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Independent Auditors' Report

The Honorable Bill Richardson, Chairman
and Members of the State Investment Council
and Mr. Hector H. Balderas, State Auditor

We have audited the accompanying financial statements of the governmental activities,
general fund, the general fund budget comparison, and each fiduciary fund of the State of
New Mexico Investment Council — Investment Office (Office), as of and for the year
ended June 30, 2008, which collectively comprise the Office’s basic financial statements as
iisted in the table of contents. These financial statements are the responsibility of the
Office’s management. 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, 1ssued 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 includes
examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
the significant estimates made by management, as well as evaiuating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our
opInions.

As discussed in Note 1, the financial statements of the Office are intended to present the
financial position and changes in financial positton of only that portion of the
governmental activities of the State of New Mexico that is attributable to the transactions
of the Office. They do not purport to and do not, present fairly the financial position of the
State of New Mexico as of June 30, 2008, and the changes in financial position, where
applicable, for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, general fund, and
each fiduciary fund of the Office, as of June 30, 2008, and the respective changes in
financial position thereof and the general fund budgetary comparison for the year then
ended in conformity with accounting principles generally accepted in the United States of
America.
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The Honorable Bill Richardson, Chairman
and Members of the State Investment Council
and Mr. Hector H. Ralderas, State Auditor

In accordance with Government Auditing Standards, we have also 1ssued our report dated
December 10, 2008 on our consideration of the Office’s intermal 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 and should be considered in assessing the
results of our audit.

The accompanying management’s discussion and analysis on pages 4 through 12 is not a
required part of the basic financial statements but are supplementary information required
by the Governmental Accounting Standards Board. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods
of measurement and presentation of the required supplementary information. However, we
did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Office's basic financial statements. The accompanying
financial 1nformation listed as supplemental mformation in the table of contents is
presented for purposes of additional analysis and is not a required part of the basic
financial statements of the Office. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

Wese fdama Lir

Albuguerque, New Mexico
Decembery 10, 2008



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2008

This discussion and analysis of the State of New Mexico Investment Council —
Investment Office (Office) provides a summary of the financial position and results of
operations for the year ended June 30, 2008 with highlights and comparisons. The reader
should review the actual financial statements, including the notes and supplemental
schedules, for a more complete picture of the Office’s financial activities.

Financial Position

Net Assels

All expenses of the Office are related to investment management of the permanent funds
and of the nineteen external clients. As a result, these amounts are paid by the funds and
clients based on relative market values managed. Accordingly, there tends to be very
little change in the net assets of the Office.

The assets for the primary governmental unit consist of cash, due from other funds and
capital assets consisting of furniture and equipment. All liabilities are current and the
unrestricted net assets are equal to the amount of accrued vacation and sick pay liability,
which is not a reimbursable expense of the funds until the compensated leave time is
actually used. Except for the due to/due from balances, there have not been significant

changes to assets, liabilities and net assets as compared to the prior year.

Statement of Net Assets

2008 2007
Assets
Interest in State General Fund Pool 5,251,125 16,393,755
Due from clients 199,525 184,376
Capital assets, net 19.220 26.799
Total assets 5,469,870 16,604,930
Liabilities
Due to Land Grant Permanent Fund 2,744,376 7,344,992
Due to Severance Tax Permanent Fund 1,176,161 3,517,281
Accounts payable 1,091,233 5,567,331
Accrued payroll 142,184 148,527
Accrued vacation and sick pay 223,874 203,544
Other 296,696 -
Total liabilities 5,674,524 16,781,675
Net Assets
Invested in capital assets 19,220 26,799
Unrestricted (223.874) (203.544)
Total net assets (204.654) (176.745)




STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
Year Ended June 30, 2008

Financial Position (continued)
Statement of Activities

The Staternent of Activities focuses on the cost of various activities, which are funded by
the Office’s general and other revenues. This is intended to summarnize and simplify the
users” analysis of the cost of services. The govermmmental activities reflect the Office’s
basic service of collecting and optimizing revenues for its beneficiaries.

Increase in Expenses and Revenues

The primary increase for fiscal year 2008 in expenditures has been in the addition of
external managers and increases in custody fees. Expenses are paid by the permanent
funds and clients and, correspondingly, revenues recorded from the funds and clients are
also higher.

Statement of Activities

2008 2007
Expenses
General government $ 28,251,075 27.237.290
Revenues
Program revenues
Fees from external investment trust participants 1,024,003 1,155,643
Transters
Interfund services provided
Land Grant Permanent Fund 19,039,414 18,236,733
Severance Tax Permanent Fund 8,159,749 7.815.743
Total program revenues and transfer 28,223,160 27,208,119
Change in net assets (27,909) (29,171)
Net assets beginning of year (176,745} (147.574)
Net assets end of year $  (204.654)  (176.745)



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
Year Ended June 30, 2008

The total revenues and expenditures for the General Administrative Fund compared to the
prior year are as follows:

Increase/
2008 2007 (Decrease)
Total Revenues/Expenditures
Revenues from external frust participants $1,024,003 51,155,643 {11.4%)
Expenditures
Personnel services & benefits 3,283,775 3,034,219 8.2%
Contractual services & custody fees 24,206,692 23,426,012 3.3%
Other — Operating expenses 732,699 747,888 (2.0%)
Total expenditures $28,223,166 $27,208,119 3.7%

Financial Highlights — Fiduciary Funds

The primary governmental activity for the Office is the administration and management
of five State of New Mexico permanent funds——the Land Grant Permanent Fund (LGPF),
the Severance Tax Permanent Fund (STPF), the Tobacco Settlement Permanent Fund
(TSPF), the Water Trust Fund (WTF), and the State Unemployment Trust Fund (SUTF).
The State Investment Office, which is responsible for carrying out the policies of the
State Investment Counci] by investment management, also provides similar services to
nineteen other state agencies and political subdivisions of New Mexico.

The purpose of the permanent funds is to contribute recurring revenues for the operating
budget of the State of New Mexico and the beneficiaries of the permanent funds. The
investment management goal for the funds is to continue to preserve the permanent
endowment funds for future generations and future benefits by growing the funds at a rate
at least equal to inflation. The amount of annual distributions for the STPF, per statute,
was 4.7% of the average of the year-end market values of the funds for the immediately
preceding five years. The LGPF and TSPF distribution formulas are detailed below.
Administrative costs are projected and added to the distribution formula to amve at the
total spending policy.



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
Year Ended June 30, 2008

On September 23, 2003, New Mexico voters approved Constitutional Amendment No. 2,
increasing the Land Grant Permanent Fund distribution formula to its beneficiaries, the
public schools and 19 other specifically identified state institutions. The amendment
provides for suspension of distributions greater than 5.0% under certain circumstances.
Distributions changed as follows:

e Beginning October 2003, the distribution increased to 5.0%.
o For fiscal years 2005-2012, distributions increase to 5.8%.
o For fiscal years 2013-2016, distributions decrease to 5.5%.
e Beginning fiscal year 2017, distributions decrease to 5.0%.

The TSPFE distribution was originally established for the Tobacco Settlement Program
Fund at 50% of the prior year’s contributions from the legal settlement with the tobacco
companies. In April 2003 the New Mexico State Legislature changed the Tobacco
Settlement Permanent Fund distribution. Based on this change, in fiscal years 2003
through 2006 the distribution was changed to 100% of the current year contributions, and
the distribution goes to the State (General Fund rather than the Tobacco Settlement
Program Fund. Beginning in FY 07, the distribution for TSPF returned to 50% of prior
year’s contributions.

In April 2004, the Governmental Accounting Standards Board issued Technical Bulletin
2004-1, Tobacco Settlement Recognition and Financial Reporting Entity Issues (GASB
TB 2004-1), which became effective for financial statements for periods ending after
June 15, 2004. GASB TB 2004-1 clanfies recognition guidance for payments received
under the Master Settlement Agreement (MSA) with the settling tobacco companies.
Since annual tobacco settlement reimbursements (TSRs) are based on cigarette sales from
the preceding calendar year, governments should estitmate accrued TSRs that derive from
tobacco sales from January 1 to their respective fiscal year-ends. Accordingly, the TSPF
recognized $19,530,397 and $17,961,211 for the years ended June 30, 2008 and 2007,
respectively.

The Land Grant Permanent Fund contributions from the State Land Office (royalties and
income from land grants) for fiscal year 2008 increased 19.14% from the fiscal year
2007. Distributions to the beneficiaries of the fund increased 7.07% from the prior vear.
The chart below details the changes in contributions and distributions for the Land Grant
Permanent Fund.



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
Year Ended June 30, 2008

Land Grant Permanent Fund Contributions & Distributions

480,000,000
460,000,000
440,000,000
420,000,000
400,000,000 -
380,000,000

360,000,000

2008 2007 2006 '[
Contributions | 474,899,162 398,602,630 414,694,467
B Distributions 469,998 264 438,945,144 426,443,664

The Severance Tax Permanent Fund contributions are made from the Severance Tax
Bonding Fund. Severance tax revenues first pay the required debt service on severance
tax bonds issued by the State. The amounts transferred from the Severance Tax Bonding
Fund to the Severance Tax Permanent Fund increased from $24 million in fiscal year
2007 to $41.4 million in fiscal year 2008. Distributions to the State General Fund in
fiscal year 2008 increased 3.6% from the previous year.



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
Year Ended June 30, 2008

Severance Tax Permanent Fund Contributions & Distributions
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HContributions 41,413,897 24,073,243 123,217,261
[ Distributions 177,171,816 170,972,508 171,797,508

The Tobacco Settlement Permanent Fund distribution was $22.4 million to the State General Fund in fiscal year
2008, 50% of the amount of contributions to the tobacco settlement trust funds.

2008 2007 2006
Tobacco Settlement
Permanent Fund
Contributions $ 44,863,502 36,239,706 35,448,385
Distributions 22,431,751 18,119,853 35,448,385

House Bill 247, passed by the 48™ Legislature in 2007, created the State Unemployment Trust Fund (SUTF) in
the state treasury. Receipts to this fund come from a prorated portion of the unemployment insurance taxes
collected by the Department of Workforce Solutions from New Mexico employers. House Bill 247 provides
that these receipts be invested by the state investment officer in a manner similar to the land grant permanent
fund. 1t also provides that earnings from the fund be available for appropriation to the Department of
Workforce Solutions for the purpose of administering the unemployment insurance and employment security
programs. At June 30, 2008, the SUTF was valued at $31.9 million.



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
Year Ended June 30, 2008

The net assets of the fiduciary funds managed by the Office increased
during the fiscal year by the following amounts:

or decreased

2008 2007
Net Assets Net Assets +(-)as%

Net Assets:
Land Grant Permanent Fund $10,144,843,246 $10,708,094,471 -5.26%
Severance Tax Permanent Fund 4,314,948,773 4,709,504,971 -8.38%
Tobacco Settlement Permanent Fund 135,883,945 116,718,859 +16.42%
Water Trust Fund 52,000,789 42,248,462 +23.08%
State Unemployment Trust Fund 31,903,793 - -

Total private purpose trust funds  14,679,580,546 15,576,566,763 -5.76%
External client trust funds 539,084,319 564,757,391 -4.55%
Total net fiduciary funds $15,218,664,865 $16,141,324,154 -5.72%

Contributions to the LGPF exceeded distributions for the year, but distributions exceeded
contributions for the STPF. Because of the volatile financial markets during recent

months, performance for LGPF was -3.8%, while STPF was -4.4%,

The Office expenditures for fiscal year 2008 increased because of additional personnel
costs and increased legal fees, largely associated with the increases in investments made
in alternative asset classes. These additional asset classes allow increased diversification
and increased control of investment risk. The expenses of the Office are paid by the
funds and then allocated back through the pools to appropriately associate costs to the
funds and clients for services provided by the Office. Office personnel costs increased
due to the filling of vacant positions. The Office budgeted, but did not spend,

approximately $3 million in contractual services.

Asset classes authorized by the state legislature include:
¢ Small, mid and large capitalization U.S. stocks
¢ Non-U.S. developed markets and emerging markets stocks
¢ U.S. debt obligations, including high-yield bonds
¢ Private equity himited partnerships
¢ Real estate
¢ Hedge funds
e Derivative Instruments
e Structured Credit Instruments
* New Mexico direct equity investments
¢ New Mexico film projects
¢ Government guaranteed New Mexico home and farm loans
o Certificates of deposit in New Mexico financial institutions

10



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
Year Ended June 30, 2008

The Office manages a portion of the large capitalization U.S. stocks, all investment-grade
U.S. debt obligations and the New Mexico economically targeted investments for loans
and certificates of deposits using staff portfolio managers. Real estate, private equity and
New Mexico film projects are managed using external advisors and the other stocks and
bonds are managed using external portfolio managers.

Using the Annual Report

The Office complies with the required financial statement presentation of the
Governmental Accounting Standards Board (GASB) Statement No. 34, Basic Financial
Statements and Management Discussion and Analysis for State and Local Governments.
The financial report includes the sections described below.

Government-Wide Financial Statements

The government-wide financial statements are designed to be corporate-like. The focus
of the Statement of Net Assets is designed to be similar to a bottom line for the Office
and its governmental activities.  This statement combines and consolidates the
governmental fund’s current financial resources (short-term expendable resources) with
capital assets and long term liabilities.

Fund Financial Statements

Traditional users of governmental financial statements will find the fund financial
statements presentation more familiar. The focus is now on major funds, rather than fund
types. The financial statements also include notes, which explain the history and purpose
of the Council, significant accounting policies, investment details, statutory disclosures
and other required information regarding the financial position of the funds.

The governmental major fund presentation is presented on a sources and uses of liquid
resources basis. This is the manner in which the financial plan (the budget) is typically
developed. The flow and availability of liquid resources is a clear and appropriate focus
of any analysis of a government. Funds are established for various purposes and the
financial statements allow the demonstration of sources and uses and/or budgeting
compliance associated with the funds.

The [und [inancial statemenis also allow the government to present its fiduciary funds.
While these funds represent trust responsibilities of the government, these assets are
restricted 1n purpose and do not represent discretionary assets of the government.
Therefore, these assets are not presented as part of the government-wide financial
statements.

Infrastructure Assets

The Office does not own any infrastructure such as road or bridges.
11



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
Year Ended June 30, 2008

Performance-based Budgeting

The four primary performance measures are set by the Legislature in conjunction with the
budget appropriation for fiscal year 2008. The Office met the one-year and five-year
targets.

Fiscal Year 2008
Performance Measures: Target Actual

1. One-year annualized investment returns to exceed

internal benchmarks, in basis points >25 300
2. Five-year annualized investiment returns to exceed

internal benchmarks, in basis points >25 90
3. One-year annualized percentile performance ranking

in endowment investment peer universe >40th 49th
4. Five-year annualized percentile performance ranking

in endowment investment peer universe >49th 40th

Budgetary Comparisons

As required by the Office of the State Auditor under Section 2.2.2.10 P. (2) of 2.2.2
NMAC, the Budget Comparison—Statement for the General Administrative Fund is
presented as part of the basic financial statements. This information is provided at the
approved budget level to demonstrate compliance with legal requirements. The budgetary
comparison schedule presents both the original and the final appropriated budget for the
reporting period as well as the actual inflows, outflows and balances, stated on the
government’s budgetary basis. The only significant budgetary variation was
approximately $3 millien in contractual services that were not expended.

Currently Known Facts and Conditions

Throughout 2008 the financial markets as a whole have incurred significant declines in
values. As a result, the Office’s investment portfolio has incurred a significant decline
from the values reported in the accompanying financial statements. Given that values of
individual investments fluctuate with market conditions, the ultimate amount of losses
that the Office will recognize in future financial statements, if any, cannot be determined.

Financial Contact

Any questions regarding the financial statements of the Office should be directed to the
Chief Financial Officer, 41 Plaza la Prensa, Santa Fe, NM 87507,

12



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

STATEMENT OF NET ASSETS

June 30, 2008

Governmental
Activities
ASSETS
Investment in State Treasurer General Fund Investment Pool $ 5,251,125
Pue from clients 199,525
Capifal assets, net 19,220
Total assets $ 5,469,870
LIABILITIES AND NET ASSETS
Current Liabilities
Due to Land Grant Permanent Fund $ 2,744,376
Due to Severance Tax Permanent Fund 1,176,161
Accounts payable 1,091,233
Accrued payroll 142,184
Accrued vacation and sick pay, current 135,000
Other 296,696
Total current liabilities 5,585,650
Long-term Lialnlities
Accrued vacation and sick pay 88,874
5,674,524
Net Assets
Invested in capital assets 19,220
Unreserved (223,874)
Total net assets (deficit) (204,654)
Total liabilities and net assets $ 5,469 870

See Notes to Financial Statements.

13



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

STATEMENT OF ACTIVITIES

June 30, 2008

Expenses
General government

Revenues
Program revenues
Fees from external investment trust participants
Transfers
Interfund services provided
Land Grant Permanent Fund
Severance Tax Permanent Fund
Total program revenues and transfers
Change in net assets

Net assets (deficit) at beginning of year

Net assets (deficit) at end of year

See Notes to Financial Statements.
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Governmental
Activities

28,251,075

1,024,003

19,039,414
8,159,749

28,223,166

(27,909)

(176,745)

$

(204,654)




STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

BALANCE SHEET

GENERAL ADMINISTRATIVE FUND

June 30, 2008

ASSETS

[nvestment in State Treasurer General Fund Investment Pool $ 5,251,125

Due from clients 199,525
Total assets $ 5,450,650

LIABILITIES AND FUND BALANCE

Liabilities

Due to Land Grant Permanent Fund $ 2,744,376
Due to Severance Tax Permanent Fund 1,176,161
Accounts payable 1,091,233
Accrued payroll 142,184
Other 296,696

Total liabilities 5,450,650

Fund Balance
Unreserved

Total liabilities and fund balance 3 5,450,650

See Notes to Financial Statenients.
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STATE OF NEW MEXICO INVESTMENT COUNCIL -

INVESTMENT OFFICE

RECONCILTATION OF THE GENERAIL ADMINISTRATIVE FUND
BALANCE SHEET TO THE STATEMENT OF NET ASSETS

Year Ended June 30, 2008

Total fund balance - General Administrative Fund

Amounts reported for governmental activities in the Statement

of Net Assets are different because

Capital assets used in governmental activities are not
financial resources and therefore are not reported in the fund

Capital assets, net

Some liabilities are not due and payable in the current
period and therefore are not reported in the fund.

Accrued vacation and sick pay

Net assets (deficit) of governmental activities

See Notes to Financial Statements.
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19,220
(223,874)
$ (204,654)




STATE OF NEW MEXICO INVESTMENT COUNCIL -

INVESTMENT OFFICE

GENERAL ADMINISTRATIVE FUND STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCE

Year Ended June 30, 2008

Revenues from external investment trust participants

Expenditures
Current
General government
Capital outlay
Total expenditures
Deficiency of revenues under expenditures
Other financing sources (uses)
Interfund services provided
Land Grant Permanent Fund

Severance Tax Permanent Fund

Net other financing sources (uses)

Net change in fund balance
Fund balance at beginning of year

Fund balance at end of year

See Notes to Financial Statements.
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1,024,003

28,215,558

7,608

28,223,166

(27,199,163)

19,039,414
8,159,749

27,199,163




STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

RECONCILIATION OF CHANGE IN NET ASSETS PER
STATEMENT OF ACTIVITIES TO NET CHANGE IN FUND
BALANCE PER STATENMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCE

Year Ended June 30, 2008

Net change in fund balance - General Administrative Fund

Amounts reported for governmental activities in the Statermnent
of Activities are different because

In the Statement of Activities, certain operating expenses such as
compensated absences for sick and annual leave are measured
by the amounts eamed during the year. In the governmental
funds, however, expenditure for these items 1s measured by
the amount of financial resources used {essentially, the
amounts actually paid).

Increase in accrued vacation and sick pay liability

Governmental funds report capital outlays as expenditures.
However, in the Statement of Activities, the cost of those
assets is allocated over the estimated useful lives and
reported as depreciation expense. [n the current period
these amounts are

Capital assets additions
Depreciation expense
Deficit of capital asset additions over depreciation expense

Change in net assets of governmental activities

See Notes 1o Financial Statements.

5 -
(20,330)
7,608
(15,187)
(7,579)
$ (27,909)
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STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE 1. ORGANIZATION AND BACKGROUND

The State of New Mexico Investment Council (Council) is responsible for the investment
activities of certain State of New Mexico trust funds. The Council is composed of nine
members: the Governor, the State Treasurer, the Commissioner of Public Lands, the
Secretary of the Department of Finance and Administration (DFA), the State Investment
Officer, the Chief Financial Officer of a State institution of higher education and three
public members appointed by the Governor for five-year terms. The Govemor is
designated as Chairman of the Council, which is required to meet at least once each
month.

Within the constraints of New Mexico law, the Council establishes policies for the
investment of trust funds entrusted to it. Policies established by the Council are carried
out by personnel of the State Investment Office (Investment Office or Office) under the
direction of the State Investment Officer. The Office currently manages certain assets
identified as the Land Grant Permanent Fund, the Severance Tax Permanent Fund,
Tobacco Settlement Permanent Fund, the Water Trust Fund and the State Unemployment
Trust Fund. The following is a brief description of the purpose and sources of these five
funds:

Land Grant Permanent Fund (LGPF). The Fergusson Act of 1898 and the Enabling Act
of 1910 granted certain lands held by the federal government to the territory of New
Mexico. Under the terms of these grants, it was stipulated that such lands, totaling 13.4
million acres, were to be held in trust for the benefit of the public schools and other
specific public institutions. Royalties and principal from land sales are transferred by the
State Land Office to the Investment Office, which adds these amounts to the LGPF.
Gains and losses on investment transactions are credited or charged to the LGPF and do
not directly affect distributions to the beneficiaries.

On September 23, 2003, New Mexico voters approved Constitutional Amendment No. 2
that changed the LGPF distributions. Beginning with the October 2003 distribution, the
annual distributions from the LGPF are five percent (5.0 percent) of the average of the
year-end market values of the LGPF for the immediately preceding five calendar years.
In addition to the five percent (5.0 percent) annual distribution made, an additional
annual distribution shall be made pursuant to the following schedule: in fiscal years 2005
through 2012, an amount equal to eight-tenths percent (0.8 percent) of the average of the
year-end market values of the LGPF for the immediately preceding five calendar years;
and 1n fiscal years 2013 through 2016, an amount equal to one-half percent (0.5 percent)
of the average of the year-end market values of the LGPE for the immediately preceding
five calendar years.
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STATE OF NEW MEXICO INVESTMENT COUNCIL -~
INVESTMENT OFFICE

NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE 1. ORGANIZATION AND BACKGROUND (CONTINUED)

The legislature, by a three-fifths' vote of the members elected to each house, may suspend
any additional distributions noted above. In addition, no additional distribution shall be
made n any fiscal year if the average of the year-end market values of the LGPF for the
immediately preceding five calendar years is less than five billion eight hundred million
dollars ($5,800,000,000).

Severance Tax Permanent Fund (STPF). The State of New Mexico levies a severance
tax on certain natural resources extracted from land within the State. Severance tax
revenues are first applied to pay the required debt service on Severance Tax Bonds 1ssued
by the State. Remaining severance tax revenues are then transferred to the Investment
Office, which adds these amounts to the STPF. Other State agencies are responsible for
administering the severance tax and determining the amounts required to service the
outstanding Severance Tax Bonds. On November 5, 1996, New Mexico voters approved
Constitutional Amendment No. 1 which, among other things, provides that annual
distributions from the STPF shall be one hundred two percent (102%) of the amount
distributed in the immediately preceding fiscal year until the annual distributions equal
four and seven-tenths percent (4.7 percent) of the average of the year-end market values
of the fund for the immediately preceding five years. Thereafter, the amount of the
annual distributions shall be four and seven-tenths percent (4.7 percent) of the average of
the year-end market values of the fund for the immediately preceding five years. The
provisions of this amendment took place upon certification of the election results by the
Secretary of State and were put into effect beginning with the December 1996 income
distributions.

Tobacco Settlement Permanent Fund (TSPF). The State of New Mexico receives funds
into the Tobacco Settlement Permanent Fund pursuant to the master settlement agreement
entered into between the tobacco product manufacturers and various states, including
New Mexico, which was executed on November 23, 1998. Money in this fund is
invested pursuant to Chapter 6, Article 8 NMSA 1978, Income from investment of the
fund 1s credited to the fund.

Chapter 312, Laws of 2003 has amended Section 6-4-9 NMSA 1978 related to the
Tobacco Settlement Permanent Funds. This legislation temporarily changes the
distribution of this fund as follows: in fiscal years 2003 through 2006, a distribution shall
be made from the Tobacco Settlement Permanent Fund to the general fund in an amount
equal to one hundred percent of the total amount of money distributed to the Tobacco
Settlement Permanent Fund in that fiscal year. In fiscal year 2007 and in each fiscal year
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STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

NOTES TO FINANCIAL STATEMENTS

June 30, 2003

NOTE 1. ORGANIZATION AND BACKGROUND (CONTINUED)

thereafter, an annual distribution will be made from the TSPF to the Tobacco Settlement
Program Fund of an amount equal to fifty percent of the total amount of money
distributed to the TSPF in the immediately preceding fiscal year until that amount is less
than an amount equal to four and seven-tenths percent (4.7 percent) of the average of the
year-end market values of the TSPF for the immediately preceding five calendar years.
Thereafler, the amount of the annual distribution shall be four and seven-tenths percent
(4.7 percent) of the average of the year-end market values of the TSPF for the
immediately preceding five calendar years.

Chapter 312, Laws of 2003 mandates that the Tobacco Settlement Permanent Fund shall
be considered a reserve fund of the state. Based on this, for fiscal year ended June 30,
2008, The New Mexico State Department of Finance and Administration has recorded
the balance of the Tobacco Settlement Permanent Fund within their Governmental Fund,
State General Fund balance. The State Investment Council has also included this balance
within their Fiduciary Fund financial statements as a Private-Purpose Trust Fund.

Water Trust Fund (WTF). The water trust fund was created in the State Treasury. The
State Investment Council established the water trust fund in August 2006 upon receiving
a $40,000,000 general fund appropriation per Chapter 109, Section 12, Laws of 2006.
The funds consist of money appropriated, donated, or otherwise accrued to the fund.
Money in the fund shall be invested by the state investment officer as land grant
permanent funds are mvested pursuant to Chapter 6, Article 8 NMSA 1678. Earnings
from investment of the fund shall be credited to the fund. On July 1 of each fiscal year,
an annual distribution shall be made from the water trust fund to the water project fund in
the amount of four million dollars ($4,000,000) until that amount 1s less than an amount
equal to four and seven-tenths percent of the average of the year-end market values of the
water trust fund for the immediately preceding five calendar years. Thereafter, the
amount of the annual distribution shall be four and seven-tenths percent of the average of
the year-end market values of the water trust fund for the immediately preceding five
calendar years.

State Unemployment Trust Fund (SUTF). House Bill 247, passed by the 48" Legislature
in 2007, created the State Unemployment Trust Fund (SUTF) in the state treasury.
Receipts to this fund come from a prorate portion of the unemployment insurance taxes
collected by the Department of Workforce Solutions from New Mexico employers.
House Bill 247 provides that these receipts be invested by the state investment officer in
a manner similar to the land grant permanent fund. Tt also provides that eammings from
the fund be available for appropriation to the Department of Workforce Solutions for the
purpose of administering the unemployment insurance and employment security
programs. At June 30, 2008, the FUTF was valued at $31.9 million.

The Office also manages external investment (rust funds identified within the Fiduciary
Funds for other legally separate entities.
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STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

NOTES TO FINANCIAL STATEMENTS

June 30, 2003

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Office conform to generally accepted accountin

gr . g y accep ing
principles for State governmental units. The more significant of these accounting
policies are summarized below:

Financial Reporting Entity. For financial reporting purposes, the financial statements
include all funds controlled by the Council. Control by the Council was determined on
the basis of oversight responsibility derived from the ability to significantly influence
operations and accountability for fiscal matters. The Investment Office is a component
unit of the primary government of the State of New Mexico. The Investment Office does
not have any compenent units. The Office understands that the State does not present
audited combined financial statements for all agencies of the State.

Basis of Presentation and Basis of Accounting. The Office implemented provisions of
GASB No. 34, 37 and 38 effective for the fiscal year ending June 30, 2002. As part of
Statement No. 34, there 1s a reporting requirement regarding the local government’s
infrastructure (road, bridges, etc.). The Office does not own any infrastructure assets and
therefore is unaffected by this requirement.

Government-Wide Financial Statements: The statement of net assets and the statement of
activities display information about the primary government. These statements include
the financial activities of the overall government, except for fiduciary activities. This
government-wide focus is more on the sustainability of the Office as an entity and the
change in aggregate financial position resulting from the activities of the fiscal period.

The statement of activities presents a comparison between direct expenses and revenues
for the governmental activities. All expenses of the Office are considered direct expenses
and are clearly 1dentifiable to the investment function of the Office. Program revenues
include external fees, and other revenues include transfers from the permanent funds for
mterfund services provided.

Governmental Fund Financial Statements: The fund financial statements are similar to
the government-wide financial statements. Emphasis in these statements is on the
administrative fund due to the limited fund structure of the Office. This presentation is
deemed appropnate to (a) demonstrate legal compliance, (b) demonstrate the source and
use of liquid resources, and (c) demonstrate how the Office’s actual experience conforms
to the budget or fiscal plan. Since the governmental fund financial statements are
presented on a different measurement focus and basis of accounting than the government-
wide financial statements, a reconciliation is presented on the page following each
statement, which briefly explains the adjustments necessary to transform the fund-based
financtal statements into the government-wide presentation.
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STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

As permitted by GASB Statement No. 20, the Office has elected to not apply
pronouncements of the Financial Accounting Standards Board (FASB) issued subsequent
to November 30, 1989, except those conflicting with GASB pronouncements.

The Office’s fiduciary funds are presented separately in the fund financial statements.
Since, by definition, these assets are being held for the benefit of third parties and cannot
be used to address activities or obhgations of the government, these funds are not
incorporated into the government-wide financial statements.

Measurement Focus, Basis of Accounting. The government-wide and agency fund
financial statements are reported using the economic financial resources measurement
focus. The government-wide financial statements and the fiduciary fund financial
statements are presented on the accrual basis of accounting. The governmental funds are
reported under the modified accrual basis of accounting, using the current financial
resources measurement focus. Under this method, revenues are recognized when
measurable and available. The Office considers all revenues reported in both the
government-wide and governmental funds to be measurable and available since they are
collected from the permanent funds and investment pools under the management of the
Office. The Office considers revenues to be available if they are collected within 60 days
of the end current fiscal year. Revenues from external investment trust participants are
susceptible to accrual. On the govermment-wide financial statement, expenditures are
recorded when the related fund liability is incurred except for accrued vacation and sick
pay which is recognhized as an expenditure to the extent they have been earned. General
capital asset acquisitions are reported as expenditures in governmental funds and are
capitalized and depreciated over the estimated useful life in the govemment-wide
financial statement.

General Administrative Fund. The General Administrative Fund accounts for all the
administrative activities of the Office.  The financing sources for the General
Administrative Fund are transfers of revenue from the LGPF, STPF and other sources as
authorized by the Budget Division of the DFA.

Fiduciary Funds. Fiduciary funds consist of trust funds as follows:

Private-Purpose Trust Funds. The LGPF, STPF, TSPF, WTF, and SUTF are
accounted for under the accrual basis of accounting and use a capital maintenance
measurement focus. This means that all assets and liabilities associated with their
activity are included on the balance sheet. The funds operate under legal constraints
that specify distributions to ensure that an income stream will be available in future
vears to designated beneficiaries.
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STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

External Investment Trust Funds. Pursuant to New Mexico law Section 6-8-7G of
NMSA 1978, as amended, the Office manages several equity and bond investment
pools to provide long-term investment opportunities for State agencies and designated
institutions that have funds available for a long-term investment program that will
extend for more than one year. See exhibit 12 for detail summaries of investment pool
activity by external participant.

Budgetary Accounting. The State legislature annually approves transfers from the LGPF
and STPF to the Office’s General Administrative Fund. These transfers are made to fund
the operating costs of the State Investment Office’s General Administrative Fund. These
transfers are reflected as Interfund Transfers on Exhibit 7 and Exhibit 9 of these financial
statements. Any transfers made in excess of the actual accrued costs of the General
Administrative Costs are reverted back to the LGPF and STPF. The reversion payable to
the LGPF and STPF are reflected in Exhibit 1 and Exhibit 3 as Due to LGPF and Due to
STPF.

Beginning with fiscal year 2005, the General Appropriation Act of 2004 established the
modified accrual basis of accounting for governmental funds in accordance with the
Manual of Model Accounting Practices issued by the Department of Finance and
Administration as the budgetary basis of accounting for the State of New Mexico. The
change in policy resulted in the recognition of budgetary contro! from a fiscal year to an
appropriation period. As a result of this change, a reconciliation of budgetary basis to
GAAP basis is not required.

Budgetary Matters. The Office is required to submit a budget request for the General
Fund to DFA and the Legislative Finance Committee by September 1 of each year.
Consistent with the General Appropriations Act of 2004, the Office prepares the budget
using the modified accrual budgetary basis of accounting. The expenditures reported in
the budget report agree to the amounts reported in the accompanying general
administrative fund statement of revenues, expenditures, and changes in net assets.

In applying the "susceptible to accrual” concept to intergovernmental revenues pursuant
to GASB Statement No. 33, the provider should recognize liabilities and expenses and
the recipient should recognize receivables and revenues when the applicable eligibility
requirements including time requirements, are met. Resources transmitted before the
eligibility requirements are met, under most circumstances, should be reported as
advances by the provider and deferred revenue by the recipient.

Budgetary Data. The State Legislature makes annual appropriations to the Office. Legal

compliance is monitored through the establishment of an annual budget. Annual budgets
are adopted cach fiscal year for the General Administrative Fund.
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STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Expenditures may not legally exceed appropriations at the object expenditure
classification level. Budget amendments require approval by the State’s Financial
Control Division of the Department of Finance and Administration. Unexpended and
unencumbered amounts in the General Fund lapse at year-end.

The Office is required to submit a budget report for the General Administrative Fund to
the Department of Finance and Administration and the Legislative Finance Committee by
September 1 of each year. The report submitted by the Office also details revenues and
expenditures or expenses for the preceding year. The budget for the General
Administrative Fund i1s adopted on the modified accrual basis of accounting except for
accounts payable accrued at the end of the fiscal year that do not get paid by the statutory
deadline (Section 6-10-4 NMSA 1978) that must be paid out of the next year’s budget. A
reconciliation of budgetary basis to GAAP basis will be necessary if any accounts
payable at the end of the fiscal year are not paid by the statutory deadline. The Council
has not included such reconciliation for fiscal year 2008 as all payables were paid by the
statutory deadline.

The Department of Finance and Administration makes recommendations and adjustmentts
to the appropriation request which becomes the Governor’s proposal to the Legislature.
The Legislative Finance Commifttee holds hearings on the appropriation request, also
submitting recommendations and adjustments before presentation to the Legislature.

Both the Department of Finance and Administration and the Legislative Finance
Committee’s recommended appropriation proposals are presented to the Legislature for
approval of the final budget plan.

All subsequent budget transfers and increases must be authorized by the Director of the
State Budget Control Division. The budget has been amended for the year ended
June 30, 2008.

Legal budget control for expenditures and encumbrances i1s by appropriation unit.
Investinents
Basis of Accounting. Investments are stated at fair value in accordance with GASB
Statement No. 31, with increases or decreases in fair value recognized 1n the income
statement at the end of each month. Investment transactions are recorded on the trade

date. Dividends are recognized as income when declared. Current fair value of
investments may fluctuate markedly from what is recorded at June 30 of each year.
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June 30, 2008

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Investment Pools. The Office’s investments are reported in the following categories:
private-purpose trust funds and external investment trust funds. Both types of funds are
participants in the Office’s Large Cap. Active, Large Cap. Index, Core Bonds, High Yield
Bonds, Mid/Small Cap., Non-U.S. Developed Markets, Non-U.S. Emerging Markets,
Hedge Funds and Structured Credit investment pools. The pools are detailed as follows:

The Large Cap Active pool is managed intemally using fundamental research techniques.
This pool seeks to exceed the performance of the S&P 500 Index by emphasizing stock
selection and by overweighting or underweighting economic sectors.

The Large Cap. Index Pool is managed internally using complex risk models and
optimization software. The objective of the pool is to generate returns within 25 basis
points of the S&P 500 Index.

The Core Bonds Pool is managed intemally and invests in all major segments of the
broad investment-grade debt obligation markets. The primary objective of the Core
Bonds Pool is to add significant value over the returns of the broad U.S. bond market and
to produce relatively high total returns for the risk assumed. The Core Bonds Pool uses
the Lehman Brothers Aggregate Index as its benchmark.

The High Yield Bonds Pool is managed by two active external managers and invests in
corporate bonds rated single B or better by a national rating service. The pool benchmark
is the Merrill Lynch U.S. High Yield Bonds BB-B Index. High yield bonds have both
higher expected returns and risk than the investment grade bonds in the Core Bonds pool.

The Structured Credit Pool is managed internally investing in various classes of securities
of collateralized debt obligations, collateralized loan obligations and other structured
finance mstruments.

The Mid/Small Cap. Pool is managed by external managers consisting of two core
managers with broad diversification, two active managers with a value style, and two
growth managers. Overall, the manager mix 1s intended to capture the returns of the
Russell 2500 Index.

Non-U.S. Equity Securities Pools. The Non-U.S. Developed Markets Pool is an
international equity fund with three active external managers that have complementary
management styles, including one manager with a value orientation, one that is a core
manager, and one that a growth manager. This strategy is designed to seek the best
investment opportunities around the world, as well as to diversify away from a U.S.-only
approach. The benchmark is the Morgan Stanley Capital International Europe Australia
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and Far East (MSCI EAFE) Index. The third-party managers of the described
investments trade in foreign exchange contracts in the normal course of investing
activities in order to manage exposure to cuirency risks. Such contracts, which are
generally for a period of less than one year, are used to purchase and sell foreign currency
at a guaranteed future price. These contracts are recorded at fair value using foreign
currency forward exchange rates.

The Non-U.S. Emerging Markets Pool is an externally managed international equity fund
based upon the MSCI Emerging Markets Free Index. As of June 30, 2008 the fund had
one active external manager.

The Hedge Funds Pool 1s managed by 14 external managers and consists of 16 actual
funds of investments. The objective of the pool is to increase the diversification,
decrease the volatility of the Land Grant, Severance Tax, Tobacco, and Water Trust fund
assets and to add incremental value. The Hedge Fund Pool uses 90 day treasury bills plus
200 basis points as its benchmark.

Private Equity. Private equity investments are recorded at estimated fair value as
reported by the investees. If market declines exist which are considered to be other than
temporary, an adjustment i1s made to reduce the fair value. Increases to fair value are
reported when a definable event occurs, such as an additional round of financing to a
third-party investor at a higher price or a public offering of the investee company’s stock.
Income 15 recognized when the investees report distributions received in excess of the
capital invested.

Other Investments. Investments in mortgage pass-through certificates, the New Mexico
Small Business Investment Corporation (SBIC), certificates of deposit, New Mexico Film
investments, and mortgage loans are reported at cost, which approximates fair value. The
Office invests in collateralized mortgage obligations i1ssued by the Government National
Mortgage Association (GNMA), Federal Home Loan Mortgage Corporation (FHLMC)
and Federal National Mortgage Association (FNMA). The United States government
explicitly backs GNMA mortgage securities programs and implicitly backs FHLMC and
FNMA mortgage securities programs.

Portfolio Restrictions. The Constitution or the laws of the State of New Mexico require a
“prudent investor standard” for all investments of the LGPF, STPF, TSPF, WTF, and
SUTF including the differential rate investments of the STPF for economic development
purposes within the State of New Mexico. Such investments are primarily intended to
stimulate residential construction, provide a source of capital to small business
enterprises and create additional jobs by providing incentives to major corporations to
construct large facilities in the State. External investment trust funds managed pursuant
to a joint powers agreement are subject to the same standard of care.
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Vacation and Sick Pay. Certain amounts of vacation and sick pay earned and not taken
are obligations of the Office and recorded as payables. Sick leave accumulated in excess
of 600 hours, not to exceed 120 hours, is payable semiannuaily at a rate equal to 50
percent of the employee’s hourly wage. Upon termination, vacation pay up to 240 hours
becomes ummediately payable. Vacation in excess of 240 hours and the first 600 hours of
sick leave are forfeited upon termination. Upon retirement, sick leave is limited to 400
hours accumulated in excess of 600 hours at the 50% hourly rate. Accrued vacation and
sick pay is recorded as a liability, and the net change during the current year is recorded
as an expense m the General Administrative Fund.

Net Assets Held in Trus. Amounts reserved for designated beneficiaries are required to
be segregated in accordance with State law,

Interfund Receivables and Payables. The Office has numerous transactions between
funds and other State agencies, including interfund transfers for services provided and
used for all administrative activities of the Office, transfers of investment income and
transfers of resources for mvestment. At June 30, 2008 $2,744,376 and $1,176,161 were
due from the general administrative fund to the LGPF and STPF, respectively.

Cuash and Cash Equivalents. Interest in the pooled investments on deposit with the State
Treasurer’s Office (STO) and The Northern Trust Company short-term investment fund
are considered cash and cash equivalents.

Capital Assets. Capital assets are recorded at historical cost and depreciated over their
estimated useful lives with no salvage value. Additions, improvements and other capital
outlays greater than $5,000 that significantly extend the useful life of assets are
capitalized. The Office includes software in capital assets as required by the State
General Services Department (GSD) Rule. Other costs incurred for repairs and
maintenance are expensed as incurred.

Estimated useful life 1s management’s estimate of how Jong the asset is expected to meet
service demands. Straight-line depreciation is used based on the estimated useful lives of
three to seven years for furniture and equipment.

Encumbrances. Due to the change in budgetary accounting as discussed above,

encumbrances no longer remain after periods as any remaining amounts are reverted. As
a result, there are no differences between measurement focus at June 30, 2008.
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External Trust Fund Accounting Policies

Units of Participation. Each pool is composed of units of participation of unlimited
quantity. Each umt of participation represents an equal beneficial interest in the
respective pool and no unit has priority or preference over any other. Each purchase
or sale of units requires written authorization as defined in the joint powers
agreements executed between the Office and each participant. All units are
purchased by cash payment. Each unit of participation is recorded in book entry form
by the Office and consists of an account for each participant that maintains the
following information:

Name of participant;

Date of all unit purchases and sales;
Number of units purchased or sold;
Valuation of each unit owned; and
Total valuation of all units owned.

W )

Initial Valuation. At the inception of each pool, all initial purchases were made by
the participants for a valuation price of $1,000 per unit.

Method of Valuation. The Office uses the following method of determining the value
of each investment held in the pools:

e For purposes of this procedure, the recorded closing price for each investment
is provided by a recognized pricing service and/or the custodian.

¢ In the case of a stock where a dividend has been declared and not yet paid,
then the amount of such dividend accrual is included in the per unit value.

e An investment purchased and awaiting payment against delivery is included
for valuation purposes as a security held and the cost thereof recorded as an
account payable.

o [or the purposes of valuation of an investment, with the exception of
investments sold but not delivered, ascertained brokers; commussions or other
expenses which would be incurred on a sale are not deducted.
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Valuation of Units.  With respect to the valuation of investments determined as
provided above, there 1s added the following;:

s All uninvested cash;

e The value of any nghts or stock dividends which may have been declared but
not received as of the valuation date; and

e All cash dividends and interest that are determined to be eamed but not
received.

All expenses, including management fees, chargeable to the respective pool as due or
accrued are deducted from the valuation as determined above. The net per unit value
15 then determined by dividing the number of existing units into the total valuation
calculated above.

Purchases and Sales. A written Notice of Intent to purchase or sell units must be
recetved by the Office on or before the fifth business day preceding the valuation
date. All notices must be signed by an authorized representative as specified in the
applicable joint powers agreement. The Office reserves the right to limit a
participant’s sale to the participant’s proportional interest in the current net cash
position of the respective pooled investment fund, unless the Office receives a written
Notice of Intent thirty (30) days prior to the effective date of the sale. All purchases
or sales of units are effective as of the first day following the valuation date.

Cash payment for all additions must be received by the Office in the form of a wire
transfer or by interagency cash transfer through the DFA, on or before the third
business day following the valuation date. The Office reserves the right to return
funds received after this date and cancel that participant’s Notice of Intent to purchase
units.

Expenses and Management Fee. The Office assesses each pool a management fee
that will at least cover the costs of the management services provided and the costs
related to maintaining each pool and the individual participant’s related account, The
amount of the management fee is based on each participant’s proportionate ownership
of the net assets managed by the Office. The Office reviews the management fee
periodically and adjusts the fee, if necessary.

Reporting. The Office provides each participant with a monthly statement that
contains net asset value, units owned and change in net asset value from the previous
month’s transactions. The Office provides each participant with a statement that
details the respective participant’s total investment.
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Use of Estimates. The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management o
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
and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Reclassifications. Certain reclassifications have been made to the prior year balances in
order to conform to the current year presentation. The previously reported change in net
assets and total net assets are unaffected by the reclassifications.

NOTE 3. CASH AND CASH EQUIVALENTS

Investment in the State General Fund Investment Pool: The Statements of Net Assets
include an investment in State Treasurer General Fund Investment Pool maintained at the
State Treasurer’s Office. All deposit accounts maintained at the State Treasurer’s Office
participate in an overhight repurchase agreement program administered by the State
Treasurer.

The mvestment in the State Treasurer Investment Pool (STIP) is in accounts that are
pooled with other state funds on deposit in the State Treasurer's name at commercial
banking and other financial institutions. Information regarding the adequacy of
collateralization of deposits is not known to individual agencies and is the responsibility
of the State Treasurer. To obtain pledged collateral, investment risk, and insurance
coverage information for the Department’s State Treasurer deposits, a copy of separately
issued financial statements can be obtained from the State Treasurer's Office.

Deposits: Cash and cash equivalents are held by the custodian, Northern Trust Company.
Northern Trust Company cash is invested in short-term investment funds and are insured
or registered with securities held by the government or its agent in the government’s
name.

Custodial Credit Risk — Deposits. The custodial credit risk for deposits 1s the risk that, in
the event of the failure of a depository financial institution, a2 government will not be able
to recover deposits or will not be able to recover collateral securities that are in the
possession of an outside party. As of June 30, 2008, the Office’s cash and cash
equivalent deposits were not exposed to custodial credit risk.
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Investments in the STIP and Cash and cash equivalents balances as of June 30, 2008 were
as follows:

The Northern
SHARE STO Trust
Fund Funds Company Totals
General Administrative Fund 173 § 5251.125 - 5,251,125
Subtotal 5,251,125 - 5,251,125
Land Grant Permanent Fund 601 55,105,000 59,188,101 114,293,101
Severance Tax
Permanent Fund 602 45 000 33,939,813 33,984,813
Tobacco Settlement
Permanent Fund 952 - 44,605,429 44,605,429
Water Permanent Fund 550 - 15,744,198 15,744,198
State Unemployment
Trust Fund 631 31,900,000 - 31,900,000
Large Cap. Active Pool 094 - 607,016,026 607,016,026
Large Cap. Index Pool 628 - 107,804,689 107,864,689
Core Bonds Pool 770 - 78,595,522 78,595,522
Mid/Small Cap. Pool 220 - 115,942,282 115,942,282
Non-U.S. Developed
Markets Pool 218 - 12,270,355 12,270,355
Non-U.S. Emerging
Markets Pool 611 - 15,229,515 15,229,515
Active ETF Pool 1033 - 859,767 859,767
Index ETF Pool 1032 - 808,426 808,426
Mid/Small Cap. ETF Pool 1031 - 600,275 600,275
High Yield Bonds Pool 865 - 3,783,185 3,783,185
Hedge Funds Pool 721 - 4,905,534 4,905,534
Structured Credit Pool N/A - 26.049.100 26,049,100
Subtotal 87,050,000 1,127,402217 1.214.452217
Total $ 92,301,125 1.127.402,217 1,219,703,342
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In accordance with NMSA 6-8, the Council is authorized to invest in domestic and
international stocks, debt obligations of the U.S. govemment, its agencies or
istrumentalities, debt obligations of any U.S. or foreign corporation, partnerships, or
trusts with an investment-grade rating from a national rating service, real estate
investments, national private equity investments, repurchase agreements secured by U.S.
obligations or other securities backed by the U.S, and hedge funds. In addition, the
Council 1s authorized to invest in other differential-rate investments as specified in statute
including New Mexico private equity, SBAs, CDs, film projects, and various other loan
guarantees. Numerous restrictions, either statute or policy in origin, define various
elements of the investments. Examples include investment size, limitation of percentage
ownership of a particular fund or investiment, percent the investment type comprises of
the entire fund, and requiring guarantees or other forms of assurance of repayment. The
investment policy has been structured in accordance with the Uniform Prudent Investor
Act, NMSA 45-7 (600-612).

Credit Risk — Debt Investiments. Credit risk is the risk that an issuer or other counterparty
to an investment will not fulfill their obligations. In order to assess credit risk, the Office
1s required to disclose credit ratings of its debt investments. U.S. government obligations
and obligations guaranteed by the U.S. government are not considered to have credit risk
and accordingly, do not require disclosure. Currently, the Office does have a policy for
the Core Bond Fund that all securities must be rated investment grade by one or more
national rating agencies at the time of purchase. The High-Yield Bond Fund policy
requires that the securities be rated at least CCC- or equivalent by one or more of the
national rating agencies at the time of purchase. Securities that fall below investment
grade after purchase may be held at the discretion of the staff.
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The Office's investments and their exposure to credit risk at June 30, 2008 are as follows:

Investment Rating Fair Value

Asset Backed Securities AAA $ 16,913,644
Commercial Mortgage-Backed AAA 44 683,163
Corporate Bonds AAA 11,175,707
Non-Government Backed C.M.O.s AAA 117,472,282
Asset Backed Securities A 14,689,128
Investments subject to credit risk - S&P Ratings § 204,933,924
Asset Backed Securities Aaa 285,005,062
Commercial Mortgage-Backed Aaa 112,803,641
Corporate Bonds Aaa 16,988,605

Government Agencies Aaa 113,675,160
Government Bonds Aaa 455,850,124
Non-Government Backed C.M.O.s Aaa 128,449,576
Asset Backed Securities Aa 190,914,940

Corporate Bonds Aa 238,226,462

Other Fixed Income Aa 14,948 880

Asset Backed Securities A 126,896,193

Corporate Bonds A 90,869,240

Asset Backed Securities Baa 74,766,055

Corporate Bonds Baa 241,510,395

Asset Backed Securities Ba 42.346,396
Non-Government Backed C.M.O.s Baa 44,645,067
Asset Backed Securities B 1,151,134
Investments subject to credit risk - Moody Ratings $ 2,179,046,930
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Investment

Rating

Fair Value

Investments subject to credit risk - not rated

Asset Backed Securities

Bank Deposits

Commercial Paper

Corporate Bonds

Government Bonds
Municipal/Provincial Bonds
Non-Government Backed C.M.O.s
Short Term Investment Funds

Investments subject to credit risk - not rated $

not rated
not rated
not rated
not rated
not rated
not rated
not rated
not rated

81,827,471
443,697,000
279,902,922
251,853,429

9,918,450
2,750,000
1,994
238,094,595

1,308,045,861

Investments "NOT" subject to credit risk

rivate Equity, Equity Securities, and Real Estate
NM Film Investments

Government Agencies

Government Mortgage Backed Securities
Mortgage Loans

Investments "NOT" subject to credit risk $

N/A
N/A
N/A
N/A
N/A

Total Investments $

11,333,068,526
155,701,155
55,441,242
420,453,987
39,659

11,964,704,569

15,656,731,284

Interest Rate Risk — Debt Investments. Interest rate risk 1s the risk that changes in interest
rates could adversely affect the fair value of an investment. The Council does not have a
policy for interest rate risk management, but its practice is to address interest risk through

the management of debt investment duration.

38



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE 4. INVESTMENTS AND SECURITIES LENDING (CONTINUED)

A summary of the investments at June 30, 2008 and their exposure to mterest rate risk are
as follows:

Greater than 10

[nvestment Fair Value Less than | Year 1-5 Years 6-10 Years Years
Investments subject (o inferest raile risk

Corporate Bonds § 850,623,837 517,964,297 212,732,067 27,173,180 92,754,293
Assct Backed Securities 834,510,022 - 230,220,563 175,262,227 429,027,232

Commercial Paper 279,902,922 279,902,022 . - .
Non-Gov't Backed C.M.O.s 250,568,919 - - 59,781,369 230,787,550
Government Bonds 465,768,574 35,441,712 59,417,680 160,514,428 204,394,754
Gov't Mortgage Backed Securities 420,453,987 - 7.879.412 1,403,272 411,171,303
Commercial Morigage Backed 157,486,804 - - - 157,486,804

Bank Deposits 443,697,000 443,697,000 - - -
Government Agencies 169,116,402 95,300,110 12,926,667 47,041,065 13,848,560

Short Term Bills and Notes 238,004,595 236,263,201 1,831,394 - .

Other Fixed Income 14,948,880 - 14,948,880 - -
Municipal/Provincial Bonds 2,750,000 - - - 2,750,000
subtotal 4,167,921,942 1,608,569,242 539,956,643 477,175,541 1,542 220,496

Investments not subject to interest rate risk

Securities, Equity, Real Estate,
and NM Film Investments 11,488,809,342

Tortal [nvestments  $ 15,656,731,284

Concentration of Credit Risk — Investments. Concentration risk is the risk of loss
attributed to the magnitude of a government’s investment in a single issuer. Investments
In any one issuer that represent 5% or more of total investments are considered to be
exposed to concentrated credit risk and are required to be disclosed. Investments issued
or explicitly guaranteed by the U.S. government and investments in mutual funds,
external investment pools, and other pooled investments are excluded from this
requirement. As of June 30, 2008, the Office was not exposed to concentration of credit
risk as no single 1ssuer represented 5% of total investments.

Foreign Currency Risk — Investments. Foreign currency risk is the risk that changes in
exchange rates could adversely affect an investment’s or deposits fair value. This risk is
eliminated in the Core Bond and High-Yield Bond pools by adhering to the SIC policy
that all securities be denominated in U.S. dollars, and is managed in the equity funds by
limiting the size of the internationally-invested funds.
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A summary of the investments a1 June 30. 2008 and their expoesure 10 Toreign currency risk are as follows:

% of Total

[nvestment Foreign Currency Anmaunt Investments
Common Stock Australian dollar S 54,454,486 0.32%
Common Siock Brazilian real 29,147,902 0.17"%
Common Siock British pound sterling 179,305,217 1.06%
Common Siock Danish krone 8,229,950 0031,
Common Stock Curo 275477.213 1.63%
Common Stock Hang Kong dollar 56,191,975 0.33%
Common Stock Indian rupee 22,397,792 .13%
Common Stock Indonesian rupiah 20,482 987 0.12%
Common Stock Tapanese yen 170.373,030 1.01%
Common Siock Mexican peso 24,443,019 0.14%,
Common Siock New Israeli shekel 32,936,853 0.20%
Common Stock New Taiwan dollar 91,765,568 0.34%
Common Stock New Zealand dollar 736456 0.00%
Common Stock Norwegian krone 3,996,020 0.05%
Common Stock Philippine peso 3,793,908 0.02%
Common Stock Polish zloty 7.264,093 0.04%
Common Swock Singapore dollar 9,622,311 0.06%
Common Stock South Aftican rand 62,058,552 0.37%
Common Stock South Korean won 159,349.211 0.94m,
Common Stock Swedish krona 17,457,557 0.10%
Commen Stock Swiss franc 57,451,170 0.34%
Common Stock Thai bai 52.109,343 0.31%
Common Stock Turkish lira 13,472,169 0.08%
Cash and Cash Tquivalenis Argenting peso 77,158 0.00%
Cash and Cash Equivalents British pound sterling 619312 0.00%
Cash and Cash Equivalents Czech koruna 99,301 0.00%,
Cash and Cash Equivalents Evro 1.704,291 0.01"
Cash and Cash Equivalents Hong Kong dollar 399640 0.00%
Cash and Cash Equivalents Hungarian forint 118,306 0.00%
Cash and Cash Equivalents Indian rupee 48,889 0.00%
Cash and Cash Equivalems Japanese yen 1,234.049 0.01%
Cash and Cash Equivalents Nakatsuab rubggut 2,722.834 0.02%
Cash and Cash Equivalenis Mexican peso 183.331 0.00%
Cash and Cash Equivalents New Israelhi shekel 214,446 0.00%
Cash and Cash Equivalents New Taiwan dollar 0932437 0.01%
Cash and Cash Equivalents New Zealand dollar 8181 0.00%
Cash and Cash Equivalents Nonwegian krone 20.843 0.00%,
Cash and Cash Equivalents Polish zloty 253.805 0.00%
Cash and Cash Equivalents Singapore dollar 30,928 0.00%
Cash and Cash Equivalens South Alrican rand 283,282 0.00"
Cash and Cash Lquivaients Soutl Korcan won 834,497 0.01%
Cash and Cash Fquivalents Swedish krona 51,095 0.00%
Cash and Cash Equivalents Turkish lira 82,913 0.00%
Partnerships Curo 197.071.437 1.17%
Preferred Stock Brazilian real 73.228.559 0.43%
Preferred Siock South Korean won 18.277.214 0.11%
Preferred Siock Euro 1395248 0.02%
RightsA\Varranis Euro 25.852 0.00%
Rights/\Warrants British pound sterling 20.394 0.00%
Foreign Cureency Investments and Cash and Cash Equivalents 1,659.499.407 9.84%
Non-Foreign Currency Investments and Cash and Cash Equivalems 15,21 1,684,094 90.16%
Total Investments and Cash and Cash Equivalenis S 16.871,183,5301 100.00%
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Securities Lending.  State statutes and Office policies permit the Office to use
investments of the LGPF, STPF, TSPF, WTF, and SUTF to enter into securities lending
transactions (i.e., loans of securities to broker dealers and other entities for coliateral with
a simultaneous agreement to return the collateral for the same securities in the future). At
year-end, the Office has no net credit risk exposure to borrowers because the amounts the
Office owed the borrowers of securities exceeded the amounts the borrowers of securities
owed the Office. The contract with the lending agent requires it to indemnify the Office if
the borrowers fail to return the securities (or if collateral is inadequate to replace the
securities lent) or if the counterparty fails to pay the Office for income distributions by
the securities’ 1ssuers while the securities are on loan. Securities loaned to brokers at
JTune 30, 2008 consisted of U.S. Treasury notes and bonds and U.S. and international
equity securities with a fair value of approximately $1,637,242,369. Security lending
gross income totaled approximately $14,190,889 for the year ended June 30, 2008;
related fees were approximately $1,702,905.

All securities are loaned for a term not to exceed one year, and loans may be terminated
by either party upon receipt of written instructions by the lending agent, The lending
agent, as agent of the Office, ts required to invest the cash collateral received in
connection with the securities loaned in permitted investments as set forth in the
agreement between the parties.

NOTE 5. PENSION PLAN - PUBLIC EMPLOYEES RETIREMENT
ASSOCIATION

Plan Description. Substantially all of the Office’s full-time employees participate in a
public employee retirement system authorized under the Public Employees Retirement
Act (Chapter 10, Article 11, NMSA 1978). The Public Employees Retirement
Association (PERA) is the administrator of the plan, which is a cost-sharing multiple-
employer defined benefit retirement plan. The plan provides for retirement benefits,
disability benefits, survivor benefits and cost-of-living adjustments to plan members and
beneficiaries. PERA issues a separate, publicly available financial report that includes
financial statements and required supplementary information for the plan. That report
may be obtained by writing to PERA, P.O. Box 2123, Santa Fe, NM 87504-2123. The
report is also available on PERA’s website at www.pera.state nim.us.

Funding Policy. Plan members are required to contribute 7.42% of their gross salary.
The Office is required to contribute 16.59% of the gross covered salary. The contribution
requirements of plan members and the Office are established in State statute under
Chapter 10, Article 11, NMSA 1978. The requirements may be amended by acts of the
legislature. The Office’s contributions to PERA for the fiscal years ending June 30,
2008, 2007 and 2006 were $387,605, $276,149, and $330,770, respectively, which equal
the amount of the required contributions for each fiscal year.
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There are employees who are making contributions to a deferred compensation plan
funded through salary reductions in accordance with the provisions of Section 457 of the
Internal Revenue Code. Neither the Office nor the State of New Mexico makes any
contributions to this plan. All contributions withheld from the participants by the Office
have been remitted to PERA, which administers the plan.

NOTE 6. CHANGES IN CAPITAL ASSETS

A summary of changes in capital assets is as follows:

Balance Balance
June 30, June 30,

2007 Additions Deletions 2008
Fumiture and equipment $ 404,500 7,608 - 412,108
Accumulated depreciation (377.701) (15.187) - (392,888)
Total capital assets §  26.799 (7,579) - 19,220

NOTE 7. CHANGES IN ACCRUED VACATION AND SICK PAY

A summary of changes in accrued vacation and sick pay is as follows:

Balance at June 30, 2007 S 203,544
Additions 153,815
Deletions (133,485)
Balance at June 30, 2008 § 223874

Of the balance outstanding at June 30, 2008, $135,000 is estimated to be due within one
year of the statement date.
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The Office leases office space and equipment under noncancelable operating leases.
Total rent expense for the year ended June 30, 2008 was $257,175. Minimum annual
lease payments under these leases for the years ended June 30 are as follows:

2009 $ 270,290
2010 264,743
2011 268,438
2012 272242
2013 276,158
thereafter 1,619,643

$2,971,520

In addition to the above leases, the Office has commitments for capital contributions to
the various private equity partnerships, real estate investments and film projects in which
it has investments. As of June 30, 2008, the Office was an investor in two hundred forty-
two private equity hmited partnerships, 12 film projects and various real estate
investments. When making an investment in a limited partnership, the Office commits,
on the part of either the Land Grant Permanent Fund or the Severance Tax Permanent
Fund, to a capital commitment that will be drawn down by the limited partnership over
the life of the partnership, typically twelve to fifteen years. As of June 30, 2008,
unfunded commitments to private equity partnerships were approximately
$1,367,610,000, unfunded commitments to film loans were approximately $15,000,000,
and unfunded commitments to real estate investments were approximately $763,964,000.
Due to the nature of these investments, the Office cannot predict when these capital
contributions will be called.

NOTE 9. SUBSEQUENT EVENTS

During 2008, financial markets as a whole have incurred significant declines in values.
The Office’s investment portfolio has also incurred a significant decline in the values
reported in the accompanying financial statements. However, because the values of
individual investments fluctuate with market conditions, the amount of losses that the
Office will recognize in our future financial statements, if any, cannot be determined. The
Office has invested the cash collateral from securities. With the financial markets being
extremely volatile and significant declines in values occurring, the Office could have a
potential loss on these collateral investments resulting in the Office liquidating assets to
offset the loss.
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NOTE 9. SUBSEQUENT EVENTS (CONTINUED)

As part of the Office’s overall investment plan, approximately 10% of its assets are
allocated to its hedge fund pool, which subsequent to year end was renamed the absolute
return pool. Two of the Office’s fund of hedge fund managers invested in underlying
managers who in turn invested in funds managed by Bernard Madoff. As the press has
widely reported, Mr. Madoff is alleged to have committed fraud in the management of
funds. While the ultimate outcome of this investment is unclear, the Office’s exposure
through those fund of fund managers was approximately $18 million and was distributed
by ownership percentage as follows: Land Grant Permanent Fund $12.4 million;
Severance Tax Permanent Fund $5.4 million; Tobacco Settlement Permanent Fund
$116,000; and the Water Trust Permanent Fund $47,000. The $18 million exposure
represents 0.01% of total net assets at June 30, 2008.

NOTE 10. BUDGETARY MATTERS

The Office 1s required to submit a budget request for the General Fund to DFA and the
Legislative Finance Commuttee by September | of each year. Consistent with the
General Appropriations Act of 2004, the Office prepares the budget using the modified
accrual budgetary basis of accounting. The expenditures reported in the budget report
agree to the amounts reported in the accompanying general administrative fund statement
of revenues, expenditures, and changes in net assets.

NOTE 11. JOINT POWERS AGREEMENTS

The Office manages investments under joint powers agreements that may be terminated
by either party upon thirty days' notice fo the other party. The revenues and expenditures
of the investment pools are recorded in the accompanying financial statements, and the
net changes to the participants' assets are recorded in the External Investment Trust Funds
financial statements. In addition, each participant reports their net assets in their
individual financial statements. At June 30, 2008, these joint powers agreements were as
follows:

(a) The Office entered mto a Joint Powers Agreement with the New Mexico
Retiree Healthcare Authority (NMRHCA) dated June 25, 1992, pursuant to
the Joint Powers Agreement Act, Sections 11-1-1 through 11-1-7, NMSA
1978. Under this agreement, the Office invests certain monies belonging to
NMRHCA in accordance with guidelines established in NMRHCA’s
investment policy. At June 30, 2008, the NMRHCA had total net assets held
in trust of $167,093,640.
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NOTE 11.

JOINT POWERS AGREEMENTS (CONTINUED)

(b) The Office entered into a Joint Powers Agreement with the New Mexico

Institute of Mining & Technology (NMIMT) dated November 24, 1992,
pursuant to the Jomnt Powers Agreement Act, Sections 11-1-1 through 11-1-7,
NMSA 1978, Under this agreement, the Office invests certain monies
belonging to NMIMT 1n accordance with guidelines established in NMIMT’s
investment policy. At June 30, 2008, the NMIMT had total net assets held in
trust of $44,398.944.

(c) The Office entered into a Joint Powers Agreement with the New Mexico

(d)

School for the Blind and Visually Impaired (NMSBVI) dated March 25, 1993,
pursuant to the Joint Powers Agreement Act, Sections 11-1-1 through 11-1-7,
NMSA 1978. Under this agreement, the Office invests certain monies
belonging to NMSBVI in accordance with guidelines established in
NMSBVTI's investment policy. At June 30, 2008, the NMSBVT had total net
assets held in trust of $8,672,184.

The Office entered into a Joint Powers Agreement with the Commissioner of
Public Lands (the Commissioner) dated March 11, 1994, pursuant to the Joint
Powers Agreement Act, Sections 11-1-1 through 11-1-7, NMSA 1978. Under
this agreement, the Office invests certain monies belonging to the
Commissioner in accordance with guidelines established in the
Commissioner’s investment policy. At June 30, 2008, the Comrmussioner had
total net assets held in trust of $11,910,056.

(¢) The Office entered into a Joint Powers Agreement with the New Mexico

Interstate Stream Commission (Commisston) dated March 11, 1994, pursuant
to the Joint Powers Agreement Act, Sections 11-1-1 through 11-1-7, NMSA
1978. Under this agreement, the Office invests certain monies belonging to
the Commission 1n accordance with guidelines established in the
Commission’s investment policy. At June 30, 2008, the Commutssion had total
net assets held in trust of $14,682,547.

The Office entered into a Joint Powers Agreement with the New Mexico Miners’
Colfax Medical Center (MCMC) dated January 2, 1998, pursuant to the Joint
Powers Agreement Act, Section 11-1-1 through 11-1-7, NMSA 1978. Under
this agreement, the Office invests certain monies belonging to MCMC in
accordance with guidelines established in MCMC’s investment policy. At
June 30, 2008, the MCMC had total net assets held in trust of $3,044,783.
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(g) The Office entered into a Joint Powers Agreement with the New Mexico

Military Institute (NMMI) dated July 1, 1997, pursuant to the Joint Powers
Agreement Act, Sections 11-1-1 through 11-1-7, NMSA 1978. Under this
agreement, the Office invests certain monies belonging to NMMI in
accordance with guidelines established in NMMI's investment policy. At
June 30, 2008, the NMMI had total net assets held in trust of $17,075,561.

(1) The Office entered into a Joint Powers Agreement with the New Mexico

(D)

G

Department of Game and Fish (NMDGF) dated July 28, 1998, pursuant to the
Joint Powers Agreement Act, Sections 1[1-1-1 through 11-1-7, NMSA 1978.
Under this agreement, the Office invests certain monies belonging to NMDGF
In accordance with guidelines established in NMDGF’s investment policy. At
June 30, 2008, the NMDGF had total net assets held in trust of $911,773.

The Office entered into a Joint Powers Agreement with Eastern New Mexico
University (ENMU) dated December 4, 1998, pursuant to the Joint Powers
Agreement Act, Sections 11-1-1 through 11-1-7, NMSA 1978. Under this
agreement, the Office invests certain monies belonging to ENMU in
accordance with guidelines established in ENMU’s investment policy. At June
30, 2008, the ENMU had total net assets held in trust of $10,967,264.

The Office entered into a Joint Powers Agreement with the Springer
Municipal School District (SMSD) dated February 5, 1999, pursuant to the
Joint Powers Agreement Act, Sections 11-1-1 through 11-1-7, NMSA 1978.
Under this agreement, the Office invests certain monies belonging to SMSD
in accordance with guidelines established in SMSD’s investment policy. At
June 30, 2008, the SMSD had total net assets held in trust of $161,060.

(k) The Office entered into a Joint Powers Agreement with the City of

)

Albuquerque (the City) dated March 29, 2000, pursuant to the Joint Powers
Agreement Act, Sections 11-1-1 through 11-1-7, NMSA 1978. Under this
agreement, the Office invests certain monies belonging to the City in
accordance with guidelines established in the City’s investment policy. At
June 30, 2008, the City had total net assets held in trust of $29,980,626.

The Office entered into a Joint Powers Agreement with the New Mexico
Public Regulation Comumission, Superintendent of Insurance (the Agency)
dated September 18, 2000, pursuant to the Joint Powers Agreement Act,
Sections 11-1-1 through 11-1-7, NMSA 1978. Under this agreement, the
Office invests certain monies belonging to the Agency in accordance with
guidelines established in the Agency’s imvestment policy. At June 30, 2008,
the Agency had total net assets held in trust of $30,472,058.
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JOINT POWERS AGREEMENTS (CONTINUED)

(m)The Office entered into a Joint Powers Agreement with the County of Los

()

(0)

®)

(q)

(¥)

Alamos (County) dated October 4, 2000, pursuant to the Joint Powers
Agreement Act, Sections 11-1-1 through 11-1-7, NMSA 1978. Under this
agreement, the Office invests certain monies belonging to the County in
accordance with guidelines established in the County’s investment policy. At
June 30, 2008, the County had total net assets held in trust of $32,317,668.

The Office entered into a Joint Powers Agreement with the New Mexico
Public School Insurance Authority (NMPSIA) dated April 30, 2004, pursuant
to the Joint Powers Agreement Act, Sections [1-1-1 through 11-1-7, NMSA
1978. Under this agreement, the Office invests certain monies belonging to
NMPSIA in accordance with guidelines established in NMPSIA’s investment
policy. At June 30, 2008, the NMPSIA had total net assets held in trust of
$33,453,584.

The Office entered into a Joint Powers Agreement with the New Mexico
Highlands University (NMHU) dated December 10, 2004, pursuant to the
Joint Powers Agreement Act, Sections 11-1-1 through 11-1-7, NMSA 1978.
Under this agreement, the Office invests certain monies belonging to NMHU
in accordance with guidelines established in NMHU’s investment policy. At
June 30, 2008, the NMHU had total net assets held in trust of $2,241,321.

The Office entered into a Joint Powers Agreement with the Children Youth
and Family Department (CYFD) dated January 1, 2006, pursuant to the Joint
Powers Agreement Act, Sections 11-1-1 through 11-1-7, NMSA 1978. Under
this agreement, the Office invests certain monies belonging to CYFD in
accordance with guidelines established in CYFD’s investment policy. At June
30, 2008, the CYFD had total net assets held in trust of $2,004,464.

The Office entered into a Joint Powers Agreement with the New Mexico
Mortgage Finance Authority (NMMFA) dated November 16, 2005, pursuant
to the Joint Powers Agreement Act, Sections 11-1-1 through 11-1-7, NMSA
1978. Under this agreement, the Office invests certain monies belonging to
NMMFA in accordance with guidelines established in NMFA’s investment
policy. At June 30, 2008, the NMMF had total net assets held in trust of
$25,480,552.

The Office entered into a Joint Powers Agreement with the New Mexico

Higher Education Department (NMHED) dated April 3, 2007, pursuant to the

Joint Powers Agreement Act, Sections 11-1-1 through 11-1-7, NMSA 1978.

Under this agreement, the Office invests certain monies belonging to NMHED

in accordance with guidelines established in NMHED’s investment policy. At

June 30, 2008, the NMHED had total net assets held 1n trust of $91,650,177.
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NOTE 11.  JOINT POWERS AGREEMENTS (CONTINUED)

(s) The Office entered into a Joint Powers Agreement with the City of Las Cruces
(Client) dated September 28, 2007, pursuant to the Joint Powers Agreement
Act, Sections 11-1-1 through 11-1-7, NMSA 1978. Under this agreement, the
Office invests certain monies belonging to the Client in accordance with
guidelines established in the Client’s investment policy. At June 30, 2008, the
Client had total net assets held in trust of $12,566,057.

NOTE 12. POST EMPLOYMENT BENEFITS — STATE RETIREE HEALTH
CARE PLAN

Plan Description. The Office contributes to the New Mexico Retiree Health Care Fund, a
cost-sharing multiple-employer defined benefit postemployment healthcare plan
administered by the New Mexico Retiree Health Care Authority (RHCA). The RHCA
provides health care insurance and prescription drug benefits to retired employees of
participating New Mexico government agencies, their spouses, dependents, and surviving
spouses and dependents. The RHCA Board was established by the Retiree Health Care
Act (Chapter 10, Article 7C, NMSA 1978). The Board is responsible for establishing and
amending benefit provisions of the healthcare plan and is also authorized to designate
optional and/or voluntary benefits like dental, vision, supplemental life insurance, and
long-term care policies.

Eligible retirees are: 1) retirees who make contributions to the fund for at least five years
prior to retirement and whose eligible employer during that period of time made
contributions as a participant in the RHCA plan on the person’s behalf unless that person
retires before the employer’s RHCA effective date, in which the event the time period
required for employee and employer contributions shall become the period of time
between the employer’s effective date and the date of retirement; 2) retirees defined by
the Act who retired prior to July 1, 1990; 3) former legislators who served at least two
years; and 4) former governing authority members who served at least four years.

The RHCA issues a publicly available stand-alone financial report that includes financial
statements and required supplementary information for the postempioyment healthcare
plan. That report and further information can be obtained by writing to the Retiree
Health Care Authority at 4308 Carlisle NE, Suite 104, Albugquerque, NM 87107,

Funding Policy. The Retiree Health Care Act (Section 10-7C-13 NMSA 1978)
authorizes the RHCA Board to establish the monthly premium contributions that retirees
are required to pay for healthcare benefits. Each participating retiree pays a monthly
premium according to a service based subsidy rate schedule for the medical plus basic
life plan plus an additional participation fee of five dollars if the eligible participant
retired prior to the employer’s RHCA effective date or is a former legislator or former
governing authority member.
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NOTE 12. POST EMPLOYMENT BENEFITS — STATE RETIREE HEALTH
CARE PLAN (CONTINUED)

Former legislators and governing authority members are required to pay 100% of the
insurance premium to cover their claims and the administrative expenses of the plan. The
monthly premium rate schedule can be obtained from the RHCA or viewed on their
website at www nimrhca.state.nm.us.

The Retiree Health Care Act (Section 10-7C-15 NMSA 1978) is the statutory authority
that establishes the required contributions of participating employers and their
employees. The statute requires each participating employer to contribute 1.3% of each
participating employee’s annual salary; each participating employee is required to
contribute .65% of their salary. Employers joining the program after 1/1/98 are also
required to make a surplus-amount contribution to the RHCA based on one of two
formulas at agreed-upon intervals.

The RHCA plan is financed on a pay-as-you-go basis. The employer, employee and
retiree contributions are required to be remitted to the RHCA on a monthly basis. The
statutory requirements for the contributions can be changed by the New Mexico State
Legislature.

The Office's contributions to the RHCA for the years ended June 30, 2008, 2007 and
2006 were $30,859, $22,01]1 and $39,084, respectively, which equal the required
contributions for each year.

NOTE 13. RISK MANAGEMENT

The Office, as a “State Agency” defined in the New Mexico Tort Claims Act, is insured
through the Risk Management Division of the State of New Mexico. The Office pays
annual premiums to the Risk Management Division for coverage provided in the
following areas:

1. Liability and civil rights protection for claims made by others against the State
of New Mexico;

2. Coverages to protect the State of New Mexico’s property and assets; and

3. Fringe benefit coverages for State of New Mexico employees.

At June 30, 2008, the Office had no claims for which the Risk Management Division has
determined would not be covered and that would become the responsibility of the Office.
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NOTE 14. SHORT-TERM DEBT

The Office had no short-term debt activity during the year or an outstanding balance at
year-end.

NOTE 15. NON-REVERTING FUND

6-8-5(B), NMSA 1978, authorizes the State Investment Council (SIC) to prepare an
operating budget as follows: “The state investment officer shall annually prepare a
budget for administering and investing all funds managed by the invesiment office, which
shall be reviewed by the council. Any funds provided for the operating budget of the
investment office shall be appropriated from the assets of the land grant permanent fund,
the severance tax permanent fund, funds available for investment pursuant to Subsection
G of Section 6-8-7 NMSA 1978 or any other funds managed by the investinent office, as
authorized by law.” The state constitution has vested sole authority for appropriation the
state legislature; therefore, the legislature annually appropriates funds for the SIC
operating budget from the sources specified in this statute.

General reversion language in the approprations act, Chapter 33, Section 3(B), New
Mexico Laws of 2007, specifies in part: Unencumbered balances in agency accounts
remaining at the end of fiscal year 2008 shall revert to the general fund by October |,
2008, unless otherwise indicated in the General Appropriation Act of 2007 or otherwise
provided by law.” Absent any specific language mandating reversion of surplus
operating funds at fiscal year-end, unexpended/unencumbered operating funds revert
back to their original funding source.
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STATE OF NEW MEXICO INVESTMENT COUNCIL - Exhibit 2
INVESTMENT OFFICE

DETAIL OF INTERAGENCY TRANSFERS

Year Ended June 30, 2008

Transferring Receiving
Agency Initiating Cash Agency Receiving Cash
Transfer/Fund Account Transfer/Fund Account
Stare Land Office State Investment Office/
77700 & 26400 Land Grant Permanent Fund 60100

A toral of $474,899, 162 was received fron the State Land Office for FY 08. Funds transferred are from
royalties and principal from land sales generated by the State Land Office (see footnote 1),

Department of Finance and Administration/ State Investment Office/
Local Government 73800 Land Grant Permanent Fund 60100
A toral of $183,205 veas received for FY 08 as the Land Grant Permanent Fund's portion of the Federal Grazing Act.

State Treasurer's Office/ State Investment Office/
Severance Tax Bonding Fund 41000 Severance Tax Permanent Fund 60200
A rotal of $41,421,926 was ransferred from the Severance Tax Bonding fund during 2008. Gf this amount, $§44,127,605
was received in Augusi 2008 and has been recorded as a receivable at June 30, 2008, while 58,029 related 10 a
recefvable at June 30, 2007 for FY 07.

Funds iransferred are remaining severance tax revenues remaining after paying Severance Tax Bonding
debt service (see footnote 1).

Department of Finance and Administration/ State Investment Office/
Tobacco Settlement Proceeds 73800 Tobacco Settlement Permanent Fund 95200
A toral of $44,863.502 was received for FY 08 as the Tobacco Settlement Permanent Fund's portion of the Tobacco
Sertlement Proceeds (see footnote 1).

Department of Finance and Administration/ 73800 State Investment Qffice/ 10120
State Engineer Water Perm Fund
A total of $15,000,000 was received for FY 08 inta the Warer Projects Fund (see footnote 1).

Department of Finance and Administration/ 73800 State [nvestment Office/ 10340
Workforce Solutions State Unempleyment Trust Fund
A total of §31,900,000 was received in FY08 1o establish the Stare Unemployment Trust Fund.

State Investment Office/ Land Grant Permanent Fund
Land Grant Permanent Fund 60100 beneficiaries Various
A rotal of 8469,998,204 was distributed for FY 08 to the various beneficiaries of the Land Grant Permanent
Fund {see foomote 1 and Exhibit 10)

State Investment Office/ Department of Finance and Administration/
Severance Tax Permanent Fund 60200 State General Fund 85300
A total of §177,171,816 was distributed for FY 08 1o the State General Fund (see footuore 1).

State Investment Office/ Department of Finance and Administration/
Tobacco Senlement Permanent Fund 95200 State General Fund 35300
A total of $22,431,751 was distributed for FY 08 to the State General Fund (see footote 1).
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STATE OF NEW VMEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE
SCHEDULE OF DEPOSIT AND INVESTMENT ACCOUNTS

Year ended June 30, 2008

Depositery Institution Acecount Name

Admin Fund

Cash and Cash Equivalems

NM STO Fund 173 - General Administrative Fund
Total Admin Fund

Fiduciary Funds
Cash and Cash Equivalents

NM STO Fund 601 - Lang Grant Permanent Fund
NM STO Fund 602 - Scverance Tax Penmanent Fund
NM STO State Uneniployment Trust Fund
Northem Trust Land Grunt PE

Northemn Trust Laund Grant Permanent Fund
Norilen Trust LG Mational Private Equity
Northern Trust Severance Tax Permanent Fund
Northern Trusi ST National Private Equily
Northemn Trust ST NMSU Equity

Northerm Trust ST UNM Equity

Northem Trust Tobacco Seulement Permanent Fund
Northern Trust Water Trust Fund

Northern Trust All Cap Active Pool

Northern Trust Alliance Bemstein

Northern Trust Alliance Bemstein EM

Northern Trust Beckman

Northem Trust Caywood Scholl

Northem Trust Hedge Fund Pooled Cash Account
Northern Trust CDO Equity Cash

Northern Trust Citigroup

Northem Trust Davis Hamilton Jackson

Northem Trust Denali

Worthem Trust Lamest Pariners (Mid Cap)
Northem Trust Earnest Partners (Small Cap)
Northem Trust External lnvestments Trust Funds
Northem Trust First Quadrant

Northerm Trust Fixed Income Pool

Northern Trust Fox

Northem Trust Hester

Northern Trust Jarislowsky Fraser

Northern Trust Large Cap Active Pool

Northem Trust Lombardia

Northem Trust Mid/Simall Cap EFT

Northem Trust MNon-US SIC Managed

MNeorthem Trust S&P Index 300 Pool

Northem Trust Sinuns

Northem Trust Sinmmns

Northern Trust Thomburg

Northem Trust Valenzuela

Northem Trust Wells

Taraf Cash and Cash Equivalents

Deposit Type

Interest in SGFIP

Interest in SGFIP
Interest in SGFIP
Tnierest in SGFIP
Money Market
Moncy Market
Money Market
Money Market
NMoney Market
Money Markel
Money Markel
Money Market
Money Market
Money Markel
Money Market
Money Market
Money Market
Money Market
Cash

Noney Market
Money Market
Money Market
Money Market
Money Market
Money Market
Money Market
Money Market
Money Market
Money Market
Money Market
Money Markel
Money Market
Money Market
Money Market
Money Market
Money Market
Money Market
Money Markel
Money Market
Money Market
Money Market

63

Exhibit 4

Page 1 of 2
Balance per
Balance Per Books Staternent
S 5,251,123 5,251,125
5,251.125 3,251,125
35,105,000 55,105,000
45,000 45,000
31,900,000 31,200,000
1,800,574 1.800.574
57,387,527 57,387.527
2,094,953 2094953
33,084,406 13,084,406
1.502.883 1.902,883
152,593 152.595
173,827 173,827
44,605,429 44,605,429
15,744,198 15,744,198
839,767 859.767
3,078,360 3,078,360
15,229,515 15,229.515
65,482,012 65,482,012
3,788,454 3,788,454
4,905,534 4,905,534
22,902,233 22,902,233
12,947,028 12,947,028
8.691,698 8.691.698
2,199,396 2,199,396
24,414,482 24,414,482
9,031,227 9,031,227
34707565 34,707,965
6.179.667 6,179,647
78,595,522 78,595,522
10,834.894 10,834,394
13.722,021 13,722,024
43,488 43,488
6,896,591 5,896,591
568,605 568.005
60G.273 600,275
3,711 3.01
392,439,324 392439324
17.797,070 17.797.07¢
9,144,793 21447795
14,271,501 14.271.501
11.125.961 11.1235,961
(5,271} (5,271)
1,214,432 217 1,214.452.217




STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

SCHEDULE OF DEPOSIT AND INVESTMENT ACCOUNTS (CONTINUED)

Year ended June 30, 2008

Depository Institution Accouni Nanie

tirvestments on Deposit
Norhem Trust Alliance Bemsiein
Northern Trust Alliance Bemstein EM
Morthemn Trust Beeknan
Northem Trust Citigroup
Northem Trust Davis Hamilton Jackson
Northern Trust Denali
Nerthem Trust Eamest Parmers (Mid Cap)
Northem Trust Eamest Parmers (Smail Cap)
Norihern Trust First Quadrant
Norlerm Trust Fox

Northem Trust Hester
Northem Trust Jarislowsky Fraser
Northem Trust Large Cap Active Pool

Lombardia

Mid/Small Cap EFT

New Mexico Siate Invesument Council
Non-US SIC Managed

S&P Index 500 Pool

Northem Trust
Norhem Trust
Credit Suisse

Northem Trust

Northern Trust

Northem Trust Simms
Northemn Trust Simms
MNortherm Trust Thomburg
Northem Trust Valenzucla

Fixed ingome Paal
All Cap Active Pool
Caywood Scholl

Northem Trst
Northem Trust
Narthem Trust

Fotal fnvestments an Deposit

Other Invesiments
Northern Trust Equity Limited Partnership Inlerests
Norhem Teust Altair Stars
Northern Trust Austin
Norherm Tnist Benchmark Plus
Northern Trust Circle T Explorer
Northen Trust Crestline Investors

CT Preferred Investors

ELM Fund of Fund

Northem Trust
Northern Trust

Northem Trust Enmust

Northemn Trust HFV Nulti-Strategy
Nerthem Trust K2 Advisors
Nerthem Trust K2 Altenxative

Northem Trust Maple Key Newtral

Northern Trust Mariner Select
Northern Trust Optima Fund Limiled
Northern Trust Tay Relative Valug Offshore

Northem Trust Vintage-HFV Muln-Stratery

Nia Various
NA Various
NIA Various
N/A Varipus
NIA Various
NIA Varipus
NA Various
N/A Various

Torul Qher Investmenis

Totul Frduciry Fund fivestiments

Total Fiduciary Fund Cash and investments

Deposit Type

Equity
Equity
Equity
Equity
Equity
Equity
Cquily
Equity
Equity
Cquity
Equity
Equity
Equity
Equity
Equuy
Equity
Equity
Equity
Equity
Equity
Equity
Equity
Core Bonds
Equity
High Yield Bonds

Structured Credit

Hedge Invesiments

Hedge Investinents

Hedge Invesments

Hedge Investments

Hedge Invesonents

Hedge Invesmments

Hedge hyveshuents

Hedge Investments

Hedge [nvesnnents

Hedge Investments

Hedge Investments

Hedye Invesmments

Hedge lnvestments

Hedge Investmenis

Hedge Invesoments

Hedge Investments

UNM Cquity

NMSU Equity
Government Sponsored Entities
Dircct Eguity Investment
Mortpages and Mongage Certificates
Private Equity Invesaments
Real Estate Halding

Film Loans

64

Balance Per Books

Exhibit 4
Page 2 of 2

Balance per Statement

s 797.030.103 797.030.102
871,181,817 871181817
311,610,317 811,610.317
393.282,608 393.282.608
267,644,937 267.644.987
242,289,602 242.289.602
405358847 405,358,847
155,028,696 155,028,696
507.780.228 507.780.228
154,001,717 154.001,717
291,180,370 291.180.370

107,301 407,301
1,105,660, 744 1,105 660,744
498.232,975 198,232,675
5,750,423 9,750,423
1,636,363.419 1.636,363.419
387 387
§97.272.829 697.272.329
247,733,541 247.733,541
166.482.435 166.482.435
493,674,264 495.674.264
348,179,360 148,179,360
1,502.738.808 1,502,788,308
40,344,958 50,344,958
1.972.148 1,972,149
11,647,252.834 11,647,252,884
425,135,347 425.139.547
55,767,525 $5.767.523
233,907,873 233,907,873
120,700,397 120,760,397
104,474,120 104,474,120
229,454,002 229.454.002
38,033,972 58,033,972
113,115,849 113,115,849
30.383.225 30.383.225
$9.807.285 59.807.235
56,288,251 56,288,251
106.648.464 106.648.464
55,204,330 '55,204.880
112,400,311 }18.400.311
184,007,631 184.007.651
1,434,469 1454 469
1,606,004 1,606,004
55,441,242 55.341.242
7,060,423 7.060.423
202,423 202.423
1,265.502,332 1.295,502,332
535,177,000 535.177.000
155,701,155 155.701,155
4,009,478.400 1.005.478,400
15,636,731,284 15,656,731,284
$ 16,371.183,50) & 16,371,183.501




MOSS-ADAMS ..:»

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

The Honorable Bill Richardson, Chairman
and Members of the State Investment Council
and Mr. Hector H. Balderas, State Auditor

We have audited the accompanying financial statements of the governmental activities,
general fund, the general fund budget comparison, and each fiduciary fund of the State of
New Mexico Investment Council — Investment Office (Office) as of and for the year ended
June 30, 2008, and have issued our report thereon dated December 10, 2008. 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, 1ssued by the Comptrolier General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Office’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of
expressing an opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Office’s internal control over financial reporting.
Accordingly, we do not express an opinton on the cffectiveness of the Office’s internal
control over financial reporting.

Qur consideration of internal conirol over compliance was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in
the entity’s internal control that might be significant deficiencies or material weaknesses as
defined below. However, as discussed below, we identified certain deficiencies in internal
control over compliance that we consider to be significant deficiencies.

A conirol deficiency 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 misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's ability
to initiate, authorize, record, process, or report financial data reliably in accordance with
generally accepted accounting principles such that there is more than a remote likelihood
that a misstatement of the entity's financial statements that 1s more than inconsequential
will not be prevented or detected by the entity's internal control. We consider the
deficiency described in the accompanying schedule of findings and responses as item 07-
01 to be a significant deficiency 1n internal control over financial reporting.
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The Honorable Bill Richardson, Chairman
and Members of the State Investment Council
and Mr. Hector [1. Balderas, State Auditor

A material weakness is a significant deficiency, or combination of significant deficiencies,
that results in more than a remote likelihood that a material misstatement of the financial
statements will not be prevented or detected by the entity's internal control.

Qur consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all
deficiencies in internal control that might be significant deficiencies and, accordingly,
would not necessarily disclose all significant deficiencies that are also considered to be
material weaknesses. However, we do not believe that the significant deficiency described
above is a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Office’s financial statements
are free of 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 statements
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 no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

The Office’s response to the finding identified in our audit is described in the
accompanying schedule of findings and responses. We did not audit the agency’s response
and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of Office management, the State
Investment Council, the Office of the State Auditor, the New Mexico Department of

Finance and Administration, the New Mexico State Legislature, or its committees, and is
not intended to be and should not be used by anyone other than these specified parties.

Mm lame L7

Albuguerque, New Mexico
December 10, 2008

66



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

STATUS OF PRIOR YEAR AUDIT FINDINGS

June 30, 2008

Description Status
07-1 Use of General Ledger Software Repeated

07-2 Share Accounting System and
Related Reconciliation Issues Resolved

67



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

CURRENT YEAR FINDINGS AND RESPONSES

June 30, 2008

07-1 Use of General Ledger Software

CONDITION

The Council records, reconciles, and reports investment balances using Microsoft Excel.
Software is utilized to maintain inventories of balances; however, the software 1s not a
double entry accounting system. Double entry accounting is primarily performed in
Excel and 1s maintained in various electronic files.

CRITERIA

Per the State Auditor Rule 2.2.2.10 J, Section 12-6-5, NMSA 1978 states that any
violation of good accounting practices be included in the annual audit report.

CAUSE

The nature of operations of the Council are not conducive to the use of standard off-the-
shelf accounting software packages. The Council has not yet identified a custom package
that would be suitable for their needs.

EFFECT

The use of Microsoft Excel increases the risk for errors m linkage and rollforwards of
accounts, which increases the 11sk of misstatement.

RECOMMENDATION

We recomumend management select and implement a general ledger software package as
soon as is practical,

MANAGEMENT RESPONSE

The State Investment Office accounting staff has met numerous times with various
vendors of general ledger software during FY2008 and confinues to engage actively in
the search for a general iedger software package that will accommodate the specific
needs of the agency.

68



STATE OF NEW MEXICO INVESTMENT COUNCIL -
INVESTMENT OFFICE

EXIT CONFERENCE

June 30, 2008

An exit conference was held on December 11, 2008, and attended by the foilowing:
New Mexico State Investment Council

Gary B. Bland, State Investment Officer

Rick Scroggins, Chief Financial Officer

Cyndy Lynch, Investment Accounting Manager

Bryan Otero, In-house Counsel

Pamela Hamilton, Financial Audttor

Moss Adams LLP

Brandon Valentini, Partner
Julie Alliman, Supervisor

Financial Statement Preparation

The financial statements were prepared with the assistance of Moss Adams LLP.
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