ACCOUNTING POLICY STATEMENT THREE — INTERFUND TRANSACTIONS AND ACCOUNTING

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 patrticipating 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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BUSINESS UNIT ESCRIFTION BUSINESS UNIT DESCRIFTION
11100 Legis Istive Council Senvice 24102 Board of Finance
11100 Legi lative Council Service (131-C) 24200 Public School Insurance Authar ity
11200 Legk lative Finance © 24300 Retire= Heslth Care Authority
11400 Legk lative Coundil Services /Senate {111-4) 25000 General Services D
11500 Legk lative Coundil ServicesiHouse (111-8) 28200 Educstionsl Boerd
11700 =gk lative Education Study Commission 235400 Sentencing Commission
11900 Legk lative Coundil Services Building Service (11100} 25600 Governar’s Office
12100 LegisIsture {131) 26000 L Governar's Office
12101 Legislature {131-B) 28100 o of Technology (SCICH
12102 Legislature {131-4) 20600 Fublic Employ Association
20500 Supreme Court Law Liorary (216-D) 36800 Commission of PublicRecards
20800 c ilation C [Z1E&-E) 27000 Seoetary of State
000 Judicial C i 37800 State Personnel Office
1500 Court of Appesk (Z16-C) 7200 Fublic Employes Labor Reletion Board
2800 Supreme Cout 28500 NM Finance Authar ity
21800 Administr ative Office of Courts {218-4) 39400 State Treesurer's Office
21801 Administr ative Office of Courts (216-4) 38401 State General Fund Investment Pool { contra-account)
21500 o Court Buikiing © (218-B) 28402 State Tressurer's Office - Private Purpose Trust
22100 First Judicial District Court #0400 Bosrd of for Architects
23200 Second Judicial District Court 41700 Border Autharity
22200 Third Judicial District Court 41300 Tourism Depariment
22400 Fourth Judicial District Cout 4100 e D
236500 Fifin Judiciel District Court 22000 ulstion and Licsreing D
22600 Socth Judicisl District Court 42000 Public
- - -
23700 Seventh Judicial Distict Court 000 Office of o
23800 Eighth Judicial District Court %00 Medicsl B"E'd_
23900 Ninth Judicial District Gourt =00 Board of Nursing
24000 Tenth Judicial District Court 5000 Exf‘:' New Ir“‘E"f"’
24100 Eleventh Judicial Dt Court 454”; ; = e & Surveyors Boxrd
85D Cont
24200 Twelfth Judicisl District Court . = r"'"Rg il -
4680 at Commissi
24300 Thirteenth Judicial Dist Court =357 - TTRe o,
47800 Board of Veter inary Medicine
24400 County Metro Court 29100 Pr— FER—
25100 District Atiorney 15t District e
— — 48500 Spaceport Autharity
26200 District Atiorney 2nd District
50500 5 of Cultural Affairs
25300 District Attorney 3rd District -
00 o D 50800 Livestook Board
2 istrict Attos / istrict
= . Dfs e =mes . 51800 D of Game & Fish
00 ;“!a Aromey o D!S".n 2100 D of Energy, Minersls snd Natur sl Resowees
Etrict Atiorney O Distit 52200 Youth Conservation Corp (52100)
25700 District Atiorney Tt District 23800 = ial Office
o — —
25500 District Atiorney 8th Dist it 53800 Commissioner of Public Lands
o — —
25900 District Atbmey Sth District 54700 Cumbres & Toltec Rairoad
26000 District Attorney 10th District 22000 State Enginesrs Office
26100 Dist. Attorney 11th Distict (Divisicn 1) =000 YT —
26200 District Atiorney 12th District 80200 Office of African Amarican Affairs
26300 District Attorney 13th District 80400 Commission for Deaf & Hard of Hearing
28400 n;.:lmlnlstrstws Dﬂlcs.sf F}xstnf:x.n.mrneys 0500 WMartin Luther King Jr. C: iesion
28500 Dist. Attorney 11th District {Division 2) B0800 Commission for the Blind
28000 Public Defender D {used to be 35500) 0200 Indizn Affairs O
20500 Atorney General £2400 Aging & Long Term Services
20800 State Auditor 823000 D of Human Services
33300 Texation and Rew D £3100 Warkforce Soluti D
32700 State Investment Coundl 63200 ‘Worker's Compens ation Administ stion
34000 DFA - Hearing Officers 200 ry—— =
24100 o of Finance and inistrati 84500 Governor's Commission on Dis skiliti Page ) of 3
24101 Stete General Fund {308) Pag=1of3 64700 D Disshilities Planning Council (32400}
34102 Payoll Contra- Account {should net to zero)
BUSINESS UNIT DESCRIPTION
66200 Miner's Colfax Medical Center
68500 Department of Health
e700 Environment Department
88800 Matursl Resowrces Trusee
G700 Department of Vetersns Services
63000 Child, Youths, and Families Department
70500 Department of Milimry Affeirs
78000 Adult Parole Board
TE500 | Juvenile Parcle Board
7000 Depertment of Coractions
78000 Crime Victims Reparation Commission
73000 Department of Public Safety
72500 Department of Homeland Security &
20500 Department of Transportstion
81100 NM Lottary
81400 MM Mbrigage Finance Authority
22400 Public Education Depariment
84000 Public Schoaol Facility Authority
54900 Educsation Trust Board (951)
25000 Department of Higher Educstion
95300 MM State Univers ity
85500 Eastern NM University
55700 WM Highlsnds U nivers ity
95500 MM & Technology
56100 WM Militzry Institute
86200 'Western NM University
58300 Narthern NIM Commurity College
26500 MM School Visually
86700 MM School Deaf
86500 University of NM
No Number New Mexico Small Business Investment Corporation
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