OFFICE OF THE STATE TREASURER

STATE TREASURER’S INVESTMENT COMMITTEE (STIC) MEETING MINUTES
Wednesday, March 12, 2008

The State Treasurer’s Investment Committee (STIC) meeting convened at
approximately 9:00 a.m. in the Bob Barth Conference Room at the Office of The State
Treasurer, 2019 Galisteo St., Bldg. K, Santa Fe, New Mexico, on Wednesday, March
12, 2008.

I. CALL TO ORDER
Roll Call

Members Present:

Mr. James B. Lewis, State Treasurer (Conference Call)

Ms. Joelle Mevi, Chairperson Designee, Chief Investment Officer

Ms. Olivia Padilla-Jackson, State Board of Finance Director (Conference Call)
Mr. Steven Bohlin, Public Member

Mr. Paul Cassidy, Public Member

Staff Present:

Mr. Mark Valdes, Deputy State Treasurer

Ms. Randilynn Lord, Legal Counsel

Ms. Vickie Brown, Special Assistant

Ms. Kirene Bargas, LGIP Portfolio Manager
Mr. Joaquin Lujan, GF, BPIP Portfolio Manager
Mr. Orlando Romero, State Cash Manager

Mr. Arsenio Garduiio, Collateral Manager

Ms. Eliza Anaya, LGIP Account Technician

Guests:

Ms. Stephanie Schardin, Board of Finance

Mr. Gillis Lang, Department of Finance and Administration

Mr. David Abbey, Legislative Finance Committee

Mr. George Willoford, First Southwest Company (Conference Call)

Approval of March 12, 2008 Agenda
Member Steven Bohlin motioned for approval of the agenda; seconded by
Member Paul Cassidy. The motion carried.

Approval of February 13, 2008 Minutes

Member Steven Bohlin motioned for approval of the minutes with typographical
errors noted by member Paul Cassidy to be corrected; seconded by Member Paul
Cassidy. The motion carried.



II. INVESTMENT REPORTS- Month Ended March 31, 2008

General Fund Report
Mr. Joaquin Lujan presented a summarization of the market value, change in balance,
investment activity, and interest earnings for the General Fund Investment Portfolio

New MexiGROW Local Government Investment Pool (LGIP) Report
Ms. Kirene Bargas presented a summarization of the market value, change in
balance, investment activity, and interest earnings for the LGIP portfolio.

Member Paul Cassidy commented on the declining level of money market funds
yields in the LGIP compared to other allowable investment options such as
variable rate demand notes; in addition to NMFA, there are other municipal
bonds to consider as a means to boost yield.

Bond Proceed Investment Pools (BPIP)

Mr. Joaquin Lujan presented a summarization of the market value, change in balance,
investment activity, and interest earnings for the Tax-Exempt and the Taxable Bond
Proceed Investment Pools.

Member Steven Bohlin commented that this is an excellent time to add some yield to the
portfolio without taking on interest rate risk in certain securities with great liquidly and
credit rating. Member Paul Cassidy informed the committee that he recommends to
clients some NM AAA high-yield bonds with a 5% yield for a month or two which may
be a good opportunity for STO now. Member Mevi replied that the STO investment
advisory team will discuss these options.

Member Olivia Padilla-Jackson informed the committee she received a phone call from
Taxation and Revenue regarding a deposit made into the General Obligation Fund for a
tax settlement with a taxpayer that needed to be reversed. The committee may need to
request that either Randilynn Lord or Bond Council discuss the legal issues surrounding
a withdraw of funds from the GF Bond Obligation. Ms Jackson mentioned that someone
from Tax & Rev had spoken with Larry Castillo, STO CFO, regarding this matter.

Summary of Broker Participation

Member Steven Bohlin commented that the distribution of purchases between brokers
has filled out greatly and that STO is utilizing a wide range of brokers. Member Paul
Cassidy inquired if there are any issues with brokers. Mr. Lujan replied that there is
some odd behavior from even on-the-run offerings and some of the major firms are so
constrained by their balance sheets that they can’t even offer a level on a spread for
very long.

Chairperson Joelle Mevi reported that she and Kirene Bargas have been investing
regularly and are noticing that CP offerings are now frequently requiring large
minimum purchases and this may be a way that the broker/dealers are restricting
purchases only to QIBs. Ms. Mevi is noticing $25 to $50 million minimum offerings
which are higher levels than she’s comfortable with or than STO policy allows.
Member Bohlin commented that this is why we want to have a wide range of
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III.

IV.

broker/dealers because a market meltdown causes the creditors to seize up or step away
and not take any risks at all. Mr. Lujan replied that he noticed three months ago that
there were air pockets in the prices in the market.

Economic and Investment Outlook

Mzt. Joaquin Lujan reported that in February the auction rate securities market was a
$330 billion dollar market before monoline insolvency fears sparked broad-based
dislocation in yet another facet of the fixed income market. Auction failures cause a
debt service burden for issuers’ that is often magnified by losses on swap agreements
that were intended to allow municipalities to borrow in the short term, floating rate
markets while paying fixed rates on what are essentially long-term liabilities. Financial
markets continue their downward spiral; the real economy continues its downward
spiral. And this month we see yet another example of this link: with the uncertainty in
the muni market, there exists a whole level economic problems associated with cuts in
government infrastructure spending or reduced services on a massive scale that didn’t
exist just two weeks ago.

CASH MANAGEMENT & COLLATERAL REPORTS: February 29, 2008

Cash Management Report

Mr. Orlando Romero reported pursuant to section 8-6-3.1 NMSA 1978; the State Cash
Manager shall submit to the State Board of Finance a report showing state fund
balances in each financial institution established pursuant to this section. He presented
a summary of state agency accounts in each institution though the month ending
January, 2008.

Member Paul Cassidy inquired if the number of non-interest bearing accounts increased
in January; are they still being monitored with STO trying to direct everything into
interesting bearing? Mr. Romero replied yes.

Collateral Report

Mr. Arsenio Gardufio reported that all depository institutions holding public funds for
the month ending January 2008 met the minimum collateral requirements. The ratio of
collateral required by each institution is a result of a quarterly risk assessment analysis.

Member Olivia Padilla-Jackson asked Mr. Garduno if he had any concerns regarding
his quarterly analyses. Mr. Garduno’s main concern was the net income: he has never
seen so many banks reporting negative growth.

STAFF REPORTS
None



V. COMMITTEE REPORTS

Discussion of Linked Deposit Program and CD Program

Chairperson designee Mevi presented a brief overview of the new Linked Deposit
Program and a draft outline for implementation of the program processes. Ms Mevi
stated that the legislation that created the program was designed to promote economic
development but it also intended to keep banking facilities available in smaller or at-
risk communities. The Treasurer will discuss an appropriate rate for the banks investing
in the Linked Deposit CD program at a later meeting. Member Paul Cassidy suggested
setting up a matrix in terms of guidance for the allowable rate; for example if the 90
day T Bill is at 1.44% today, then discounting that to .44% may not be sound investing
but a floor level could be set so that investment in CDs is never less then .50%. As rates
fall we won’t be able to do the full 1% discount outlined in the legislation.

Additionally, the State Treasurer’s Office utilizes a simplified cash flow model for
projection of cash flows in General Fund LIQUIDITY portfolio. In January STO
projected a cash flow deficit of $35 to $75 million for mid-March. In order to diffuse
the potential short-fall, CD renewals and new purchases were put on hold, continuing
through March. The amount of un-renewed CDs during this period totaled $74.6
million.

The Investing staff requested input from the State Treasurer’s Investments Committee
regarding the due diligence necessary for operation of the State’s CD Program,
especially in light of the addition of the new Linked Deposit Program. Concerns
regarding current influences in the banking sector were discussed.

Member Paul Cassidy inquired if the existing CD program limits the amount of state
money within an institution not exceed a certain amount of capital. It would be helpful
to include some guidance to this policy so an institution is not totally dependent state
deposits. If we had a 50% collateral requirement it could put the state in a credit risk
situation. Mr. Garduiio replied that statutorily an institution is allowed 400% of their
capital but in the policy we put a max of 200%; if they exceed that, then we require
100% collateral.

Member Steven Bohlin commented that the CD program is the “piggy bank” for the
State’s banks but the state may want to limit the amounts invested in the CD program in
order to circumvent liquidity deficits. Ms. Mevi commented there have been two
incidences in the past several months were new CD purchases caused a real or
projected deficiency in the Liquidity portfolio.

Mr. Garduiio stated that STO began reevaluating the CD program in early February
and, as a means to limit its effects upon the Liquidity portfolio, agreed to take the $50
million remaining availability in the CD program and place it into a money market
fund. Member Padilla-Jackson commented that pulling funds from the program too
quickly could hurt the banks. Member Cassidy agreed but questions how quickly banks
send in reports and how fast does STO complete the analysis on call reports. Mr.
Gardufio replied he does his analysis one month and 15 day after the quarter end.
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Member Padilla-Jackson suggested requesting monthly reports and, that by statute,
STO can request additional information at any time. She also requested a special
meeting to go over all the collateral rules before proceeding with CD program changes.

Update on NMFA Auction Rate Securities

NMFA issued Department of Transportation debt as auction rate securities and is
requesting that the State Treasurer participate in the weekly auction to purchase these
securities. NMFA’s ARS are failing to sell at auction which results in 8% - 12% ratesm
substantially more that the DOT budgeted for debt service interest. Member Cassidy
asked if STO has received a formal written request from NMFA for this assistance and
Member Bohlin asked if NMFA had provided their legal council’s opinion about the
legality of the proposed transaction. Randilynn Lord replied that there wasn’t a written
request nor legal opinion at this time but STO is expecting to receive both soon. Mr.
Willoford reported that NMFA plans to convert or refund the ARS into variable rate
demand bonds and is waiting for credit approval from three banks. The ARS to be
refunded are the series 2004C for $200 million and the 2006C for $220 million.

Member Padilla-Jackson asked how much additional debt service interest is DOT
incurring as a result of the failed auctions. Mr. Willoford replied that it would be
different from week to week, but worst case, if the whole $420 million failed and the
12% maximum applied, then a deficit of $950 million per week could result. He noted
that this has never happened.

Deputy Treasurer Valdes expressed concerns about the certainty that the new variable
rate bonds will successfully go to market. Mr. Willoford replied that the pledged
revenues from the State Road Funds, including the Highway Construction Fund and
federal funds, could provide 4 to 5 times annual coverage on the debt service so, from a
credit standpoint, there is no real concern that the deal won’t be successful. Mr. Valdes
asked about the timing in regard to the new bond issue. Mr. Willoford replied that’s its
currently being reviewed by bond council and is pending bank credit approvals. With
approvals in place, the refunding should occur in the first week of April.

Member Bohlin inquired on the rate if the variable rate demand notes were issued
today. Mr. Willoford responded that the BMA index is trading at 2.96%. NMFA
Board received verbal commitment for a letter of credit backing the bonds at 3% today.

Member Bohlin motioned that STO defer action on this item until a formal written
request from NMFA was received and a legal opinion regarding the legality of the
transaction has been received from NMFA bond counsel. The motion was seconded by
Chairperson designee Mevi and the motion carried.

NEXT MEETING
Wednesday April 9, 2008 at 9:00 a.m.

ADJOURNMENT
Member Steven Bohlin motioned to adjourn the meeting, seconded by Chairperson
designee Joelle Mevi. The meeting adjourned at 11:40 a.m.



