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In FY10, the Human Services Department’s Medicaid program overspent available funding,
resulting in an $88.4 million deficit fund balance on its financial statements. Since that time, the
HSD has sought to reconcile the sources of the fund deficit with the assistance of an outside
auditing firm, and has provided periodic status reports. The HSD indicated that $103 million in
reporting errors contributed to the deficiency. In September 2011, an appropriation of $11.8
million was made during the 1st Special Session of the 50th Legislature to reduce Medicaid’s cash
deficiency.
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Under Medicaid, the federal government reimburses states the federal portion of matching funds
after states make expenditures. Thus, the program must temporarily use state funds to make
payments, and run a deficit until federal reimbursements are deposited into the Medicaid account.
Untimely requests for reimbursements can negatively impact the finances of state government,
including reducing the amount of interest earned on short-term investments of cash in the general
fund. In addition, state law prohibits, and provides penalties for the issuance of payments from
the treasury if agency funds have insufficient balances (Section 8-6-7 NMSA 1978). As such, the
Legislative Finance Committee has repeatedly expressed concern with the persistently large
negative cash balances reported by the Medicaid program.
The specific amount needed for a deficiency appropriation, and reason for the negative fund
balance remains unclear. However, contributing factors include a cumulative impact of poor
internal controls, untimely and incorrect reimbursement requests, incorrect federal reporting, and
lack of cooperation among HSD staff. These issues were documented by the HSD and their
auditing consultants, Myers & Stauffer.
The audit firm’s report details a multitude of over and under claiming of federal Medicaid funds;
however the report identified a cumulative net negative impact of $1.6 million in reporting errors.
The HSD paid $648 thousand for consulting services to reconcile Medicaid accounts to federal
reimbursement reports. The audit firm’s report does not fully explain the deficit fund balance
that occurred specifically in FY10, but rather reports issues that may have and will continue to
impact the Medicaid account as the program now matches fund requests to expenditures in a
timely manner.
The HSD Medicaid account has run significant negative monthly balances. Further review of the
HSD cash balance issues is necessary. For example, the FY10 financial audit shows a deficit
fund balance of $88.4 million. As of November 22, 2011 the year end FY10 cash balance in
SHARE was a positive $24.5 million. The HSD FY11 audit was in process during this special
review, though the reported year-end FY11 balance was negative $87.9 million. Reported cash
balances appear to deteriorate further during FY12, however closer examination of expected

revenue shows otherwise. For example, the HSD reports a negative Medicaid cash balance of
$190.7 million in October 2011. However, the HSD has demonstrated that it received and has
identified outstanding receivables generating sufficient revenue to result in a positive balance of
over $13 million. The $11.8 million appropriated during the special session has already had a
positive impact. However, some of these expected revenues, such as the $40 million from
SCP/DSH reimbursements not claimed, may not materialize, but this is unknown at this time.
HSD has requested federal approval to claim this funding, but at the time of this review had not
received a final decision. Further complicating the matter is the potential inability to collect
historical overpayments from providers totaling an estimated $46 million.
Currently, the Department of Finance and Administration Financial Control Division and the
State Treasurer’s Office are working with a number of agencies that report regular large negative
fund balances, but have not had an opportunity to fully engage the HSD in this process yet.
Additional time will give these agencies an opportunity to review and monitor the deficit fund
balance, reconcile cash activity to SHARE, and review the FY11 audit when it is complete in
order to provide more clarity on the exact amount the HSD will need to resolve this problem with
a deficiency appropriation.

Medicaid Fund Cash Balances FY10-FY12 to Date
$100,000

(In thousands)

($100,000)

($200,000)

Note: FY12 data is through 11/29/11.

Source: STO

Recommendation
The Legislature should defer making a deficiency appropriation until all pending issues have
been resolved and new information is available, including from the FY11 year-end audit. If the
federal government denies the HSD request, Medicaid will need funding to offset the negative
impact from not receiving this expected revenue. As the Legislature develops an FY13 budget,
care should be taken to ensure general fund reserves are kept at a sufficient level to deal with the
HSD’s Medicaid deficit fund balance.
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