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INDEPENDENT AUDITORS’ REPORT 

 
 
Board of Directors 
Small Business Investment Corporation 
 
 
We have audited the accompanying financial statements of Small Business Investment Corporation, 
also known as the New Mexico Small Business Investment Corporation (NMSBIC), which comprise 
the statements of financial position – American Institute of Certified Public Accountants (AICPA) 
Financial Reporting Framework for Small and Medium-sized Entities (AICPA FRF for SMEs) as of 
June 30, 2017 and 2016, and the related statements of activities and changes in net assets – AICPA 
FRF for SMEs, and cash flows – AICPA FRF for SMEs, for the years then ended, and the related 
notes to the financial statements. 
 
Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with the FRF for SMEs issued by the (AICPA FRF for SMEs), as described in Note 1; 
this includes determining that the basis of accounting is an acceptable basis for the preparation of 
financial statements in the circumstances.  Management is also responsible for 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. 
 
Auditors’ Responsibility 
Our responsibility is to express an opinion 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.  Those standards require that we plan and perform the audits to obtain reasonable 
assurance about whether the financial statements are free from 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 auditors’ judgment, including the 
assessment of the 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 
NMSBIC’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 NMSBIC’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 presentation of the financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 



 

2 

 
 
Opinion 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of NMSBIC as of June 30, 2017 and 2016, and the changes in its net assets and its 
cash flows for the years then ended in accordance with the FRF for SMEs, as described in Note 1.  
 
Basis of Accounting 
We draw attention to Note 1 of the financial statements, which describes the basis of accounting.  
The financial statements are prepared in accordance with the FRF for SMEs issued by the AICPA, 
which is a basis of accounting other than accounting principles generally accepted in the United 
States of America.  Our opinion is not modified with respect to that matter. 
 
Emphasis-of-Matter Regarding Investments 
As discussed in Note 1 and Note 7, these financial statements include investments in partnerships 
valued by the general partner of each partnership in the absence of readily ascertainable market 
values.  At June 30, 2017 and 2016, that portion of NMSBIC’s investments was $10,426,049 and 
$14,994,617, respectively, which represents 27% and 38% of NMSBIC’s net assets at those dates. 
Because of the inherent uncertainty of valuation of these investments, the estimate by each general 
partner of these values may differ significantly from values that would have been used had a ready 
market for those investments existed, and the difference could be material.  Our opinion is not 
modified with respect to this matter. 
 
Other Matter 
Our audits were conducted for the purpose of forming an opinion on the financial statements as a 
whole.  The schedules of activity of debt cooperative agreements and the schedules of activity of 
equity cooperative agreements on pages 17 and 18 are presented for purposes of additional analysis 
and are not a required part of the financial statements.  Such information is the responsibility of 
management and was derived from and relates directly to the underlying accounting and other 
records used to prepare the financial statements.  The information has been subjected to the auditing 
procedures applied in the audit of the financial statements and certain additional procedures, 
including comparing and reconciling such information directly to the underlying accounting and 
other records used to prepare the financial statements or to the financial statements themselves, and 
other additional procedures in accordance with auditing standards generally accepted in the United 
States of America.  In our opinion, the information is fairly stated in all material respects in relation 
to the financial statements as a whole. 

 
September 25, 2017 Pulakos CPAs, PC 
 
 



Assets

Current assets
Cash and cash equivalents $ 1,331,817          $ 3,168,048          
Investment held with NM State Investment Council 8,262,462          3,051,478          
Equity fund receivable 413,078 3,536,230
Prepaid expenses 4,239                 4,239                 

Total current assets 10,011,596        9,759,995          

Deferred interest receivable 54,346               32,446
Equity investments in New Mexico entities 10,426,049        14,994,617        
Cooperative loan agreements,

net of allowance for losses 18,378,674        16,876,599        

$ 38,870,665        $ 41,663,657        

Liabilities and Net Assets

Current liabilities
Accounts payable $ -                     $ 4,000                 
Debt funding payable, net 415,727             434,580             
Due to severance tax permanent fund -                     2,191,561          

Total current liabilities 415,727             2,630,141          

Temporarily restricted net assets 38,454,938        39,033,516        

$ 38,870,665        $ 41,663,657        

2017 2016

Small Business Investment Corporation

STATEMENTS OF FINANCIAL POSITION

June 30, 2017 and 2016

See Notes to Financial Statements and Independent Auditors' Report.  3



Unrestricted

Revenues and other support:
Interest and dividend income $ -               $ 711,570       $ 711,570       $ -               $ 431,950       $ 431,950       
Realized gains on investments -               184,713       184,713       -               3,706,916     3,706,916     
Investment valuation adjustments -               (1,100,578)   (1,100,578)   -               391,782       391,782       
Net assets released from restrictions 374,283       (374,283)      -               2,778,134     (2,778,134)   -               

Total revenues and other support 374,283       (578,578)      (204,295)      2,778,134     1,752,514     4,530,648     

Expenses:
Program services

Equity investment operating 
expense, net 28,336         -               28,336         240,340       -               240,340       

Provision for loan losses 63,482         -               63,482         18,612         -               18,612         
Other program services 118,973       -               118,973       202,333       -               202,333       
Net excess funds expense -               -               -               2,191,561     -               2,191,561     

Total program services 210,791       -               210,791       2,652,846     -               2,652,846     

Management and general 163,492       -               163,492       125,288       -               125,288       

Total expenses 374,283       -               374,283       2,778,134     -               2,778,134     

Change in net assets -               (578,578)      (578,578)      -               1,752,514     1,752,514     

Net assets at beginning of year -               39,033,516   39,033,516   -               37,281,002   37,281,002   

Net assets at end of year $ -               $ 38,454,938   $ 38,454,938   $ -               $ 39,033,516   $ 39,033,516   
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Total Restricted Total

Small Business Investment Corporation

STATEMENTS OF ACTIVITIES AND CHANGES IN NET ASSETS

Years Ended June 30, 2017 and 2016

2017 2016
Temporarily Temporarily

Unrestricted Restricted

See Notes to Financial Statements and Independent Auditors' Report.



Cash flows from operating activities:
Change in net assets $             (578,578) $            1,752,514 
Adjustments to reconcile change in net assets

to net cash provided (used) by operating activities
Change in provision for loan losses                 63,482                 18,612 
Net loss (gain) on investments and investment fees               944,202          (3,864,861)
Changes in operating assets and liabilities

Interest and dividends receivable                         -                        201 
Equity fund receivable            3,123,152          (3,340,843)
Prepaid expenses                         -                        (19)
Deferred interest receivable               (21,900)               (19,925)
Accounts payable                 (4,000)                   4,000 
Debt funding payable               (18,853)                 63,233 
Due to severance tax permanent fund          (2,191,561)            2,191,561 

Cash provided (used) by operating activities            1,315,944          (3,195,527)

Cash flows from investing activities:
Maturity of certificates-of-deposit                         -              1,000,000 
Purchase of investment held with NM State 

Investment Council          (5,252,837)          (3,000,000)
Investments in New Mexico entities            2,100,662            1,433,487 

Cash used by investing activities          (3,152,175)             (566,513)

Change in cash and cash equivalents          (1,836,231)          (3,762,040)

Cash and cash equivalents, beginning of year            3,168,048            6,930,088 

Cash and cash equivalents, end of year $            1,331,817 $            3,168,048 

2017 2016

Small Business Investment Corporation

STATEMENTS OF CASH FLOWS

Years Ended June 30, 2017 and 2016

See Notes to Financial Statements and Independent Auditors' Report.  5



Small Business Investment Corporation 
 

NOTES TO FINANCIAL STATEMENTS 
 

June 30, 2017 and 2016 
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

Organization 
The Small Business Investment Corporation, also known as the New Mexico Small Business 
Investment Corporation (NMSBIC), is a nonprofit, independent, public corporation established by 
the New Mexico Small Business Investment Act, §58-29-1 et. Seq., NMSA1978, as amended (the 
Act).  NMSBIC was formed to create new job opportunities by making equity investments in 
land, buildings or infrastructure for facilities to support new or expanding businesses in the State 
of New Mexico and to otherwise make debt investments and equity investments to create new job 
opportunities to support new or expanding businesses.  NMSBIC’s sole funding source is the 
New Mexico severance tax permanent fund.  
 

NMSBIC seeks to establish programmatic, contractual relationships with existing and newly 
created providers of financial services to efficiently and effectively deliver capital for the purpose 
of creating new job opportunities and economic growth in the State of New Mexico.  NMSBIC 
accomplishes this by providing capital for equity investments or loans for land, buildings or 
infrastructure to support new or expanded businesses, or equity investments or loans to 
New Mexico small businesses, to help support economic growth and job creation, and to 
otherwise enhance economic development objectives of the State of New Mexico. 

 

Estimates 
The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent 
assets and liabilities at the date of the financial statements.  Estimates also affect the reported 
amounts of revenues and expenses during the reporting period.  Actual events and results could 
differ from those assumptions and estimates.  The most significant estimates involve the fair 
value of debt and equity securities.  Because of inherent uncertainty in valuing these investments, 
the estimated fair value may differ from the values that would have been used had a ready market 
for the investments existed. 

 

Income Taxes 
NMSBIC is a nonprofit charitable corporation and has been recognized as tax-exempt under 
Section 501(c)(4) of the Internal Revenue Code.  NMSBIC has adopted accounting principles 
generally accepted in the United States of America as they relate to uncertain tax positions, and 
has evaluated its tax positions taken for open tax years.  Currently, the 2014, 2015 and 2016 tax 
years are open and subject to examination by the Internal Revenue Service and New Mexico 
Taxation and Revenue Department.  Management believes that the activities of NMSBIC are 
within their tax-exempt purpose, and that there are no uncertain tax positions.  

 
Financial Instruments 

The carrying amounts of cash and cash equivalents, receivables, payables, and other liabilities 
approximate fair value due to the short maturity periods of these instruments.  



Small Business Investment Corporation 
 

NOTES TO FINANCIAL STATEMENTS 
 

June 30, 2017 and 2016 
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – CONTINUED 
 
Financial Reporting Framework 

A financial reporting framework is a set of criteria used to determine measurement, recognition, 
presentation, and disclosure of all material items appearing in the financial statements.  The 
choice of a financial reporting framework rests with the owners and managers of an entity, in 
consideration of their needs and the needs of the users of their financial information.  Certain 
frameworks constitute accounting principles generally accepted in the United States of America 
(GAAP), while others are non-GAAP ‘special purpose’ frameworks.  Because its Board of 
Directors is appointed by the Governor of the State of New Mexico, NMSBIC is considered to be 
a governmental entity under GAAP. 
 
The accompanying financial statements have been prepared using the Financial Reporting 
Framework for Small and Medium-Sized Businesses (FRF for SMEs), a special purpose 
framework developed by the American Institute of Certified Public Accountants (AICPA).  The 
FRF for SMEs reporting option is intended for management, owners, and others who require 
financial statements that are prepared in a consistent and reliable manner in accordance with a 
non-GAAP framework that has undergone public comment and professional scrutiny.  The 
accounting principles comprising it are appropriate for small and medium-sized entities, based on 
the needs of the financial statement users and cost and benefit considerations. 

 
As described in the ‘Change in Financial Reporting Framework’ section following, NMSBIC 
selected the FRF for SME’s because, as a business entity, the information provided by the 
governmental framework is not best suited to the needs of the users of NMSBIC’s financial 
statements.   
 

Change in Financial Reporting Framework 
In previous years, NMSBIC presented financial statements using accounting principles 
promulgated by the Financial Accounting Standards Board (FASB), which were considered by 
NMSBIC’s management, its Board of Directors and its auditors to constitute GAAP.  In 2017, it 
was determined that NMSBIC meets the definition of a governmental entity for purposes of 
accounting and financial reporting because its Board of Directors is appointed by the Governor of 
the State of New Mexico. GAAP for governmental entities is specified by standards promulgated 
by the Governmental Accounting Standards Board (GASB).  Because GASB standards differ 
substantially from those of the FASB, adopting the GASB framework would entail changes in 
NMSBIC’s accounting and financial reporting.  
 
Management and the Board of Directors of NMSBIC believe that the GASB framework is not 
appropriate for NMSBIC and that GASB-based financial statements would be less informative 
than financial statements based on the FASB framework.  However, continued use of the FASB 
framework would result in an ‘adverse’ auditors’ opinion because NMSBIC is considered 
governmental for purposes of accounting and financial reporting.  



Small Business Investment Corporation 
 

NOTES TO FINANCIAL STATEMENTS 
 

June 30, 2017 and 2016 
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – CONTINUED 
 
Change in Financial Reporting Framework – Continued  

The 2016 financial statements are presented for comparison. and are unchanged from those issued 
in the previous year, since adoption of the FRF for SME’s did not require changes to the 
previously issued, FASB based financial statements. 
 

Cash Equivalents 
Cash and cash equivalents at June 30, 2017 and 2016, consist of demand deposit accounts and 
money market deposit accounts held at New Mexico branches of state and national banks. 
 

Investments 
NMSBIC reports gains and losses on investments as increases or decreases in temporarily 
restricted net assets unless their use is permanently restricted by explicit donor stipulations or by 
law. 
 
For purposes of making equity investments in accordance with the Act, NMSBIC enters into 
limited partnership agreements (Cooperative Agreements) as a limited partner.  Investments are 
carried at market value as determined in good faith by the general partner of each such limited 
partnership, in accordance with Cooperative Agreements.  The general partners of these limited 
partnerships determine market value based upon fair value of the underlying investments of the 
limited partnerships, as there is no ready market for these investments.  Realized gains and losses 
are recorded on a specific identification method upon the sale or write-off of investment assets of 
the limited partnerships.  Investment valuation adjustments are determined by general partners 
based on an increase or impairment in value in underlying investments during the investment-
holding period.  Management and operating fees of equity investments are determined by the 
general partners in accordance with the Cooperative Agreements and are reflected as a decrease 
in partner capital accounts.  
 
A loan receivable is considered to be past due if any portion of the receivable balance is unpaid 
and outstanding for more than one month.  For the years ended June 30, 2017 and 2016, 
allowances have been established for loan losses incurred as a result of debt investments made 
under Cooperative Agreements are as follows: 
 

        2017         2016  
 
 Allowance for loan losses, beginning $ 176,382 $ 222,026 
 Loan losses incurred in current period  (72,328)  (64,256) 
 Provision for loan losses  63,482  18,612 
 
  Allowance for loan losses, ending $ 167,536 $ 176,382 
 
NMSBIC may only make debt and equity investments in New Mexico businesses and in 
accordance with restrictions imposed by the Act. 



Small Business Investment Corporation 
 

NOTES TO FINANCIAL STATEMENTS 
 

June 30, 2017 and 2016 
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES – CONTINUED 
 

Net Asset Classifications 
NMSBIC classifies net assets and revenues, expenses, gains and losses based on the existence, or 
absence, of donor-imposed restrictions.  Unrestricted net assets have no donor-imposed 
restrictions.  Revenues that are donor restricted are reported as increases in unrestricted net assets 
if the restrictions expire in the reporting period in which the revenue is recognized. 

 
Other Program Services 

Other program services are comprised of an allocation of management and general expenses 
directly related to delivery of program services.  

 
Fair Value Measurements 

Accounting Standards Codification Topic 820 establishes a fair value hierarchy that prioritizes 
the inputs to valuation techniques used to measure fair value.  The hierarchy gives the highest 
priority to unadjusted quoted prices in active markets for identical assets and liabilities (Level 1 
measurements) and the lowest priority to measurements involving significant unobservable inputs 
(Level 3 measurements).  The three levels of the fair value hierarchy are as follows: 
 

Level 1 – Unadjusted quoted prices in active markets for identical investments that NMSBIC has 
the ability to access at the measurement date. 

 
Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the 
investment, either directly or indirectly.  These inputs may include quoted prices for the identical 
instrument in an inactive market, inputs other than observable quoted prices, or inputs derived 
principally from or corroborated by observable market data by correlation or other means. 
 
Level 3 – Inputs to the valuation methodology are unobservable and significant to the fair value 
measurement. 
 
The asset’s or liability’s fair value measurement level within the fair value hierarchy is based on 
the lowest level of any input that is significant to the fair value measurement.  Valuation 
techniques used need to maximize the use of observable inputs and minimize the use of 
unobservable inputs.  

 
Subsequent Events 

NMSBIC has evaluated all events occurring subsequent to June 30, 2017 and through September 
25, 2017, which is the date that the financial statements were issued, and believes that no events 
occurring during this period require either recognition or disclosure in the accompanying 
financial statements. 

 



Small Business Investment Corporation 
 

NOTES TO FINANCIAL STATEMENTS 
 

June 30, 2017 and 2016 
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NOTE 2 – CONCENTRATIONS  
 
Concentration of Funding 

NMSBIC receives 100% of its funding from the New Mexico Severance Tax Permanent Fund. 
 
Concentration of Credit Risk  

NMSBIC maintains its cash and cash equivalent balances in New Mexico branches of state and 
national financial institutions.  The amounts on deposit with these financial institutions are 
insured by the Federal Deposit Insurance Corporation, are 100% collateralized by government-
backed securities, or are 100% secured by a letter of credit from the Federal Home Loan Bank of 
Cincinnati.  NMSBIC has not experienced, and believes it is not exposed to significant credit risk 
from these deposits. 
 
NMSBIC enters into Cooperative Agreements with parties that have demonstrated the ability to 
provide business assistance to new and expanding businesses and that are primarily engaged in 
the business of providing business services and debt and equity capital to new and expanding 
businesses.  Under Cooperative Agreements with lenders, the lenders use their own funds and 
funds provided by NMSBIC to make loans to new and expanding businesses.  Concentrations of 
credit risk arise from a number of loans made by such third parties utilizing NMSBIC funds to 
startup businesses.  The lenders with which NMSBIC has entered into Cooperative Agreements 
have discretion as to whether or not to require, and the amount of, collateral taken, on the loans. 
 
 

NOTE 3 – FAIR VALUE MEASUREMENT  
 
The following table presents the fair value hierarchy for assets measured at fair value on a 
recurring basis as of June 30, 2017: 
 

Assets at Fair Value 
 

Description  Total  Level 1  Level 2  Level 3 
         

Cooperative loan agreements  $ 18,378,674  $ -  $ 18,378,674  $ - 
Equity investments in New         
   Mexico entities    10,426,049    -    -    10,426,049 
Investment held with NM State         
   Investment Council    8,262,462    -    8,262,462     - 
         
  $ 37,067,185  $ -  $ 26,641,136  $ 10,426,049 

 



Small Business Investment Corporation 
 

NOTES TO FINANCIAL STATEMENTS 
 

June 30, 2017 and 2016 
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NOTE 3 – FAIR VALUE MEASUREMENT – CONTINUED 
  
The following table presents the fair value hierarchy for assets measured at fair value on a 
recurring basis as of June 30, 2016: 
 

Assets at Fair Value 
 

Description  Total  Level 1  Level 2  Level 3 
         

Cooperative loan agreements  $ 16,876,599  $ -  $ 16,876,599  $ - 
Equity investments in New         
   Mexico entities    14,994,617    -    -    14,994,617 
Investment held with NM State         
   Investment Council    3,051,478    -    3,051,478     - 
         
  $ 34,922,694  $ -  $ 19,928,077  $ 14,994,617 

 
The following is a description of the valuation methodologies used for assets measured at fair 
value.  There have been no changes in the methodologies used. 
 
Cooperative loan agreements: Valued at the net asset value of debt investment at year-end. 

 
Equity investments in New Mexico entities: Valued at market value as determined in good faith by 
the general partner of each such limited partnership. 
 
Investment held with NM State Investment Council: Valued at NMSBIC’s percentage share in the 
pooled fund in which the pooled securities are measured using the closing price of the traded 
security at the statement of financial position date. 
 
Certificates of Deposit: Valued at face value plus accrued earnings, which approximate fair value. 
 
The methods described above may produce a fair value calculation that may not be indicative of 
net realizable value or reflective of future fair values.  Furthermore, while management believes 
its valuation methods are appropriate and consistent with other market participants, the use of 
different methodologies or assumptions to determine the fair value of certain financial 
instruments could result in a different fair value measurement at the reporting date. 
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June 30, 2017 and 2016 
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NOTE 3 – FAIR VALUE MEASUREMENT – CONTINUED  
 
Level 3 Investments 

The following tables present NMSBIC’s activities for assets measured at fair value on a recurring 
basis using significant unobservable inputs (Level 3) for the years ended June 30, 2017 and 2016:  
 

         2017          2016  
 
Balance, beginning of year $ 14,994,617 $ 13,896,757 
 Total gains or losses (realized/unrealized) 
   included in earnings  (874,012)  4,053,723 
 Operating income and expenses, net  (28,336)  (240,340) 
 Cash calls and redemptions, net  (3,666,220)  (2,715,523) 
 

Balance, end of year $ 10,426,049 $ 14,994,617 
 
 
NOTE 4 – TEMPORARILY RESTRICTED NET ASSETS 

 
Temporarily restricted net assets are restricted for funding debt or equity investments in 
accordance with the Act. 
 
Temporarily restricted net assets are restricted for the following purposes: 
 

         2017          2016  
 Cumulative severance tax permanent fund 
   capital contributions $   47,682,573 $ 47,682,573 
 Cumulative return of net excess funds  (2,191,561)  (2,191,561) 
 Cumulative expenses in excess of other revenues  (7,036,074)  (6,457,496) 
 
  $ 38,454,938 $ 39,033,516 

 
Temporarily restricted net assets were released as follows: 
 

          2017          2016  
 
  Satisfaction of purpose restrictions $ 374,283 $ 2,778,134 
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NOTE 5 – STATE INVESTMENT OFFICER COMMITMENT 
 

Prior to July 1, 2007, Section 7-27-5.15 NMSA 1978 required that the State Investment Officer 
make a commitment to NMSBIC pursuant to the Act to invest three-fourths of one percent of the 
market value of the New Mexico Severance Tax Permanent Fund.  If at any time the commitment 
fell below that level, further commitments must be made until the invested capital is equal to 
three-fourths one percent of the market value of the fund.  Effective July 1, 2007, the commitment 
was increased to one percent.  Funding received from the State Investment Officer due to the net 
market value of the New Mexico Severance Tax Permanent Fund was zero in both 2017 and 
2016.  

 
 
NOTE 6 – NET EXCESS FUNDS 
 

Pursuant to Section 58-29-7 NMSA 1978, the NMSBIC shall return to the Severance Tax 
Permanent Fund an amount equal to the net excess funds held by the NMSBIC.  “Net excess 
funds” are calculated as the return on investments to the corporation in the amounts of dividends 
and interest actually received plus any capital gains actually realized, less the operating expenses 
of the NMSBIC and less amounts reasonably reserved for losses.  NMSBIC had excess funds of 
zero and $2,191,561 as of June 30, 2017 and 2016, respectively, that are required to be returned 
to the Severance Tax Permanent Fund.  The net excess funds are reflected as a liability in the 
accompanying financial statements. 
 
NMSBIC’s calculations of net excess fund balances as of June 30, 2017 and 2016 are as follows: 
 

         2017          2016  
 
 Interest and dividends received, cash basis $ 686,567 $ 404,228 
 Operating expenses, net of loan losses  (310,804)  (567,957) 
 Accumulated reserve for debt and equity losses  (1,496,422)  (1,351,626) 
 Capital gains realized  184,713  3,706,916 
 
  Net (deficient) excess funds $ (935,946) $ 2,191,561 
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NOTE 7 – INVESTMENTS IN NEW MEXICO ENTITIES 
 
Cooperative Loan Agreements 

NMSBIC is party to two loan participation Cooperative Agreements with New Mexico non-profit 
corporations (ACCION and WESST Corp.).  Under these agreements, NMSBIC has made capital 
commitments to provide revolving funding for loans to be made by these corporations to New 
Mexico small businesses.  For each loan made, these corporations provide 25% of the funding 
and NMSBIC provides the remaining 75%.  Under the participation agreement with WESST 
Corp., the NMSBIC shares in 75% of loan losses and recoveries.  In November 2013, NMSBIC 
terminated its loan participation agreement with ACCION and entered into a new participation 
agreement. Loans outstanding under the terminated participation agreement will run off in the 
normal course of business.  The NMSBIC shares in 75% of loan losses and recoveries under the 
terminated participation agreement.  The new agreement limits loan losses that can be passed 
through to NMSBIC to 1% of the outstanding loan balance during any fiscal year.  The terms, 
pricing, and size of any loan are subject to the discretion of these corporations.  These 
corporations make non-traditional loans.  Collateral for the loans may also be non-traditional, or 
in some cases no collateral at all.  
 
The loans are considered risky and may have a higher rate of default than traditional loans. Loan 
amounts made under the program are limited under the agreements.  These corporations 
undertake good faith efforts to make loans outside the Albuquerque metropolitan area.  Loans are 
serviced by these corporations, with monthly reports and principal and interest remittances 
provided to NMSBIC.  NMSBIC’s agreements with these corporations have no maturity date, but 
may be terminated by either party upon ninety days written notice, with any loans outstanding at 
the time of termination handled in the ordinary course of business until the loans are collected or 
written off.  During the years ended June 30, 2017 and 2016, interest income of $199,949 and 
$162,711, respectively, was recognized related to these investments.  See supplementary 
schedules for detail on these agreements.  
 
In December 2013, NMSBIC entered into an unsecured line-of-credit agreement with a New 
Mexico nonprofit corporation (New Mexico Mortgage Finance Authority, or NMMFA) to 
provide funds for the development of affordable housing in areas of New Mexico where job 
growth is restricted by a shortage of such housing.  Under this agreement, NMSBIC provides a 
revolving, unsecured loan to this corporation, which matures in November 2018.  NMSBIC does 
not share in any loan losses or recoveries.  Loans are serviced by the corporation, with quarterly 
reports and principal and interest remittances provided to NMSBIC.  The agreement contains 
provisions that the corporation agrees to maintain a certain level of net assets, and agrees to 
undertake good faith efforts to make loans outside the Albuquerque metropolitan area.  
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NOTE 7 – INVESTMENTS IN NEW MEXICO ENTITIES – CONTINUED 
 
During the years ended June 30, 2017 and 2016, interest income of $18,561 and $18,625, 
respectively, was recognized related to this investment.  See supplementary schedules for detail 
on this agreement. 
 
NMSBIC is party to a revolving loan Cooperative Agreement with a New Mexico nonprofit 
corporation (New Mexico Community Development Loan Fund, or NMCDLF).  Under this 
agreement, NMSBIC provides a revolving loan to this corporation, which in turn is fully 
collateralized by pledged loans.  Certain delinquent loans are not eligible to be used as collateral. 
NMSBIC does not share in any loan losses or recoveries.  The agreement includes other 
provisions under which the corporation has agreed to: 
 

 Maintain certain levels of liquidity, leverage, and net assets 
 Limit the maximum loan size under the program 
 Restrict loan modifications on nonperforming loans 
 Undertake good faith efforts to make loans outside the Albuquerque metropolitan area  

 
Loans are serviced by the corporation, with quarterly reports and principal and interest 
remittances provided to NMSBIC. The outstanding principal balance of the revolving loan 
matures in January 2024.  Either party can terminate the agreement with 90 days written notice, 
with the outstanding balance repaid based on balances of collateralized loans.  During the years 
ended June 30, 2017 and 2016, interest income of $187,248 and $182,055, respectively, was 
recognized related to this investment.  See supplementary schedules for detail on this agreement.  
 
In September 2014, NMSBIC entered into a line of credit agreement with a New Mexico limited 
liability company (Rio Vista Growth Capital, LLC or RVGC). Funds provided to RVGC under 
the terms of the loan agreement will be used to make, acquire, or maintain loans with New 
Mexico businesses in accordance with the mission and purpose of NMSBIC.  Loans are serviced 
by RVGC, with monthly reports and principal and interest remittances provided to NMSBIC. The 
outstanding principal balance of the loan matures in August 2021.  During the years ended June 
30, 2017 and 2016, interest income of $44,399 and $42,488, respectively, was recognized related 
to this investment.  Part of the interest is paid quarterly, and the balance is deferred until received 
by RVGC.  Deferred interest receivable was $54,346 and $32,446 at June 30, 2017 and 2016, 
respectively.  See supplementary schedules for detail on this agreement.  

 
Equity Cooperative Agreements  

NMSBIC is party to several Subscription Agreements and Limited Partnership Agreements under 
which it has acquired interests as a limited partner in various limited partnerships.  Under these 
agreements, NMSBIC has made capital contribution commitments to provide funding to these 
limited partnerships to be used for debt or equity investments made in New Mexico small 
businesses.  The limited partnerships have termination dates through 2019.  Under the terms of 
the limited partnership agreements, the partnerships may be extended to dates through 2022.  See 
supplementary schedules for detail on these agreements.  
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NOTE 8 – CAPITAL COMMITMENTS 
 

At June 30, 2017, NMSBIC had committed $45,166,881 of capital through its various debt and 
equity agreements, of which $40,073,541 has been called, leaving a remaining commitment of 
$5,093,340.  At June 30, 2017, NMSBIC has approximately $1,332,000 of cash-on-hand to 
immediately handle capital calls.  Additionally, NMSBIC has approximately $8,262,000 invested 
with the NM State Investment Council in a liquid bond pool as of June 30, 2017.  NMSBIC’s 
investment policy allows for capital commitments in excess of capital.   
 
The following table presents capital commitments for each debt and equity agreement as of June 
30, 2017: 
 

Outstanding  Remaining 
Loan Loan Balance,  Loan 

 and Equity  Life-to-Date  and Equity 
 Capital  Equity Capital  Capital 

Commitments Funded Commitments 
Debt Cooperative Agreements 

1.  ACCION $ 7,750,000 $ 7,517,796 $ 232,204 
2.  NMCDLF   13,000,000   9,373,903   3,626,097 
3.  WESST CORP   375,000   104,512   270,488 
4.  NMMFA   1,500,000    800,000    700,000 
5.  RVGC   750,000    750,000    -  
      

   23,375,000    18,546,211    4,828,789 

Equity Cooperative Agreements 
1.  Flywheel   1,500,000   1,500,000   - 
2.  NMCCF   7,000,000   7,000,000   - 
3.  Verge I   1,800,000   1,800,000   - 
4.  Verge I.5   3,000,000   3,000,000   - 
5.  NM Gap Fund I   2,000,000   2,000,000   - 
6.  NM Mezzanine Fund   2,491,881   2,491,881   - 
7.  Verge II   3,000,000   2,735,449   264,551 
8.  Verge II.5   1,000,000   1,000,000   - 
      

   21,791,881    21,527,330    264,551 
      

$ 45,166,881 $ 40,073,541 $ 5,093,340 
  



  
  

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

SUPPLEMENTARY SCHEDULES 
 



Schedule 1

Beginning Loan Funding Ending  Allowance Ending
Loan Gross Loan  Net of Realized Gross Loan for Loan Net Loan

Commitments  Balance Repayments Loan Loss  Balance  Losses  Balance 
For the year ended

June 30, 2017

1.  ACCION #1* -$                  678,490$        (386,943)$         (10,837)$        280,710$          (22,457)$     258,253$       
2.  ACCION #2 7,750,000         5,247,993       2,050,584         (61,491)          7,237,086         (72,371)       7,164,715      
3.  NMCDLF 13,000,000       9,388,652       (14,749)             -                 9,373,903         -               9,373,903      
4.  WESST CORP 375,000            87,846             16,666              -                 104,512            (8,361)          96,151           
5.  NMMFA 1,500,000         900,000           (100,000)           -                 800,000            -               800,000         
6.  Rio Vista Growth Capital 750,000            750,000           -                    -                 750,000            (64,348)       685,652         

23,375,000$     17,052,981$   1,565,558$       (72,328)$        18,546,211$     (167,537)$   18,378,674$  

For the year ended
June 30, 2016

1.  ACCION #1* -$                  1,393,218$     (694,162)$         (20,566)$        678,490$          (54,279)$     624,211$       
2.  ACCION #2 6,500,000         4,181,614       1,110,069         (43,690)          5,247,993         (52,480)       5,195,513      
3.  NMCDLF 11,000,000       8,901,360       487,292            -                 9,388,652         -               9,388,652      
4.  WESST CORP 375,000            96,888             (9,042)               -                 87,846              (7,027)          80,819           
5.  NMMFA 1,500,000         512,121           387,879            -                 900,000            -               900,000         
6.  Rio Vista Growth Capital 750,000            750,000           -                    -                 750,000            (62,596)       687,404         

20,125,000$     15,835,201$   1,282,036$       (64,256)$        17,052,981$     (176,382)$   16,876,599$  

*The ACCION #1 commitment was terminated in 2014 and replaced by ACCION #2. Active loans under the ACCION #1 agreement will run off under their normal course.
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SCHEDULES OF ACTIVITY OF DEBT COOPERATIVE AGREEMENTS

Years Ended June 30, 2017 and 2016

See Independent Auditors' Report.



Schedule 2

Cumulative
Investment Beginning  Capital Realized Investment Operating Ending

 Capital Investment Calls and (Loss) Gain on Valuation (Expense) Investment
Commitments Fair Value Redemptions Investments Adjustments Income, net Fair Value

For the year ended June 30, 2017

1.  Flywheel 1,500,000$      37,940$           -$               (87,158)$        82,456$          (33,238)$         -$                 
2.  NMCCF 7,000,000        2,299,090       56,900           (162,155)        (105,895)         (56,983)           2,030,957        
3.  Verge I 1,800,000        1,369,540       (626,772)        92,906            (302,587)         (17,089)           515,998           
4.  Verge I.5 3,000,000        2,807,414       (1,332,259)     199,840          (577,448)         (18,483)           1,079,064        
5.  NM Gap Fund I 2,000,000        3,235,906       -                 -                  42,228            24,099            3,302,233        
6.  NMGF II -                   -                  -                 -                  -                  -                  -                   
7.  NM Mezzanine Fund 2,491,881        855,006           -                 -                  -                  75,197            930,203           
8.  Verge II 3,000,000        3,344,726       (1,610,487)     141,280          (452,091)         (5,999)             1,417,429        
9.  Verge II.5 1,000,000        1,044,995       (153,602)        -                  254,612 4,160              1,150,165        

21,791,881$    14,994,617$   (3,666,220)$   184,713$        (1,058,725)$    (28,336)$         10,426,049$    

For the year ended June 30, 2016

1.  Flywheel 1,500,000$      200,616$        -$               (165,035)$      34,828$          (32,469)$         37,940$           
2.  NMCCF 7,000,000        3,667,273       (3,277,897)     2,079,512       -                  (169,798)         2,299,090        
3.  Verge I 1,800,000        1,141,319       (97,660)          399,910          (52,136)           (21,893)           1,369,540        
4.  Verge II.5 3,000,000        2,195,444       (91,158)          847,852          (101,103)         (43,621)           2,807,414        
5.  NM Gap Fund I 2,000,000        2,403,984       -                 (99,953)          953,799          (21,924)           3,235,906        
6.  NMGF II -                   123,309           (158,328)        23,805            -                  11,214            -                   
7.  NM Mezzanine Fund 2,491,881        1,364,024       -                 (611,541)        -                  102,523          855,006           
8.  Verge II 3,000,000        2,800,788       (90,480)          1,101,733       (421,134)         (46,181)           3,344,726        
9.  Verge II.5 1,000,000        -                  1,000,000      130,633 (67,447)           (18,191)           1,044,995        

21,791,881$    13,896,757$   (2,715,523)$   3,706,916$     346,807$        (240,340)$       14,994,617$    
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SCHEDULES OF ACTIVITY OF EQUITY COOPERATIVE AGREEMENTS

Years Ended June 30, 2017 and 2016

See Independent Auditors' Report.




