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INDEPENDENT AUDITORS” REPORT

Honorable Bill Richardson, Governor

State Board of Finance

Honorable Robert Vigil, CPA, State Treasurer
Honorable Domingo P. Martinez, CGFM, State Auditor
Santa Fe, New Mexico

We have audited the accompanying financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of the State of New Mexico, Office of the State
Treasurer (State Treasurer) as of and for the year ended June 30, 2003, which collectively comprise
the State Treasurer’'s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the State Treasurer’'s management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

As discussed in Note 1, the financial statements of the Office of the State Treasurer, are intended
to present the financial position and results of operations of only that portion of the financial
reporting entity of the State of New Mexico that is attributable to the transactions of the State
Treasurer.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate
remaining fund information of the State of New Mexico, Office of the State Treasurer as of
June 30, 2003, and the respective changes in financial position, thereof and the respective
budgetary comparison for the General Fund for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

GARy BenDer, CPA B E. DeaN Friesen, CPA, CVA B Davip M. Fritschy, CPA B Reese GateLey, CPA
R.A. “Bosai" Haves, CPA B Marion L. Leprorp, CPA B S, Jorn Mancanaro, CPA B Ray Roserrs, CPA, CVA

P O. DRAWER ]] & CARLSBAD, NM 88221
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The Management’s Discussion and Analysis on pages 5 through 10 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 audit the information and express no
opinion on it.

Our audit was performed for the purpose of forming an opinion on the financial statements that
collectively comprise the State Treasurer’s basic financial statements. The Supplementary
Information, as listed in the table of contents, is presented for purposes of additional analysis and is
not a required part of the basic financial statements. The Supplementary Information, as listed in the
table of contents has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated
November 20, 2003 on our consideration of the State of New Mexico, Office of the State
Treasurer's internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of our audit.

framify £ L
o~y . @& P
Accountin Consulting Group, LLP
Certified Public Accountants

November 20, 2003
Carlsbad, New Mexico



Management’s Discussion and Analysis

As management of the OFFICE OF THE STATE TREASURER, we offer readers of the OFFICE OF THE
STATE TREASURER’S financial statements this narrative overview and analysis of the financial activities
of the OFFICE OF THE STATE TREASURER for the fiscal year ended June 30, 2003. We encourage
readers to consider the information presented here in conjunction with the financial statements of the
OFFICE OF THE STATE TREASURER and additional information provided.

Financial Highlights

s The assets administered by the OFFICE OF THE STATE TREASURER in the Investment Trust Fund
increased by $64,168,062. The majority of this increase is due to the average yield on the
investment portfolio of 1.82%.

e As of the close of the current fiscal year, the OFFICE OF THE STATE TREASURER'S governmental
funds reported combined ending fund balances of $171,1569,050, a decrease of $4,946,537 in
comparison with the prior year.

e The OFFICE OF THE STATE TREASURER'S total debt increased by $143,525,436 (23.1 percent),
during the current fiscal year. The key factor in this increase was issuance of new debt
obligations to meet the needs of the State and Local agencies served by the OFFICE OF THE
STATE TREASURER.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the OFFICE OF THE STATE
TREASURER’S basic financial statements. The OFFICE OF THE STATE TREASURER’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 financial statements. The government-wide financial statements are designed to
provide readers with a broad overview of the OFFICE OF THE STATE TREASURER'’S finances, in a manner
similar to a private-sector business.

The statement of net assets presents information on all of the OFFICE OF THE STATE TREASURER'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 OFFICE OF
THE STATE TREASURER 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).

The government-wide financial statements can be found at exhibits A-1 and A-2 of this report.



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 OFFICE OF THE STATE
TREASURER, like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds of the OFFICE OF THE STATE
TREASURER can be divided into two categories: governmental 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 the
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 governmental 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 OFFICE OF THE STATE TREASURER maintains five individual governmental funds. Information is
presented separately in the governmental fund balance sheet and statement of revenues, expenditures,
and changes in fund balances for the general fund, the NM Business Development Corporation fund, the
Bond Issuance fund, General Obligation Bond funds, and Severance Tax Bond funds all of which are
considered to be major funds. The General Obligation and Severance Tax Bond funds combine into a
single, aggregated presentation the activity of each individual bond issue. Individual bond transaction data
of these governmental funds is provided in the form of combining statements elsewhere in this report.

The OFFICE OF THE STATE TREASURER adopts an annual appropriated budget for its general fund. A
budgetary comparison statement has been provided for the general fund to demonstrate compliance with
this budget.

The basic governmental fund financial statements can be found at exhibits B-1 through C-1 of 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 government-wide financial statement because
the resources of those funds are not available to support the OFFICE OF THE STATE TREASURER’S own
programs.

Fiduciary funds provide the same type of information as the government-wide financial statements, only in
more detail. The fiduciary fund financial statements provide separate information for the Short-Term
Investment Pool, Consolidated Investment Pool, and State Funds Investment Pool.

The OFFICE OF THE STATE TREASURER’S fiduciary funds account for cash, securities, and other
investments identified and held in custody on behalf of local and state government agencies and are
separately identified by the types of state and local agencies for which the funds are held. The Short-term
Investment Pool accounts for the Local Government Investment Pool (LGIP), the Consolidated Investment
Pool accounts for funds held in custody for both state and local government agencies, and the State
Funds Investment Pool accounts for funds identified and held in custody on behalf of state agencies.

The basic fiduciary fund financial statements can be found at exhibits D-1 and D-2 of this report.



Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements can be found on pages 27-52 of this report.

Other information. The combining statements referred to earlier in connection with the General Obligation
and Severance Tax Bond funds are presented immediately following the notes to the financial statements.
Combining statements, schedules of capital assets, and schedules of long-term debt can be found on
pages 55-81 of this report.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.
in the case of the OFFICE OF THE STATE TREASURER, liabilities exceeded assets by $589,843,621 at
the close of the most recent fiscal year.

By far the largest portion of the OFFICE OF THE STATE TREASURER’S deficit net assets reflect amounts
expected to be provided to satisfy its general and severance tax bond obligations. It is the responsibility
of the OFFICE OF THE STATE TREASURER to record and administer debt on behalf of the agencies and
departments of the State of New Mexico. The proceeds of bond issues authorized by the State Board of
Finance are transferred to various State agencies in the form of grants. The Office anticipates the future
tax revenues generated will be adequate to service the debt obligations. The transfer of the funds to the
various agencies causes the Office to record deficit net assets.

An additional portion of the OFFICE OF THE STATE TREASURER'S net assets $8,602,019 represents
resources that are subject to external restrictions on how they may be used.



Governmental activities. Governmental activities decreased the OFFICE OF THE STATE TREASURER'S net
assets in the governmental financial statements by $147,348,5668. Key elements of this decrease are as

follows:
Comparison of Key Elements
(in thousands)
2003 2002
Assets:
Cash, cash equivalents, and repurchase agreements $ 150,551,828 $ 149,607,707
Due from other agencies 21,407,334 22,225,084
Accrued interest receivable 947,559 3,953,997
Investment in NM Business Development Corp. 1,665,175 1,401,263
Deferred charges, net 3,000,996 1,863,331
Capital assets, net 168,647 182,907
Total assets $ 177,741,539 $ 179,234,289
Liabilities and net assets:
Accounts payable and other $ 3,412,846 $ 1,082,464
Bonds payable, amounts due in one year 105,540,000 103,928,000
Bonds payable, amounts due beyond one year 658,632,314 516,718,878
Total liabilities 767,585,160 621,729,342
Net assets:
Invested in capital assets 168,647 182,907
Restricted 8,602,019 12,887,497
Unrestricted (698,614,287) (455,565,457)
Total liabilities and net assets $ 177,741,539 $ 179,234,289
2003 2002
Revenues
Federal funds $ 31,905 $ 26,140
State appropriation 3,134,200 3,377,600
Special appropriation - 54,754
Interest income 17,383,883 16,648,761
Miscellaneous 291,618 30,000
Total revenues 20,841,606 20,137,255
Expenses
Current:
Personnel services and employee benefits 2,300,001 2,184,050
Operating costs 814,064 654,006
Contractual services 78,350 203,935
Other administrative expenditures 10,424 52,604
Debt service:
Interest on long-term debt 132,255,324 20,545,076
Other charges 3,082,672 1,294,070
Nonoperating revenue and {expense) {29,649,339)} {9,086,548)
Total expenses 168,190,174 34,020,289
Change in net assets (147,348,568) (13,883,034)
Net assets - beginning, as restated {442,495,053) {428,612,019)
Net assets - ending $ (589,843,621) $ (442,495,053)




Financial Analysis of the Government’s Funds

As noted earlier, the OFFICE OF THE STATE TREASURER uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements.

Governmental funds. The focus of the OFFICE OF THE STATE TREASURER'’S governmental funds is to
provide information on near-term inflows, outflows, and balances of spendable resources. Such
information is useful in assessing the OFFICE OF THE STATE TREASURER’S financing requirements. In
particular, unreserved fund balance may serve as a useful measure of a government’s net resources
available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the OFFICE OF THE STATE TREASURER’S governmental funds
reported combined ending fund balances of $171,159,050, a decrease of $4,946,537 in comparison with
the prior year. Approximately 99.09 percent of this total amount, $169,609,565 is unreserved,
designated for subsequent year's expenditures that is an internal designation of unreserved fund balance.
The remainder of fund balance is reserved to indicate that it is not available for new spending because it
has already been committed to encumbrances and the New Mexico Business Development Corporation,
$1,665,175. The remainder, less than 1%, reported as undesignated, is subject to reversion to the State
Permanent Fund.

The fund balance of the OFFICE OF THE STATE TREASURER'S general fund increased by $9,301 during
the current fiscal year.

General Fund Budgetary Highlights
Differences between the original budget and the final amended budget are briefly summarized as follows:

e $195,5600 in decreases for personnel services and employee benefits due to several positions
remaining open.

e $160,000 in increases for operating costs for maintenance, repair and replacement of computer
software and equipment.

Capital Asset and Debt Administration

Capital assets. The OFFICE OF THE STATE TREASURER'S investment in capital assets for its
governmental activities as of June 30, 2003, amounts to $168,647 (net of accumulated depreciation).
This investment in capital assets includes office and computer equipment.

Additional information on the OFFICE OF THE STATE TREASURER’S capital assets can be found in Note 4
on page 41 of this report.



Long-term debt. At the end of the current fiscal year, the OFFICE OF THE STATE TREASURER had total
bonded debt outstanding of $764,105,000 all of which is secured by pledged tax revenues.

Total
2003 2002
General obligation bonds $ 290,700,000 $ 204,267,000
Severance tax bonds 473,405,000 416,311,000

$ 764,105,000 $ 620,678,000

Additional information on the OFFICE OF THE STATE TREASURER’S long-term debt can be found in
Note 5 on pages 41-44 of this report.

Ecconomic Factors and Next Year’s Budgets and Rates

e Inflationary trends in the region compare favorably to national indices. Costs associated with the
general fund are expected to remain stable.

e During fiscal year end June 30, 2003, several personnel positions remained open, causing the
budget to be underspent. The June 30, 2004 budget anticipates filling those positions.

These factors were considered in preparing the OFFICE OF THE STATE TREASURER’S budget for the
2004 fiscal year.

Request for Information

This financial report is designed to provide a general overview of the OFFICE OF THE STATE
TREASURER'S finances for those with an interest in the government’s finances. Questions concerning
any of the information provided in this report or requests for additional financial information should be
addressed to Robert Vigil, State Treasurer (elect), OFFICE OF THE STATE TREASURER, PO Box 608,
Santa Fe, NM 87504-0608.
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STATE OF NEW MEXICO
OFFICE OF THE STATE TREASURER
STATEMENT OF NET ASSETS
June 30, 2003

Exhibit A-1

Governmental
Activities

ASSETS

Cash and cash equivalents
Repurchase agreements
Due from other agencies
Accrued interest receivable
Investment in New Mexico Business Development Corporation
Deferred charges, net of accumulated amortization ($1,429,943)
Capital assets {net of accumulated

depreciation):

Equipment

$ 113,726
150,438,102
21,407,334
947,559
1,665,175
3,000,996

168,647

Total assets

$ 177,741,639

LIABILITIES AND NET ASSETS

Accounts payable and other
current liabilities
Due to Severance Tax Permanent Fund
Noncurrent liabilities:
Due within one year
Due in more than one year
Accrued arbitrage interest payable

§ 229,416
405,889

105,582,000
658,590,314
2,777,541

Total liabilities

767,585,160

Invested in capital assets, net of related debt
Restricted for:

Debt service-arbitrage

New Mexico Development Corporation
Unrestricted

168,647

6,936,844
1,665,175
(698,614,287)

Total net assets

(689,843,621)

Total liabilities and net assets

$ 177,741,539

The accompanying notes are an integral part of these financial statements.
12



Functions/Programs
Primary government:

Governmental activities:
Personnel services and
employee benefits

Operating costs

Contractual services
Other administrative costs

Other charges

Interest on long-term debt

Total governmental activities

STATE OF NEW MEXICO
OFFICE OF THE STATE TREASURER

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS

For the year ended June 30, 2003

Exhibit A-2

Net (Expenses)
Revenue and

Program Changes in
Revenues Net Assets
Primary
Operating Government
Grants and Governmental
Expenses Contributions Activities
$ 2,300,001 $ 31,905 $ (2,268,096)
814,064 - (814,064)
78,350 - (78,350)
10,424 - (10,424)
3,082,672 - (3,082,672)
132,255,324 - (132,255,324)
138,540,835 31,9056 {138,508,930)

General Revenues:
State general fund appropriations
State property tax levy
Severance taxes
Other taxes
Capital projects reversions in
Severance tax permanent fund - reversions out
Miscellaneous
Unrestricted investment earnings
Transfers to other agencies

Total general revenues and transfers
Change in net assets
Net assets - beginning, as previously stated
Reduction resulting from the recognition of

reversions due to the state general fund
not previously reported

Net assets - beginning of year, as restated

Net assets - ending

3,134,200
36,028,316
242,110,486
732,270
2,548,622
(1,032,283)
291,618
17,383,883
{310,036,650)

(8,839,638)

{(147,348,568)

{441,979,354)

{615,699)

(442,495,063)

$(589,843,621)

The accompanying notes are an integral part of these financial statements.
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