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May 9, 2008

To the Citizens, Governor Bill Richardson, and Members of the Legislature
of the State of New Mexico:

On behalf of the New Mexico Department of Finance and Administration, we are pleased
to provide you with the Comprehensive Annual Financial Report (CAFR) of the State of New
Mexico for the fiscal year ended June 30, 2006, the State’s official annual report. According to
generally accepted accounting principles and state statute requirements, the State is obligated to
prepare and publish the CAFR each year (Section 6-5-2.1D, NMSA, 1978, as amended, and
Governmental Accounting Standards Board Codification Section 2200). The purpose of the
CAEFR is to report the financial position and results of operation of the State of New Mexico
including an overview of its discretely presented component units, the New Mexico Finance

Authority and the New Mexico Mortgage Finance Authority.

The CAFR consists of management’s representations concerning the finances of the State
of New Mexico. Consequently, management assumes full responsibility for the completeness and
reliability of all the information presented in this report. To provide a reasonable basis for
making these representations, management of the State has established a comprehensive internal
control framework. The framework is designed to protect the State’s assets from loss, theft, or
misuse and to compile sufficient reliable information for the preparation of the State’s financial
statements in conformity with generally accepted accounting principles as prescribed by the
Governmental Accounting Standards Board, the Financial Accounting Standards Board, and the
American Institute of Certified Public Accountants. Since the cost of internal controls should not
outweigh the benefits, the State’s comprehensive framework of internal controls has been
designed to provide reasonable rather than absolute assurance that the financial statements are

free from material misstatement.



To the Honorable Governor Bill Richardson, the New Mexico State Legislature, and
the Citizens of the State of New Mexico
May 9, 2008

The CAFR is presented in three sections: Introductory, Financial, and Statistical. The
introductory section includes a table of contents, this letter of introduction, a list of selected state
officials and an organization chart of the State. The financial section includes the independent
accountants’ report, management’s discussion and analysis (MD&A), the basic financial
statements, required supplementary information and combining statements. The MD&A provides
a narrative analysis of the State of New Mexico’s financial activities. The statistical section
includes data on revenues by source and expenditures by function, a schedule of revenues, and

revenues by expense and type of the State’s retirement systems.

Fiscal year 2006 proved to be a record period of growth for the State of New Mexico.
The State’s contribution to the nation’s Gross Domestic Product grew by 6.2 percent (adjusted
for inflation) between 2005 and 2006. This growth rate nearly doubled that of the national
average of 3.4 percent. New Mexico’s fastest growing sectors were durable goods
manufacturing, professional and technical services, mining, real estate sales, rental and leasing,
and information technology. The state witnessed the strongest explosion in job growth it had
seen in over a decade. The economy added 22,733 net jobs from the second quarter of 2005 to
the second quarter of 2006. More than half of the additional jobs came from the following three
sectors: construction, government and healthcare/social assistance. Construction added more
than 10,000 jobs, an average annual increase of 6.6 percent, health care and social assistance
employment increased 4 percent, while the government sector gained an 1.7 percent increase.
Even though these sectors provided the most in terms of employment, Information Technology is
the fastest growing industry in the state, having increased its statewide employment at a rate of

8.9 percent.

The State continues to enjoy high bond ratings indicative of its strong capacity to meet
financial commitments. The State New Mexico is one of the few states with an operating surplus
within general fund. These factors are the result of the State’s continued commitment to sound

fiscal management under the leadership of Governor Bill Richardson and the New Mexico

Legislature.

Respectfully submitte
PhulBign  Fh A
Katherine B. Miller | Anthony I. Armijo, CPA, CGFM

Cabinet Secretary State Controller

i



STATE OF NEW MEXICO
June 30, 2006

Selected State Officials

Executive

Bill Richardson, Governor e Diane Denish, Lieutenant Governor ® Rebecca Vigil-
Giron, Secretary of State ® Patricia A. Madrid, Attorney General e Domingo
Martinez, State Auditor e Patrick H. Lyons, Commissioner of Public Lands ® Doug
Brown, Interim State Treasurer ® Jason A. Marks, Public Regulations Commission e
David King, Public Regulations Commission ®© Ben R. Lujan, Public Regulations
Commission ® Lynda M. Lovejoy, Public Regulations Commission ® E. Shirley Baca,
Public Regulations Commission

Judicial

Richard C. Bosson, Chief Justice of the Supreme Court @ Petra J. Maes, Justice of the
Supreme Court ® Pamela B. Minzner, Justice of the Supreme Court e Patricio M.
Serna, Justice of the Supreme Court @ Edward L. Chavez, Justice of the Supreme Court
e Michael D. Bustamante, Chief Judge of the Court of Appeals ® James J. Wechsler,
Judge of the Court of Appeals ® A. Joseph Alarid, Judge of the Court of Appeals o
Lynn Pickard, Judge of the Court of Appeals ® Jonathan B. Sutin, Judge of the Court
of Appeals @ Cynthia A. Fry, Judge of the Court of Appeals ® Ira Robinson, Judge of
the Court of Appeals ® Cecilia Foy Castillo, Judge of the Court of Appeals ® Roderick
T. Kennedy, Judge of the Court of Appeals ® Michael E. Vigil, Judge of the Court of
Appeals

Legislative

Senate: Ben D. Altamirano, President Pro-Temporc ® Michael S. Sanchez, Majority
Floor Leader @ Stuart Ingle, Minority Floor Leader ® Mary Jane M. Garcia, Majority
Whip e Leonard Lee Rawson, Minority Whip e Lidio G. Rainaldi, Majority Caucus
Chair e Dianna J. Duran, Minority Caucus Chair

House of Representatives: Ben Lujan, Speaker of the House ® W. Ken Martinez,
Majority Floor Leader ® Ted Hobbs, Minority Floor Leader ® Sheryl Williams
Stapleton, Majority Whip e Terry T. Marquardt, Minority Whip ® John A. Heaton,
Caucus Chair ® Anna M. Crook, Caucus Chair

House of Representatives: Ben Lujan, Speaker of the House ® W. Ken Martinez,
Majority Floor Leader e Ted Hobbs, Minority Floor Leader ® Sheryl Williams
Stapleton, Majority Whip @ Terry T. Marquardt, Minority Whip e John A. Heaton,
Caucus Chair ¢ Anna M. Crook, Caucus Chair

iii



Organizational Chart

T af L=

JUDICIAL

Supreme Court

) or!. -
NeW Mexico ™
I L il " 7 f 1
|m| L | m= || - *Il
[0 N g (S Bl
||
LEGISLATIVE EXECUTIVE
Governor
Senate Lieutenant Governor
House of Representatives State Auditor

State Treasurer
Secretary of State
Attorney General

Public Regulations Commission
Commissioner of Public Lands

Court of Appeals
District Courts
Magistrate Courts

Department of Finance and Administration
Department of Transportation

Human Services Department

Department of Corrections

Department of Public Safety

Public Education Department

Energy, Minerals, and Natural Resources Department
Aging and Long-Term Services Department
Department of Cultural Affairs

Children, Youth and Families Department
Department of Military Affairs

Department of Veteran Services

CABINET LEVEL STATE AGENCIES

Taxation and Revenue Department
General Services Department
Environment Department
Department of Health

Economic Development Department
Department of Tourism

Department of Labor

Higher Education Department
Department of Agriculture

Indian Affairs Department
Regulation and Licensing Department

v



STATE OF NEW MEXICO

FINANCIAL
SECTION




MOSS-ADAMS w.»

CERTIFIED PUBLIC ACCOUNTANTS | BUSINESS CONSULTANTS

www.mossadams.com

Independent Accountants' Report

B 505-830-6200
Bl 505-830-6282
i |

The Honorable Bill Richardson, Governor of the State of New Mexico
Ms. Katherine Miller, Secretary of the
New Mexico Department of Finance and Administration,
Mr. Anthony I. Armijo, CPA, Director/State Controller, and
Mr. Hector Balderas, New Mexico State Auditor

We have reviewed the accompanying basic financial statements of the governmental
activities, the business-type activities, the discretely presented component units, each
major fund, and the aggregate remaining fund information of the State of New Mexico
(State), as of and for the year ended June 30, 2006, which collectively comprise the State’s
basic financial statements as listed in the table of contents. Our review was conducted in
accordance with the Statements on Standards for Accounting and Review Services issued
by the American Institute of Certified Public Accountants. All information included in
these financial statements is the responsibility of management of the State of New Mexico.

A review consists principally of inquiries of government personnel and analytical
procedures applied to financial data. It is substantially less in scope than an audit in
accordance with auditing standards generally accepted in the United States of America, the
objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, we do not express such an opinion.

The Department of Education has not reconciled federal expenditures to related federal
revenue. Consequently, the federal accounts receivable and revenue in the Education Fund
may require adjustment once the reconciliations are completed.

We were unable to obtain sufficient evidence of the accounting records related to certain
fiduciary funds at the Taxation and Revenue Department. As a result, we were unable to
determine the disposition of taxes to payees including taxes due to the State General Fund.

The financial statements do not include the Section 529 Trust Plan of the New Mexico
Education Trust Board and the Public Employees Deferred Compensation Plan of the
Public Employee Retirement Association.

6100 Uptown Blvd NE, Suite 400 Prax’ty

Albuquerque, NM 87110 MEMBER »*

GLOBAL ALLIANCE OF
INDEPENDENT FIAMS
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CERTIFIED PUBLIC ACCOUNTANTS | BUSINESS CONSULTANTS

The Honorable Bill Richardson, Governor of the State of New Mexico
Ms. Katherine Miller, Secretary of the
New Mexico Department of Finance and Administration,
Mr. Anthony 1. Armijo, CPA, Director/State Controller, and
Mr. Hector Balderas, New Mexico State Auditor

Based on our review, except for the effects of the matters discussed in the preceding three
paragraphs, we are not aware of any material modifications that should be made to the
accompanying basic financial statements or combining financial statements in order for
them to be in conformity with accounting principles generally accepted in the United
States of America.

As discussed in Note 1, the State has restated its July 1, 2005 net assets. Net assets for
governmental activities were decreased by $3,034,000 and net assets for business-type
activities were increased by $63,407,000 due to errors made in certain accruals and
deferrals of income and expenses and capital asset adjustments.

Management’s Discussion and Analysis, Schedule of Funding Progress for Employee
Retirement Systems and Plans, and Budgetary Comparison Information as listed in the
table of contents, is not a required part of the basic financial statements, but is
supplementary information required by the Governmental Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not review the information and express no
opinion on it.

The accompanying statistical information, as listed in the table of contents, are presented
for purposes of additional analysis and are not a required part of the basic financial
statements. This information has not been subjected to the inquiry and analytical
procedures applied in the review of the basic financial statements and, accordingly, we
express no opinion on them.

/%m Adame L7

Albuquerque, New Mexico
May 9, 2008



STATE OF NEW MEXICO ,
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2006 i

INTRODUCTION

The following is a discussion and analysis of the State of New Mexico's (State) financial
performance that provides an overview of the activities for the fiscal year ended
June 30, 2006. This discussion and analysis should be read in conjunction with the State’s
financial statements and the notes to the basic financial statements, which begin after this
section. All amounts, unless otherwise indicated, are expressed in thousands of dollars.

The State’s basic financial statements are presented within the financial section of this
Comprehensive Annual Financial Report (CAFR). The components of the financial
statements include:

Management's Discussion and Analysis (MD&A)
Basic Financial Statements
Other Required Supplementary Information (RSI)

The MD&A, a component of Required Supplementary Information (RSI), introduces the
basic financial statements and provides an analytical overview of the State’s financial
activities.

HIGHLIGHTS

e General Fund recurring revenue grew by $683 million or 14.0 percent. Total revenue
grew by $500.1 million or 10.0 percent.

e Total net tax collections for fiscal year 2006 were $5 billion.

e Corporate income tax collections grew by 42 percent indicative of profits in the
manufacturing and oil and gas industries.

o The State issued $550 million in tax and revenue anticipation notes that matured on
June 30, 2006.

e Capital assets increased significantly due to the continuing work on the Statewide
Human Resources, Accounting and Management Reporting (SHARE) Project. The
Project has been funded through the sale of Severance Tax Bonds pursuant to the
laws of 2004, Chapter 26, Sections 11 and 561 and contributed funds for purchase of
additional modules from other agencies. The system was implemented on July 1,
2006. Currently, phase two of the project is under construction. As the system was
not put into service until after year end, the project cost is reported as work in
progress and is not subject to fiscal year 2006 depreciation.

e Continuing its fiscal restrain, the State transferred $152 million of excess revenues
over expenditures from the State’s General Fund’s appropriation account to its
operating reserve and tax stabilization reserve. The State ended the year with reserves
of 18.2 percent of recurring appropriations.
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e The Taxation and Revenue Department continued its initiative to enhance tax
collections efforts in fiscal year 2006. As part of the enhanced collections effort, the
Audit and Compliance Division collected an additional $16 million in back taxes, of
which $10 million was distributed to the State General Fund.

e In September 2006, the Motor Vehicle Division has reduced the uninsured rate in
New Mexico from a national high of 33.03 percent to 11.49 percent equating to an
additional 416,331 vehicles that have become insured based on the notification and
suspension letters that have been mailed out to uninsured vehicles.

» Reversions decreased by 47.0 percent. This was expected as there were unusually
high amounts of reversions in 2005, due to the State’s conversion to generally
accepted accounting principles as its budgetary basis.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the State’s basic
financial statements. The State’s basic financial statements comprise three components: 1)
government-wide financial statements, 2) fund financial statements, and 3) notes to the
financial statements. This report also contains other supplementary information in addition
to the basic financial statements themselves.

Government-wide Statements — Reporting the State as a Whole

Government-wide financial statements are designed to provide readers with a broad overview
of the State’s finances, in a manner similar with a private-sector business.

The statement of net assets presents information on all of the State’s assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or decreases
in net assets may serve as a useful indicator of whether the financial position of the State is
improving or deteriorating,

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

Both the government-wide financial statements distinguish functions of the State that are
principally supported by taxes and intergovernmental revenues (governmental activities)
from other functions that are intended to recover all or a significant portion of their costs
through user fees and charges (business-type activities). The governmental activities of the
State include general government, public safety, transportation and highways, culture and
recreation, judicial, legislative, regulation and licensing, health and human services and
education. The business-type activities of the State include unemployment and public
schools insurance, educational institutions, medical center, magazine publication, lottery
authority, state fair, state infrastructure bank, environment department, corrections industries
and commission for the blind.
4
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The government-wide financial statements include not only the State itself (known as the
primary government), but also a legally separate finance authority and a legally separate
mortgage finance authority for which the State is financially accountable. Financial
information for these component units is reported separately from the financial information
presented for the primary government itself. The New Mexico Lottery Authority, although
also legally separate, functions for all practical purposes as a department of the State, and
therefore has been included as an integral part of the primary government.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that
have been segregated for specific activities or objectives. The State, like any other state, uses
fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the State can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.

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

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental funds
with similar information presented for govermmental activities in the government-wide
financial statements. By doing so, readers may better understand the long-term impact of the
government’s near-term financing decisions. Both the governmental fund balance sheet and
the governmental fund statement of revenues, expenditures, and changes in fund balances
provide a reconciliation to facilitate this comparison between governmental funds and
governmental activities.

The State maintains 21 individual governmental funds. Information is presented separately
in the governmental fund balance sheet and in the governmental fund statements of revenues,
expenditures, and changes in fund balances for the General Fund, Education Fund, Health
and Human Services, Highway and Transportation, Severance Tax Permanent Fund and
Land Grant Permanent Fund, all of which are considered to be major funds. Data on the
other fifteen governmental funds are combined into a single, aggregate presentation.
Individual fund data for each for of these non-major governmental funds is provided in the
form of combining statements elsewhere in this report.
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The State adopts an annual appropriated budget. A budgetary comparison statement has been
provided, for the major funds with approved budgets, to demonstrate compliance with this
budget.

Proprietary funds. The State maintains two different types of proprietary funds. Enterprise
funds are used to report the same functions presented as business-type activities in the
government-wide financial statements. The State uses enterprise funds to account for its
unemployment and public schools insurance, educational institutions, medical center,
magazine publication, lottery authority, state fair, state infrastructure bank, environment
department, corrections industries and commission for the blind. Internal service funds are
an accounting device used to accumulate and allocate costs internally among the State’s
various functions. The State uses an internal service fund to account for its data processing,
voice and data telephone systems and various insurances. Because these services
predominantly benefit governmental rather than business-type functions, they have been
included within governmental activities in the government-wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide separate
information for the Educational Institutions, which is considered to be a major fund for the
State and the Internal Service Funds. Individual fund data for the nonmajor proprietary funds
is provided in the form of combining statements elsewhere in this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of
parties outside the government. Fiduciary funds are not reflected in the governmeni-wide
financial statements because the resources of those funds are not available to support the
State’s own programs. The accounting used for fiduciary funds is much like that used for
proprietary funds.

Notes to the financial statements

Notes to the financial statements provide additional information that is essential to the full
understanding of the data provided in the government-wide and fund financial statements.

Other information

In addition to the basic financial statements and accompanying notes, this report also presents
certain required supplementary information (RSI) such as budgetary comparison schedules
for the General Fund and major Special Revenue Funds with legally adopted budgets.
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Immediately following the notes to the financial statements and budgetary information is
other supplementary information. In this section of the financial statements, the combining
statements referred to earlier in connection with nonmajor governmental, proprietary and
fiduciary funds are presented. Also presented is the State’s progress in funding its obligation
to provide pension benefits to its employees.

Refer to Note 1 to the financial statements for more detailed information on the elements of
the financial statements. Table 1 below summarizes the major features of the basic financial

statements.
Table 1: Major Features of the Basic Financial Statements
Fund Financial Statement
Government-wide Governmental
Financial Statements Funds Proprietary Funds Fiduciary Funds
Scope Entire State government  Activities of the State that Activities of the State that are  Instances in which the
(except fiduciary funds) are not proprietary or operated similar to private State is the trustee or agent
and State’s component fiduciary businesses for someone else's
units TESOUrCces
Required financial e  Statement of net e  Balance sheet e  Statement of net assets e  Statement of
statements assets e  Statement of e  Statement of revenues, fiduciary net assets
° Statement of revenues, expenses and changes in e Statement of changes
activities expenditures and net assets in fiduciary net assets
changes in fund . Statement of cash flows
balances
Accounting basis and  Accrual accounting and Modified accrual Accrual accounting and Accrual accounting and

measurement focus

Type of asset/liability
information

Type of
inflow/outflow
information

€Conomic resources
focus

accounting and current
financial resources focus

economic resources focus

economic resources focus

All assets and liabilities,
both financial and
capital, and short-term
and long-term

Only assets expected to be
used up and liabilities that
come due during the year
or soon thereafter; no
capital assets or long-term
obligations are included

All assets and liabilities, both
financial and capital, and
short-term and long-term

All assets and liabilities,
both short-term and long-
term

All revenues and
expenses during the
year, regardless of when
cash is received or paid

° Revenues for which
cash is received
during or soon after
the end of the year

. Expenditures when
goods or services
have been received
and payment is due
during the year or
soon thereafter

All revenues and expenses
during the year, regardless of
when cash is received or paid

All revenues and expenses
during the year, regardless
of when cash is received or
paid

Adjustments to Beginning Net Assets

As described in Note 1.V. of the financial statements, beginning net assets of governmental
activities were decreased by $3 million and business-type activities were increased by $63
million. These were due to various errors made in accruals and deferrals of income and

liabilities.
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Government-wide Financial Analysis

Condensed Statement of Net Assets

The largest component ($8,573 million or 52.0 percent) of the State’s net assets is its
restricted net assets. Restricted net assets represent resources that are subject to external
restrictions, constitutional provisions, or enabling legislation regarding how the assets may
be used. The next largest component totaling $6,670 million or 40.5 percent of the State’s net
assets is its investment in capital assets (e.g. land, infrastructure, buildings, equipment and
others), net of any related debt outstanding that was needed to acquire or construct the assets.
The State uses these capital assets to provide services to the citizens and businesses in the
State; consequently, these net assets are not available for future spending. The remaining 7.5
percent of net assets is unrestricted, which may be used to finance government operations.

Table 2 below presents the State’s condensed Statement of Net Assets as of June 30, 2006,
derived from the government-wide Statement of Net Assets.

Governmental Business-Type Total Primary
Activities Activities Government
2005 2005 2005
2006 (as restated) 2006 (as restated) 2006 (as restated)
Current and
other assets $ 10,482,812 9,756,606 3,191,325 2,987,273 13,674,137 17,743 879
Capital assets,
net 8.029.730 8,127,571 1.555.125 1.345.864 9.588.85% 9.473.835
Total
assets 18,512,542 17.884.577 4,750,454 4,333,137 23,262.996 22217714
Current
liabilities 3,424,336 2,910,487 373,185 396,831 3,797,521 3,307,318
Long-term
liabilities 2,183,963 2.242 999 796271 616.258 2.980.234 2.859.257
Total
liabilities 5.608.299 5.153.486 1,169.456 1,013,089 6,771,155 6.166.575
Net assets
Invested in capital assets,
net of
related debt 5,724,003 6,689,355 945,940 885,520 6,669,943 7,574,875
Restricted 6,427,635 5,282,593 2,145,306 1,391,203 8,572,941 6,673,796
Unrestricted 752.605 759.143 489,752 1,043,325 1,242 357 1,802.468
Total net
assets $ 12,904,243 12,731,091 3,580,998 3,320,048 16,485.241 16,051,139
Percent change in total net
assets from
prior year 1.4% 7.9% 2.7%
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At the end of the current fiscal year, the State was able to report positive balances in all three
categories of net assets, both for the government as a whole as well as for its separate
governmental and business-type activities. The same situation held true for the prior fiscal
year.

There was an increase in restricted net assets of approximately $1,145 million in connection
with the State’s governmental activities. Both the Severance Tax Permanent Fund and Land
Grant Permanent Fund experienced an increase of approximately $369 million and $59
million, respectively, in restricted assets from the severance tax revenues that exceeded the
debt service requirements for fiscal year 2006.

The State’s governmental activities net assets increased by $173 million during the current
fiscal year. The net increase is due to the above documented increase in restricted net assets
and the approximate decrease of $965 million in net assets invested in capital assets, net of
related debt.

Condensed Statement of Activities

Over time, increases and decreases in net asscts measure whether the State's financial
position is improving or deteriorating. During the fiscal year, the net assets of the
governmental activities increased by $173 million or 1.4 percent, and the net assets of the
business-type activities increased by $261 million or 7.9 percent. Table 3 below presents the
State's condensed Statement of Activities for the fiscal year ended June 30, 2006, as derived
from the government-wide Statement of Activities. Key elements of this increase are as
follows in Table 3 and graphs below.

Total Revenues - FY 2046
Total Expenses- FY 2006

Education
Other
(exp enses) Ciher
Investment Tev T?}es Charges for Health and_/ 1%
income (loss) e seryices Human
11% 12% Services General
41% government
Operating Regulation, 9%
grants and licensing, ec "
contributicns ]%g Culture
"1 30% Recrestion,
Taxes _/ and Natural

Highvay and Resources
Capital grants 4% " Transportation 2%
and % 10%
contributions
3%

43%
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Table 3: Condensed Statement of Activities

As of June 30, 2006 & 2005
(in thousands)

Total
Percentage
Gover tal Activities B Type Activities Total Primary Government Change
2005 2005
(as (as 2005 (as 2005 to
2006 restated) 2006 restated) 2006 restated) 2006
Revenues
Program revenues:
Charges for services $ 1,297,926 827,248 1,866,396 1,807,340 3,164,322 2,634,588 20.1%
Operating grants and
contributions 3,283,620 3,268,985 120,205 35,418 3,403,825 3,304,403 3.0
Capital grants and
contributions 323,013 275,053 28,934 30,553 351,947 305,606 15.2
Total program revenues 4,904,559 4,371,286 2,015,535 1,873,311 6,920,094 6,244,597 10.8
General revenues:
Individual income tax 1,543,262 1,089,031 - - 1,543,262 1,089,031 41.7
Corporate income tax 374,957 244,371 - - 374,957 244,371 534
Sales and use tax 388,739 368,716 - - 388,739 368,716 54
Business privilege tax 2,370,530 1,970,239 - - 2,370,530 1,970,239 20.3
Other taxes 31,693 507,381 - - 31,693 507,381 (93.8)
[nvestment income (loss) 1,203,881 994,872 129,014 115,187 1,332,895 1,110,059 20.1
Other (expenses) revenues 136,527 239.724 259,303 154,389 (5.293) 394,113 101.3
Total general revenues 6,049,589 5,414,334 388,317 269.576 6,036,783 5,683,910 6.2
Total revenues 10,954,148 9,785,620 2,403,852 2,142 847 12,956,877 11,928,507 8.6
Program expenses:
General government 869,013 882,809 - - 869,013 882,809 (1.6)
Culture , recreation and
natural resources 202,330 185,303 - - 202,330 185,303 9.2
Highway and transportation 1,027,618 877,638 - - 1,027,618 877,638 17.1
Judicial 194,452 184,319 - - 194,452 184,319 5.5
Legislative 14,052 12,412 - - 14,052 12,412 13.2
Public safety 390,557 378,394 - - 390,557 378,394 32
Regulatory , licensing, etc. 97,956 88,722 - - 97,956 88,722 10.4
Health and human services 4,055,602 3,729,641 - - 4,055,602 3,729,641 8.7
Education 2,975,293 2,637,052 - - 2,902,753 2,637,052 10.1
Educational institutions - - 2,142,898 1,996,827 2,142,898 1,996,827 73
Other 421,088 125,476 533,039 524,729 625,544 650,205 (3.8)
Total program
expenses 10,247,961 9,101,766 2,675,937 2,521,556 12,522,775 11,623,322 7.7
Excess (deficiency) before transfers 706.187 683,854 (272.085) (378.669) 434,102 305,185 42.2
Transfers (533,035) (495,101) 533,035 495,101 -
Change in net assets 173,152 188,753 260,950 116,432 434,102 305,185 42.2
Net assets, beginning as restated 12,731,091 12,542,338 3.320,048 3,203,616 16,051,139 15,745,954 1.9
Net assets, ending $ 12,904,243 12,731,091 3,580,998 3,320,048 16,485,241 16,051,139 2.7%
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Changes in Net Assets. This year the State received 44.1 percent of its revenues from state
taxes and 28.9 percent of its revenues from grants and contributions, mostly from federal
sources. In the prior year, state taxes accounted for 35.1 percent, and grants and
contributions were 30.3 percent of total revenues. Charges for services such as licenses,
permits, state parks, and court fees, combined with other miscellaneous collections,
comprised 24.2 and 25.1 percent of total revenues for fiscal year 2006 and 2005,
respectively.

Governmental Activities
The State’s total governmental revenues from all sources increased $795 million or 8.1
percent.

The collection of taxes increased by approximately $529 million or 12.6 percent.

e The State’s investment income increased by approximately $ 209 million or 21.0
percent due to gain on performance in the various markets the State has placed its
investments.

o The operating grants and contributions increased by approximately $15 million due to
the increased efforts of the Health and Human Services Fund to improve participation
in financial assistance programs for eligible populations where the funding is
provided by the federal government which resulted in an increase of 7.0% percent for
the year. The Education Fund also recognized approximately an additional $1 million
in federal funds during the year.

o The expenses for program highway and transportation increase approximately $150
million as a result of an additional $12 million of depreciation expenses on capital
assets and the other $132 million resulted from normal road and transportation
activities during the year.

e The education program expense increased by approximately $266 million. This was
a result of increased compensation to public school employees, enrollment growth,
and increased fixed costs and insurance.

Program Expenses and Revenues for Governmental Activities

Table 4 below presents program expenses and revenues for governmental activities. Overall,
program revenues were not sufficient to cover program expenses for governmental activities.
The net program expenses of these governmental activities were therefore supported by
general revenues, mainly taxes.

11
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Table 4: Program Expenses and Revenues for Governmental Activities
As of June 30, 2006
(in thousands)

Program Program Program Revenues to
Expenses Revenues Net Program Costs __ Program Expenses
2006 2006 2006 2005 2006 2005
State Programs
General government 3 869,013 1,353,038 484,025 154,100 155.7% 117.5%
Culture, recreation, and natural
resources 202,330 147,981 (54,349) (77,036) 73.1 58.4
Highway and transportation 1,027,618 . 370,387 (657,231) (565,059) 36.0 35.6
Judicial 194,452 52,554 (141,898) (134,141) 27.0 27.2
Legislature 14,052 - (14,052) (12,412) - -
Public safety 390,557 104,782 (285,775) (293,565) 26.8 22.4
Regulatory licensing etc. 97,956 67,816 (30,140) (45,499) 69.2 48.7
Health and human services 4,055,602 2,370,216 (1,685,386) (1,398,336) 58.4 62.5
Education 2,902,753 437,785 (2,464,968) (2,233,056) 15.1 153
Interest 92,505 - (92.505) (125.476) - -
Totals § 9,846,838 4,904,559 (4,942,279) (4.730.480) 49.8% 48.0%

Business-type Activities
Revenues from the State’s business-type activities increased by $261 million or 12.2 percent
from the prior year.

e Charges for services for business-type activities increased by $59 million or 3.3
percent from the prior year. Approximately half of the increase was due to the
University of New Mexico experiencing approximately $71 million in higher fees for
clinical opcrations, additional enrollment and tuition.

e The expenses for the educations institutions increased by $146 million or 7.3 percent
as a result of the increase in revenues from the clinical operations and increased
enrollment.

Table 5 below presents program expenses and revenues for business-type activities. With the
exception of unemployment compensation, program revenues generated from business-type
activities were not sufficient to cover program expenses. Program expenses not covered by
program revenues are supported by fund reserves.

Table 5: Program Expenses and Revenues for Business-type Activities
As of June 30, 2006
(in thousands)

Program Program Program Revenues to
Expenses Revenues Net Program Costs Program Expenses
2006 2006 2006 2005 2006 2005
State programs
Educational
institutions $ 2,142,898 1,454,749 (688,149) (644,853) 67.9% 67.7%
Other 533,039 560,786 27,747 (3,392) 105.2 99.4
Totals $ 267593 2,015,535 _(660402) ____(648245)  753% 74.3%

12
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Fund Analysis
Funds that experienced significant changes during the year are as follows:

At June 30, 2006, the State’s governmental funds reported combined ending fund balances of
$7,364 million. Of this amount $535 million or 7.3 percent is reserved for specific programs
by state law, by external constraints, or by contractual obligations. Unspent bond proceeds,
balances of restricted accounts, and agencies’ nonlapsing balances are included in reserved
fund balance. An additional $5,059 million or 68.7 percent of total fund balance has been
segregated through internally imposed limitations on uses of certain funds. Note 1.S.
contains more details about reserved and segregated fund balances at June 30, 2006. The
remaining $1,770 million or 24.0 percent of fund balance is available for appropriation for
the general purpose of the funds.

General Fund. Fund balance at June 30, 2006 totaled $936 million, an increase of $134
million during the fiscal year. This increase was due to revenues exceeding expenditures.
See additional analysis below. The General Fund ended the fiscal year 2006 with a “surplus”
from unreserved and undesignated sources of $860 million. Miscellaneous changes resulting
from other designated and reserved sources account for the remaining change in fund
balance.

Total General Fund revenues increased $621 million or 10.9 percent. The increase is the
result of tax revenue of approximately $394 million which is a result of two new sources of
revenue and increased efforts by the Taxation and Revenue Department to collect
approximately $15.9 million in back taxes. In addition to the above increase, rents and
royalties also increased by approximately $123 million.

The General Fund expenditures increased $103 million or 5.3 percent of which 56.6 percent
of the change is from health and human services.

Education. Fund balance at June 30, 2006 totaled $146 million, a decrease of $236 million
or 61.8 percent. The Higher Education Department reported a prior period adjustment of $85
million in the Capital Projects Fund for a change in accounting principle that required
adjustments to the loans receivable balance and to posting of due from other state agencies.
The Public School Facilities Authority also reported a prior period adjustment of $153
million in the Special Revenue Fund for a change in accounting principle that required
adjustment to the sale of bonds and due to project recipients. Total revenues increased by $9
million or 2.0 percent. This was a result of additional federal funding received during the
fiscal year. Total expenditures also increased by $269 million or 10.3 percent. There were
additional expenditures of $120 million relating to the Public School Facilities Authority for
fiscal year 2006.
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Health & Human Services. Fund balance at June 30, 2006 totaled $212 million, an increase
of $62 million or 41.4 percent during the fiscal year. This was a result of additional federal
funding received and expended during the fiscal year. Total revenues increased by $75
million or 3.3 percent, with total expenditures increasing proportionately with total revenues.

Highway & Transportation. Fund balance at June 30, 2006 totaled $661 million, a decrease
of $198 million or 23.1 percent. Total expenditures increased by $219 million or 26.4
percent.

Severance Tax Permanent Fund. Fund balance at June 30, 2006 totaled $4,151 million, due
to an increase of $369 or 9.8 percent. The increase relates to unrealized gains on
investments, which is consistent with the overall success that the State had with all other
investments. During fiscal year 2006, the fund did not experience any significant fluctuation
from the prior fiscal year.

Land Grant Permanent Fund. Fund balance at June 30, 2006 totaled $622 million, due to an
increase of $59 million. The increase is a result of the investment income and unrealized
gains on investments, which is consistent with the overall success that the State had with all
other investments. During fiscal year 2006, the fund did not experience any significant
fluctuation from the prior fiscal year.

Proprietary Funds

The State's proprietary funds reported net assets of $3,581 million this includes an increase of
$324 million or 10.0 percent. The above net assets include $3,581 million for enterprise

Educational Institutions. Net assets at June 30, 2006 totaled $2,687 million. Current period
activity increased the net assets of the State's educational institutions by $277 million or 11.5
percent. For the fiscal 2006 the State transferred $570 million to the State’s educational
institutions from the State General Fund, an increase of $43 million or 8.1 percent from fiscal
year 2005.

See additional analysis in the business-type activities in the preceding pages.
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Discretely Presented Component Units

These are operations for which the State has financial accountability but they have certain
independent qualities as well. For the most part, these entities operate similar to private-
sector businesses and the business-type activities described above. Both of the State's
discrete component units are presented in the financial statements.

The State's discretely presented major component units are:

- New Mexico Finance Authority
- New Mexico Mortgage Finance Authority

Complete financial statements of the individual component units can be obtained from their
respective administrative offices. Addresses and other additional information about State's
component units are presented in the notes to the financial statements.

Budget Variances in the General Fund

The Legislature adopted the initial fiscal year 2006 budget during the 2005 General Session.
The original General Fund budgeted revenues at the start of fiscal year 2006 was 0.7 percent
higher than the final fiscal year 2005 budget basis revenues. However, during the year the
actual revenue was $198 million lower than final approved budget, with the most significant
change coming from grants. The original budgeted expenditures for fiscal year 2006 were
similar to the final fiscal year 2005 budget basis expenditures. After budget amendments, the
actual charges (expenditures) in the General Fund were $243 million below the final
budgeted amounts. This is mainly the result of lower than expected operating expenditures.
On the other hand, resources available for appropriation were $7 million below the final
budgeted amount. This is primarily due to less tax revenues than anticipated even though
collections were higher as documented in the analysis on previous pages. Refer to the
budgetary comparison schedule for the General Fund in the Other Required Supplementary
Information section of the CAFR.
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Capital Asset and Long-Term Debt Activity

Capital Asset Activity

At June 30, 2006, the State reported $8,030 million in capital assets net of accumulated
depreciation for governmental activities and $1,559 million in capital assets net of
accumulated depreciation for business-type activities. This investment in capital assets
includes land, buildings, improvements, machinery and equipment, mineral rights, roads,
highways and bridges. The change in the State’s investment in capital assets for the current
fiscal year was a decrease of 1.2 percent for governmental activities and an increase of 15.8
percent for business-type activities.

Major capital asset events during the current fiscal year included the following:

e The Department of Transportation had 24 active projects with contracts of $10.0
million or more.

o The Department of Transportation spent a $10.5 million budget on pickups, dump
trucks, rollers, excavators, mowers, tractors, loaders, snowplows, brooms, dozers,
motor graders, spreaders, millers, trailers, motor vehicles, etc.

e The New Mexico Institute of Mining and Technology is in the construction phase of
Magdalena Ridge Observatory with an estimated total cost of $50 million.

e At the end of the fiscal year 2006, the Corrections Department had invested a total of
$33.4 million in governmental-type activities and 3.7 million in business-type
activities for a total of $34.1 million in a variety of capital assets.

e The University of New Mexico spent $73 million primarily due to expenditures for
the Children’s Hospital and Critical Care Pavilion.

At June 30, 2006, the State had $380 million in commitments for building projects in the
Department of Transportation and in the state universities. Funding for the commitments
will come from existing resources from bond proceeds in these funds.

The State has elected to account for its infrastructure assets using the depreciation method.
This method requires the State to allocate the cost of the infrastructure assets over their
useful lives as depreciation expense.

Refer to Note 1.L. and 2.D. of the financial statements for additional information on capital
assets and Note 2.D. to the financial statements for additional information on construction
commitments.
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Long-Term Debt Activity

The State Constitution authorizes the State to issue general obligation bonds and revenue
bonds to finance or refinance the cost of State capital outlay projects authorized by law.
General obligation bonds are secured by the full faith and credit of the State and payable
from legally restricted revenues. During the past year, the State continued to maintain a high
bond rating from Moody's Investors Services and Standard & Poor's Corporation, on all State
bonds. The State had the following bond ratings at June 30, 2006:

Standard
&
Moody's Poor's
General Obligation Bonds Aal AA+
Severance Tax Bonds Aa2 AA
Supplemental Severance Tax Bonds Aa3 A+
Enhanced 911 Revenue Bonds Aa3 AA
Table 6 represents the outstanding bond debt:
Table 6: Net Outstanding Debt
As of June 30, 2006
(in thousands)
Total
Total Primary Percentage
Governmental Activities Business-Type Activities Government Change
2006 2005 2006 2005 2006 2005 2005 to 2006
General obligations
bonds $ 274,735 318,055 - - 274,735 318,055 (13.6)%
Severance tax bonds 577,935 512,180 - - 577,935 512,180 12.8
Revenue bonds 1,453,057 1,559,536 719,799 594,685 2,172,856 2,154.221 9
Total bonds
payable $2,305,727 2,389,771 719,799 594,685 3,025,526 2,984,456 1.4%

During the year, no general obligation bonds were issued. The governmental activities issued
the Severance Tax Bonds Supplemental Series 2006A for $135 million.

Refer to Notes 1.R., 2.E., 2.F., and 2.G. to the financial statements for additional information
on the State's long-term debt and other liabilities.
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Economic Conditions and Outlook

New Mexico remains one of the fastest job producing states in the nation, although the
rankings have fallen somewhat from peaks achieved during Fiscal year 2005. The State’s
unemployment rate dropped to 4.3 percent in August 2006. New Mexico is ranked 8" in the
nation for job growth. Employment in New Mexico increased by 3.0 percent or 24,700 (not
in thousands) new jobs on an annualized basis through 2006. Non-farm employment growth
for the first quarter of 2006 was 2.8% and dipped slightly for the second quarter to 2.6%.
Employment growth is expected to remain in the 2.6% to 2.8% range for the forecast period.
Job growth in New Mexico is geographically and industrially diverse. One-third of all jobs
were created in Las Cruces, with the remaining two-thirds in Albuquerque, Santa Fe, and the
State’s rural areas. All sectors except Information expanded during the year, with the
greatest gains in construction, natural resources and education and health services,
government, and professional and business services. The State’s manufacturing industry saw
its fortunes continue to improve in 2006 following three years of massive job losses.
Employment stabilized somewhat in 2004 when just 500 jobs were lost, following the loss of
5,200 (not in thousands) in the previous three years. In 2006, manufacturing added 300 jobs,
a 0.8 percent increase.

New Mexico is the 36™ largest state by population and the fifth largest in land area. The
population of the State as of the time of the official 2000 United States Census was 1.8
million. In the 1990’s, the State was the 12" fastest growing state, as the population
increased 20.1 percent from the 1990 population of 1.5 million. Over the same period of
time, the national population grew 13.2 percent.

Contact the State's Financial Management

Questions about this report or requests for additional financial information may be addressed
to:

Department of Finance and Administration

Financial Control Division/Office of the State Controller
Bataan Memorial Building Room 166

Santa Fe, New Mexico 87501
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(IN THOUSANDS)

ASSETS
Current Assets

Cash and cash equivalents

Investments

Deferred charges and other assets

Intergovernmental receivables

Internal balances

Due from external parties

Inventories

Loans receivable, current

Receivables, net of allowance for uncollectible
Total current assets

Non Current Assets
Restricted cash and cash equivalents
Restricted investments
Capital assets, not being depreciated
Capital assets, net of depreciation
Loans receivable, long-term
Other non-current assets

Total noncurrent assets

Total assets

LIABILITIES
Current Liabilities
Cash overdraft
Accounts payables
Accrued liabilities
Claims payable
Deferred revenue
Due to other fiduciary funds
[ntergovernmental payables
Security lending
Funds held for others
Other obligations
Bonds payable, current
Other liabilities, current
Total current liabilities

Noncurrent Liabilities
Bonds payable, long-term
Other liabilities, long-term
Total noncurrent liabilities

Total liabilities

NET ASSETS
Investment in capital assets, net of related debt
Restricted for
Capital projects
Debt service
Other purposes
Permanent trusts
Expendable
Nonexpendable
Unrestricted net assets
Total net assets

Total net assets and liabilities

See Notes to Financial Statements and Accountants’ Report.

Primary Government

Governmental Business-Type

Activities Activities Total
$ 1,437,373 907,925 2,345,298
1,518,258 410,210 1,928,468
53,683 17,943 71,626
83,851 103,643 187,494
1,105 (1,105) -
1,441,450 - 1,441,450
25,225 22,261 47,486
- 27,688 27,688
545,405 228,922 774,327
5,106,350 1,717,487 6,823,837
509,269 18,214 527,483
4,857,202 1,315,995 6,173,197
580,363 257,254 837,617
7,449,367 1,301,875 8,751,242
- 125,995 125,995
9,991 13,634 23,625
13,406,192 3,032,967 16,439,159
3 18,512,542 4,750,454 23,262,996
$ 250,500 - 250,500
656,136 108,129 764,265
47,7157 58,727 106,484
166,521 - 166,521
130,117 R7,648 217,765
200,516 - 200,516
362,762 - 362,762
1,277,788 - 1,277,788
576 9,701 10,277
24,178 30,019 54,197
228,925 20,033 248,958
78,560 58,928 137,488
3,424,336 373,185 3,797,521
2,076,802 699,766 2,776,568
107,161 96,505 203,666
2,183,963 796,271 2,980,234
5.608,299 1,169,456 6.777.755
5,724,003 945,920 6,669,923
266,064 - 266,064
203,468 2,165 205,633
1,100,901 827,146 1,928,047
- 279,073 279,073
4,857,202 1,036,922 5,894,124
752,605 489,772 1,242,377
12,904,243 3,580,998 16,485,241
$ 18,512,542 4,750,454 23,262,996




Component Units

New Mexico
New Mexico Mortgage
Finance Finance
Authority Authority Total
$ 44,224 220,301 264,525
11,705 - 11,705
70,769 1,014 71,783
73 - 73
39,475 - 39,475
16,713 6,374 23,087
182,959 227,689 410,648
231,741 214,415 446,156
- 18,233 18,233
593 2,260 2,853
535,309 181,915 717,224
- 797,521 797,521
767,643 1,214,344 1,981,987
$ 950,602 1,442,033 2,392,635
$ F- w =
1,503 2,673 4,176
2,652 10,205 12,857
3,260 - 3,260
682 - 682
69,041 - 69,041
39,787 198,215 238,002
36,662 4,262 40,924
153,587 215,355 368,942
690,604 1,092,734 1,783,338
- 5,055 5,055
690,604 1,097,789 1,788,393
844,191 1,313,144 2,157,335
593 (311) 282
(109,627) 15,089 (94,538)
212,085 12,471 224,556
3,360 101,640 105,000
106,411 128,889 235,300
$ 950,602 1,442,033 2,392,635
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(IN THOUSANDS)

Program Revenues

Operating Capital
Charges for Grants and Grants and Net (Expense)
Primary Government Expenses Services Contributions Contributions Revenue
Governmental Activities
General government $ 869,013 865,759 487,279 - 484,025
Culture, recreation, natural resources 202,330 109,033 38,948 - (54,349)
Highway and transportation 1,027,618 26,906 20,468 323,013 (657,231)
Judicial 194,452 5,981 46,573 - (141,898)
Legistative 14,052 ) - - (14,052)
Public safety 390,557 54,404 50,378 - (285,775)
Regulation, licensing, etc. 97,956 67,816 - - (30,140)
Health and human services 4,055,602 79,139 2,291,077 - (1,685,386)
Education 2,975,293 88,888 348,897 - (2,537,508)
Interest 421,089 - - - (421,089)
Total governmental activities 10,247,962 1,297,926 3,283,620 323,013 (5,343,403)
Business-Type Activities
Educational institutions 3 2,142,898 1,316,416 109,399 28,934 (688,149)
Nonmajor enterprise funds 533,039 549,980 10,806 - 27,747
Total business-type activities 2,675,937 1,866,396 120,205 28.934 {660.402)
Total primary government $ 12,923,899 3,164,322 3,403,825 351,947 (6,003,805)
Discretely Presented Component Units
New Mexico Finance Authority $ 70,077 20,680 4,217 - (45,180)
New Mexico Mortgage Finance Authority 112,436 39,726 - - (72,710)
Total component unit activities 5 182,513 60,406 4,217 - (117,890)

See Notes to Financial Statements.
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STATE OF NEW MEXICO

STATEMENT OF ACTIVITIES (CONTINUED)
JUNE 30, 2006

(IN THOUSANDS)

Changes in net assets
Net (expense) revenue

General revenues
Taxes
Individual income tax
Corporate income tax
Sales and use tax
Business privilege
Other taxes
Investment income (loss)
Other revenue (expenses)
Transfers, net
Total net general revenues and transfers

Change in net assets
Net assets at beginning of year, as restated

Net assets at end of year

See Notes to Financial Statements and Accountants' Report,

Primary Government

Component Units

New Mexico New Mexico
Govemmental Business-Type Finance Mortgage Finance
Activities Activities Total Authority Authority
(5,343,403) (660,402) (6,003,805) (45,180) (72,710)
1,543,262 - 1,543,262 - -
374,957 - 374,957 - .
388,739 - 388,739 18,656 -
2,370,530 - 2,370,530 - -
31,694 . 31,694 - -
1,203,881 129,014 1,332,895 9,485 (17,283)
136,527 259,303 395,830 2,000 81,380
(533,035) 533,035 - 19,567 10,000
5,516,555 921,352 6,437,907 49,708 74,097
173,152 260,950 434,102 4,528 1,387
12,731,091 3,320,048 16,051,139 101,883 127,502
12,904,243 3,580,998 16,485,241 106,411 128.889
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STATE OF NEW MEXICO
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2006

(IN THOUSANDS)

ASSETS

Cash and cash equivalents
Deferred charges and other assets
Intergovernmental receivables
Due from other funds
Inventories
Investments, at fair value
Receivables, net

Total assets

LIABILITIES AND FUND BALANCES

Liabilities
Cash overdraft
Accounts payable
Accrued liabilities
Deferred revenue
Due to other funds
Due to beneficiaries
Due to brokers
Intergovernmental payables
Security lending
Funds held for others
Other obligations
Total liabilities

Fund Balances
Fund balances reserved for

Capital projects

Inventories

Encumbrances

Subsequent years' expenditures

Special projects

Other
Fund balances segregated for

Debt service funds

Pool participants
Unreserved - special revenue (deficit)
Unreserved - debt service
Unreserved - capital projects (deficit)
Unreserved - general revenues

Total fund balances

Total liabilities and
fund balances

Health and

General Human Highway and
Fund Education Services Transportation
- 160,269 196,020 602,969

2,019 - 292 50,287
1,961 834 - 55,475
912,077 467,900 118,370 156,374
12,170 - 73 12,514
722,586 - 2,059 -
200,346 86,591 143,426 53,308
1,851,159 715,594 460,240 930,927
250,500 - - -
145,471 186,559 216,478 53,210
34,781 990 1,064 8,171
67,631 3,103 15,696 21,689
406,080 77,916 11,747 131,272
1,652 - - -

- 282,348 - 55,475

5,884 18,417 125 -
506 - - -
2,326 79 3,331 -
914,831 569,412 248,441 269,817
1,275 - - -
5,831 - 73 12,514
31,906 32,908 28,067 -
32,269 - 23,179 -
5,289 - 118,192 -
420 - 461 50,287

- (40,195) 42,167 595,457

- - - 27

- 153,469 (340) 2,825

859,338 - - -
936,328 146,182 211,799 661,110
1,851,159 715,554 460,240 930,927

See Notes to Financial Statements and Accountants' Report.



Severance Tax Land Grant Nonmajor
Permanent Permanent Governmental

Fund Fund Funds Totals
270,518 49,945 535,071 1,814,792
- - 251 52,849
25,465 - 89 83,824
125,803 352 245,920 2,026,796
- - 35 24,792
4,517,784 703,201 429,830 6,375,460
10,630 5,953 41,653 541,907
4,950,200 759,451 1,252,849 10,920,420
- - - 250,500
- - 29,370 631,088
- - 1,783 46,789
. - 75,293 183,412
- - 153,747 780,762
14,316 2,420 - 18,388
785,077 135,317 19,571 1,277,788
- - 336,688 361,114
- - 70 576
- - 54 5,790
799,393 137,737 616,576 3,556,207
- - 40,511 41,786
- - 35 18,453
- - 39,886 132,767
- - 30,191 85,639
- - 69,760 193,241
- - 11,549 62,717
- - 202,167 202,167
4,150,807 621,714 84,681 4,857,202
- - 88,049 685,478
- - 1,120 1,147
- - 68,324 224,278
- - - 859,338
4,150,807 621,714 636,273 7,364,213
4,950,200 759,451 1,252,849 10,920,420
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STATE OF NEW MEXICO

RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO THE STATEMENT OF NET ASSETS
JUNE 30, 2006

(IN THOUSANDS)

Total fund balances - governmental funds $ 7,364,213
Amounts reported for governmental activities in the Statement of Net Assets are different because:

Capital assets used in governmental activities are not financial resources and therefore are not reported as assets in
governmental funds.

Capital Assets $ 17,369,641
Accumulated depreciation (9,379,517)
7,990,124

Assets (receivables) not available to provide current resources are offset with deferred revenues
(liability) in the fund statements. The reduction of the liability and recognition of revenue increases
net assets in the Statement of Net Assets. 59,138

Capitalized issuance costs not recorded in the governmental funds as an asset, net of
amortization 10,555

Internal service funds are used to report activities that provide goods and services to other funds

or agencies within the State. Therefore, the excess of assets over liabilities of the internal service

funds are included as governmental activities on the Statement of Net Assets. (Includes

$39,606 in capital assets, net and $586 in long-term liabilities) (29,069)

Long-term liabilities are not due and payable in the current period and therefore not reported in the funds. (184,991)

Long-term bonded debt is not due and payable in the current period and is therefore not reported in the funds.
Unamortized premiums, loss on refundings, and interest payable are not reported 1n the funds. However, these

amounts are included in the Statement of Net Assets. This is the net effect of these balances on the statement.

Bonds, current portion, net (228,925)
Bonds, long-term portion, net (2,076,802)
(2,305,727)

Total net assets-governmental activities . $ 12,904,243

See Notes to Financial Statements and Accountants' Report.
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STATE OF NEW MEXICO
STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS

YEAR ENDED JUNE 30, 2006
(IN THOUSANDS)
Health and
General Human Highway and
Fund Education Services Transportation
Revenues
Federal funds $ 547,357 415,210 2,236,555 323,013
General and selective taxes 2,688,866 - - -
Income taxes 1,483,301 - 22,646 412,272
Interest and other investment income 616,449 3,524 1,866 27,192
Rentals and royalties 621,145 - - -
Other 69,354 43,502 50,761 13,973
Charges for services 115,239 - 17,721 -
Licenses, fees and permits 180,021 80 366 -
Assessments - - 810 -
Other state funds 21,894 - 1,482 1,753
Total revenues 6,343,626 462,316 2,332,207 778,203
Expenditures
Current
General control 193,541 - - -
Culture, recreation, natural resources 165,212 - - -
Highways and transportation - B - 515,262
Judicial 141,152 - . -
Legislative 13,940 - - -
Public safety 360,205 - - -
Regulation, licensing, etc. 67,917 - B -
Heath and human services 1,044,245 - 2,999,716 -
Education 22,298 2,879,414 - -
Debt service
Interest 8,801 - - 78,099
Principal 4,697 - - 81,130
Bond issuance costs 445 - - -
Capital outlay 28,167 28 2,835 376,070
Total expenditures 2,050,620 2,879,442 3,002,551 1,050,561
Excess (deficiency) of revenues over expenditures 4,293,006 (2,417,126) (670,344) (272,358)
Other Financing Sources (Uses)
Bonds issued - 196,571 3,332 22,660
Other non-operating revenues 9,027 - - 861
Other non-operating expenses - (3,008) - -
Transfers in 1,429,150 2,304,983 818,339 192,382
Transfers out (5,594,987) (87,182) (78,694) (173,135)
Total other financing sources (uses) (4,156,810) 2,411,364 742,977 42,768
Net change in fund balances 136,196 (5,762) 72,633 (229,590)
Fund balances - beginning, as restated 800,132 151,944 139,166 890,700
Fund balances - ending $ 936,328 146,182 211,799 661,110

See Notes to Financial Statements and Accountants' Report.
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Severance Tax Land Grant Non-Major
Permanent Permanent Governmental
Fund Fund Funds Total

$ - - 55,295 3,577,430
- - 94,427 2,783,293

- - - 1,918,219

426,698 60,745 63,645 1,200,119

- - 1,986 623,131

- - 41,693 219,283

- - 18,799 151,759

- - 32,123 212,590

- - - 810

- - 3,681 28,810

426,698 60,745 311,649 10,715,444
8,771 1,068 285,294 488,674

- - 25,450 190,662

- - - 515,262

- - 47,551 188,703

- - - 13,940

- 13,768 373,973

- - 28,154 96,071

- - - 4,043,961

- - - 2,901,712

- - 334,189 421,089

- - 692,478 778,305

- - - 445

- - 84,393 491,493

8,771 1,068 1,511,277 10,504,290
417,927 59,677 (1,199,628) 211,154

- - 572,449 795,012

- - 5 9,893
- - - (3,008)

123,217 28,246 991,991 5,888,308
(171,798) (29,035) (290,835) (6,425,666)
(48,581) (789) 1,273,610 264,539
369,346 58,888 73,982 475,693
3,781,461 562,826 562,291 6,888,520

$ 621,714 636,273 7,364,213

4,150,807
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STATE OF NEW MEXICO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN
FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2006

(IN THOUSANDS)

Net change in fund balances-total governmental funds $ 475,693
Amounts reported for governmental activities in the Statement of Activities are different because:

Internal service funds are used by management to charge the costs of goods or
services to other funds and agencies within the State. The net revenue (expenses)
of the internal services funds is reported with governmental activities, net of
transfers (34,836)

Revenues recognized in the Statement of Activities that do not provide current
financial resources and are not recognized as revenues in the governmental funds,
i.e., deferred revenues. 7,669

Capital outlays to purchase or build capital assets are reported in governmental
funds as expenditures. However, for governmental activities those costs are
shown in the Statement of Net Assets and allocated over their estimated useful
lives as annual depreciation expenses in the Statement of Activities. Depreciation
expense related to the internal service funds are included above. this is the
amount by which depreciation exceeds capital outlay in the period.

Depreciation expense (581,900)
Transfers and other (13,715)
Capital outlay 417,560
Net change (178,055)
The incurrence of long-term debt (i.e. bonds, leases and notes) provide current
financial resources to governmental funds, while the repayment of the principal
long-term debt consumes the current financial resources of governmental funds.
Neither transaction has any effect on net assets.
Proceeds (876,068)
Bond issuance costs - net of amortization of $145 444
Principal payments on debt 778,305
(97,319)
Change in net assets of governmental activities $ 173,152

See Notes to Financial Statements and Accountants' Report.
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STATE OF NEW MEXICO
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS

JUNE 30, 2006

(IN THOUSANDS)

ASSETS

Current Assets
Cash and cash equivalents
Deferred charges and other assets
Intergovernmental receivables
Due from other funds
Investments
Inventories
Loans receivable, current
Receivables, net of allowance for uncollectible
Total current assets

Non Current Assets
Restricted cash and cash equivalents
Capital assets, not being depreciated
Capital assets, net of depreciation
Loans receivable, long-term
Other non-current assets
[nvestments, long-term

Total noncurrent assets

Total assets

LIABILITIES

Current Liabilities
Accounts payable
Accrued liabilities
Claims payable
Deferred revenues
Due to other funds
Other obligations
Funds held for others
Bonds payable, current
Other liabilities, current

Total current liabilities

Noncurrent Liabilities
Bonds payable, long-term
Other labilities, long term
Total noncurrent liabilities

Total liabilities
NET ASSETS

[nvestment in capital assets, net of related debt
Restricted for
Debt service
Other purposes
Permanent trusts
Expendable
Nonexpendable, Land Grant Permanent Fund
Nonexpendable, Other
Unrestricted net assets
Total net assets

Total net assets and liabilities

See Notes to Financial Statements and Accountants' Report.

Enterprise Funds
Non-Major Internal
Educational Enterprise Service
Institutions Funds Total Fund

180,408 727,517 907,925 131,704
15219 2,724 17,943 -
103,643 - 103,643 -

- 1,665 1,665 4,253

328,237 81,973 410,210 -
20,187 2,074 22,261 425
19,936 7,752 27,688 -
186,778 42,144 228,922 3,498
854.408 865,849 1,720,257 139,880
18,214 - 18,214 -
1,295,443 6,432 1,301,875 -
215,217 42,037 257,254 39,606
21,003 104,992 125,995 -
13,634 - 13,634 -
1,315,995 - 1,315,995 -
2,879,506 153,461 3,032,967 39,606
3,733,914 1,019,310 4,753,224 179,486
98,212 9,917 108,129 25,046
55,083 3,644 58,727 890

- - - 166,521

66,330 21,318 87,648 7,120

- 2,770 2,770 8,248

25,712 4,307 30,019 -
9,701 - 9,701 -
18,900 1,133 20,033 -
39439 19,489 58.928 293
313.377 62.578 375.955 208,118
678,907 20,859 699,766 -
54,348 42,157 96.505 437
733,255 63,016 796,271 437
1,046.632 125,594 1,172,226 208,555
903,826 42,094 945,920 39,606
1,481 684 2,165 -
2,187 824,959 827,146 55,373
279,073 - 279,073 -
151,323 - 151,323 -
885,599 - 885,599 -
463,793 25.97% 489,772 (124.048)
2,687.282 893716 3,580,998 (29.069)
3,733914 1,019,310 4.753.224 179.486
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STATE OF NEW MEXICO

STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN NET ASSETS

PROPRIETARY FUNDS

JUNE 30, 2006

(IN THOUSANDS)

Operating Revenues
Charges for services
Federal funds
Interest and other investment income
Licenses, fees and permits
Net student tuition and fees
Other operating revenues
Patient services/clinical operations
Total operating revenues

Operating Expenses
Benefits, claims and premiums
Depreciation expense
Game expense
General and administrative
Losses
Other operating expenses
Total operating expenses

Operating (loss) income

Non-Operating Revenues (Expenses)
Capital appropriations
Capital grants and gifts
Clinical operations non-operations
Private grants, gifts and non-exchange grants
Proceeds from bonds
Government grants and contracts
Interest and other expenses on capital asset related debt
Permanent fund revenue
Gain (loss) on disposal of capital assets
Other nonoperating expenses
Other nonoperating revenues
Total non-operating revenues (expenses)
income before transfers

Transfers in
Transfers out

Change in net assets
Net assets at beginning of year as restated

Net assets (deficit) at end of year

See Notes to Financial Statements and Accountants' Report.

Enterprise Funds
Non-Major Internal
Educational Enterprise Service
Institutions Funds Total Fund

158,645 423,510 582,155 310,291

510,253 10,806 521,059 -

89,350 39,664 129,014 3,765

- 12,757 12,757 -

159,637 - 159,637 -

71,217 94,619 171,836 4,295

410,664 19,094 429,758 -

1,405,766 600,450 2,006,216 318,351

- 109,936 109,936 46

109,202 3,466 112,668 9,185

- 108,209 108,209 -

11,517 41,736 53,253 75,441

- 211,786 211,786 -

1,988,659 57,906 2,046,565 272,770

2,109,378 533,039 2,642,417 357,442
(703,612) 67,411 (636,201) (39,091)

79,747 - 79,747 -

28,934 - 28,934 -

75,739 - 75,739 -

62,260 - 62,260 -

6,190 - 6,190 -

47,139 - 47,139 -

(19,301) - (19,301) -

42,088 - 42,088 -
8,251 - 8,251 (69)

(14,219) - (14,219) -

32,755 14,533 47,288 -
349,583 14,533 364,116 (69)

569,748 - 569,748 4,323

- (36,713) (36,713) -
215,719 45,231 260,950 (34,837)

2,471,563 848,485 3,320,048 5,768
2,687,282 893,716 3,580,998 (29,069)
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STATE OF NEW MEXICO
STATEMENT OF CASH FLOWS -

PROPRIETARY FUNDS
June 30, 2006
(IN THOUSANDS)
Enterprise Funds
Non-Major Internal
Educational Enterprise Service
Institutions Funds Total Fund
Cash Flows From Operating Activities
Amounts paid to third party administrators and other vendors 3 - (20,872) (20,872) -
Auxiliary sales and services 10,315 - 10,315 -
Cash paid to suppliers and employees (1,318,478) (76,914) (1,395,392) (242,491)
Cash payments made to borrowers - (11,877) (11,877) -
Cash received on interest from loans - 2,537 2,537 -
Collection of loans to students 911 - 911 -
Disbursement of net aid to students (52,010) - (52,010) -
Fees received 177,809 - 177,809 233,014
From MUSL - (12,117) (12,117) -
From retailers - sales net of commissions - 140,109 140,109 -
Grants and ‘contracts received 616,835 - 616,835 -
Insurance and patients 404,060 - 404,060 -
Interest payments received from banks - 2,967 2,967 -
Loans issued to students (9,942) - (9,942) -
Losses and loss adjustment expenses paid - (213,081) (213,081) -
Other income 44,667 35,440 80,107 -
Other receipts/(payments) (1,238) - (1,238) -
Participant premiums collected - 261,129 261,129 -
Payments for benefits (526,822) - (526,822) -
Payments for scholarships & fellowships (37,354) B (37,354) -
Payments for travel (14,519) - (14,519) -
Payments for utilities (33,887) - (33,887) -
Premiums paid to health maintenance organizations - (26,727) (26,727) -
Receipts from customers - 43,423 43,423 -
Receipts from sales and services 153,176 - 153,176 -
To prize winners and related taxes - (71,482) (71,482) -
Net cash provided (used) by operating activities (586,477) 52,535 (533,942) (9,477)
Cash Flows From Investing Activities
Interest, dividends, gains and losses, net, on investment 7,500 (34,130) (26,630) -
Purchase of equities and bonds (742,830) - (742,830) -
Realized loss on investments 11,188 - 11,188 -
Receipts of rent - 122 122 -
Sales of equities and bonds 739,450 172 739,622 -
State investment income 9,140 - 9,140 -
Other 17,449 - 17,449 -
Net cash provide (used) by investing activities 41,897 (33,836) 8,061 -
Cash Flows From Non-Capital Financing Activities
Agency payments (1,282) - (1,282) -
Agency receipts 19,185 - 19,185 -
Appropriation from/reversion to State General Fund 543,072 143 543,215 12,921
Bemalillo County mill levy 69,651 - 69,651 -
State appropriation 8,443 - 8,443 -
Gifts for other than capital purposes 28,876 28,876 -
Interest paid on borrowing - 3 3 -
Local appropriation 4,041 - 4,041 -
Other nonoperating expenses 40,238 - 40,238 -
Principal payments on bank borrowing - (5,404) (5,404) -
Private gifts for endowment 4,426 - 4,426 -
Transfers - (36,879) (36,879) -
Net cash provided (used) by non-capital financing 716,650 (42,137) 674,513 12,921

See Notes to Financial Statements and Accountants' Report.
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STATE OF NEW MEXICO
STATEMENT OF CASH FLOWS -
PROPRIETARY FUNDS (CONTINUED)
June 30, 2006

(IN THOUSANDS)

Cash Flows From Capital and Related Financing Activities
Building fees received from students
Capital appropriations
Capital expenditures
Capital gifts, grants & contracts
Interest and fees paid on capital debt and leases
Other receipts/(payments)
Principal paid on capital debt and leases
Principal paid on revenue bonds
Proceeds from capital debt
Proceeds from contributed capital
Proceeds from sale of property, land and equipment

Net cash provided (used) by capital and
related financing activities

Net increase (decrease) in cash

Cash and cash equivalents at beginning of year, as restated

Cash and cash equivalents at end of year

Reconciliation of operating income (loss) to net cash
provided (used) by operating activities
Operating income (loss)

Adjustments to reconcile operating income (loss)
to net cash provided (used) by operating activities
Accounts payable and accrued liabilities
Accrued expenses
Accrued capital purchases
Additional contributions to MUSL unreserved accounts
Bad debt expense
Compensated absences
Construction loans in process
Deferred revenues
Deposits held for others
Depreciation
Due from component units
Due from other funds
Due to insurance carriers for claims paid
Inventories
Loans receivable
Notes receivables
Other assets
Other liabilities
Other receivables
Patient receivables
Prepaid expenses and deposits
Provision for bad debts
Prize payables
Receivables, net
Retirement of assets
Reserves for losses and loss adjustment expenses
Vendors non-cash transactions
Uneamned premium reserve
Unexpired subscriptions

Net cash provided (used) by operating activities

See Notes to Financial Statements and Accountants’ Report.

Enterprise Funds
Non-Major Internal
Educational Enterprise Service
Institutions Funds Total Funds
5,368 - 5,368 -
59,721 1,500 61,221 -
(282,139) (7,929) (290,068) (8,181)
33,808 7,688 41,496 -
(23,605) (166) (23,771) 2,601
6,981 - 6,981 -
(30,946) 611 (31,457) -
126,082 (209) 125,873 -
1,976 6,488 8,464 -
10,283 3,840 14,123 -
2,195 - 2,195 -
(90,276) 10,701 (79,575) (5,580)
81,794 (12,737) 69,057 (2,136)
116,828 740,254 857,082 133,840
198,622 727,517 926,139 131,704
(703,612) 67,411 (636,201) (39,091)
28,220 4,752 32,972 1,365
(295) - (295) @7
- 39 39 -
- 23 23 -
80,020 - 80,020 -
(226) (34) (260) ©on
- (5,255) (5,255) -
4,829 (11,720) (6,891) -
(100) (58) (158) i
109,203 3,466 112,669 9,185
(54 5 (54 -
(1,271) (936) (2,207) -
- 511 511 -
(683) (128) @311) E
(44) (543) (587) -
©914) = (914) =
(976) (3,560) (4,536) 2,056
3,179 - 3,179 18,905
(2,401) - (2,401) -
(55,578) - (55,578) -
()] O] (10) -
- 1,364 1,364 -
- 1,027 1,027 -
(45,781) (2,371) (48,152) (1,779)
16 - 16 -
- (1,444) (1,444) -
= 3) (3 o
- @) ) -
- 2 2 =
(586,477) 52,535 (533,942) (9.477)




STATE OF NEW MEXICO

STATEMENT OF FIDUCIARY NET ASSETS

FIDUCIARY FUNDS
JUNE 30, 2006
(IN THOUSANDS)
External
Agency Pension Trust Investment  Private Purpose
Funds Funds Trust Funds Trust Funds Totals
ASSETS
Cash and cash equivalents 1,979,851 1,044,664 681,229 660,084 4,365,828
Due from other funds 195,791 432 - 4,293 200,516
Due from brokers - 878,685 2,543 59,463 940,691
Due from custodian - - 25 - 25
Intergovernmental receivables 4,326 - - - 4,326
I[nvestments, at fair value 29,994 22,371,704 5,049,078 8,572,610 36,023,386
Other assets 37 8,627 - - 8,664
Receivables, net of allowance 765,833 162,313 15,939 13,102 957,187
Security deposits 390,515 - - - 390,515
Total assets 3,366,347 24,466,425 5,748,814 9,309,552 42,891,138
LIABILITIES
Cash overdraft - - - -
Deposits held in trust 399,788 - - 399,788
Deferred revenues 5,539 6,043 - - 11,582
Due to beneficiary 147,554 - - 29,497 177,051
Due to brokers - 1,690,545 101,497 1,649,635 3,441,677
Due to other funds 1,440,009 1,441 - - 1,441,450
Intergovernmental payables 996,095 - 1,329 - 997,424
Funds held for others 40,093 714 - - 40,807
Other liabilities 82,607 14,519 - - 97,126
Payables 254,662 19,570 - - 274,232
Security lending liability - 2,990,503 - - 2,990,503
Total liabilities 3,366,347 4,723,335 102,826 1,679,132 9,871,640
NET ASSETS
Net assets held in trust for pension - 19,743,090 - - 19,743,090
Net assets held in trust for pool participants - - 5,645,988 7,630,364 13,276,352
Net assets reserved for other beneficiaries - - - 56 56
Net assets - 19,743,090 5,645,988 7,630,420 33,019,498

See Notes to Financial Statements and Accountants' Report.
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STATE OF NEW MEXICO
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS

FIDUCIARY FUNDS
YEAR ENDED JUNE 30, 2006
(IN THOUSANDS)
External Private
Pension Trust Investment Purpose
Funds Trust Funds Trust Funds Total
ADDITIONS
Employee contributions 372,789 - - 372,789
Employer contributions 527,325 - - 527,325
Deposits, - 498,487 344,336 842,823
Interest and other investment income 2,153,183 258,674 740,530 3,152,387
Other operating revenues 91,573 - 49,000 140,573
Total additions 3,144,870 757,161 1,133,866 5,035,897
DEDUCTIONS
Benefits and claims 1,123,649 - - 1,123,649
Distributions - 36,810 353,965 390,775
Expenses and management fees 60,096 1,060 14,688 75,844
General and administrative 17,485 - - 17,485
Other operating expenses 3,097 - - 3,097
Refunds 54,334 - - 54,334
Total deductions 1,258,661 37,870 368,653 1,665,184
Change in net assets 1,886,209 719,291 765,213 3,370,713
Net assets, beginning as restated 17,856,881 4,926,697 6,865,207 29,648,785
Net assets, ending 19,743,090 5,645,988 7,630,420 33,019,498

See Notes to Financial Statements and Accountants' Report.
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STATE OF NEW MEXICO
NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The State of New Mexico (State) was created on January 6, 1912 and became the Nation's 47"
state. The State has a plural executive, with the Governor who is elected by the residents of the
State, serving as the Chief Executive.

The State’s financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America as prescribed by the Governmental
Accounting Standards Board (GASB). The basic financial statements of the State, including its
component units, are presented as discussed below.

As indicated in the financial statements, amounts in the notes are also stated in thousands.

The State’s significant accounting policies are described below.

A. Reporting Entity

For financial reporting purposes, the State’s financial reporting entity includes the primary
government (i.e., legislative agencies, departments and agencies, commissions, the Governor and
Cabinet, boards of the Executive Branch, various offices relating to the Judicial Branch, the
educational institutions created by the State Constitution, Articles XII, Section 11), and its
component units. The annual financial report does not include the financial statements of the
community colleges or public schools.

Component units, as defined in Governmental Accounting Standards Board (GASB) Statement
No. 14, The Financial Reporting Entity, are legally separate organizations for which the elected
officials of the State are financially accountable. In addition, component units can be other
organizations for which the nature and significance of their relationship with the State are such
that exclusion would cause the State’s financial statements to be misleading or incomplete.

Depending upon the significance of the State’s financial and operational relationships with
various separate entities, the organizations are classified either as blended or as discrete
component units. The State had one blended component unit (New Mexico Lottery Authority)
and two discrete component units (New Mexico Finance Authority and the New Mexico
Mortgage Finance Authority) during the fiscal year ended June 30, 2006.

In the government-wide financial statements, discrete presentation entails reporting component
unit financial data in a column separate from the financial data of the State. The decision to
include a potential component unit in the State’s reporting entity is based upon several criteria
including legal standing, fiscal dependency, and financial accountability. As the determination
was not made until after the component units issued their financial statements, the component
units' separate financial statements do not reflect their status as a component unit.
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STATE OF NEW MEXICO
NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

A. Reporting Entity (Continued)

Based on the application of these criteria, the following discretely presented component units are
included in these financial statements:

New Mexico Finance Authority

The New Mexico Finance Authority (NMFA) was created by the Laws of 1992, Chapter

61, as amended. The purpose of the New Mexico Authority Act (Act), is to create a
governmental instrumentality to coordinate the planning and financing of state and local
public projects, to provide for long-term planning and assessment of state and local
capital needs and to improve cooperation among the executive and legislative branches of
state government and local governments in financing public projects.

New Mexico Mortgage Finance Authority

The New Mexico Mortgage Finance Authority (NMMFA) is a governmental
instrumentality of the State, created April 10, 1975 under the Mortgage Finance
Authority Act (Act) enacted as Chapter 303 of the Laws of 1975 of the State. Pursuant to
the Act, the Authority is authorized to undertake various programs to assist in the
financing of housing for persons of low and moderate income in the State.

Complete financial statements for each of the individual discretely presented component units
may bc obtaincd from:

New Mexico Finance Authority
409 St. Michael’s Drive
Santa Fe, New Mexico 87505

New Mexico Mortgage Finance Authority
344 4" 8t., SW
Albuquerque, New Mexico 87102

B. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the Statement of Net Assets and the Statement of
Activities) report information on all of the nonfiduciary activities of the primary government and
its component units. Eliminations have been made in the Statement of Net Assets to minimize
the grossing-up effect on the assets and liabilities within governmental and business-type
activities columns. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely to a
significant extent on fees and charges for support.
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STATE OF NEW MEXICO
NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
B. Government-Wide and Fund Financial Statements (Continued)

The Statement of Activities demonstrates the degree to which the direct expenses of a given
function or segments are offset by program revenues. Direct expenses are those that are 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. Taxes and
other items not properly included among program revenues are reported instead as general
revenues.

Separate financial statements are provided for governmental funds, proprietary (enterprise)
funds, and fiduciary funds, even though the latter are excluded from the government-wide
financial statements. Major individual governmental funds and major individual enterprise funds
are reported as separate columns in the fund financial statements.

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

Measurement focus refers to what is being measured; basis of accounting refers to when
revenues and expenditures/expenses are recognized in the accounts and reported in the financial
statements. Thus, the accounting and financial reporting treatment applied to a fund or activity is
determined by its measurement focus.

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary (enterprise) fund
and fiduciary fund financial statements. 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.

When an expense is incurred for purposes for which both restricted and unrestricted net assets
are available, the State first uses restricted resources then unrestricted resources.

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. With the exception of the State General Fund, the State generally considers
revenues to be available if they are collected within 60 days of the end of the current fiscal
period. For this purpose, the State General Fund considers tax revenues to be available if they are
collected within 60 days after the end of the fiscal year; reversions, if collected within 90 days of
the end of the current fiscal period; and all other revenues to be available if collected prior to
completion of the State General Fund’s financial statements, which is usually the December 15™
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STATE OF NEW MEXICO
NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation
(Continued)

following the end of the fiscal year. 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.

Revenues from grants that are restricted for specific uses are recognized as revenues and as
receivables when the related costs are incurred. Contributions and other monies held by other
state and local agencies are recorded as a receivable at the time the money is made available to
the specific fund. All other revenues are recognized when they are received if they are not
susceptible to accrual.

The accounts of the State are organized on the basis of funds, each of which is considered a
separate accounting entity. The operations of each fund are accounted for with a separate set of

TS BTB]

Governmental-type funds are those through which most governmental functions of the State are
financed. The acquisition, use and balances of the State’s expendable available financial
tesources and the related liabilities (excepl thuse accounted for in enterprise funds) are accounted
for (uough governmental-type funds. The measurement focus is upon dctermination of changes
in financial position, rather than upon net income determination.

Fund financial statements report detailed information about the State. The focus of
governmental and enterprise fund financial statements is on major funds rather than reporting
funds by type. Each major fund is presented in a separate column. Nonmajor funds are
aggregated and presented in a single column. Fiduciary funds are reported by fund type.

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus. All governmental fund types are accounted for using a flow of current
financial resources measurement focus. The financial statements for governmental funds are a
balance sheet, which generally includes only current assets and current liabilities, and a
statement of revenues, expenditures and changes in fund balances, which reports on the sources
and uses of current financial resources.
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STATE OF NEW MEXICO
NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation
(Continued)

All proprietary (enterprise) fund types are accounted for on a flow of economic resources
measurement focus. With this measurement focus, all assets and all liabilities associated with
the operation of these funds are included on the statement of net assets. The Statement of
Changes in Fund Net Assets presents increases and decreases in net total assets. The Statement
of Cash Flows provides information about how the State finances and meets the cash flow needs
of its proprietary activities.

Fiduciary funds are reported using the economic resources measurement focus.
The State reports the following major funds:

Major Governmental Funds

General Fund — This fund accounts for the financial resources of the State, except those
required to be accounted for in another fund. This is the State's primary operating fund.

Education Fund — The Education Fund includes funds to operate education related
programs.

Health and Human Services Fund — The Health and Human Services Fund includes
funds used to operate various health and family service-related programs such as
healthcare, elder affairs, and child support, etc.

Highway and Transportation Fund — The Highway and Transportation Fund accounts
for the maintenance and development of the State highway system and other
transportation related projects.

Severance Tax Permanent Fund — The Severance Tax Permanent Fund accounts for the
severance tax levied by the State on certain natural resources extracted from State lands.
Severance tax revenues are first applied to pay the required debt service on Severance
Tax Bonds issued by the State. Remaining severance tax revenues are then transferred to
the State Investment Office, which adds these amounts to the Severance Tax Permanent
Fund.

Land Grant Permanent Fund — Under terms of the Fergusson Act of 1898 and the
Enabling Act of 1910, certain lands held by the federal government were granted to the
territory of New Mexico. The lands, totaling 13.4 million acres, are held in trust for the
benefit of the public schools and other specific institutions. Other portions of the fund
that benefit the State are presented in governmental funds. The fund is administered by
the State Investment Council.
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June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation
(Continued) :

Major Business-Type Funds

Educational Institutions Fund — The Educational Institutions Fund accounts for the
activities of the State’s ten educational institutions created by the New Mexico
constitution in Articles XII, Section 11: University of New Mexico, New Mexico State
University, New Mexico Highlands University, Western New Mexico University, Eastern
New Mexico University, New Mexico Tech, Northern New Mexico Community College,
New Mexico Military Institute, New Mexico School for the Visually Handicapped and
New Mexico School for the Deaf.

Additionally, the State reports the following governmental fund types:

Special Revenue Funds — Special Revenue Funds are used to account for the proceeds of
specific revenue sources (other than major capital projects) that are restricted to
expenditures for specified purposes. The State has many individual Special Revenue
Funds; for presentation in this report, the funds have been combined into specific
functional areas.

Debt Service Funds — The Debt Service Funds are used to account for the accumulation
of resources for, and the payment of principal and interest on, general long-term
obligations and payments on certain lease-purchase or other contractual obligations of the
State. The State has many individual Debt Service Funds; for presentation in this report,
the funds have been combined into specific functional areas.

Capital Projects Funds — Capital Projects Funds are used to account for financial
resources to be used for the acquisition or construction of major capital facilities (other
than those financed by Enterprise Funds.) The State has many individual Capital Projects
Funds; for presentation in this report, the funds have been combined into specific
functional areas.

Tobacco Settlement Permanent Fund — This fund receives monies pursuant to the
master settlement agreement which was executed on November 23, 1998, between the
tobacco product manufacturers and various states. Money in this fund is invested
pursuant to Chapter 6, Article 8 NMSA 1978. Income from investment of the fund is
credited to the fund.
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NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation
(Continued)

Proprietary Fund Types

Proprietary-type funds are used to account for the State’s ongoing activities where the intent of
the governing body is that the costs and expenses, including depreciation, of providing goods and
services to other departments or agencies of the governmental unit, or to other unrelated
governmental units, on a continuing basis be financed or recovered primarily through user or
customer charges. Proprietary funds distinguish operating revenues and expenses from
nonoperating items. Operating revenues and expenses generally result from providing services
and producing and delivering goods in connection with a proprietary fund’s principal ongoing
operations. The principal operating revenues of the proprietary funds are charges to customers
for sales and services. Operating expenses for proprietary funds include the cost of sales and
services, administrative expenses, and depreciation on capital assets. All revenues and expenses
not meeting this definition are reported as nonoperating revenues and expenses. Proprietary
funds include Internal Service Funds and Enterprise Funds.

Internal Service Fund — The Internal Service Fund is primarily used to report activities
that provide goods or services to other funds or agencies within the State, rather than to
the general public.

Enterprise Funds — Enterprise Funds are used to report activities for which a fee is
charged to external users for goods or services.

Fiduciary Fund Types

These funds are used to account for assets held by the State in a trustee capacity or as an agent
for individuals, private organizations, other governments, and/or other funds. Agency funds are
custodial in nature and do not involve measurement of results of operations. Trust funds do
require the measurement of results of operations.

Private Purpose Trust Funds — used to report trust arrangements under which principal
and income benefit individuals, private organizations, or other governments. These funds
include the Scholarship Fund and the Land Grant Permanent Fund.

Pension and Other Employee Benefits Trust Funds — used to report resources that are
required to be held in trust for the members and beneficiaries of pension plans and other
employee benefit plans. These funds account for the activities of the Public and
Educational Employees Retirement Systems.

Agency Funds — used to report resources held by the State in a purely custodial capacity.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation
(Continued)

External Trust Funds — account for assets held by the government in a trustee capacity.
These funds are used to account for cash, securities and other investments held in custody
for participants in the New Mexico State Treasurer's Investment Trust Funds and the
State Investment Council External Investment Trust Funds.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to
the extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. The State also has the option of following private-sector guidance
issued after November 30, 1989 for its business-type activities and proprietary funds and
component units. As allowed by GASB 20, the State has elected to follow only those Financial
Accounting Standards Board (FASB) Statement and Interpretations, Accounting Principles
Board (APB) Opinions, and Accounting Research Bulletins (ARB), issued prior to December 1,
1989.

D. Cash and Cash Equivalents

Cash and cash equivalents represent petty cash, cash on deposit with banks, and cash invested in
short-term securities. Cash equivalents include investments in shorl-term, highly liguid
securities having an initial maturity ol three months or less. This includes amounts on dcposit
with the State Treasurer’s Officc (including the overnight investment pool), and the Northern
Trust Company short-term investment funds.

The State is required by statute to deposit any money received into the Treasury. Balances
maintained at the end of the day are pooled and invested by the Office of the State Treasurer
(State Treasurer) in overnight repurchase agreements. The State Treasurer issues separate
financial statements that disclose the collateral pledged to secure these deposits, categories of
risk involved, and the market value of purchased investments, which may differ from the cash
deposited by the State. All repurchase agreements are collateralized by U.S. Treasury Securities
held by the State Treasurer's custodian bank.

Interest on interest-bearing accounts is credited to the various accounts held by the State
Treasurer based on the average monthly balance and average monthly interest rates.

Cash balances not held in the State Treasury and controlled by various State officials are
generally deposited in interest-bearing accounts or other legally stipulated investments.

Many of the State’s entities maintain cash accounts with various commercial institutions
statewide. Amounts on deposit with the commercial institutions are fully insured by the Federal
Deposit Insurance Corporation (FDIC) up to $100,000. Amounts over $100,000 must be secured
in accordance with 6-10-17, NMSA 1978.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
D. Cash and Cash Equivalents (Continued)

Certificates of deposit held by the State Treasurer represent compliance with the requirement that
gasoline and special fuel suppliers must post a bond, cash or certificate of deposit for the
privilege of receiving or using special fuel in the State. The certificates are held in the name of
the taxpayer and/or State Treasurer. The Taxation and Revenue Department maintains control
over the bonds, cash and certificates of deposit, but physical custody is maintained by the State
Treasurer. Bonds are posted with a surety agency and the Taxation and Revenue Department
maintains a record of all bonds posted on its behalf so that, in the case of a taxpayer’s
nonpayment of their liabilities, it may be able to collect from the bonding or surety agency.

In addition to the overnight repurchase agreements at the State Treasury, the Educational
Retirement Board (Board) invests in the Short-term Investment Funds (STIF) at Northern Trust
Company. Each internal and external investment manager has a component in the STIF. The
STIF is used to facilitate more efficient trade procedures with the Board’s external money
managers. Net cash balances in each internal and external investment manager’s portfolios are
swept into the STIF at the end of each day. Overnight investments of $239,705 for 2006, are
reported as cash equivalents and are reported as part of the cash balance in the statement of plan
net assets.

Money market mutual funds invest in short term obligations of the U.S. Government or its
agencies or other short-term investments and are carried at the lower of cost or market.

E. Restricted Cash and Cash Equivalents and Investments

Restricted assets include monies or other resources restricted by legal or contractual
requirements.

F. Deferred Charges and Other Assets

Certain payments to vendors reflect costs applicable to future accounting periods and are
recorded as deferred charges and other assets in both the government-wide and fund financial
statements.

G. Due From Other Funds
Short-term amounts owed between funds are classified as due to/due from other funds in the
fund financial statements, and eliminations have been made in the statement of net assets to

minimize the grossing-up effect on the assets and liabilities within governmental and business-
type activities columns.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
H. Investments

Fixed-income securities are reported at fair value subject to adjustment for market declines
judged to be other than temporary. Gains and losses on sales and exchanges of fixed-income
securities are recognized under the completed transaction method.

Equity securities are reported at fair value subject to adjustment for market declines judged to be
other than temporary. The cost of corporate stock sold is determined using the average cost of
the security. Gains and losses on sales and exchanges of equity securities are recognized under
the completed transaction method.

The fair value of investments are stated and reported in accordance with GASB Statement No.
31, with increases or decreases in fair value recognized in the income statement at the end of
each month. Investment transactions are recorded on the trade date. If a quoted market price is
not available, the fair value is estimated using quoted market prices for similar securities.

Short-term interest bearing securities are stated at fair value. Maturities are generally less than
365 days.

The State Investment Council (Council) is responsible for the investment activities of certain
State trust funds. Investment policies specific to monies invested by (he Council are as follows:

Investment Pools: The Council’s investments are reported in the following categories:
private-purpose trust funds and external investment trust funds. Both types of funds are
participants in the Council’s Large Capitalization Active, Large Capitalization Index,
Core Bonds, High Yield Bonds, Mid/Small Capitalization, Non-U.S. Developed Markets
Non-U.S. Emerging Markets, Hedge Funds and CDO Equity investment pools. The
pools are detailed as follows:

As of June 30, 2006, the Large Capitalization Active Pool was managed internally using
fundamental research techniques. This pool seeks to exceed the performance of the S&P
500 Index emphasizing stock selection and by over weighting or under weighting
economic sectors.

The Large Capitalization Index Pool is managed internally using complex risk models
and optimization software. The objective of the pool is to generate returns within 25
basis points of the S&P 500 Index.

The Core Bonds Pool is managed internally and invests in all major segments of the
broad investment-grade debt obligation markets. The primary objective of the Core
Bonds Pool is to add significant value over the returns of the broad U.S. bond market and
to produce relatively high total returns for the risk assumed. The Core Bonds Pool uses
the Lehman Brothers Aggregate Index as its benchmark.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
H. Investments (Continued)

The High Yield Bonds Pool was managed by two active external managers as of June 30,
2006, and invests in corporate bonds rated single B or better by a national rating service.
The pool’s benchmark is the Merrill Lynch U.S. High Yield Bonds BB-B Index. High
yield bonds have both higher expected returns and risk than the investment grade bonds
in the Core Bonds pool.

The CDO Equity Pool is managed internally investing in various classes of securities of
collateralized debt obligations, collateralized loan obligations and other structured
financial instruments.

The Mid/Small Capitalization Pool was managed by external managers during the year.
As of June 30, 2006, it had two core managers with broad diversification, two active
managers with a value style, and two growth managers. Overall, the manager mix is
intended to capture the returns of the Russell 2500 Index.

Non-U.S. Equity Securities Pools:

The Non-U.S. Developed markets pool is an international equity fund with three active
external managers that have complementary management styles. As of June 30, 2006,
one manager had a value orientation, one was a core manager, and one was a growth
manager. This strategy is designed to seek the best investment opportunities around the
world, as well as to diversify away from a U.S. only approach. The benchmark is the
MSCI EAFE Index. The third-party managers of the described investments trade in
foreign exchange contracts in the normal course of investing activities in order to manage
exposure to currency risks. Such contracts, which are generally for a period less than one
year, are used to purchase and sell foreign currency at a guaranteed future price. These
contracts are recorded at fair value using foreign currency forward exchange rates.

The Non-U.S. Emerging Markets Pool is an externally managed international equity fund
based upon the MSCI Emerging Markets Free Index. As of June 30, 2006, the fund had
one active external manager. The Non-U.S. Emerging Markets Pool began operations in
March 2002.

The Hedge Funds Pool is managed by 14 external managers and consists of 16 actual
funds of investments. The objective of the pool is to increase the diversification, decrease
the volatility of the Land Grant, Severance Tax and Tobacco fund assets and to add
incremental value. The Hedge Fund Pool uses 90 day treasury bills plus 200 basis points
as its benchmark.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
H. Investments (Continued)
Private Equity:

Private equity investments are recorded at estimated fair value as reported by the -
Council’s investment advisors and their investees. If market declines exist which are
considered to be other than temporary, an adjustment is made to reduce the fair value.
Increases to fair value are reported when a definable event occurs, such as an additional
round of financing to a third-party investor at a higher price or a public offering of the
investee company’s stock. Income is recognized when the investment advisor reports
distributions received in excess of the capital invested.

I. Intergovernmental Receivables

Due from other governmental entities represents amounts owed to the State to reimburse it for
expenditures incurred pursuant to federally funded programs and other programs.

J. Inventories

Inventories of the governmental funds are valued at cost using predominantly the moving
average cost methodology. Inventories of the proprietary funds are valued at cost using the
average cost methodology.

The governmental funds use either the purchase method or the consumption method of
accounting for inventories. Under these methods, inventories are recorded as expenditures when
purchased for the purchase method or costs are recorded as expenditures when consumed.

Proprietary funds use the consumption method of accounting for inventories. Under the
consumption method, costs are recorded as expenditures when consumed rather than when
purchased.

Inventories at year-end are reported as assets of the governmental funds and are equally offset by
a fund balance reserve, which indicates they are unavailable for appropriation even though they
are a component of reported assets.

Food stamps are valued at face value and commodity inventory is valued at an average unit cost
that approximates the lower of cost or market.

K. Receivables and Loans Receivable

Receivables are stated net of estimated allowance for uncollectible amounts, which are
determined based upon past collection experience and current economic conditions.

Loans receivable are stated at their principal amount. Interest on loans is accrued based on the
daily principal balance outstanding except when a loan has been past due for 90 days. All
significant loans are to governmental entities secured by tax revenue or are loaned to other
entities, which are repaying the loans in accordance with their loan agreements.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

L. Capital Assets

Capital assets, which include automobiles, buildings and improvements, furniture and fixtures,
software, library books, infrastructure (e.g., roads, bridges, sidewalks, and similar items),
machinery and equipment, and portable buildings are reported in the applicable governmental or
business-type activities columns in the government-wide financial statements.

To account for its infrastructure assets, the State elected to use the depreciation method. This
method requires the State to allocate the cost of infrastructure assets over their useful lives as
depreciation expense. Another allowable methodology is to use the modified approach to record
infrastructure. The State elected to use the depreciation method as it determined that it could not
meet the condition to maintain the infrastructure (as required by the modified approach) at a
predetermined condition level due to anticipated lack of future funding for maintenance.

The cost of normal maintenance and repairs that do not add to the value of the assets or
materially extend assets lives are not capitalized.

Capital assets of the State are depreciated on the straight-line method over the assets’ estimated
useful lives. There is no depreciation recorded for land and right-of-way land. Such assets are
recorded at historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at the date of donation.

In accordance with the practices followed by many museums and libraries, museum and library
collections are not reported as assets in the accompanying financial statements. Purchases of the
items are reported as expenditures. Certain library books, however, are capitalized. Effective
July 1, 2005 the Legislature of the State of New Mexico amended Section 12-6-10, NMSA 1978
which allowed for the capitalization threshold for capital assets to increase from $1,000 to
$5,000.

Estimated

Useful Life

Capital Asset Category Reporting Capitalization Threshold (in Years)
Infrastructure $5,000 10-50
Non-depreciable Infrastructure 5,000 -
Land improvements 5,000 10-30
Furniture and equipment 5,000 3-25
Vehicles 5,000 3-12
Buildings & improvements 5,000 5-75
Construction in Progress 5,000 -
Land 5,000 -
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M. Compensated Absences

Qualified employees are entitled to accumulate sick leave at the rate of 3.69 to 4 hours per bi-
weekly pay period. There is no limit to the amount of sick leave which an employee may
accumulate. Employees are paid for accumulated sick leave annually, or upon retirement or
other termination, but only for accumulated sick leave in excess of 600 hours. Annually,
employees may be paid 50 percent of the excess over 600 hours, up to a maximum of 120 hours.

Upon retirement or other termination, employees are paid 50 percent of the excess over 600
hours, up to a maximum of 400 hours.

Qualified employees are entitled to accumulate vacation leave according to a graduated leave
schedule of 80 to 160 hours per year, depending upon the length of service and employee’s hire
date. Employees are paid for the accumulated annual leave upon retirement or other termination
up to 240 hours. A maximum of thirty days of annual leave (240 hours) may be carried forward
into the beginning of the calendar year, with any excess forfeited.

The State accrues a liability for compensated absences, which meets the following criteria:

1. The State’s obligation relating to employees’ rights to receive compensation for
future absences is attributable to an employee’s service already rendered.

2. The obligation relates to rights that vest or accumulate.
3. Payment of the compensation is probahle,

4. The amount can be reasonably estimated.

In accordance with the above criteria, the State has accrued a liability for vacation pay, which
has been earned but not taken by State employees. For governmental funds, the liability for
compensated absences is shown in the government-wide financial statements. For enterprise
funds, the liability for compensated absences is shown in the individual fund to which the
liability pertains since funds will be expended out of those individual funds.

N. Interfund Transactions

Interfund services provided and used are accounted for as revenues, expenditures or expenses.
Transactions that constitute interfund reimbursements to a fund for expenditures/expenses
initially made for it that are properly applicable to another fund, are recorded as
expenditures/expenses in the fund that is reimbursed.

All other interfund transactions except interfund services provided and used interfund
reimbursements, are reported as transfers. Nonrecurring or non-routine permanent transfers of
equity are reported as interfund transfers.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
N. Interfund Transactions (Continued)

On fund financial statements, receivables and payables (resulting from short-term interfund loans
and as a result of transactions between the funds) are classified as “Due to/from other funds”.

As a general rule, eliminations have been made in the Statement of Net Assets to minimize the
grossing-up effect on the assets and liabilities within governmental and business-type activities
columns. Exceptions to this general rule are various charges between the business-type activities
and various other functions of the government. Elimination of these charges would distort the
direct costs and program revenues reported for the various functions concerned.

0. Accrued Liabilities

Accrued liabilities consist primarily of payroll and related fringe benefit accruals.

P. Deferred Revenue

When the State receives funds in advance from federal agencies, revenue is recognized when
funds are expended for these projects.

Q. Payables

Payables represent unpaid claims against the State for goods and services received by the State
prior to June 30, 2006.

R. Long-term Obligations

Several of the State’s Departments are obligated under certain leases accounted for as capital
leases. In the government-wide financial statements, capital leases are reported as liabilities in
the governmental activities column of the statement of net assets.

The State has recognized the debt issuance costs, premiums and discounts of debt issued in fiscal

year 2006 as increases and decreases in net assets. Due to its immaterial balance, the State has
not capitalized these items for future amortization.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
S. Net Assets and Fund Equity

Net assets are reported as restricted when external or legal constraints are placed on their use.

Unrestricted net assets consists of net assets that do not meet the definition of “restricted” or

“invested in capital assets, net of related debt.” Net assets are categorized as:

Invested in Capital Assets, Net of Related Debt. This category groups all capital assets,
including infrastructure, into one component of net assets. Accumulated depreciation and the
outstanding balances of debt that are attributable to the acquisition, construction or
improvements of these assets reduce the balance in this category.

Restricted for Permanent Trusts. This category is used to report restrictions on trusts that are
either expendable or nonexpendable.

Restricted for Unemployment Compensation. This category presents net assets restricted for
unemployment benefits.

Restricted for Other Purposes. This category presents net assets subject to external
restrictions imposed by creditors, grantors, contributors, or laws or regulations of other
governments and restrictions imposed by law through constitutional provisions or enabling
legislation.

Restricted for Capital Projects. This category represents funds restricted for capital outlay.

Restricted for Debt Service. The debt service funds are used to account for the accumulation
of resources for, and the payment of general long-term obligation principal, interest, and
related costs.

Unrestricted Net Assets. This category represents net assets of the State, not restricted for
any project or other purpose.

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for use
for a specific purpose. Designations of fund balance represent tentative management plans that
are subject to change. Specific reservations and designations of fund balance accounts are
summarized below:

Reserved for Capital Projects. This reserve was created to restrict the use of all resources
contributed to or earned by Capital Projects Funds.

Reserved for Inventories. This reserve was created to represent the portion of fund balance
that is not available for expenditures because the State expects to use the resources within the
next budgetary period.
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S. Net Assets and Fund Equity (Continued)

Reserved for Encumbrances. Encumbrance accounting, under which purchase orders,
contracts and other commitments for the expenditure of monies are recorded in order to
reserve that portion of the applicable appropriation, is employed in the General Fund, special
revenue funds, and capital projects funds. The cost of construction contract commitments
generally is recorded as an encumbrance of capital projects funds and is presented as a
reserve for encumbrances. These committed amounts generally will become liabilities in
future periods as the construction work is performed by the contractors. Encumbrances
outstanding at year-end are reported in the combined balance sheets as reservation of fund
balance. Current year payments on these encumbrances represent reconciling differences
between the modified accrual basis of accounting and the budgetary basis for the current
fiscal year. Due to the change in budgetary accounting as discussed in the General
Appropriations Act of 2005 (Laws of 2005, Chapter 114, Section 3.M), encumbrances will
no longer remain past appropriations periods. Funds remaining will be reverted and no
differences between measurement focus should remain. Encumbrances will remain for those
appropriations periods that span fiscal years.

Reserved for Subsequent Years’ Expenditures. This reserve was created to restrict the use of
all resources contributed to or earned by special revenue and capital projects funds as
required by the following years’ budget.

Reserved for Special Projects. This reserve was created to restrict the use of resources
collected for expenditure on special projects as required by the respective federal grant or
enabling legislation.

Segregated for Debt Service. Fund balances segregated for debt service represent various
capital reserve assets available to finance future debt service payments in accordance with
the underlying bond indentures.

Segregated for Pool Participants. Fund balances segregated for pool participants represent
the respective net asset of those entities participating in the Severance Tax Permanent Fund
and the Land Grant Permanent Fund.

T. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

U. Indirect Expenses

Certain state agencies allocate indirect expenses to program functions in the Statement of
Activities.
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V. Restatements (in thousands)

The governmental activities net assets were decreased by $3 million and business-type activities
were increased by $63 million, due to errors made in certain accruals and deferrals of income
and expenses and capital asset adjustments.

Prior period adjustments in the primary government activities are primarily the result of errors
made in certain accruals and deferrals of income and liabilities. The most significant increase
relates to an adjustment of $153,469 to beginning fund balance for a change in accounting
principle to recognize expenses for capital projects when the related bonds have been sold, or the
appropriations have been authorized in the Public Education Department.

The following schedule reconciles June 30, 2005, fund balance/net assets previously reported to
beginning 2006 fund balance/net assets, as restated.

Health
and
General Human Highway and Non-Major
Fund Education  Services  Transportation Funds

Fund balances-
beginning, as

previvusly reported $802,082 382,505 149,756 859,491 597,275

Restatements (1,950) (230,561) (10,590) 31,209 (34,984)
Fund balances-

beginning, as restated $ 800,132 151,944 139,166 890,700 562,291

Restatements in the primary business-type and fiduciary activities are primarily the result of
errors made in certain accruals and deferrals of income and liabilities. The educational
institutions adjusted beginning net assets to correct errors in capitalization of donated assets,
depreciation and prepaid items. The following schedule reconciles June 30, 2005, net assets
previously reported to beginning 2006 net assets, as restated.
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V. Restatements (in thousands) (Continued)

Enterprise Funds Fiduciary Funds
Non- External
major Private Investment
Educational Enterprise Internal Purpose Pension Trust
Institutions Funds Total Service Fund  Trust Fund Trust Funds Funds
Net assets-beginning, as
previously reported $2,410,188 846,453 3,256,641 (24) 6,864,718 17,859,126 4,926,696
Restatements 61,375 2,032 63,407 5,792 489 (2,245) 1
Net assets-beginning, as
restated $ 2,471,563 848,485 3,320,048 5,768 6,865,207 17,856,881 4,926,697

NOTE 2. DETAILED NOTES ON ALL FUNDS

A. Cash and Investments

By law, all deposits and investments are under the control of the Office of the State Treasurer
(State Treasurer), except for those with which specific authority are under the control of other
component units. Legally authorized investments vary by fund, but generally include:
obligation of or guaranteed by the United States; obligations of the State of New Mexico and its
political subdivisions; stocks and bonds; and repurchase agreements.

Cash

Cash and cash equivalents represent the demand deposits with the New Mexico State Treasurer
and commercial banks. The State Treasurer invests all public monies held in excess of the
minimum compensating balance which it must maintain in the non-interest bearing demand
deposit account with the fiscal agent bank in accordance with an investment policy approved by
the State Board of Finance. The interest earned on the investment of these public monies is
distributed monthly to earmarked accounts, as specifically identified by statute, based on their
monthly average cash balances at the average certificate of deposit rate and overnight investment
rate. The remaining portion is transferred to the State General Fund Appropriations Account.

The State maintains accounts at commercial banks for various purposes at locations throughout
the State. Bank deposits may be under the joint custody of the State Treasurer and the
organization, agency, or other component units with the exception of the university funds, which
are entirely under the control of the universities.
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NOTE 2. DETAILED NOTES ON ALL FUNDS (CONTINUED)

A. Cash and Investments (Continued)

For deposits of public monies with New Mexico financial institutions, the State requires that its
depository banks pledge collateral valued at 50 percent to 100 percent of the amount deposited,
dependent upon each institution's operating results and capital.

Primary Government. As of June 30, 2006, the carrying amount of the primary
‘Government’s total cash and cash equivalents was $4,714,898. Cash and cash
equivalents in bank accounts for the primary government was $223,511. The remaining
balances were at the State Treasurer.

The following is a reconciliation of cash and cash equivalents and restricted cash and cash
equivalents to the financial statements.

Cash at State Treasurer's Office $ 4,505,555
Cash at U.S. Treasury Department 570,466
Bank accounts 1,123.727

$ 6,199,748
Governmental Activities $ 1,696,142
Business-Type Activities 926,139
Fiduciary Funds 3,577.467

99,74

Cash and cash equivalents balances as of June 30, 2006 were as follows:

Cash in bank $ 223,511
Less: FDIC Insurance Coverage (46.615)
Total unsecured public funds 176,896
Collateral pledged (586.702)
Uncollateralized and uninsured $ (409,800)

Custodial Credit Risk — Deposits. The custodial credit risk for deposits is the risk that, in the
event of the failure of a depository financial institution, a government will not be able to recover
deposits or will not be able to recover collateral securities that are in the possession of an outside
party. As of June 30, 2006, the State’s cash and cash equivalents deposits were not exposed to
custodial credit risk.
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A. Cash and Investments (Continued)

Investments

The State Treasurer Local Government Investment Pool is not SEC registered. Section 6-10-
10.1, NMSA 1978, empowers the State Treasurer, with the advice and consent of the State Board
of Finance, to invest money held in the short-term investment fund in securities that are issued
by the United States government or by its departments or agencies, and are either direct
obligations of the United States or are backed by the full faith and credit of the United States
government, or are agencies sponsored by the United States government. The Local Government
Investment Pool investments are monitored by the same investment committee and the same
policies and procedures that apply to all other state investments. The pool does not have unit
shares. Per Section 6-10-10.1 F, NMSA 1978, at the end of each month all interest earned is
distributed by the State Treasurer to the contributing entities in amounts directly proportionate to
the respective amounts deposited in the fund and the length of time the amounts were invested.
Participation in the Local Government Investment Pool is voluntary. The investments are valued
at fair value based on quoted market prices as of the valuation date.

Funds held for others by trustees represent funds held by financial institutions as trustees and
paying agents for the State for its various bond issues. The sources of funds are financing
program bond proceeds, pledged revenues and other debt service requirements. These funds are
invested in short-term money market accounts which invest in U.S. Treasury obligations and
repurchase agreements collateralized by U.S. Treasury obligations in accordance with state law.
The trustees are also permitted to purchase U.S. Treasury obligations. The State’s investments
are held by financial institutions in the State’s name.

Custodial Credit Risk Categorization

e Custodial credit risk refers to the risk that the State may not be able to obtain possession
of its investments in the event of default by counterparty. Investment securities are
exposed to risk if the securities are uninsured, are not registered in the name of the State
and are held by either the counterparty of the counterparty’s trust department of agent but
not in the State’s name.

Credit Risk — Debt Investments. Credit risk is the risk that an issuer or other counterparty to an
investment will not fulfill their obligations. In order to assess credit risk, the State Treasurer’s
Office is required to disclose credit ratings of its debt investments. U.S. government obligations
and obligations guaranteed by the U.S. government are not considered to have credit risk and
accordingly, do not require disclosure. Currently, the State does not have a policy for the Core
Bond Fund that all securities must be rated investment grade by one or more national rating
agencies at the time of purchase. The High-Yield Bond Fund policy requires that the securities
be rated at least CCC — or equivalent by one or more of the national rating agencies at the time of
purchase. Securities that fall below investment grade after purchase may be held at the
discretion of the State.
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A. Cash and Investments (Continued)

A summary of the investments at June 30, 2006 and their exposure to credit risk are as follows:

Investment Rating Fair Value
Investments subject to credit risk— S & P
Rating

Asset Backed Securities AAA $ 201,431
Commercial Mortgage-Backed AAA 213,434
Corporate Bonds AAA 1,025,110
Non-Governmental Backed C.M.Os AAA 304,742
Government Mortgage Backed Securities AAA 1,328,325
Government Bonds AAA 848,088
Government Agencies AAA 344,049
Municipal Agencies AAA 3,309
Index Linked Government Bonds AAA 100,763
Corporate Obligations AAA 5,719
Asset Backed Securities AA 2,991
Government Bonds AA 4,464
Non-Governmental Backed C.M.Os AA 2,254
Corporate Bonds AA 119,845
Government Agencies AA 8,505
Municipal Agencies AA 5,708
Corporate Obligations AA 71,601
Corporate Bonds A+ 216
Asset Backed Securities A 31,857
Government Bonds A 14,072
Government Agencies A 6,594
Municipal Agencies A 1,708
Corporate Bonds A 234,772
Non government Backed C.M.O A 1,350
Corporate Obligations A 118,309

Corporate Bonds BBB 212,439
Government Bonds BBB 33,772
Commercial Mortgage —~Backed BBB 889
Asset Backed Securities BBB 2,962
Non-Governmental Backed C.M.Os BBB 1,213
Corporate Obligations BBB 157,088
Corporate Bonds BB 91,908
Government Bonds BB 5,560
Asset Backed Securities BB 458
Corporate Obligations BB 127,625
Corporate Bonds B 134,460
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A. Cash and Investments (Continued)

Investment Rating Fair Value
Investments subject to credit risk —
S & P Rating (Continued)
$
Corporate Obligations B 211,432
Corporate Obligations CCC 35,693
Corporate Bonds CCC 4,308
Common Stock 3 285
Common Stock 2 618
Common Stock 1 512
Total investments subject to credit risk - S & P Rating 6,020,438
Investments subject to credit risk —
Moody Rating
U.S. Government Agency
Obligation AAA $ 7,394
Repurchase Agreements Aa2 13,513
Corporate Bonds AAl 8,728
Commercial Mortgage — '
Backed Aaa 97,021
Asset Backed Securities Aaa 1,015,646
Governmental Agencies Aaa 122,122
Government Bonds Aaa 286,576
Non-Governmental Backed CM.O’s Aaa 277,264
Corporate Bonds Aaa 14,336
Asset Backed Securities Aa 1,592
Commercial Mortgage —Backed Aa 18,161
Corporate Bonds Aa 330,561
Asset Backed Securities A 147,494
Commercial Mortgage —Backed A 323,397
Asset Backed Securities Baa 140,235
Corporate Bonds Baa 161,199
Corporate Bonds Ba 130,990
Commercial Mortgage —Backed B 285
Corporate Bonds B 157,254
Corporate Bonds Caa 5,494
Commercial Paper A-1+ 161,675
Commercial Paper A-1 29,979
Total investments subject to credit risk
— Moody Ratings 3,450,916
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A. Cash and Investments (Continued)

Investment Rating Fair Value
Investments subject to credit risk — Not
Rated
Asset Backed Securities NR $ 219,182
Alternative Investments NR 22,856
Bank Deposits NR 93,442
Certificate of Deposits NR 100
Commercial Paper NR 390,047
Corporate Bonds NR 219,250
Government Bonds NR 15,159
Municipal/Provincial Bonds NR 500
Money Market NR 109,432
Corporate Obligations NR 341,347
Non-Government Backed
CM.Os NR 37,596
Government Agencies NR 139,809
Municipal Agencies NR 244
Government MBS NR 10,313
Commercial MBS NR 25,713
Mutual Funds NR 55
Index Linked Government Bonds NR 2,564
Flex Repurchase Agreements NR 455,835
Flex Overnight Pool NR 1,937,000
Short term Government Bonds and
Notes NR 1,265,154
Short Term Investments NR 1,025,847
Total investments subject to credit
risk— Not Rated 6,311,445
Total investments subject to credit risk $ 15,782,799

Interest Rate Risk — Debt Investments. Interest rate risk is the risk that changes in interest rates
could adversely affect the fair value of an investment. The State does not have a policy for
interest rate risk management, but its practice is to address interest rate risk through the
management of debt investment duration.
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A. Cash and Investments (Continued)

A summary of the investments at June 30, 2006 and the exposure to interest rate risk are as

follows;

Less Greater
than 1 1-5 6-10 than 10
Investment Fair Value Year Years Years Years
Investments subject to interest rate risk
Asset Backed Securities $ 1,565,552 60,014 352,181 393,557 759,800
Bank Deposits 93,273 93,273 - - -
Certificate of Deposits 988 988 - - -
Commercial Mortgage Backed 186,826 325 4,193 15,732 166,576
Common Stock 1,499 1,499 - - -
Corporate Bonds 1,470,190 284,326 377,386 473,298 335,180
Government Agencies 126,922 - 121,425 535 4,962
Government Bonds 291,576 - - 5,000 286,576
Government Mortgage Backed Securities 149,959 - - - 149,959
Municipal/Provincial Bonds 500 250 - - 250
Non-Government Backed C.M.O.s 405,547 - - - 405,547
U.S. Treasury Securities 94,586 94,586 - - -
Equity 159,729 2,013 - - 157,716
U.S. Government Agency Obligations 1,060,074 933,362 126,712 - -
Commercial Paper 581,701 581,701 - - -
Money Market Funds 109,602 109,602 - - -
Flex Repurchase Agreements 469,348 355,825 113,523 - -
Flex Overnight Pool 1,963,698 1,963,698 - - -
Short term Government Bonds and Notes 2,112,051 2,112,051 - - -
The New Mexico State Treasurer's Office:
General Fund Investment Pool 637,956 - 637,956 - -
The State Investment Council:
Large Cap Active Pool 24,362 - - - 24,362
Large Cap Index Pool 9,055 - - - 9,055
Small/Mid Cap Active Pool 10,752 - - - 10,752
CDO Equity Pool 13 - - - 13
Non-U.S. Developed Markets Pools 6,113 - - - 6,113
Non-U.S. Emerging Market Pools 2,400 - - - 2,400
U.S. Core Bonds Pool 18,096 - - - 18,096
U.S. High Yield Bonds Pool 2,337 - - 2,337 -
Hedge Fund Pool 9,049 - - - 9,049
Total $11,563,754 6,593,513 1,733,376 890,459 2,346,406
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A. Cash and Investments (Continued)

Public Employee's Retirement Association

Bond Category Duration in years Percentage of Bond Portfolio
Corporate Convertible Bonds 5.85 0.13%
Convertible Equity 25.00 0.06%
Government Bonds 6.00 26.06%
Government Agencies 4.63 7.46%
Municipal Bonds 6.61 0.38%
Corporate Bonds 6.36 26.30%
Government MBS 11.88 22.75%
Commercial MBS 14.02 4.71%
Asset Backed Securities 10.06 4.72%
Non-Government Backed C.M.O.s 15.20 6.24%
Index Linked Government Bonds 12.22 1.19%
Total 100.00%

Educational Retirement Board

Investment Type Duration in years
U.S. Treasury Securities 3.47
U.S. Government Agency Obligations 1.61
Corporate Obligations 3.58
Corporate Asset and Mortgage Backed Securities 3.31
Short-Term Investment 0.25
Overall 4.64

Concentration of Credit Risk — Investments. Concentration risk is the risk of loss attributed to
the magnitude of a government’s investment in a single issuer. Investments in any one issuer
that represent 5% or more of total investments are considered to be exposed to concentrated
credit risk and are required to be disclosed. Investments issued or explicitly guaranteed by the
U.S. government and investments in mutual funds, external investment pools, and other pooled
investments are excluded from this requirement. As of June 30, 2006, the State was not exposed
to concentration of credit risk as no single issuer represented 5% of total investments.
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A. Cash and Investments (Continued)

Foreign Currency Risk — Investments. Foreign currency risk is the risk of changes in exchange
rates which could adversely affect an investment’s or deposit’s fair value. This risk is
eliminated in the Core Bonds and High — Yield Bond Funds by adhering to the SIC policy that
all securities be denominated in U.S. dollars, and is managed in the equity funds by limiting the
size of the internationally-invested funds.

A summary of the investments at June 30, 2006 and their exposure to foreign currency risk are as
follows:

Investment Type Foreign Currency Amount
Common Stock Euro $ 225,112
Common Stock Japanese Yen 169,430
Common Stock British Pound 158,922
Common Stock South Korean Won 91,646
Common Stock Taiwan Dollar 76,290
Common Stock South African Rand 67,513
Common Stock Hong Kong Dollar 60,919
Common Stock Swiss Franc 47914
Common Stock Australian Dollar 36,142
Common Stock Mexican Peso 28,766
Common Stock Thai Baht 28,236
Common Stock New Israeli Shekel 22,266
Common Stock Turkish Iira 18,179
Common Stock Indian Rupee 16,673
Common Stock Swedish Krona 16,300
Common Stock Hungarian Forint 15,631
Common Stock Brazilian Real 10,978
Common Stock Indonesian Rupiah 10,208
Common Stock Philippine Peso 7,991
Common Stock Norwegian Krone 5,868
Common Stock Singapore Dollar 5,751
Common Stock Danish Krone 5,491
Common Stock Various 3,197
Unit Trust Equity Australian Dollar 342
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A. Cash and Investments (Continued)

Investment Type Foreign Currency Amount
Unit Trust Equity New Zealand Dollar $ 37
Cash and cash equivalents Euro 2,911
Cash and cash equivalents Brazilian Real 1,706
Cash and cash equivalents  South African Rand 1,651
Cash and cash equivalents  British Pound 1,587
Cash and cash equivalents Various 1,175
Cash and cash equivalents Taiwan Dollar 1,033
Cash and cash equivalents  Japanese Yen 792
Cash and cash equivalents New Israeli Shekel 787
Cash and cash equivalents Hong Kong Dollar 770
Cash and cash equivalents  Turkish lira 660
Cash and cash equivalents Indian Rupee 569
Cash and cash equivalents ~ Australian Dollar 236
Cash and cash equivalents Indonesian Rupiah 213
Partnerships Euro 84,151
Partnerships British Pound Sterling 3,161
Preferred Stock Brazilian Real 51,957
Preferred Stock South Korean Won 13,041
Preferred Stock Euro 1,853
Preferred Stock Buitish Pound Sterling 30
Rights/Warrants Euro 20
Rights/Warrants Swedish Krona 1
Bonds Argentinean Peso 478
Bonds Australian Dollar 101,397
Bonds Brazilian Real 72,295
Bonds British Pound Sterling 773,718
Bonds Canadian Dollar 118,473
Bonds Chile 1,557
Bonds Chinese Renminbi 15,300
Bonds Danish Krone 7,794
Bonds Eqypt 831
Bonds Euro 1,422,435
Bonds Hong Kong Dollar 128,330
Bonds Hungarian Forint 14,100
Bonds Indian Rupee 9,656
Bonds Indonesian Rupiah 18,486
Bonds Japanese Yen 1,127,413
Bonds Malaysian Ringgit 10,385
Bonds Mexican Peso 40,501
Bonds New Israeli Shekel 21,906
Bonds New Zealand Dollar 974
Bonds New Taiwan Dollar 76,914
Bonds Norwegian Krone 16,421

62



STATE OF NEW MEXICO
NOTES TO FINANCIAL STATEMENTS
June 30,2006

NOTE 2. DETAILED NOTES ON ALL FUNDS (CONTINUED)

A. Cash and Investments (Continued)

Investment Type Foreign Currency Amount
Bonds Peru $ 205
Bonds Philippine Peso 6,355
Bonds Russia 6,001
Bonds - Singapore Dollar 37,645
Bonds South African Rand 92,432
Bonds South Korean Won 115,432
Bonds Swedish Krona 52,527
Bonds Swiss Franc 299,042
Bonds Thai Baht 29,297
Bonds Turkish Lira 17,439

$ 5,933,845

Investment by funds at June 30, were as follows:

Governmental Activities $ 6,375,460
Business-Type Activities 1,726,205
Fiduciary Funds 36,023,386

44 1

Securities Loan Program

Through a safekeeping agent, the State lends securities for a fee from its investment portfolios on
a collateralized basis to third parties, primarily financial institutions and/or brokerage houses.
The market value of the required collateral must meet or exceed 102 percent of the market value
of the securities loaned, providing a margin against a decline in the market value of the
collateral. Securities loaned and securities taken as collateral are all book-entry securities which
are substantially similar in type, rate, and maturity for each transaction. Under this program, the
State may demand return within twenty-four (24) hours of any security previously loaned.

Discretely Presented Component Units
New Mexico Finance Authority (NMFA). Funds held for others and short-term investments are
held at the trustees in the names of the applicable government entity and the NMFA. The

repurchase agreements are overnight only. The following is a reconciliation of cash and cash
equivalents to the financial statements.
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A. Cash and Investments (Continued)

Cash and Cash Equivalents and Restricted Cash and Cash Equivalents

Cash at State Treasurer's Office $ 58,835
Money market accounts 97,570
Trust Accounts 119,066
Reserve on Bond Payable 265
Bank accounts 229

$ 275,965

Funds held for others by trustees represent funds held by financial institutions as trustees and
paying agents for the NMFA for its various bond issues. The sources of funds are financing
program bond proceeds, pledged revenues and other debt service requirements. These funds are
invested in short-term money market accounts that invest in U.S. Treasury obligations in
accordance with state law. The trustees are also permitted to purchase U.S. Treasury obligations.

Custodial Credit Risk: Custodial credit risk is the risk that, in the event of failure of the
counterpart, the NMFA will not be able to recover the value of its collateral securities that are in
the possession of an outside party. The NMFA’s cash balances are not exposed to custodial
credit risk. All are fully collateralized and the collateral is held in the NMFA’s name.

New Mexico Mortgage Finance Authority (NMMFA).

As of September 30, 2006 the carrying value of cash and cash equivalents include the following:

Cash $ 16,797
Cash equivalents not considered deposits

Money market accounts 194

Money market funds 29,192

Repurchase agreements 5,096

Guaranteed Investment contracts 383.437

$ 434716

Custodial Credit Risk: Custodial credit risk for deposits is the risk that in the event of a bank
failure, the NMMFA deposits may not be recovered. The investment policy requires
consideration of the creditworthiness in selecting financial institutions. At September 30, 2006,
NMMFA’s bank balance was $16,945. Of this amount, $248 was insured by the Federal Deposit
Insurance Corporation (FDIC), $181 was collateralized by collateral held by the bank in the New
Mexico Mortgage Finance Authority name. The total amount subject to custodial credit risk at
September 30, 2006 was $16,516 which consists of $16,441 was collateralized by collateral held
by the bank but not in NMMFA’s name, and $75 was uninsured and uncollateralized.
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All of NMMFA'’s investments are insured, registered, or are held by NMMFA or it’s agent in the
name of NMMFA.

The NMMFA administers public funds for the State Homeless, Innovation in Housing Awards
and Weatherization Programs. As required by State law, the NMMFA obtains from each bank
that is a depository for public funds pledged collateral in an aggregate amount at least equal to
one half of the public money in each account. No security is required for deposit of public
money that is insured by the FDIC. As of September 30, 2006 NMMFA had $723 of public
funds on deposit which are fully collateralized by collateral held by the bank in the NMMFA'’s
name.

Investments
The NMMFA has the following investments and maturities at September 30, 2006

Investment maturities (in years)

Investment Type Fair Value Less than 1 1to 5 6 to 10 More than 10
Money Market Funds $ 29,192 29,192 - - -
Repurchase Agreements 5,096 5,096 - - -
Guaranteed Investment Contracts 383,437 375,578 111 - 7,748
Internal State Pools:
Money Market Funds 3,014 3,014 - - -
Repurchase Agreements and 60 60 - - -
Pool
Commercial Paper 5,260 5,260 - - -
Certificates of Deposit 273 273 - - -
U.S. Agencies 7,834 7,834 - - -
Governmental Bonds 3,814 - - 75 3,738
Governmental Agencies 1,600 - 1,536 - 64
Corporate Bonds 5,677 1,135 1,476 1,760 1,306
Government Mortgage-Backed
Securities 3,082 - 62 247 2,774
Commercial Mortgage-Backed 1,695 - - - 1,695
Asset-Backed Securities 6,354 254 1,398 1,589 3,113
Non-Government-Backed 2,477 - - - 2,477
CMOS
Short-Term Investment Funds 1,438 1,438 - - -
U.S. Agencies 19,570 4,960 14,610
Securitized Mortgage Loans 746,728 - - - 746,728
$ 1,226,601 434,094 19,193 3,671 769,643
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The following table provides information on the credit ratings associated with the NMMFA’s

investments in debt securities, excluding obligations of the Unites States government or
obligations explicitly guaranteed by the United States government at September 30, 2006.

U.S. Gov.

Investment Type Fair Value AAA AA A BBB Guaranteed NR
Money Market Funds $ 29,192 - - - - - 29,192
Repurchase Agreements 5,096 - B - - - 5,096
Guaranteed Investment

Contracts 383,437 - - 383,437 - - -
Internal State Pools:

Money Market Funds 3,014 - B - - - 3,014

Repurchase Agreements

and Pool 60 - B - - - 60
Commercial Paper 5,260 - - 5,260 - - -
Certificates of Deposit 273 - - - - - 273
U.S. Agencies 7,834 7,834 - - - - -
Governmental Bonds 3,813 2,555 - - - 1,182 76
Governmental Agencies 1,600 64 - - - 1,536 -
Corporate Bonds 5,677 284 511 1,249 1,533 2,100
Govermment Mortgage

Backed Securities 3,082 - - - - 3,082 -
Commercial Mortgage-

Backed 1,695 1,661 - B - - 34
Asset-Backed Securities 6,355 826 382 1,334 954 - 2,859
Nongovemmental-

Backed CMOS 2,447 1,561 - - - - 916
Short-Term Investment

Funds 1,438 - - - - - 1,438

U.S. Agencies 19,570 19,570 - - . - -
Securitized Mortgage

Loans 746,728 - 133,037 - - 613.691 -

3 1,226,601 34,355 133,930 391,280 2,487 619,491 45,058

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The NMMFA investment policy requires 1) staggered maturities to avoid undue
concentrations of assets in a specific maturity sector, 2) stable income, 3) adequate liquidity to
meet operations and debt service obligations; and 4) diversification to avoid overweighing in any
one type of security.

Concentration of credit risk is the risk of loss attributable to the magnitude of the NMMFA’s
investment in a single issuer. The following issuers and their respective percentage of total
investments represent greater than 5% of the NMMFA total investments reported on the balance
sheet as of September 30, 2006: Governmental National Mortgage Association 77% and Federal
National Mortgage Association 17%.
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Receivables at June 30, 2006, including the applicable allowances for uncollectible accounts, are
as follows:

Governmental Activities

Accounts Total Total
Interest Taxes Receivable Receivables Allowances Receivables, net
General $ 845 52,635 157,212 210,692 (10,346) 200,346
Educational - - 86,591 86,591 - 86,591
Health and Human
Services - - 143,426 143,426 - 143,426
Highway and
Transportation 2,507 48,508 2,293 53,308 - 53,308
Severance Tax
Permanent Fund - - 10,630 10,630 - 10,630
Land Grant
Permanent Fund 5,953 - - 5,953 - 5,953
Nonmajor
Governmental
Funds 2,087 182 39,764 42,033 (380) 41,653
Internal Service Fund 347 - 3,151 3,498 - 3,498
Total $ 11,739 101.325 443,067 556,131 (10,726) 545,405
Business-Type Activities
Non-Major
Educational Enterprise
Institutions Funds Total
Taxes $ - 25,344 25,344
Accounts 168,675 33,487 202,157
Grants 44,607 - 44,607
Interest - 3,979 3,979
Total Receivables 213,282 62,810 276,087
Allowances (26,504) (12,914) (39.418)
Total Receivables, net $ 186,778 49,896 236,669
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B. Receivables (Continued)

Fiduciary Funds
External Private
Investment  Pension Trust  Purpose Trust
__Agency Funds  Trust Funds Funds Funds Totals
Tax assessments $ 487,864 - 705 - 488,569
Accounts 784,086 - 88,423 - 872,509
Interest and dividends 9 15,939 73,185 13,102 102,235
Total Receivables 1,271,959 15,939 162,313 13,102 1,463,313
Allowances (506,126) - - - (506,126)
Total Receivables, net  $ 765,833 15,939 162,313 13,102 957,187

Discretely Presented Component Units

New Mexico Finance Authority. Loans receivable balances consist of the following:

Loans receivable $ 575,266
Allowance of loan losses (482)
Loans, net $ 574,784

An analysis for the allowance for loan losses is as follows:

Balance, beginning of year $ (482)
Provision for loan losses -
Balance, end of year \ $ (482)

New Mexico Mortgage Finance Authority. Mortgage loans balances consist of the following:

Mortgage loans receivable $ 184,232
Allowance for mortgage loan losses (462)
Deferred origination and commitment fees (1.855)
Mortgage loans, net b 181,915

An analysis of the allowance for mortgage loan losses is as follows:

Balance, beginning of year $ 609
Provision (recovery) for loan losses (106)
Cash reserves received for programs 30
Loans written off, net of recoveries (71)
Balance, end of year $ 462

68



STATE OF NEW MEXICO

NOTES TO FINANCIAL STATEMENTS

June 30, 2006

NOTE 2. DETAILED NOTES ON ALL FUNDS (CONTINUED)

C. Interfund and Interagency Receivables, Payables, and Transfers

The composition of interfund balances as of June 30, 2006, is as follows:

Transfers  Transfers
Due From Due To In Out

Governmental Activities
General Fund 912,077 406,080 1,429,150 5,594,987
Education 467,900 77,916 2,304,983 87,182
Health and Human Services 118,370 11,747 818,339 78,694
Highway and Transportation 156,374 131,272 192,382 173,135
b 125,803 123217 171,798
Land Grant Permanent Fund 352 - 28,246 29,035
ROy Governmental 245000 153,747 991,991 290,835
Internal Service Fund 4,253 8,248 4,323 -

Fiduciary Funds
Agency Funds 195,791 1,440,009 - -
Pension Trust Fund 432 1,441 - -
External Investment Trust ) i ) i
Fund

Private Purpose Trust Fund 4,293 - - -

Total Governmental and
Fiduciary 2,231,565 2,230,460 5,892,631 6,425,666

Business-Type Activities
Education Institutions - - 569,748 -
Nonmajor Enterprises Funds 1,665 2,770 - 36,713
Total Business-Type Activities 1,665 2,770 569,748 36
Totals $ 2,233,230 2,233,230 6,462,379 6,462,379

The interfund receivables and payables balances resulted from the time lags between the dates
that: 1) interfund goods and services are provided or reimbursable expenditures occur; 2)
transactions are recorded in the accounting system; and 3) payments between funds are made.

Transfers between funds occur when one fund collects revenue and transfers the assets to another
fund for expenditure or when one fund provides working capital for another fund. All transfers
must be legally authorized by the Legislature through statute or an Appropriation Act. Transfers
during the year were made to finance the operations of the individual departments as authorized
by the Legislature and to revert (transfers out) any unspent or unencumbered balances of the
authorized appropriations.
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D. Capital Assets

Capital asset activity was as follows:

Primary Government

Beginning Transfers and Ending
Governmental Activities Balance Additions Deletions Reclassifications Balance
Capital assets, not being depreciated
Land and land improvements $ 73,554 5,933 (160) 92 79,419
Construction in progress 71,376 2,170 8) (811) 72,727
Infrastructure 368,991 11,294 (11) 115 380,389
Mineral rights 26,065 21,763 - - 47,828
Total capital assets, not being
depreciated 539,986 41,160 (179) (604) 580,363
Capital assets, being depreciated
Land improvements 35,826 2,030 (1,006) 41 36,891
Equipment and machinery 284,059 9,751 (8,807) (1,112) 283,891
Buildings and improvements 1,010,299 12,224 (104) 1,629 1,024,048
Furniture and fixtures 23,384 1,644 (876) (130) 24,022
Data processing equipment and
software 94,074 22,195 (10,163) (523) 105,583
Vehicles 221,883 18,123 (10,783) 117 229,340
Library books and other 10,813 2,434 4) (69) 13,174
Infrastructure 15,071,248 349,159 (308,472) - 15,111,935
Total capital assets, being
Depreciated 16,751,586 417,560 (340,215) (47, 16,828,884
Less accumulated depreciation for
Land improvements (6,768) (1,254) - (11,273) (19,295)
Equipment and machinery (99,647) (15,622) 7,796 (18,893) (126,366)
Buildings and improvements (649,761) (33,521) 52 76,049 (607,181)
Furniture and fixtures (11,999) (2,049) 663 (2,015) (15,400)
Data processing equipment and
software (58,495) (10,651) 9,046 (5,295) (65,395)
Library books and other (3,150) (1,227) 3 (173) (4,547)
Vehicles (133,403) (18,506) 10,270 (8,719) (150,358)
Infrastructure (8,200,378) (499,070) 308,472 1 (8,390,975)
Total accumulated depreciation (9,163,601) (581,900) 336,302 29,682  (9,379,517)
Total capital assets, being
depreciated, net 7,587,985 (164,340) (3,913) 29,635 7,449,367
Governmental activity capital assets, net $ 8,127,971 (123,180) (4,092) 29,031 8,029,730
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D. Capital Assets (Continued)

Business-Type Activities:

Capital assets, not being depreciated
Land and land improvements
Construction on progress

Total capital assets, not being
depreciated

Capital assets, being depreciated
Land improvements
Equipment and machinery
Buildings and improvements
Furniture and fixtures
Data processing equipment and

software
Library books and other
Vehicles
Infrastructure
Total capital assets, being
depreciated

Less accumulated depreciation for
Land improvements
Equipment and machinery
Buildings and improvements
Furniture and fixtures
Data processing equipment and

software
Library books and other
Vehicles
Infrastructure
Total accumulated depreciation

Total capital assets, being
depreciated, net

Business-Type activities capital assets, net

Beginning Transfers and Ending
Balance Additions Deletions Reclassifications Balance
$ 51,761 768 (1,121) 3,763 55,171
71,132 158,829 (42,135) (21,348) 166,478
122,893 159,597 (43,256) (17,585) 221,649
50,547 942 (166) - 51,323
701,489 118,398 (20,984) (301) 798,602
1,408,583 14,328 (2,946) 78,315 1,498,280
67,175 5,439 (5,364) 5,663 72,913
15,887 155 (98) 324 16,268
201,127 7,565 (1,167) 4,717y 202,808
4,256 553 (403) & 4,406
138,558 5,394 = 21,242 165,194
2,587,622 152,774 (31,128) 100,526 2,809,794
(97,474) (4,018) 141 22,639 (78,712)
(433,658) (49,229) 19,744 (6,300)  (469,443)
(576,628) (36,805) 1,095 (12,423)  (624,761)
(49,956) (4,907) 5,471 (3,208) (52,600)
(7,461) (8,808)
(1,438) 97 (6)
(162,102) (8,698) 1,118 (1,023)  (170,705)
(3,153) (481) 400 - (3.234)
(34,219) (7,092) - (22,740) (64,051)
(1,364,651) (112,668) 28,066 (23,061) (1,472,314)
1,222,971 40,106 (3,062) 77,465 1,337,480
$ 1,345,864 199,703 (46,318) 59,880 1,559,129
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D. Capital Assets (Continued)

Depreciation expense charged to functions/programs of governmental activities as follows:

General $ 22,805
Culture, recreation, natural resources 11,382
Highways and transportation 514,839
Judicial 5,634
Legislative 59
Public safety 15,407
Regulation, licensing, etc. 1,676
Health and human services 9,465
Education 633

$ 581,900

Discretely Presented Component Units

Activity for the New Mexico Finance Authority was as follows:

Beginning Ending
Balance Additions Deletions Balance
Capital assets, being depreciated
Furniture, fixtures and equipment $ 410 453 (1) 862
Accurnulated depreciation (150) (120) 1 (269)
Capital assets, net $ 260 333 - 593
Activity for the New Mexico Mortgage Finance Authority was as follows:
Beginning Ending
Balance Additions Deletions Balance
Capital assets, not being depreciated
Land $ 512 - - 512
Capital assets, being depreciated
Buildings and improvements 3,041 - - 3,041
Furniture, equipment and vehicles 1,397 196 (5 1,588
Total capital assets, being depreciated 4,438 196 (5) 4,629
Accumulated depreciation for
Buildings and improvements (1,592) (136) - (1,728)
Equipment and machinery (1,058) (97) 2 (1,153)
Accumulated depreciation (2,650) (233) 2 (2,881)
Capital assets, net $ 2,300 (37 (3) 2,260
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Construction Commitments

The State has active construction projects as of June 30, 2006. The projects include highway
construction, university infrastructure, facilities construction, and renovation. At year-end, the
State's commitments for construction are as follows:

Project Commitment

University infrastructure $ 286,404
University facilities construction and renovation 93,974
Total $ 380,378

As of June 30, 2006 the Department of Transportation had no other construction commitments.

Operating Leases

The State leases building and office facilities and other equipment under noncancelable operating
leases. Total cost for such leases were $55,042 for the year ended June 30, 2006. The future
minimum lease payments for these leases are as follows:

Amount

2007 $ 56,211
2008 43,995
2009 36,983
2010 30,490
2011 25,833
2012-2016 65,288
2017-2026 21,175

Total $ 279,975

Capital Leases

The State is obligated under lease purchase contracts. In the opinion of counsel for the State,
these lease purchase contracts comply with the Montano vs. Gabaldon decision, in that payments
for these will be made from Special Revenue Funds and not from general tax revenue.
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The following is a schedule by years of future minimum lease payments under capital leases,
together with the present value of the net minimum lease payments as of June 30, 2006:

Year Ending June 30:
2007 $ 2,499
2008 1,692
2009 618
2010 to 2019 904
Total 5,713
Amount representing interest (575)
Total $ 5,138

Capital leases by funds are as follows:

Governmental Activities $ 2,425
Business-type Activities 2,713
$ 5,138

E. Bonds Payable

General Obligation Bonds

The State issues general obligation bonds to provide funds for the acquisition and construction of
major capital facilities. General obligation bonds are direct obligations and pledge the full faith
and credit of the State. These bonds generally are issued as 10-year serial bonds with equal
amounts of principal maturing each year.

No General Obligation Bonds were issued during the fiscal year ended June 30, 2006.
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General Obligation Bonds (Continued)

General obligation bonds currently outstanding are as follows:

Amount Interest Rate Final Maturity

Capital Projects Series 2001 $ 35,135 4.00-5.00 2011

Enhanced 911 Revenue Bonds Series 2000 1,455 4.35-5.90 2008

2001 - B Refunding 8,415 5.00 2007

Capital Projects Series 2003 97,655 2.00-5.00 2013

2003 - B Refunding 28,575 3.00-5.00 2008

Series 2005 Debt Service 103,500 4.00-5.00 2015
Total $ 274,735

Annual debt service requirements to maturity for general obligation bonds in the governmental
funds are as follows:

Year ending
June 30, Principal Interest Total
2007 $ 49,126 9,115 58,241
2008 41,847 7,764 49,611
2009 41,307 7,664 48,971
2010 32,768 6,079 38,847
2011 to 2015 109,687 20,351 130,038
Total $ 274,735 50,973 325,708

Subsequent to June 30, 2006, the State of New Mexico issued the following General Obligation
Bond Series notes: Series 2007, $134,870 million.

Severance Tax Bonds

The State levies severance taxes on the mining and production of various natural resources, and has
issued severance tax bonds secured by deposits of such taxes in a bonding fund. The Severance
Tax Bonding Act was amended to authorize the creation of a supplemental severance tax bond
program to fund school capital funding needs. Supplemental Severance Tax Bonds are secured
by a second lien on severance tax revenue and are subordinate in all respect to senior bonds.

The following severance tax bonds were issued during the fiscal year ended June 30, 2006:

Severance Tax Bonds Supplemental Series 20064. On June 20, 2006, the State Board of Finance
issued bonds with a principal amount of $135,000 to finance public capital projects. Interest rates
range from 4% to 5% with principal payments due through 2016.
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E. Bonds Payable (Continued)

Severance Tax Bonds (Continued)

Severance tax bonds currently outstanding are as follows:

Series 1999 - A Supplemental
Series 2000 - C Supplemental
Series 2001 - A Refunding

Series 2002 - A

Series 2002 - A Supplemental
Series 2002 - B Supplemental

Series 2003 - A

Series 2003 - B Supplemental

Series 2004 - A

Series 2004 - B Supplemental

Series 2005 - A

Series 2005 - B-1 Refunding

Series 2005 - B-2 Supplemental
Series 2006 - A

Total

Bond Premium

Total

Amount Interest Rate  Final Maturity
$ 1,975 4,25-5.50 2007
3,930 4.50-5.00 2008
63,360 4.00 - 5.00 2013
19,440 4.00-5.00 2013
19,655 4.00 —5.00 2012
33,720 2.00-5.00 2012
61,855 2.50-5.00 2013
8,425 2.00-3.70 2013
64,810 5.00 2014
9,150 2.00-5.00 2014
97,000 4.00-5.50 2015
37,040 3.00-5.00 2012
21,095 3.25-5.00 2011
135,000 4.00-5.00 2016
576,455
1,480
$ 577,935

Annual debt service requirements to maturity for severance tax bonds in the governmental funds

are as follows:

Year ending

June 30, Principal Interest Total
2007 $ 78,417 14,588 93,005
2008 81,208 15,105 96,313
2009 77,771 14,466 92,237
2010 62,882 11,697 74,579

2011 to 2015 276,177 49,880 326,057
Total 576,455 105,736 682,191
Bond Premium 1,480 - 1,480
Total $ 577,935 105,736 683,671

Subsequent to June 30, 2006, the State of New Mexico issued the following Severance Tax Bond
note: 2007A Series, $162,840 million.
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E. Bonds Payable (Continued)

Revenue Bonds

The government also issues bonds where the government pledges income derived from the
related acquired or constructed assets to pay debt service.

Revenue bonds outstanding at year-end are as follows:

Governmental Activities

Energy and Minerals Series 1995 - A & B
Energy and Minerals Series 1996 -4 & B
Energy and Minerals Series 1997 — A & B
Energy and Minerals Series 1998 — A & B
Energy and Minerals Series 2001
Energy and Minerals Series 19954 & 19964
Energy and Minerals Series 2003
Olffice of State Engineer Series 1998 — A
Senior Subordinate Lien Tax Revenue Highway
Bonds — Series 1998
Subordinate Lien Tax Revenue Highway Bonds
(WIPP) — Series 1998B
Senior Subordinate Lien Tax Revenue Highway
Bonds — Series 1999
Senior Subordinate Lien Tax Revenue Highway
Bonds — Series 2000
Enhanced 911 — Series 2000
Senior Subordinate Lien Tax Revenue Highway
Bonds — Series 2001
Senior Subordinate Lien Tax Revenue Highway
Bonds — Series 2002
Subordinate Lien Tax Revenue Highway Bonds
(WIPP) — Series 2002
Highway Infrastructure Fund Revenue Highway
onds (HIF) — Series 2002C
Senior Subordinate Lien Tax Revenue Highway
Bonds — Series 2002 — D
Senior Lien Transportation Revenue Bonds —
Series 2004 A
Subordinate Lien Transportation Refunding
Revenue Bonds — Series 20048
Subordinate Lien Transportation Refunding
Revenue Bonds — Series 2004C
State Museum Tax Revenue Bonds

Total
Bond Discount

Total $

Amount Interest Rate  Final Maturity
$ 174 3.00 - 6.00 2015
223 3.00-6.00 2016
3,128 3.00-6.00 2017
3,522 6.00 — 8.00 2018
3,760 4.70 2020
4,155 4.47 2016
6,612 3.82 2023
496 5.87 2008
21,960 4.50-5.125 2010
34,435 3.70-5.125 2011
29,665 4.75 - 6.00 2011
53,815 5.00 — 6.00 2015
745 4.50-6.75 2007
123,815 4.00-5.25 2013
44,700 450550 2014
26,085 3.25-5.00 2011
32,945 3.25-5.283 2017
5,770 2.25-5.00 2014
700,000 3.80-5.25 2024
182,315 2.00-5.00 2014
200,000 2.00-5.00 2014
5613  .62-4.18 2023
1,483,933
(30,876)
1,453,057
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NOTE 2. DETAILED NOTES ON ALL FUNDS (CONTINUED)

E. Bonds Payable (Continued)
Revenue Bonds (Continued)

Business-type Activities

Capital Improvement Bonds Series 2004
Miners Colfax Hospital Revenue Bonds —
Series 2004
Miners Colfax Hospital Revenue Bonds -
Series 2006
Revenue and Improvement Revenue Series 1998
Revenue and Improvement Revenue Series 2001
Revenue and Improvement Revenue Series 2002
Refunding and Improvement — Series 2003
Improvement Revenue Bonds — Series 2004B
Improvement Revenue Bonds — Series 2006
System Revenue Bonds — Series 1998
General Obligation Building — Series 20054
General Obligation Building — Series 2005B

System Revenue Bonds — Series 2005

System Refunding — Series 1998

Refunding — Series 1998-4

Refunding — Series 2001

2001 Revenue Refunding Bonds

System Revenue Refunding — Series 1992 — A

Subordinate Lien System Improvement —
Series 1996

System Revenue — Series 2000

Subordinate Lien System Improvement —
Series 2001

Subordinate Lien System Refunding and
Improvement — Series 2002 — A4

Subordinate Lien System Refunding —
Series 2002 — B

Subordinate Lien System Refunding —
Series 2002 - C

Subordinate Lien Systems Refunding Series
2003 - A

Subordinate Lien System Revenue (taxable)
— Series 2003 — B

Subordinate Lien System Revenue (taxable)
— Series 2003 - C

FHA Insured Hospital Mortgage Revenue
Bonds — Series 2004

Subordinate Lien System Improvement Revenue
Bonds — Series 2005

Total
Bond premium and discounts, net
Total

Amount Interest Rate Final Maturity

$ 5,347 1.26 - 3.67% 2014
10,157 1.51-4.76 2024
6,488 1.15-4.76 2026
8,890 3.95-5.00 2020
7,410 3.95-5.00 2021
12,305 2.00-5.00 2022
26,185 2.00-5.00 2023
40,440 2.00-5.00 2025
10,245 4.00-5.00 2026
3,010 3.55-4.40 2013
2,350 2.35-3.50 2010
4,500 3.15-4.25 2015
9,325 3.25-4.25 2026
4,425 4.25-4.70 2011
1,475 3.00-4.00 2008
7,630 3.25-5.00 2013
5,450 325 5.00 2019
27,660 5.60-6.25 2021
895 4.80-5.50 2026
11,382 4.65—-6.35 2029
47,640 Variable 2026
54,745 2.50-5.25 2032
25,475 3.83 2026
36,940 3.94 2030
19,235 2.00-5.25 2018
5,585 1.35-5.625 2024
5,615 4.50 - 4.60 2033
192,250 2.00-5.00 2031
125,575 3.00-4.50 2035

718,629

1,170

$ 719,799
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NOTE 2. DETAILED NOTES ON ALL FUNDS (CONTINUED)
E. Bonds Payable (Continued)
Revenue Bonds (Continued)

Annual debt service requirements to maturity for revenue bonds are as follows:

Governmental Activities Business-Type Activities
Year ending
June 30, Principal Interest Total Principal  Interest Total
2007 $ 77,962 66,393 144,355 20,052 33,295 53,347
2008 72,228 62,613 134,841 23,921 31,764 55,685
2009 75,613 58,991 134,604 25,123 30,781 55,904
2010 79,488 55,161 134,649 26,123 29,704 55,827
2011 71,249 50,231 121,480 27,177 29,396 56,573
2012 to 2016 338,987 200,182 539,169 134,864 128,741 263,605
2017 to 2021 425,593 105,229 530,822 146,349 96,087 242,436
2022 to 2026 342,813 10,428 353,241 155,790 58,216 214,006
2027 to 2035 - - - 159,230 28,582 187,812
Total $ 1,483,933 609,228 2,093,161 $ 718,629 466,566 1,185,195
Bond Premium
and Discount (30,876) - (30,876) 1,170 - 1,170
Total $ 1,453,057 609,228 2,062,285 $ 719,799 466,566 1,186,365

Advance and current refundings:

Governmental Activities:

The State issued $700,000 through the New Mexico Finance Authority (NMFA) State
Transportation Revenue Bonds (Senior Lien), Series 2004A in May 2004. The gross proceeds to
the State were $738,788, including $43,557 of an original issue premium. The cost of issuance
including underwriter fees was $6,368. The bonds are special, limited obligations of the State,
together with additional bonds hereafter issued, solely from and secured by federal funds not
otherwise obligated that are paid into the State Road Fund, proceeds of the collection of taxes
and fees that are required to be paid into the State Road Fund and not otherwise pledged
exclusively to the payment of outstanding bonds and debentures, and taxes and fees required by
law to be paid into the Highway Infrastructure Fund. The Series 2004A Bonds were issued to
provide funds for certain transportation projects authorized by the State Legislature and that the
State has determined to be necessary or desirable.
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NOTE 2. DETAILED NOTES ON ALL FUNDS (CONTINUED)
E. Bonds Payable (Continued)
Revenue Bonds (Continued)

The State is responsible for the NMFA issuance costs and must annually pay the NMFA twenty-
five basis points on the outstanding principal balance. Principal of the bonds is payable on June
15", Interest with rates ranging from 3.8% to 5.25% per annum, is payable semi-annually on
June 15" and December 15" through the year 2024.

The State issued $237,950 and $200,000 of bonds through the New Mexico Finance Authority’s
(NMFA) State Transportation Refunding Revenue Bonds (Subordinate Lien), Series 2004B and
Series 2004C in May 2004. The gross proceeds to the State for both issuances were $451,069
including $16,347 of an original issue premium. The cost of issuance including underwriter fees
was $4,229. Following is the detail of the Series 2004B and Series 2004C bonds issued.

The $237,950 Series 2004B Bonds are special, limited obligations of the State, together with
additional bonds hereafter issued, solely from and sccured solely by federal funds not otherwise
obligated that are paid into the State Road Fund, proceeds of the collection of taxes and fees that
are required to be paid into the State Road Fund and not otherwise pledged exclusively to the
payment of outstanding bonds and debentures, and taxes and fees required by law to be paid into
the Highway Infrastructure Fund. The bonds are being issued through the NMFA at the direction
of the State Transportation Commission of the State of New Mexico to provide funds to refund
and restructure certain outstanding bonds of the NMFA and the Commission.

The State is responsible for the NMFA issuance costs and must annually pay the NMFA twenty-
five basis points on the outstanding principal balance. Principal of the bonds is payable on June
15", Interest with rates ranging from 2% to 5% per annum, is payable semi-annually on June 15™
and December 15" through the year 2014.

The Series 2004C Bonds are special, limited obligations of the State payable, together with
additional bonds hereafter issued, solely from and secured solely by federal funds not otherwise
obligated that are paid into the State Road Fund, proceeds of the collection of taxes and fees
required by law to be paid in the Highway Infrastructure Fund. The lien on the bonds on such
revenues is subordinate to the lien thereon securing other bonds issued concurrently with the
2004C bonds or which may hereafter be issued through the NMFA. The bonds are being issued
through NMFA at the direction of the State Transportation Commission of the State of New
Mexico to provide funds to refund and restructure certain outstanding debt.

The State is responsible for its issuance costs and must annually pay the NMFA twenty-five
basis points on the outstanding principal balance. Principal of the bonds is payable on June 15"
with interest payable semi-annually on June 15" and December 15" through the year 2023.
Interest is fixed at 3.393% based on a swap agreement in place at June 30, 2004.
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NOTE 2. DETAILED NOTES ON ALL FUNDS (CONTINUED)
E. Bonds Payable (Continued)

Revenue Bonds (Continued)

For the year ended June 30, 2006, the NMFA recorded $1,750 in administrative fees related to
the three bonds in the GRIP Administrative Fund (Proprietary Fund).

At June 30, 2006, the NMFA had $408,236 in cash at trustee related to these three bonds offset
by accounts payable, debt service payable and funds held for the New Mexico Department of
Transportation. The NMFA has recorded these amounts in an agency fund.

The State issued the 2004B and 2004C Bonds to advance refund certain older debt issues. The
net proceeds of $408,856 plus an additional $7,286 were used to purchase U.S. governmental
securities. These securities were deposited in an irrevocable trust with an escrow agent to
provide for all future debt service payments on the older debt issues. As a result, the advance
refund of the older debt are considered to be defeased and the liabilities for those bonds have
been removed from long-term obligations. On June 30, 2006, $363,490 of bonds outstanding are
considered defeased.

Interest Rate Swaps:
State Transportation Revenue Bonds, Series 2006

Objective of the interest rate swaps. In April of 2004, the NMFA entered into two forward
starting swaps on behalf of the State with two counterparties to hedge against future interest
rates. The intention of the swap was to take advantage of the current historically low interest rate
environment for bonds to be issued in 2006. The bonds are to be issued by the NMFA to fund
part of Governor Richardson’s Investment Partnership (GRIP) which is a $1.6 billion statewide
transportation expansion and infrastructure improvement project. In addition to the forward start,
the swaps have a knock-out option from settlement to maturity. The intention of the option was
to reduce the synthetic fixed rate. The NMFA typically has between $175 million and $200
million in cash, which will act as a natural hedge if the swap is knocked out.

Terms. The swaps were entered into with J.P. Morgan Chase Bank (JP) and USG AG (UBS).
The swaps will be effective on December 15, 2006, maturing on December 15, 2026. On the
trade date, JP was rated AA- by Standard & Poor’s Rating Service, a division of The McGraw-
Hill Companies (S&P), and Aa2 by Moody’s Investor’s Service, Inc. (Moody’s), and UBS was
rated AA+ S&P and Aa2 Moody’s. Both swaps were priced at a fixed rate of 5.072%, based on
an amortizing notional schedule with a combined $220,000 initial amount. Under the swaps, the
NMFA pays 5.072% and received Bond Market Association (BMA). The incorporated knock-
out option was priced with a 7% barrier, effective from settlement to maturity and based on an
“American” option exercise schedule. The option premium is equal to 0.34% per annum,
resulting in a net fixed rate of 4.732%. Thus, the counterparty paid to have the option (but not the
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