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 FUND RATINGS

Rating Actions Taken On New 
MexiGROW Local Government 
Investment Pool 
NEW YORK (Standard & Poor’s) March 5, 2009—Standard & Poor’s Ratings Services said 

today that it lowered its principal stability fund rating on the New MexiGROW Local 

Government Investment Pool (LGIP) to ‘Dm’ from ‘AAAm’ and then raised the rating back to 

‘AAAm’. 

 These rating actions are based on the New Mexico State Treasurer’s Office’s recent 

decision to reallocate on a pro rata basis the LGIP’s initial exposure to the Reserve Primary 

Fund. As a result of the Treasurer’s Office’s decision, investors in the LGIP that were 

participants in the pool at the time of the Reserve Primary Fund’s default will realize a decline 

in invested principal that is more than 0.5%. Therefore, we lowered the rating on New 

MexiGROW LGIP to ‘Dm’. Following the decision, we raised the rating on the fund to 

‘AAAm’, as the LGIP’s current holdings (T-bills and fully collateralized bank deposits) provide 

superior capacity to maintain principal stability. 

 On Sept. 15, 2008, the LGIP had approximately 23%, or $381.7 million (within our 

25% diversification limits for a ‘AAAm’ rating) of its assets in the Reserve Primary Fund. We 

lowered our rating on the Reserve Primary Fund to ‘Dm’ from ‘AAAm’ on Sept. 17, 2008, 

because of exposure to Lehman Brothers Holdings Inc. and a material decline in net assets. We 

subsequently withdrew the rating on Jan. 6, 2009. 

 Following the downgrade of the Reserve Primary Fund, on Sept. 22, 2008, the New 

MexiGROW LGIP sold its Reserve exposure to the New Mexico State General Fund at par 

under a put agreement. Because this eliminated the distressed asset from the LGIP, we did not 

take a rating action at that time, as principal stability appeared to have been protected. In 

return for providing the put, the New Mexico State Treasurer’s Office outlined a plan to 
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amortize the estimated loss amount by the Reserve investment during the first 10 months of 2009 by 

reducing the yield generated by the LGIP holdings that is paid to shareholders. 

 On Feb. 26, 2009, the Reserve stated that it would set aside $3.5 billion in a special reserve 

account to cover potential damages and legal fees, and it would continue to make interim distributions 

up to $0.9172 per share. Because this announcement materially changed the expected liquidation value 

of the Reserve exposure, as of March 2, 2009, the State Treasurer’s Office of New Mexico revised its 

plan to amortize the loss accumulated in the General Fund. The revised plan allocated the pro rata 

share of the LGIP’s participants’ balance in the Reserve Primary Fund as of Sept. 15, 2008, into a new, 

unrated fund known as the Reserve Contingency Fund (RCF) so that it was separate from the other 

New Mexico State Treasurer’s Office investment pools, resulting in the downgrade of the fund to ‘Dm’ 

based on the decline of those participants’ principal value. Following the bifurcation, which resulted in 

investors in the Pool having interests in both the LGIP and the RCF, we raised the rating on the LGIP 

to ‘AAAm’ because the LGIP’s current holdings provide a superior capacity to maintain principal 

stability. 

 This rating approach is consistent with our methodology regarding distressed exchanges 

outlined in our Jan. 28, 2009, article, titled “Rating Implications Of Exchange Offers And Similar 

Restructurings” (published Jan. 28, 2009, on RatingsDirect). Using this methodology, if we believe the 

rated pool would pay less than a $1.00-per-share net asset value if the exchange or amendment were 

not executed, we would view it as commensurate with a distressed exchange and lower the issue rating 

to ‘Dm’ before raising it to a level that reflects the then-current ability to maintain principal value. 

Complete ratings information is available to subscribers of RatingsDirect, Standard & Poor's Web-

based credit analysis system, at www.ratingsdirect.com. All ratings affected by this rating action can be 

found on Standard & Poor's public Web site at www.standardandpoors.com; under Credit Ratings in 

the left navigation area, select Find a Rating, then Credit Ratings Search.  
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