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Other Matters 

Required Supplementary Information 

U.S. generally accepted accounting principles require that the management’s discussion and analysis on 

pages 3-15 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 audits 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. 

Supplementary and Other Information 

Our audits were conducted for the purpose of forming an opinion on the financial statements that collectively 

comprise the Medical Center’s basic financial statements. The accompanying indigent care cost and funding 

report (Schedule 1) and calculations of cost of providing indigent care (Schedule 2) (Schedules 1 and 2) are 

presented for purposes of additional analysis and are not a required part of the basic financial statements. 

Schedules 1 and 2 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 auditing standards generally accepted in the 

United States of America. In our opinion, Schedules 1 and 2 are fairly stated, in all material respects, in relation 

to the basic financial statements as a whole, except for the information marked as unaudited. 

The information that is marked as unaudited in the accompanying Schedule 1 has not been subjected to the 

auditing procedures applied in the audit of the basic financial statements, and accordingly, we do not express 

an opinion or provide any assurance on it. 

Other Reporting Required by Government Auditing Standards  

In accordance with Government Auditing Standards, we have also issued our report dated December 10, 2019 

on our consideration of the Medical Center’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 solely 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 effectiveness of 

the Medical Center’s 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 Medical Center’s 

internal control over financial reporting and compliance. 

 

Albuquerque, New Mexico 

December 10, 2019 
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decrease in cash held by trustee for mortgage reserve fund and $1.8 million increase in the bond fund trust 

account. 

Condensed summary of revenues, expenses, and changes in net position

Year ended June 30

2019 2018 2017

Total operating revenues $ 84,180,161  86,038,524  78,757,869  

Total operating expenses (80,037,405) (80,728,183) (83,488,864) 

Operating gain (loss) 4,142,756  5,310,341  (4,730,995) 

Net nonoperating (expenses) revenues (3,975,297) (4,385,923) 4,834,098  

Total increase in net position 167,459  924,418  103,103  

Net position, beginning of year 20,146,328  19,221,910  19,118,807  

Net position, end of year $ 20,313,787  20,146,328  19,221,910  

 

Operating Revenues 

The sources of operating revenues for the Medical Center are net patient service and other operating revenues, 

with the most significant source being net patient service revenues. Total operating revenues were 

$84.2 million, $86.0 million, and $78.8 million for the years ended June 30, 2019, 2018, and 2017, respectively. 

Net patient service revenue comprises gross patient revenue, net of contractual allowances, charity care, 

provision for doubtful accounts, and any third-party cost report settlements. Net patient service revenues were 

$83.0 million, $83.7 million, and $77.4 million for the years ended June 30, 2019, 2018, and 2017, respectively. 

The decrease of $0.7 million from 2018 to 2019 is the result of a decrease in reimbursement, case mix index 

and a shift from inpatient volume to outpatient volume. The increase of $6.3 million from 2017 to 2018 is the 

result of an increase in case mix index, medical/surgical inpatient days, diagnostics, and emergency visits. 
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The following table summarizes key operating statistics for the years ended June 30, 2019, 2018, and 2017: 

 

ICU and medical/surgical inpatient days decreased by 2,563 from fiscal year 2018 to 2019 due to an increase 

in observation days. The ICU and medical/surgical average daily census (ADC) for the year ended June 30, 

2019 was 33 and decreased by 7 from an ICU and Medical/Surgical ADC of 40 for the year ended June 30, 

2018. 

Net patient service revenue for the fiscal years ended June 30, 2019 and 2018 includes cost report estimates 

for the Medicare and Medicaid programs. Beginning July 1, 2016, the Medical Center was subject to the 

prospective federal capital rate. The Medical Center’s cost reports have been audited through 2016 for 

Medicare and 2017 for Medicaid. Management believes that estimated settlements accrued related to 

unaudited cost reports are adequate. Laws and regulations governing the Medicare and Medicaid programs are 

extremely complex and subject to interpretation. As a result, there is at least a reasonable possibility that 

recorded estimates will change by a material amount in the near term. Estimates are continually monitored and 

reviewed, and as settlements are made or more information is available to improve estimates, differences are 

reflected in current operations. 
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Operating Expenses 

The following pie charts depict the distribution of the operating expenses for the Medical Center for the years 

ended June 30, 2019, 2018, and 2017: 

 

  

Operating expenses for the Medical Center include items such as employee compensation and contract labor 

and benefits, medical services, medical supplies, purchased services, and equipment. 

For the year ended June 30, 2019, total operating expenses were $80.0 million and represent a decrease of 

$0.7 million from the year ended June 30, 2018. The most significant change was a decrease of $2.0 million for 

medical supplies due to operational improvement initiatives and $1.3 million in medical services due to a 

reduction in provider service agreements. These decreases were partially offset by an increase of $1.5 million 

for employee benefits mostly related to employee health insurance costs, and a $0.6 million increase in 

purchased services primarily for operational improvement consulting fees. 
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productivity adjustment. The impact of the proposed OPPS rule on the Medical Center’s reimbursement is 

estimated to increase $0.3 million for fiscal year 2020. 

Effective January 1, 2019, the New Mexico Human Services Department implemented changes to the New 

Mexico Medicaid Program, also known as Centennial Care 2.0. With this program, the Department 

awarded Blue Cross and Blue Shield (BCBS NM), Presbyterian Health Plan, and Western Sky managed 

care contracts. The Medical Center no longer contracted with Molina Healthcare for the Medicaid program, 

effective January 1, 2019, but remains contracted with BCBS NM, Presbyterian Health Plan, and Western 

Sky. 

Effective January 1, 2019 CMS required hospitals to publish their chargemaster online. Standard charges 

were defined as the hospital’s gross charge and payer-specific negotiated charge for an item or service. It 

also requires making public payer-specific negotiated charges for a limited set of ‘shoppable’ services that 

are displayed and packaged in a consumer-friendly manner. In addition it set forth the expectation that 

there would be some type of monitoring put in place for noncompliance and actions to address hospital 

noncompliance. 

In January 2018, CMS reset Medicare payments for drugs obtained under the 340B program from the 

average sales price (ASP) plus 6% to ASP minus 22.5%. CMS is requesting comments on utilizing 

ASP+3% for calendar year 2020 and remedy for calendar year 2018 and calendar year 2019 340b Drug 

cuts. The proposed 2020 OPPS rule continues the Medicare Part B drug payment cuts to hospitals in the 

340B program starting January 1, 2020. Specifically, CMS proposes to reimburse 340B hospitals 77.5% of 

average sales price which is a 28.5% decrease. 

During the 2019 state legislative session, HB6 was passed implementing a gross receipts tax on non-profit 

and governmental hospitals effective July 1, 2019. The Medical Center’s impact of the 5.125% gross 

receipts tax on patient receipts is estimated to be $1.7 million for fiscal year 2020. 

Effective July 1, 2019, the New Mexico Human Services Department’s Medical Assistance Division 

implemented Medicaid rate increases. Specifically, inpatient DRG rates for Fee-for-Service and Managed 

Care Medicaid services were increased 12%. Medicaid OPPS rates were increased 18% for both 

fee-for-service and Managed Care Medicaid. 

During fiscal year 2019 the Medical Center engaged the services of White Cap Health Advisors to update 

the Medical Center’s three-year strategic plan and establish long-term aspirations. 

(b) Medicare Disproportionate Share Hospital (DSH)  

Beginning in federal fiscal year 2018, CMS incorporated Cost Report Worksheet S-10 uncompensated care 

cost as one of three factors averaged to determine a hospital’s allocation of DSH uncompensated care 

payments. In 2020 CMS will base DSH uncompensated care reimbursement on only one year of S-10 data. 

The other two factors, Medicaid days and Supplemental Security Income (SSI) ratios are to be phased out 

beginning with federal fiscal year 2020. The Medical Center’s estimated impact associated with the federal 

fiscal year 2019 DSH share will be an increase of $75 thousand. 

Medicaid DSH payments are supplemental payments made to the Medical Center, in addition to Medicaid 

claims payments, to take into account the uncompensated care costs incurred by serving a 
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The following schedule summarizes the special and scheduled mandatory redemption requirements of the 

Series 2010A and Series 2010B bonds as of June 30, 2019: 

Series 2010A bonds Series 2010B bonds Total

Fiscal year Principal Interest Principal Interest Principal Interest

2020 $ 4,075,000  4,797,338  —  487,000  4,075,000  5,284,338  

2021 4,275,000  4,611,713  —  487,000  4,275,000  5,098,713  

2022 4,475,000  4,417,200  —  487,000  4,475,000  4,904,200  

2023 4,695,000  4,213,350  —  487,000  4,695,000  4,700,350  

2024 4,920,000  3,999,600  —  487,000  4,920,000  4,486,600  

2025–2029 28,375,000  16,415,213  —  2,435,000  28,375,000  18,850,213  

2030–2034 35,885,000  9,302,738  —  2,435,000  35,885,000  11,737,738  

2035–2039 20,915,000  1,413,788  9,740,000  1,567,250  30,655,000  2,981,038  

$ 107,615,000  49,170,940  9,740,000  8,872,250  117,355,000  58,043,190  

 

The bonds are subject to various redemption provisions as set forth in the trust indenture, including Special 

Mandatory Redemption, Scheduled Mandatory Redemption, and Optional Redemption. The Special 

Mandatory Redemption provisions are contingent on various events, including but not limited to 

circumstances that result in the trust estate receiving early payments on the GNMA Securities as a result of 

mandatory prepayments being made on the mortgage note. 

The mortgage note bears interest at 4.61%. The initial mortgage note had a term of 299 months following 

the commencement of amortization and matures on July 1, 2037. Principal and interest are payable in 

equal monthly installments. A mortgage servicing fee of 12 basis points and a GNMA guaranty fee of 13 

basis points are also included in the monthly payment, for a total of 4.86%. The mortgage note is subject to 

optional prepayment beginning on January 20, 2021 or thereafter, and mandatory prepayment at any time 

based on the occurrence of certain events, including default on scheduled payments or the receipt of any 

mortgage insurance proceeds. 

(9) Net Patient Service Revenues 

The majority of the Medical Center’s revenue is generated through agreements with third-party payors that 

provide for reimbursement to the Medical Center at amounts different from its established gross charges. 

Approximately 42% and 22% of the Medical Center’s gross patient revenue for the year ended June 30, 

2019 was derived from the Medicare and Medicaid programs, respectively, the continuation of which is 

dependent upon governmental policies and government funding. For the year ended June 30, 2018, the 

approximate gross patient revenue was 35% and 26% respectively, for income derived from the Medicare 

and Medicaid programs. Laws and regulations governing the Medicare and Medicaid programs are 

complex and subject to interpretation. As a result, there is at least a reasonable possibility that recorded 

revenue estimates could change as a result of regulatory review. Contractual adjustments under third-party 

reimbursement programs represent the difference between the Medical Center’s billings at established 

charges for services and amounts reimbursed by third-party payors. A summary of payment arrangements 

with major third-party payors follows: 

Medicare – Inpatient acute care services rendered to Medicare program beneficiaries are paid at 

prospectively determined rates per discharge. These Medical Severity Diagnosis Related Group (MS-DRG) 
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Contributions to the Plan are made through employee deferrals on earned compensation. Participants may 

contribute, on a tax-deferred basis, up to the annual limitations as prescribed by the IRS. Participants may 

designate all or a portion of 403(b) elective deferral contributions as Roth elective deferral contributions. 

Participants may also make rollover contributions representing distributions from other qualified plans. 

Participants direct the investment of their contributions into various investment options offered by the Plan. 

The Plan currently offers various mutual funds and an insurance investment contract as investment options 

for participants. The Medical Center may make matching contributions equal to a percentage of participant 

contributions. If matching contributions are made, the percentage contributed is determined by the Medical 

Center. The Medical Center may also make a discretionary contribution each plan year. Contributions are 

subject to regulatory limitations. The expense for the defined-contribution plan was $0.9 million and 

$0.7 million for the years ended June 30, 2019 and 2018, respectively. Total employee contributions under 

this plan were $1.5 million and $1.1 million for the years ended June 30, 2019 and 2018, respectively. 

(14) Contingencies 

The Medical Center is subject to asserted and unasserted legal claims arising during the ordinary course of 

business. The Medical Center makes provisions for a liability when it is both probable that a liability has 

been incurred and the amount of the loss of liability can be reasonable estimated. Management and legal 

counsel periodically assess whether losses have been incurred related to pending or threatened litigation, 

claims, and assessments. Loss estimates are continually monitored and reviewed. While the outcome of 

legal claims cannot be determined at this time, management is of opinion that the liability, if any, from these 

actions will not have a material effect on SRMC’s financial position. 
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Type of auditor report issued: Unmodified opinion 

Fiscal year 2019 findings and responses: 

Material weaknesses: No matters to report 

Significant deficiencies: No matters to report 

Material noncompliance: No matters to report 
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Other Findings as Required by Section 12-6-5 NMSA 1978 

2019-001. Related Party Transaction Policies and Procedures �± Other Matter 

2018-001. Repeated and Modified 

Condition 

In the 2018 audit, finding 2018-001 identified that the organization did not have specific written policies and 

procedures governing related party transactions, including associated internal controls. The finding identified 

that the organization should have written policies and procedures that address the topics in the “Criteria” 

section and expectations about documentation standards for timeliness of related party agreements. 

In 2019 the organization created and adopted written policies and procedures governing related party 

transactions. These policies and procedures were adopted in the latter half of fiscal year 2019, with the result 

that many related party transactions occurred prior to the policies and procedures taking full effect. 

Criteria 

Management should design, implement and maintain controls to: 

�x Identify, account for, and disclose related party relationships and transactions. 

�x Authorize and approve significant transactions and arrangements with related parties. 

Effect 

Because the policies and procedures were adopted in the latter half of the year, certain aspects of the policies 

and procedures were not fully implemented in fiscal year 2019. For example: 

�x We identified a related party agreement between University of New Mexico Hospital and Sandoval 

Regional Medical Center that was not timely approved in fiscal year 2019 and was only finalized in late 

September 2019. 

Cause 

Written policies and procedures have been developed for related party transactions, but were enacted late in 

the fiscal year. 

Recommendation 

Many aspects of this fiscal year 2019 deficiency should be resolved because the policies and procedures will 

be in effect for the entire fiscal year 2020. As the implementation of these policies and procedures continues, 

we recommend that written documentation addressing related party agreements be executed timely. 

Management Response 

Management will address and continuously strive to improve the timely execution of related party agreements. 
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An exit conference was conducted on October 9, 2019, with members of the board of directors and members of 

SRMC management. During this meeting, the contents of this report were discussed with the following board 

members, management personnel, and KPMG LLP representatives present: 

Kim Hedrick Board Member 

Charlotte Garcia Board Member 

Darlene Fernandez Chief Financial Officer, SRMC 

Pam Demarest Chief Operating Officer and Chief Nursing Officer, SRMC 

Purvi Mody Executive Director of Internal Audit 

Robin Cole Controller, Finance, SRMC 

Kaitlyn DelBene Associate University Counsel 

Matthew Wilks Chief of Medical Staff, SRMC 

Mark McComb Partner, KPMG LLP 

Suzette Longfellow Managing Director, KPMG LLP 

Jaime Cavin Managing Director, KPMG LLP 

Ruth Senior Senior Manager, KPMG LLP 


