




















INDEPENDENT AUDITORS’ REPORT

Hector H. Balderas

New Mexico State Auditor

Office of Management and Budget

Mr. Gregg Marcantel, Secretary

State of New Mexico Corrections Department

Report on Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type activities, each major fund,
the aggregate remaining fund information, and the budgetary comparisons for the general fund and major special revenue fund of the
State of New Mexico Corrections Department (the “Department”), as of and for the year ended June 30, 2014, and the related notes to
the financial statements, which collectively comprise the Department’s basic financial statements as listed in the table of contents. We
also have audited the financial statements of the Building Fund SHARE System Fund 89800, the General Operating Fund SHARE
System Fund 90700, and the Probation & Parole Fund SHARE System Fund 91500 (individual SHARE funds) included in the
Department’s general fund, and the budgetary comparisons for the individual SHARE funds and the enterprise fund, presented as
supplementary information, as defined by the Governmental Accounting Standards Board, in the accompanying combining and
individual funds financial statement as of and for the year ended June 30, 2014, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

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

Governmental Activities Qualified
Business-Type Activities Unmodified
General Fund Qualified
(Individual SHARE funds)
- Building Fund SHARE System Fund 89800 Unmodified
- General Operating Fund SHARE system fund 90700 Qualified
- Probation & Parole Fund SHARE System Fund 91500 Qualified
Community Corrections Major Special Revenue Fund SHARE System Fund 90200 Unmodified
Corrections Industries Revolving Major Enterprise Fund SHARE System Fund 07700 Unmodified
Aggregate Remaining Fund Information
- Inmate Trust Account —Agency Fund SHARE System Fund 55700 Unmaodified
Budgetary Comparisons
General Fund Qualified
(Individual SHARE funds)
- General Operating Fund SHARE System fund 90700 Qualified
- Probation & Parole Fund SHARE System Fund 91500 Qualified
Community Corrections Major Special Revenue Fund SHARE System Fund 90200 Unmodified

Corrections Industries Revolving Major Enterprise Fund SHARE System Fund 07700 Unmodified
Basis for Qualified Opinions on Governmental Activities, the General Fund, and the Individual SHARE funds

We were unable to obtain sufficient and appropriate audit evidence over the existence, completeness, and accuracy of inventory
balances, and any related expenditures accounts, reported in the Department’s general fund at June 30, 2014. Please refer to finding
2014-002 in the schedule of findings and questioned costs.

Qualified Opinions

In our opinion, except for the effects of the matter described in the “Basis for Qualified Opinions on Governmental Activities, the
General Fund, and the Individual SHARE funds” paragraph, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the Governmental Activities, the General Fund, the General Operating Fund SHARE
system fund 90700, and the Probation & Parole Fund SHARE System Fund 91500 of the Department as of June 30, 2014, and the
respective changes in financial position and the respective budgetary comparisons for the General Fund, General Operating Fund
SHARE System Fund 90700, and the Probation of Parole Fund SHARE System Fund 91500 for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Unmodified Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial position of the
business-type activities, the major special revenue fund, the major enterprise fund, and the aggregate remaining fund information of the
Department as of June 30, 2014, and the respective changes in financial position and where applicable, cash flows thereof and the
respective budgetary comparison for the major special revenue fund for the year then ended in accordance with accounting principles
generally accepted in the United States of America. Inaddition, in our opinion, the financial statements referred to above present fairly,
in all material respects, the respective financial position of the Building Fund SHARE System Fund 89800, as of June 30, 2014, and the
respective changes in financial position and the budgetary comparison for the enterprise fund for the year then ended in accordance with
accounting principals generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 2, the financial statements of the Department are intended to present the financial position, and the changes in
financial position of only that portion of the governmental activities that are attributable to the transactions of the Department. They do
not purport to and do not present fairly the financial position of the State of New Mexico as of June 30, 2014, and the changes in its

financial position and cash flows, where applicable, for the year then ended in accordance with accounting principles generally accepted
in the United States of America.
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s Discussion and Analysis on
pages 1 through 10 be presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the Department’s financial statements, the combining and individual
fund financial statements, and the budgetary comparisons. The Schedule of Expenditures of Federal Awards as required by Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and the additional
schedules listed as other supplemental information in the table of contents are presented for purposes of additional analysis and are not a
required part of the basic financial statements.

The Schedule of Expenditures of Federal Awards and additional schedules listed as other supplemental information are the
responsibility of management and were derived from and relate directly to the underlying accounting and other records used to prepare
the basic financial statements. Such information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with the auditing standards generally accepted in the United States of America. In our opinion,
except for the effects on the other supplemental information of the qualified opinions on the basic financial statements as explained in
the “Basis for Qualified Opinions on Governmental Activities, the General Fund, and the Individual SHARE funds,” the other
supplemental information is fairly stated, in all material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 10, 2014 on our consideration of
the Department’s internal control over financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Department’s internal control over financial reporting and compliance.

h ; hﬂj»%d\\\\ﬂﬁaf, AP

Accounting & Consulting Group, LLP
Albuguerque, NM
December 10, 2014
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

INDEPENDENT AUDITORS’ REPORT

Hector H. Balderas

New Mexico State Auditor

Office of Management and Budget

Mr. Gregg Marcantel, Secretary

State of New Mexico Corrections Department

We have audited, 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, the financial statements of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information, the budgetary comparisons of the general fund and major special revenue fund of the State of
New Mexico Corrections Department (the “Department”) as of and for the year ended June 30, 2014, and the related notes to
the financial statements, which collectively comprise the Department’s basic financial statements, and the combining and
individual funds and related budgetary comparisons of the Department presented as supplemental information, and have
issued our report thereon dated December 10, 2014.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Department’s internal control over
financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for the
purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Department’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
Department’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was not designed
to identify all deficiencies in internal control that might be material weaknesses or significant deficiencies and therefore,
material weaknesses or significant deficiencies may exist that were not identified. However, as described in the
accompanying schedule of findings and questioned costs, we identified a certain deficiency in internal control that we
consider to be a material weakness and a certain deficiency in internal control that we consider to be a significant deficiency.

A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent, or detect and correct misstatements on a timely basis. A
material weakness is a deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the Department’s financial statements will not be prevented, or detected and
corrected on a timely basis. We consider the deficiency described in the accompanying schedule of findings and questioned
costs as item 2014-002 to be a material weakness.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a material

weakness, yet important enough to merit attention by those charged with governance. We consider the deficiency described
in the accompanying schedule of findings and questioned costs as item 2011-006 (2011-06) to be a significant deficiency.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Department’s financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards and which can be described in the
accompanying schedule of findings and questioned costs as items 2011-002 (2011-02), 2011-003 (2011-03), 2011-004 (2011-
04), 2011-007 (2011-07), 2012-001 (2012-01), 2012-002 (2012-02), 2012-003 (2012-03), 2013-005 (2013-05), 2014-001,
and 2014-003.

Department’s Responses to Findings

The Department’s responses to the findings identified in our audit are described in the accompanying schedule of findings
and questioned costs. The Department’s responses were not subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, we express no opinion on them.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the result of
that testing, and not to provide an opinion on the effectiveness of the Department’s internal control or on compliance. This
report is an integral part of an audit performed in accordance with Government Auditing Standards in considering the
Department’s internal control and compliance. Accordingly, this communication is not suitable for any other purpose.

M‘“ﬂ"%dﬂ Cﬂ'cu?, KNP

Accounting & Consulting Group, LLP
Albuquerque, New Mexico
December 10, 2014







FEDERAL FINANCIAL ASSISTANCE



REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM; REPORT ON INTERNAL
CONTROL OVER COMPLIANCE

INDEPENDENT AUDITORS’ REPORT

Hector H. Balderas

New Mexico State Auditor

Office of Management and Budget

Mr. Gregg Marcantel, Secretary

State of New Mexico Corrections Department

Report on Compliance for the Major Federal Program

We have audited the New Mexico Corrections Department’s (the Department) compliance with the types of compliance
requirements described in the OMB Circular A-133 Compliance Supplement that could have a direct and material effect on
the Department’s major federal programs for the year ended June 30, 2014. The Department’s major federal program is
identified in the summary of auditors’ results section of the accompanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts and grants applicable to its
federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for the Department’s major federal program based on our audit of
the types of compliance requirements referred to above. We conducted our audit of compliance in accordance with auditing
standards generally accepted in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we
plan and perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect on a major federal program occurred. An audit
includes examining, on a test basis, evidence about the Department’s compliance with those requirements and performing
such other procedures, as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for the major federal program.
However, our audit does not provide a legal determination of the Department’s compliance.

Opinion on the Major Federal Program

In our opinion, the Department complied, in all material respects, with the types of compliance requirements referred to
above that could have a direct and material effect on its major federal program for the year ended June 30, 2014.

2700 San Pedro NE Albuquerque NM 87110 T: 505.883.2727 F: 505.884.6719 WWW.acgsw.com




Report on Internal Control Over Compliance

Management of the Department is responsible for establishing and maintaining effective internal control over compliance
with the types of compliance requirements referred to above. In planning and performing our audit of compliance, we
considered the Department’s internal control over compliance with the types of requirements that could have a direct and
material effect on the major federal program to determine the auditing procedures that are appropriate in the circumstances
for the purpose of expressing an opinion on compliance for the major federal program and to test and report on internal
control over compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
Department’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over compliance does not
allow management or employees, in the normal course of performing their assigned functions, to prevent, or detect and
correct, noncompliance with a type of compliance requirement of a federal program on a timely basis. A material weakness
in internal control over compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such
that there is a reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. A significant deficiency in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control over compliance that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not
identified. We did not identify any deficiencies in internal control over compliance that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of internal
control over compliance and the results of that testing based on the requirements of OMB Circular A-133. Accordingly, this
report is not suitable for any other purpose.

Mhﬂ»%“l\g Gi’cu?, KP

Accounting & Consulting Group, LLP
Albuquerque, New Mexico
December 10, 2014
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STATE OF NEW MEXICO
New Mexico Corrections Department
Schedule of Findings and Questioned Costs
June 30, 2014

SECTION I - SUMMARY OF AUDIT RESULTS

Financial Statements:
1. Type of auditors’ report issued Qualified

2. Internal control over financial reporting:

a. Material weaknesses identified? Yes

b. Significant deficiencies identified not considered to be material weaknesses? Yes

c. Noncompliance material to the financial statements noted? No
Federal Awards:

1. Internal control over major programs:

a. Material weaknesses identified? No
b. Significant deficiencies identified not considered to be material weaknesses? No
2. Type of auditors’ report issued on compliance for major programs Unmodified

3. Any audit findings disclosed that are required to be reported in accordance with
Section 510(a) of Circular A-133? No

4. Identification of major programs:

CFDA
Number Federal Program
16.606 State Criminal Alien Assistance Program
5. Dollar threshold used to distinguish between type A and type B programs: $300,000
6. Auditee qualified as low-risk auditee? No
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STATE OF NEW MEXICO
New Mexico Corrections Department
Schedule of Findings and Questioned Costs
June 30, 2014

SECTION II - STATUS OF PRIOR YEAR AUDIT FINDINGS

2010-02 Accounting for Fiduciary Funds and Missing Documentation-Resolved
2011-02 Contract Billing and Rates Applied —Repeated and Modified

2011-03 Lack of maintaining a tracking log for receiving money orders, checks, or cash
To ensure properly making deposits within the required time periods- Repeated and Modified

2011-04 Domicile to Duty Vehicle-Repeated and Modified

2011-06 Medical Services Contract-Repeated and Modified

2011-07 Missing Capital Assets-Repeated and Modified

2012-01 Residential Housing/Trailer Court Benefits at Facilities- Repeated and Modified
2012-02 Use of State Issued Gasoline Credit Cards-Repeated and Modified

2012-03 Compensated Absences-Repeated and Modified

2013-01 Internal Controls over Financial Reporting-Resolved

2013-02 Prior Year Audit Findings-Resolved

2013-03 Late Audit Report-Resolved

2013-04 Stale-Dated Checks-Agency Fund-Resolved

2013-05 Lack of Proper Approval for Travel Reimbursements-Repeated and Modified

2013-06 Approval of Journal Entries-Resolved



STATE OF NEW MEXICO
New Mexico Corrections Department
Schedule of Findings and Questioned Costs
June 30, 2014

SECTION III — FINANCIAL STATEMENT FINDINGS

2011-002 (2011-02) Contract Billing and Rates Applied —Repeated and Modified— (Other Matter)

Condition: During our testwork of contract disbursements we noted one instance out of three in which invoices totaling
$523,050 between the Department and a municipality contained verbiage that was unclear to the reader. The contract terms
used a schedule to determine the annual rate which was used in the calculation of the facility use fee; however, we found that
the schedule was ambiguous, and neither the contract provisions nor the schedule provided clear guidance as to how the
Department should apply the schedule rates to a definite time period.

Criteria: Proper accounting practices require adherence to contract requirements. Contracts should only be entered into when
the terms and requirements clearly establish beginning and end dates of rates.

Effect: Without clear contract terms, the Department may interpret the verbiage incorrectly within the contract resulting in
improper payments.

Cause: The facility use fee schedule’s date ranges for annual fees are not clear, and the contract provisions do not provide
guidance as to whether the date ranges should be interpreted as beginning dates or end dates.

Auditors’ Recommendation: The Department should only enter into contracts when contract terms are clearly stated. The
ambiguity in the contract and the schedule need to be corrected.

Management Response: During fiscal year 2014, NMCD reviewed this contract and attempted to execute an amendment;
however the amendment could not be completed because the Contractor will not agree to the amendment until the medical
contractor, Corizon Medical, agrees to indemnify them for medical claims. The separate amendment with Corizon Medical
requiring them to indemnify the Contractor in this regard has been delayed by Medicaid reimbursement issues. The
Contractor will not agree to the amendment referenced until Corizon agrees to the indemnification. The process of resolving
these issues is ongoing and will continue throughout fiscal year 2015.
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STATE OF NEW MEXICO
New Mexico Corrections Department
Schedule of Findings and Questioned Costs
June 30, 2014

2011-003 (2011-03) Lack of Maintaining a Tracking Log for Receiving Money Orders, Checks, or Cash to Ensure
Properly Making Deposits within the Required Time Periods-Repeated and Modified— (Other Matter)

Condition: During our testwork of Inmate Trust Account cash receipts, we noted six instances out of thirty totaling $2,340
that were received but not deposited in the bank within the required period. In addition, we noted two instances out of thirty
totaling $245 in which the receipt date was dated after the date it was deposited into the bank account.

During our testwork of the Department’s Inmate Trust Account “Agency Funds” cash disbursements and receipts, we noted
the following.

During our testwork of Inmate Trust Accounts cash disbursements, we noted the following out of 34 items tested:

e There were no supporting vendor invoices or receipts in four disbursements for a total of $299.

e  There was one disbursement in which the order ID form should a total of $53 however the check was written for
$71.

e  There was one disbursement in which there was no document provided for receipt of good for a total of $649.

e There were two instances of release of inmate money without proper authorization from the inmate for a total of
$100.

e  There was one instance in which the restitution amount deducted from the inmate trust account was $74 however the
check was written for $77.

e  There was no documentation of proper approval for one disbursement for a total of $649.

Criteria: According to Section 6-10-3 NMSA 1978, all public money in the custody or under the control of any state official
or agency obtained or received by any official or agency from any source, except as in Section 6-10-54 NMSA 1978
provided, shall be paid into the state treasury, before the close of the next succeeding business day after the receipt of the
money.

Effect: The Department is not maintaining adequate controls over cash receipts and disbursements, which increases the risk
of misappropriation of assets.

Cause: For the inmate trust account deposits, responsible individuals were not properly following procedures and there was
a lack of enforcement of Department policies.

Auditors’ Recommendation:  The Department should ensure staff is properly trained and properly deposits monies in a
timely manner. The Department should establish consistent and thorough policies and procedures related to controls over

inmate trust accounts, especially cash receipts and cash disbursements.

Management Response: Management concurs with the recommendation and will implement process to improve the
accounting of cash records; periodic reviews and training of staff.
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STATE OF NEW MEXICO
New Mexico Corrections Department
Schedule of Findings and Questioned Costs
June 30, 2014

2011-004 (2011-04) Domicile to Duty Vehicle-Repeated and Modified-(Other Matter)

Condition: During testwork performed over domicile to duty vehicle usage, we noted the following instances out of fourteen
items tested:

In three instances, department could not provide vehicle logs for personnel.
In thirteen instances a Policy/Procedure Acknowledgement Form was not signed before vehicle use.
In one instance a signed Policy/Procedure Acknowledgement Form was not completed by the employee.
In six instances the employees’ timesheet inaccurately reported taxable income related to the use of the vehicle.
o This resulted in an overstatement of six employees’ W-2 income: two employees had an overstatement of
$30; two employees had an overstatement of $27; one employee had an overstatement of $21; one
employee had an overstatement of $15.

Criteria: Department’s Use of State and Privately Owned Motor Vehicles Policy #CD-022000 establishes the guidelines for
maintaining a car log, submission and recording of usage in employee timesheet, earnings reporting on an employee’s
paycheck, employee positions qualified for domicile-to-duty, and the required documents acknowledging the policy. IRS
Publication 15-B (2013) establishes qualified nonpersonal-use vehicles as follows: All of an employee's use of a qualified
nonpersonal-use vehicle is a working condition benefit. A qualified nonpersonal-use vehicle is any vehicle the employee is
not likely to use more than minimally for personal purposes because of its design. Qualified nonpersonal-use vehicles
generally include all of the following vehicles: Clearly marked, through painted insignia or words, police, fire and public
safety vehicles.

Effect: Without monitoring and a system of review, employees may not be correctly allocated personal commuting vehicle
use. Employees that are being allocated a fringe benefit rate incorrectly increase their taxable income and cause the
employees to pay more than is required. The impact has the potential to be substantial as some of the incorrect allocations
may have been occurring for years.

Cause: Department’s monitoring system that is in place to review domicile to duty vehicle usage is not being followed. In
addition, some individual employees are not following the policy related to the use of state vehicles by not completing
mileage logs.

Auditors’ Recommendation: In order to prevent and reduce the risk of incorrectly allocating employee use, an updated roster
or listing of domicile to duty employees should be maintained and reviewed. Also, Department should research the
employees that have been identified as being incorrectly allocated and determine the proper course of action.

Management Response: NMCD will ensure employees are maintaining vehicle log as required by policy and perform
periodic reviews to verify the required forms are maintained. The department has updated Policy CD-022000 Use of State
and Privately Owned Motor Vehicles to be in compliance with the Internal Revenue Code Title 26 paragraph 132 and reflect
that the vehicles assigned to staff are not commuting vehicles but part of employment requirements. A review of employees
who reported taxable income, related to the use of a state vehicle, has been done and the fringe benefit has been removed.
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STATE OF NEW MEXICO
New Mexico Corrections Department
Schedule of Findings and Questioned Costs
June 30, 2014

2011-006 (2011-06) Medical Services Contract — Repeated and Modified— (Significant Deficiency)

Condition: During our testwork of contract services, we noted six out of seven instances related to medical services contracts
in which the Department paid invoices prior to verifying the fixed and variable cost portion of the invoice totaling $3,676,044
for medical services rendered.

The Department monitors services rendered as well as the staffing reconciliation portions of the invoice by reviewing
monthly staffing detail, the pharmaceutical costs and the patient information pertaining to the pharmaceutical costs. The
services on each invoice are reviewed, approved, and signed off on by the Department staff that oversees medical operations
prior to payment. The Department relies on reports provided by the vendor in order to reconcile the fixed cost portion of the
invoices. Specifically, one Department employee reviews the reports to determine whether the vendor is meeting a standard
of “substantial delivery of medical services.” The reports also detail the services provided for the month prior to the time
period covered by the invoice. In sum, the fixed contract portion of the vendor’s reports do not support the amounts charged
in the invoice under the fixed contract amount, and the Department receives the reports after it has already made payment for
the time period covered by the reports. In addition, although the staffing portion of the invoice agrees with the dollar amount
provided in the monthly reports,

The Department did not independently verify the information. For example, if the vendor’s staffing report indicates that
there were three nurses on a given day, the Department did not review the vendor’s timesheets or take a “head count” to
verify that three nurses were actually at the facility.

We also noted five instances out of five in which the Department prepaid for behavioral health services totaling $1,426,291.
In addition, the Department has not received an annual report showing the total expenditures paid with the prepaid behavioral
health for the fiscal year.

Criteria: All costs should be completely supported before they are approved for payment; invoices should be processed only
when they adequately detail all costs that support what is being charged in the invoice. Section 13-1-158 NMSA 1978
establishes: “No warrant, check or other negotiable instrument shall be issued in payment for any purchase of services,
construction or items of tangible personal property unless the central purchasing office or the using agency certifies that the
services, construction or items of tangible personal property have been received and meet specifications or unless prepayment
is permitted under Section 13-1-98 NMSA 1978 by exclusion of the purchase from the Procurement Code [13-1-28 NMSA
1978].” The Department should also have a monitoring system in place that allows for the independent verification of the
receipt of goods and services prior to making payment.

Effect: With the lack of resources to adequately monitor the services rendered prior to disbursement, lack of support for a
portion of the invoice prior to payment and the pre-payment of services, there is potential for payments made for services that
are not rendered. Further, the behavioral health collaborative agreement appears to require the Department to pay for
services prior to those services being rendered and prior to the Department being able to certify and verify the services
provided.

Cause: The Department is lacking the resources to adequately monitor services rendered in order to support costs prior to
disbursing payment of invoices related to the medical health services. Also, the Department is a part of the Behavioral
Health Collaborative which requires payment of a set amount or “allotment” on a monthly basis to Optum for future
behavioral health services.
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STATE OF NEW MEXICO
New Mexico Corrections Department
Schedule of Findings and Questioned Costs
June 30, 2014

2011-006 (2011-06) Medical Services Contract — Repeated and Modified (Significant Deficiency)-Continued

Auditors’ Recommendation: The Department should implement a monitoring system that functions as a control over
payments that may have unsupported costs. The Department should also ensure invoices contain enough detailed support
prior to disbursing payment to the vendor. Any invoice that fails to include sufficient cost detail should be rejected. The
Department should independently verify the reports of the vendor’s services and should not solely rely on the vendor
produced detail. Additionally, contract language should be added to contracts that requires detailed billings and full support
for all charges under the contract. The Department should review vendor timesheets to ensure that staffing was provided by
the vendor and the Department should also do random “head counts™ at the various prison infirmaries. The Department
should also review the Behavioral Health Collaborative contract/agreement and determine what other options can be
considered regarding potential conflict with procurement code and the potential for paying for services prior to being
rendered.

Management Response: The Department has hired the Health Services Administrator, who is responsible for overseeing the
medical contract and is in the process of filling vacant positions that will assist in the responsibility and oversight. NMCD
has also hired an Internal Audit Manager, whose primary duties will be to perform audits, reviews and monitoring of the
medical contract, including quality of services. The Internal Audit Manager will add review and monitoring tasks to the five
Contract Monitors at the private contracted facilities and the six compliance officers for the state-run facilities.
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2011-007 (2011-07) Missing Capital Assets — Repeated and Modified— (Other Matter)

Condition: During the capital assets test work we selected 5 assets from the capital asset listing for Central New Mexico
Corrections Industries (CNMCI). We noted three instances at CNMCI where the asset could not be located at the facility
based on the “Location Detail” on the listing. In addition, in one instance at CNMCI and one instance at Western New
Mexico Correction Industries (WNMCI) we could not identify an individual asset out of group of multiple similar assets.
Further, we selected 10 capital assets at Central New Mexico (CNCMF) and in one instance we could not identify the
individual asset out of group of similar assets.

Capital Asset Book Cost Explanation provided by | Location
NMCD

95 Chevy 1-Ton Dually $ 20,795 | Currently in Springer CNMCI

Case Clamp Juhling HP3000 $ 8,131 | Currently in Southern CNMCI

Welder $5,960 | Unable to locate CNMCI

Butler Grain Storage Silo $9,953 | Multiple silos unable to | CNMCI
determine individual item

Dental Chair $ 3,820 | Multiple chairs unable to | CNCMF
determine individual item

Embroidery Machine $ 10,100 | Multiple machines unable to | WNMCI
determine individual item

During the capital assets test work, we selected 5 capital assets at (CNMCF) from the premises and agreed the asset to the
capital asset listing. In one instance at CNMCF, we could not identify the capital asset on the capital asset listing, “Location
Detail”. In addition, we selected 5 capital assets at (WNMCI) from the premises and agreed the assets to the capital asset
listing. In three instances at WNMCI we could not identify the capital assets on the capital asset listing “Location Detail”.

Capital Asset Location
Mixer CNMCF
Digital Scale WNMCF
Water Softener WNMCF
GRACO Pump w/attachments WNMCF

Further, during our review of capital assets additions we noted one asset out of 15 tested in which the cost of the asset was
understated by $6,063. The amount was adjusted by the Department subsequent to the auditor’s discovery of the error. In
addition, during our review of capital assets additions for Correction Industries we noted two assets out of four tested in
which the date of the in service was before the date of title for the asset. The date was adjusted by the Department
subsequent to the auditor’s discovery of the error.

Criteria: Title 2, Chapter 20, Part | NMAC establishes the requirement that each state agency conduct a physical count of its
capital assets each year. This physical count must be documented with a listing that identifies all of the capital assets.
(Section 2.20.1.16(D))

NMAC establishes “The inventory process shall produce a list of the property and the date and cost of acquisition. The
annual physical inventory checks against losses not previously revealed and bring to light errors in records of accountability,
but more importantly, a systematic physical inventory of fixed assets provides an opportunity for surveying their physical
condition, with respect to their need for repairs, maintenance or replacement.” Section 2.20.1.18 (A) establishes the standards
for disposition of assets which state” Sections 13-6-1 through 13-6-2 NMSA 1978, and the procurement code govern the
disposition of fixed assets.”
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2011-007 (2011-07) Missing Capital Assets — Repeated and Modified— (Other Matter)-Continued

Effect: The capital asset listing is not being consistently maintained which could cause capital asset balances to be misstated.
A lack of adherence to established policies and procedures may subject assets to misappropriation.

Cause: Lack of consistent adherence to the Department’s capital asset policies and procedures. Capital asset additions and
disposals at CNMCI, CNMCF and WNMCI are not properly monitoring and the results reported back to the accounting
department on a yearly basis. In addition at ASD is not properly reviewing invoices and assets before they are capitalized on
the listing.

Auditors’ Recommendation: To maintain adequate accountability, the Department should maintain a capital asset listing
through conducting physical inventories, properly including tag numbers, serial numbers, and other identifiable information
for additions, and each business office obtain proper authorization prior to disposing of assets. In addition, it would benefit
the Department to conduct the physical inventory as close to fiscal year end as possible in order to facilitate the preparation of
the capital asset listing for financial reporting purposes. We recommend that policies for proper accounting of capital assets
be conveyed to all employees with the responsibility of accounting for capital asset deletions. Additional training may be
necessary to ensure proper procedures are understood and followed.

Management Response: NMCD will implement procedures to maintain a capital asset listing containing required elements
and relevant identifying information; work with staff to conduct a physical inventory as close as possible to June 30™;
provided to NMCD employees responsible for maintaining the listing and provide additional training, as required.
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2012-001 (2012-01) Residential Housing/Trailer Court Benefits at Facilities— Repeated and Modified— (Other Matter)

Condition: During our audit procedures regarding housing/trailer court benefits, we noted in four out of fifteen instances that
the required pre-approval was not documented before housing was assigned. In addition, in one out of fifteen instances the
Residential Housing/Trailer Court Acknowledgement and Agreement Form (CDD-024901) were signed after the employee
had been in the house for some time. Further, there was no evidence that the required annual review was performed.

Criteria: Department’s Institutional Residential Housing; Trailer Court Facilities, State Provided Phone Services Policy #
CD-024900 Section A establishes the criteria for assignment of residential housing/trailer court facilities to department
personnel. Sections 3 and 6 of Part A require pre-approval be submitted in writing prior to assignment of housing. Section 3
also requires a review of assigned housing to be conducted by the Approving Authority on an annual basis. Additionally
Section C. establishes rules governing all occupants of residential housing or trailer court facilities.

Effect:  Without adhering to the policies and procedures in place, employees may be incorrectly assigned residential
housing/trailer court facilities. Furthermore, fringe benefit calculations, or the lack thereof, may be incorrect or not in
compliance with IRS regulations.

Cause: Department’s Institutional Residential Housing; Trailer Court Facilities, State Provided Phone Services Policy is not
being followed.

Auditors’ Recommendation: The Department should strictly adhere to the policies and procedures regarding assignment of
housing. The Department should also consider implementing a review and/or monitoring process to ensure compliance with
the policy.

Management Response: The NMCD has updated the policy and procedures related to residential housing/trailer court

benefits; to include a review and monitoring process. The Department will implement a review process to ensure we are in
compliance with our policy.
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2012-002 (2012-02) Use of State Issued Gasoline Credit Cards— Repeated and Modified— (Other Matter)

Condition: During the review of the Wright Express fuel card (WEX) activity for the fiscal year we tested ten invoices with
total expenditures of $43,049. The transactions related to these invoices were examined for compliance with department
policy and New Mexico statutory requirements. As a result of this review we noted:

e 3 instances where super-unleaded fuel was purchased at a cost of $170, and 2 instances where unleaded plus fuel
was purchased at a cost of $146;

e 7 transactions where an individual put gas and within an hour or two either the same individual or another individual
put gas on the same card in another town/city. Based on google maps the amount of time taken to travel between
cities/towns was unreasonable; and

e 7 instances where non-fuel transactions were not supported for a total of $164.

Criteria: Per NMAC 1.5.4.12, the purchase of unleaded plus gasoline and super-unleaded gasoline is not allowed. Per
NMAC 1.5.3.19, the state agency shall seek reimbursement from employees who make unauthorized purchases on the state
fuel credit card. Also, it is good accounting practices retain receipts for all purchases made.

Cause: There does not appear to be a monitoring system in place that would identify unallowed WEX card purchases and
there does not appear to be a requirement to retain receipts for purchases.

Effect: Unauthorized purchases of super-unleaded and unleaded plus fuel products, and non-fuel purchases appear to have
been made and not detected. Inadequate internal oversight and accounting practices can heighten the potential for fraud or
misappropriation of public funds.

Auditors’ Recommendation: The Department may consider seeking reimbursement for unauthorized purchases made using
the Wright Express Fuel Cards, in accordance with statutory requirements. The Department should implement regular
monitoring of purchases made with the fuel cards and require supporting documentation for purchases made should be
remitted to the liaison at the time the vehicle is returned. The Department should document inquiries and explanations for
transactions which appear to be unallowed and document reimbursement for all unauthorized purchases with the Vehicle
Coordinator.

Management’s Response: NMCD is working to ensure that these types of questionable actions are eliminated and addressed
immediately. Management hired a manager and an employee to provide oversight to NMCD Fleet Management. The
employee has recently received “hands-on” training from the General Services Department — Transportation Services
Division (GSD-TSD) to ensure adherence to the NM Administrative Code, and state policies and rules. Additionally,
management is reviewing and updating as necessary, the department policy and procedures, to ensure compliance and the
training of all staff performing fleet management functions is performed routinely.

93



STATE OF NEW MEXICO
New Mexico Corrections Department
Schedule of Findings and Questioned Costs
June 30, 2014

2012-003 (2012-03) Compensated Absences — Repeated and Modified — (Other Matter)

Condition: During our audit procedures regarding compensated absences we noted in one instance of 25 balances tested the
employee exceeded the 160 hour maximum compensatory time balance and the ending compensated absence liability was not
adjusted to cap the balance. The total overage was 166.50 hours, amounting to $215. As there does not appear to be any
mechanisms in place to cap the balances at 160, there is potential that more overages exist.

Criteria: Department’s Policy # CD-035100 states that employees may accrue a maximum of 160 hours of compensatory
time under the Department’s policy, unless otherwise authorized by statute and shall be paid for accrued compensatory time
upon separation.

Effect: Without a monitoring process in place employees are accruing balances of compensatory time that exceed set policy
amounts and statutory requirements.

Cause: The Department’s Overtime and Extra Hours Worked Compensation Policy #CD-035100 was not followed.
Additionally, there does not appear to be a mechanism in place at NMCD control level to identify the unallowed overages.
Further, there does not appear to be review process in place of employees’ liability amounts related to the year-end
compensated absence liability.

Auditors’ Recommendation: The Department should implement a monitoring process to ensure employees are not accruing
balances of compensatory time that exceed policy limits and statutory requirements.

Management’s Response: The NMCD will implement measures to prevent future occurrences, including a monitoring
process.
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2013-005 (2013-05) Lack of Proper Approval for Travel Reimbursements-Repeated and Modified-(Other Matter)

Condition: During our test work of internal controls related to travel reimbursements, we noted in four out of five
reimbursements reviewed that there was not documentation of approval for employees with travel expenditures that exceeded
$1,500 in the fiscal year.

Criteria: The Per Diem and Mileage Act (Sections 10-8-1 through 10-8-8 NMSA 1978) restricts the amount of
reimbursement an employee may receive in any one year unless management approval is obtained. The department head
should in writing approves the employee’s instance of travel reimbursement over the $1,500 limit and in case of a department
head the governor should approve in writing.

Effect: There is an increased risk that employees will be reimbursed for unapproved travel and the opportunity for abuse
increases.

Cause: Travel reimbursements were not monitored to ensure management approval was obtained for employees with
reimbursements approaching $1,500.

Auditors’ Recommendation: The Department should ensure total reimbursements by employees are being properly
monitored to ensure management approval is obtained when necessary and implement a mechanism to trigger approval as

required.

Management Response: NMCD has implemented a monitoring process to ensure management approvals are obtained for
employees with reimbursements approaching $1,500.
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Finding 2014-001 - Payroll-Lack of Supporting Documentation (Other Matter)

Condition: During our test work of payroll we noted that six out of the twenty-five employee files were missing the required
background check documentation.

Criteria: Subpart 1.15.6.101 NMAC, Employees Personnel Files, requires the Department to retain employee’s personnel
files for three years after employee separates employment. Department Policy CD-037301.C states “a thorough background
check of employees being considered for a classified position shall be conducted by obtaining a signed Release and Waiver
which will be included but is not limited to: previous employment, verifications, criminal records checks, etc.”

Effect: The Department has not maintained complete personnel files, in which background check information has not been
completed and/or maintained properly.

Cause: When the background check information was completed it was not properly maintained in the personnel files.

Auditors’ Recommendation: The Department should ensure that all required payroll related documentation is completed as
required and properly maintained for the required period.

Management Response: NMCD will ensure that all required payroll documents are maintained by the department for the
required time period.
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2014-002 — Deficiencies over Inventory Management — Material Weakness

Condition: The Auditor was unable to obtain sufficient evidence to substantiate the ending balances of inventory in the
Governmental Activities. The Auditor made an attempt to perform alternative audit procedures by testing inventory counts
subsequent to year end with the intention of rolling back the subsequent inventory amounts to the June 30, 2014 balances. We tested
73 items totaling $346,521.51 of the inventory in the governmental activities and 75 items totaling $190,141.81 in business-type
activities. During our audit procedures subsequent to year end, we noted the following variances:

Governmental Activities:

Units per Units per Value on Value on Hand
Count Auditor Hand per per Auditor
Description Sheet Count Sheet Count Variance

1 Ballast VEL1P32 SC 629 640 $ 30,776.97 $ 31,315.20 $ 538.23
2  ID-shirt white 216 219 2,479.68 2,514.12 34.44
3 Mop Head 26 24 91.00 84.00 (7.00)
4 7-10 Gallon Trash Can Liners 112 110 2,464.00 2,420.00 (44.00)
5 All Purpose Cleaner 242 231 1,629.44 1,459.92 (69.52)
6 Antibacterial Hand Soap 179 167 1,319.15 1,230.71 (88.43)
7  Phillips 400W Ceramalux 28 27 3,457.44 3,333.96 (123.48)
8 Ballast Kit 78 71 3,591.90 3,269.55 (322.35)
9 Coreless Toilet Paper 573 556 14,181.75 13,761.00 (420.75)
10 Square D 20A 3 pole breaker 9 6 1,770.75 1,180.50 (590.25)
11 Laundry Detergent RS 630 61 52 4,209.00 3,588.00 (621.00)
12 Duplex recptacle wall plate raised 1/2" 82 8 812.62 79.28 (733.34)
13 Vests-Special order sized Kaufmans 8 6 4,000.00 3,000.00 (1,000.00)
14 Cartridge Xerox 8R7881-Black [EA] 27 ] 1,115.64 - (1,115.64)
15 1 1/4" Galvanized elbow 45 315 16 1,672.65 84.96 (1,587.69)
16 Ballast 1-400W 34 30 15,053.50 13,282.50 (1,771.00)
17 Acorn Repair Check Stop 1,000 10 26,640.00 266.40 (26,373.60)
18 Grey Wire, Solid, 12GA, 500' Roll 152 0 75,696.00 - (75,696.00)

Totals: $ 190,861.49 $ 80,870.10 $ (109,991.38)

Business-type Activities:
Units per Units per Value on Value on Hand
Count Auditor Hand per per Auditor
Description Sheet Count Sheet Count Variance

1 Paper Towels, Roll, 8x800 886 586 $ 18,986.98 $ 12,5657.98 $ (6,429.00)
2 Ultramax 126 6 3,069.52 143.96 (2,925.56)
3 Size 10 33 5 2,194.50 332.50 (1,862.00)
4  Computer Desk w/hutch- WIP 7 3 2,650.34 1,135.86 (1,514.48)
5 Size9 30 10 1,995.00 665.00 (1,330.00)
6 Standard Keyboard w/Tray Black-Raw 53 34 3,710.00 2,380.00 (1,330.00)
7 Mat, Sheet/Boxer, White 14000 13500 14,980.00 14,445.00 (5635.00)
8 Foam-Raw 12 9 1,731.44 1,392.68 (338.76)
9 Basic Trim 2"x3/4" - WIP 240 90 333.60 125.10 (208.50)
10 Zipper Pants, Front/Right & Left 34" 360 120 277.20 92.40 (184.80)
11 Steel Tab File-WIP 1 ] 150.00 - (150.00)
12 Drawer Pull Red Oak-Raw 920 800 1,048.80 912.00 (136.80)
13 Sanding Sealer Lacquer 11 10 1,182.50 1,075.00 (107.50)
14 Column-Raw 32 30 1,584.00 1,485.00 (99.00)
15 Table Pedestals-Raw 20 18 987.40 888.66 (98.74)
16 Thread, White 527 515 2,692.97 2,631.65 (61.32)
17 Shelf Standard-Raw 128 110 218.88 188.10 (30.78)
18 C-Moulding Drw Handles -Raw 3,216 3,168 305.52 300.96 (4.56)
19 Drawer Lock Pin-Raw 3,993 4,486 1,437.48 1,614.96 177.48
20 Toilet Paper Core, 1-Ply 846 856 32,697.90 33,084.40 386.50
21 Boxer Shorts, X-Large [Dz] 76 100 1,570.92 2,067.00 496.08

Totals: $ 93,804.95 $ 77,518.21 $ (16,286.74)
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2014-002 — Deficiencies over Inventory Management — Material Weakness-Continued

Criteria: Good inventory management practices require the inventory system reports to reflect the actual quantities on hand
at any given point in time and required discrepancies to be investigated and resolved in a timely manner.

Effect: Inventory balances at year end could be materially misstated. In addition, the auditor was unable to afford a basis for
opining on the inventory balances and related costs, therefore, resulting in a qualified opinion.

Cause: Initially, there was a delay in the audit contract approval which precluded an inventory observation and testwork at
June 30, 2014. There was a subsequent attempt to perform alternative audit procedures; however the results of those
subsequent test counts produced material variances in the amounts observed and tested in comparison with the quantities
asserted per management’s inventory reports.

Auditors’ Recommendation: All regulatory bodies should work closer to ensure a timely approval of the audit contract to
allow for any testwork that must be performed at year end. In addition, the Department should review its inventory
management processes and implement internal controls to ensure quantities and pricing of all inventory items maintained are
accurate on a monthly basis.

Management’s Response: NMCD submitted the Audit Contract by the required deadlines. The contract was submitted to the
Office of the State Auditor by May 30, 2014 and to the Department of Finance Administration by June 17, 2014. The
contract was signed on July 1, 2014 and had an effective date of July 1, 2014. NMCD Corrections Industries Division was
also moving into the CNMCF warehouse; at the time the Auditor’s visited to conduct the count. We believe this may have
contributed to the discrepancy.

NMCD will review inventory lists periodically to ensure they are consistent with the pricing and quantities on hand.
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2014-003 — Budgetary Compliance — Other Matter

Condition: The Department over expended its budget in the following programs/fund:

Program Final Budgeted Actual
Code/Fund Number Program Description Expenditures Expenditures Overage
P531 Inmate Management and Control 244,986,471 248,850,061 (3,863,589)
P534 Community Offender Management 28,332,423 29,313,342 (980,919)
90700 General operating fund 266,325,876 268,110,483 (1,784,607)
89800; 90700; 91500 General fund 294,658,299 297,423,825 (2,765,526)

In addition, we noted final budgeted expenditures exceeded final budgeted revenues and prior year budgeted fund balance for
the General Fund, the General Operating Fund (SHARE System Fund 90700) and the Inmate Management and Control
program (P531) by $2,849, $1,073,500 and $2,073,500 respectively.

Criteria: All Department funds are to be budgeted by the agency and submitted to the State of New Mexico Department of
Finance and Administration for approval. Once adopted, any claims or warrants in excess of budget at the appropriation
program level are a violation of New Mexico State Statute 6-6-6, 1978 Compilation. Also 2.2.2.10 (O) Appropriations to
Agencies requires an audit finding if budgeted expenditures exceed budgeted revenues and prior-year fund balance.

Effect: Noncompliance with New Mexico State Statute 6-6-6, 1978 Compilation.

Cause: Unexpected expenditures for the union settlement and expenditures associated with increased prison populations
resulted in the budget overages detailed above.

Auditors’ Recommendation: We recommend the Department prepare the necessary budget adjustment request timely to
ensure sufficient budget is available for unanticipated expenditures.

Management’s response: Management will closely monitor the budget and prepare the necessary budget adjustments to
ensure compliance with State Statute.

SECTION IV - FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

None
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