Accounting
and Financial Reporting for Pensions and Related Assets That Are Not within the Scope of GASB Statement 68, and
Amendments to Certain Provisions of GASB Statements 67 and 68. Specifically, this Statement addresses issues regarding
(1) the presentation of payroll-related measures in required supplementary information, (2) the selection of assumptions
and the treatment of deviations from the guidance in an Actuarial Standard of Practice for financial reporting purposes,
and (3) the classification of payments made by employers to satisfy employee (plan member) contribution requirements.
The requirements of this Statement are effective for reporting periods beginning after June 15, 2016 (FYE June 30, 2017),
except for the requirements of this Statement for the selection of assumptions in a circumstance in which an employet’s
pension liability is measured as of a date other than the employer’s most recent fiscal yeat-end. In that circumstance, the
requirements for the selection of assumptions are effective for that employer in the first reporting period in which the
measurement date of the pension liability is on or after June 15, 2017 (FYE June 30, 2018). Eatrlier application is
encouraged.

» GASB Statement No. 85, Omnibus 2017

The objective of this Statement is to address practice issues that have been identified during implementation and
application of certain GASB Statements. This Statement addresses a variety of topics including issues related to blending
component units, goodwill, fair value measurement and application, and postemployment benefits (pensions and other
postemployment benefits [OPEB]).

Specifically, this Statement addresses the following topics:

* Blending a component unit in circumstances in which the primary government is a business-type activity that
reports in a single column for financial statement presentation

* Reporting amounts previously reported as goodwill and “negative” goodwill » Classifying real estate held by
insurance entities

* Measuring certain money market investments and participating interest earning investment contracts at
amortized cost

* Timing of the measurement of pension or OPEB liabilities and expenditures recognized in financial statements
prepared using the current financial resources measurement focus

* Recognizing on-behalf payments for pensions or OPEB in employer financial statements

* Presenting payroll-related measures in required supplementary information for purposes of reporting by OPEB
plans and employers that provide OPEB

* Classifying employer-paid member contributions for OPEB
* Simplifying certain aspects of the alternative measurement method for OPEB

* Accounting and financial reporting for OPEB provided through certain multiple-employer defined benefit
OPEB plans.

The requirements of this Statement are effective for reporting periods beginning after June 15, 2017 (FYE June 30, 2018).
Earlier application is encouraged.
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I.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

B.

Implementation of New Accounting Principles (cont’d)

>

GASB Statement No. 86, Cerain Debt Exctinguishment Issues

The primary objective of this Statement is to improve consistency in accounting and financial reporting for in-substance
defeasance of debt by providing guidance for transactions in which cash and other monetary assets acquired with only
existing resources—tesources other than the proceeds of refunding debt—are placed in an irrevocable trust for the sole
purpose of extinguishing debt. This Statement also improves accounting and financial reporting for prepaid insurance on
debt that is extinguished and notes to financial statements for debt that is defeased in substance.

In-Substance Defeasance of Debt Using Only Existing Resources Statement No. 7, Advance Refundings Resulting in
Defeasance of Debt, requires that debt be considered defeased in substance when the debtor irrevocably places cash or
other monetary assets acquired with refunding debt proceeds in a trust to be used solely for satisfying scheduled payments
of both principal and interest of the defeased debt. The trust also is required to meet certain conditions for the transaction
to qualify as an in-substance defeasance. This Statement establishes essentially the same requirements for when a
government places cash and other monetary assets acquired with only existing resources in an irrevocable trust to
extinguish the debt. However, in financial statements using the economic resources measurement focus, governments
should recognize any difference between the reacquisition price (the amount required to be placed in the trust) and the
net carrying amount of the debt defeased in substance using only existing resources as a separately identified gain or loss
in the period of the defeasance. Governments that defease debt using only existing resources should provide a general
description of the transaction in the notes to financial statements in the period of the defeasance. In all periods following
an in-substance defeasance of debt using only existing resources, the amount of that debt that remains outstanding at
period-end should be disclosed.

Prepaid Insurance Related to Extinguished Debt — For governments that extinguish debt, whether through a legal
extinguishment or through an in-substance defeasance, this Statement requires that any remaining prepaid insurance
related to the extinguished debt be included in the net carrying amount of that debt for the purpose of calculating the
difference between the reacquisition price and the net carrying amount of the debt.

Additional Disclosure for All In-Substance Defeasance Transactions — One of the criteria for determining an in-substance
defeasance is that the trust hold only monetary assets that are essentially risk-free. If the substitution of essentially risk-
free monetary assets with monetary assets that are not essentially risk-free is not prohibited, governments should disclose
that fact in the period in which the debt is defeased in substance. In subsequent periods, governments should disclose the
amount of debt defeased in substance that remains outstanding for which that risk of substitution exists.

The requirements of this Statement are effective for reporting periods beginning after June 15, 2017 (FYE June 30, 2018).
Earlier application is encouraged.

Other accounting standards that the Cooperative is cutrrently reviewing for applicability and potential impact on the financial
statements include:

>

GASB Statement No. 83, Certain Asset Retirement Obligations

This Statement addresses accounting and financial reporting for certain asset retirement obligations (AROs). An ARO is
a legally enforceable liability associated with the retirement of a tangible capital asset. A government that has legal
obligations to perform future asset retirement activities related to its tangible capital assets should recognize a liability
based on the guidance in this Statement.

This Statement establishes criteria for determining the timing and pattern of recognition of a liability and a corresponding
deferred outflow of resources for AROs. This Statement requires that recognition occur when the liability is both incurred
and reasonably estimable. The determination of when the liability is incurred should be based on the occurrence of external
laws, regulations, contracts, or court judgments, together with the occurrence of an internal event that obligates a
government to perform asset retirement activities. Laws and regulations may require governments to take specific actions
to retire certain tangible capital assets at the end of the useful lives of those capital assets, such as decommissioning nuclear
reactors and dismantling and removing sewage treatment plants. Other obligations to retire tangible capital assets may
arise from contracts or court judgments. Internal obligating events include the occurrence of contamination, placing into
operation a tangible capital asset that is required to be retired, abandoning a tangible capital asset before it is placed into
operation, or acquiring a tangible capital asset that has an existing ARO.

FINANCIAL SECTION NOTES TO THE FINANCIAL STATEMENTS

18| Page

JUNE 30, 2018



STATE OF NEW MEXICO
NORTHWEST REGIONAL EDUCATION COOPERATIVE

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

B. Implementation of New Accounting Principles (cont’d)

This Statement requires the measurement of an ARO to be based on the best estimate of the current value of outlays
expected to be incurred. The best estimate should include probability weighting of all potential outcomes, when such
information is available or can be obtained at reasonable cost. If probability weighting is not feasible at reasonable cost,
the most likely amount should be used. This Statement requires that a deferred outflow of resources associated with an
ARO be measured at the amount of the corresponding liability upon initial measurement.

This Statement requites the current value of a government’s AROs to be adjusted for the effects of general inflation or
deflation at least annually. In addition, it requires a government to evaluate all relevant factors at least annually to determine
whether the effects of one or more of the factors are expected to significantly change the estimated asset retirement outlays.
A government should remeasure an ARO only when the result of the evaluation indicates there is a significant change in
the estimated outlays. The deferred outflows of resources should be reduced and recognized as outflows of resources (for
example, as an expense) in a systematic and rational manner over the estimated useful life of the tangible capital asset.

A government may have a minority share (less than 50 percent) of ownership interest in a jointly owned tangible capital
asset in which a nongovernmental entity is the majority owner and reports its ARO in accordance with the guidance of
another recognized accounting standards setter. Additionally, a government may have a minority share of ownership
interest in a jointly owned tangible capital asset in which no joint owner has a majority ownership, and a nongovernmental
joint owner that has operational responsibility for the jointly owned tangible capital asset reports the associated ARO in
accordance with the guidance of another recognized accounting standards setter. In both situations, the government’s
minority share of an ARO should be reported using the measurement produced by the nongovernmental majority owner
or the nongovernmental minority owner that has operational responsibility, without adjustment to conform to the liability
measurement and recognition requirements of this Statement.

In some cases, governments are legally required to provide funding or other financial assurance for their performance of
asset retirement activities. This Statement requires disclosure of how those funding and assurance requirements are being
met by a government, as well as the amount of any assets restricted for payment of the government’s AROs, if not
separately displayed in the financial statements. This Statement also requires disclosure of information about the nature
of a government’s AROs, the methods and assumptions used for the estimates of the liabilities, and the estimated
remaining useful life of the associated tangible capital assets. If an ARO (or portions thereof) has been incurred by a
government but is not yet recognized because it is not reasonably estimable, the government is required to disclose that
fact and the reasons therefor. This Statement requires similar disclosures for a government’s minority shares of AROs.

The requirements of this Statement are effective for reporting periods beginning after June 15, 2018 (FYE June 30, 2019).
Earlier application is encouraged.

» GASB Statement No. 84, Fiduciary Activities

This Statement establishes criteria for identifying fiduciary activities of all state and local governments. The focus of the
criteria generally is on (1) whether a government is controlling the assets of the fiduciary activity and (2) the beneficiaries
with whom a fiduciary relationship exists. Separate criteria are included to identify fiduciary component units and
postemployment benefit arrangements that are fiduciary activities. An activity meeting the criteria should be reported in
a fiduciary fund in the basic financial statements. Governments with activities meeting the criteria should present a
statement of fiduciary net position and a statement of changes in fiduciary net position. An exception to that requirement
is provided for a business-type activity that normally expects to hold custodial assets for three months or less. This
Statement describes four fiduciary funds that should be reported, if applicable: (1) pension (and other employee benefit)
trust funds, (2) investment trust funds, (3) private-purpose trust funds, and (4) custodial funds. Custodial funds generally
should report fiduciary activities that are not held in a trust or equivalent arrangement that meets specific criteria. A
fiduciary component unit, when reported in the fiduciary fund financial statements of a primary government, should
combine its information with its component units that are fiduciary component units and aggregate that combined
information with the primary government’s fiduciary funds. This Statement also provides for recognition of a liability to
the beneficiaries in a fiduciary fund when an event has occurred that compels the government to disburse fiduciary
resources. Events that compel a government to disburse fiduciary resources occur when a demand for the resources has
been made or when no further action, approval, or condition is required to be taken or met by the beneficiary to release
the assets.

The requirements of this Statement are effective for reporting periods beginning after December 15, 2018 (FYE June 30,
2020). Earlier application is encouraged.
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I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

B.

Implementation of New Accounting Principles (cont’d)

>

GASB Statement No. 87, Leases

The objective of this Statement is to better meet the information needs of financial statement users by improving
accounting and financial reporting for leases by governments. This Statement increases the usefulness of governments’
financial statements by requiring recognition of certain lease assets and liabilities for leases that previously were classified
as operating leases and recognized as inflows of resources or outflows of resources based on the payment provisions of
the contract. It establishes a single model for lease accounting based on the foundational principle that leases are financings
of the right to use an underlying asset. Under this Statement, a lessee is required to recognize a lease liability and an
intangible right-to-use lease asset, and a lessor is required to recognize a lease receivable and a deferred inflow of resources,
thereby enhancing the relevance and consistency of information about governments’ leasing activities.

Definition of a Lease - A lease is defined as a contract that conveys control of the right to use another entity’s nonfinancial
asset (the underlying asset) as specified in the contract for a period of time in an exchange or exchange-like transaction.
Examples of nonfinancial assets include buildings, land, vehicles, and equipment. Any contract that meets this definition
should be accounted for under the leases guidance, unless specifically excluded in this Statement.

The provisions of this Statement are effective for reporting periods beginning after December 15, 2019 (FYE June 30,
2021).

GASB Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings and Direct Placements

The primary objective of this Statement is to improve the information that is disclosed in notes to government financial
statements related to debt, including direct borrowings and direct placements. It also clarifies which liabilities governments
should include when disclosing information related to debt.

This Statement defines debt for purposes of disclosure in notes to financial statements as a liability that arises from a
contractual obligation to pay cash (or other assets that may be used in lieu of cash) in one or more payments to settle an
amount that is fixed at the date the contractual obligation is established.

Requires that additional essential information related to debt be disclosed in notes to financial statements, including unused
lines of credit; assets pledged as collateral for the debt; and terms specified in debt agreements related to significant events
of default with finance-related consequences, significant termination events with finance-related consequences, and
significant subjective acceleration clauses.

For notes to financial statements related to debt, this Statement also requires that existing and additional information be
provided for direct borrowings and direct placements of debt separately from other debt.

The requirements of this Statement are effective for reporting periods beginning after June 15, 2018 (FYE June 30, 2019).
Earlier application is encouraged.

GASB Statement No. 89, Accounting for Interest Cost Incurred before the End of a Construction Period

This Statement establishes accounting requirements for interest cost incurred before the end of a construction period. The
requirements of this Statement apply to the financial statements of all state and local governments. In financial statements
prepared using the economic resources measurement focus, interest cost incurred before the end of a construction period
should be recognized as an expense in the period in which the cost is incurred. Such interest cost should not be capitalized
as part of the historical cost of a capital asset. In financial statements prepared using the current financial resources
measurement focus, interest cost incurred before the end of a construction period should be recognized as an expenditure
on a basis consistent with governmental fund accounting principles.

The requirements of this Statement are effective for reporting periods beginning after December 15, 2019 (FYE June 30,
2021). Earlier application is encouraged.
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I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

C. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the Statement of Net Position and the Statement of Activities) report information
on all of the non-fiduciary activities of the school Cooperative. For the most part, the effect of inter-fund activity has been
removed from these statements.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment are offset by
program revenues. Direct expenses are those that atre clearly identifiable with a specific function or segment. Program revenues include
1) charges to customers or applicants who purchase, use, or directly benefit from goods, services, or privileges provided by a
given function or segment and 2) grants and contributions that are restricted to meeting the operational or capital requirements
of a particular function or segment. Other items not propetly included among program revenues are reported instead as general
revenues.

Separate financial statements are provided for governmental funds. Major individual governmental funds are reported as separate
columns in the fund financial statements.

D. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements 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 related cash flows. Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

Amounts reported as program revenues include 1) charges to customers or applicants for goods, services, or privileges provided,
2) operating grants and contributions, and 3) capital grants and contributions. Internally dedicated resources are reported as
general revenues rather than as program revenues.

The Cooperative reports all direct expenses by function in the statement of activities. Direct expenses are those that are cleatly
identifiable with a function. The Cooperative does not currently employ indirect cost allocation systems. Depreciation expense is
specifically identified by function and is included in the direct expense of each function, except for that portion of depreciation
that is identified as unallocated on the statement of activities.

Governmental fund financial statements are reported using the current financial resources measurement focus and the modified
accrual basis of accounting. Revenues are recognized as soon as they are both measurable and available. Revenues are considered
to be available when they are collectible within the current period or soon enough thereafter to pay liabilities of the current period.
For this purpose, the government considers revenues to be available if they are collected within 60 days of the end of the current
fiscal period. Revenues received during the year but are applicable to subsequent years are reported as deferred inflows of
resources. Expenditures generally are recorded when a liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to compensated absences and claims and judgments, are recorded only when payment
is due. Expenditures incurred during the year that are for the benefit of subsequent years are reported as deferred outflows of
resources.

Interest associated with the current fiscal period are all considered to be susceptible to accrual and so have been recognized as
revenues of the current fiscal period. All other revenue items are considered to be measurable and available only when cash is
received by the government.

Governmental funds are used to account for the Cooperative’s general government activities, including the collection and
disbursement of specific or legally restricted monies, the acquisition or construction of capital assets, and the servicing of long-
term debt.

General Fund — The general fund is the government’s primary operating fund. It accounts for all financial resources of the
general government, except those required to be accounted for in another fund.

Special Revenue Funds are used to account for the proceeds of specific revenue sources — which are legally restricted to
expenditures for specified purposes.
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I.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

D. Measurement Focus, Basis of Accounting, and Financial Statement Presentation (cont’d)

GASB Statement No. 34, Basic Financial Statements and Management’s Discussion and Analysis requires the Cooperative to present
certain governmental funds as major funds. In addition to the General Fund, the Cooperative reports the following major
governmental funds:

» SPECIAL REVENUE FUNDS

State Directed Activities (Fund 27200) Minimum Balance: None
To support the improvement of educational results and functional outcomes for all children with disabilities. Funding
authorized by the Individuals with Disabilities Education Act, Part B, Sections 611-620, as amended, Public Laws 91-230,
9306-380,94-142,98-199 ,99-457, 100-639, and 101-476, 20 U.S.C. 1411-1420. The fund was created by the authority of federal
grant provisions. Funding included in the fund also is authorized by New Mexico Intervention for D and F Schools; Laws of
2014, Chapter 63, Section I, Subsection X.

Vocational Rehabilitation (DVR) (84.126) - To assist States in operating comprehensive, coordinated, effective, efficient
and accountable programs of vocational rehabilitation (VR); to assess, plan, develop, and provide VR services for
individuals with disabilities, consistent with their strengths, resources, priorities, concerns, abilities, capabilities, and
informed choice so they may prepare for and engage in competitive integrated employment. Authorization: Rehabilitation
Act of 1973, as amended, Title I, Part A and B, Section 100-111.

Teachers Pursuing Excellence - a two-year program aimed at improving teacher performance as measured by NM TEACH,
specifically through targeted mentorship and support for Minimally Effective and Ineffective teachers provided by Highly
Effective teachers.

Principals Pursuing Excellence - a two-year program aimed at leveraging the expertise of New Mexico’s educational leaders
to support and empower New Mexico’s school leaders as they work to dramatically improve student achievement in their
schools.

E. Assets, Liabilities, and Net Position or Equity

1.

Deposits and investments

The government’s cash and cash equivalents are considered to be cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of acquisition.

State statutes authorize the investment of the Cooperative’s funds in a wide variety of instruments including certificates of
deposit and other similar obligations, state investment pool, and money market accounts. The Cooperative is also allowed
to invest in United States Government obligations. All funds for the Cooperative must follow the above investment policies.

Deposits of funds may be made in interest or non-interest-bearing checking accounts in one or more banks or savings and
loan associations within the geographical boundaries of the Cooperative. Deposits may be made to the extent that they are
insured by an agency of the United States or by collateral deposited as security or by bond given by the financial institution.

The rate of interest in non-demand interest-bearing accounts shall be set by the State Board of Finance, but in no case shall
the rate of interest be less than one hundred percent of the asked price on United States treasury bills of the same maturity
on the day of deposit.

Excess of funds may be temporarily invested in securities which are issued by the State or by the United States government,
or by their departments or agencies, and which are either direct obligations of the State or the United States or are backed
by the full faith and credit of those governments.

Rec