EXECUTIVE
SUMMARY

GENERAL FUND INVESTMENT PORTFOLIO
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The market value, net of TRANSs, of the
General Fund Investment Portfolio on
September 30, 2006, was $2.57 billion,
compared to $2.32 billion at the same point
last year, and $1.89 billion at the same point
two years ago.

The market value of the General Fund at
month end was $2.57 billion, a decrease of
0.77% from August’s $2.59 billion, and a
decrease of 9.2% from July’s $2.83 billion.

The yield on the General Fund was 4.88% at
month end, up from 4.86% in August. The
average term of the portfolio increased to
166.4 days in September, up from 149 days
in August.
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Genetal Fund Portfolio (including TRANS) n AS Of September 30, the dollar—weighted

asset mix of the General Fund was
comprised of 67.3% in U.S. agency bonds,
20.8% in the overnight repurchase pool,

% of Term . . . .
Asset Type Market Value Portfolio __(days 8.2% in certificates of deposit, and 3.4% in
money market funds.
Agencies 4.74% $ 2,033,642,150 67.3% 221
Repurchase Pool 5.32% $ 597,024,743 20.8% 1 n Investments made during the month Of
. September included roughly $200 million in
Certificates of
Deposit 4.81% 3 244500000 8.2% 102 agency bonds laddered out from December
2007 to May 2008. These purchases reflect
Money Market Fund 5-21% $ 100,000,000 3% ! implementation of the core target portfolio
and core investment plan. Also, $100 million
Total: 4.88% $ 2975166893 1000% 166 was redirected from the overnight repo pool

to a money market mutal fund.

Total Earnings (m-o-m)

. $13

ol = The General Fund earnings for September
$11 were $11.35 million, a decrease of 6.8%
$10 compared to August’s earnings of $12.19
1 million, but an increase of 82.5% over

September 2005 earnings of $6.22 million.
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EXECUTIVE
SUMMARY

NEW MEXIGROWLOCAL GOVERNMENT INVESTMENT PooOL (LGIP)
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900 = The market wvalue of the investment
portfolio as of September 30, $693.64
million, increased 3.7% over the $668.69
million market value at August 31. The
750 1 increase in pool balance can be attributed to
continued participant response to promotion
of the AAA rating, competitive yield, and
improving  confidence in the State
600 ML Treasuret’s Office.
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Local Government Investment Portfolio

% of

Term

Asset Type Market Value Porttolio (days)
Agencies 5.26% $ 330,536,326 47.65% 45.13
Commercial Paper 5.44% $ 221,904,367 31.99% 31.50
Money Market Funds 5.30% $ 127,150,000 18.33% 1.22
Certificates of Deposit 4.39% $ 11,500,000 1.66% 53.65
LGIP Bank Account 5.02% $ 2,552,787 0.37% 1.00
Total: 5.31% $ 693,643,480 100.0% 33
LGIP - Total Earnings (m-0-m)
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At September 30, the portfolio was
comprised of 47.6% in U.S. government
agency securities, 31.9% in A-1+ commercial
paper, 18.3% in AAA money market funds,
1.6% in CDs and .37% in the bank account
balance.

September investment activity in the LGIP
portfolio included the purchase of $29.9
million in A-1+ commercial paper with an
average yield of 5.35% and average term of
25 days. In addition, $248.5 million in agency
discount notes was purchased with an
average yield of 5.25% and average term of
61 days.

Total LGIP earnings for September were
$2.94 million, a slight increase over August
earnings of $2.90 million. Fiscal year-to-date
earnings for the LGIP totaled $8.72 million
compared to $8.11 million at the same time
last fiscal year.

The 30-day net yield of the LGIP as of
September 30 was 5.255%, outperforming
the 30-day net S&P Rated Government
Investment Pool index (5.09%) by 16 basis
points. The gross 30-day yield of the New
MexiGROW LGIP at September 30, 5.311%,
paralleled the 30 gross S&P Rated GIP index
of 5.31%. The administrative fee assessed to
participants for September was 5.66 basis
points.
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EXECUTIVE
SUMMARY

BOND PROCEEDS INVESTMENT POOL (BPIP)
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The market value of the Bond Proceeds
Investment Pool on September 30, 2006,
was $1.17 billion.

The market value of the BPIP at month end
was $1.17 billion, a decrease of 2.5% from
August’s $1.2 billion.

The yield on the BPIP was 4.68% at month
end, an increase of 1.1% from 4.64% in
August. The dollar-weighted average term
of the portfolio increased to 92.2 days in
September, up from 74.6 days in August.
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BPIP Portfolio (including Flex) =  As of September 30, the dollar-weighted
asset mix of the BPIP was comprised of
55.8% in the overnight repurchase pool,
28.3% in flexible repurchase agreements,

Asset Type Market Value % of Portfolio Term (days) . - «

9.4% in U.S. treasuries, 5% in U.S.
Agencies 5.20% $ 63,655,360 5.0% 87 Agencies, and 1% in commercial paper.
Commercial Paper 5.37% $ 11,957,920 1.0% 25
i:iféﬁﬁf?hase 3.19% $ 331,240,369 283% 212 " Investment aCtIVIty durmg September

included the purchase of two U.S. treasury
Repurchase Pool 5.32% $ 652,953,564 55.8% 1 notes, one for $87 million (par) and the
other for $14.7 million (par). Each

US Treasuries 5.04% $ 110,500,124 9.4% 269 - .
purchase was in the approximate amount
ot s S L7003 - 0 and matured on the approximate date for
July 2007 and September 2007 debt service
payments. The yield on both treasury notes
was approximately 5%, locking in positive
arbitrage for at least one year forward.
BPIP Eatnings ( m-o0-m)
5 $4000 . BPIP earnings for September were $3.43
00 million, a decrease of 2.5% compared to
- August’s earnings of $3.52 million.
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QUARTERLY REPORT

For the quarter ended

Investment Strategy employed during the past quarter

General Fund: STO began implementation of a portfolio ladder strategy for the General
Fund core. Investment in U.S. Agency securities began the initial roll-out with maturities
between January to September 2007 and January to May 2008.

The liquidity management segment invested in commercial paper ranging in maturity from
7 to 45 days. At quarter-end, a $100 million investment was made in a money market fund
in part to resolve liquidity issues arising from the new SHARE program and state agency
ACH disbursements.

Research and analysis of the General Fund core portfolio determined the percentages and
dollar size of assets available for longer-term investment.

New MexiGROWLGIP: During the past quarter the LGIP received Standard & Poor’s
AAAm rating. The rating compliance requirements mandate the investment strategy to be
employed. The asset mix and types being purchased for the portfolio are at least 50% A-
1+ (or AAA) rated with the remaining 50% being A-1 (or AA) rated. The weighted
average maturity was targeted to be 60 days or less during the quarter with the rating
compliance further reducing that to 50 days or less. Maturities were laddered by week to
provide constant cash inflows and are used in combination with the money market funds
for liquidity needs.

BPIP: The State’s bond proceeds have been invested in a two-tiered money market and
cash-enhanced strategy, cash matching assets with both monthly draw liabilities and with
semi-annual debt service liabilities. An initial laddering of the monthly liability matches for
August and October occurred during the quarter.

Investment Strategy planned for the next quarter

General Fund: STO will continue to roll out the investment laddering strategy for the
General Fund core segment. Emphasis will be given to avoiding overbought market
swings during the course of implementation which is anticipated to continue into the third
quarter of the fiscal year.

Liquidity management investing will continue to cash-match State expenditures utilizing
commercial paper and agency discount notes. Until the SHARE/ACH issues ate resolved,
the use of money market funds to compliment the existing overnight repurchase program
will provide same-day liquidity when needed. STO is currently in conversations with an
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issuer of Auction Rate Certificates (ARCs) to broaden the spectrum of money market
instruments in the liquidity management segment of the portfolio.

New MexiGROWLGIP: Compliance with rating criteria will continue to mandate
investing strategy for the LGIP. Investment in high-quality commercial paper will be
utilized initially until the allowable limit maximums (percentage of total portfolio and per-
issuer) are reached. Investment in agency discount notes will then be utilized for term
investment within the 50-day weighted average maturity (WAM) maximum. AAA rated
money market funds will be used for improved yield (and liquidity) to take advantage of
favorable short-term rates.

BPIP: During the next quarter the pool will be separated into two parts — one pool
comprised of taxable bond proceeds and one pool comprised of tax-exempt bond
proceeds. Splitting the BPIP in such a manner provides for more clearly delineated goals:
1) maximizing return within the context of safety and liquidity on the taxable portion of
the pool; and 2) recouping the cost of borrowing or just enough’ positive arbitrage on the
tax-exempt portion of the pool. STO intends to aggressively ladder the bond proceeds and
match monthly and semi-annual liabilities in order to take advantage of today’s forward
rates in anticipation of an economic slowdown and declining interest rates.

Asset Mix and Maturity Targets

General Fund: Maturity targets for both the General Fund core and liquidity portfolios
have been established as 1.4 to 1.7 years and 21 to 45 days, respectively. STO is in the
process of implementing investment accounting processes which will enable the tracking
of each portfolio segment separately. The current average maturity is 166 days. During the
next quarter, the target average maturity for the core segment will be established at 1 to 1.5
years. The liquidity management segment will fluctuate between 20 and 45 days average
maturity for monthly cash-matching purposes.

New MexiGROWLGIP: The WAM for the LGIP will be maintained at 50 days or less.
Asset allocation will fluctuate between commercial paper, agency discount notes, and
money market funds depending on the most favorable yield and portfolio investment
compliance limits. Commercial paper will be utilized for shorter-term maturities, agency
discount notes for longer-term maturities, and money markets for liquidity and investment
when advantageous.

BPIP: The target WAM for the taxable bond pool will be between 5 to 12 months with a
weighted average rating of at least Aa, comprised mostly of U.S. Government and Agency
securities, commercial paper, and asset-backed agency pass-through securities (for extra
yield in a declining rate environment). The investment goal of this pool is maximum return
within the context of safety and liquidity. The target WAM for the tax-exempt pool will be
between 9 months and 3 years with a weighted average rating of at least Aa, comprised
mostly of default-free U.S. Government and Agency securities for the two-fold purpose of
monthly draw cash matching and semi-annual debt service liabilities. The investment goal
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of this pool is to provide positive arbitrage to recoup borrowing costs while minimizing
potential rebate liability.

INVESTMENT OUTLOOK

The economy is showing signs of slowing with contracting housing and automotive
sectors weighing on the economy. Strength remains, however, as other areas in the
economy are growing at healthy rates. Corporate profits are at 40-year highs, as are cash
balances on corporate balance sheets. These high levels of domestic liquidity in
conjunction with high levels of international liquidity provide underlying support to the
economy and should stave off the possibility of a dramatic downturn.

While the economy is still growing, it is prudent to extend portfolio duration to protect
against possible downturns in the interest rate environment. STO has begun to ladder
both the General Portfolio and the Tax-exempt Bond Proceeds Pool with plans to
continue doing so going forward. It is anticipated that over the course of the next two
quarters the General Fund will be fully laddered from 1 to 3 years with an approximate 1.5
year average maturity.

The current yield curve environment still favors investment in the 30-day to 6-month
range over longer-term (1 year +) investing. Even though it is anticipated that rates will
continue to decline throughout the remainder of 2000, a flattening of the yield curve may
not occur until 2007. This situation benefits the New MexiGROW LGIP portfolio which is
a short-term money market fund as well as the liquidity management segments of the
General Fund and BPIP portfolios.
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MOVING FORWARD

Portfolio Segments: Both the General Fund and the Bond Proceeds Investment Pool
porttfolios will be separated into segments for the purposes of performance measurement
and investing strategy. Each portfolio will have liquidity management segments and
laddered core segments. STO is working with QED, the investment accounting software
provider, to modify current processes in order to classify individual assets to appropriate
segments. This system enhancement will greatly improve STO’s reporting capability in
order to comply with the performance measurements and benchmarking requirements of
the Investment Policy.

Benchmarks: Benchmarks for the General Fund and the Bond Proceeds Investment
Pools are being analyzed by STO for recommendation at the November State Treasurer’s
Investment Committee meeting. PEM will also recommend three indices.

Investment Advisor: PFM, the STO investment advisor, will present the quarterly

performance report at the November STIC meeting. The report will incorporate the
selected benchmarks and review recommended investments, portfolio strategies, and
performance against the benchmarks.

Annual Report: The New Mexico State Treasurer’s Annual Report has been completed,
is available for distribution, and will be posted to the STO website. The report summarizes
investment and cash management activity and significant accomplishments of the Agency
for the 2005 -2006 fiscal year.

Annual Audit: Field work for the 2005-2006 annual audit has begun by Meyner’s &
Company, the new firm selected by STO to perform the audit. In addition to the financial
audit, the firm will also conduct the quarterly investment compliance audits beginning with
the September 30 quarter-end.

Personnel: STO is finalizing the hiring of the LGIP Portfolio Manger and anticipates that
the new hire will be on board by November 1. Workflow process changes resulting from
the SHARE system implementation may require the relocation of personnel within several
STO bureaus. With the exception of the Deputy State Treasurer and Public Information
Officer positions, no staff turnover has occurred throughout the nine months of the new
administration.
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New Mexico State Treasurer
Broker Participation - All Funds

Fiscal Year 2006-2007
Volume

($ in thousands)

FYo7
Broker/Dealer Jul-06 Aug-06 Sep-06 YTD Total Percent
Bank of
America 117,394 39,665 87,280 $ 244,339 12.8% Bank of America
Citigroup 320,564 81,747 - $ 402,311 21.1% Citigroup
Merrill Lynch 205,051 66,127 186,111 $ 457,289 23.9% Merrill Lynch
Morgan Stanley 149,455 24,672 133,077 $ 307,204 16.1% Morgan Stanley
UBS - - - $ - 0.0% UBS
Lehman 154,349 - 20,327 $ 174,676 9.1% Lehman
Bear Stearns - - - $ - 0.0% Bear Stearns
Goldman Sachs 106,093 - - $ 106,093 5.6% Goldman Sachs
CS First Boston 159,504 - 39,898 $ 199,402 10.4% CS First Boston
Direct Purchase 19,884 - - $ 19,884 1.0% Direct Purchase
Total $ 1,232,294 $ 212,211 $ 466,693 $ 1,911,198 100.0%
Purchases:
Primary Market 540,577 108,729 0 $ 649,306 34.0%
Secondary
Market 691,717 103,482 466,693 $ 1,261,892 66.0%
Total $ 1,232,294 $ 212,211 466,693 $ 1,911,198 100.0%
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