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A challenge facing the State during development of Comprehensive Annual Financial Report 
(CAFR) relates to the consolidation and elimination of transactions that occur within and between 
funds. This activity has been referred to as internal, interfund and intra-entity transactions.  We 
shall refer to these transactions as interfund transactions for short.    

A “Fund” is an independent and self-balancing accounting entity, much like a business entity. Like 
its corporate counterpart, there can be transactions within the business entity and between and 
among subsidiaries. For a government entity, accounting transactions can occur within and 
between funds. Ensuring interfund transactions have been recorded consistently, and in the same 
accounting period has been problematic which makes preparing the State’s CAFR difficult.    

This accounting policy is applicable to entities that are included in the State of New Mexico CAFR, 
and specifically covers transactions between those related entities.         

The following four types of transactions between funds are impacted by this policy: 

Interfund Reimbursement – Interfund reimbursement refers to a type of transaction that is 
initially recorded in one fund and then allocated within, between and among additional funds. This 
is the only accounting process that should be used within a fund. Entries of this type should be 
balanced by account, accounting period and amount.     

Accounting Process: First an external (with outside party) transaction is recorded to a fund on an 
agency’s books. The business unit with the first incurred cost then reverses all or part of the initial 
transaction using the same initial account coding and records the offset to the receiving or 
reimbursing entity using the same account coding. Except for receiving business unit and fund, 
the transactional account coding remains the same. Transaction timing and accounting date must 
be consistent among all entities when recording the reimbursement entry.   

This type of transaction is called a non-reciprocal reimbursement, because it appears only one 
party is obtaining anything of value.  However, in most cases the other party to the transaction 
did receive a share of the benefit of the original transaction.   

Example:  A Credit Card noncompliance fine is received and processed by Business Unit A and 
recorded as an expenditure. This expenditure however is the result of entity-wide noncompliance 
and is to be shared by other noncompliant funds: Business Unit A reverses all or part of 
expenditure entry within its fund and records the full or appropriate part of expenditure to the funds 
of other participating Business Units. Transaction date of the reimbursement entry is identical on 
the books of all entities.   

The final three interfund transactions (transfers, loans and services) are limited to activities 
between funds and legal entities that are reported as part of the primary government. For the 
transaction types described below, it is critical that the transactions are recorded by all impacted 
parties in the same period, and in an offsetting fashion with appropriate identification of the 
counter partner so the transactions can be consolidated correctly and eliminated when necessary 
at the various reporting levels. 

 

Interfund Transfers – Normally used to move financial resources from one fund to another 
without reciprocal service or value. Interfund transfers do not involve a requirement for, or 
expectation of repayment.  This type of transaction is recorded using Other Financing Sources 
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and Uses accounts.  The counter party should be identified in the transaction by use of the Affiliate 
and Affiliate Fund fields.  This type of tractions should never be used for activities within a fund.      

Example State’s Monthly Allotment  

Debit: Other Financing Uses – GF Allotment Agency 34101 Fund 85300–Affiliate B Affiliate FundB 

Credit: Other Fin Sources – GF Approp. Agency B Fund B – Affiliate 34101 Affiliate Fund 85300 

 

Interfund Loans – Interfund loans affect the balance sheet only.  A Due To and Due From should 
be established. Transaction dates used to record the transaction must be identical for the 
borrower and lender and each counter party should be identified as the “business partner” using 
the affiliate and affiliate fund fields. This type of tractions should never be used for activities within 
a fund. 

 

Interfund Services – Services provided by one fund, typically an Internal Service Fund, to 
another fund should be accounted for as a sale and purchase between funds, if the transaction 
price approximates an arm’s length transaction. This should be limited to activities where part of 
the cost of the entity providing the service is being recovered in the price.   

Although accounted for as a sale and purchase, unpaid balances must be classified as Due To 
and Due From with identification of the counterparty. At year end, parties that are accruing unbilled 
revenue and the related due from must notify the receiving party of the transaction to ensure the 
other side of the transaction is recorded. A more controlled process would be for the initiating 
party to process an journal entry that includes both sides of the transaction. These type of tractions 
should never be used for activities within a fund. 

 

Quality Expectations  

Timing – Transactions must be recorded in the period they occur and consistently on the books 
of all impacted related parties. 

Balanced – Accounts used in related party transaction are either identical, in the case of interfund 
reimbursements or linked. 

Complete Party Identification – To facilitate proper elimination at the correct reporting level during 
the consolidation, accurate identification of counter parties and counter party fund is a core 
requirement. 
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