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Independent Auditor’s Report 
 
 
The Honorable Susana Martinez, Chair 
and Members of the State Investment Council 
and Mr. Hector H. Balderas, New Mexico State Auditor 
 
We have audited the accompanying financial statements of the governmental activities, the 
general fund, the general fund budget comparison and each fiduciary fund of the State of New 
Mexico Investment Council – Investment Office (the Office) as of and for the year ended 
June 30, 2012, which collectively comprise the Office’s basic financial statements as listed 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, issued 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 consideration of 
internal control over financial reporting as a basis for designing audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of the Office’s internal control over financial reporting.  Accordingly, we express 
no such opinion.  An audit also includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements, assessing the accounting principles used 
and the significant estimates made by management, as well as evaluating 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 position 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, 2012, 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 governmental activities, the general fund and each fiduciary 
fund of the Office as of June 30, 2012, 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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Albuquerque, NM 87102 
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In accordance with Government Auditing Standards, we have also issued our report dated 
November 19, 2012, on our consideration of the Office’s internal control over financial reporting 
and on our tests of its compliance with certain provisions of laws, regulations, contracts and 
grant agreements and other matters.  The purpose of that report is 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. 
 
Accounting principles generally accepted in the United States of America require that the 
management’s discussion and analysis on pages 4 through 12 be presented to supplement the 
basic financial statements.  Such information, although not a part of the basic financial 
statements, is required by the Governmental Accounting Standards Board who considers it to 
be an essential part of financial reporting for placing the basic financial statements in an 
appropriate operational, economic, and historical context.  We have applied certain limited 
procedures to the required supplementary information in accordance with auditing standards 
generally accepted in the United States of America, which consisted of inquiries of 
management about the methods of preparing the information and comparing the information for 
consistency with management’s responses to our inquiries, the basic financial statements, and 
other knowledge we obtained during our audit of the basic financial statements.  We do not 
express an opinion or provide any assurance on the information because the limited procedures 
do not provide us with sufficient evidence to express an opinion or provide any assurance. 
 
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 
information listed as supplemental information 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 is the responsibility of management and was derived from and relates directly 
to the underlying accounting and other records used to prepare the financial statements. The 
information has been subjected to the auditing procedures applied in the audit of the financial 
statements and certain additional procedures, including comparing and reconciling such 
information directly to the underlying accounting and other records used to prepare the financial 
statements or to the financial statements themselves, and other additional procedures in 
accordance with auditing standards generally accepted in the United States of America. In our 
opinion, the information is fairly stated in all material respects in relation to the basic financial 
statements taken as a whole. 
 

a 
Albuquerque, New Mexico 
November 19, 2012
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This discussion and analysis of the State of New Mexico Investment Council – Investment 
Office (the Office) provides a summary of the financial position and results of operations for the 
year ended June 30, 2012, 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 
 

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

Net Assets 

 
The assets for the primary agency unit consist of cash and capital assets consisting of furniture 
and equipment.  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 used.  Except for the reduction in due to/due from balances and related effect in the 
General Fund Investment Pool, there have not been significant changes to assets, liabilities and 
net assets as compared to the prior year. 
 

Table A-1 
Statement of Net Assets 

 
FY2012 FY2011

Assets:
Interest in State Treasurer

General Fund Investment Pool 13,629,911$     23,087,277$     
Due from clients -                   883,078            
Capital assets, net 28,871              43,230              

Total assets 13,658,782$     24,013,585$     

Liabilities:
Due to Land Grant Permanent Fund 5,586,717$       13,563,386$     
Due to Severance Tax Permanent Fund 2,071,209         5,312,882         
Accounts payable 5,855,661         4,998,424         
Accrued payroll 116,324            95,663              
Accrued vacation and sick pay 151,892            158,413            

Total liabilities 13,781,803       24,128,768       

Net assets:
Invested in capital assets 28,871              43,230              
Unrestricted (151,892)          (158,413)          

Total net assets (deficits) (123,021)          (115,183)          

Total liabilities and net assets 13,658,782$     24,013,585$      

dega10626
Text Box
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Statement of Activities 

The Statement of Activities focuses on the cost of various activities, which are funded by the 
Office's general and other revenues.  This is intended to summarize and simplify the users' 
analysis of the cost of services.  The governmental activities reflect the Office's basic service of 
collecting and optimizing revenues for fund beneficiaries and clients. 
 

 
Increase in Expenses and Revenues 

The primary increase in expenditures for fiscal year 2012 has been in external legal fees.  
Expenses are paid by the permanent funds and clients and, correspondingly, revenues 
recorded from the funds and clients are also higher. 
 

Table A-2 
Statement of Activities 

 
FY2012 FY2011

Expenses:
General government 26,196,447$     23,022,793$     

Revenues:
Program revenues:

Fees from external investment trust participants 470,820            883,883            
Transfers:

Interfund services provided:
Land Grant Permanent Fund 18,817,279       15,526,343       
Severance Tax Permanent Fund 6,900,510         6,654,146         

Total program revenues and transfers 26,188,609       23,064,372       

Change in net assets (deficit) (7,838)              41,579              

Net assets (deficit) at beginning of year (115,183)          (156,762)          

Net assets (deficit) at end of year (123,021)$         (115,183)$          
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Financial Highlights – General Administrative Fund 
 
The total revenues and expenditures for the General Administrative Fund compared to the prior 
year are as follows: 
 

Table A-3 
Total Revenues and Expenditures 

 
Increase

2012 2011 (Decrease)

Revenues from external trust participants 470,820$          883,883$          -46.7%

Expenditures:
Personnel services and benefits 3,124,216$       3,356,175$       -6.9%
Contractual services and custody fees 21,836,090       19,108,197       14.3%
Other - operating expenses 1,228,303         600,000            104.7%

Total expenditures 26,188,609$     23,064,372$     13.5%  
 
Revenues from external trust participants declined due to a change in methodology that 
includes a smaller allocable expense base of external fees incurred. 
 
The Office expenditures for fiscal year 2012 increased in total, primarily due to increased 
investment management expenses. Personnel costs decreased slightly over fiscal year 2011, 
as certain positions remained unfilled throughout much of fiscal year 2012, while the other 
operating expenses increased due primarily to prior year invoices paid in the current year. 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. The 
Office budgeted, but did not spend, approximately $8.1 million. 
 
Financial Highlights - Fiduciary Funds 
 
The primary governmental activity for the Office is the administration and management of four 
State of New Mexico permanent funds:  the Land Grant Permanent Fund (LGPF), the 
Severance Tax Permanent Fund (STPF), the Tobacco Settlement Permanent Fund (TSPF) and 
the Water Trust Fund (WTF).  The State Investment Office, which is responsible for carrying 
out the investment management policies of the State Investment Council, also provides similar 
services to 17 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 Office's 
mission is to protect and grow the State's permanent (endowment) funds for current and future 
generations, through prudent, professional investment management - with a vision of becoming 
one of the best performing, most respected sovereign wealth funds worldwide.  The amount of 
annual distributions for the Severance Tax Permanent Fund, per statute, is 4.7% of the average 
of the year-end market values of the funds for the immediately preceding five years.  The Land 
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Grant Permanent Fund and Tobacco Settlement Permanent Fund distribution formulas are 
detailed below.  Administrative costs are projected and added to the distribution formula to 
arrive at the total spending policy. 
 
In September 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: 
 

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

 
The Tobacco Settlement Permanent Fund distribution was originally established at 50% of the 
prior year's contributions from legal settlements with certain 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 
increased to 100% of the current year contributions, and the distribution went to the State 
General Fund rather than the Tobacco Settlement Permanent Fund.  Beginning in fiscal year 
2007, the distribution for the Tobacco Settlement Permanent Fund returned to 50% of prior 
year's contributions.  In 2009, the Legislature, by passing SB79, increased the percentage of 
distribution from the Tobacco Settlement Permanent Fund to the Tobacco Settlement Program 
Fund for fiscal years 2009 through 2011 to 100% of the prior year's contribution received.  In 
2011, the Legislature passed HB79, which extended this period of 100% distributions of the 
prior year’s contribution received through fiscal year 2013.  
 
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 clarifies recognition guidance for payments received under the Master Settlement 
Agreement (MSA) with the settling tobacco companies.  Since annual tobacco settlement 
reimbursements are based on cigarette sales from the preceding calendar year, governments 
should estimate accrued tobacco settlement reimbursements that derive from tobacco sales 
from January 1 to their respective fiscal year-ends.  Accordingly, the Tobacco Settlement 
Permanent Fund recognized $19,806,003 and $21,440,254 for the years ended June 30, 2012 
and 2011, respectively. 
 
The Land Grant Permanent Fund 
 
The Land Grant Permanent Fund contributions from the State Land Office (mineral royalties 
and income from land grants) for fiscal year 2012 increased 29% from fiscal year 2011. 
Distributions to the beneficiaries of the fund increased 3% from the prior year. 
 
The chart on the next page details the changes in contributions and distributions from the Land 
Grant Permanent Fund. 
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The Severance Tax Permanent Fund 
 
Severance Tax Permanent Fund contributions are received from the Severance Tax Bonding 
Fund.  Severance tax revenues first pay the required debt service on severance tax bonds 
issued by the State.  Amounts transferred from the Severance Tax Bonding Fund to the 
Severance Tax Permanent Fund increased from $7.6 million in fiscal year 2011 to $103.9 
million in fiscal year 2012.  Distributions to the State General Fund in fiscal year 2012 
decreased 1% from the previous year. 
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The Tobacco Settlement Permanent Fund 
 
The Tobacco Settlement Permanent Fund distribution was $37.7 million to the State General 
Fund in fiscal year 2012, which was 100% of the amount of contributions to the tobacco 
settlement trust funds received in fiscal year 2012. 
 
The amounts presented below for fiscal year 2012 indicate actual receipts and differ from the 
total contributions and distributions for fiscal year 2012 shown in the Fiduciary Funds Statement 
of Net Assets because of the presentation requirements of GASB Technical Bulletin 2004-1. 
 

Table A-4 
Tobacco Settlement Permanent Fund 

 
2012 2011 2010

Contributions 37,686,626$     37,515,754$     40,164,708$     
Distributions 37,686,626$     37,515,754$     40,164,708$      
 
The Water Trust Fund 
 
The Water Trust Fund (WTF) was created in 2003 but not funded by the Legislature until 2007.  
On July 1 of each fiscal year, the WTF distributes $4 million to water projects.  When 4.7% of 
the WTF is greater than $4 million, annual distributions will be 4.7% of a 5-year rolling average 
of the WTF.  At June 30, 2012, the WTF was $44.9 million. 
 
The net assets of the fiduciary funds managed by the Office increased or decreased during the 
fiscal year by the following amounts: 
 

Table A-5 
Fiduciary Funds Net Assets 

 
2012 2011 Change

Land Grant Permanent Fund 10,795,721,087$ 10,766,530,632$  0.3%
Severance Tax Permanent Fund 3,880,616,288    3,966,034,159      -2.2%
Tobacco Settlement Permanent Fund 149,016,666       148,798,796         0.1%
Water Trust Fund 44,897,957         49,657,986           -9.6%

Total private purpose trust funds 14,870,251,998  14,931,021,573    -0.4%

External client trust funds 539,160,733       521,114,000         3.5%

Total net fiduciary funds 15,409,412,731$ 15,452,135,573$  -0.3%
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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 
• Private equity limited partnerships 
• Real estate 
• Absolute return funds 
• Derivative instruments 
• Structured credit instruments 
• New Mexico direct equity investments 
• Government guaranteed New Mexico home and farm loans 
• Certificates of deposit in New Mexico financial institutions 

 
The Office manages a portion of the large capitalization U.S. stocks and the New Mexico 
economically targeted investments for loans and certificates of deposits using staff portfolio 
managers.  Real estate and private equity 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 provide readers with a broad overview of the Office's 
finances in a manner similar to a private-sector business.  The statement of net assets presents 
information on all of the Office's assets and liabilities, with the difference between the two 
reported as net assets.  Over time, increases or decreases in net assets serve as a useful 
indicator of whether the financial position of the Office is improving or deteriorating.  The 
statement of activities presents information showing how the Office's net assets changed during 
the fiscal year.  All changes in net assets are reported when the underlying event giving rise to 
the change occurs, regardless of timing of related cash flows.  Thus, revenues and expenses 
are reported in this statement for some items that will only result in cash flows in future fiscal 
periods. 
 

 
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 Office, 
significant accounting policies, investment details, statutory disclosures and other required 
information regarding the financial position of the funds. 
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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 fund financial statements also allow the government to present its fiduciary funds.  While 
these funds represent trust responsibilities of the government, these assets are restricted in 
purpose and do not represent discretionary assets of the government.  Therefore, these assets 
are not presented as part of the government-wide financial statements. 
 

 
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 $7.2 million in contractual services that 
was not expended. 
 
Statutory Changes to the Council and its Powers 
 
No new legislation was passed in fiscal year 2012 pertaining to the State Investment Council’s 
enacting statute. 
 
In fiscal year 2011, the legislature passed and the Governor signed Senate Bill 86, legislation 
authorizing the office to retain contingent fee attorneys.  Other notable fiscal year 2011 
legislation included: 
 

• SB 82, which removed the State Investment Officer or designees from four 
governmental agency boards; and 

• HB 52, which allows greater discretion in investing the Tobacco Settlement Permanent 
Fund. 

 
Economic Outlook 
 
The Land Grant Permanent Fund finished fiscal year 2012 with a return of 0.74%.  The 
Severance Tax Permanent fund finished at 0.19%. 
 
The investment strategy of the permanent funds is one that seeks to gain from the long-term 
performance of the financial markets and underlying economy.  The funds are presently in the 
process of further diversification, particularly in moving from publicly-traded assets (primarily 
stocks and bonds) to privately held assets (such as real estate, private equity and real assets), 
and from publicly-traded equity investments (the stock market) to a more diversified mix of 
income-producing and less volatile investments. 
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Financial Contact 
 
Any questions regarding the financial statements of the Office should be directed to the Chief 
Financial Officer, State of New Mexico Investment Council, 41 Plaza la Prensa, Santa Fe, NM 
87507. 
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NOTE 1 – ORGANIZATION AND BACKGROUND 
 
The State of New Mexico Investment Council (the Council) is responsible for the investment 
activities of certain State of New Mexico trust funds.  The Council is composed of eleven 
members: the Governor, the State Treasurer, the Commissioner of Public Lands, the Secretary 
of the Department of Finance and Administration (DFA), four public members appointed by the 
Legislative Council, and three public members appointed by the Governor, one of which must 
be the Chief Financial Officer of a State institution of higher education.  The Governor 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 the 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, the Tobacco Settlement Permanent 
Fund, the Water Trust Fund, and client funds.  The following is a brief description of the 
purpose and sources of these four 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 in 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 LGPF for the immediately preceding five calendar years. 

 
The legislature, by a three-fifths vote of the members elected to each house, may suspend 
any additional distributions noted above.  No additional distribution shall be made in 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). 
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NOTE 1 – ORGANIZATION AND BACKGROUND (CONTINUED) 
 
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 issued 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 became effective upon certification of the election results by the Secretary 
of State and became effective 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 is 
credited to the fund. 
 
In 2011, House Bill 79 amended Section 6-4-9 NMSA 1978 related to the Tobacco 
Settlement Permanent Fund.  This legislation temporarily changes the distribution of this 
fund as follows:  in fiscal years 2011 through 2013, 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 2014 and in each fiscal year 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.  Thereafter, 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, 
2012, 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. 
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NOTE 1 – ORGANIZATION AND BACKGROUND (CONTINUED) 
 
Water Trust Fund (WTF).  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 fund consists of money appropriated, donated, or otherwise 
accrued to the fund.  Money in the Water Trust Fund shall be invested as in the Land Grant 
Permanent Fund by the state investment officer pursuant to Chapter 6, Article 8 NMSA 
1978.  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 is 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 (4.7 
percent) of the average of the year-end market values of the Water Trust Fund for the 
immediately preceding five calendar years. 

 
 
NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
The accounting policies of the Office conform to generally accepted accounting principles for 
State governmental units.  The more significant of these accounting policies are summarized 
below: 
 
Use of Estimates in Preparing Financial Statements 
 
The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements, and the reported 
amounts of revenues and expenses during the reporting period.  Actual results could differ from 
those estimates. 
 
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 component units.  The Office understands that the 
State does not present audited combined financial statements for all agencies of the State. 
 
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.  The government-wide presentation is focused 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. 
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NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
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 identifiable to the investment function of the Office.  Program revenues include external 
fees, and other revenues include transfers from the permanent funds for interfund 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 appropriate 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 
financial statements into the government-wide presentation. 
 
As permitted by GASB Statement No. 20, the Office has elected to not apply pronouncements 
of the Financial Accounting Standards Board (FASB) originally issued subsequent to 
November 30, 1989. 
 
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 obligations 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 current 
fiscal year end.  Revenues from external investment trust participants are susceptible to 
accrual.  On the government-wide financial statement, expenditures are recorded when the 
related fund liability is incurred, except for accrued vacation and sick pay, which are recognized 
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 government-wide financial statement. 
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NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
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 Department of Finance 
and Administration. 
 
Fiduciary Funds 
 
Fiduciary funds consist of trust funds as follows: 
 

Private-Purpose Trust Funds.  The LGPF, STPF, TSPF, and WTF 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 years to designated beneficiaries. 
 
External Investment Trust Funds.  Pursuant to New Mexico law Section 6-8-7I 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 3 for detail summaries of investment pool activity by external 
participants. 

 
Reservations and Designations 
 
In the governmental fund financial statements, fund balances are classified as nonspendable, 
restricted or unrestricted (committed, assigned or unassigned).  Restricted represents those 
portions of fund balance where constraints placed on the resources are either externally 
imposed or imposed by law through constitutional provisions or legislation.  Committed fund 
balance represents amounts that can only be used for specific purposes pursuant to constraints 
imposed by formal action of the Legislative and Executive branches of the State.  Assigned 
fund balance is constrained by the Legislature's and Executive Branch's intent to be used for 
specific purposes or, in some cases, by legislation. 
 
The Office's fund balances represent:  1) Restricted Purposes, which include balances that are 
legally restricted for specific purposes due to constraints that are externally imposed by 
creditors, grantors, contributors or laws or regulations of other governments; 2) Committed 
Purposes, which include balances that can only be used for specific purposes pursuant to 
constraints imposed by formal action of the Legislative and Executive branches; 3) Assigned 
Purposes, which includes balances that are constrained by the government's intent to  be  used 
for specific purposes but are neither restricted or committed; 4) Unassigned, which includes all 
other spendable amounts.  As of June 30, 2012, the Office’s fund balance was all unassigned. 
 



STATE OF NEW MEXICO INVESTMENT COUNCIL – 
INVESTMENT OFFICE 

NOTES TO FINANCIAL STATEMENTS 
June 30, 2012 

 
 

29 

NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
When expenditures are incurred for purposes for which both restricted and unrestricted fund 
balances are available, any restricted fund balance must be spent first.  When expenditures are 
incurred for purposes for which amounts in any of unrestricted fund balance classifications can 
be used, committed amounts should be reduced first, followed by assigned amounts and then 
unassigned amounts. 
 
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 in 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 reversions payable to the LGPF and STPF are reflected 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 control 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 each 
fiscal year for the General Administrative Fund. 
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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 is 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 2012 as all payables were paid by the statutory deadline. 
 
The Department of Finance and Administration makes recommendations and adjustments to 
the appropriation request which becomes the Governor's proposal to the Legislature.  The 
Legislative Finance Committee 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.  Legal budget control for expenditures and encumbrances 
is by appropriation unit. 
 
Investments 
 
Basis of Accounting.  Investments are stated at fair value in accordance with GASB 
Statement No. 31, with increases or decreases in fair value recognized in the statement of 
changes in net assets 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. 
 
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, Structured Credit, Mid/Small 
Cap., Non-U.S. Developed Markets, Non-U.S. Emerging Markets and Absolute Return 
investment pools.  The pools are detailed as follows: 
 
   

 
Domestic Equity Pools 

The Large Cap Active Pool is managed internally and by five external managers.  This pool 
seeks to match the performance of the Russell 1000 stock index plus a small premium from 
active management.  The role of this pool in the asset mixes of the SIC’s portfolios is to 
provide growth of capital. 
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NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
The Large Cap Index Pool

 

 is managed externally.  The objective of the pool is to match the 
rate of return of the Russell 1000 index.  The role of this pool in the asset mixes of the SIC’s 
portfolios is to provide growth of capital. 

The Mid/Small Cap Pool

 

 is managed externally by four external managers.  The objective of 
the Mid/Small Cap Pool is to match the performance of the Russell 2500 index, plus a small 
premium from active management.  The role of this pool in the asset mixes of the SIC’s 
portfolios is to provide growth of capital. 

   
 

Fixed Income Pools 

The Core Bonds Pool

 

 is managed externally by three managers and invests in all major 
segments of the broad investment-grade debt obligation markets.  The primary objective of 
the Core Bonds Pool is to achieve the rate of return of the Barclay’s Capital Universal Bond 
Index, plus a small premium from active management. The role of this pool in the asset 
mixes of the SIC’s portfolios is to provide preservation of capital and income generation. 

The Structured Credit Pool

 

 is managed externally, investing in various classes of fixed 
income securities oriented toward credit.  The role of this pool in the asset mixes of the 
SIC’s portfolios is to provide growth of capital and income generation. 

   
 

International Equity Pools 

The Non-U.S. Developed Markets Pool

 

 is an international equity fund with one external 
manager.  The objective of the pool is to match the rate of return on the MSCI EAFE index. 
The role of this pool in the asset mixes of the SIC’s portfolios is to provide growth of capital 
and diversification to the domestic equity pools. 

The Non-U.S. Emerging Markets Pool

 

 is an externally managed international equity fund 
managed by one manager.  The objective of the pool is to match the rate of return on the 
MSCI Emerging Markets index. The role of this pool in the asset mixes of the SIC’s 
portfolios is to provide growth of capital and diversification to the domestic equity pools. 

   
 

Alternative Asset Pools 

The Absolute Return Pool

 

 is managed by three fund-of-fund managers with a multitude of 
underlying hedge fund managers.  The objective of the pool is to provide a rate of return of 
LIBOR plus 200-300 basis points of premium.  The role of the pool in the asset mixes of SIC 
portfolios is to preserve capital and diversify the investment risks of the other investment 
pools. 

The Real Estate Pool

 

 contains primarily open- and closed-end comingled real estate funds, 
dominated by stable, core real estate properties.  The objective of the pool is to match the 
rate of return on the NCREIF-ODCE index, plus a small premium from active management.  
The role the pool in the asset mixes of SIC portfolios is to provide modest growth of capital, 
income generation, and to diversify the investment risk of the equity pools. 
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NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 

The Real Return Pool

 

 contains a diversified mix of assets which have a positive return 
correlation with inflation and interest rates.  The objective of the pool is to match the rate of 
return of a custom mix of benchmarks representing similar assets.  The role of the pool in 
the asset mixes of SIC portfolios is to provide modest growth of capital, income generation, 
and to diversify the investment risk of the equity pools. 

The Private Equity Pool

 

 contains more than 100 private equity funds diversified across the 
sectors of private equity.  The objective of the pool is to provide a higher rate of return than 
the Venture Economics All Private Equity Index.  The role of the pool in SIC portfolios is to 
provide growth of capital. 

Private Equity 
 
Private equity investments are recorded at estimated fair value as reported by the general 
partner fund managers.  If market declines exist which are considered to be other than 
temporary, an adjustment is 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 is 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 issued 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, and WTF, 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. 
 
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 semiannually at a rate equal to 50 percent of the employee's hourly wage.  
Upon termination, vacation pay up to 240 hours becomes immediately payable.  Vacation in  
 



STATE OF NEW MEXICO INVESTMENT COUNCIL – 
INVESTMENT OFFICE 

NOTES TO FINANCIAL STATEMENTS 
June 30, 2012 

 
 

33 

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
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 in the General Administrative Fund. 
 
Net Assets Held in Trust 
 
Amounts reserved for designated beneficiaries are required to be segregated in accordance 
with State law. 
 
lnterfund 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 investment.  At June 30, 2012, 
$5,586,717 and $2,071,209 were due from the general administrative fund to the LGPF and 
STPF, respectively. 
 
Cash and Cash Equivalents 
 
Interest in the pooled investments on deposit with the State Treasurer's Office (STO) and the 
J.P. Morgan 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 is management's estimate of how long 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, encumbrances no longer remain outstanding at 
year end as any remaining amounts are reverted.  As a result, there are no differences between 
measurement focus at June 30, 2012. 
 
External Trust Fund Accounting Policies 
 
Units of Participation.  Each pool is composed of units of participation of unlimited quantity.  
Each unit 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  
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
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: 
 

1. Name of participant; 
2. Date of all unit purchases and sales; 
3. Number of units purchased or sold; 
4. Valuation of each unit owned; and 
5. Total valuation of all units owned. 

 
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: 

• 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. 

• 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. 

• For the purposes of valuation of an investment, with the exception of investments sold 
but not delivered, ascertained brokers; commissions or other expenses which would be 
incurred on a sale are not deducted. 
 

Valuation of Units

 

.  With respect to the valuation of investments determined as provided above, 
there is added the following: 

• All uninvested cash; 
• The value of any rights or stock dividends which may have been declared but not 

received as of the valuation date; and 
• All cash dividends and interest that are determined to be earned 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 is 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 received 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  
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
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. 
 
 
NOTE 3 - CASH AND CASH EQUIVALENTS 
 
General Fund Investment Pool Not Reconciled 
 
In June 2012, an independent expert diagnostic report revealed that the General Fund 
Investment Pool balances have not been reconciled at the business unit/fund level since the 
inception of the Statewide Human resources, Accounting, and management REporting system 
(SHARE) system in July of 2006.  The Diagnostic report is available in the Resources section of 
the Cash Control page of the New Mexico Department of Finance & Administration’s website at:  
http://www.nmdfa.state.nm.us/Cash_Control.aspx.  The document title is, “Current State 
Diagnostic of Cash Control”. 
 
The General Fund Investment Pool is the State of New Mexico’s main operating account.  State 
revenues such as income taxes, sales taxes, rents and royalties, and other recurring revenues 
are credited to the General Fund Investment Pool.  The fund also comprises numerous State 
agency accounts whose assets, by statute (Section 8-6-3 NMSA 1978), must be held at the 
State Treasury. 
 
As of June 30, 2012, the General Fund Investment Pool has not been reconciled at the 
business unit/fund level.  Essentially, independent, third-party verification/confirmation of the 
New Mexico State Investment Council – Investment Office’s balances at the business unit/fund 
level is not possible. 
 
Under the direction of the State Controller/Financial Control Division Director, the Financial 
Control Division of the New Mexico Department of Finance & Administration (DFA/FCD) is 
taking aggressive action to resolve this serious problem.  DFA/FCD has commenced the Cash  
 



STATE OF NEW MEXICO INVESTMENT COUNCIL – 
INVESTMENT OFFICE 

NOTES TO FINANCIAL STATEMENTS 
June 30, 2012 

 
 

36 

NOTE 3 - CASH AND CASH EQUIVALENTS (CONTINUED) 
 
Management Remediation Project (Remediation Project) in partnership with the New Mexico 
State Treasurer’s Office, the New Mexico Department of Information Technology, and a 
contracted third party PeopleSoft Treasury expert. 
 
The purpose of the Remediation Project is to design and implement the changes necessary to 
reconcile the General Fund Investment Pool in a manner that is complete, accurate, and timely. 
The Remediation Project will make changes to the State’s current SHARE system configuration, 
cash accounting policies and procedures, business practices, and banking structure. The 
scheduled implementation date for the changes associated with the Remediation Project is 
February 1, 2013.  An approach and plan to address the population of historical reconciling 
items will be developed during the Remediation Project, but a separate initiative will be 
undertaken to resolve the historical reconciling items.  It is DFA’s responsibility to perform the 
monthly book-to-bank reconciliation. 
 
The initial phase of the Remediation Project, completed on October 11, 2012, focused on 
developing a project plan and documenting current statewide business processes.  The work 
product of the initial phase of the Remediation Project is a document entitled, “Cash 
Management Plan and Business Processes”.  This document is available on the Cash Control 
page of the New Mexico Department of Finance & Administration’s website at: 
http://www.nmdfa.state.nm.us/Cash_Control.aspx. 
 
Investment in the State General Fund Investment Pool 
 
State law (Section 8-6-3 NMSA 1978) requires the agency’s cash be managed by the New 
Mexico State Treasurer's Office.  Accordingly, the investments of the agency consist of an 
interest in the General Fund Investment Pool managed by the New Mexico State Treasurer's 
Office.  At June 30, 2012 the agency had the following invested in the General Fund Investment 
Pool: 
 

General Fund Investment Pool:   
General Administrative Fund  $13,629,911 
Fiduciary Funds   $49,086,300 

 
Interest Rate Risk - The New Mexico State Treasurer’s Office has an investment policy that 
limits investment maturities to five years or less on allowable investments.  This policy is a 
means of managing exposure to fair value losses arising from increasing interest rates.  This 
policy is reviewed and approved annually by the New Mexico State Board of Finance. 
 
Credit risk - The New Mexico State Treasurer pools are not rated. 
 
For additional GASB 40 disclosure information regarding cash held by the New Mexico State 
Treasurer, the reader should see the separate audit report for the New Mexico State Treasurer's 
Office for the fiscal year ended June 30, 2012. 
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NOTE 3 - CASH AND CASH EQUIVALENTS (CONTINUED) 
 
Deposits 
 
Cash and cash equivalents are held by the custodian, J.P. Morgan.  SIC cash held by J.P. 
Morgan is invested in short-term investment funds which are insured or registered with 
securities held by the government or its agent in the government’s name. 
 
Custodial Credit Risk 
 
The custodial credit risk for deposits is the risk that, in the event of the failure of a depository 
financial institution, a 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, 2012, 
the Office's cash and cash equivalent deposits were not exposed to custodial credit risk.   
 
Investments in the State Treasurer Investment Pool (STIP) and cash and cash equivalents 
balances as of June 30, 2012 were as follows: 
 

SHARE State Treasurer's
Fund Office Funds J.P. Morgan Total

General Administration Fund 17300 13,629,911$         -$               13,629,911$   
Subtotal 13,629,911           -                 13,629,911     

Land Grant Permanent Fund 60100 49,083,955           211,711,506   260,795,461   
Severance Tax Permanent Fund 60200 2,345                    41,605,102     41,607,447     
Tobacco Settlement Permanent

Fund 95200 -                       86,699           86,699           
Water Trust Fund 10120 -                       19,387           19,387           
Large Cap. Active Pool 09400 -                       55,000,951     55,000,951     
Large Cap. Index Pool 62800 -                       3,345,863       3,345,863       
Core Bonds Pool 77000 -                       64,893,304     64,893,304     
Mid/Small Cap. Pool 22000 -                       32,999,773     32,999,773     
Non-U.S. Developed Markets Pool 21800 -                       2,523,234       2,523,234       
Non-U.S. Emerging Markets Pool 61100 -                       16,890,560     16,890,560     
Private Equity Pool 11380 -                       27,094,587     27,094,587     
Real Estate Pool 11390 -                       483,635          483,635          
Real Asset Pool 11540 -                       488,773          488,773          
Absolute Return Pool 72100 -                       6,340,987       6,340,987       
Enhanced Index Pool 11530 -                       1,811,393       1,811,393       
Structured Credit Pool 20140 -                       106,675,300   106,675,300   

Subtotal 49,086,300           571,971,054   621,057,354   

TOTAL 62,716,211$         571,971,054$ 634,687,265$ 
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NOTE 4 - INVESTMENTS 
 
In accordance with NMSA 6-8, the Council is authorized to invest in domestic and international 
stocks; debt obligations of the U.S. government, its agencies or instrumentalities; 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 absolute return funds.  In addition, the Council is authorized to invest in other 
investments as specified in statute, including New Mexico private equity, SBAs, CDs, film 
projects and various other loan guarantees.  Numerous restrictions, either statutorily or policy in 
origin, define various elements of the investments.  Examples include investment size, limitation 
of percentage ownership of a particular fund or investment, percentage 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 Investments 
 
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its 
obligations.  In order to assess credit risk, the Office is 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 not have a policy for the Core Bond Fund that restricts purchases of 
securities to those above a certain rating as rated by one or more national rating agencies. 
 
The Office’s investments and their exposure to credit risk at June 30, 2012 are as follows: 
 
Investment Rating Fair Value
Investments subject to credit risk

Commercial Mortgage-Backed AAA 78,070,315$          
Asset-Backed Securities AAA 48,065,569            

Non-Government-Backed C.M.O.s AAA 23,850,904            
Corporate Bonds AAA 2,933,391             

Mortgage Backed Securities AA+ 706,985,676          
Non-Government-Backed C.M.O.s AA+ 38,017,241            

Government Bonds AA+ 34,918,699            
Asset-Backed Securities AA+ 31,205,574            

Corporate Bonds AA+ 21,411,805            
Corporate Bonds AA 15,857,482            

Asset-Backed Securities AA 15,630,620            
Government Bonds AA 1,636,373             

Municipal Bonds AA 1,832,217             
Corporate Bonds AA- 36,639,049            
Municipal Bonds AA- 16,870,999             
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NOTE 4 - INVESTMENTS (CONTINUED) 
 
Investment Rating Fair Value
Investments subject to credit risk (continued)

Commercial Mortgage-Backed AA- 3,401,306             
Corporate Bonds A+ 47,116,166            
Municipal Bonds A+ 35,928,308            

Commercial Mortgage-Backed A+ 19,089,898            
Non-Government-Backed C.M.O.s A+ 1,340,823             

Government Bonds A+ 1,294,090             
Corporate Bonds A 79,006,615            

Commercial Mortgage-Backed A 20,863,074            
Government Bonds A 10,602,874            

Asset-Backed Securities A 3,600,792             
Non-Government-Backed C.M.O.s A 318,432                

Corporate Bonds A- 180,217,754          
Municipal Bonds A- 15,280,424            

Commercial Mortgage-Backed A- 10,716,514            
Asset-Backed Securities A- 2,833,331             

Non-Government-Backed C.M.O.s A- 903,085                
Certificate of Deposit A-1+ 4,818,636             

Corporate Bonds BBB+ 80,304,763            
Commercial Mortgage-Backed BBB+ 11,178,329            

Asset-Backed Securities BBB+ 2,434,225             
Corporate Bonds BBB 131,816,626          

Commercial Mortgage-Backed BBB 13,142,293            
Asset-Backed Securities BBB 12,600,661            

Government Bonds BBB 11,349,070            
Corporate Bonds BBB- 150,715,346          

Commercial Mortgage-Backed BBB- 7,234,497             
Corporate Bonds BB+ 71,415,343            

Government Bonds BB+ 5,852,663             
Corporate Bonds BB 70,724,052            

Government Bonds BB 2,799,000             
Corporate Bonds BB- 45,376,714            
Corporate Bonds B+ 30,558,145            
Corporate Bonds B 11,546,060             
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NOTE 4 - INVESTMENTS (CONTINUED) 
 
Investment Rating Fair Value
Investments subject to credit risk (continued)

Corporate Bonds B- 21,256,392            
Corporate Bonds CCC+ 1,161,563             

Asset-Backed Securities CCC 32,756,261            
Non-Government-Backed C.M.O.s CCC 19,501,182            

Corporate Bonds CCC 14,128,988            
Non-Government-Backed C.M.O.s CC 27,333,147            
Non-Government-Backed C.M.O.s D 20,411,381            

Investments subject to credit risk - S&P Ratings 2,412,390,415       

Investments subject to credit risk - not rated
Asset-Backed Securities not rated 69,637,477            

Corporate Bonds not rated 46,606,833            
Non-Government-Backed C.M.O.s not rated 28,090,111            

Commercial Mortgage-Backed not rated 24,926,008            
Government Bonds not rated 6,560,414             

Money Markets not rated 5,185,377             
Investments subject to credit risk - not rated 181,006,220          

Investments "NOT" subject to credit risk
Private Equity, Equity Securities and Real Estate 12,549,950,311     

NM Film Investments 30,000,000            
Government Agencies 39,061,910            

Investments "NOT" subject to credit risk 12,619,012,221     

TOTAL INVESTMENTS 15,212,408,856$    
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NOTE 4 - INVESTMENTS (CONTINUED) 
 
Interest Rate Risk - Debt Investments 
 
Interest rate risk is the risk that changes in interest rates could adversely affect the fair value of 
an investment.  The State Investment 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. 
 
A summary of the investments at June 30, 2012 and their exposure to interest rate risk is as 
follows: 
 

Fair Life not Less than Greater than
Investment Value Available 1 Year 1-5 Years 6-10 Years 10 Years

Investments subject to interest rate risk

Asset-Backed Securities 218,764,510$      -$                 147,556,044$   55,676,585$     4,063,830$       11,468,051$       

Certificate of Deposit 4,818,636            -                   4,818,636         -                   -                   -                     

Commercial Mortgage-Backed 188,622,234        -                   126,563,325     -                   5,282,094         56,776,815         

Corporate Bonds 1,147,681,211     -                   168,103,172     400,202,621     407,112,641     172,262,777       

Derivatives/Interest Rate SWAP (378,324)              -                   (191,642)           373,984            983,839            (1,544,505)          

Government Bonds 479,443,101        -                   101,207,213     152,564,824     136,701,258     88,969,806         

Money Market 5,185,377            5,185,377         -                   -                   -                   -                     

Mortgage Backed Securities 737,702,049        -                   22,732,387       892,737            9,544,780         704,532,145       

Municipal/Provincial Bonds 69,911,948          -                   -                   483,584            1,303,650         68,124,714         

Non-Government Backed C.M.O.s 159,766,304        97                    55,312,708       -                   7,181,112         97,272,387         
U.S. Treasury Bonds/Bills/Notes 1,172,878            -                   1,172,878         -                   -                   -                     

Subtotal 3,012,689,924$   5,185,474$       627,274,721$   610,194,335$   572,173,204$   1,197,862,190$  

Investments not subject to interest rate risk

Securities, Equity, Real Estate,

and NM Film Investments 12,199,718,932   

TOTAL INVESTMENTS 15,212,408,856$ 

 
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, 2012, the Office was not exposed to concentration of credit risk as 
no single issuer represented 5% of total investments. 
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NOTE 4 - INVESTMENTS (CONTINUED) 
 
Foreign Currency Risk –Investments 
 
Foreign currency risk is the risk that changes in exchange rates could adversely affect an 
investment's or deposit's fair value.  This risk is eliminated in the Core Bond and High-Yield 
Bond pools by adhering to the State Investment Council 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. 
 
A summary of the investments and cash and cash equivalents at June 30, 2012 and their 
exposure to foreign currency risk are as follows: 
 

% of Total
Investment Foreign Currency Amount Investments

Common Stock Australian dollar 99,961,338$              0.63%
Common Stock Brazilian real 54,748,665                0.35%
Common Stock British pound sterling 266,102,992              1.68%
Common Stock Czech koruna 3,761,568                  0.02%
Common Stock Danish krone 13,185,506                0.08%
Common Stock Euro 297,491,634              1.88%
Common Stock Hong Kong dollar 165,366,891              1.04%
Common Stock Indonesian rupiah 23,364,615                0.15%
Common Stock Israeli shekel 6,653,256                  0.04%
Common Stock Japanese yen 248,485,238              1.57%
Common Stock Mexican peso 2,697,863                  0.02%
Common Stock New Taiwan dollar 45,816,287                0.29%
Common Stock New Turkish lira 36,080,260                0.23%
Common Stock New Zealand dollar 1,379,056                  0.01%
Common Stock Norwegian krone 10,633,357                0.07%
Common Stock Polish zloty 16,963,953                0.11%
Common Stock Singapore dollar 20,239,052                0.13%
Common Stock South African rand 41,495,735                0.26%
Common Stock South Korean won 117,917,988              0.74%
Common Stock Swedish krona 35,387,974                0.22%
Common Stock Swiss franc 98,086,880                0.62%
Common Stock Thai baht 22,844,915                0.14%
Cash Australian dollar 44,363                       0.00%
Cash Brazilian real (135,420)                    (0.00)%
Cash British pound sterling 331,032                     0.00%
Cash Czech koruna 205,738                     0.00%
Cash Danish krone 1,158                         0.00%
Cash Euro 566,008                     0.00%
Cash Hong Kong dollar 628,657                     0.00%
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NOTE 4 - INVESTMENTS (CONTINUED) 
 

% of Total
Investment Foreign Currency Amount Investments

Cash Indonesian rupiah 44,825                       0.00%
Cash Israeli shekel 7,732                         0.00%
Cash Japanese yen 1,131,910                  0.01%
Cash Mexican peso 51,054                       0.00%
Cash New Taiwan dollar 2,524,242                  0.02%
Cash New Turkish lira 73,679                       0.00%
Cash New Zealand dollar 29,983                       0.00%
Cash Norwegian krone 37,953                       0.00%
Cash Philippine peso 19,828                       0.00%
Cash Polish zloty 73,085                       0.00%
Cash Singapore dollar 90,566                       0.00%
Cash South African rand 1,858,556                  0.01%
Cash South Korean won 129                            0.00%
Cash Swedish krona 19,557                       0.00%
Cash Swiss franc 34,450                       0.00%
Derivatives Thai baht (58)                             (0.00)%
Global Depositary Receipt Euro 3,861,682                  0.02%
Partnerships Euro 196,209,781              1.24%
Preferred Stock Brazilian real 8,900,046                  0.06%
Preferred Stock British pound sterling 36,786                       0.00%
Preferred Stock Euro 6,520,594                  0.04%
Preferred Stock South Korean won 7,546,567                  0.05%
Rights/Warrants Australian dollar 14,868                       0.00%
Rights/Warrants Euro 2,080,914                  0.01%
Real Estate Investment Trust Euro 3,447,032                  0.02%
Real Estate Investment Trust Japanese yen 2,083,587                  0.01%
Real Estate Investment Trust British pound sterling 1,399,066                  0.01%
Real Estate Investment Trust Hong Kong dollar 1,102,977                  0.01%
Real Estate Investment Trust Singapore dollar 804,056                     0.01%
Foreign Currency Investments and

Cash and Cash Equivalents 1,870,312,006           11.80%
Non-Foreign Currency Investments and

Cash and Cash Equivalents 13,976,784,115         88.20%

Total Investments and Cash and Cash Equivalents 15,847,096,121$       100.00%
 
Securities Lending 
 
In fiscal year 2012, the Office made the determination to terminate its securities lending 
program and accordingly, began and completed the liquidation process. 
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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.nm.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 years ended June 30, 2012, 2011 and 2010 were $316,464, $371,435 and $392,907, 
respectively, equal to the amount of the required contributions for each fiscal year. 
 
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 - 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 post-employment 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  
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NOTE 6 - POST-EMPLOYMENT BENEFITS – STATE RETIREE HEALTH CARE PLAN 
(CONTINUED) 

 
employer’s RHCA effective date, in which 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 post-employment healthcare plan.  
That report and further information can be obtained by writing to the Retiree Health Care 
Authority at 4308 Carlisle NE, Suite 104, Albuquerque, 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.  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.nmrhca.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.  During 
the fiscal year ended June 30, 2012, the statute required each participating employer to 
contribute 1.834% of each participating employee’s annual salary; each participating employee 
was required to contribute .917% of their salary.  In the fiscal year ending June 30, 2013, the 
contribution rates for employees and employers will rise as follows:  
 
For employees who are not members of an enhanced retirement plan, the contribution rates will 
be: 
 

Fiscal Year  Employer Contribution Rate  Employee Contribution Rate 
FY13  2.000%  1.000% 

 
Also, employers joining the program after January 1, 1998 are 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 County’s contributions to the RHCA for the years ended June 30, 2012, 2011 and 2010 
were $43,288, $40,658 and $33,933, respectively, which equal the required contributions for 
each year. 

http://www.nmrhca.state.nm.us/�
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NOTE 7 – CHANGES IN CAPITAL ASSETS 
 
A summary of changes in capital assets is as follows: 
 

Balance Balance
June 30, 2011 Additions Deletions June 30, 2012

Furniture and equipment 461,436$      -$              (136,503)$          324,933$       
Accumulated depreciation (418,206)       (14,359)         136,503              (296,062)        

TOTAL CAPITAL ASSETS 43,230$        (14,359)$       -$                   28,871$         
 
Depreciation expense recorded by the Office in fiscal year 2012 was $14,359.  This amount 
was recognized as an expense in the general fund statement of activities. 
 
 
NOTE 8 – CHANGES IN ACCRUED VACATION AND SICK PAY 
 
A summary of changes in accrued vacation and sick pay is as follows: 
 
Balance at June 30, 2011   $ 158,413 
Additions      152,063 
Deletions      
 

(158,584) 

Balance at June 30, 2012   $ 151,892 
 
Of the balance outstanding at June 30, 2012, $151,892 is estimated to be due within one year 
of the statement date. 
 
 
NOTE 9 – COMMITMENTS 
 
The Office has commitments for capital contributions to the various private equity partnerships 
and real estate / real asset investments.  As of June 30, 2012, the Office was an investor in 
approximately 124 private equity limited partnerships 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, 2012, unfunded commitments to private equity 
partnerships were approximately $829,029,456, and unfunded commitments to real estate and 
real asset investments were approximately $755,791,214.  Due to the nature of these 
investments, the Office cannot predict when these capital contributions will be called.  
Subsequent to June 30, 2012, the Office approved an additional $150,000,000 of commitments 
to private equity partnerships, an additional $100,000,000 of commitments to real estate 
partnerships, and an additional $165,000,000 of commitments to real asset partnerships. 
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NOTE 9 – COMMITMENTS (CONTINUED) 
 
In addition to the above investment commitments, the Office leases office space under a non-
cancelable operating lease.  Total rent expense for the year ended June 30, 2012 was 
$278,640.  Minimum annual lease payments under these leases for the years ended June 30 
are as follows: 
 
2013   $ 282,657 
2014    282,587 
2015    286,808 
2016    291,153 
2017    295,627 
2018 and thereafter    
 

24,667 

Total    $ 1,463,499 
 
 
NOTE 10 - 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. 
 
 
NOTE 11 - JOINT POWERS AGREEMENTS 
 
The Office manages investments for several governmental entities under joint powers 
agreements that may be terminated by either party upon thirty days' notice to 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, 2012, these joint powers 
agreements with the following entities: 
 

 (a) 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, 2012, the 
NMRHCA had total net assets held in trust of $229,634,290. 

 
(b) New Mexico Institute of Mining & Technology (NMIMT) dated November 24, 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 NMIMT in 
accordance with guidelines established in NMIMT's investment policy.  At June 30, 
2012, the NMIMT had total net assets held in trust of $50,631,562. 
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NOTE 11 - JOINT POWERS AGREEMENTS (CONTINUED) 
 
(c) New Mexico 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 NMSBVI's investment policy.  At June 30, 
2012, the NMSBVI had total net assets held in trust of $7,478,433. 

 
(d) 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, 2012, the Commissioner had total net assets held in trust of $10,470,689. 

 
(e) New Mexico Interstate Stream Commission (Commission) 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 in accordance with guidelines established in the Commission's investment 
policy.  At June 30, 2012, the Commission had total net assets held in trust of 
$17,955,420. 

 
(f) 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, 2012, the NMMI had total net 
assets held in trust of $22,851,070. 

 
(g) New Mexico Department of Game and Fish (NMDGF) dated July 28, 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 NMDGF in accordance 
with guidelines established in NMDGF's investment policy.  At June 30, 2012, the 
NMDGF had total net assets held in trust of $989,362. 

 
(h) 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, 2012, the ENMU had 
total net assets held in trust of $7,407,500. 

 
(i) 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, 2012, the SMSD had 
total net assets held in trust of $145,272. 
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NOTE 11 - JOINT POWERS AGREEMENTS (CONTINUED) 
 
(j) New Mexico Public Regulation Commission, 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 
investment policy.  At June 30, 2012, the Agency had total net assets held in trust of 
$37,617,686. 

 
(k) County of Los 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, 2012, the County had total 
net assets held in trust of $43,504,418. 

 
(l) New Mexico Public School Insurance Authority (NMPSIA) dated April 30, 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 NMPSIA in 
accordance with guidelines established in NMPSIA's investment policy.  At June 30, 
2012, the NMPSIA had total net assets held in trust of $38,116,650. 

 
(m) 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, 2012, the NMHU had 
total net assets held in trust of $2,572,368. 

 
(n) 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, 2012, the CYFD had 
total net assets held in trust of $2,562,368. 

 
(o) 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 NMMFA's investment policy.  At June 30, 
2012, the NMMFA had total net assets held in trust of $31,556,811. 

 
(p) 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, 2012, the 
NMHED had total net assets held in trust of $22,311,782. 
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NOTE 11 - JOINT POWERS AGREEMENTS (CONTINUED) 
 
(q) 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, 2012, the Client had total net 
assets held in trust of $13,355,052. 

 
 
NOTE 12 – 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 and the members of the State Investment Council; 

2. Coverage to protect the State of New Mexico's property and assets; and 
3. Fringe benefit coverage for State of New Mexico employees. 

 
At June 30, 2012, the Office had no claims that the Risk Management Division had determined 
not to cover.  Denial of coverage by the Risk Management Division would result in the 
responsibility for coverage reverting to the Office. 
 
 
NOTE 13 - SHORT -TERM DEBT 
 
The Office had no short-term debt activity during the year nor any outstanding balances at year-
end. 
 
 
NOTE 14 - 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 investment 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 investment office, as authorized by law."  The 
state constitution has vested sole authority for appropriation to the state legislature; therefore, 
the legislature annually appropriates funds for the SIC operating budget from the sources 
specified in this statute.  Unexpended/unencumbered funds at fiscal year-end subsequently 
revert back to their original funding source. 
 
 
 

This information is an integral part of the accompanying financial statements. 
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Section II - Financial Statement Findings 
 
Finding 2012-01 Recording of Management Fees (Significant Deficiency) 
 
Condition:  During fiscal year 2012, the agency did not timely accrue management fees to the 
investment pools on a quarterly basis for the first 2 quarters of the fiscal year, resulting in the 
net asset value (NAV) calculation being overstated. . In May 2012, the management fees for 
the first two quarters plus the third quarter, totaling $8.8 million, were properly charged to the 
agency's clients.  The portion allocable to client funds was $486,000.  In addition, management 
fees were over-accrued at the end of fiscal year 2011.  The over-accrual was impacted by a 
larger estimated expense allocation base figure being used in the calculation, which was at that 
time done on a monthly basis. The over-accrued amount of $5.7 million was credited back to 
the pools and to the fund participants in April, 2012. The portion allocable to clients was 
approximately $280,000. 
 
Criteria:  Controls should be in place to ensure management fees are recorded on a timely 
basis and any effect on NAV is properly adjusted. 
 
Cause:  The error was caused by staff turnover in fiscal year 2012.  
 
Effects:  The NAVs of the investment pools were overstated due to the lack of timely recording 
of management fees. 
 
The net effect of the difference on any fund participant was negligible as the net assets for SIC 
approximated $14.9 billion and the client assets under management were approximately $540 
million at June 30, 2012. 
 
Recommendation:  We recommend that a formal policy be documented regarding how 
management fees are calculated and assessed, including procedures for performing allocations 
to the external trust funds and assigning responsibility for completion of the process. 
   
Management’s Response:  At the time that this problem occurred, there was not a permanent 
CFO on staff.  Procedures in this area will be enhanced. The challenge with allocating 
management fees to clients on a timely basis is that external investment management fees are 
billed to SIC by investment managers quarterly in arrears, thus, the recent change in 
methodology, which includes assessing clients for those fees quarterly, in arrears, based upon 
actual invoices received. There is a lag to quarter-end in making the assessments due to 
required time for receipt of actual invoices. The over-accrual resulted from a change in 
methodologies which benefited our clients.  In the past the billings included numerous estimates 
and a larger expense base, including internal allocations. This is no longer the case.  
Management fees are now billed based upon actual external expense activity. 
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Section II - Financial Statement Findings (continued) 
 
Finding 2012-02 Failure to Perform Annual Fixed Asset Inventory Count (Compliance) 
 
Condition:  The agency did not perform an annual fixed asset inventory count. 
 
Criteria:  Section 12-6-10(A) NMSA 1978 requires each agency to conduct an annual physical 
inventory of movable chattels and equipment on the inventory list at the end of each fiscal year.  
 
The agency shall certify the correctness of the inventory after the physical inventory.  This 
certification should be provided to the agency’s auditors. 
 
Cause:  Noncompliance caused by lack of procedure to communicate this compliance 
requirement and to assign responsibility for its completion. 
 
Effects:  The agency is not in compliance with State statute. 
 
Recommendation:  We recommend that the agency formalize this process by documenting 
procedures for performing it and assigning responsibility for completion. 
 
Management’s Response:  Going forward, an annual fixed asset inventory will be performed.  
It is not clear when the last inventory was completed. Subsequent to year-end, the Office’s net 
fixed assets of $28,871 were further reviewed and additional deletions of fully depreciated 
assets were recorded as of June 30, 2012. 
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Section I – Financial Statement Findings 
 
Finding 07-1 Use of General Ledger Software – Cleared 
 
Finding 11-1 Financial Close and Reporting (Material Weakness) – Cleared 
 
Finding 11-2 Late Audit Report (State Compliance) – Cleared 
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An exit conference was held with the Office on November 19, 2012.  In attendance were: 
 
NEW MEXICO STATE INVESTMENT COUNCIL 
 
Peter Frank, Audit Committee Chairman 
Jim Goodwin, Audit Committee Member 
Tom Clifford, DFA Secretary and Audit Committee Member (by phone) 
Leonard Lee Rawson, Audit Committee Member (by phone) 
Steven K. Moise, State Investment Officer 
Vince Smith, Deputy State Investment Officer 
Evan Land, General Counsel 
Brent Shipp, CFO 
Kerri Segell, Executive Assistant 
 
 
CLIFTONLARSONALLEN LLP 
 
Bill Petri, CPA, Partner 
Joel Blackman, CPA, Manager 
 
 
PREPARATION OF FINANCIAL STATEMENTS 
 
The financial statements presented in this report have been prepared by the independent 
auditor, reviewed and approved by the management of the Office.  The responsibility of the 
financial statements is the management’s, as addressed in the Independent Auditors’ Report. 
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