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STATE OF NEwW MEXICO
OFFICE OF THE STATE TREASURER

January 19, 2010

Honorable Bill Richardson, Governor
Members of the New Mexico State Legislature
State Board of Finance

Citizens of the State of New Mexico

Ladies and Gentlemen:

| respectfully submit the Office of the State Treasurer's Annual FedelReport for the Fiscal Year Ended June
30, 2009, in accordance with New Mexico Statutes and the State Treasurer’s InvestnantTPa report
outlines the performance of the Office of the State Treasurer for the figzalgnd presents significant
achievements for the fiscal years ended June 30, 2007, through June 30, 2009.

It is my opinion that there is no higher honor than to serve the public as an eleffteidl. | thank the citizens
of New Mexico for allowing me the honor and privilege to restore honeshjics and integrity to the Office of
the State Treasurer. On April 4, 2007, | was appointed to serve on the Governor’'s TasktiiesoReform.
The challenge to restore ethics to New Mexico state government persistsefére, | encourage

New Mexico’s leaders to work together and deliver comprehensive, effeatixararching legislation to restore
integrity and to achieve the highest standards of accountability and treesyey in state government.

As state treasurer, my mission to achieve full transparency extended beyondahtgrarations and positively
impacted external customer relationships, resulting in greater communicatidiabooation and cooperation.
My membership and active participation on state financial boards and commissawesaiso helped to
re-establish strong, positive opinions about the Office among the state’s xedaranch and legislative
branch.

MANAGEMENT RESPONSIBILITY FOR FINANCIAL REPORTING
The New Mexico Administrative Code, Section 2.2.2.9(A)(1)(f) states that the duetiateaudit report for a

state agency cannot extend beyond December 15. | am pleased to report the State Trea3ifie€ met this
requirement. The Independent Auditors’ Report and the Office of the State Uneyas Financial Statements
are presented on pages 29 through 39 of this report. Responsibility for the accurdeyddta and the
completeness and fairness of the presentation rests with the Officeeoftiate Treasurer.
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Honorable Bill Richardson, Governor
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Citizens of the State of New Mexico

INVESTMENT ACTIVITY
Participation in the Local Government Investment Pool (LGIP) remained strong fiscal year 2009,

influenced in part by renewed confidence in the Office of the Stagadurer and in part by the AAAm rating
awarded by Standard and Poor’s. By fiscal yarat, the yield decreased from 2.45 percent to .33 percent
following the failure of the Reserve Primary Fund. Investment egsirom fiscal year 2009 totaled $19.1
million compared to $50 million for fiscal year 2008, a 62 percent decrease.

INTERNAL CONTROLS
The Office of the State Treasurer has established and maintains a sysie@roél controls designed to

provide reasonable assurance that financial statements are accurate, invesameémeconciliation
transactions are properly executed, and assets are sufficiently safeguarded.itioraddternal compliance
personnel and legal counsel provide a continuing review of the internal cerdra operations of the Office,
and the investment advisory team reports monthly to the State Treasurer’s Ineast@ommittee and to the
State Board of Finance.

CONCLUSION
The challenges of fiscal years 2007 through 2009 were successfully overcome lddaesefforts of

dedicated staff committed to enhancing proficiency, efficiency, effectivenedeoductivity in the Office. |
am sincerely grateful to the State Treasurer’s Office staff for their deditéti produce this annual report, and
| would like to personally thank the Office of the Governor, DepartméRirance and Administration, State
Board of Finance, and State Legislature for their contributions and continued support.

I am honored to serve as state treasurer of our great state and | remain committed fiolusjary
responsibilities to the citizens of New Mexico.

Respectfully submitted

-

ey

THE HONORABLE JAMES B. LEWIS
New Mexico State Treasurer

Fiscal Year Ended June 30, 2009









PROFILE OF THE OFFICE OF THE STATE TREASURER

7 2009 Annual Financial Repot 0000000000000




Office of the New Mexico State Treasurer




SIGNIFICANT HIGHLIGHTS

New Mexico Tourism Department

Mike Stauffer
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LEADERSHIRUTHORITIESROLESAND MODELS

Executive LeadershipTreasurer Lewis is the chief-elected, executive financial officer
of the state. He has prudently managed New Mexico state funds throughout a record
economic recession replete with bank failures; third-party marketing reforms; Ponzi-
type schemes; and budget shortfalls. He has done so by enacting innovatgeniewnt
strategies, implementing strong internal controls while adhering to and promulgatin
state policies, and abiding by the Prudent Man Rule.

Engagements Leadershiglreasurer Lewis is a state and national leader whose
engagements include service on state boards, national associations, and civic
organizations. A thought leader, Treasurer Lewis’s counsel has been ted|oes
international affairs, including public finance and economic development; cipati
governance, including county treasury curriculum development; and ethics training at
national conferences and university forums. His leadership on all statetiness

boards and commissions has been a catalyst for renewed public irtist iState
Treasurer’s Office.

Employee LeadershipTreasurer Lewis, an experienced staff resource and relation-
ship manager, regards quality improvements an essential growth method. His use of a
wheel and spoke management model swiftly solidified the vision, missidrcare

values of the State Treasurer’s Office. And his commitment to knowletigewer-

ment via open-door, all-hands meetings has guided change, ensured etalicalior,

and enhanced customer services.

Electoral LeadershipTreasurer Lewis's promise to restore integrity converged with
the electorate’s charge to renew ethical governance and resulted in cohesive $&guler
principles to restore trust, confidence, and honesty in the State Treasurtite O
Candid and frequent dialogue with constituents statewide ensures transparen
governance; and, Treasurer Lewis’s discussions of ongoing activities enhances the
electorates’ understanding of state investment and economic developmankibg.

Educative Leadershipa credentialed public administrator with vast leadership
experiences, Treasurer Lewis’s ogenum dialogues, think-tank huddles, and
mentor-style talks have been respectfully tagged, “The James B. Lewis Unitefsity
walking library indeed, Treasurer Lewis has a penchant for detail, recalGatpiiand
impartation. Because of his educative leadership style, Treasurer Lewis has allocated
resources for staff professional development; collaborated with consultantsach

staff technical and soft skills; attended national and international settings fo
self-education; and produced informative literature for investors, state agsheind
legislators.
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MODELINGRANSPARENCY

Oversight—Treasurer Lewis serves on the New Mexico State Board of Finance (BOF) along with the governor,
lieutenant governor and four general public members. The Treasurer’s Offiledorates with the BOF on key
decisions such as investment policy approval, hiring of auditors, selesftiomestment consultants, review of the
portfolio, and review of audit findings of significant weaknesses. tlitiad, treasury staff report monthly to the

BOF on investment and cash management matters. Treasurer Lewis also served eedtmdnts and Pensions
Oversight Committee which was responsible for examining the investmenfirsantcial management practices

and actuarial status of the state’s investment agencies.

Controls—n 2007, Treasurer Lewis was presented with the prior administration’s independeib=ideport

for the fiscal year ended June 30, 2006, which gave an unqualified opiniontdaliseven findings of significant
weakness. Additionally, the state of New Mexico adopted the new Internal Stdgdwuman Resource, Account-
ing, and Management Reporting System (SHARE) in fiscal year 2007, which resulted in majonaperatio
challenges. Consequently, Treasurer Lewis has strengthened internal controls in kepcteksg:

n Investments—created the Investment Division within the Office, revised the itmest policy,
restructured the State Treasurer’s Investment Committee, and transitidoe new trading platform;

n Cash managementseparated the cash management functions from the investments functions and
reconciled thousands of previously unreconciled banking transactions;

n Budget and Operatiorscreated the Operations Division and the Budget and Finance Division tceensu
separation of duties in banking transactions, procurement, personnel progessé building and
computer security; and

n Compliance-established internal audit priorities and assigned personnel to conalugoing internal
compliance audits.

Disclosure and Reportinrgin 2007-2008, Treasurer Lewis mandated due diligence to ensure compliance with
state statutes requiring a detailed treasury report at the commencement of thaleg legislative session. To
disclose accurate, concise and complete data, Treasurer Lewis made the prudent deg®etpone publication
of the 2007 and 2008 annual financial reports (published November 21, 2008, and June 30, 2&Q%iyvedg)
pending approval and release of the independent auditors’ reportsdeBee of greater control and accurate
reporting is demonstrated by the reconciliation of all state accounts, clarifitratidthe forensic audit’s validity,
collaboration with the Department of Finance and Administration to address clgaiéewith the new SHARE
system, and a thorough review of each audit finding. Treasurer Lewis’s geats@mplete the 2009 audit by the
December 15, 2009, deadline; eliminate prior administrations’ audit findiegkice SHAREelated audit findings
in fiscal years 2007-2008; and present the 2009 annual financial report to statatiegislt the beginning of the
2010 session.

Public AccessAll material transactions of the Office are open to public scrutiny. ThasTirer's Office has
established internal guidelines to comply with the Inspection of Pi#icords Act of 2009, and the Web site posts
a full display of the current investment policy as well as investrperformance.

Independent Reviews-The Treasurer’s Office has contracted with an independent auditor to condactegly
investment audits and an annual financial audit which is confirmedé&\iew Mexico State Auditor and publicly
released. The State Treasurer also has commissioned independent studieasioreneustomer satisfaction and
to examine operational processes in such areas as information technology, staffing negpiiseand financial and
cash management workflows.

INITIATIVEBNDACCOMPLISHMENTS
The following table presents key initiatives and accomplishments of ¢éiwés administration during fiscal years
2007 through 2009.
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INITIATIVES AND ACCOMPLISHMENTS

ew Mexico Tourism Department
Mike Stauffer
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INVESTMENT DIVISION
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COLLATERAORPUBLIGUNDS

The State Treasurer’s Office reviews, monitors and analyzes state agencyé@podsed into financial institu-
tions, the state’s fiscal agent and ancillary receivership accounts to enkdwgeal collateral is adequate. Both
proposed and currently pledged collateral is continuously evaluated for conapliaith all applicable statutes,
policies, and depository and custodial agreements.

The New Mexico Administrative Code, Section 2.60.4.6 states in part that all publécdeposited in

New Mexico banks must be collateralized in order to “minimize risks to existthfuture deposits of public
money.” The State Treasurer’s Office performs quarterly risk assessments of loédikg ldleposits of state
funds to determine the percentage of collateral each institution must pleédgeecure deposits that exceed
Federal Deposit Insurance Corporation (FDIC) limits [NMAC 2.60.4.9]. To ags¢iss Btate Treasurer’s Office
regularly analyzes five target ratios:

total state deposits to bank’s equity capital;

total state deposits to bank’s total deposits;
bank’s primary capital to bank’s assets;

bank’s net income to bank’s average assets; and

53 5 S5 S5 O

bank’s nonperforming loans to bank’s primary capital.

Deposits and Collateral in Banks

Millions

B Deposits ® Collateral

As of June 30, 2009, 41 depository banks held state funds including 501 accounts and certificatsits.d&he
total amount of state funds deposited in those depository institutions $486.9 million with $440.9 million
collateral pledged to safeguard state funds. Eight depository banks were coilztdrat the 100 percent level.

14
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General Fund CORE Market Value
As of June 30, 200%64,016,290,871

TLGP Securities-
FDIC 21% Money Market

Funds 1%

US Agency Bonds
14%

Commercial Paper
_ 4%
US Treasuries 15%
Corporate Bonds
10%
Overnight Repo

Municipal Bonds 1%
Pool 20%

9
S FHLMC MBS 10%

LGIP Portfolio - $921,444,110
Fiscal Year Ended June 30, 2009
(In Millions)

U.S. Treasury Bills
$174.9

18.99% U.S. Treasury Notes

. : $443.5
Certificates of Deposit 48.13%

$40.0
4.34%

Commercial Paper-.
FDIC TLGP \

$49.7

5.39% ﬁ Agencies $0
0%
Commercial Paper-. Corporate Bonds

Discount Based LGIP Bank Account
$50.0 $148.0
5% 16%

$15.2
2%




LGIP Assets Under Management
Fiscal Year End 1999 - 2009

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

LGIP Interest Earnings and Yield Comparison
Millions Fiscal Year 2008 and 2009
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Office of the New Mexico State Treasurer
CASH MANAGEMENT DIVISION

CASHVMANAGEMENTFORTHESTATEOFNEWMEXICAONVOLVESHESYSTEMATIGATHERINGFINFORMATION
ABOUTTHESTATES COLLECTIONSISBURSEMENTAND BALANCESAND USINGTHATINFORMATIONO

MANAGENVESTABLEUNDAVAILABLEOTHESTATEThe Cash Management Division is comprised of two
bureaus: the State Accounts Bureau and the Transaction Processing Bureau. The mibsi@ashtManage-
ment Division is to ensure funds are available to meet state obligatitiile optimizing investment

earnings.

Florida Mountains Mexican Poppie8rilliant
Mexican Poppies carpet the ground at the
base of the Florida Mountains in extreme
southern New Mexico.




BUDGET AND FINANCE DIVISION

CHIEFFINANCIADFFICER
The State Treasurer’s Chief Financial Officer (CFO) serves as Budget and Rirsoicédbector. The CFO is

responsible for establishing strong budgetary controls and enstinagcial transactions and reporting activities
are in compliance with Generally Accepted Accounting Principles (GAAP) and Governmental wgcounti
Standards Board (GASB) rules. This function requires that transactions be recordqesstattin the proper
category and that cash account records are reconciled in a timely manner with repores ti@ésurer on a
monthly basis.

Also, the CFO is responsible for ensuring budget and accounting systemsrfymmoperly and appropriation
requests, operating budget, and quarterly performance reporting documentsudm@isted on time. In addition,
the CFO coordinates annual and quarterly external audit work between the State fiees€dffice and the
independent public accounting firm, and is responsible for having thi& eeports completed by deadline. This
position oversees procurement of goods and assures payments to v&ad® completed in compliance with the
state procurement law.

BUDGETUNIT
The Budget unit compiles and evaluates annual budget needs for each diviiamthe State Treasurer's

Office. Proper justification and documentation are required for all budggpiests. Once division budget
requests are approved by the state treasurer, the appropriation requesthsnitted to the Department of
Finance and Administration and the Legislative Finance Committee for corgiddrg the Legislature and
governor. When the Appropriations Act is passed by the Legislature and signieel dggviernor, the Budget unit
prepares the operating budget for the upcoming fiscal year. Throughout the fesagltihe Budget unit submits
monthly status reports to the state treasurer to ensure the Office is operatittgrmbudget guidelines.

HNANCEUNIT
The Finance unit is charged with the following responsibilities:

n Reconciliation and preparation of financial statements and treasury transaction postitigs ¢eneral
ledger—the Finance unit coordinates information required by the independeritlic accounting firm
performing annual and quarterly external audits.

n Procurement of supplies, furniture, equipment and services for thadiner's Office-this requires that the
procurement officer comply with the state’s procurement laws and ensurasdbntracts are complete and
accurate. This unit is responsible for identifying fixed assets for the agency an@dimamthe fixed asset
inventory. This unit also is responsible for the distribution and comtfsupplies and equipment for the
office.

21 2009 Annual Financial Repart




Office of the New Mexico State Treasurer

BUDGET AND FINANCE DIVISION

FINANCENIT(CONT)

n

Contract management to ensure requests for proposals (RFPs) and service contractparedoirecompli-
ance with statutes, rules and policies, and that vendor payments for caethéervices are timehrthis unit
also enters contract transactions into the general ledger and subsequently clogetiién accordance
with the agreement and all applicable regulations.

Accounts payable to receive and process invoices for goods and servicesagkrthis includes the
pre-audit of costs in accordance with the contract or purchasing agreement prior to payAwounts
payable submits payment requests to the Department of Finance and Admirost(@FA); upon receipt of
the payment, warrant is reviewed for accuracy prior to release to the vendor.

Records management for internal and external storage of required documents in ancerdith the New
Mexico Public Records Aetvhen records are received for storage their contents are verified and labels
prepared by the division and either stored at the State Treasurer’s Offizarsferred to the State Records
Center and Archives for retention and disposal as mandated by the state treasurer’s resterdsn
schedule.
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