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EXECUTIVE SUMMARY 
 
The purpose of this review is an analysis to provide the Treasurer of New Mexico, the State Treasurer’s Investment Council (“STIC”) and the State 
Treasurer’s investment team with an analysis of the risk and return components of the investment funds of the New Mexico State Treasurer’s 
Office (“STO”). The report includes an overview of performance measurements, asset allocation and investment strategy for the period.     
 
STO’s investment strategy is specific to each fund based on the objectives of the funds.   The four primary investment funds are the LGIP, General 
fund core, BPIP taxable and BPIP tax exempt.   The remaining funds provide for liquidity and specific cash requirements.   The key points of 
reference throughout this analysis will be on three specific strategies: 1) Management strategies to ensure that the policy objectives are being 
met, 2) Risk strategies to protect the market value of the funds, and 3) Investment strategy considerations based on the current rate 
environment.   
 
Quarterly Statistics: 
 The STO Total Fund Market Value Balances as of 9/30/15 was $4,351,867,428 versus $4,319,045,400 last quarter. 
 Liquidity requirements are managed in each fund to ensure cash is available when needed. The general fund liquidity ended the quarter 

at $414,963,071. 
 Investment components for each fund are targeted to a specific market benchmarks and all funds were invested shorter in duration 

than the established benchmark indicating a cautious position in anticipation of higher rates. 
 97 purchases were made this quarter, excluding repo transactions for a total of $636,481,000.   Securities purchased included US 

Treasury, Agency and Municipal Securities. The trading activity was primarily in the LGIP as the portfolio managers diversified from 
REPO and Bank deposits and created a short ladder of maturities using Agency discount notes.  In addition, smaller par amounts were 
purchased ranging from $1MM to $24MM, which increased the number of transactions.  

 3 sales occurred for a total of $49,081,110 in Proceeds.  Securities were sold in the General Fund Core and the LGIP fund. 
 Realized gains on the sales for the quarter across all funds totaled $39,359.   
 The LGIP earnings rate is consistent with market rates of return on 60 day and shorter securities.   

 
 

 (Source: JP Morgan) 
 
 
The overall investment funds are characterized as well-diversified, low risk portfolios with sufficient liquidity balances.  
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KEY POINTS OF FOCUS FOR THE NMSTO – INVESTMENT PROGRAM 
 

1. Objectives:  Safety, Liquidity and Return 
The investment policy objectives of safety, liquidity and return will be the basis of evaluation on the quarterly reports.  Safety is addressed 
through asset diversification and credit quality.  Liquidity is addressed through maturity distribution, cash flow analysis and overnight 
investments.  Return is achieved through the selection of credit sector and maturity/duration management.  
 

2. Risk:  Credit Risk and Interest Rate Risk 
The risks associated with STO’s investment funds are:  1) Interest rate risk, which represents the negative impact on market value if interest rates 
move up.  This is controlled by the overall maturity of the portfolio.  2) Credit risk, which is the risk associated with the ability of the issuers to 
pay its debt obligations.  3) Reinvestment rate risk, which is the risk associated with maturities and short-term securities that are coming due 
and are then reinvested at lower rates during declining interest rate cycles. The LGIP pool remains within the policy constraints of a weighted 
average maturity of under 60 days.   
 
Ranking on Interest rate risk:  LOW      
Interest rate risk is directly correlated to average duration of each fund and articulates the amount of price movement that will occur given 
interest rate changes.  Market benchmarks have been established for each of the investment funds to create discipline in market exposure.   
GPA is monitoring the duration of the three longer investment funds:  General Fund Total, BPIP Tax Exempt and BPIP Taxable.  The average 
duration of the combined investment specified funds is 1.33 years and the weighted benchmark is 1.63 years.   The interest rate risk exposure 
is less relative to the target benchmarks and are in line with the established goals and targets. 
 
Ranking on Credit risk: LOW -MEDIUM 
The portfolio continues to be invested in high quality securities with the majority of investments held in US treasury and Agency securities. 
The general core fund holds 59.1% in agency securities and 36.42% in US Treasury securities. The BPIP Tax-exempt fund is 41.34% in Agency 
securities and 37.5% in Treasury securities and the BPIP Taxable fund is 37.81% in Agency securities and 47.09% in US Treasury. The remaining 
credit exposure is in bank deposits, which are collateralized and in municipal securities.     The high allocation to US Treasury’s is above 
average and due to the lack of value presented by agency securities reflected in the tight yield spreads.  
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Ranking on reinvestment rate risk: LOW 
Reinvestment risk is the opportunity risk of having too much held in liquidity or being exposed to higher concentrations of callable securities 
in a declining market.   STO is effectively incorporating a cash flow model to manage liquidity and seeking value on the yield curve and in various 
asset types.  
 

3. GPA Observations & Recommendations 
• STO managers continue to balance the durations of the portfolios with the outlook of interest rates and are focused on protecting the 

market value of the portfolio in a rising rate environment.        
• Evaluations of adding corporate names back into the portfolio for diversification and added yield continues to be under review.  
• Holding the higher concentration in US Treasury Securities due to the tight spreads to Agency Securities yields is providing a higher 

quality component to the portfolio.  
 
GPA is reporting on the following key measures: 
Asset Allocation: 

1) Present the current asset allocation by funds 
2) Present the changes in asset allocation over the quarter 
3) Present asset allocation change fiscal Y-O-Y 

Performance Measurement and Risk Management: 

1) Provide a comparison of the duration targets for each investment fund relative to the established benchmark. 
2) Provide a return comparison over the last quarter, fiscal year and rolling one year period on the investment funds relative to the 

established benchmarks.  
3) Potential price changes on the portfolio given changes in interest rates – Shock Analysis for the invested funds and the LGIP. 

Investment Strategy Review: 

1) Provide an analysis on the current strategy 
2) Considerations based on market outlook and funds objectives.  

GPA relies on the performance data and information provided from STO’s custodial bank JP Morgan and STO’s internal reporting system. 
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Portfolio Name Market Value+int % Fund Repo Bank Treasury Agency Corp/CP Muni Other

Total LGIP 742,818,089$                  100% 0.00% 23.87% 0.00% 76.13%   

   Liquidity 373,438,337$                  50%

   Investments 369,379,752$                  50%   

LGIP GIP Index Benchmark 25.97% 16.05% 5.27% 52.23% 0.00% 0.00% 0.48%

Portfolio Name Market Value+Int % Fund Repo CD/Bank Treasury Agency Corp/CP LGIP Muni

Total General Fund 1,926,266,520$              100%    

   Liquidity 414,963,071$                  22% 51.67% 48.33%     

   Investment Core 1,511,303,449$              78% -0.02% 3.62% 36.42% 59.10% 0.00%  0.88%

Portfolio Name Market Value+Int % Fund Repo CD/Bank Treasury Agency Corp/CP LGIP Muni

Total Tax Exempt 708,335,794$                  100% 7.44% 0.42% 37.50% 41.34% 0.00% 10.88% 2.42%

   Liquidity 132,703,805$                  19%  

   Investments 575,631,989$                  81%   

Portfolio Name Market Value+Int % Fund Repo CD/Bank Treasury Agency Corp/CP LGIP Muni

Total Taxable 712,358,599$                  100% 10.09% 1.43% 47.09% 37.81%  2.80% 0.78%

   Liquidity 100,180,274$                  14%

   Investments 612,178,325$                  86%   

Portfolio Name Market Value+Int % Fund Repo CD/Bank Treasury Agency Corp/CP LGIP Muni

Overnight Repo Pool 149,477,392$                  100% 100.00%       

   Liquidity 149,477,392$                  100%

   Investments  0%   

Portfolio Name Market Value+Int % Fund Repo CD/Bank Treasury Agency Misc LGIP Muni

Severance Tax Bonding 112,611,034$                  100% 4.85% 8.92% 0.00% 47.11%  39.12% 0.00%

   Liquidity 98,052,488$                    87%   

   Investments 14,558,546$                    13%      

 TOTAL STO FUNDS 4,351,867,428$                     

Source : JP Morgan Reports - Balances -Trade Date

Source:  Asset Allocation STO - JP Morgan Reports

The benchmarks for STO Funds are 100% US Treasury Securities

Assumption:  QED is traded date accounting, therefore, negative cash balances were reduced from Repo or bank deposits

9/30/2015
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LGIP Fund Market Value+int Repo Bank Treasury Agency Corp/CP Other

9/30/2015 742,818,089$                          23.87%  76.13%    

    6/30/2015 689,338,088$                          39.09%  60.91%

Change over Period 53,480,001$                           0.00% -15.22% 0.00% 15.22%   

General Fund Liquidity Market Value+Int Repo CD/Bank Treasury Agency Corp/CP LGIP Muni

9/30/2015 414,963,071$                         51.67% 48.33%    0.00%

    6/30/2015 333,657,776$                         37.62% 60.07%    2.31%

Change over Period 81,305,295$                           14.05% -11.74% 0.00% 0.00%  0.00% -2.31%

General Fund Core Market Value+Int Repo CD/Bank Treasury Agency Corp/CP LGIP Muni

9/30/2015 1,511,303,449$                     -0.02% 3.62% 36.42% 59.10%  0.00% 0.88%

6/30/2015 1,592,648,489$                     0.07% 3.31% 32.32% 61.66%  0.07% 2.64%

Change over Period (81,345,040)$                          -0.09% 0.31% 4.10% -2.56% 0.00% -0.07% -1.76%

BPIP Tax Exempt Market Value+Int Repo CD/Other Treasury Agency Corp/CP LGIP Muni

9/30/2015 708,335,794$                         7.44% 0.42% 37.50% 41.34% 0.00% 10.88% 2.42%

    6/30/2015 652,745,039$                         23.13% 0.46% 42.17% 29.26%  1.11% 3.87%

Change over Period 55,590,755$                           -15.69% -0.04% -4.67% 12.08%  9.77% -1.45%

BPIP Taxable Market Value+Int Repo CD/Other Treasury Agency Corp/CP LGIP Muni

9/30/2015 712,358,599$                         10.09% 1.43% 47.09% 37.81%  2.80% 0.78%

    6/30/2015 804,516,994$                         11.91% 1.27% 42.86% 42.28%  0.66% 1.02%

Change over Period (92,158,395)$                          -1.82% 0.16% 4.23% -4.47%  2.14% -0.24%

Overnight Repo Pool Market Value+Int Repo CD/Other Treasury Agency Corp/CP LGIP Muni

9/30/2015 149,477,392$                         100.00%       

6/30/2015 231,588,865$                         100.00%       

Change over Period (82,111,473)$                            

Severance Tax Bonding Market Value+Int Repo CD/Other Treasury Agency Corp/CP LGIP Muni

9/30/2015 112,611,034$                         4.85% 8.92%  47.11%  39.12% 0.00%  

6/30/2015 14,550,149$                           6.36% 0.00%  82.61%  0.60% 10.43%  

Change over Period 98,060,885$                           -1.51% 8.92% 0.00% 38.52% -10.43%

 TOTAL STO FUNDS 6/30/15 4,351,867,428$                             

TOTAL STO FUNDS 3/31/15 4,319,045,400$                          

Source : JP Morgan Reports - Balances

Source:  Asset Allocation STO - QED Reports

Assumption:  QED is traded date accounting, therefore, negative cash balances were reduced from Repo or bank deposits

9/30/15                                               CHANGE IN PORTFOLIO FROM  6/30/15-9/30/15
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9/30/2015   Daily Yields Earnings Yield

 9/30/2015 6/30/15-9/30/15

Portfolio Name Market Value Days Quarter End Yield Fiscal Year  

    LGIP   Daily Gross Yield 742,818,089$                54 0.241% 0.17%  

    Fund Benchmark Gross  Return 39 0.160% 0.13%

    LGIP   Daily  Net Yield 54 0.191% 0.12%

    Fund Benchmark Net Return 39 0.050% 0.03%

STO INVESTMENT FUNDS   Total Return  

9/30/2015 9/30/2015 6/30/15-9/30/15

Portfolio Name Market Value Duration - End Quarter Return Fiscal Year Percent

    General Fund Liquidity 414,963,071$                0.00 0.04% 0.04% 12.40%

    Fund Benchmark 0.01 0.01% 0.01%

Portfolio Name Market Value Duration - End Quarter Return Fiscal Year Percent

   General Fund Core 1,511,303,449$             1.94 0.41% 0.41% 45.15%

   Fund Benchmark 2.25 0.57% 0.57%

Portfolio Name Market Value Duration - End Quarter Return Fiscal Year Percent

   BPIP Tax Exempt 708,335,794$                1.06 0.20% 0.20% 21.16%

   Fund Benchmark 1.45 0.24% 0.24%

Portfolio Name Market Value Duration - End Quarter Return Fiscal Year Percent

   BPIP Taxable 712,358,599$                1.07 0.25% 0.25% 21.28%

   Fund Benchmark 1.45 0.24% 0.24%

 Total STO Investment  Funds 3,346,960,913$           1.33 0.29% 0.29% 100.00%

Weighted Benchmark 1.63 0.36% 0.36%

STO OTHER FUNDS
9/30/2015 9/30/2015 6/30/15-9/30/15

Portfolio Name Market Value Duration - End Quarter Return Fiscal Year  

Serverance Tax Bonding 112,611,034$                0.09 0.07% 0.07%  

Portfolio Name Market Value Duration - End Quarter Return Fiscal Year  

Overnight Repo Pool 149,477,392$                0 0.03% 0.03%  

 Total STO Investment  Funds 4,351,867,428$           

JP Morgan reports  are  based on trade date and includes accrued interest *LGIP return data provided by STO and based on yield earnings 

All other returns are total return which reflects Market Value change and accrual interest earnings.

PERFORMANCE BY INVESTMENT FUND
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Review of price sensitivity of the investment portfolio given an upward movement in rates.  9/30/2015
Assumptions:
1. Assumes parallel yield curve shift
2. Assume point in time change 
3. Represents market value change that is unrealized
STO FUNDS  RISK Up 25 Basis Pts Up 50 Basis Pts Up 100 Basis Pts

Portfolio Name Market Value Duration - End Market Change Market Change Market Change
   General Fund Core 1,511,303,449.00$         1.94 (7,329,821.73)$              (14,659,643.46)$             (29,319,286.91)$                
   Fund Benchmark 2.25 (8,501,081.90)$              (17,002,163.80)$             (34,004,327.60)$                

Portfolio Name Market Value Duration - End Market Change Market Change Market Change
   BPIP Tax Exempt 708,335,794.00$             1.06 (1,877,089.85)$              (3,754,179.71)$                (7,508,359.42)$                  
   Fund Benchmark 1.45 (2,567,717.25)$              (5,135,434.51)$                (10,270,869.01)$                

Portfolio Name Market Value Duration - End Market Change Market Change Market Change
   BPIP Taxable 712,358,599.00$             1.07 (1,905,559.25)$              (3,811,118.50)$                (7,622,237.01)$                  
   Fund Benchmark 1.45 (2,582,299.92)$              (5,164,599.84)$                (10,329,199.69)$                

 Total STO Investment  Funds 2,931,997,842.00$      1.516 (11,112,470.83)$        (22,224,941.67)$         (44,449,883.34)$            
Total Benchmark Change 1.862 (13,651,099.08)$        (27,302,198.15)$         (54,604,396.30)$            

* Data Source:  JP Morgan Custodial Reports
ASSUMED EARNINGS COMPARISON OF PORTFOLIO TO CASH EARNINGS ANNUALIZED

9/30/2015 1 year 3 year*
Portfolio Name Market Value Book Yield Earnings Earnings

   General Fund Core 1,511,303,449.00$         1.10% 16,654,564.01$             49,963,692.02$               
   Cash 0.15% 2,266,955.17$               6,800,865.52$                 

Portfolio Name Market Value BookYield Earnings Earnings
   BPIP Tax Exempt 708,335,794.00$             0.60% 4,227,348.02$               12,682,044.06$               
  Cash 0.15% 1,062,503.69$               3,187,511.07$                 

Portfolio Name Market Value BookYield Earnings Earnings
   BPIP Taxable 712,358,599.00$             0.68% 4,851,162.06$               14,553,486.18$               
   Cash 0.15% 1,068,537.90$               3,205,613.70$                 

 Total STO Investment  Funds 2,931,997,842.00$       25,733,074.09$         77,199,222.26$           

Data Source:  JP Morgan Custodial Reports and QED reports
* 3 year returns assumes the same rate as of 6/30/15 for the next 3 years.

SHOCK ANALYSIS
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SENSITIVITY ANALYSIS As of 9/30/15 Marek 9/30/2015

54  **

Shares Outstanding: 742,817,556$                  Participant Share

Market Value (NAV): 1.00000  

Total $ Unrealized Loss: $0  

Total $ Unrealized Gain $533

Market Value - JP Morgan Price 742,818,089$           Unrealized

Basis Point Shift Gain (Loss)

300 0.993661                     0.995069                            0.995329                 0.995562                    0.995774                   0.995966               0.996586                  (3,296,356)$            

250 0.994717                     0.995891                            0.996107                 0.996302                    0.996478                   0.996638               0.997155                  (2,746,875)$            

200 0.995774                     0.996713                            0.996886                 0.997042                    0.997183                   0.997311               0.997724                  (2,197,393)$            

150 0.996831                     0.997535                            0.997665                 0.997782                    0.997887                   0.997983               0.998293                  (1,647,912)$            

100 0.997888                     0.998357                            0.998443                 0.998521                   0.998592                   0.998656               0.998863                  (1,098,430)$            

50 0.998944                     0.999179                            0.999222                 0.999261                    0.999296                   0.999328               0.999432                  (548,949)$                

0 1.000001                    1.000001                            1.000001                1.000001                   1.000001                  1.000001              1.000001                 533$                         

-50 1.001058                     1.000823                            1.000779                 1.000740                    1.000705                   1.000673               1.000570                  550,014$                 

-100 1.002115                     1.001645                            1.001558                 1.001480                   1.001410                   1.001346               1.001139                  1,099,496$             

-150 1.003171                     1.002467                            1.002337                 1.002220                    1.002114                   1.002018               1.001708                  1,648,977$             

-200 1.004228                     1.003288                            1.003115                 1.002960                    1.002819                   1.002691               1.002277                  2,198,459$             

-250 1.005285                     1.004110                            1.003894                 1.003699                    1.003523                   1.003363               1.002846                  2,747,940$             

-300 1.006342                     1.004932                            1.004673                 1.004439                    1.004228                   1.004036               1.003415                  3,297,422$             

Redemption/Inflow -30% -10% -5% 0% 5% 10% 30%

O/S Shares 519,972,289               668,535,801                      705,676,679           742,817,556              779,958,434             817,099,312          965,662,823            

Shift Upon NAV = NAV - (APM/365) * (Bp/10,000)

Dilution Upon NAV= (NAV + Change) / (1+ Change)

* Source: S&P rating matrix

** Provided by STO on S&P Report

Note: Market Value of LGIP differs on S&P report from JP Morgan report 

Weighted Average Maturity:
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INVESTMENT STRATEGY REVIEW 
 

Investment Strategy General Fund:   The Core fund was reduced and liquidity balances increased by $81MM due to the expected 
lower fund balances in coming months.   The portfolio managers are focused on maintaining duration close 
to the benchmark given the continued volatility and uncertainty of the timing of rates moving higher.  At 
quarter end the duration of the core fund was at 1.94 or 86% of the benchmark.   Liquidity balances ended the 
quarter at $414MM and are more in line to the target minimum of $500MM versus last quarter. If overall 
balances are expected to decline a continued focus on the fund size of core and liquidity portfolio is sufficient 
to meet ongoing operations.  
 
BPIP Taxable and Tax Exempt Funds: BPIP Tax Exempt fund increased by $55MM due to bond issuance and the 
Taxable fund decreased by $92MM. Cash flow continues to be volatile in these funds and the durations are 
impacted by the need for cash flow.  The portfolio managers have sold securities at gains, to provide for 
liquidity.  This strategy balances earnings with returns in a declining rate environment.  However, if rates move 
up quickly and the gains are not available, then the portfolio managers would be forced to sell at losses to 
meet liquidity needs.  Therefore, liquidity balances are being maintained higher given the outlook for rates to 
move upwards.     
 
LGIP Fund: The LGIP balance increased by $53MM versus last quarter and the LGIP continues to increase.    The 
earnings rate on the pool is consistent with the market conditions.  Gross returns for the year was .17% and 
net returns .12% for the quarter.  
 

Investment Objectives The structure of the portfolios are consistent with the investment policy objectives of safety, liquidity and 
return and are currently in a protective and conservative position based on the expectation of higher rates.  
 

Investment Results Earnings book yield in each fund as of 9/30/15:  
LGIP Net Yield: .191%   Gross yield .241% 
General Fund Core Yield: 1.10% up from 1.03 last quarter 
BPIP Tax Exempt Fund Yield: .60% up from .50% last quarter 
BPIP Taxable Fund Yield: .68% up from .63% last quarter 
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This report is for general informational purposes only and is not intended to provide specific advice or recommendations. Government Portfolio Advisors (GPA) is an investment advisor registered with the 
Securities and Exchange Commission and is required to maintain a written disclosure statement of our background and business experience.
 
Questions About an Account:  GPA's monthly & quarterly reports are intended to detail the investment advisory activity managed by GPA.  In addition, at the request of the account, the report may include 
bank balances, LGIP balances and other funds that are held but not invested at the direction of GPA.  The custodian bank maintains the control of assets and executes (ie. Settles) all investment transactions. 
The custodian statement is the official record of security and cash holdings and transactions. GPA recognizes that clients may use these reports to facilitate record keeping and that the custodian bank 
statement and the GPA report should be reconciled and differences resolved. Many custodians use a settlement date basis which may result in the need to reconcile due to a timing difference.

Account Control:
GPA does not have the authority to withdraw funds from or deposit funds to the custodian. Our clients retain responsibility for their deposit funds to the custodian. Our clients retain responsibility for their 
internal accounting policies, implementing and enforcing internal controls and generating ledger entries or otherwise recording transactions.

Market Value:
Generally, market prices in GPA's reports are derived from closing bid prices as of the last business day of the month as supplied by Interactive Data or Bloomberg. Where prices are not available from 
generally recognized sources the securities are priced using a yield-based matrix system to arrive at an estimated market value. Prices that fall between data points are interpolated. Non-negotiable FDIC 
–insured bank certificates of deposit are priced at par. Although GPA believes the prices to be reliable, the values of the securities do not always represent the prices at which the securities could have been 
bought or sold. 

Amortized Cost:
The original cost of the principal of the security is adjusted for the amount of the periodic reduction of any discount or premium from the purchase date until the date of the report. Discount or premiums 
with respect to short term securities (those with less than one year to maturity at time of issuance) is amortized on a straightline basis. Such discount or premium with respect to longer term securities is 
amortized using the constant yield basis.
 
Financial Situation:
In order to better serve you, GPA should be promptly notified of any material change in your investment objective or financial situation.

Callable Securities:
Securities subject to redemption prior to maturity may be redeemed in whole or in part before maturity, which could affect the yield represented. Certain call dates may not show up on the report if the call 
date has passed and it is continuously callable.

Duration:
The duration listed on the reports is duration to maturity and duration to call.  Effective duration is calculated on Bloomberg and imported into these reports and reflects the OAS duration which incorporates 
the probability of the bond being called. Effective duration is what GPA compares to the benchmark to reflect current market risk.

Benchmark Duration:   
The benchmark duration is the historical weighted average of the benchmark duration over monthly periods.  GPA is reporting this number as a static amount period over period. 

Portfolio:
The securities in this portfolio  are not guaranteed or otherwise protected by GPA, the FDIC (except for non-negotiable certificates of deposit) or any government agency. Investment in securities involves 
risks, including the possible loss of the amount invested.

Rating:
Information provided for ratings is based upon a good faith inquiry of selected sources, but its accuracy and completeness cannot be guaranteed.

Disclaimer & Terms
9/30/2015
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