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Independent Auditors’ Report

The Board of Directors
UNM Sandoval Regional Medical Center, Inc. and
Mr. Brian Colon, New Mexico State Auditor:

Report on the Financial Statements

We have audited the accompanying financial statements of UNM Sandoval Regional Medical Center, Inc. (the
Medical Center), a component unit of the University of New Mexico, State of New Mexico, as of and for the
years ended June 30, 2020 and 2019, and the related notes to the financial statements, which collectively
comprise the Medical Center’s basic financial statements for the years then ended as listed in the table of
contents.

Managementis Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; 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.

Auditorst Responsibility

Our responsibility is to express opinions on these financial statements based on our audits. We conducted our
audits 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












UNM SANDOVAL REGIONAL MEDICAL CENTER, INC.
(A Component Unit of the University of New Mexico)

Management’s Discussion and Analysis
June 30, 2020 and 2019

Financial Summary

Total Medical Center assets at June 30, 2020 increased $7.3 million from June 30, 2019, ending at

$161.2 million. Cash and cash equivalents at June 30, 2020 increased by $9.3 million, primarily due to a Center
for Medicare and Medicaid Services (CMS) advance of $7.3 million under the Medicare Accelerated and
Advance Payment Program and CARES Act funding of $6.7 million, while net accounts receivable decreased
by $1.9 million, primarily due to the impact of COVID-19 on patient volumes. The Medical Center’s patient
volumes began to decrease in March 2020 due to COVID-19 stay at home orders and limitations on elective
visits and procedures in healthcare services implemented by the Governor of New Mexico in March 2020. Net
capital assets decreased by $4.0 million, predominantly due to increased accumulated depreciation, and
restricted investments held by trustee for mortgage reserve fund increased by $1.9 million in line with contract
requirements. The Medical Center’'s most significant assets at June 30, 2020 were net capital assets of

$95.5 million, cash and cash equivalents of $38.4 million, and restricted investments held by trustee for
mortgage reserve fund of $15.1 million.

Operating cash increased by $10.1 million during the year ended June 30, 2020, from $21.9 million at June 30,
2019 to $32.0 million at June 30, 2020. This increase was driven by the CARES Act funding of $6.7 million,
CMS advance payment of $7.3 million, and mill levy funds of $6.4 million. The CARES Act funding and CMS
advance payment programs were in response to COVID-19.
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UNM SANDOVAL REGIONAL MEDICAL CENTER, INC.
(A Component Unit of the University of New Mexico)

Management’s Discussion and Analysis
June 30, 2020 and 2019

Total net position as of June 30, 2019 increased by $0.2 million to $20.3 million, which included operating
income of $4.1 million and net nonoperating expenses of $4.0 million. Unrestricted net position totaled
$17.8 million, with a net deficiency in capital assets of $17.9 million at June 30, 2019. Restricted net position,

expendable as of June 30, 2019 increased by $2.8 million to $20.4 million, which was driven by a $2.8 million
increase in the bond fund trust account.

Condensed summary of revenues, expenses, and changesin net position
Year ended June 30

2020 2019 2018
Total operating revenues $ 78,203,988 84,180,161 86,038,524
Total operating expenses (82,806,019) (80,037,405) (80,728,183)
Operating gain (loss) (4,602,031) 4,142,756 5,310,341
Net nonoperating (expenses) revenues 4,899,679 (3,975,297) (4,385,923)
Total increase in net position 297,648 167,459 924,418
Net position, beginning of year 20,313,787 20,146,328 19,221,910
Net position, end of year $ 20,611,435 20,313,787 20,146,328

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
$78.2 million, $84.2 million, and $86.0 million for the years ended June 30, 2020, 2019, and 2018, 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
$76.5 million, $83.0 million, and $83.7 million for the years ended June 30, 2020, 2019, and 2018, respectively.
The decrease of $6.5 million from 2019 to 2020 is primarily the result of canceling all nonessential healthcare
services from mid-March to the beginning of June in compliance with the New Mexico Governor’s Executive
Order due to the COVID-19 pandemic. 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.
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UNM SANDOVAL REGIONAL MEDICAL CENTER, INC.
(A Component Unit of University of New Mexico)

Statements of Cash Flows

Years ended June 30, 2020 and 2019

Cash flows from operating activities:
Cash received from patient services
Cash received from CMS Advance
Cash payments to employees
Cash payments to suppliers and contractors
Cash payments to related parties
Cash payments to Department of Revenue
Other receipts

Net cash provided by operating activities

Cash flows from noncapital financing activities:
Cash received from Sandoval County mill levy
Cash received from CARES Funding
Cash received from contributions

Net cash provided by noncapital financing activities

Cash flows from capital financing activities:
Purchases of capital assets
Cash received from federal bond subsidy
Interest payments on bonds
Cash payments into mortgage reserve fund
Principal payments on bonds
Cash payments for mortgage-related activities (Mortgage
servicing, MIP, GNMA guaranty)
Other receipts

Net cash used in capital financing activities

Cash flows from investing activities:
Interest on investments

Net cash provided by investing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

19

2020 2019
75,806,628 79,677,551
7,330,765 —

(31,369,119)
(40,304,445)

(30,147,563)
(38,793,493)

(2,809,663) (4,111,938)
(710,126) —
1,139,582 852,118
9,083,622 7,476,675
6,690,081 84,996
6,683,603 —
19,676 20,626
13,393,360 105,622
(1,624,881) (2,508,835)
885,646 2,631,025
(5,284,337) (5,461,525)
(1,876,653) (1,876,920)
(4,075,000) (3,890,000)
(1,405,967) (969,965)
— 188,334

(13,381,192)

(11,887,886)

219,797 295,048
219,797 295,048
9,315,587 (4,010,541)
29,067,188 33,077,729
38,382,775 29,067,188
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UNM SANDOVAL REGIONAL MEDICAL CENTER, INC.
(A Component Unit of the University of New Mexico)

Notes to the Financial Statements
June 30, 2020 and 2019

e Basic financial statements, including statements of net position, statements of revenues, expenses,
and changes in net position, and statements of cash flows using the direct method for the Medical
Center as a whole

* Notes to financial statements

GASB Statement No. 34, as amended by GASB Statement No. 63, Financial Reporting of Deferred
Outflows of Resources, Deferred Inflows of Resources, and Net Position, established standards for
external financial reporting and requires that resources be classified for accounting and reporting
purposes into the following three net position categories:

* Net Deficiency in Capital Assets — Capital assets, net of accumulated depreciation and outstanding
principal balances of debt attributable to the acquisition, construction, or improvement of those
assets.

« Restricted Net Position T Expendable — Assets whose use by the Medical Center is subject to
externally imposed constraints that can be fulfilled by actions of the Medical Center pursuant to
those constraints or that expire by the passage of time.

e Unrestricted Net Position — Assets that are not subject to externally imposed constraints.
Unrestricted net position may be designated for specific purposes by action of the Board.

Recent Accounting Pronouncements

In June 2017, GASB issued Statement No. 87, Leases. Statement No. 87 addresses the accounting
and financial reporting for leases, establishing a single model for lease accounting based on the
foundational principle that leases are financings of the right to use an underlying asset. This Statement
requires recognition of certain lease assets and liabilities for leases that previously were classified as
operating leases and recognized as inflows of resources or outflows of resources based on the
payment provisions of the contract. In May 2020, GASB issued Statement No. 95, Postponement of the
Effective Dates of Certain Authoritative Guidance, which postponed the effective date of Statement

No. 87 to fiscal years beginning after June 15, 2021. The Medical Center is evaluating the impact the
standard will have on its financial statements.

Use of Estimates

The preparation of financial statements in accordance with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and the disclosure of contingent assets and liabilities at the financial statement
dates, and the reported amount of revenues and expenses during the reporting periods. Due to
uncertainties inherent in the estimation process, actual results could differ from those estimates.

Operating Revenues and Expenses

The Medical Center’s statements of revenues, expenses, and changes in net position distinguish
between operating and nonoperating revenues and expenses. Operating revenues, such as patient
service revenue, result from exchange transactions associated with providing healthcare services, the
Medical Center’s principal activity. Exchange transactions are those in which each party to the
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UNM SANDOVAL REGIONAL MEDICAL CENTER, INC.
(A Component Unit of the University of New Mexico)

Notes to the Financial Statements
June 30, 2020 and 2019

(b) Restricted Cash and Cash Equivalents

In connection with the 2010 Financing Transaction, as a requirement of the trust indenture and the
Financing Agreement, the Medical Center was required to establish trust funds for debt service. The
Debt Service Fund collects the interest income and necessary funds to make the semiannual coupon
payments for the bonds. This fund also includes a depository account for the proceeds received from
the Build America Bond and Taxable Revenue Recovery Zone Economic Development Bond
payments.

(i)

(i)

(iii)

Interest Rate Risk T Debt Investments T Cash and Cash Equivalents

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Currently, the Medical Center does not have a specific policy to limit its exposure to
interest rate risk. The Medical Center holds no investments that are subject to interest rate risk.

Custodial Credit Risk T Debt Investments T Cash and Cash Equivalents

For an investment, custodial credit risk is the risk that, in the event of the failure of the counterparty,
the Medical Center will not be able to recover the value of its investments or collateral that is in the
possession of an outside party. As of June 30, 2020 and 2019, there are no investments or cash
and cash equivalents subject to custodial credit risk.

The Medical Center’s custodial risk policy for the bond proceeds conforms to the trust indenture,
and the trustee holds the investments in safekeeping.

Credit Risk T Debt Investments T Cash and Cash Equivalents

The Medical Center is required to disclose credit ratings of its debt investments in order to assess
credit risk. U.S. obligations, investments explicitly guaranteed by the U.S. government, and
nondebt investments are excluded from this requirement. Currently, the Medical Center does not
have a specific policy to limit its exposure to credit risk.

A summary of the debt investments — cash and cash equivalents at June 30, 2020 and 2019 and
their exposure to credit risk is as follows:

27 (Continued)









(6)

UNM SANDOVAL REGIONAL MEDICAL CENTER, INC.
(A Component Unit of the University of New Mexico)

Notes to the Financial Statements
June 30, 2020 and 2019

The Medical Center recognized $3.1 million in nonoperating revenue as of June 30, 2020, consisting of the
General Distribution receipts (including the Provider Relief Fund amounts), and a portion of the Safety Net
Hospital receipts. The methodology used to recognize CARES Act relief funding is based on lost net patient
revenue from March through June 2020. The remaining $3.6 million of Safety Net Hospital funds is
recorded as unearned revenue as of June 30, 2020. The Safety Net Hospital funds balance will be
recognized as income in future periods to offset additional losses incurred due to COVID-19. The Health
and Human Services Department (HHS) can and does retrospectively adjust grant distribution formulas
and may adjust funding already received, which may have subsequent impacts on the amount the Medical
Center has recorded as of June 30, 2020 or on future financial statement periods.

In April 2020, the Medical Center also received $7.3 million in accelerated Medicare payments as provided
for in legislation passed by Congress and the Center for Medicare and Medicaid Services (CMS), which
allows eligible healthcare facilities to request up to six months of advance Medicare payments for acute
care hospitals or up to three months of advance Medicare payments for other healthcare providers. Under
the Continuing Appropriations Act, 2021 and Other Extensions Act, providers will have one year from the
issuance date of their accelerated or advanced payment before they have to begin to repay their loans.
Originally, providers were required to start making payments in August 2020, however these new terms will
delay repayment for one year. The advances are recorded as a liability on the statement of net position and
are required to be paid back to CMS in full within one year of receipt.

Estimated Third-Party Payor Settlements

The Medical Center is reimbursed by the Medicare and Medicaid programs on a prospective payment basis
for hospital services, with certain items reimbursed at an interim rate with final settlement determined after
submission of annual cost reports by the Medical Center. The annual cost reports are subject to audit by
the Medicare Administrative Contractor and the Medicaid audit agent. The Medical Center is subject to the
prospective federal capital rate. Retroactively calculated contractual adjustments arising under
reimbursement agreements with third-party payors are accrued on an estimated basis in the period the
related services are rendered and adjusted in future periods as final settlements are determined. In fiscal
years 2020 and 2019, the Medical Center recognized $1.5 million and $3.2 million of net patient service
revenue, respectively, related to prior year settlements.
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UNM SANDOVAL REGIONAL MEDICAL CENTER, INC.
(A Component Unit of the University of New Mexico)

Notes to the Financial Statements
June 30, 2020 and 2019

(7) Capital Assets
The major classes of capital assets at June 30, and related activity for the year then ended are as follows:
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UNM SANDOVAL REGIONAL MEDICAL CENTER, INC.
(A Component Unit of the University of New Mexico)

Notes to the Financial Statements
June 30, 2020 and 2019

(8) Compensated Absences

Qualified Medical Center employees are entitled to accrue sick, holiday, and annual leaves as one inclusive
paid time off (PTO) bank based on their full-time equivalent status.

Full-time employees with 0 to 7 years of service accrue 11.08 hours of PTO each pay period (36 days per
annum), up to a maximum of 500 hours to be used for sick, holiday, and personal leaves. Full-time
employees with years of service in excess of 7 years accrue 12.62 hours of PTO each pay period (41 days
per annum), up to a maximum of 500 hours to be used for sick, holiday, and personal leaves. Part-time
employees earn PTO leave on a prorated basis each pay period. When publicized by the Medical Center
each year, employees have the opportunity to exchange PTO for cash at 80% of their hourly rate. At
termination, employees are eligible for payment of unused accumulated hours at 100% of their regular
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UNM SANDOVAL REGIONAL MEDICAL CENTER, INC.
(A Component Unit of the University of New Mexico)

Notes to the Financial Statements
June 30, 2020 and 2019

general liability claims. The NMTCA provides that total liability for all claims that arise out of a single
occurrence shall not exceed $750,000 set forth as follows: (a) $200,000 for real property; (b) up to
$300,000 for past and future medical and medically related expenses; and (c) up to $400,000 for past and
future noneconomic losses (such as pain and suffering) incurred or to be incurred by the claimant. While
the language of the NMTCA does not expressly provide for claims of loss of consortium, New Mexico
appellate court decisions have allowed claimants to seek loss of consortium. As a result, if loss of
consortium claims is presented, those claims cannot exceed $350,000 in the aggregate. Thus, it appears
that if a claim presents both direct claims and third-party claims, the maximum exposure of the Public
Liability Fund and, therefore, the Medical Center, cannot exceed $1,050,000. The NMTCA prohibits the
award of punitive or exemplary damages against the Medical Center. These limitations of liability are
subject to adjustment by the New Mexico Legislature.

The URPEDA authorizes URPEDA corporations to obtain their liability coverages from RMD for those torts
where the legislature has waived the state’s immunity up to the damages limits of the NMTCA, as
described above, plus the cost incurred in defending any claims and/or lawsuits (including attorney fees
and expenses), with no deductible and with no self-insured retention by the Medical Center. As stated
previously, the Medical Center did elect to purchase, and did in fact purchase, its coverage-basis medical
malpractice, professional, and general liability coverage from RMD. As a result of this, the Medical Center
is fully covered up to the maximum liability set forth in the NMTCA for tort claims and/or lawsuits relating to
medical malpractice or professional liability occurring at its hospital.

Related-Party Transactions

The Medical Center is a separately incorporated but UNM-affiliated entity, which is the basis for
intercompany or related-party transactions between SRMC and any UNM or UNM-affiliated entity. The
clinical elements of UNM HSC are a fully integrated, academic health center and healthcare delivery
system and are collectively administered as the UNM Health System. The UNM Health System consists of
SRMC, UNM Hospitals, UNM Behavioral Health Operations, UNM Cancer Center, and UNM Medical
Group, Inc. (UNMMG).

The Medical Center enters into intercompany transactions with UNM and other entities associated with
UNM, which includes UNMH (division of UNM) and UNMMG (separately incorporated but UNM-affiliated
entity). These costs include, but are not limited to, medical services, payroll and employee benefits,
malpractice insurance, liability insurance, safety and risk services, and physician coverage incurred on
behalf of the Medical Center. The Medical Center incurred expenses, included in total expenses in the
accompanying statements of revenues, expenses, and changes in net position, related to the following
entities during the years ended June 30:

2020 2019
UNM (excluding UNM Hospital) $ 832,195 741,399
UNM Hospital 3,144,998 2,712,841
UNM Medical Group 690,840 399,979
$ 4,668,033 3,854,219
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